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TUSSLE FOR POWER: WHAT'S THE RBI-GOVERNMENT
STAND-OFF?

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The Reserve Bank of India. File   | Photo Credit: The Hindu

One, the Reserve Bank of India wants more powers over regulating public sector banks (PSBs).
Two, it feels that the government should not dictate the quantum of its surplus that can be paid
as annual dividend. And three, it is miffed that the Centre has suggested a separate payments
regulator.

 

Slammed for poor regulation following the fraud at Punjab National Bank, RBI Governor Urjit
Patel told a parliamentary panel in June that it does not have enough powers over PSBs. But the
RBI does have nominee directors on bank boards. It leads physical inspection at banks and
financial audits. It has also orchestrated mergers between banks whenever a bank has been on
the verge of collapse (for instance, Global Trust Bank merged with Oriental Bank of Commerce).
So, the RBI does have adequate control over PSBs but may not be exercising it fully.

The RBI earns income from lending to commercial banks and from purchase and sale of
government securities. It also has a surplus seigniorage (the difference between the value of
notes that it prints and the cost of printing and distributing them). After setting aside an amount
for contingency and asset development, the RBI transfers the surplus to the government. In
2016, that amount was 65,876 crore; this dropped to 30,659 crore in 2017. This year, it paid
50,000 crore to the government. One view is that if the RBI dips further into its reserves to pay
the Centre, this would weaken its balance sheet. On the other hand, the RBI is accountable to
the government. Plus, globally, central banks do transfer surplus reserves to their governments.

As payment systems fall under monetary policy, a separate payments regulator is unwarranted.

 

The RBI’s circular on February 12 stressed assets recognition as a sore point. The regulator
scrapped all the past restructuring mechanisms and said that if a borrower delayed payment for
even one day, he should be dragged to an insolvency court and the asset classified as a non-
performing asset (NPA).

The Centre sees the prompt corrective action (PCA) framework by the RBI, which restricts weak
banks from lending, as contributing to the liquidity crisis. It also wanted special dispensation by
the RBI to help non-banking finance companies (NBFCs) apart from relaxed norms for lending to
micro, small and medium enterprises.

 

Mr. Patel calls the circular as “Samudra Manthan” (when you churn the ocean, it is unavoidable
that some poison will precede the nectar). Bankers, industry and the government view the
circular as harsh and are unhappy with its timing.

The RBI is right in placing weak banks under the PCA. If anything, the RBI says, it has helped
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control the problem of bad loans. The government wants the PCA diluted so that bank lending
rises, thereby easing the liquidity crisis. The RBI could have heeded the Centre’s signals on
easing liquidity through extraordinary measures in addition to routine open market operations. It
is a fact that NBFCs, housing finance companies and microfinance institutions are in a spot of
bother due to the squeeze on liquidity.
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WHAT'S CROWDING OUT EFFECT IN ECONOMICS
Relevant for: Indian Economy | Topic: Government Budgeting incl. Fiscal Deficit

This refers to a phenomenon where increased borrowing by the government to meet its
spending needs causes a decrease in the quantity of funds that is available to meet the
investment needs of the private sector. Some have argued that the diversion of investment
funds away from the private sector adversely affects economic growth. Others, however, believe
that government spending does not always lead to a crowding out of private investment in the
economy. They instead argue that government demand for funds can compensate for the lack of
private demand for funds during economic depressions, thus helping to prop up aggregate
demand.
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Source : www.pib.nic.in Date : 2018-11-01

QUANTUM LEAP IN TRADING ACROSS BORDER
PARAMETER OF EASE OF DOING BUSINESS
RANKINGS RELEASED BY WORLD BANK

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &
various Indexes

Ministry of Finance

Quantum Leap in Trading Across Border parameter of Ease
of Doing Business rankings released by World Bank

Posted On: 31 OCT 2018 8:16PM by PIB Delhi

The rank in Trading Across Borders has taken a quantum leap from 146 to 80 in the Doing
Business report released by World Bank today. Among the 11 parameters based on which the
rankings are determined and which include indices like Starting a Business, Getting Electricity
and Resolving Insolvency, the improvement in India’s overall ranking this year can be mainly
attributed to an exceptional performance in Trading across Borders where India’s rank improved
from 146 to 80 since last year. This positive jump is due to a series of reforms undertaken by
Customs in conjunction with Ministry of Shipping and all stakeholders such as importers,
exporters, Customs Brokers, CFS operators, Shipping lines and Terminal Operators.

 

Trading Across Borders constitutes one of three most important components of the ten
parameters which the World Bank measures. This parameter assesses the efficiency of time
taken in clearing the imported and export goods and the cost involved in these processes. The
rankings are a solid testimony of our commitment to improving the business environment in the
country. Improvement in ranking is a clear endorsement and recognition of reforms carried out
by Customs in last years.

 

Customs has undertaken several initiatives which included enhanced coordination with other
ministries and stakeholders, extensive use of digitization and new technologies and business
process re-engineering to facilitate trade. Customs has come out with a National Trade
Facilitation Action Plan which provides a road map for fulfilment of India's commitments under
the Trade Facilitation Agreement. These initiatives by the government have also earned praise
by the World Customs Organization (WCO). By introducing SWIFT, a Customs Single Window,
Customs has unified the entire clearance process on a single digital platform. It has given a fillip
to trusted trader program by completely revamping AEO (Authorised Economic Operator)
scheme. For trusted traders, facility of deferred payment of duty has been made available. Risk
rules for interdicting consignments have been fine-tuned, which enabled higher facilitation levels.
With the roll or of flagship reform eSANCHIT, Customs de-materialised the clearance ecosystem
by dispensing with submission of hard copy of the documents thereby making the entire process
of consignment clearance faceless and paperless. Customs also introduced game changer
initiative Direct Port Delivery (DPD). Almost 47% of the containers at India's biggest port Nhava
Sheva can be cleared directly from the port to the importers premises within 60 hours.
Containers now move seamlessly from port to importers warehouse without having to be parked
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in CFSs thereby cutting dwell time and cost. Self-sealing using RFID e-seals had been
introduced on the export side. Now exporters can plan the movement of containers as per their
scheduling without having to wait for departmental officers to seal the containers. A major push
was given to allow more and more containers under direct port entry scheme so that routing
through intermediary CFSs could be avoided. Customs has done a major software and
hardware upgradation of ICEGATE. Time release studies (TRS) have been carried out at Nhava
Sheva which clearly reflected the actual time of clearance in case of import as well as export
was much lesser than the reflected in previous years ratings. Even the results of TRS have been
vindicated in the DMICDC supervised Logistics Databank project which records the actual
timestamps of export and import containers plying on the western sector. Ministry of Shipping
has also ensured upgradation of infrastructure in the ports and introduced strict monitoring of
time taken in port operations.  The measures like Advance filing by Importers, Self-sealing using
RFID seals by Exporters, supporting paperless clearance by Customs Brokers, issue of e-
delivery orders by Shipping lines, supporting DPD and DPE initiatives by CFS operators and
faster evacuation time by Terminal operators have directly contributed to time and cost savings. 

 

Customs department acknowledges the invaluable role by field officers and remarkable
cooperation by all coordinating Ministries, especially Shipping, Commerce, DIPP, etc and all
other stakeholders in achieving the improved rank. This improvement is the fruit of team effort.
While substantive improvement in ranking has been achieved in Trading Across Borders, there
is still room for further reforms which would be continued by CBIC in future.

       ********

DSM/RM
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INDIA IMPROVES RANK BY 23 POSITIONS IN EASE OF
DOING BUSINESS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &
various Indexes

Ministry of Commerce & Industry

India Improves Rank by 23 Positions in Ease of Doing
Business

India at 77 Rank in World Bank’s Doing Business Report

Posted On: 31 OCT 2018 6:30PM by PIB Delhi

The World Bank released its latest Doing Business Report(DBR, 2019) todayin New Delhi.
India has recorded a jump of 23 positions against its rank of 100 in 2017 to be placed now at
77thrank among 190 countries assessed by the World Bank. India'sleap of23 ranks in the Ease
of Doing Business ranking is significant considering that last year India had improved its rank
by 30 places, a rare feat for any large and diverse country of the size of India. As a result of
continued efforts by the Government, India has improved its rank by 53 positions in last two
years and 65positions in last four years.

The Doing Business assessment provides objective measures of business regulations and
their enforcement across 190 economies on ten parameters affecting a business through
its life cycle. The DBR ranks countries on the basis of Distance to Frontier (DTF), a score
that shows the gap of aneconomy to the global best practice. This year, India’s DTF score
improved to 67.23 from 60.76 in the previous year.

India has improved its rank in 6 out of 10 indicators and has moved closer to international
best practices (Distance to Frontier score) on 7 out of the 10 indicators. But, the most
dramatic improvements have been registered in the indicators related to 'Construction
Permits' and 'Trading across Borders'. In grant of construction permits, India's rank
improved from 181 in 2017 to 52in 2018, an improvement of 129 ranks in a single year. In
'Trading across Borders', India's rank improved by 66 positions moving from 146 in 2017 to
80in 2018. The changes in six indicators where India improved its rank are as follows:

 

S .
N
o.

Indicator

Construction Permits

T r a d i n g  A c r o s s
Borders

Starting a Business

Getting Credit

Getting Electricity
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Enforcing Contracts

Overall rank

 

 

The important features of India's performance this year are:

The World Bank has recognized India as one of the top improvers for the year.●

This is the second consecutive year for which India has been recognized as one of the top
improvers.

●

India is the first BRICS and South Asian country to be recognized as top improvers in
consecutive years.

●

India has recorded the highest improvement in two years by any large country since 2011 in
the Doing business assessment by improving its rank by 53 positions.

●

As a result of continued performance, India is now placed at first position among South
Asian countries as against 6th in 2014.

●

 

Indicatorwise highlights of India’s performance are:

 

Construction Permits –A.

Procedures reduced from 37 to 20 in Mumbai and from 24 to 16 in Delhia.
Time reduced from 128.5 to 99 days in Mumbai and from 157.5 to 91 days in Delhib.
Building quality control index improved from 12 to 14 in Mumbai and 11 to 14 in Delhic.
Cost of obtaining construction permits reduced from 23.2 percent to 5.4 percentd.
DTF score improved from 38.80 to 73.81e.

 

Trading Across Borders –B.

Changes in time and cost are as follows:a.
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Robust Risk Management System has reduced inspections significantlyb.
e-Sanchit allows traders to file all documents electronicallyc.
Time and cost to export reduced through the introduction of electronic self-sealing of
container at the factory

d.

 

Starting a Business - Procedures reduced from 11 to 10 in Delhi and 12 to 10 in
MumbaiTime reduced from 30 to 16 days in Delhi and 29.5 to 17 days in MumbaiPAN,
TAN, DIN now merged with SPICe making it a single form for company incorporationNo
requirement of inspection for registration under Shops & Establishment in MumbaiDistance
to Frontier improved from 75.40 to 80.96

C.

 

Access to CreditD.

Rank improved from 29 to 22a.
DTF improved from 75 to 80b.
Strength of legal rights index improved from 8 to 9c.
Secured creditors will now be repaid first during business liquidation hence given priority
over other claims

d.

 

Access to ElectricityE.

Procedures reduced from 5 to 3 in Delhi and 5 to 4 in Mumbaia.
DTF improved from 85.21 to 89.15b.

 

Improvement have taken place due to the commitment of the Government to carry out
comprehensive and complex reforms, supported by the bureaucracy which has changed its
mindset from a regulator to a facilitator. The Government has undertaken an extensive
exercise of stakeholder consultations to understand challenges of the industry, government
process re-engineering to provide simplified and streamlined processes to create a more
conducive business environment in the country. As a result of continued efforts, India's
rank has improved as follows:
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Year 2014 2016 2017 2018

Overall rank 142 130 100 77

DTF 53.97 56.05 60.76 67.23

 

The eight indicators in which India has improved its rank over last four years:

 

S. No. Indicator 2014 2018 Change

1 Construction Permits 184 52 +132

2 Getting Electricity 137 24 +113

3 Trading across Borders 126 80 +46

4 Paying Taxes 156 121 +35

5 Resolving Insolvency 137 108 +29

6 Enforcing Contracts 186 163 +23

7 Starting a Business 158 137 +21

8 Getting Credit 36 22 +14

 

Implementation of reforms required coordination within various Ministries and government
agencies:

DIPP prepared reform action plan based on global best practices, with support of World
Bank’s expert teamIdentification of nodal Departments and constitution of Task Force for
each indicator. DIPP sensitizing Departments and worked with them for reform
implementationDevelopment of a Communication Plan for Dissemination of reforms to
users and other stakeholders, to generate awareness and receive feedback. DIPP
engaged expert agencies to receive regular industry feedback on reformsConsulted
stakeholders frequently to understand the gaps in reform implementationCreated
WhatsApp groups to share reforms and address concerns of usersConducted focused
group discussions and one-to-one meetings with usersRan twitter Polls and conducted live
Twitter chat sessions to gauge user perception Identified corrective measures based on
feedback receivedRegular review of reforms and removing bottlenecks in
implementationIndian delegation visited World Bank multiple times to explain the reforms
implemented and understand areas for improvement

1.

***

MM/SB
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Source : www.prsindia.org Date : 2018-11-01

THE AIRPORTS ECONOMIC REGULATORY AUTHORITY
OF INDIA (AMENDMENT) BILL, 2018

Relevant for: Indian Economy | Topic: Infrastructure: Airports

Transport / Tourism / Urban development

The Airports Economic Regulatory
Authority of India (Amendment)
Bill, 2018
Highlights of the Bill

The Act defines a major airport as a civilian airport with annual
passenger traffic of over 15 lakh.  The Bill increases this threshold to
over 35 lakh.

●

Under the Bill, AERA will not determine: (i) the tariff, (ii) tariff structures,
or (iii) the development fees, in cases where these amounts were a part
of the bid document on the basis of which the airport operations were
awarded.

●

Key Issues and Analysis

AERA was set up to regulate the growing competition in the airline
industry, and to provide a level playing field among different categories
of airports.  Under the Bill, AERA will now regulate tariffs at fewer
airports.  It may be argued that instead of strengthening the role of the
regulator, its purview is being reduced.  Further, certain objectives of
the Bill could be achieved by improving AERA’s capacity.

●

Current Status:
Pending
Ministry: Civil Aviation

Stage Date
Introductio
n

Jul 18,
2018

Com. Ref.
Com. Rep.
Lok Sabha Introduce

d
Rajya
Sabha

Relevant Links

 
PRS Legislative
Brief  (435 KB)

 
PRS Bill
Summary  (405 KB)

   
  (457 KB)
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Bill Text  (23 KB)

  
  (206 KB)
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Source : www.livemint.com Date : 2018-11-02

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The relationship between the government and the Reserve Bank of India (RBI) used to be
cooperative and productive, but has vitiated over the past decade. These depredations have
impacted the functioning of the top management of the RBI and has diluted the morale down the
line.” These are the words of a former deputy governor of the RBI, written just three weeks ago
in the Business Standard. In that same piece, Rakesh Mohan also wrote that the RBI and the
government are increasingly seen functioning as adversaries. This impression should be
corrected. Public airing of differences must be eschewed and the government must take steps to
strengthen RBI’s independence. Indeed their contentious discussions must take place in an
atmosphere of mutual trust and respect.

This piece by Mohan, uttered in a low key and genteel voice, says something very similar to the
much more forceful speech of deputy governor Viral Acharya two weeks later. However, the
latter seems to have stirred the hornet’s nest. Its articulation of the need for central bank
independence is both masterful and scholarly. It should be read in its entirety. However, by
using examples (and implicitly drawing parallels) of cases such as Argentina, which had a
financial and constitutional crisis, he may have upset some mandarins of North Block. He also
warned that governments that do not respect central bank independence will sooner or later
incur the wrath of financial markets, ignite economic fire and rue the day they undermined the
institution’s autonomy. The way the stock market and the exchange reacted on Monday gave
some credence to his dire warning.

The main problem is that once the discourse spills over into the public, nobody can control it.
Positions harden quickly and the debate is of the “either you are with us or against us” variety.
This is the antithesis of the basic issue, which is essentially about deciding on shades of grey.
That is why Mohan and many others have advocated keeping the discussion, dissent and
debate away from the public eye. One can only assume that matters reached a point of extreme
provocation and that is why it spilled over.

For instance, RBI has been very clear about its 12 February circular. It had wound up all its
earlier schemes of loan restructuring in light of the new Insolvency and Bankruptcy Code (IBC).
RBI’s new paradigm is clean and transparent and quite flexible to banks for restructuring
stressed loans. If restructuring is not possible within 180 days, banks have to automatically put
the non-performing loan into the IBC process. Under the new IBC regime, RBI has no need or
business to specify a separate scheme for restructuring stressed loans. The time limit of 180
days is strict to encourage a strong credit culture, and prevent banks from resorting to their bad
old ways of “kicking the can” or “extend and pretend”. That culture created incentives for both
borrowers and lenders to go to great lengths to avoid the non-performing asset tag. However,
RBI has been under tremendous pressure, including through lawsuits, to dilute its stand and
give relief, especially to the power sector. Who is to say that if one sector gets relief today,
telecom or airlines won’t ask for it tomorrow? Besides, if the power sector needs help, it should
come from fiscal resources, not by diluting the hard won framework to strengthen credit
discipline. Is RBI not being pragmatic? Or is it being bullied too much?

Another recent instance was about diluting the prompt corrective action (PCA) under which 11
public sector banks have been restrained from issuing fresh loans. A third was about opening a
liquidity window for non-bank financial companies in light of the turmoil created by the
bankruptcy of Infrastructure Leasing & Financial Services. Both of these are worth debating and
discussing, but away from the public eye. If, in the present context, RBI’s considered view is that
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there is no need to dilute PCA or there is no systemic danger to liquidity, it must be respected. It
does not mean an end to consultations, or that fresh evidence not be presented continuously.

RBI was set up 12 years before India’s independence. In the eight decades of its existence, it
has distinguished itself with conduct of the highest standards. It is among a handful of national
institutions known for exemplary integrity and incorruptibility. Of course, it may have had its
share of bad apples and it may have committed policy mistakes (known only in hindsight).
However, overall, its rock solid reputation has been built over a long period of testing times that
needed tough decisions. This reputation and credibility are its most precious, yet fragile, assets.
The main reason for central banks’ independence is that governments are much more myopic,
as political considerations are often short term. Thus, they may push up fiscal spending to boost
growth in the near term, or may pressurize to keep interest rates low to keep borrowing costs
low, or may prefer to be lenient about loan recovery. These actions may be because of electoral
compulsions, or simply political short-termism. However, the medium or long term costs, in
terms of inflation or recession and financial instability, may be enormous.

Finally, let’s remember that two and half of the four pillars of democracy, are not elected by the
voting public, and are yet crucial to its robust functioning. These are the judiciary, the press and
the unelected bureaucracy. Accountability is not only about the ballot box. All citizens, elected or
not, have a responsibility of eternal vigilance.

Ajit Ranade is an economist and senior fellow, Takshashila Institution.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2018-11-02

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Amid speculation that Reserve Bank of India (RBI) governor Urjit Patel might quit, the
government did well on Wednesday to issue a statement, highlighting that the autonomy of the
central bank is essential. This should help defuse tension, at least for now.

Uncertainty in the market went up with reports that the government had invoked Section 7 of the
RBI Act. Thankfully, amid all the speculation, financial markets did not panic. Section 7 (1) of the
RBI Act says that “The Central government may from time to time give such directions to the
bank as it may, after consultation with the governor of the Bank, consider necessary in the public
interest.” Though the law says that the government can give directions after consultation with the
governor, invoking the provision will clearly be seen as curtailing the central bank’s operational
autonomy. This is precisely why it has never been used.

Whether the ongoing rift is amicably settled or snowballs into a full-blown crisis will solely
depend on how far the government intends to push the banking regulator. As this newspaper
has reported, the government, in its letters to RBI, actually threatened to invoke Section 7(1).
This is certainly not the best way to address any economic challenge.

The tension between the government and the banking regulator has been simmering for a while.
Aside from interest rates, there are a number of issues on which the government and the central
bank have a difference of opinion. For instance, the government blamed RBI for not doing
enough to avert the Punjab National Bank (PNB) fraud and excessive lending by the banking
system in the aftermath of the financial crisis. To be fair, RBI should share the responsibility, but
it was not the only one responsible. The PNB fraud was a result of a complete breakdown of
oversight and governance in the bank. RBI has asked for more powers to regulate public sector
banks (PSBs). Excessive lending by the banking system was partly a result of poor judgment of
growth prospects by the entire system. A slowdown resulted in non-performing assets.

However, the real extent to which government-RBI relations had deteriorated was revealed
when deputy governor Viral Acharya spoke about the independence of the central bank last
week. It now appears that it was a reaction to mounting government pressure and a breakdown
in communication. Among other things, Acharya highlighted issues such as the regulation of
PSBs, transfer of reserves from the RBI balance sheet, and the scope of regulation in the
context of a proposed payments regulator. RBI has published a dissent note on this. The issue
of PSB regulation also needs closer attention.

Further, the idea of transfer of reserves will not be prudent, both for the government and the
central bank. As former deputy governor Rakesh Mohan has argued (bit.ly/2OnSBba), the
central bank may not be able to attain its objectives without sufficient capital. It will also not
reflect well on the government if it uses central bank reserves to fund the fiscal deficit.
Additionally, a one-time large transfer will shrink the size of the RBI balance sheet and affect the
flow of dividend in the future.

However, that is not all. As has been reported, the government wants relaxation in the prompt
corrective action (PCA) framework, which is not allowing weak banks to lend, especially at a
time when non-banking financial companies are facing a liquidity crunch. Although RBI has
assured that it will maintain adequate liquidity in the system, the government doesn’t seem to be
convinced.
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It is important to repair the balance sheet of weak banks before they can be allowed to resume
normal business. Loosening the regulatory grip at this point could result in further accumulation
of bad loans. Both the government and RBI have made significant progress in recognizing and
addressing the bad loan issue. Relaxation in rules and regulations—either through the PCA
framework or exemption in the bad loan resolution mechanism—would mean that the problem
will fester and increase the cost for the economy over time.

The difference of opinion between the government and the central bank is neither new nor
unique to India. However, it is worth reiterating that it is necessary for the government to respect
the operational autonomy of the central bank. Undermining the ability of RBI to take decisions
will affect market confidence and end up complicating the policy environment. The government
has done well by taking the first step towards defusing tension. It should now build on it and
avoid unnecessary conflict with the central bank. The ball was always in the government’s court.

How should the government and the central bank resolve their differences? Tell us at
views@livemint.com
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Source : www.pib.nic.in Date : 2018-11-02

PROMOTION OF COASTAL SHIPPING IS THE TOP
MOST PRIORITY OF MY MINISTRY: MINISTER OF
STATE FOR SHIPPING

Relevant for: Indian Economy | Topic: Infrastructure: Ports & Waterways

Ministry of Shipping

Promotion of Coastal Shipping is the top most priority of
my Ministry: Minister of State for Shipping

Minister Shri Mansukh Mandaviya inaugurates
‘International Maritime Conference and Exhibition 2018’ in
Mumbai

Posted On: 01 NOV 2018 7:14PM by PIB Mumbai

Minister of State for Road Transport & Highways, Shipping and Chemicals & Fertilizers Sh.
Mansukh Mandaviya inaugurated the International Maritime Conference and Exhibition 2018,
organized by Institute of Marine Engineers (India) in Mumbai today.

Speaking on the occasion, the Minister said that promotion of Coastal Shipping is the
topmost priority of the Ministry of Shipping. The Government wants to increase the share of
freight transport through coastal route from 7% at present to 10% by 2020; he said that this
will result in a saving of Rs. 20 – 25 billion.

Speaking about Sagarmala Programme, the Minister said that the main focus of Sagarmala
is Port-Led Development, to reduce logistics cost and enhance last-mile connectivity. Under
this programme, more than 600 infrastructure projects with an investment of approximate
Rs. 8.78 lakh crore have been identified, out of which 89 projects worth Rs. 14000 Cr. have
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been completed and 436 projects worth Rs. 4.18 lakh crore are under various stages of
implementation. He added that after completion of these projects, logistics cost is expected
to reduce by Rs. 30,000 - 40,000 crores and it is expected to create 1 Crore jobs including
40 Lakh direct jobs.

Shri Mandaviya said that the Ministry is working on developing 14 Coastal Economic
Zones (CEZs), which will provide huge employment opportunities in coastal areas and will
lead to Port-Led development of such regions. Once operational, the CEZs will bring
employment opportunities and economic upliftment of people of in coastal regions.

He stated that with a view to promote cruise tourism along Indian Coast, Government has
revised Standard Operating Procedures (SOPs) to facilitate Cruise Tourism like e-visa facility
at 5 Sea Ports (Mumbai, Goa, Mangalore, Cochin and Chennai), exemption of e-visa tourists
from the requirement of biometric enrolments for a period of 3 years and reduction of Port
Charges and construction of a new Cruise Terminals in 5 Major Ports in the country. As per
estimates it is likely to generate employment for 2.5 lakhs persons and generate revenue to
the tune of 35,500 crores, the minister added.

He further informed that the Government has amended the 147-year old Admiralty Act
passed by the British; it will now be dealt in accordance with domestic Indian legislation,
giving powers to High Courts of respective states. “With the proposed amendment in the
existing Merchant Shipping Act, 1958, there would be huge change in the Indian Shipping /
Maritime Sector. This would facilitate Indian citizens having more than 50% share of the
vessels to register under Indian Flag, said the Minister.

Speaking about the India – Bangladesh agreement for use of Chittagong and Mongla Ports
for cross-border movement of goods, the Minister said that it would be a game-changer for
Eastern India. It will open new routes for cargo movements to central Asia and Europe and
will promote co-operation between the two countries in respect of Economic, Social and
Cultural Advancements. He said that the development of Chabahar Port will provide a direct
route to Afghanistan, while bypassing Pakistan.

Due to significant initiatives of the Govt. of India in last four year, a steep growth of 42.3%
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has noted in the number of Indian Seafarers i.e. from 108,446 (2013) to 154,349. Now, India
is providing 9.35% of the seafarers and ranked 3rd in the list of largest nations in the world.
Our Government is aiming to enhance this share to 15 – 16 % in the near future.

DG Shipping is taking a lot of steps including development of e-portal, online examination
and assessment, rating system of MTIs and assigning responsibilities to RPSLs for
enhancing the number of Seafarers.

Cochin Shipyard Limited (CSL) has emerged as front-runner in the shipbuilding and ship
repair industry and has a shipbuilding order book of over Rs 8000 cores. CSL has exported
around 45 high tech ships to international clients worldwide and is constructing Indigenous
Aircraft Carrier.

The new Dry Dock to tap the market potential of building and repairing specialized and
technologically advanced large vessels such as LNG vessels, larger aircraft carriers, drill
ships, and dry-dock repairs of semi-submersibles, jack-up rigs, etc. The facility is targeted to
be commissioned by June 2021.

The Minister said that there is huge scope for development of Ship Repairing Facilities
in the country. The potential ship repair market in India is estimated to be in the range of
Rs. 2,600-2800 Crores, assuming that all Indian fleet will be repaired in India.

He said that the MoU between Cochin Shipyard and Mumbai Port Trust for operation,
maintenance and development of ship-repair facility at Indira Dock would provide a
professional ship repair ecosystem, that would be beneficial for the commercial as well as
Defense Ship Repair Industry in India.  Cochin Shipyard is in the process of development of
Ship Repair Facility in joint venture with HDPEL on the Eastern Coast and with the Mumbai
Port on West Coast in the country.

In order to strengthen the shipbuilding industry, our Government has given infrastructure
status to the ship yards to make them illegible for financial assistance at reasonable rates.

The Government of India has introduced a Rs. 4000 crore Financial Assistance Policy (FAP)
to shipyards for 10 years, for contracts secured between 01.04.2016 and 31.03.2026.
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The world’s premier ship recycling facility is located at Alang Sosiya, in Gujarat, where nearly
half of the world’s scrapped ships are recycled. To make ship recycling industry safe for its
workers and the surrounding environment, a draft legislation to implement the Hong Kong
Convention is now undergoing pre-legislative consultations; the Minister expressed
confidence that the convention would be ratified in the not-so-distant future.

***
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Source : www.pib.nic.in Date : 2018-11-02

THE PRIME MINISTER, SHRI NARENDRA MODI TO
LAUNCH THE MSME SUPPORT AND OUTREACH
PROGRAMME; MSME OUTREACH PROGRAMME TO
RUN FOR 100 DAYS COVERING 100 DISTRICTS
THROUGHOUT THE COUNTRY

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Finance

The Prime Minister, Shri Narendra Modi to launch the
MSME Support and Outreach Programme; MSME Outreach
Programme to run for 100 days covering 100 Districts
throughout the country

Posted On: 01 NOV 2018 4:16PM by PIB Delhi

The Prime Minister, Shri Narendra Modi will launch the Micro, Small and Medium Enterprises
(MSME) Support and Outreach Programme tomorrow, Friday, 2nd November, 2018 at Vigyan
Bhavan in New Delhi in the august presence of the Union Minister for Finance and Corporate
Affairs, Shri Arun Jaitley and the Union Minister of State (I/C) for MSME, Shri Giriraj Singh
among other dignitaries.

 

Various announcements and deliverables focused on access to credit, access to market, hand
holding and facilitation support measures etc. for MSME Sector are likely to be announced on
this occasion.

 

MSME Outreach Programme will run for 100 days covering 100 Districts throughout the country.
Various Central Ministers are likely to visit these districts in order to apprise the entrepreneurs
about various facilities being extended to MSME Sector by the Government and financial
institutions and to come forward and make best use of these facilities including access to credit
and market, etc.

 

In short, it is expected that this Outreach Programme will help in further boosting the MSME
sector since this sector is one of the major generator of employment opportunities and making a
significant contribution to the overall growth of the economy.

 

*****
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Source : www.pib.nic.in Date : 2018-11-02

CABINET APPROVES MOVING A RESOLUTION IN THE
FIRST ASSEMBLY OF THE INTERNATIONAL SOLAR
ALLIANCE (ISA) FOR AMENDING THE FRAMEWORK
AGREEMENT OF THE ISA FOR OPENING UP THE ISA
MEMBERSHIP TO ALL COUNTRIES THAT ARE
MEMBERS OF THE UNITED NATIONS

Relevant for: Indian Economy | Topic: Infrastructure: Energy incl. Renewable & Non-renewable

Cabinet

Cabinet approves moving a Resolution in the first
Assembly of the International Solar Alliance (ISA) for
amending the Framework Agreement of the ISA for opening
up the ISA membership to all countries that are members of
the United Nations

Posted On: 01 NOV 2018 11:39AM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has given ex-post facto
approval for moving a Resolution in the first Assembly of the International Solar Alliance (ISA) for
amending the Framework Agreement of the ISA for opening up the ISA membership to all
countries that are members of the United Nations.

 

Benefits:

Opening the membership of the ISA will put solar energy in global agenda with the universal
appeal for developing and deploying solar energy. It will make ISA inclusive, whereby all
member countries that are members of the United Nations could become member. Expanding
membership will lead to ISA initiative benefitting the world at large.

*****

NW/AKT/SH

 

(Release ID: 1551455) Visitor Counter : 588

Read this release in: Marathi , Assamese , Bengali , Bengali , Gujarati , Tamil , Telugu ,
Malayalam
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Source : www.pib.nic.in Date : 2018-11-03

PM LAUNCHES HISTORIC SUPPORT AND OUTREACH
INITIATIVE FOR MSME SECTOR

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Finance

PM launches historic Support and Outreach Initiative for
MSME Sector

Posted On: 02 NOV 2018 7:32PM by PIB Delhi

 PM unveils 12 key initiatives●

•€€€€€€€€59 µινυτε λοαν πορταλ το εναβλε εασψ αχχεσσ το χρεδιτ φορ ΜΣΜΕσ

•€€€€€€€€Μανδατορψ 25 περχεντ προχυρεµεντ φροµ ΜΣΜΕσ βψ ΧΠΣΕσ

•€€€€€€€€Ορδινανχε φορ σιµπλιφψινγ προχεδυρεσ φορ µινορ οφφενχεσ υνδερ
Χοµπανιεσ Αχτ                                                                                                                     
                                                                                                                        

 The Prime Minister, Shri Narendra Modi, today launched a historic support and outreach
programme for the Micro, Small and Medium Enterprises (MSME) sector. As part of this
programme, the Prime Minister unveiled 12 key initiatives which will help the growth, expansion
and facilitation of MSMEs across the country.

 

The Prime Minister said that the 12 decisions that he is announcing today, will mark a new
chapter for the MSME sector. Noting that MSMEs are one of the principal employment
generators in India, the Prime Minister recalled the glorious Indian traditions of small scale
industry, including Ludhiana’s hosiery, and Varanasi’s sarees.

 

The Prime Minister said that the success of economic reforms launched by the Union
Government, can be gauged from the rise in India's “Ease of Doing Business Rankings,” from
142 to 77 in four years.

 

The Prime Minister said that there are five key aspects for facilitating the MSME sector. These
include access to credit, access to market, technology upgradation, ease of doing business, and
a sense of security for employees. He said that as a Diwali gift for the sector, the 12
announcements he is making, will address each of these five categories.

 

Access to Credit

As the first announcement, the Prime Minister announced the launch of the 59 minute loan
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portal to enable easy access to credit for MSMEs. He said that loans upto Rs. 1 crore can be
granted in-principle approval through this portal, in just 59 minutes. He said a link to this portal
will be made available through the GST portal. The Prime Minister asserted that in New India, no
one should be compelled to visit a bank branch repeatedly.

 

The Prime Minister mentioned the second announcement as a 2 percent interest subvention for
all GST registered MSMEs, on fresh or incremental loans. For exporters who receive loans in
the pre-shipment and post-shipment period, the Prime Minister announced an increase in
interest rebate from 3 percent to 5 percent.

 

The third announcement made by the Prime Minister was that all companies with a turnover
more than Rs. 500 crore, must now compulsorily be brought on the Trade Receivables e-
Discounting System (TReDS). He said that joining this portal will enable entrepreneurs to access
credit from banks, based on their upcoming receivables. This will resolve their problems of cash
cycle.

 

Access to Markets

The Prime Minister said that on access to markets for entrepreneurs, the Union Government has
taken a number of steps already. In this context, he made his fourth announcement, that public
sector companies have now been asked to compulsorily procure 25 percent, instead of 20
percent of their total purchases, from MSMEs.

 

The Prime Minister said his fifth announcement is related to women entrepreneurs. He said that
out of the 25 percent procurement mandated from MSMEs, 3 percent must now be reserved for
women entrepreneurs.

 

The Prime Minister said that more than 1.5 lakh suppliers have now registered with GeM, out of
which 40,000 are MSMEs. He said transactions worth more than Rs. 14,000 crore have been
made so far through GeM. He said the sixth announcement is that all public sector undertakings
of the Union Government must now compulsorily be a part of GeM. He said they should also get
all their vendors registered on GeM.

 

Technology Upgradation

Coming to technological upgradation, the Prime Minister said that tool rooms across the country
are a vital part of product design. His seventh announcement was that 20 hubs will be formed
across the country, and 100 spokes in the form of tool rooms will be established.
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Ease of Doing Business

On Ease of Doing Business, the Prime Minister said his eighth announcement is related to
pharma companies. He said clusters will be formed of pharma MSMEs. He said 70 percent cost
of establishing these clusters will be borne by the Union Government.

 

The Prime Minister said that the ninth announcement is on simplification of government
procedures. He said the ninth announcement is that the return under 8 labour laws and 10 Union
regulations must now be filed only once a year.

 

The Prime Minister said that the tenth announcement is that now the establishments to be
visited by an Inspector will be decided through a computerised random allotment.

 

The Prime Minister noted that as part of establishing a unit, an entrepreneur needs two
clearances namely, environmental clearance and consent to establish. He said that the eleventh
announcement is that under air pollution and water pollution laws, now both these have been
merged as a single consent. He further said that the return will be accepted through self-
certification.

 

As the twelfth announcement, the Prime Minister mentioned that an Ordinance has been
brought, under which, for minor violations under the Companies Act, the entrepreneur will no
longer have to approach the Courts, but can correct them through simple procedures.

Social Security for MSME Sector Employees

The Prime Minister also spoke of social security for the MSME sector employees. He said that a
mission will be launched to ensure that they have Jan Dhan Accounts, provident fund and
insurance.

 

The Prime Minister said that these decisions would go a long way in strengthening the MSME
sector in India. He said the implementation of this outreach programme will be intensively
monitored over the next 100 days.

 

The Union Minisyter of Finance and CorporateAffairs, Shri Arun Jaitley, Union Minister of State
(I/C) for MSME, Shri Giriraj Singh, MOS(Finance) Shri Shiv Pratap Shukla, MOS(Finance &
Shipping), Shri Pon. Radhakrishnan, Secretary, DFS, Shri Rajiv Kumar, Secretary, MSME, Shri
Panda and senior officials of different Departments/Ministries, Banks and Financial Institutions
were also present on the occasion.

*****
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Source : www.pib.nic.in Date : 2018-11-03

MSME SECTOR IS A NURSERY OF
ENTREPRENEURSHIP: SHRIPAD NAIK

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Micro,Small & Medium Enterprises

MSME Sector is a nursery of Entrepreneurship: Shripad
Naik

Posted On: 02 NOV 2018 7:41PM by PIB Mumbai

Panaji, November 2, 2018

 

The role of Micro, Small and Medium Enterprises in the economic and social development of the country is
well established. The MSME sector is a nursery of entrepreneurship often driven by individual creativity and
innovation, said Shripad Naik. Union Minister of State (I/C) Ministry of AYSUH Shripad Naik was speaking at
the function of launching of “Samveg”, to celebrate the role of MSMEs in the development of the nation which
was organized by banking sector at NIO, Dona Paula today. The event was telecasted from Delhi where
Prime Minister launched major Support and Outreach Initiative for MSME sector. North Goa district is among
the 100 districts selected for the Support and Outreach initiative programme.

 

Shripad Naik further said that timely availability of credit is a pre requisite for any entrepreneur to maintain the
viability of his business; therefore this programme would lay emphasis on a new initiative called Contactless
Loan Platform. It will help improve credit flow to MSME sector which is backbone of country’s economy in
terms of output, exports and employment generation. One of the positive points of this initiative would be the
linking of data which in turn cut down the lapses and information asymmetry.

 

This initiative will set a new benchmark in loan delivery mechanism by reducing the turnaround time from 20-
25 days to just 59 minutes, said Shri Naik.

 

***

DJM/Samarjit

(Release ID: 1551777) Visitor Counter : 99
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Source : www.pib.nic.in Date : 2018-11-03

INDIAN RAILWAYS ELIMINATES UNMANNED LEVEL
CROSSINGS (UMLCS) ON BROAD GAUGE IN A
MISSION MODE

Relevant for: Indian Economy | Topic: Infrastructure: Railways

Ministry of Railways

Indian Railways eliminates Unmanned Level Crossings
(UMLCs) on Broad Gauge in a Mission Mode

As on 01.04.2018, there were 3479 Unmanned Level
Crossings on Broad Gauge routes, of which 3402 UMLCs
have been eliminated in last seven months

12 Zonal Railways are free from UMLC

Posted On: 02 NOV 2018 5:21PM by PIB Delhi

Indian Railway has taken a mission area to eliminate all Unmanned Level Crossings
(UMLCs) on Broad Gauge and accordingly special efforts have been made so that
elimination can be completed at the earliest.

As on 01.04.2018, there were 3479 Unmanned Level Crossings on Broad Gauge
routes. Total 3402 UMLCs have been eliminated in last seven months. Balance 77
UMLCs have also been planned to be eliminated by December 2018.

Most of the UMLCs have been eliminated either by provision of Subway/RUBs or by
manning.

 

Elimination of UMLC by Subway
 

         El imination of UMLC by
manning
 

 

Progress of elimination in last 10 years is as under:
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*Progress is upto October’2018

From the above, it is clear that in last 7 months progress improved more than 5
times as compared to last years.

All Unmanned level crossings on routes having speed more than 130KMPH and
on Sub-urban routes have been eliminated.

12 Zonal Railways - Central Railway, Eastern Railway, East Central Railway, East
Coast Railway, North Eastern Railway, North East Frontier Railway, Southern
Railway, South Central Railway, South Eastern Railway, South East Central
Railway & West Central Railway are now become UMLC free on Broad Gauge
route.

By elimination of UMLCs on war footing, accidents at UMLCs have reduced from
65 in 2009-10 to 3 in 2018-19.

*Accident data is upto October’2018

***

SVS/MKV/ENS
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Source : www.pib.nic.in Date : 2018-11-03

INDIA SURGES 23 RANKS IN EASE OF DOING
BUSINESS WITH PORT-LED DEVELOPMENT UNDER
SAGARMALA IMPROVING ‘TRADING ACROSS
BORDER’

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &
various Indexes

Ministry of Shipping

India Surges 23 Ranks in ease of doing Business with port-
led Development under Sagarmala Improving ‘Trading
Across Border’

Posted On: 02 NOV 2018 4:03PM by PIB Delhi

 

As per the World Bank report 2019 on Ease of Doing Business, India has taken a huge leap of
23 ranks from 100 in 2017-18 to 77 in 2018-19 indicating it is continuing its steady shift towards
global standards. One of the key indices which has contributed immensely toward this growth is
‘Trading across borders’ which shows an impressive improvement from 146 rank last year to
80th rank this year.

The Ministry of Shipping has been taking initiatives to improve the parameter of ‘Trading across
border’ as 92% of India’s Export- Import trade by volume is handled at ports.

The report mentions that this is mainly due to India’s continued reform agenda, which has made
it the top-ranked economy in the region. Upgradation of port infrastructure, Improvement of
processes, and digitization of document submission has substantially reduced Export/Import
cargo handling time at ports which has significantly contributed towards improving the trading
across border parameter and India’s impressive growth in the World Bank’s report. The World
Bank has recognized India as one of the top improvers for the year.

According to the report, under the Border Compliance Criterion relevant to the Port Sector the
Cost to Export has come down from $ 382.4 to $251.6. Similarly, the Cost to Import has come
down from $ 543.2 to $ 331.

 

“Focused efforts at improving the export/import cargo handling at major ports has
contributed to improving the Ease of Doing Business in India and thus will help in
economic growth & more jobs opportunities for the youth.”,said Shri Nitin Gadkari, Union
Minister for Shipping, Road Transport & Highways and Water Resources, River
Development and Ganga Rejuvenation.

The Government has initiated a series of steps to make India’s EXIM logistics more competitive
in terms of time and cost. A series of studies to bench mark the performance of Indian Major
Ports with their international counterparts has been undertaken and steps to increase the
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capacity and productivity to global standards have been initiated. Specifically 114 initiatives
which were identified have been undertaken.

“The focus has been on development of port infrastructure and capacity enhancement,
improvement in last mile connectivity and development of multi-modal hubs to promote EXIM
while reducing logistics cost and time. Under Sagarmala, port-led-development initiative of the
Govt, 266 port modernization projects with an investment of more than Rs 1.45 lakh Crore has
been identified for implementation over next 10 years.”saidthe Minister.

80 projects worth Rs. 13,701Cr have been completed and projects worth 2.39 lakh Crore are
under implementation.

“In order to enhance last mile connectivity, 211 road-rail projects worth Rs 250,907 Crore have
been identified under Sagarmala.15 multimodal logistic parks with an investment of Rs3,989 will
help in improving efficiency in freight movement under the programme”, the minister added.

With more than 5 % average growth at major ports over last 4 years, the Ministry of Shipping,
has taken several steps to improve their operational efficiencies through policy and procedural
changes and mechanization.

As a result, key efficiency parameters have improved considerably. The Average Turnaround
Time has reduced from 82 hrs to 64 hrs in 2017-18. The Average Output Per Ship Berth day has
increased from 14,583Tonnes in 2016-17 and to 14,912 Tonnes in 2017-18. The traffic at major
ports increased to 6794.7 lakh tonnes during 2017-18 over 6483.98 lakh tonnesduring 2016-17. 

Transfer of conventional activities to digital platforms, use of technology for moving cargo and
simplification of processes have been done topromote business and facilitate ease of doing
business. Steps taken include the following:

 

Radio Frequency Identification (RFID)system installed in 11 Major Ports to enhance
security, remove bottlenecks for seamless movement of traffic across Port gates. The RFID
system automatically identifies the trucks and drivers without the need to stop at the port
gates for manual checking.

●

DMICDC's Logistics Databank system (LDB) for tracking & tracing movement of EXIM
container in the Major Ports thereby enabling the consigners and consignees to track the
movement of the Containers from portal.

●

Direct Port Delivery (DPD) and Direct Port Entry (DPE) enable direct movement of
containers from factories / port without intermediate handling requirement, thus saving cost
& time Direct Port Delivery of Import containers increased from 3% in November 2016 to
40.62% in July, 2018. The DPD importers are benefited by savings in cost ofupto
Rs.15,000/ and average serving in delivery time of 5 days.The percentage of Direct Port
Entry of Export containers increased from 60% in April 2017 to 82.66 in July, 2018.

●

Installation of drive-through Container Scanners to save time  at Major Ports●

Reducing paper work- Issuance of e- Delivery orders, e-invoice and e-payment across all
the Major Ports. Digitalization of processes has considerably reduced the processing time.

●

Upgradation of the Centralized Web Based-Port Community System (PCS) to provide global
visibility and access to the central database to all its stakeholders through internet based
interfaces

●
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Source : www.economictimes.indiatimes.com Date : 2018-11-04

IT, INFRASTRUCTURE SECTORS KEY TO INDIA'S
GROWTH: REPORT

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

LONDON: India's information technology and infrastructure sectors will be central to its journey
of becoming a USD 10-trillion economy by 2030, according to a new report released in London.

The Indo-European Business Forum (IBEF), which works as a facilitator of business ties
between India and Europe, highlighted that the sustained reforms by the Indian government
have opened up the prospect of growth in these particular sectors as well as renewable energy,
defence and logistics.

According to its analysis, information technology (IT) services exports are projected to add USD
10 billion during this fiscal year, to touch USD 126 billion.

In the field of infrastructure, India will become the third-largest construction market globally by
2022 and the real estate sector is estimated to grow to USD 650 billion by 2025 and surpass
USD 850 billion by 2028, to touch USD 1 trillion by 2030.

"Today India represents a land of infinite opportunities. Its young demographic profile combined
with its strong industrial base, rapid digitisation, growing infrastructure, resilient start-up
ecosystem and clear growth vision from the government, offers India a significant competitive
advantage vis-a-vis other developing economies," said Sunil Kumar Gupta, India Leader of
IEBF, at the 'Global Investment Conclave on Investment Opportunities in New India' in the
House of Lords complex on Friday.

The annual IEBF investors' summit which began Friday ran for two days, with Prime Minister of
Malta Joseph Muscat among the special guests alongside some of the prominent IEBF Advisory
Committee members such as Baroness Sandip Verma, Member of the House of Lords and
Chair of the European External Affairs Committee, and leading Indian-origin businessman GP
Hinduja.

A delegation of Indian companies with investment experience and future expansion plans for
Europe were also among the participants.

"IEBF was started 11 years ago to promote business ties between India and Europe and today,
notwithstanding the Brexit uncertainties, it is playing an active role to facilitate trade and
investment flows both ways," said Vijay Goel, founder-chair of IEBF.

As an economic consultant to the government of Malta, Goel also revealed plans by Indian
companies to invest around USD 100 million in the European Union (EU) country in 2019. These
investments include plans to set up a bank, a university and a floating hotel in the region.

"India sees Malta as one of the most trusted partners within the EU, being one of the first
countries to recognise its independence. We have had friendly relations ever since and now it is
time to transform this into a strategic economic partnership," he said.
LONDON: India's information technology and infrastructure sectors will be central to its journey
of becoming a USD 10-trillion economy by 2030, according to a new report released in London.

The Indo-European Business Forum (IBEF), which works as a facilitator of business ties



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

between India and Europe, highlighted that the sustained reforms by the Indian government
have opened up the prospect of growth in these particular sectors as well as renewable energy,
defence and logistics.

According to its analysis, information technology (IT) services exports are projected to add USD
10 billion during this fiscal year, to touch USD 126 billion.

In the field of infrastructure, India will become the third-largest construction market globally by
2022 and the real estate sector is estimated to grow to USD 650 billion by 2025 and surpass
USD 850 billion by 2028, to touch USD 1 trillion by 2030.

"Today India represents a land of infinite opportunities. Its young demographic profile combined
with its strong industrial base, rapid digitisation, growing infrastructure, resilient start-up
ecosystem and clear growth vision from the government, offers India a significant competitive
advantage vis-a-vis other developing economies," said Sunil Kumar Gupta, India Leader of
IEBF, at the 'Global Investment Conclave on Investment Opportunities in New India' in the
House of Lords complex on Friday.

The annual IEBF investors' summit which began Friday ran for two days, with Prime Minister of
Malta Joseph Muscat among the special guests alongside some of the prominent IEBF Advisory
Committee members such as Baroness Sandip Verma, Member of the House of Lords and
Chair of the European External Affairs Committee, and leading Indian-origin businessman GP
Hinduja.

A delegation of Indian companies with investment experience and future expansion plans for
Europe were also among the participants.

"IEBF was started 11 years ago to promote business ties between India and Europe and today,
notwithstanding the Brexit uncertainties, it is playing an active role to facilitate trade and
investment flows both ways," said Vijay Goel, founder-chair of IEBF.

As an economic consultant to the government of Malta, Goel also revealed plans by Indian
companies to invest around USD 100 million in the European Union (EU) country in 2019. These
investments include plans to set up a bank, a university and a floating hotel in the region.

"India sees Malta as one of the most trusted partners within the EU, being one of the first
countries to recognise its independence. We have had friendly relations ever since and now it is
time to transform this into a strategic economic partnership," he said.
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FILLING THE GAP
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Both my son’s kidneys have failed and he desperately needs a liver transplant! Please help me

It is an accepted fact that micro, small and medium enterprises (MSMEs) have been impacted
adversely by the twin shocks of demonetisation and goods and services tax (GST).
Demonetisation made it difficult for these units to pay their contractual labour in cash and access
credit, which is again largely through informal channels. GST similarly led to an increase in
compliance costs, apart from depriving them of the inherent advantages of doing business in
cash without leaving a paper trail. The fact that outstanding gross bank credit to MSMEs has
actually shrunk — from Rs 4.71 lakh crore to Rs 4.69 crore between September 2014 and
September 2018 – despite refinancing schemes such as Pradhan Mantri Mudra Yojana is proof
of formal lending institutions being unable to fill the void either. This is disconcerting because the
MSME sector accounts for an estimated 30 per cent of the country’s GDP, 45 per cent of its
manufacturing output and 40 per cent of merchandise exports. And given that MSMEs have
contributed least to the banking system’s non-performing assets crisis, even while
disproportionately bearing the brunt of demonetisation and GST, there is also a moral case to
support the sector.

It is refreshing in this light to see the Narendra Modi government announcing a 2 per cent
interest subvention on both fresh and incremental loans taken by MSMEs having GST
registration, besides launch of a portal enabling credit sanctions of up to Rs 1 crore “in just 59
minutes”. The idea by itself is welcome. GST, along with digitisation, allows for creation of a
database of transactions, bank account statements and tax returns of all firms. That, in theory,
should make it possible for assessing the creditworthiness of any applicant in a reasonably short
period, even if not “59 minutes”. Whether this would work on the ground will, of course, depend
on the banks. If demonetisation and GST ultimately leads to an ecosystem, wherein MSMEs are
able to obtain better access to formal finance and without fear of harassment by tax/enforcement
authorities, the short-term pains may still turn out to be worth having endured. The Modi
government has also promised that factory inspectors will be permitted to conduct visits through
random computerised allotment, with compulsory publication of reports within 48 hours. In
addition, there would be only a single environmental approval for both air and water pollution.
But the implementation here, too, is dependent mainly on the states concerned.

The other thing that should be worrying is the state of non-banking finance companies (NBFCs),
whose share in total formal credit to MSMEs has almost doubled from around 5.5 per cent in
December 2015 to 10 per cent in March 2018. With these institutions themselves now facing a
liquidity squeeze, following the IL&FS debt defaults, the danger of credit flows to MSMEs being
further affected cannot be ruled out.
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Source : www.pib.nic.in Date : 2018-11-05

PRESIDENT GIVES ASSENT TO PROMULGATION OF
THE COMPANIES AMENDMENT (ORDINANCE), 2018

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Company Affairs

President gives assent to promulgation of the Companies
Amendment (Ordinance), 2018

Posted On: 02 NOV 2018 8:18PM by PIB Delhi

            The recommendation of the Union Cabinet for promulgation of the Companies
Amendment (Ordinance), 2018 has been assented to  by the President of India.  The Ordinance,
which has been promulgated today is based on the recommendations of the Committee
appointed by the Government to review  offences under the Companies Act, 2013.

The twin objectives of the Ordinance are promotion of Ease of Doing Business along with
better corporate compliance.  The main amendments are as under;

Shifting of jurisdiction of 16 types of corporate offences from the special courts to in-house
adjudication, which is expected to reduce the case load of Special Courts by over
60%,thereby  enabling them to concentrate on serious corporate offences.  With this
amendment the scope of in-house adjudication has gone up from 18 Sections at present to
34 Sections of the Act.

i.

The penalty for small companies and one person companies has been reduced to half of
that applicable to normal companies.

ii.

Instituting a transparent and technology driven in-house adjudication mechanism on an
online platform and publication of the orders on the website.

iii.

Strengthening in-house adjudication mechanism by necessitating a concomitant order for
making good the default at the time of levying penalty, to achieve the ultimate aim of
achieving better compliance.

iv.

Declogging the NCLT by:v.
 

enlarging the pecuniary jurisdiction of Regional Director  by enhancing the  limit up to Rs.
25 Lakh as against earlier limit of Rs. 5Lakhunder Section 441 of the Act;vesting in the
Central Government the power to approve the alteration in the financial year of a company
under section 2(41); andvesting the Central Government the power to approve cases of
conversion of public companies into private companies.

1.

 

Recommendations related to corporate compliance and corporate governance include re-
introduction of declaration of commencement of business provision to better tackle the
menace of ‘shell companies’; greater disclosures with respect to public deposits; greater
accountability with respect to filing documents related to creation, modification and
satisfaction of charges; non-maintenance of registered office to trigger de-registration
process; and holding of directorships beyond permissible limits to trigger disqualification of

vi.
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such directors.
DSM/RM

(Release ID: 1551781) Visitor Counter : 1042

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.pib.nic.in Date : 2018-11-05

PM LAUNCHES HISTORIC SUPPORT AND OUTREACH
INITIATIVE FOR MSME SECTOR

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Prime Minister's Office

PM launches historic Support and Outreach Initiative for
MSME sector

Posted On: 02 NOV 2018 7:21PM by PIB Delhi

PM unveils 12 key initiatives●

59 minute loan portal to enable easy access to credit for MSMEs●

Mandatory 25 percent procurement from MSMEs by CPSEs●

Ordinance for simplifying procedures for minor offences under Companies Act●

 

The Prime Minister, Shri Narendra Modi, today launched a historic support and outreach
programme for the Micro, Small and Medium Enterprises (MSME) sector. As part of this
programme, the Prime Minister unveiled12 key initiatives which will help the growth, expansion
and facilitation of MSMEs across the country.

The Prime Minister said that the 12 decisions that he is announcing today, will mark a new
chapter for the MSME sector. Noting that MSMEs are one of the principal employment
generators in India, the Prime Minister recalled the glorious Indian traditions of small scale
industry, including Ludhiana’s hosiery, and Varanasi’s sarees.

The Prime Minister said that the success of economic reforms launched by the Union
Government, can be gauged from the rise in India's “Ease of Doing Business Rankings,” from
142 to 77 in four years.

The Prime Minister said that there are five key aspects for facilitating the MSME sector. These
include access to credit, access to market, technology upgradation, ease of doing business, and
a sense of security for employees. He said that as a Diwali gift for the sector, the 12
announcements he is making, will address each of these five categories.

 

Access to Credit

As the first announcement, the Prime Minister announced the launch of the 59 minute loan
portal to enable easy access to credit for MSMEs. He said that loans uptoRs. 1 crore can be
granted in-principle approval through this portal, in just 59 minutes. He said a link to this portal
will be made available through the GST portal. The Prime Minister asserted that in New India, no
one should be compelled to visit a bank branch repeatedly.

The Prime Minister mentioned the second announcement as a 2 percent interest subvention for
all GST registered MSMEs, on fresh or incremental loans. For exporters who receive loans in
the pre-shipment and post-shipment period, the Prime Minister announced an increase in
interest rebate from 3 percent to 5 percent.
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The third announcement made by the Prime Minister was that all companies with a turnover
more than Rs. 500 crore, must now compulsorily be brought on the Trade Receivables e-
Discounting System (TReDS). He said that joining this portal will enable entrepreneurs to access
credit from banks, based ontheir upcoming receivables. This will resolve their problems of cash
cycle.

Access to Markets

The Prime Minister said that on access to markets for entrepreneurs, the Union Government has
taken a number of steps already. In this context, he made his fourth announcement, thatpublic
sector companies have now been asked to compulsorily procure 25 percent, instead of 20
percent of their total purchases, from MSMEs.

The Prime Minister said his fifth announcement is related to women entrepreneurs. He said that
out of the 25 percent procurement mandated from MSMEs, 3 percent must now be reserved for
women entrepreneurs.

The Prime Minister said that more than 1.5 lakh suppliers have now registered with GeM, out of
which 40,000 are MSMEs. He said transactions worth more than Rs. 14,000 crore have been
made so far through GeM. He said the sixth announcement is that all public sector undertakings
of the Union Government must now compulsorily be a part of GeM. He said they should also get
all their vendors registered on GeM.

 

Technology Upgradation

Coming to technological upgradation, the Prime Minister said that tool rooms across the country
are a vital part of product design. His seventh announcement was that 20 hubs will be formed
across the country, and 100 spokes in the form of tool rooms will be established.

 

Ease of Doing Business

On Ease of Doing Business, the Prime Minister said his eighth announcement is related to
pharma companies. He said clusters will be formed of pharma MSMEs. He said 70 percent cost
of establishing these clusters will be borne by the Union Government.

The Prime Minister said that the ninth announcementis on simplification of government
procedures. He said the ninth announcement is that the return under 8 labour laws and 10 Union
regulations must now be filed only once a year.

The Prime Minister said that the tenth announcement is that now the establishments to be
visited by an Inspector will be decided through a computerised random allotment.

The Prime Minister noted that as part of establishing a unit, an entrepreneur needs two
clearances namely, environmental clearance and consent to establish. He said that the eleventh
announcement is that under air pollution and water pollution laws, now both these have been
merged as a single consent. He further said that the return will be accepted through self-
certification.

As the twelfth announcement, the Prime Minister mentioned that an Ordinance has been
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brought, under which, for minor violations under the Companies Act, the entrepreneur will no
longer have to approach the Courts, but can correct them through simple procedures.

Social Security for MSME Sector Employees

The Prime Minister also spoke of social security for the MSME sector employees. He said that a
mission will be launched to ensure that they have Jan Dhan Accounts, provident fund and
insurance.

The Prime Minister said that these decisions would go a long way in strengthening the MSME
sector in India. He said the implementation of this outreach programme will be intensively
monitored over the next 100 days.

*****

AKT/SH/SBP

(Release ID: 1551771) Visitor Counter : 1187

Read this release in: Marathi , Tamil , Kannada
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Source : www.livemint.com Date : 2018-11-05

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &

various Indexes

The World Bank Doing Business (DB) rankings for 2019 bring timely relief for the Narendra Modi
government. Amid the government’s various skirmishes on the political and economic fronts,
India has climbed 23 spots to rank 77th globally. This is a substantial jump in the rankings for
the second year running; last year, India jumped 30 notches. The government deserves credit
for this sustained progress. That said, it is also important to remember precisely what the
rankings mean—and what they don’t.

This year, India registered improvement in areas like starting a business, dealing with
construction permits, getting electricity, getting credit, paying taxes, and trading across borders.
To the Modi government’s credit, it has undertaken targeted efforts to address shortcomings in
these areas—for instance, the National Trade Facilitation Action Plan (NTFAP) 2017-2020 for
increasing the efficiency of cross-border trade. Launched last year, it is putting in place the
architecture for decreasing border and documentary compliance time, permitting exporters to
electronically seal their containers at their own facilities, and reducing physical inspections to up
to only 5% of all shipments.

Likewise, the implementation of the single-window clearance system for construction permits in
Delhi and the online building permit approval system in Mumbai are important. The trajectory of
the construction industry has a significant impact on the Indian economy—both in terms of its
importance for job creation and its effect on upstream industries like steel and cement.

On other fronts, however, there has been stagnation or regression. Take the Insolvency and
Bankruptcy Code (IBC), as critical a reform as any in recent times. India’s rank dropped from
103 to 108 here; its overall score did not decline significantly, but that is not something to
celebrate. The sluggish rate of resolution of cases that have come under the IBC is becoming a
major roadblock. And as Business Standard reported last week, of the 212 cases that have
ended in liquidation—almost 80% of those that have completed the IBC process—the resolution
value was greater than the liquidation value in 30 cases that ended in the latter anyway.
Creditors choosing to take a deeper haircut, and the small percentage of companies going the
resolution way, imply kinks in the resolution process that need to be worked out.

Then there is the goods and services tax (GST), perhaps the Modi government’s biggest
achievement. There has been an improvement in India’s “paying taxes” score—the decline in its
relative rank on this front notwithstanding—but it remains below 100. Besides, the number of
hours taken in a year to file taxes rose to 275.4 from 214 last year. There are other hitches with
knock-on effects as well. For instance, delays in GST refunds have constrained working capital
for exporters. The Federation of Indian Export Organisations has stated that the process of input
tax credit refund being partly electronic and partly manual has been the main impediment here.
To be fair, the World Bank’s deadline for tax-related reforms was 31 December 2017, only six
months after GST was introduced. It remains to be seen if next year’s report will show follow-
through in addressing these flaws.

Such reforms are also important as a signalling exercise. The DB rankings have their limitations,
as this paper has noted . They are restricted to findings in two cities—Mumbai and Delhi—and
reflect the de jure state of affairs. Research in recent years shows that the de facto reality at the
enterprise level may be significantly different and vary across states depending on governance
quality and state capacity, among other factors. What the rankings do, however, is give investors
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a yardstick by which to measure government commitment to reforms. Such messaging is
important; sentiment, not just fundamentals, matter for investment, particularly foreign direct
investment.

In its August statement, the Reserve Bank of India’s monetary policy committee said that the
persistent output gap had almost closed. There is still excess capacity, certainly, but it has been
in steady decline for a while now.

Meanwhile, according to reports, the Union ministry of finance is likely to sign off on the second
round of capital infusion for public sector banks towards the end of November. All of this lays the
ground for an uptick in the investment cycle. The supply-side reforms the DB report looks will
help clear the underbrush that could drag at it.

Could the government have done more to push India higher in the rankings? Tell us at
views@livemint.com
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Source : www.thehindu.com Date : 2018-11-06

WILFUL ON DEFAULTERS? : ON RBI
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The Reserve Bank of India finds itself in the midst of another tangle. The Central Information
Commission (CIC) has directed RBI Governor Urjit Patel to show cause “why maximum
penalty should not be imposed on him for” the central bank’s ostensible “defiance” of Supreme
Court orders on disclosing the names of wilful defaulters on bank loans worth hundreds of crores
of rupees. In his order dated November 2, Information Commissioner M. Sridhar Acharyulu has
come down heavily on the RBI and its chief for failing to uphold the interest of the public at large
and not fulfilling its statutory duty to the depositors, the economy and the banking sector, by
privileging individual banks’ interests over its obligation to ensure transparency. At the heart of
the matter is the issue of burgeoning bad loans at the country’s commercial banks, which by the
RBI’s own admission had, at the gross level, surged to 11.6% of all advances as on March 31,
2018, from September 2017’s 10.2% level. While the central bank has repeatedly acknowledged
the gravity of the problem it faces, including in ensuring more accountability from the more
numerous public sector banks over which it wants greater control, it has consistently invoked
both the risk to the country’s “economic interest” and its “fiduciary” relationship with lenders to
avoid sharing information on the largest defaulters with RTI applicants.

Citing the apex court’s 2015 order, where the judges had directed the central bank to comply
with the provisions of the RTI Act after observing that the “RBI has no legal duty to maximise the
benefit of any public sector or private sector bank, and thus there is no relationship of ‘trust’
between them”, Mr. Acharyulu rhetorically asked how the rule of law could be secured if a
regulator like the RBI would not “honour” a constitutional institution’s directions. The CIC order is
also unsparing of the government for not being more forthcoming. Mr. Acharyulu has justifiably
asked the Finance Ministry why it should not explain to the people the action taken, or
contemplated, to recover dues from wilful defaulters, who owe banks more than 50 crore, and,
where warranted, the criminal proceedings initiated. While it is no one’s argument that all large
unpaid loans are by-products of mala fide borrowing, the onus is on the RBI and the government
to make as clean a breast of it as is legally possible, in order to retain public trust. Given that the
RBI has initiated steps to set up a digital Public Credit Registry that would include details of all
borrowers including wilful defaulters, it would behove the banking regulator to meet the CIC’s
November 16 deadline for furnishing the information sought about those owing 1,000 crore or
more, to start with.

 

Firm intervention is needed to end the unsavoury controversy in the CBI

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.livemint.com Date : 2018-11-06

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

The announcement of support to micro, small and medium enterprises (MSME) by Prime
Minister Narendra Modi last week had both economic and political rationales behind it.
Politically, the government would like to be seen as supporting MSMEs, given that people
engaged in the sector are considered a core constituency of the ruling Bharatiya Janata Party.
Economically, any improvement in the sector’s operating environment will help the Indian
economy. The share of MSMEs in the country’s gross value added is estimated to be about
32%. It also contributes about 40% to total exports and 45% to manufacturing output.

Apart from improving ease of doing business, the most important announcements were
regarding access and cost of credit. MSMEs can now get in-principle approval for loans of up to
1 crore in 59 minutes. Additionally, goods and services tax (GST)-registered MSMEs will get an
interest subvention on fresh or incremental loans. Interest rate rebates have also been
announced for exporters. While an increase in the flow of credit will benefit the sector, banks
and financial institutions would do well to not dilute their credit appraisal criteria.

Availability of credit from formal sources has been a problem for the sector. MSME credit is also
one of the reasons behind the ongoing rift between the government and the Reserve Bank of
India (RBI). In terms of financing, the share of non-banking financial companies (NBFCs) has
gone up in recent years, given that banks saddled with high non-performing assets (NPAs) are
reluctant to lend. But since NBFCs are now facing a liquidity crunch, it is likely that the flow of
credit would have been affected. A Mint Street Memo, published by the RBI in August, mapped
the flow of credit to the sector. While about 90% of credit from formal sources comes from
banks, loans extended by NBFCs to MSMEs have increased in recent years. Credit flow was
affected in the aftermath of demonetization, though it subsequently recovered from February
2017. Nevertheless, the share of credit to MSMEs has declined as a proportion of overall bank
credit in recent years.

Although government intervention will help the sector, the actual impact for a large number of
small firms will remain limited. The problem is that, as researchers highlighted in the above-
mentioned note, more than 90% of MSMEs operate in the informal sector. These firms largely
depend on informal sources of credit at higher interest rates. It is difficult for these firms to get
loans from banks because they do not maintain proper documents and records.

At a broader level, since most firms are very small, besides non-availability of formal finance,
they are also not in a position to adopt technology to improve productivity. Further, most firms in
the informal sector are unlikely to attract skilled labour. The sixth economic census, for example,
showed that enterprises on an average employed only 2.24 people. This illustrates that the
problem is much bigger than the availability of credit.

India has a large number of tiny firms that work in the informal sector and do not scale up. This
has not only affected growth and output, particularly in the manufacturing sector, but also
employment generation. It is likely that with increasing digitization and the implementation of the
GST, more firms will join the formal sector. However, a large informal sector raises important
policy questions: Why do most firms operate in this sector? Does the regulatory environment
disincentivize firms to formalize and increase their scale of operations?

Coming back to credit, as mentioned above, it is important to note that the while incentivizing
credit flow will help improve activity in the sector, government intervention and directed lending
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can affect proper credit appraisal. This could not only result in higher NPAs, but also affect the
flow of credit in the future. In this context, former RBI governor Raghuram Rajan, in his note to a
Parliamentary committee, recently cautioned: “Both MUDRA loans as well as the Kisan Credit
Card, while popular, have to be examined more closely for potential credit risk. The Credit
Guarantee Scheme for MSME (CGTMSE) run by SIDBI is a growing contingent liability and
needs to be examined with urgency.”

Public sector banks already have significant NPAs in the MSME sector and a push by the
government can increase the risk. Thus, what is needed is a simplification of processes so that
more firms can access formal finance. Also, banks should improve their credit appraisal
capability to work with firms that are perhaps dealing with a financial institution for the first time.
Meanwhile, the government should work to improve the overall regulatory architecture that
would incentivize smaller firms to scale up.

What can the government do to improve the regulatory environment of MSMEs? Tell us at
views@livemint.com
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Source : www.pib.nic.in Date : 2018-11-06

MINISTRY OF FOOD PROCESSING INDUSTRIES
ISSUES GUIDELINES FOR OPERATION GREENS

Relevant for: Indian Economy | Topic: Agriculture Issues and related constraints

Ministry of Food Processing Industries

Ministry of Food Processing Industries issues guidelines
for OPERATION GREENS

Posted On: 05 NOV 2018 1:51PM by PIB Delhi

Ministry of Food Processing Industries(MoFPI) under Union Minister Smt Harsimrat Kaur Badal
has approved the operationalisation strategy for Operation Greens today. Operation Greens was
announced in the Budget speech of 2018-19 with an outlay of Rs 500 crores to stabilize the
supply of Tomato, Onion and Potato(TOP) crops and to ensure availability of TOP crops
throughout the country round the year without price volatility.

Approving the measures, the Minister said “Price volatility of TOP crops wreaks havoc in the
households of this country. This is a revolutionary scheme which has evolved after sustained
dialogue with all stakeholders and we have decided the strategy to stabilize prices of TOP crops
and to make sure that TOP crops reach all households in the country around the year.” Smt
Badal added “Our government has laid down special measures and grants-in-aid under the
scheme to ensure enhanced production of TOP crops and to augment value chain”.

The strategy will comprise of a series of measures as decided by the Ministry which include:

(I)        Short term Price Stabilisation Measures

NAFED will be the Nodal Agency to implement price stabilisation measures. MoFPI will provide
50% of the subsidy on the following two components:

Transportation of Tomato Onion Potato(TOP) Crops from production to storage;i.
Hiring of appropriate storage facilities for TOP Crops;ii.

(II)       Long Term Integrated value chain development projects

Capacity Building of FPOs & their consortiumi.
Quality productionii.
Post-harvest processing facilitiesiii.
Agri-Logisticsiv.
Marketing / Consumption Pointsv.
Creation and Management of e-platform for demand and supply management of TOP
Crops.

vi.

The pattern of assistance will comprise of grants-in-aid at the rate of 50% of the eligible project
cost in all areas, subject to maximum Rs. 50 crores per project. However, in case where PIA
is/are FPO(s), the grant-in-aid will be at the rate of 70% of the eligible project cost in all areas,
subject to maximum Rs. 50 crores per project.

Eligible Organisation would include State Agriculture and other Marketing Federations, Farmer
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Producer Organizations (FPO), cooperatives, companies, Self-help groups, food processors,
logistic operators, service providers, supply chain operators, retail and wholesale chains and
central and state governments and their entities/organizations will be eligible to participate in the
programme and to avail financial assistance.

The applicant fulfilling the eligibility criteria under the scheme is required to submit the online
application on SAMPADA portal of the ministry (https://sampada.gov.in/) attaching therewith
complete documents.

The list of selected clusters is provided at Annexure-I

Background of Operation Greens

In the budget speech of 2018-19, a new Scheme “Operation Greens” was announced on the line
of “Operation Flood”, with an outlay of Rs.500 crore to promote Farmer Producers
Organizations, agri-logistics, processing facilities and professional management.

 

Major objectives of “Operation Greens” are as under:

 Enhancing value realisation of TOP farmers by targeted interventions to strengthen TOP
production clusters and their FPOs, and linking/connecting them with the market.

i.

 Price stabilisation for producers and consumers by proper production planning in the TOP
clusters and introduction of dual use varieties.

ii.

 Reduction in post-harvest losses by creation of farm gate infrastructure, development of
suitable agro-logistics, creation of appropriate storage capacity linking consumption
centres.

iii.

 Increase in food processing capacities and value addition in TOP value chain with firm
linkages with production clusters.

iv.

 Setting up of a market intelligence network to collect and collate real time data on demand
and supply and price of TOP crops.

v.

 

Annexure-I

Annexure-I

List of selected clusters

Production cluster of Tomato:a.
 

S.No State Production Cluster Area

1. Andhra Pradesh Chittoor and Anantpur (Kharif & Rabi crops)

2. Karnataka Kolar & Chikkaballapur (Kharif crop)

3. Odisha Mayurbhanj & Keonjhar (Rabi crop)

4 Gujarat Sabarkantha
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Production cluster of Onion:b.
 

S.No State Production Cluster Area

1. Maharashtra Nasik (Rabi crop)

2. Karnataka Gadag &Dharwad (Kharif crop)

3. Gujarat Bhavnagar & Amreli

4. Bihar Nalanda 

 

Production cluster of Potatoc.
 

S. No State Production Cluster Area

1. Uttar Pradesh
(a)Agra, Firozabad, Hathras and Aligarh
(b) Farrukhabad and Kannauj

2. West Bengal Hooghly and Purba Bardhaman

3. Bihar Nalanda 

4. Gujarat Banaskantha and Sabarkantha

 

Note:  The list will be subject to revision by the Ministry based on the inputs received
from the State Governments and experience gained during implementation of the project.

This list will be modified after the expiry of Model Code of Conduct by the Election Commission
in the upcoming assembly elections in 5 States to held in Nov-Dec’2018.

 

******

SS
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Source : www.livemint.com Date : 2018-11-07

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The unprecedented exuberance around blockchain is due to its promise of a completely new
Internet—the Internet of Value. Beyond today’s Internet of information, what if the ownership of
digital assets of any type—money, deeds, government records, financial instruments, or
art—could be securely stored, tracked and transacted? Blockhain technology is considered
revolutionary for its ability to enable the secure movement of assets, without intermediaries, with
its economic impact projected to exceed $3 trillion in the next decade.

Globally, we are still in an exciting but nascent stage of blockchain’s evolution as it moves from
the protocol stage to infrastructure, before mass consumer interfaces and application layers are
dealt with. This is the perfect juncture for a rising power such as India to pay careful attention
and capitalize on the enormous opportunities of this new Internet. Sectors such as financial
services, agriculture, healthcare, real estate and utilities—all crucial for an emerging economy
like India—can see tremendous benefits from the application of blockchain technology.

There are two worlds to blockchain—public chains that create trusted transaction networks
between entities that do not know or trust each other, and private networks that are only
between known entities. While private distributed ledger implementations may have incremental
value, the essence of blockchain is in the power of decentralization. This is because the true
value of blockchain is in creating consensus and trust between strangers. It is extremely
important to understand that blockchains without cryptocurrency incentives (tokens) are just data
networks, not value networks. Cryptocurrency tokens perform three key functions—maintaining
decentralization by providing the necessary economic incentive for network nodes to validate
transactions, enabling developers to build decentralized applications on top of blockchain
networks, and allowing early-stage projects a new way to crowd-source capital and users.

Public blockchains offer tremendous opportunity for India across four dimensions, jobs, capital,
solutions to India’s problems and global strategic positioning. When juxtaposed with the
shrinking IT sector of India, slowing tech jobs, and India’s laggard status in emerging
technologies, the advantages that blockchain offers cannot be taken lightly by Indian
policymakers.

Gains for India: Blockchain is now the fastest-growing skill set demanded on job sites, with job
growth rates at 2,000-6,000% and salaries for blockchain developers 50-100% higher than
regular developer jobs. The decentralized nature of projects with distributed teams can translate
into lakhs of high-paying jobs from all over the world being available to Indian developers.

Blockchain-based initial coin offerings (ICOs), when done correctly, open up a whole new
channel for startup funding and tap into more than $20 billion raised through the ICO route. With
its strong IT ecosystem, India can become a leading blockchain development hub and a major
net beneficiary of global capital inflows.

Solving Indian problems: Decentralized applications on public blockchains can solve myriad
Indian problems, such as eliminating middlemen, providing data security, reducing corruption
and tampering of financial ledgers, and improving the speed of service delivery by governments
and corporations.

India’s global positioning as a technology powerhouse: Different emerging technologies,
such as blockchain, artificial intelligence, and the internet of things will not work in silos but will
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converge. That is the space where the next Googles and Amazons of the world will get created.
Blockchain is a foundational data/transaction layer and missing out on it will hurt India’s overall
tech competitiveness.

Regulation in India: The current debate in India has, unfortunately, focused too heavily on
trading and speculation, looking at cryptocurrencies as an investment tool, rather than
understanding the potential of core blockchain technology and the basic role of cryptocurrencies
as an incentive mechanism to secure decentralized transactions.

As core developers/shapers of this technology in India, we are fully cognizant and sympathetic
to government concerns of money laundering, tax evasion, investor protection and capital flight.
However, the blockchain sector is especially sensitive to regulation. Any regulatory action on
cryptocurrencies that misses the nuance of separating speculative activity from core software
development inadvertently shuts down core development as well. There are sufficient global
examples of countries that have taken nuanced and cautious steps in regulating the technology,
and are focusing on stopping illegal activity without hurting innovation.

In the current regulatory environment, Indian developers do not have to ability to develop open
blockchain solutions at scale. Serious blockchain professionals are migrating rapidly to countries
with more friendly regulations. As a result India’s ability to benefit from jobs, capital, local
innovation and positioning is all curtailed without the talent ecosystem in place.

The government has legitimate concerns around money laundering, tax evasion and capital
flight using cryptocurrencies. However, regulating the space is not too difficult with a light touch
and intelligent policies.

Tanvi Ratna and Nitin Sharma are, respectively, policy counsel and founder, Incrypt Blockchain.

Comments are welcome at theirview@livemint.com
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Source : www.livemint.com Date : 2018-11-07

OPINION
Relevant for: Indian Economy | Topic: Transport & Marketing of agricultural produce

Over a quarter of a century after the liberalization process was launched, the sector that
employs the largest labour force remains perversely untouched. The Maharashtra government’s
recent amendment of the Maharashtra Agricultural Produce Marketing (Development and
Regulation) Act, 1963, aims to bring the state’s agricultural economy up to speed. It is a valuable
experiment at a time when various states are attempting, if in desultory fashion, to incorporate
the changes proposed by the Centre’s model Agricultural Produce Market Committee (APMC)
Act. However, it won’t be an easy one.

In 2016, the Devendra Fadnavis government delisted horticultural produce like fruits and
vegetables from the purview of APMCs. It has now taken the next step, allowing farmers to trade
in the open market for all produce and livestock. APMCs’ authority to regulate sales and levy a
cess, which had earlier covered all activity in the talukas, has now been restricted to “principal
market yard, sub-market yard and market sub-yard”.

The extortionary nature of the mandi system is an open secret. The Dalwai Committee on
Doubling Farmers’ Income, set up in 2016, has noted that farmers’ share in consumer prices
range from as low as 15% to an anaemic 40%. Cartelization by middlemen and traders prevents
price discovery mechanisms from functioning in mandis. Poor mandi infrastructure feeds into the
problem. Only a quarter of them have common drying yards, less than a third have grading
facilities and less than a tenth cold storage. The upshot is post-harvest losses in the 6-18%
range. This combination of factors leads, unsurprisingly, to farmers demanding higher minimum
support prices (MSPs), degrading the fisc and enriching traders who are able to mop up most of
the gains from higher MSPs.

The rot is too extensive for piecemeal reform within the APMC framework to be effective. The
Centre’s Model Agricultural Produce and Livestock Marketing (Promotion & Facilitation) Act,
2017 recognized this with its attempt to bring private actors into the sector in order to provide
competition for APMCs, although it didn’t go far enough. A recent extensive study
(https://goo.gl/s5ZH6Z) by Sandip Mitra, Dilip Mookherjee and Sujata Visaria, looking at potato
sales in West Bengal, showed how critical such reform is. It found that relaying price information
to farmers—a focus of various government initiatives—had “negligible average effects on farm-
gate sales and revenues” in the absence of adequate competition among buyers.

The Fadnavis government’s move has ostensibly done all the right things, then. It will dismantle
APMC monopoly and open up the state’s agricultural sector to private actors. In practice, it isn’t
that simple. For one, the rules for implementing the changes have yet to be notified. According
to reports, the government intends to do this soon. Past experience—the delisting of fruits and
vegetables in 2016—doesn’t inspire confidence. Besides, the lack of basic and agricultural rural
infrastructure makes farm gate sourcing and storage a costly proposition—one that may well
lead private markets, companies and the like to rely on the same old middlemen cartels. Buyer
licences outside the mandi system could be another choke point and opportunity for rent
extraction. The same goes for acquiring land and licences for setting up private markets.

In the absence of supporting policies here, delisting all produce and livestock is likely to remain
a notional reform. This can be seen in a number of other states where the mandis continue to
dominate trade in horticultural products despite their being delisted.

The larger policy ecosystem undermines reforms of the kind the Fadnavis government has
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implemented as well. Take the Essential Commodities Act (ECA). As long as agricultural
commodities remain within its ambit, corporates will face major disincentives for investing and
trading in them. The Atal Bihari Vajpayee government had removed them from the ECA list in
2003. Unfortunately, the United Progressive Alliance government rolled this back in 2007. If the
present administration is serious about boosting farmer incomes, it could do worse than emulate
its National Democratic Alliance predecessor. Likewise, it makes little sense for agricultural
markets to remain constrained by state boundaries when the goods and services tax has
created a common market in other sectors.

Agricultural reforms are never easy given the number of votes at stake. Political dynamics have
helped the Fadnavis government here; the APMCs in the state are largely controlled by the
Congress and Nationalist Congress Party. Nevertheless, given the importance of trader lobbies
to the Bharatiya Janata Party (BJP), it is a brave step. Now, Maharashtra must go further. And it
remains to be seen if BJP-controlled states such as Madhya Pradesh, where APMC dynamics
may be less favourable, have the will to implement similar reforms.

How can corporates be incentivized to invest in agriculture? Tell us at views@livemint.com
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Source : www.indianexpress.com Date : 2018-11-08

POVERTY IN ALL ITS FACES
Relevant for: Indian Economy | Topic: Inclusive growth, Inclusion and Poverty

Recreating the classic ‘mohalle ki Diwali’ on Digital?

Amidst the din caused by the story of rising billionaires, the message on India’s poverty decline
in the recent report of the Oxford Poverty and Human Development Initiative has been lost.
UNDP and Oxford University released the report on Global Multidimensional Poverty Index
(MPI) 2018. This report covers 105 countries. The MPI is based on 10 indicators: Health, child
mortality, years of schooling, school attendance, cooking fuel, sanitation, drinking water,
electricity, housing and assets. This report has specifically discussed the case of India. It is well
worth quoting the opening paragraph on India: “India has made momentous progress in
reducing multidimensional poverty. The incidence of multidimensional poverty was almost
halved between 2005/6 and 2015/16, climbing down to 27.5 per cent. The global
Multidimensional Poverty Index (MPI) was cut by half due to deeper progress among the
poorest. Thus within ten years, the number of poor people in India fell by more than 271 million
— a truly massive gain”. This is indeed high praise. The report also says that the poorest groups
had the biggest reduction in MPI during the period 2005/6 to 2015/16, indicating they have been
“catching up”.

Is the conclusion of global MPI a new revelation? No. The estimates of poverty-based on
consumer expenditure and using the Tendulkar committee methodology show over a seven-year
period between 2004-05 and 2011-12, the number of poor came down by 137 million despite an
increase in population. According to the Rangarajan Committee methodology, the decline
between 2009-10 and 2011-12 is 92 million, which is 46 million per annum. For a decade, it will
be larger than that of global MPI.

The poverty ratios based on Tendulkar and Rangarajan Committee methodologies are lower
than as estimated by global MPI. We have reservations on using multiple indicators as these
multidimensional indicators/measures raise several issues regarding their measurability,
aggregation across indicators, and, crucially, of databases that provide the requisite information
at reasonably short intervals. These need to be considered and evaluated carefully. Aggregation
is another problem. In principle, they should be independent. Access to safe drinking water, for
example, cannot be aggregated with indicators like child mortality. Even in respect of
independent indicators, analytically appropriate rules of aggregation require that all of them
relate to the same household. More generally, this requirement poses several data constraints.

It may be noted that we are not against multidimensional poverty or deprivations. One can
analyse the progress of non-income indicators like education, health, sanitation, drinking water,
child mortality etc. over time with income or consumption poverty. But, converting all of them into
an index poses several problems. Deaton and Dreze (2014) also indicate that “it is important to
supplement expenditure-based poverty estimates with other indicators of living standards,
relating for instance to nutrition, health, education and the quality of the environment”.

In the minds of most people, being rich or poor is associated with levels of income. The various
non-income indicators of poverty are, in fact, reflections of inadequate income. Defining poverty
in terms of income or — in the absence of such data — in terms of expenditure, seems more
appropriate and it is this method which is followed in most countries. Of course, it can be
supplemented with non-income indicators but without aggregating them into index.

In recent years, there has been a lot of discussion on increasing inequality. It is true that rising
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inequality has adverse economic and social consequences. The Gini coefficient or other
measures of inequality are being used to examine trends in inequality. Income and wealth
inequalities are much higher than consumption inequality. According to some estimates, Gini
coefficient for consumption is 0.36 in 2011-12 in India. The Gini coefficient for consumption has
shown only a small rise over a period of 10 to 12 years. Inequality in income for 2011-12 is high
with a Gini coefficient of 0.55 while the Gini coefficient for wealth is 0.74 in 2011-12. Thus, the
income Gini is 20 points higher than the consumption Gini, while the wealth Gini is nearly 40
points higher than the consumption Gini in India.

The data base for computing income inequality is not as solid as the base for consumption
expenditure. The NSSO surveys have been studied for long and have gone through critical
analysis. The reasons for sharp differences between the consumption and income Gini
coefficients have to be analysed. In some of the other countries, such differences are no more
than 5 to 10 points.

The trends in poverty show that the pace of reduction was much higher in the post-reform
period, particularly during the 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 growth rate in the latter period is
higher for every decile.

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. It is important to note that
measuring reduction in poverty ratio is not the same as measuring inequality. The two can move
in opposite directions, particularly in a period of fast growth. That is what has happened in India.
The goal certainly should be to lower both. But in the early stages of development, reducing the
poverty ratio must be the immediate objective.

The sharp reduction in the poverty ratio and the number of people who are poor happened at a
time when the growth rate was very high as shown by the consumption-based poverty and
multidimensional indicator poverty. We have concerns about the current behaviour of the
poverty ratio in the light of the slowing down of growth recently.

A two-fold approach is needed to ameliorate poverty. First, growth is important. Growth can help
to reduce poverty in two ways. As growth occurs, it does affect all sections of the society.
However, the extent to which the bottom deciles of the population will benefit will depend upon
how fast and inclusive the growth is, and thus, composition of growth also matters. A strong
growth also increases the resources available to the public authorities and this will enable them
to increase the social sector expenditures. It is, however, obvious that the very fact that the
poverty ratio is still high means that growth by itself will not be adequate to reduce poverty. It is
necessary to launch specific programmes which work towards directly helping poorer groups
and vulnerable sections.
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Source : www.thehindu.com Date : 2018-11-09

SIX AIRPORTS SET TO BE PRIVATISED
Relevant for: Indian Economy | Topic: Infrastructure: Airports

The Union Cabinet on Thursday gave an “in principle” approval for operating, managing and
developing six non-metro airports — Ahmedabad, Jaipur, Lucknow, Guwahati,
Thiruvananthapuram and Mangaluru — under the Public Private Partnership (PPP).

The Cabinet, chaired by Prime Minister Narendra Modi, has given “…in-principle approval for
leasing out six airports of Airport Authority of India (AAI)…for operation, management and
development under PPP,” the government said in a statement.

‘Increase in revenues’

At present, airports at Delhi, Mumbai, Bangalore, Hyderabad and Cochin are managed under
the PPP model. The PPP mode has helped create world-class airports, while also helping the
AAI increase its revenues, IT and Law Minister Ravi Shankar Prasad told reporters.

This will be done through the Public Private Partnership Appraisal Committee (PPPAC).
Additionally, a committee headed by NITI Aayog CEO with the Aviation Secretary, Economic
Affairs Secretary and Expenditure Secretary as its members, has been set up to decide on any
issue falling beyond the scope of the PPPAC.

“PPP in infrastructure projects brings efficiency in service delivery, expertise, enterprise and
professionalism, apart from harnessing the needed investments in the public sector,” the official
statement said.

The airport sector is a top contender among infrastructure sectors in terms of international
interest. “International operators and investors prefer brownfield airport expansion opportunities
with having more than 3-4 million passenger capacity,” the statement said.

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.thehindu.com Date : 2018-11-09

INDEPENDENCE AND ACCOUNTABILITY: ON RBI
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Far from achieving a desirable ‘monetary-fiscal coordination’ in India today, the Reserve Bank of
India (RBI) and the government give the impression that they are not on the same page even as
far as an understanding of their roles is concerned. This may be seen in statements by them on
websites, Twitter and in the old-fashioned mode of the public lecture given by the Finance
Minister and a Deputy Governor of the RBI, respectively. The RBI suggests that its
independence is being violated while the government rationalises its intervention in terms of its
concern for the economy. How do we make sense of these positions?

Even at the time when the idea of central bank independence began to germinate some two
decades ago, this was understood to mean a ‘functional’ independence. That is, the bank would
be unconstrained by the government in its functioning, which includes both the instruments it
uses and how it uses them. However, its autonomy was not to extend to ‘goal’ independence.
What the goals of the central bank should be were to be chosen by the government without
reference to the bank. The main issue here was whether the bank should focus on inflation
alone or also on the level of employment. Within a decade of this debate, it had been conceded
that the focus would be exclusively on the former, and monetary policy came to be identified with
‘inflation targeting’.

Wilful on defaulters? : on RBI

Two points may be mentioned in this context. First, the discourse was solely among interlocutors
from Western democracies, ensuring the issues were those related to their economies. Second,
even as the major central banks of the world shifted to inflation targeting, in yet another example
of American exceptionalism, the U.S. did not revise the goals of the Federal Reserve. It was to
continue focus on maximising employment while keeping prices stable, a sensible recognition of
a possible trade-off between these goals. In India where for close to a quarter century political
parties of all hues appear to suggest ‘what is good for America is the best for India’, this has
been missed. In 2015 the RBI was by law, in line with a “modern monetary policy”, expected to
target inflation. It was to remain the banking regulator though.

Once we are aware of how central bank independence was first sought to be understood and of
the agreement between the RBI and the Government of India in 2015, it is not difficult to
separate the grain from the husk in the public spat between the two playing out in the media.
The issues of contention happen to be the corrective action to be taken for stressed banks, the
prudential norms to be adopted by financial institutions, the easing of liquidity and the sharing of
the surplus generated by the RBI. Here, barring the last, all others are in the RBI’s bailiwick so to
speak. On the other hand, on the sharing of the surplus, it is understood that the Government of
India legally is the owner of the surplus generated by the country’s public institutions. Even
under this architecture, though, all care must be taken to ensure that the central bank’s reserves
are of a level commensurate with the extent of the financial sector and the potential degree of
systemic risk from its malfunctioning, which can vary. So, we can’t go just by formulae here.

Tussle for power: what's the RBI-government stand-off?

Apart from the issue of sharing the surplus, the RBI should be left alone by the government to
decide on the right course of action. This derives not so much from a notion of central bank
independence as it does from the point of view of a credible governance policy. The
Government of India would have chosen the Governor, participated in the choice of his deputies
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and had a say in the appointment of even the independent members of the central board of the
RBI. In addition, the board has representatives of the government on it. It should now be left to
this body to decide on the precise corrective action for banks with high NPAs, the desirable state
of liquidity and the prudential norms to be observed by banks. The RBI is the banking regulator
after all, and for the government to attempt to direct it would constitute micro-management.

Stepping away from legal niceties, there is reason to believe that some of the actions being
sought to be imposed on the RBI today could jeopardise the stability of the economy. While
acting as the lender of last resort can be stabilising, under no circumstances would it be
advisable to lower prudential norms in the presence of stressed banks. The government’s
concern for the health of the medium and small enterprises is well-founded. After all, they were
among the most affected sections following the demonetisation of 2016. If, in the spirit of
contriteness as it were, the government wants to reach out to them, the right course would be to
provide interest rate subvention, rather than to force the RBI to tweak its lending norms. There is
a severe lack of judgment in loan melas promising online sanction in less than an hour. There is
the suggestion in this of the political business cycle, a government trying to nudge the economy
prior to an election. The resistance of the RBI top brass to this desperate action is
understandable.

Whatever may be the misfeasance of the government in its recent dealings with the RBI,
however, it would yet be acceptable to review its own performance in the sphere in which it has
an untrammelled independence, namely monetary policy. Under this arrangement it has control
over the interest rate. Over 2013-2018 there has been a 5 percentage point swing in the real
interest rate in India, moving from a negative to a positive level, making it among the highest in
the world, much higher than that of China. This is clearly the consequence of an exclusive policy
focus on inflation from even before inflation targeting was formally adopted by Parliament in
India. It may well have contributed to slow industrial and export growth, due to a real
appreciation of the rupee, and a rise in NPAs even after their existence had been recognised. If
this is the monetary policy that central bank independence brings with it, we might just be a little
sceptical of the value of the independence itself.

There is a certain populism inherent in privileging inflation control to justify extraordinarily high
interest rates. While it would be bad economics to tolerate high inflation, the absence of inflation
by itself only benefits those in employment, it does not assure jobs to the unemployed. Thus a
monetary policy that ignores the impact of its actions on unemployment is not credible.
Interestingly, the government and the RBI have always been on the same page as far as
inflation targeting is concerned. The populist message that inflation erodes the income of the
poor conceals the possibility that in the implementation such a policy could hold back job
creation by restricting investment. The rising current account deficit, the slow growth of
employment and the disappointing performance of manufacturing, the sector most closely
affected by high interest rates, should prompt us to review how monetary policy is conducted in
India. In the past, the RBI had a ‘multiple indicators approach’ which paid attention to inflation,
growth and the current account. This may not have borne the precision conveyed by ‘inflation
targeting’ but it did answer to Keynes’s dictum, “It is better to be vaguely right than to be
precisely wrong.”

Pulapre Balakrishnan teaches economics at Ashoka University, Sonipat, Haryana
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Source : www.pib.nic.in Date : 2018-11-09

CABINET APPROVES LEASING OUT SIX AIRPORTS -
AHMEDABAD, JAIPUR, LUCKNOW, GUWAHATI,
THIRUVANANTHAPURAM AND MANGALURU
THROUGH PPP

Relevant for: Indian Economy | Topic: Infrastructure: Airports

Cabinet

Cabinet approves leasing out six airports - Ahmedabad,
Jaipur, Lucknow, Guwahati, Thiruvananthapuram and
Mangaluru through PPP

Posted On: 08 NOV 2018 8:42PM by PIB Delhi

The Union Cabinet chaired by the Prime Minister Shri Narendra Modi has approved the
following:

"In-principle" approval for leasing out six airports of AAI viz. Ahmedabad, Jaipur, Lucknow,
Guwahati, Thiruvananthapuram and Mangaluru for operation, management and
development under Public Private Partnership (PPP) through Public Private Partnership
Appraisal Committee (PPPAC).

i.

Constitution of an Empowered Group of Secretaries headed by CEO, NITI Aayog with
Secretary, Ministry of Civil Aviation, Secretary, Department of Economic Affairs and
Secretary, Department of Expenditure to decide on any issue falling beyond the scope of
PPPAC.

ii.

Benefits:

PPP in infrastructure projects brings efficiency in service delivery, expertise, enterprise and
professionalism apart from harnessing the needed investments in the public sector.

1.

The PPP in airport infrastructure projects has brought World class infrastructure at airports,
delivery of efficient and timely services to the airport passengers, augmenting revenue
stream to the Airports Authority of India without making any investment, etc. of these, for
development of Greenfield Airports at Hyderabad and Bengaluru. Presently, the airports
being managed under the PPP model include Delhi, Mumbai, Bangalore, Hyderabad and
Cochin.

2.

The PPP airports in India have been ranked among the top 5 in their respective categories
by the Airports Council International (ACI) in terms of Airport Service Quality (ASQ).

3.

While these PPP experiments have helped create world class airports, it has also helped
AAI in enhancing its revenues and focusing on developing airports and Air Navigation
infrastructure in the rest of the country.

4.

Background:

The increase in domestic and international air travel in India combined with congestion at most
airports, and the strong traffic growth at the 5 airports which were privatized over a decade ago
has attracted the attention of several international operators and investors. The airport sector is
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the top contender among infrastructure sectors in terms of international interest. International
operators and investors prefer brownfield airport expansion opportunities with having more than
3-4 million passenger capacity. The airport sector may provide an immediate opportunity to
attract foreign direct investment (FDI) by adoption of a PPP approach.

Therefore, it has been decided to lease out six airports viz. Ahmedabad, Jaipur, Lucknow,
Guwahati, Thiruvanthapuram and Mangaluru of AAI in the first phase for development, operation
and management under PPP. This is expected to enhance the revenue to AAI and increased
economic development in these areas in terms of job creation and related infrastructure. .

****

AKT/NW/SH

(Release ID: 1552165) Visitor Counter : 1408

Read this release in: Tamil
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Source : www.pib.nic.in Date : 2018-11-09

CABINET APPRISED OF INDIAJOINING AS MEMBER OF
ADVANCED MOTOR FUELS TECHNOLOGY
COLLABORATION PROGRAMME UNDER
INTERNATIONAL ENERGY AGENCY

Relevant for: Indian Economy | Topic: Infrastructure: Energy incl. Renewable & Non-renewable

Cabinet

Cabinet apprised of Indiajoining as Member of Advanced
Motor Fuels Technology Collaboration Programme under
International Energy Agency

Posted On: 08 NOV 2018 8:40PM by PIB Delhi

The Union Cabinet chaired by the Prime Minister Shri Narendra Modi has been apprised of India
joining as Member of Advanced Motor Fuels Technology Collaboration Programme (AMF
TCP)under International Energy Agency (IEA) on 9thMay, 2018.  AMF TCP works under the
framework of International Energy Agency (IEA) to which India has "Association" status since
30thMarch, 2017.

 

Details:

 

The primary goal of joining AMF TCP by Ministry of Petroleum & Natural Gas (MoP&NG) is to
facilitate the market introduction of Advanced motor fuels/ Alternate fuels with an aim to bring
down emissions and achieve higher fuel efficiency in transport sector. AMF TCP also provides
an opportunity for fuel analysis, identifying new/ alternate fuels for deployment in transport
sector and allied R&D activities for reduction in emissions in fuel intensive sectors.

 

The R&D work in AMF TCP is carried out within individual projects called "Annex". Over the
years, more than 50 Annexes have been initiated in AMF TCP and a number of fuels have been
covered in previous Annexes such as reformulatedfuels (gasoline & diesel), biofuels (ethanol,
biodiesel etc.), synthetic fuels (methanol, Fischer- Tropsch, DME etc.) and gaseous fuels. R&D
Institutions of Public sector Oil Marketing companies and Automobile Testing Agencies such as
ARAI, CIRT, ICAT etc. have State-of-the-art facilities and resources will also be a contributor to
the Annex(s) participated by MoP&NG.

 

Prime Minister at UrjaSangam, 2015 had directed to reduce the import in energy sector by at
least 10% by 2022.  Subsequently, MoP&NG has come up with a detailed action plan wherein
Biofuels, Advanced/ alternate fuels and fuel efficiency play a major role. Association with AMF
TCP will help MoP&NG in furthering its efforts in identification & deployment of suitable fuels for
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transport sector in respect of higher efficiency and lesser emissions.

 

Government of India has recently notified National Policy on Biofuels-2018 which focusses on
giving impetus to R&D in field of advanced biofuels such as 2G Ethanol, Bio-CNG, biomethanol,
Drop-in fuels, DME etc. These advanced fuels can be produced from various kind of wastes
such as crop residues, Municipal solid waste, Industrial waste, waste gases, Food waste, plastic
etc. Though some of these advanced biofuels have successfully been deployed in few countries,
India is still awaiting its deployment in transport sector. These advanced fuels are presently in
their early stages of development in our Country and necessitate extensive R&D for making
these fuels a viable option for meeting our energy needs. Association with AMF will help
MoP&NG in identifying advanced biofuels suitable for deployment in transport sector in near
future. In such cases, experience of member countries in deploying advanced biofuels will be an
additional benefit for MoP&NG.

 

The benefits of participation in AMF TCP are shared costs and pooled technical resources. The
duplication of efforts is avoided and national Research and Development capabilities are
strengthened. There is an information exchange about best practices, network of researchers
and linking research with practical implementation. After becoming member, India will initiate
R&D in other areas of its interest in advanced biofuels and other motor fuels in view of their
crucial role in substituting fossil fuel imports.

 

Background:

 

AMF TCP is an international platform for co-operation among countries to promote cleaner and
more energy efficient fuels & vehicle technologies. The activities of AMF TCP relate to R&D,
deployment and dissemination of Advanced Motor Fuels and looks upon the transport fuel
issues in a systemic way taking into account the production, distribution and end use related
aspects.

 

Ministry of Petroleum & Natural Gas, Government of India has joined AMF TCP as its 16th

member on 9th May, 2018. The other member Countries of AMF TCP are USA, China, Japan,
Canada, Chile, Israel, Germany, Austria, Sweden, Finland, Denmark, Spain, Republic of Korea,
Switzerland and Thailand.

*****

AKT/NW/SH

(Release ID: 1552162) Visitor Counter : 253

Read this release in: Gujarati
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Source : www.pib.nic.in Date : 2018-11-09

CABINET APPROVES FILLING OF PADUR STRATEGIC
PETROLEUM RESERVES

Relevant for: Indian Economy | Topic: Infrastructure: Energy incl. Renewable & Non-renewable

Cabinet

Cabinet approves filling of Padur Strategic Petroleum
Reserves

at Padur, Karnataka by overseas National Oil Companies

Posted On: 08 NOV 2018 8:37PM by PIB Delhi

          The Union Cabinet chaired by Prime Minister Shri Narendra Modi has approved the filling
of Padur Strategic Petroleum Reserves(SPR) at Padur, Karnataka by overseas National Oil
Companies (NOCs). The SPR facility at Padur is an underground rock cavern with a total
capacity of 2.5 million metric tonnes (MMT) having four compartments of 0.625 MMT each. The
filling of the SPR under PPP model is being undertaken to reduce budgetary support of
Government of India.

          The Indian Strategic Petroleum Reserves Ltd. (ISPRL) has constructed and
commissioned underground rock caverns for storage of total 5.33 MMT of crude oil at three
locations namely Vishakhapatnam (1.33 MMT), Mangalore (1.5 MMT) and Padur (2.5 MMT).
The total 5.33 MMT capacity under Phase-I of the SPR programme is currently estimated to
supply approximately 95 days of India’s crude requirement according to the consumption data
for FY 2017-18. Government has given ‘in principle’ approval in June 2018 for establishing
additional 6.5 MMT SPR facilities at Chandikhol in Odisha and Padur in Karnataka, which is
expected to augment India’s energy security by 11.5 days according the consumption data for
FY 2017-18.

****

AKT/NW/SH
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Source : www.pib.nic.in Date : 2018-11-09

CABINET APPROVES STRATEGIC DISINVESTMENT OF
100% GOVT. OF INDIA’S

Relevant for: Indian Economy | Topic: Issues relating to Mobilization of resources incl. Savings, Borrowings &
External Resources

Cabinet Committee on Economic Affairs (CCEA)

Cabinet approves strategic disinvestment of 100% Govt. of
India’s

equity in the Dredging Corporation of India Ltd. (DCIL)

Posted On: 08 NOV 2018 8:30PM by PIB Delhi

          The Cabinet Committee on Economic Affairs chaired by the Prime Minister, Shri Narendra
Modi has given ‘in principle’ approval for strategic disinvestment of 100% Government of India's
shares in DCIL to consortium of four ports namely, Vishakhapatnam Port Trust, Paradeep Port
Trust, Jawahar Lal Nehru Port Trust and Kandla Port Trust.

          Presently the Government of India holds 73.44% shares in Dredging Corporation of India
Limited. The approval will further facilitate the linkage of dredging activities with the ports,
keeping in view the role of the DCIL in expansion of dredging activity in the country as well as
potential scope for diversification of ports into third party dredging. The co-sharing of facilities
between the company as well as ports shall lead to savings for ports.  This would further provide
opportunities for larger investment in DCIL as integration with ports shall help ineffective vertical
linkage in the value chain.

          The strategic disinvestment of DCIL shall be undertaken after conducting due diligence
exercise by both the entities with the help of Advisors, appointed for the transaction.

****

AKT/NW/SH
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Source : www.pib.nic.in Date : 2018-11-09

CABINET APPROVES PROCUREMENT QUOTA TO M/S
ITI LTD. IN PROCUREMENTS MADE BY BSNL, MTNL
AND BBNL

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Cabinet Committee on Economic Affairs (CCEA)

Cabinet approves Procurement Quota to M/s ITI Ltd. in
procurements made by BSNL, MTNL and BBNL

Posted On: 08 NOV 2018 8:28PM by PIB Delhi

 

The Cabinet Committee on Economic Affairs chaired by the Prime Minister Shri Narendra Modi
has approved Procurement Quota to M/s ITI Ltd. in procurements made by BSNL, MTNL and
BBNL

The Cabinet Committee on Economic Affairs (CCEA) today approved the following proposal of
Department of Telecommunications regarding continuation of Procurement Quota for M/s ITI
Limited:

To continue the Reservation Quota policy for M/s ITI Ltd. by reserving i) 30% of the
procurement orders placed by BSNL, MTNL and BBNL for M/s ITI Ltd. for the products
manufactured by it and for those outsourced items in which there is a minimum 12% value
addition by M/s ITI during 2018-19 and 16% value addition in 2019-20 and 20% value
addition in 2020-21 and

1.

ii) 20% of the orders for the turnkey projects (like GSM network roll-out, Wi-Fi etc. of BSNL
& MTNL and BharatNet project network roll-out, etc. of BBNL).

2.

ITI would accept orders under reservation quota only after the price is known and if the
same is commercially viable.

3.

ITI shall exercise its option under Reservation Quota within 15 days of bid opening.4.
The aforesaid policy measures shall remain in force for a period of three years with effect
from the date of approval of CCEA. The policy shall again be reviewed considering the
financial health of ITI after the expiry of this period.

5.

 

Background:

 

M/s ITI Limited is a listed Schedule "A" Centra! Public Sector Enterprise, under the
administrative control of Ministry of Communications, -Department of Telecommunication. The
Company is a supplier for the Defence communication and networking needs and a major
supplier of encryption'products to Indian Army. The major customers are BSNL, MTNL, Defence,
Paramilitary forces and State Governments. ITI has six manufacturing units at Bangalore
(Karnataka), Raebareli, Naini and Mankapur (all in UP), Palakkad (Kerala) and Srinagar (J&K).
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As the Company had become Sick in 2004 and was under reference-to BIFR, GCEA. in its
meeting held on 12-02-2014 approved the proposal to provide financial assistance of Rs.
4156.79 Crore for its revival. In order to enable ITI to survive in the competitive environment of
telecom manufacturing, BSNL and MTNL have been extending reservation quota of 30%.
quantify to ITI Ltd. The validity of reservation benefit extended to ITI has expired on 31.05.2018.

BSNL, MTNL and BBNL will be requested to extend the benefit of procurement quota to ITI
Limited for a period of three years. 

Major Impact :

 

The extension of the benefit of i) 30% of the procurement orders placed by BSNL,MTNL and
BBNL for M/s ITI Ltd. for the products manufactured by it and for those outsourceditems in which
there is a minimum 12% value addition by M/s ITI during 2018-19 and 16% value addition in
201.9-20 and 20% value addition in 2020-21 and ii) 20% of the orders for theturn key projects
(like GSM network roll-out, Wi-Fi etc. of BSNL & MTNL and BharatNetproject network roll-out,
etc. of BBNL) will ensure enough orders for FLT for the productionactivities. Provision of
procurement quota from BSNL, MTNL and BBNL will provide furtherboost to-the order book of
ITI and help in improving its financial health.

 

 ITI  will be the beneficiary of the decision.  It may also help in generating more employment
opportunities in the Company particularly in the field of new telecom technologies.

*****

AKT/NW/SH
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Source : www.pib.nic.in Date : 2018-11-09

REVIVAL AND MODERNIZATION PLAN FOR NEPA
LIMITED

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Heavy Industries & Public Enterprises

Revival and modernization plan for Nepa Limited

Posted On: 08 NOV 2018 4:17PM by PIB Delhi

The Cabinet Committee on Economic Affairs chaired by the Prime Minister, Narendra Modi
announced a financial package of Rs. 469.41 crore for the Revival and Mill Development Plan
(RMDP) of Nepa Limited, a public sector newsprint company located in Nepanagar, Madhya
Pradesh on 3rd October 2018. This package includes an infusion of Rs. 277 crores as equity in
the company for the completion of RMDP which shall enhance production capacity to 1,00,000
MT per annum from the present capacity of 83,000 MT per annum, diversify production, improve
quality of products and also help resume production at Nepa Ltd. The RMDP is expected to be
completed within a year.

         

A loan of Rs. 101.58 crores has also been approved for the payment of salary andwages. This
will reduce the hardship being faced by the Nepa Ltd. employees. A sum of Rs. 90.83 crores
was approved for the voluntary retirement scheme of 400 employees. The strategic
disinvestment of Nepa Ltd. on completion of the RMDP at an appropriate time was also
approved. The completion of the RMDP will help Nepa Ltd. to boost production, diversify its
product portfolio and also support employment in the tribal belt of Madhya Pradesh.

 

Nepa Ltd. is a pioneer news print company located in Burhanpur districtofMadhya Pradesh. 
NepaLtd. was set up in 1947 and was the only news print manufacturing unit in India up to 1981.

 

***

MM/ SB
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Source : www.hindustantimes.com Date : 2018-11-09

DROUGHTS IN MAHARASHTRA NEED A BETTER
RESPONSE

Relevant for: Indian Economy | Topic: Different types of Irrigation & Irrigation systems storage

Last week the Devendra Fadnavis government in Maharashtra announced a drought in 151
tehsils, nearly 42% of the state. This is the third such drought in the state after the BJP-led
government came to power on October 31, 2014. Like the back-to-back droughts of 2014 and
2015, this time too deficit rainfall has cut agricultural produce by 50% or more, leaving lakhs of
farmers with little or no income until the next harvest. The water scarcity in some parts of the
state, however, is likely to be even more acute. As scarcity intensifies and rolls into the summer
of 2019, some of its after-effects are now depressingly predictable, and for officials even
‘routine’. The daily scramble for tanker water in villages, the distress sale of cattle, rise in debt,
spike in farmer suicides, fatal accidents of women and children trying to draw water from drying
wells, and the mass migration from villages to cities.In an election year, there is hope that the
government will tackle the drought better than earlier. But, beyond tiding over this year by
organising tankers, cattle fodder camps and employment guarantee schemes, etc, it is time that
the government works on a long-term plan to address scarcity that is likely to be a characteristic
of climate change.

This is crucial when certain parts of the state like Marathwada, the central Maharashtra region,
are turning into desert bowls. While the chief minister had unveiled Jalyukt Shivar, an ambitious
water shed development scheme in a bid to make the state’s villages drought-free, it is clear
now that the plan does not guarantee success. Even though the scheme is a dynamic shift from
the state’s decades-long focus on big dams, unless done scientifically it is unlikely to result in
lasting change.

Improving the state’s dismal irrigation statistics - only 18% of the total cropped area is irrigated -
by completing and overhauling pending projects including tail end work like canal works, setting
up of water user associations especially in backward and drought areas of Marathwada and
Vidarbha are one part of this. The other part is having an overall design for equitable water
sharing, management and usage that gives primacy to state’s small and medium farmers (with
holdings of up to 2 hectares). And, promoting sustainable crops like oilseeds and pulses by
providing assured prices for them. So far, for decades, a conducive environment has been
created only for the state’s favoured crop, sugarcane that for all its efficiency, political patronage
and hence assured price is not suitable for areas with less than 700 mm rainfall. The increase in
cultivation of a water-guzzling crops like sugarcane in the most scarcity-ridden region of the
state, Marathwada, at the cost of the state’s already depleted ground water table, is just one
example of this.

First Published: Nov 08, 2018 15:45 IST
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Source : www.pib.nic.in Date : 2018-11-09

TEXT OF THE ARTICLE WRITTEN BY THE UNION
MINISTER OF FINANCE AND CORPORATE AFFAIRS,
SHRI ARUN JAITLEY ON “ IMPACT OF
DEMONITISATION”

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Taxation & Black Money

Ministry of Finance

Text of the Article written by the Union Minister of Finance
and Corporate Affairs, Shri Arun Jaitley on “ Impact of
Demonitisation”

Posted On: 08 NOV 2018 12:19PM by PIB Delhi

Following is the Text of the Article written by the Union Minister of Finance and Corporate
Affairs, Shri Arun Jaitley on completion of two years of Demonetisation entitled “ Impact

of Demonitisation”:

 

            “Today we complete two years after demonitisation.

 

            Demonitisation is a key step in a chain of important decisions taken by the Government
to formalise the economy.

 

            The Government first targeted the black money outside India.  Asset holders were asked
to bring this money back on payment of penal tax. Those who failed to do so are being
prosecuted under the Black Money Act.  Details of all accounts and assets abroad which have
reached the Government, resulted in action against the violators.

 

            Technology has been used for both Direct and indirect taxes to facilitate filing of returns
and expanding the tax base.

            Financial inclusion was another important step to ensure that even weaker sections
became part of the formal economy.  Jan Dhan Accounts have resulted in most people being
connected to the banking system.  The Aadhaar Law has ensured that Direct Benefit Transfer of
Government support system reached directly into the bank accounts.  The GST has further
ensured that in the matter of Indirect taxes, the tax procedures become simple.  It is now
becoming increasingly difficult to evade the tax system.
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            THE ROLE OF CASH

            India was a cash dominated economy.  Cash involves anonymity in transactions.  It
bypasses the banking system and enables its possessors to evade tax.  Demonitisation
compelled holders of cash to deposit the same in the banks.  The enormity of cash deposited
and identified with the owner resulted in suspected 17.42 lakh account holders from
whom the response has been received online through non-invasive method.  The violators
faced punitive actions.  Larger deposits in banks improved lending capacity for the banks.  A lot
of this money was diverted to the Mutual Funds for further investments.  It became a part of the
formal system.

 

           

            THE MISCONCEIVED ARGUMENT

            An ill-informed criticism of the demonitisation is that almost the entire cash money got
deposited in the banks.  Confiscation of currency was not an objective of demonitisation. 
Getting it into the formal economy and making the holders pay tax was the broader objective. 
The system required to be shaken in order to make India move from cash to digital transactions. 
This would obviously have an impact on higher tax revenue and a higher tax base.

 

            EFFECT ON DIGITISATION

            The Unified Payment Interface (UPI) was launched in 2016 involving real time payments
between two sets of mobile holders.  Its transactions have grown from Rs. 0.5 billion in October,
2016 to Rs. 598 billion in September, 2018.  The Bharat Interface for Money (BHIM) is an App
developed by NPCI for quick payment transactions using UPI.  It is currently used by 1.25 Crore
people.  The value of BHIM transactions has gone up from Rs. 0.02 billion in September, 2016
to Rs. 70.6 billion in September, 2018.  The share of BHIM transactions in overall UPI
transactions is at about 48% in June, 2017. 

 

            The RUPAY Card is used both at the Point of Sale (PoS) and for e-commerce.  Its
transactions have increased from Rs. 8 billion before demonitisation to Rs. 57.3 billion in
September, 2018 for PoS and from Rs. 3 billion to Rs. 27 billion in e-commerce. 

 

            Today Visa and Mastercard are losing market share in India to indigenously developed
payment system of UPI and RUPAY Card whose share have reached 65% of the payments
done through debit and credit cards.

 

            IMPACT ON DIRECT TAXES  

            The impact of demonitisation  has been felt on collection of personal income tax.  Its
collections were higher in Financial Year 2018-19 (till 31-10-2018) compared to the previous
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year by 20.2%.  Even in the corporate tax the collections are 19.5% higher.  From two years
prior to demonitisation, direct tax collections have increased 6.6% and 9% respectively.  In the
next two years, post demonitisation the increase by 14.6% (part of the year before impact of
demonitisation in 2016-17) and an increase of 18% in the year 2017-18.

 

            Similarly, in the year 2017-18, the tax returns filed reached 6.86 crore, an increase of
25% over the previous year.  This year, as on 31-10-2018, already 5.99 crore returns have been
filed which is an increase of 54.33% compared to the previous year till this date.  The new filers
added this year are 86.35 lakh. 

 

            In May, 2014, when the present Government was elected the total number of the filers of
income tax returns was 3.8 crore.  In the first four years of this Government, it has increased to
6.86 crore.  By the time the first five years of this Government are over, we will be close to
doubling the assessee base.

 

            IMPACT ON INDIRECT TAX

            Demonitisation and implementation of the GST curbed cash transactions in a big way. 
An increase in the digital transactions is visible.  This formalisation of the economy has led to the
tax payer base increase from 6.4 million in the pre-GST regime to 12 million tax payers in the
post-GST regime.  The actual consumption of goods and services being recorded as a part of
the tax net has now increased.  This has given a buoyancy to the indirect tax growth in the
economy.  This has benefited both the Centre and the States.  Every State, post GST, is getting
a mandatory 14% increase in the taxation each year.  The fact that assessees have to now
declare their business turnover not only impacts the indirect tax calculations, but also ensures
that income tax arising out of them is disclosed in the tax assessments.  In 2014-15, the indirect
tax to GDP ratio was 4.4%.  Post-GST it has climbed up by at least 1 percentage point to 5.4%.

 

            Despite an annual income tax relief of Rs. 97,000 Crore given to the smaller tax payers
and a Rs. 80,000 Crore relief given to the GST assesses, tax collections have gone up.  Rates
of taxes, both direct and indirect have been reduced, but tax collections have gone up.  The tax
base has been expanded.  GST rates on 334 commodities which were paying an effective 31%
tax pre-GST have witnessed a tax reduction.

 

            Government has used these resources for better infrastructure creation, social sector
and Rural India.  How else could we visualise villages being connected by Road, electricity in
every home, 92% coverage for rural sanitation, a successful Awas Yojana, a cooking gas
connection in  8 crore poor homes.  Ten crore families are covered under Ayushman Bharat, Rs.
1,62,000 Crore is being spent on subsidised food, 50% increase in MSP for farmers and a
successful Crop Insurance Scheme.  It is the formalisation of the  economy which has led to 13
crore entrepreneurs getting Mudra Loans.  The Seventh Pay Commission was implemented
within weeks and the OROP was finally implemented.
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            More formalisation, more revenue, more resources for the poor, better Infrastructure, and
a better quality of life for our citizens”.

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

DSM/RM

(Release ID: 1552080) Visitor Counter : 1021

Read this release in: Tamil , Marathi , Urdu , Malayalam
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Source : www.indianexpress.com Date : 2018-11-11

BANK AND ITS CRITICS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Recreating the classic ‘mohalle ki Diwali’ on Digital?

Recent weeks have seen a bewildering explosion of commentary on the RBI by a disparate
group including named and unnamed government sources, members of policy advisory groups,
academics and others. The issues revolve around the capital base, performance and autonomy
of the RBI.

Is the RBI’s capital base too large? Central banks need to be adequately capitalised in order to
perform their core functions which include being the lender of last resort for the banking system.
As per the latest available figures, total RBI capital is around 27 per cent of its total assets. This,
as some observers have pointed out, is more than in most central banks in the world.

The problem with this conclusion is the composition of the RBI capital base. Only a third of RBI
capital is actually contingency funds that can be deployed when needed. The remaining two-
thirds of its capital is primarily revaluation funds. This is an accounting entry which rises and falls
as the value of the assets of the RBI rises and falls. Thus, over the past quarter, the depreciation
of the rupee has led to an increase in the rupee value of RBI dollar assets by almost Rs 1.6
trillion. But this is accounting income, not earned income. If one had reported the RBI balance
sheet in dollars, then there would have been no change on either side of the balance sheet at
all.

The deployable capital base of the RBI is just about 7 per cent of total assets. This makes the
RBI one of the most under-capitalised central banks in the world. Commentators (including the
Government of India’s Economic Survey of 2016) who focus on the overall rupee size of the RBI
capital base as opposed to its deployable capital base are either deliberately misleading or are
just dilettante economists. This brings us to the issue of RBI performance. The recent uproar
has been over two overlapping concerns — the Prompt Corrective Action (PCA) norms and the
liquidity management of the RBI since the IL&FS crisis broke in September 2018.

The PCA norms were introduced as a way of getting scheduled commercial banks to begin a
prompt recognition and clean-up of their asset base before they acquired any new risky assets.
This came on the back of a continued worsening of the balance sheets of a number of banks,
especially public sector banks, with rising non-performing assets (NPAs).

Have the PCA norms worked? A simple examination of credit growth in the Indian economy this
year would suggest that the measures most certainly have worked. Credit has been consistently
growing at double digit rates since December 2017, including in September 2018 when it grew
at 12.4 per cent (yoy). Crucially, this turnaround in credit growth has come after the low single
digit rates of the last couple of years. Greater lending is being undertaken by better capitalised
banks that have weaker incentives to ever-green their stressed assets. The claim that the PCA
norms have failed is thus an argument based not on facts but rather on political expediency and
corporate rent-seeking.

Banks are supposed to allocate the saving of households towards borrowers who are able to
offer the highest returns at the lowest risk. When banks don’t undertake due diligence, taxpayers
are left holding the bill while credit gets rationed for everyone. Hence, regulators devise
measures to ensure that the lending process does not get compromised. PCA norms are one
such measure. Throwing mud at the RBI for forcing under-capitalised banks to stop lending until
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they clean up is akin to throwing stones at a rehabilitation centre for forcing an alcoholic to sober
up.

The other criticism of the RBI is with regards to its post-IL&FS liquidity management, especially
for NBFCs. The available evidence certainly doesn’t suggest an ongoing liquidity crisis. NBFCs
had typically been funding their investments with debt and bank loans with an increasing
reliance on shorter and shorter commercial paper (CP) over the past year.

The first place that a big squeeze in liquidity would show up is in commercial paper rates. After
adjusting for the monetary policy tightening cycle, the supposed liquidity crunch in the NBFC
segment finds no supporting evidence in the CP rates which have only moved to the extent that
the policy rates have moved (with some lag). There is no sustained independent effect of the
IL&FS crisis on market rates. Pointing at the fall in new CP issuance in September 2018 is an
attempt at drawing systemic conclusions from one data point. CP issues are a volatile series.
Their growth rates (yoy) were negative in February, March and April of 2018 as well! There is
certainly no evidence of any aggregate liquidity crunch.

This brings us to the question of RBI independence. A sovereign government finances itself from
two sources: Taxes on its citizens and printing of money. The taxes go directly to the
government while revenues from money printing accrue to the central bank. Governments face
various political constraints that may induce them to take actions that create economic
uncertainty. One way for citizens to exercise control over the government is to hand over part of
the revenues to the central bank and make it institutionally independent of the government.
Arguing, as some have, that independence is earned through performance gets this backwards.
Central bank performance depends on independence, not the other way around.
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Source : www.livemint.com Date : 2018-11-12

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The incumbent National Democratic Alliance (NDA) government has distinguished itself by
undermining institutions, indulging in an ‘appointocracy’ and creating an atmosphere of
governmental interference in major institutions. On the face of it, the recent spat between the
Reserve Bank of India (RBI) and the Union ministry of finance is another instance of this
phenomenon.

Dig deeper and you will find that there is more to it. One thread is that of an encrusted RBI
bureaucracy that is resistant to change. Another thread is the political economy attempting to
exert its influence. Beyond these negative threads, both sides have a point and the only way to
work through them is to discuss them threadbare and reach a consultative consensus.

The recent belligerent impasse between RBI and the government arises from an ill-timed and ill-
advised speech by RBI deputy governor Viral Acharya. The speech followed some
unnecessarily tough posturing from the government, threatening to invoke the dreaded Section 7
of the RBI Act. Section 7 grants power to the government to “give such directions to the RBI as it
may, after consultation with the governor of the Bank, considered necessary in the public
interest”. The government is said to have sent three such directives to the RBI for consultation
on issues including relaxation under prompt corrective action (PCA) norms, and a reduction in
the severity of the 12 February RBI circular on defaulters.

Both sides have used strong language, with the economic affairs secretary gloating on social
media about market response to the quarrel. A public spat between the RBI and the government
played out in the press and social media in juvenile language is sure to incur the “wrath of the
markets” sooner rather than later.

Wisdom should prevail on both sides beginning with the next meeting on 19 November. Much
good can come from it, but that can only happen if there is constructive dialogue about the
alternatives. The government cannot treat the RBI like its pet (demonetisation) poodle, and in
turn, the RBI cannot do away with its evolving accountability in a political framework. Here are
some suggestions.

Use a professional facilitator for the meeting(s): Before discussing content, both sides must
agree to civil debate and must remain open to be persuaded on content. A good start would be
to list objectives so that solutions can be geared toward a common understanding. If the
government acts like a bully and the RBI in turn like a dog in the manger, then the situation will
progressively worsen. Content is important, but tone and conduct of the meeting are even more
important.

Use of reserves: The RBI believes it is protecting hard-earned reserves from politicians who are
likely to fritter it away. The elected government believes that it represents the public interest and
no unelected technocracy should usurp that function. The government is after all the 100%
shareholder, and the central bank’s rating is clearly bounded by the sovereign rating Both have
a point. The best way to bridge the two is to organize a conditional release of reserves (not
including unrealized gains). One condition could be that it should only be used to recapitalize
banks. Another could be a predesigned advance payment of annual dividend. Yet another could
be a reserve-for-share swap where the government gives the RBI shares in non-bank public
sector units (PSUs) in return for excess reserves, in a sort of repo structure. A creative package
could have elements of all three. The reason to solve the reserve question first is so that it can
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“un-stick” the credit quagmire that the economy is in.

PSU governance: Concomitant with recapitalization of PSU banks should be a timetable for
governance reform—granting the RBI the authority to regulate PSU banks and creating a
government bank holding company that permits a series of board and management changes in
PSU banks so that the current problem is not repeated.

Relaxing PCA norms: No patient or bank in the intensive care unit (ICU) can hope to leave
without physiotherapy. The RBI believes it is doing a great job by ensuring the patient doesn’t
get worse, but the straitjacket that 11 banks find themselves in today is excessively constricting.
Of course, capital will alleviate the problem and recapitalization by the government is one option.
However, the RBI’s framework will need to evolve to be less rule-based and more discretionary
to allow more of these banks to emerge from the ICU, otherwise they risk taking the economy
into the ICU with them.

Focus the issues for discussion: The government has done itself a disservice by bringing up too
many issues. Topics such as India’s translation of Basel III norms and the appropriate risk
weight on a bank balance sheet for credit to small and medium enterprises should be discussed
at the RBI board and the executives at RBI should be trusted to make the right decision having
received inputs from the board. These items are not worthy of a Section 7 spat that risks the
market’s wrath.

Both sides have behaved poorly in the build up to this. Hopefully, wisdom and maturity will
prevail at the table. In the longer term, the RBI Act will itself need to be modernized. Public
interest will then be protected by a modern central bank that is accountable to the people in a
properly structured framework.

P.S: “All have their worth, and each contributes to the worth of the others,” said J.R.R. Tolkien.

Narayan Ramachandran is chairman, InKlude Labs. Read his earlier columns at
www.livemint.com/avisiblehand.
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Source : www.indianexpress.com Date : 2018-11-12

FROM PLATE TO PLOUGH: LESS CROP PER DROP
Relevant for: Indian Economy | Topic: Different types of Irrigation & Irrigation systems storage

Recreating the classic ‘mohalle ki Diwali’ on Digital?

Maharashtra’s chief minister, Devendra Fadnavis, has announced that the state has suffered a
drought in 2018 and that it is seeking drought relief of Rs 7,000 crore from the Centre. This
raises several questions: First, what happened to the Pradhan Mantri Fasal Bima Yojana
(PMFBY), which was supposed to compensate farmers in case of a drought year? Why does the
state have to knock at the doors of the Centre for drought relief, as if there was no crop
insurance? Second, what happened to the massive irrigation investments that the state had
been making over the last 15 years or so in drought-proofing its agriculture? Obviously, that
seems to have failed.

Third, if Maharashtra is to be compensated from drought relief, why not the other states that
have suffered similar drought, or even worse? For example, during monsoon 2018 (June 1 to
September 30), while Maharashtra’s Marathwada region experienced 22 per cent lower rainfall
than normal, Madhya Maharashtra was only nine per cent below normal. In comparison, rainfall
in the Gujarat region was 24 per cent below normal; in Saurashtra and Kutch region, it was 34
per cent below normal; in Rajasthan it was 23 per cent below normal; and, in North Interior
Karnataka, 29 per cent below normal. Bihar, Jharkhand, Assam, Meghalaya, and even
Arunachal Pradesh, all experienced deficiency of more than 20 per cent compared to their
respective normal rainfall levels. All of them should be then approaching the Centre for relief.

But here, we focus on public expenditures on irrigation — particularly, major and medium
irrigation schemes (MMI), their costs and benefits, and, what could be the possible alternative
policy options to protect farmers’ incomes from the vagaries of nature, especially in a state like
Maharashtra. We look at the yearly expenditures during 2002-03 through to 2013-14, convert
them to 2017-18 prices using an all India wholesale price index, collate these expenditures and
divide them by the cumulative irrigation potential created and utilised during that period. This will
help to find out the capital costs of canal irrigation in all major states that have created at least
one million hectares of additional irrigation during this period (2002-03 to 2013-14). Our analysis
is limited upto 2013-14, as there is no information on IPC and IPU after 2013-14, even with the
Central Water Commission or Ministry of Water Resources. While yearly expenditures are
known, no one knows whether these have created any additional irrigation. Progress is
measured by expenditures, not by whether farmers have received any water or not!
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Let us look at the results. Graph 1 gives the state-wise capital cost of public irrigation (canals,
primarily through MMI schemes). Maharashtra tops the list with Rs 20.4 lakh/ha of irrigation
potential utilised (IPU) compared to the all-India average cost of just Rs 6.3 lakh/ha of IPU. The
costs per ha of irrigation potential created (IPC) are somewhat lower, but still the highest is for
Maharashtra at Rs 13.5 lakh/ha. While engineers and contractors are quick to announce IPC
after construction of reservoirs and main canals, farmers benefit only when this potential created
is converted to potential utilised, which is to be ensured by the Ministry of Agriculture and
Farmers’ Welfare.

One can give several reasons for the high costs of public irrigation in Maharashtra, ranging from
its tough topography to the widening gap between the IPC and IPU (see Graph 2) to rampant
corruption. But, the fact remains that these costs are so high that one is forced to think whether
any investments in public irrigation in Maharashtra are worth making without bringing in
transparency and accountability in terms of benefits and costs. We say this because the
profitability in crop cultivation from public irrigation hardly matches with the opportunity cost of
public irrigation. For example, if say, Rs 20 lakh (equivalent to the cost of public irrigation on IPU
basis) were given to each farmer on per ha basis as long-term bonds with a fixed interest of say
8 per cent per annum, he would have got a net annual income of Rs 1.6 lakh without any risk.

The question to ask is whether the existing farmers with access to public irrigation are making
this much (Rs 1.6 lakh/ha) as net income? The analysis based on cost of cultivation studies
does not support this. It is thus very clear that the benefit cost (B/C) ratios of most of these
projects do not justify these projects. But, as the system functions, the B/C ratios are highly
inflated in feasibility reports to justify starting several projects, money is splurged, and hardly any
ex-post analysis is done to see if what was promised is delivered at that cost, and, whether the
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benefits have turned out to be commensurate to costs.

In sum, public irrigation needs major overhauling in the country, especially in states like
Maharashtra. Also, there is the question of who uses how much of irrigation water. In
Maharashtra, although about 19 per cent of gross cropped area is irrigated, in case of
sugarcane, it is 100 per cent and, in case of cotton, just 3 per cent. So there is massive inequity
in the distribution of irrigation water in the state. Can the Fadnavis government take up this
challenge and distribute irrigation water from public canals more equitably amongst farmers, on
per ha basis?

If everyone gets equal access to canal waters, it could lead to the emergence of water markets
amongst farmers, encouraging efficient cropping patterns with respect to water. Only then can
one say, “more crop per drop”.
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Source : www.livemint.com Date : 2018-11-12

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Events revolving around the multi-notch downgrade of Infrastructure Leasing and Financial
Services (IL&FS) last month have caused a liquidity squeeze for the entire non-banking financial
company (NBFC) sector. What started as a debt default by a single NBFC has almost turned
into a funding crisis for all. Risk aversion in debt markets has heightened to an extent that the
market has lost its ability to make a distinction across NBFCs, bracketing all of them in the same
risk category, irrespective of the underlying nature of their assets and liabilities. The reality is
that the sector is very heterogeneous and constitutes different types of companies with different
business models addressing very different underlying borrower segments. This nuance needs to
be seen, understood and acknowledged for markets to resume normalcy.

NBFCs can broadly be divided into three segments—asset financing, personal loans and
business loans. The predominant asset financing NBFCs are commercial vehicle financiers. The
remaining NBFCs provide a range of personal and business loans with widely varying business
models. Housing finance companies (HFCs), which provide housing loans, can be considered
as specialized NBFCs that have a separate regulator. Within these broad classifications, there
are further differentiations based on the borrower segment the NBFCs target.

While financial markets do exhibit contagion across similar businesses when under stress, the
differences in business models and the diverse target segments of NBFCs are stark. And hence,
assessing their risks without looking into the nuances of the underlying nature of assets and
liability may not give the correct picture. This is most evident in the NBFCs and HFCs focused
on the under-banked population, which include micro-finance institutions, used commercial
vehicle financiers, small business loan financiers and affordable housing financiers.

Using sample quantitative and quality data from hundreds of NBFCs we work with across
sectors, we analysed the current situation. Catering to the requirements of a borrower segment
that is different from traditional NBFCs, these lending institutions seem to fare well across
multiple risk drivers.

There are three primary drivers of the current risk aversion for NBFCs. The first driver relates to
short-term funding being used to finance long-term assets—an asset liability mismatch (ALM).
For micro-finance, the weighted average loan tenure ranges from eight to nine months, for
commercial vehicle finance, it is 16 to 18 months, while for small business finance, it is 12 to 16
months. Thus, the asset side duration for these businesses is very short.

On the liabilities side, the duration either mirrors the asset side, or is longer, and generally
ranges from one to two years. Thus, these small- to mid-sized NBFCs run a positive ALM
mismatch. Even in the case of affordable housing finance, where one would expect a wide ALM
mismatch, low asset duration for affordable housing financiers reduces the ALM gap to
negligible. This is further aided by low leverage and high capital adequacy.

The reason for the excellent ALM profile of lending institutions in our universe is
straightforward—loans to the under-banked are small-ticket, short-tenure and fast-amortization.
The low asset duration in these NBFCs is thus necessitated by their business model and is not a
temporary feature. On the liability side, the long duration is supported by the fact that most debt
funding to these NBFCs is sourced from banks and wholesale NBFCs. In both cases, funding is
a ‘loan to originate’ and, therefore, broadly maps the cash flows on the asset side.
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The second cause of current risk aversion towards NBFCs has to do with refinancing or rollover
of short-term capital market borrowings. This concern is linked to the ALM issue discussed
above as smooth rollover of shorter duration liabilities when assets are of longer duration is key
for business continuity.

In recent years, the share of commercial paper funding to NBFCs subscribed by mutual funds
has shown an increasing trend. Commercial paper funding (of up to 90 days) for NBFCs from
mutual funds has increased from 50,000 crore in March 2016 to 1.2 trillion in September 2018.
This increase in money market borrowings has come in sharp focus recently as mutual funds
have withdrawn from the market for NBFC paper. It is estimated that NBFC and HFC debt of
about 2.5 trillion is due for roll-over in the next six months. This has led to heightened
refinancing risk for those who are dependent on such funding.

The drying up of the money market for NBFC commercial paper has not negatively affected
NBFCs catering to the under-banked, as short-term capital market borrowings of these NBFCs
are very low. About 99% of the commercial papers issued in India have a rating of A1 or above.
In our universe of NBFCs and HFCs, less than 20% of entities have a short-term rating, which is
necessary for issuing a commercial paper. Moreover, only 9% of the entities has tapped the
commercial paper market in their lifetime.

The third cause for concern has to do with asset quality. This primarily pertains to NBFC
exposure to the real estate sector—either as builder funding or loan against property (LAP).
Builder funding is non-existent in the loan book of NBFCs in our universe. In the case of LAP
portfolio of affordable housing financiers or small business loan financiers, the asset quality
continues to be above par as the sourcing of these loans has been outside the ultra-competitive
urban LAP market. More importantly, the property underlying the LAP loans is typically self-
occupied and not purchased for investment purposes.

Despite fundamental differences in the NBFC universe, all NBFCs are today facing the brunt of
a liquidity squeeze. Access to steady predictable debt is their lifeline. For NBFCs with sound
fundamentals that are caught in the current situation, a short-term squeeze on funding can be
managed by curtailing growth. A prolonged drying up of credit, however, will start impacting
them and their borrowers. Over the years, NBFCs have played an important role in providing
growth capital to various sectors of the economy. What is required is a concerted effort across
stakeholders to prevent a market contagion that can cut off the critical supply of capital to the
grassroots of the nation.

Kshama Fernandes and Ravi Saraogi are, respectively, chief executive officer and managing
director, Northern Arc Capital (formerly IFMR Capital), and head—investor relations and
products, Northern Arc Investments (formerly IFMR Investments).
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Source : www.thehindu.com Date : 2018-11-13

WHAT IS ‘DISGUISED UNEMPLOYMENT’ IN
ECONOMICS?

Relevant for: Indian Economy | Topic: Issues relating to Employment

Also known as hidden unemployment, this refers to a situation where labour that is employed in
a job is not actually utilised for the production of goods and services. In other words, such
employment does not contribute to the output of an economy and is thus akin to a form of
unemployment. Sometimes disguised unemployment could simply be a form of
underemployment wherein the skills of a labour force are not utilised to their full capacity. In
many other cases, however, such unemployment could simply be due to the lack of other
alternative avenues of production where the surplus labour could be employed profitably.

YES | Om RoutrayWomen can expose men and cost them their jobs. Power is a language that
men understand om-routrayOm RoutrayJudge Brett Kavanaugh was

Our existing notification subscribers need to choose this option to keep getting the alerts.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2018-11-13

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The Reserve Bank of India (RBI) and the finance ministry are once again in conflict, this time
over the reserves of the central bank. This is not their first confrontation, nor will it be the last.
There is little doubt that the RBI is not an independent central bank. Economists and historians
have pointed out time and again that the RBI was a creation of the politics of its time, heavily
influenced by events in England. So, the question to evaluate today is not really one of complete
or partial independence; but that given the RBI is not legally an independent central bank, what
are the lines that the ministry of finance, the RBI board, and the RBI leadership should draw,
and then never cross? 

Adam Smith, the father of modern economics, made famous the idea of division of labour and
specialization in markets. In Book V of The Wealth of Nations, he extended some of these ideas
to the separation of powers in government. Smith argued that there are two reasons why we
need a separation of power—the first is functional, and the second is to create checks and
balances. 

Functionally, there is much division of labour and specialization required in governance.
Different departments of government engage in different tasks, which require specialized
knowledge, and one department cannot easily substitute for another. This is even more true for
authorities with specific mandates such as election commissions, auditors and, of course, the
central bank. There is a reason that once the government appoints its “chosen candidate” it
generally defers to his judgement and decisions. The governor and his team simply know more
about maintaining monetary stability. 

The minutes from the RBI board meeting just prior to the demonetization announcement sheds
some light on how the government may have control and decision rights, but lacks the functional
knowledge. A fundamental misunderstanding between real rates of economic growth and
nominal rates of currency growth was one major gaffe by the government. Also, the
consequences of banning 86% of the value of currency on the circulation of money were not
considered. The prime minister claims to know the will of the people, but the decision of how
many notes must circulate, and in what denomination, to make easy change in an economy, is
utterly unknown to him. He has no specialized knowledge in this matter. The RBI, given the time,
would know the number of 100 and 50 notes required to ensure that circulation is not affected by
demonetizing large denominations. Our prime minister, who decided that no experts needed to
be consulted, almost led the Indian economy off the cliff.

In the most recent squabble, the government feels the need to tap into the RBI reserves. Who is
more likely to understand two issues—the best current use of those reserves and the
consequences of leaving the RBI short of those reserves? It is quite clear that on both counts
the RBI has the requisite functional and specialized knowledge. On the other side, the relevant
individuals to take the same decision are the prime minister and finance minister who are likely
illiterate of macro-economics. 

Adam Smith also forwarded a second, much better-known reason for the separation of
powers—to avoid concentration of power in the executive and provide checks and balances to
democratically elected governments. While the government suggests that the lack of legal
autonomy makes the RBI a subordinate to the finance ministry, both convention and common
sense seem to suggest otherwise. The RBI is supposed to maintain monetary stability—and
very often that can be achieved only by keeping a check on the government. This mandate for
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the RBI is a statutory creation, enforced by elected governments. And this leads the RBI to
sometimes be in conflict with the wishes of the government, in order to fulfil its statutory
mandate. 

In conflicts with every institution, especially those not democratically elected, governments
typically reference their mandate as the “will of the people” and then move on to quash the
checks placed by other institutions, which are mostly just going about fulfilling their mandate.
The RBI is not simply the banker for the government. Nor is the RBI the parent of an errant child,
looking the other way when the child overspends. It serves the whole country and has
responsibilities beyond writing cheques to the government. 

A third reason to err on the RBI’s side is to reflect on the role it plays. The RBI is also bound by
the will of the people that did not elect a particular government. The democratically elected
government only received about 35% of the actual vote share (or mandate) of the 60% of the
eligible voters who voted. Even though the current ruling party got the most votes, its
constituents don’t comprehensively represent the interests of all Indians. This is why
democratically elected governments who facing pressure to spend and announce programmes
to benefit their constituents just prior to elections should be constrained. Even more importantly,
the RBI, given its mandate of monetary stability, also represents the interests of the yet-to-be-
born Indians—those Indians who will foot the bill tomorrow for today’s follies. Oddly, it is at such
times when non-democratically elected officials actually preserve the long-term interests of the
country.

Publicly fought spats between important institutions have both costs and benefits, and the latest
RBI-finance ministry squabble shines the light on those trade-offs. It is not legal autonomy, but
functional autonomy and common sense that require the government to respect the RBI’s
stand. 

Shruti Rajagopalan is an assistant professor of economics at Purchase College, State University
of New York, and a fellow at the Classical Liberal Institute, New York University School of Law.

Comments are welcome at views@livemint.com 
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Source : www.economictimes.indiatimes.com Date : 2018-11-13

RUPAY: HOW A SIX-YEAR-OLD CARD GAVE THE
SCARE TO GLOBAL BIGGIES SUCH AS VISA AND
MASTERCARD

Relevant for: Indian Economy | Topic: Inclusive growth, Inclusion and Poverty

NEW DELHI: Mastercard recently complained to the Office of the United States Trade
Representative that Indian government associated the use of RuPay cards with nationalism,
claiming it serves as kind of national service. Mastercard complained that the Indian government
had adopted a series of protectionist measures to the detriment of global companies.

Why are global leaders with market dominance, technological superiority and decades of
experience are scared of a six-year-old sarkari project?

Slowly and steadily, RuPay card has been expanding in the Indian market, riding on the back of
the government. Thanks to PM Modi's policy of financial inclusion, RuPay has made quick
inroads into the hinterland.

At the Delhi Economics Conclave in 2015, Modi had spoken about emergence of RuPay cards
as an alternative to the otherwise duopolistic industry dominated by Visa and Mastercard.
“Thanks to RuPay cards, we introduced healthy competition in the debit and credit card space
traditionally dominated by a few international players,” he had said. India’s total debit-card
volume is 925 million, according to Reserve Bank of India (RBI) data. RuPay claims to power
over 500 million cards issued by nearly 1,100 banks — giving it more than 50% share in the
country’s debit-card market by volume, beating the much older duo of Visa and Mastercard. In
2013, RuPay's market share was just 0.6 per cent.

In 2009, the RBI had asked the Indian Banks Association to launch a not-for-profit company and
design a rival card, then tentatively called India Card, that met the requirements of the domestic
banks. The card was launched in 2012. A big boost for RuPay came when the government
prescribed the issuance of RuPay cards to every account holder who opened the account under
the Prime Minister Jan Dhan Yojana launched in 2014.

RuPay card usage at point-of-sales devices has jumped 135% to 459 million transactions in
financial year 2017-18 as against 195 million last year. The number of RuPay cards in circulation
also grew, having reached 494 million in financial year 2018 up 35% against 365 million in the
previous year. RuPay card usage at ecommerce websites jumped 137% to reach 208 million
transactions in financial year 2018 against just 87.5 million in 2017. In terms of value of
payments, the transactions stood at Rs 16,600 crore against Rs 5,934 crore the year before, a
jump of 180%.

“We (RuPay cards) are already the No. 1 scheme in the number of cards issued. This year, we
will become No. 2 scheme on value and volume done on PoS machines and ecommerce. So we
will not be number 3 anymore behind Visa and Mastercard. We will pip one of them to become
number 2. I don’t see a reason why we should not be Number 1 in couple of years, in both value
and volume," Dilip Asbe, chief executive at National Payments Corporation of India (NPCI),
which runs RuPay, said in April.

PM Modi's drive for a less-cash economy in the wake of demonetisation has promoted RuPay
card in the interiors of the country where paying with a card was a big novelty just five years
ago. Finance Minister Arun Jaitley said recently that RuPay's total transactions had increased to
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Rs. 8,430 crore ($1.16 billion) as of September 2018 from Rs. 1,100 crore before
demonetisation.

Consistent government efforts through banks and special offers will further expand the reach of
RuPay. For example, in August the GST Council allowed incentivising digital payments through
Rupay card by way of cashbacks. Customers making payments using Rupay card or BHIM UPI
will get a cashback of 20 per cent of the total GST amount, subject to a maximum of Rs 100.

However, the biggest weapon that helped RuPay conquer a big chunk of the market was its flat
fee. According to an ET Prime report that cited sources in the banking industry, for every RuPay-
based transaction, NPCI charges a flat 60 paise for acquiring and 30 paise for issuing. For
instance, if a customer with a RuPay card issued by Bank A pays through Bank B's PoS
terminal, as the acquirer, Bank B will pay 60 paise to NPCI and, as the issuer, Bank A will pay
30 paise. This is a tiny fraction of Visa and Mastercard’s merchant-discount rate, which is
calculated as a percentage of the actual transaction amount.

The challenge RuPay faces is its limited reach in the premium segment. Its user base is still
dominated by rural users. Nearly half of the RuPay cards have been issued to Jan Dhan account
holders. So half of the RuPay users would be in low-income people who have recently been
included in the formal banking system. Another challenge is the international acceptance. While
the government is trying to turn RuPay into an international card, yet it may take a long time to
match the acceptance level of Mastercard and Visa.
NEW DELHI: Mastercard recently complained to the Office of the United States Trade
Representative that Indian government associated the use of RuPay cards with nationalism,
claiming it serves as kind of national service. Mastercard complained that the Indian government
had adopted a series of protectionist measures to the detriment of global companies.

Why are global leaders with market dominance, technological superiority and decades of
experience are scared of a six-year-old sarkari project?

Slowly and steadily, RuPay card has been expanding in the Indian market, riding on the back of
the government. Thanks to PM Modi's policy of financial inclusion, RuPay has made quick
inroads into the hinterland.

At the Delhi Economics Conclave in 2015, Modi had spoken about emergence of RuPay cards
as an alternative to the otherwise duopolistic industry dominated by Visa and Mastercard.
“Thanks to RuPay cards, we introduced healthy competition in the debit and credit card space
traditionally dominated by a few international players,” he had said. India’s total debit-card
volume is 925 million, according to Reserve Bank of India (RBI) data. RuPay claims to power
over 500 million cards issued by nearly 1,100 banks — giving it more than 50% share in the
country’s debit-card market by volume, beating the much older duo of Visa and Mastercard. In
2013, RuPay's market share was just 0.6 per cent.

In 2009, the RBI had asked the Indian Banks Association to launch a not-for-profit company and
design a rival card, then tentatively called India Card, that met the requirements of the domestic
banks. The card was launched in 2012. A big boost for RuPay came when the government
prescribed the issuance of RuPay cards to every account holder who opened the account under
the Prime Minister Jan Dhan Yojana launched in 2014.

RuPay card usage at point-of-sales devices has jumped 135% to 459 million transactions in
financial year 2017-18 as against 195 million last year. The number of RuPay cards in circulation
also grew, having reached 494 million in financial year 2018 up 35% against 365 million in the
previous year. RuPay card usage at ecommerce websites jumped 137% to reach 208 million
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transactions in financial year 2018 against just 87.5 million in 2017. In terms of value of
payments, the transactions stood at Rs 16,600 crore against Rs 5,934 crore the year before, a
jump of 180%.

“We (RuPay cards) are already the No. 1 scheme in the number of cards issued. This year, we
will become No. 2 scheme on value and volume done on PoS machines and ecommerce. So we
will not be number 3 anymore behind Visa and Mastercard. We will pip one of them to become
number 2. I don’t see a reason why we should not be Number 1 in couple of years, in both value
and volume," Dilip Asbe, chief executive at National Payments Corporation of India (NPCI),
which runs RuPay, said in April.

PM Modi's drive for a less-cash economy in the wake of demonetisation has promoted RuPay
card in the interiors of the country where paying with a card was a big novelty just five years
ago. Finance Minister Arun Jaitley said recently that RuPay's total transactions had increased to
Rs. 8,430 crore ($1.16 billion) as of September 2018 from Rs. 1,100 crore before
demonetisation.

Consistent government efforts through banks and special offers will further expand the reach of
RuPay. For example, in August the GST Council allowed incentivising digital payments through
Rupay card by way of cashbacks. Customers making payments using Rupay card or BHIM UPI
will get a cashback of 20 per cent of the total GST amount, subject to a maximum of Rs 100.

However, the biggest weapon that helped RuPay conquer a big chunk of the market was its flat
fee. According to an ET Prime report that cited sources in the banking industry, for every RuPay-
based transaction, NPCI charges a flat 60 paise for acquiring and 30 paise for issuing. For
instance, if a customer with a RuPay card issued by Bank A pays through Bank B's PoS
terminal, as the acquirer, Bank B will pay 60 paise to NPCI and, as the issuer, Bank A will pay
30 paise. This is a tiny fraction of Visa and Mastercard’s merchant-discount rate, which is
calculated as a percentage of the actual transaction amount.

The challenge RuPay faces is its limited reach in the premium segment. Its user base is still
dominated by rural users. Nearly half of the RuPay cards have been issued to Jan Dhan account
holders. So half of the RuPay users would be in low-income people who have recently been
included in the formal banking system. Another challenge is the international acceptance. While
the government is trying to turn RuPay into an international card, yet it may take a long time to
match the acceptance level of Mastercard and Visa.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.pib.nic.in Date : 2018-11-13

POWER MINISTER INAUGURATES INSPIRE 2018;
GIVES AWAY AWARDS TO THE WINNERS OF THE
#INNOVATETOINSPIRE CHALLENGE

Relevant for: Indian Economy | Topic: Infrastructure: Energy incl. Renewable & Non-renewable

Ministry of Power

Power Minister inaugurates INSPIRE 2018; gives away
awards to the winners of the #InnovateToINSPIRE
challenge

“Energy efficiency saves the environment and makes
businesses more competitive” says the Minister

EESL and ADB sign agreement for a Global Environment
Facility (GEF) grant of USD 13 million to establish an
Energy Efficiency Revolving Fund (EERF)

EESL and GAIL sign  MoU to develop natural gas based
cogeneration and trigeneration projects in Commercial &
Industrial Sectors

Posted On: 11 NOV 2018 7:52PM by PIB Delhi

 “Energy efficiency saves the environment and makes businesses more competitive.
While India needs to grow but we need to grow responsibly and the Government has
taken several measures in this regard.” said Shri R K Singh, Union Minister of State
(IC) for Power and New & Renewable Energy. The Minister was speaking at the
inaugural of the International Symposium to Promote Innovation & Research in
Energy Efficiency (INSPIRE 2018) here today. This is the second edition of INSPIRE
and is being organised by Energy Efficiency Services Limited (EESL) and World
Bank. The three-day symposium will focus on enhancing grid management, e-
Mobility, financial instruments and technologies for energy efficiency in India.

 

The Minister further said, “Innovations in the field of energy efficiency are critical to
meet our GHG (green house gases) emission targets and the Government has taken
several initiatives in this regard”. He also gave away awards to four pathbreaking
innovations in clean energy and energy efficiency as part of #InnovateToINSPIRE,
a first-of-its-kind energy innovation challenge.
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The #InnovateToINSPIRE challenge was organized by EESL and World resources
Institute (WRI) between 21 August, 2018 and 12 October, 2018 in the run-up to
INSPIRE 2018. The challenge invited participants to submit sustainable and scalable
solutions to seven specific challenges spanning grid management, e-Mobility, energy
efficient technologies and financial instruments. From 94 entries, four winners were
selected by an eminent jury comprised of Indian and international experts in the field
of energy. The winning entries received an award of Rs. 5 lakhs, each, along with
mentoring and guidance from EESL to help them bring their solutions to market.

 

To support investments in new, innovative and scalable business models, EESL and
Asian Development Bank (ADB) signed an agreement for a Global Environment
Facility (GEF) grant of USD 13 million to establish an Energy Efficiency
Revolving Fund (EERF). EERF aims to expand and sustain investments in the
energy efficiency market in India, build market diversification, and scale up existing
technologies.

 

Speaking on the occasion, Shri Ajay Bhalla, Secretary, Power said that India’s energy
efficiency efforts were being lauded world over. He also said that innovation
challenge was a very good idea to promote energy efficiency.

Shri Rajeev Sharma, Chairman, EESL said, “Innovation is the most important
enabler for resolving environmental problems while reducing costs.”

During INSPIRE 2018, EESL and GAIL, a wholly owned subsidiary of GAIL (India)
Limited signed a MoU to develop natural gas based cogeneration and
trigeneration projects in Commercial & Industrial Sectors in India. This MoU is
set to benefit industries such as Hotels, Hospitals, Airports, Commercial Malls,
Commercial/Government Buildings, Integrated Residential Complexes, Educational
Institutions, Data Center, among others, with the advantages of Combined Heat &
Power technology.

INSPIRE 2018 has been organised in collaboration with the Bureau of Energy
Efficiency (BEE), The Energy & Resources Institute (TERI), Asian Development Bank
(ADB), the United Nations Environment Program (UNEP), and the Administrative
Staff College of India (ASCI). The event is bringing together policy-makers,
influencers, innovators, thought leaders, researchers, leading energy-efficient
companies, government agencies, business leaders and other stakeholders to
deliberate on key energy policies, market transformation strategies, and sustainable
business models that will help leverage the full potential of energy efficiency and
bring its multiple co-benefits to the fore.

The event was attended by senior officials from the Ministry of Power, EESL, Dr.
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Junaid K. Ahmad, Country Director, The World Bank (WB); Mr. Kenichi Yokoyama,
Country Director, Asian Development Bank (ADB).

About EESL        
Energy Efficiency Services Limited (EESL), under the administration of Ministry
of Power, Government of India, is working towards mainstreaming energy
efficiency and is implementing the world’s largest energy efficiency portfolio in
the country. Driven by the mission of Enabling More – more transparency, more
transformation, and more innovation, EESL aims to create market access for
efficient and future-ready transformative solutions that create a win-win
situation for every stakeholder. By 2020, EESL seeks to be a US$ 1.5 billion
(INR 10,000 crore) company.

EESL has pioneered innovative business approaches to successfully roll-out large-
scale programs that allow for incentive alignment across the value chain and rapidly
drive transformative impact. EESL aims to leverage this implementation experience
and explore new overseas market opportunities for diversification of its portfolio. As
on date, EESL has begun its operations in UK, South Asia and South-East Asia.

*****

RCJ/MS
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Source : www.thehindu.com Date : 2018-11-14

NEW INDEX TO CHECK EASE OF DOING AGRI-
BUSINESS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &
various Indexes

States may soon start receiving extra funding for the Agriculture Ministry’s flagship schemes on
the basis of their performance in encouraging agri-business, especially with regard to marketing,
land and governance reforms.

The Centre expects to roll out a new Ease of Doing Agri-Business Index early next year, which
will rank the States on the basis of such reforms, as well as their investment in agriculture,
increased productivity, reduction of input costs, and risk mitigation measures. “In future, the
Ministry may consider rewarding the higher performing States [both in absolute and incremental
terms] by linking the performance with allocation from flexi funds made available in various
flagship schemes of this Ministry,” says a recent concept note for the Index.

NITI Aayog already brings out a Agricultural Marketing and Farm Friendly Reforms Index, rating
States on their implementation of such reforms. In the initial edition of that Index in 2016,
Maharashtra stood first in the rankings, followed by Gujarat.

The proposed index has a wider ambit, but the focus is still on reforms, with marketing reforms
(25%) and governance and land reforms (20%) carrying almost half of the weight of the
parameters in its scoring system.

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.prsindia.org Date : 2018-11-14

THE COMPANIES AMENDMENT ORDINANCE 2018
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Industry / Commerce / Finance

The Companies Amendment
Ordinance 2018

The Companies (Amendment) Ordinance, 2018 was promulgated on
November 2, 2018.  It amends several provisions in the Companies
Act, 2013 relating to penalties, among others. 

●

Issue of shares at a discount:  The Act prohibits a company from
issuing shares at a discount, except in certain cases.  On failure to
comply, the company is liable to pay a fine between one lakh rupees
and five lakh rupees.  Further, every officer in default may be punished
with imprisonment up to six months or fine between one lakh rupees
and five lakh rupees.  The Ordinance changes this to remove
imprisonment for officers as a punishment.  Further, the company and
every officer in default will be liable to pay a penalty equal to the
amount raised by the issue of shares at a discount or five lakh rupees,
whichever is lower.  The company will also be liable to refund the
money received with interest at 12% per annum from the date of issue
of the shares.

●

Commencement of business:  The Ordinance states that a company
may not commence business, unless it (i) files a declaration within 180
days of incorporation, confirming that every subscriber to the
Memorandum of the company has paid the value of shares agreed to
be taken by him, and (ii) files a verification of its registered office
address with the Registrar of Companies within 30 days of
incorporation.  If a company fails to comply with these provisions and
is found not to be carrying out any business, the name of the
Company may be removed from the Register of Companies. 

●

Registration of charges:  The Act requires companies to register
charges (such as mortgages) on their property within 30 days of
creation of charge.  The Registrar may permit the registration within
300 days of creation.  If the registration is not completed within 300
days, the company is required to seek extension of time from the
central government.

●

The Ordinance changes this to permit registration of charges: (i) within
300 days if the charge is created before the Ordinance, or (ii) within 60
days if the charge is created after the Ordinance.  If the charge under
the first category is not registered within 300 days, it must be
completed within six months from the date of the Ordinance.  If the
charge under the second category is not registered within 60 days, the
Registrar may grant another 60 days for registration.  If a person
wilfully furnishes false or incorrect information, or suppresses material

●

Current Status:
Ordinance: In force

Stage Date
Introducti
on

November
2, 2018

Com.
Ref.
Com.
Rep.
Lok
Sabha
Rajya
Sabha

Relevant Links

 
Ordinance Text   (1
MB)

 
PRS Ordinance
Summary  (0 bytes)
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information which is required to be registered under this provision, he
will be liable for fraud under the Act.
Change in approving authority:  Under the Act, change in period of
financial year for a company associated with a foreign company, has
to be approved by the National Company Law Tribunal.  Similarly, any
alteration in the incorporation document of a public company which
has the effect of converting it to a private company, has to be
approved by the Tribunal.  Under the Ordinance, these powers have
been transferred to central government. 

●

Declaration of beneficial ownership:  If a person holds beneficial
interest of at least 25% shares in a company or exercises significant
influence or control over the company, he is required to make a
declaration of his interest. Under the Act, failure to declare this interest
is punishable with a fine between one lakh rupees and ten lakh
rupees, along with a continuing fine for every day of default.  The
Ordinance provides that such person may either be fined, or
imprisoned for up to one year, or both.

●

Remuneration for independent directors:  The Act restricts an
independent director from entitlement to stock options.  It further
states that he may receive sitting fees, commission, and
reimbursement of expenses.  The Ordinance removes this provision.

●

Disqualification of directorship:  Under the Act, a person cannot be a
director in more than 20 companies.  The Ordinance provides that
contravening this provision will be a ground for disqualification from
directorship.

●

Adjudication of penalties:  The Act allows the central government to
appoint adjudicating officers to decide penalties under the Act.  The
Ordinance states that these officers, in addition to imposing penalties,
may direct the defaulting entity to rectify the default.

●

Compounding:  Under the Act, a regional director can compound
(settle) offences with a penalty of up to five lakh rupees.  The
Ordinance increases this ceiling to Rs 25 lakh. 

●

Repeat defaulters: Under the Ordinance, if a company, or an officer, or
other person commits a default again within three years of the
previous case, the entity will be liable to twice the penalty as provided
for such default.  

●
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Source : www.hindustantimes.com Date : 2018-11-14

IF EXECUTED WELL, WATERWAYS CAN CHANGE
INLAND TRANSPORTATION

Relevant for: Indian Economy | Topic: Infrastructure: Ports & Waterways

On Monday, Prime Minister Narendra Modi inaugurated the country’s first inland waterways
terminal in Varanasi, Uttar Pradesh. The terminal is a part of the first phase of the government’s
National Waterway 1 project to ferry cargo from the eastern seaport of Haldia in West Bengal to
Varanasi, around 1,360 km inland.

Using waterways for transporting people and goods is nothing new for India. Until about a
hundred years ago, the Ganga river was a busy waterway that was used for the movement of
commodities such as tea, jute, and spices. But with the coming of the railways, this watercourse
fell into disuse. At present, according to a World Bank report, India’s freight movement traverses
mainly on roads (65%). Railways come next (27%); waterways account for just 0.5% of the
movement. The freight movement on waterways across countries is also much higher in the
West and China than in India: In the US, it’s about 8.3%; in Europe, 7%; and in China, it is 8.7%.

There are several reasons why the Centre is so enthusiastic about the waterways project.

First, transporting freight via river systems is much cheaper and greener than using road and
rail. According to the World Bank, which is financing the National Waterway Project, the cost to
transport one tonne of freight over one km for highways is Rs 2.28. It is Rs 1.41 for railways, and
Rs 1.19 for waterways. Second, it’s greener. In a written reply to a question in Parliament on
March 20, 2017, minister of state for shipping, Mansukh L Madaviya, said: “As per RITES Report
of 2014 on ‘Integrated National Waterways Transportation Grid’, one litre of fuel moves 24
tonnes km by road, 95 tonnes km on rail and 215 tonnes km on Inland Water Transport.”

Third, ferrying goods via waterways is faster than on congested road and rail networks, which
slows the movement of cargo, adding to uncertainties, and increasing the costs of trade.
Logistics costs in India, says the World Bank, are estimated to account for as much as 18% of
the country’s GDP. Fourth is the pollution cost of traffic bottlenecks. According to a 2014 study
by the Central Road Research Institute, eight major traffic bottlenecks in Delhi guzzle at least
40,000 kilolitres of fuel (diesel, petrol, and CNG) every day. Add to this, carbon dioxide (CO2)
that is added to the polluted air daily by these vehicles.

While there are several positives of the waterways project, any infrastructure development will
have environmental costs, and those must be taken into account while evaluating the benefits of
the project. This is because while the main infrastructure — the waterway — is naturally
available in this case, it needs to be “trained, maintained and upgraded” to ensure that the
movement of cargo carriers is possible. One important aspect of this “training” a waterway is
dredging, which is required to ensure that the required water depth is maintained everywhere for
the goods carriers to pass.

Environment activists allege that the Environmental Impact Assessment report prepared by
Inland Waterways Authority of India ignores the severe impact of the movement of ships and
dredging on biodiversity in critical but legally non protected stretches of the river. These are
genuine concerns. The ecosystem services that the river provides must be quantified for a
wholesome evaluation of the mega project’s actual economic worth.

First Published: Nov 13, 2018 17:56 IST
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Source : www.livemint.com Date : 2018-11-15

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

“The most independent central bank is not likely to be a socially optimal central bank,”
economists Guy Debelle and Stanley Fischer wrote in a paper titled How independent should a
central bank be?Fischer is a former vice chairman of the US Federal Reserve and was professor
of economics at Massachusetts Institute of Technology when the paper was written in 1994.
Earlier, Kenneth Rogoff, professor of economics at Harvard University, had suggested that a
central bank can be too independent to be socially optimal.

While these comments were made in relation to monetary policy, the sentiment they represent
will echo with critics of Reserve Bank of India (RBI).

The central bank’s assertion of its independence is being used as a garb to avoid accountability,
they say, adding that too much independence is leading to socially sub-optimal outcomes.
Besides, critics say that RBI’s regulatory decisions are often arbitrary, and the fact that they
can’t be appealed at an appellate tribunal makes things far worse.

It’s useful then to ask the question whether the central bank is far too independent, and if so,
how its accountability can be improved.

From the looks of it, the government appears to be revisiting the accountability aspect of RBI.
News reports suggest that it is seeking to rein in the central bank by insisting on greater
accountability to the RBI board, which has a number of government nominees.

To start with, the idea that the RBI board is the right place to ensure accountability is highly
debatable. As pointed out here, one of the demands of the government is that the central bank
eases restrictions on lending by government-owned banks.

The restrictions have been placed because these banks are under-capitalized. Since the
government owns these banks, there is a clear conflict of interest, if its nominees bat for easier
rules. As such, reports that the government and its nominees may insist on policy decisions at
the next RBI board meeting are troublesome.

As things stand, one big area where the central bank gives a clear account is with regards to its
government-given mandate of inflation-rate targeting. The expectations on this front have been
passed as law, and there are clear guidelines on what needs to be done if the targets are not
met.

If the government now has a different view that the central bank should focus not only on
inflation, but also growth, then the problem isn’t one of accountability, but of lack of clarity in
setting objectives on its own part.

Besides, the central bank gives an account to parliamentary committees multiple times in a year.
But critics rightly point out that giving an account to India’s parliamentary committees is a far cry
when compared to Senate hearings in the US, where committees are equipped with greater
resources such as their own secretarial staff. There is clearly room for this process to improve,
although the onus for this again doesn’t lie with the central bank, but with the government.

An area for improvement at the central bank is with regards to being accountable for its
regulatory decisions. When regulated entities have a grievance with Securities Exchange Board
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of India (Sebi), they can approach Securities Appellate Tribunal (SAT). Often, SAT has given a
rap on Sebi’s knuckles, which has inevitability led to greater care by the regulator while writing
orders and passing judgements.

There is no such mechanism for the central bank—any appeal ends up with a committee or an
employee of the central bank. Going to the courts is a suboptimal solution, compared to an
appellate body that has sector expertize.

As long as the current structure exists, RBI will take the blame of being arbitrary with its
decisions. Worse still, in episodes such as the current spat with the government, it will have few
friends because of this perception of being far too independent.

It makes sense to consider an accountability framework for the central bank’s regulatory
decisions, so that regulated entities have the comfort of knowing that decisions taken wouldn’t
be arbitrary and can be appealed at an appropriate forum.

As far as giving an account for its macro-economic management, the government should
consider strengthening existing structures, as well as being clear about the objectives it has in
mind for the central bank.
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Source : www.livemint.com Date : 2018-11-15

OPINION
Relevant for: Indian Economy | Topic: Investment Models: PPP, SEZ, EPZ and others

Developing road networks in a timely and cost-effective fashion plays an important role in
economic development. In recent years, the government has extensively adopted the public
private partnership (PPP) approach in road development. Today, India has the distinction of
having the largest PPP programme globally in the roads sector. More than 560 road projects
comprising a total length of 45,000 km with an estimated investment exceeding 200,000 crore
have been awarded on PPP basis so far by the Centre and various state governments.

PPP road projects broadly fall in one of the two categories of toll or annuity, though many recent
projects are being implemented under a hybrid annuity model. Toll and annuity projects vary
mainly in the way the developers recoup their investment. In the former, the road developer
collects toll from the users, whereas in the case of the latter, the developer receives predefined
annuity payments from the government. While the private developer assumes the demand risk
in toll projects, it is not the case with annuity projects. With more than 75% of the PPP projects
being implemented using the toll model, it remains the preferred approach for policy makers.

A basic difference between the toll and annuity projects is in the risk-reward equation. In the
case of annuity projects, the developer does not assume any demand risk, but the upside is
capped. However, in toll projects, the private developer assumes the demand risk, but would
also benefit if the traffic growth is more than what is assumed.

Investment in toll projects

While PPP in roads has multiple objectives, the fundamental reason for going for the PPP route
in India is that it helps to attract private sector capital. Private developers will consider bidding
for toll-based PPPs if they see a sensible risk-reward balance, because the private sector by its
very nature will pursue the path of higher returns rather than settle for modest returns. If the
scales can be tipped towards private sector investing in toll projects, it would reduce the fiscal
burden on the public sector. Under what conditions would private developers invest in toll
projects? A comparison of toll and annuity projects provides some pointers (see table).

Toll projects in general are characterized by longer stretches, and therefore higher project costs.
They also have more structures as compared to annuity projects, indicating that they could have
a higher degree of complexity. But the estimated unit project costs are lower, indicating that
developers are able to achieve economies of scale associated with longer stretches. The
average value of state domestic product indicates that toll projects are seen in those states that
are more developed and where economic activity is higher, indicating the possibility of higher toll
collections. It shows that annuity projects have higher debt levels indicating that lenders
perceive a lower risk in such projects. But, more importantly, we can also see that private
developers are willing to invest higher equity provided the expected returns from the project are
also higher. The higher number of toll projects bears further testimony to the willingness of
private developers to undertake the risk.

What has gone sour?

In the last few years, it has been an open secret that the response from developers to new
projects has been poor. Since many of the PPP road projects have begun operations only
recently, it is too early to comment on the gap between the actual and projected traffic
estimations made by the developers. However, what has happened is that the estimated project
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costs have significantly escalated in the case of toll projects, hitting the project economics. The
chart gives a comparison of cost and time overrun between toll and annuity projects that have
begun operations.

While there is negligible difference in the case of time overruns, the difference in the case of
cost overruns is quite significant. A comparison of the actual unit costs is even starker: the
average actual unit cost for toll projects has been 2.94 crore per lane-km, whereas for annuity
projects, it is lower by 32% at 1.99 crore per lane-km.

Way forward

As the government embarks on the next phase of road development by adopting the hybrid
annuity model, treating the disease is more important than curing the symptoms. If the objective
is to trigger renewed interest for private sector investment in road projects, changing the
concession structure should not be the first action taken. It is more important to understand the
reasons behind the cost escalations. While it would be easier to criticize the private sector for
their optimistic bias behind aggressive bidding, our results indicate otherwise.

The toll projects are not as investment ready at the time of project award as compared to that of
annuity projects. For example, toll projects took an average of 12.29 months to begin
construction from date of award while the corresponding figure for annuity projects was 10.05
months. The duration from the request for quotation to project award was 13.84 months for toll
projects, whereas it was 10.71 for annuity projects. These indicate that toll projects are not
sufficiently ready at the time of bidding, hinting at insufficient planning. This results in the private
sector assuming or handling much of the pre-development phase risks—such as clearances,
land acquisition, and so on, leading to increases in cost overruns. Ideally, these risks are better
managed by public authorities. So, the crux of the matter is this: the government should focus on
making the project development ready at the time of award to attract more private sector
interest, rather than changing the concession model. That would lead to sustainable results, else
the euphoria of the hybrid annuity model will be short lived too.

Thillai Rajan A., Akash Deep and Samhita Mangu are, respectively, professor, IIT Madras and associate, MRCBG, Harvard University, senior
lecturer, Harvard University, and a master’s graduate, IIT Madras.

Comments are welcome at theirview@livemint.com
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Source : www.livemint.com Date : 2018-11-15

OPINION: MONETARY POLICY PANEL’S MANDATE
NEEDS AN OVERHAUL

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Even as the finance ministry and the Reserve Bank of India (RBI) butt heads over the idea of
“independence” for the latter, never mind what national goals are, this is as good a time as any
to go back to the one area where the two agree: That the primary goal of monetary policy is to
target retail inflation.

After the creation of the monetary policy committee (MPC), the agreement between the
government and RBI shifts the inflation mandate to the MPC.

Under the pact signed on 20 February 2015, between the then RBI governor and the
government, the main objective of monetary policy is ensuring price stability, with the monetary
policy committee mandated to focus on a specific retail inflation rate of 4%, plus or minus 2%.

The wording, in Clause 2 of the agreement, confirms that “the objective of monetary policy is
primarily to maintain price stability, while keeping in mind the objective of growth”.

This wording essentially makes RBI/MPC responsible only for inflation, which means that growth
can often be given the go-by. While the inflation mandate is specific, the growth mandate is too
vague to be meaningful. It cannot be interpreted in any meaningful way at all. RBI will effectively
not be held accountable for damaging growth, since it will be judged and called to account only
on inflation. Missing the inflation target has consequences, but not growth.

While it seems good to have clearly definable targets for monetary policy, this unitary focus on
inflation is not particularly useful for a complex economy like India, where the bulk of the inflation
risks emanate largely from two uncontrollable factors, food and fuel.

So, when fuel or food prices fall, as has been the case for much of the Modi era, RBI and the
MPC may get credit where it is not due, but since it can slam the brakes whenever inflation
seems structural, it cannot be blamed for slowing growth since its mandate is to focus on
inflation. The latest retail inflation print of 3.31% for October— the lowest in 13 months—has
almost nothing to do with the MPC’s actions, and more to do with factors beyond its control.

Now consider how the US Federal Reserve has been given its mandate. There is no specific
inflation target. Though the Fed may set itself one, the emphasis is on other objectives
simultaneously. Under the mandate given by the US Congress when the Fed was created in
1913, the central bank has to conduct monetary policy “so as to promote effectively the goals of
maximum employment, stable prices, and moderate long-term interest rates”.

The US Fed has a triple objective, though vaguely defined, while the MPC has only one primary
goal, which anyway it cannot directly influence since the major components relate to food and
fuel, where fiscal policies and global trends have a more direct impact. Put another way, it
seems as if the RBI-government pact of 2015 has focused on inflation because this is the only
measurable parameter on which the central bank can be held accountable. An inability to
measure other things has made other equally important objectives of monetary policy
secondary.

Clearly, the US Fed mandate is more flexible, and a better model to follow than the flawed deal
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signed by RBI and the finance minister. If growth, interest rate stability and inflation were to be a
triple mandate, the MPC can follow a more nuanced policy. Right now, the policy is lopsided,
and unduly focuses only on inflation. In India, unemployment rates are not being measured
properly, and so growth and wage inflation may be better gauges than jobs growth. This can
change once we have a more accurate measure of the jobs situation as in the US, and jobs can
be specifically inserted into the mandate.

It does not make sense to target a specific rate of inflation regardless of what is happening to
growth or long-term rates, leave alone employment. India has needlessly been seduced by
monetary fundamentalists who have sold us a pup. We need to change the MPC mandate to
one that is more nuanced and fluid. More so, when the world is turning topsy-turvy, where
deglobalization is gathering steam, and demographic trends in the world are anyway puncturing
growth both in the global economy and in India.

R Jagannathan is editorial director of Swarajya magazine. The Arthanomics column hopes to
adapt economic ideas with Indian realities where possible.
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Source : www.pib.nic.in Date : 2018-11-16

INDIA- TAIWAN SME DEVELOPMENT FORUM BEINGS
IN TAIPEI

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Ministry of Micro,Small & Medium Enterprises

India- Taiwan SME Development Forum beings in Taipei

Posted On: 15 NOV 2018 5:31PM by PIB Delhi

Secretary MSME at the India- Taiwan SME Development Forum in Taipei

Secretary MSME,Dr.Arun Kumar Panda, led the Indian Delegation in the India- Taiwan SME
Development Forum being held at Taipei, Taiwan from 13th to 17th November, 2018. In his
opening remarks at the Forum yesterdayDr. Panda said the MSME sector in India occupies a
position of strategic importance. Currently, there are over 63 million MSMEs across various
industries that employ more than 111 million persons and produce more than 8,000 products,
ranging from traditional to high-tech precision items. He said MSME is the second largest
employment generating sector after agriculture. Talking about the initiatives taken by
Government of India under Start-up India, he said to promote a culture of entrepreneurship,
programs like ‘Start Up India’ and ‘Stand Up India’ have been launched and have resulted in
India having the 3rd largest start up ecosystem in the world with more than 26,000 start-ups.

Speaking about integrating the Indian MSMEs with the regional and global value chain he said
that there is a lot of potential for cooperation in MSME sector between India and Taiwan. Dr.
Panda said India welcomes investment both in terms of technology transfers and FDI by
Taiwanese companies in India with Indian SMEs. Sectors like electronics, auto-components,
textiles, automobiles, bamboo industry, in which Taiwan has largest concentration, are of special
interest to India, he said.
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Twenty enterprises from India in the field of general engineering, auto components, electronics
& plastics are attending the forum with the purpose of seeking linkages in their respective fields
with their Taiwanese counterparts. The MSME ministry has been running an International
Cooperation Scheme for the Indian MSMEs with the objective of technology infusion and
upgradation, their modernization and promotion of exports.

Taiwan has strong industrial base with well developed micro, small and medium (MSME) sector
especially in semiconductors, petrochemicals, automobile and auto parts, wireless
communication equipment, steel, plastics, textiles and light engineering machineries. Indian
MSMEs are considered competitive in sectors like auto components, pharmaceuticals, IT, bio-
technology and Food Processing.

Major export commodities from India are naphtha, minerals, refined copper cathodes,
ferrochromium, zinc, aluminium and pig iron.The main import commodities from Taiwan are Poly
Vinyl Chloride, flat rolled products of alloyed steel, electronic integrated circuit, accessories of
machines, solar cells, digital cameras andvoice transmission machines.

***

MM/ KA
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Source : www.pib.nic.in Date : 2018-11-16

UNION MINISTER SMT HARSIMRAT BADAL
INAUGURATES M/S PAITHAN MEGA FOOD PARK IN
AURANGABAD DISTRICT IN MAHARASHTRA

Relevant for: Indian Economy | Topic: Agriculture Issues and related constraints

Ministry of Food Processing Industries

Union Minister Smt Harsimrat Badal inaugurates M/s
Paithan Mega Food Park in Aurangabad District in
Maharashtra

Posted On: 15 NOV 2018 12:38PM by PIB Delhi

Union Minister for Food Processing Industries Smt Harsimrat Kaur Badal today inaugurated the
second Mega Food Park in Maharashtra. Promoted by M/s Paithan Mega Food Park Pvt Ltd, the
Park is located in in Wahegaon and Dhangaon village in Paithan Taluka of Aurangabad district.
A 3rd Mega Food Park has been sanctioned by the Ministry in Maharashtra and is under
implementation in Wardha District while the first Park was inaugurated on 1st of March 2018 in
Satara district.

The Paithan Mega Food Park Park has been set up in 102 acre of land at a cost of Rs. 124.52
crore. The facilities created by the developer at Central Processing Centre (CPC) of this Mega
Food Park include Dry Warehouse of 10,000 MT, Cold storage of 1,000 MT, Pre-cooling facility
of 10 MT, Ripening chambers of 400 MT, IQF Facility of 1.5 MTPH, Freezer room of 1,000 MT, 5
MTPH Juice Line with 1.5 MTPH of Aseptic packaging Line,Steam sterilisation and generation
unit of 4 MTPH, Food Testing lab, Reefer vans of 30 MT and Milk Tankers of 50 MT, Milk
Processing facility of 1,00,000 LPD with Bulk Milk Chilling of 20,000 Liter and other food
processing facilities.The Park also has a common Administrative building for office and other
uses by the entrepreneurs and 3 PPCs at Paithan, Alephata and Kannad having facilities for
primary processing and storage near the farms.This Mega Food Park will benefit the people of
Aurangabad District as well as nearby Districts of Nasik, Dhule, Jalgaon, Buldhana, Jalna, Bid
and Ahmednagar.

Speaking on the occasion, Smt. Badal said that the Mega Food Park will leverage an additional
investment of about Rs. 250 crore in 25-30 food processing units in the park and would
eventually lead to a turnover of about Rs. 450-500 crore annually. The Park will also provide
direct and indirect employment to 5,000 persons and benefit about 25,000 farmers in the CPC
and PPC catchment areas.

The Minister added that the modern infrastructure for food processing created at Park will
benefit the farmers, growers, processors and consumers of Maharashtra and adjoining areas
immensely and prove to be a big boost to the growth of the food processing sector in the State
of Maharashtra.

Smt. Badal also said that the government is fully committed to providing an environment that is
smooth, transparent and easy for investors wanting to start an enterprise in India and in a bid to
make India a resilient food economy and the Food Factory of the World, the government has
made Food Processing a major thrust area of ‘Make in India’. Smt. Harsimrat Badal thanked the
Chief Minister and the State Government for the support extended by them in setting up the
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Mega Food Park.

Ministry of Food Processing Industries is focussed on boosting the food processing industry in
India so that agriculture sector grows exponentially and becomes a major contributor to doubling
the farmers’ income and to contribute to ‘Make In India’ initiative of the government.

Aimed at giving a major boost to the food processing sector by adding value and reducing food
wastage at each stage of the supply chain with particular focus on perishables, Ministry of Food
Processing Industries is implementing Mega Food Park Scheme in the country. Mega Food
Parks create modern infrastructure facilities for food processing along the value chain from farm
to market with strong forward and backward linkages through a cluster based approach.
Common facilities and enabling infrastructure is created at Central Processing Centre and
facilities for primary processing and storage is created near the farm in the form of Primary
Processing Centers (PPCs) and Collection Centers (CCs). Under the Scheme, Government of
India provides financial assistance upto Rs. 50.00 Crore per Mega Food Park project.
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Source : www.thehindu.com Date : 2018-11-17

GETTING THE ECONOMY BACK ON TRACK
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Demographic Economics &

various Indexes

Economics is a technical subject of interdependent variables and parameters, that allows for
objective mathematical and statistical analysis. It is no more a single commodity demand-supply
subject. Those in responsible positions who are ignorant of this fact end up trying to put a spin
and gloss on reality, and thus get exposed soon as ridiculous, as we can see today in media
debates.

Is the Indian economy really that strong?

Is it true then that the Indian economy is headed for a serious crisis? Yes, that is a reality. It is,
however, a myth that any or every crisis necessarily means an imminent collapse of the
economy. The Indian economy is not near a collapse yet.

The situation today in the Indian economy is therefore still retrievable and a turnaround can be
commenced within three months if the government initiates “real” economic policy changes, as
was done in 1991-96 during the tenures of Chandra Shekhar and P.V. Narasimha Rao as Prime
Ministers.

Hence, no amount of quoting foreign agencies such as the International Monetary Fund, or
international events in explanations will help address the crisis that is looming unless we initiate
major economic reforms that are credible and incentive-driven for the people. We therefore need
a reality check today.

The reality of today can be assessed from the following facts. One, the growth rate of the
economy with proper index number-based GDP has declined over the last two financial years.
The annual rate for 2018-19 is for obvious reason not available, but my guess is the trend has
not changed.

Is the Indian economy on an upswing now?

Two, household savings, which are the bulk of India’s national investment, dropped from a high
of 34% of GDP to about 24% of GDP in 2017. Non-household savings are about 5% of GDP.
This decline happened even before demonetisation and the decline continues because of
intrusive and sometime obnoxious tax measures. I consider the Goods and Services Tax (GST)
a flop borrowed from the United Progressive Alliance (UPA) government. Despite my protest, it
was introduced much as a carnival in Parliament, with gongs reverberating.

Three, non-performing assets of the public sector banks (PSBs) have also risen sharply, in fact
at a rate of growth much higher than the rate of new advances of these banks, making many
large PSBs financially unviable and likely to collapse. This could cause financial contagion in
2019 in all sectors.

Four, the Ministry of Finance has brutally cut allocations of the investments in infrastructure
despite the urgent need for such infrastructure. The economy needs about $1 trillion investment
in infrastructure to render “Make in India” a reality, but the actual investment in sanctioned
projects is valued even less in real terms than the amount invested in the pre-2014 years.

Five, the manufacturing sector, especially MSMEs (micro, small and medium enterprises) which
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provide the bulk of the employment for the skilled and semi-skilled in the labour force, has been
growing at abysmally low rates of between 2% and 5%.

Six, India’s agricultural products are among the cheapest in the world, and despite a low yield
per hectare, we are not able to increase the yield to its potential maximum and at least double
the production and export the agricultural products abroad commensurately. Consequently,
agriculture, as the sector that is the largest employer of India’s manpower, is grossly under-
performing.

Seven, when crude oil prices had steeply fallen over the four years since 2014, and despite the
dollar value of the rupee till mid-2018 having been steady at around Rs.65 per dollar,
nevertheless both exports and imports simultaneously declined over 2014-17.

Now today in 2018, the Indian economy is facing a 180-degree adverse situation: a rise in the
rupee-dollar rate to 75, and crude oil prices rising to $85 per barrel, although they are lower now.
This is causing a massive crunch for our foreign exchange reserves.

Risks remain: on GDP growth

Thus the present possibility of an economic crash should galvanise us to review honestly the
way we have governed and done the business of governing, and then rise to new heights with
an appropriate change in policy, and thereafter achieve higher growth rates of 10%-plus annual
growth in GDP, with structural changes.

The Union government also needs to give an alternative ideological thrust to economic policy
rather than try to improve on the failed economic policies of the UPA, as is currently being done.
In particular, first, the individual has to be persuaded by the government by incentives — for
example, by abolishing the income tax — and not by coercion, such as harsh levies and taxes.
Of course, the state should make no promise to the people without specifying the sacrifice
required to be made by them to make it happen.

Second, India can make rapid economic progress to become a developed country only through
a globally competitive economy, which requires assured access to the markets and
technological innovations of the U.S. and some of its allies such as Israel. This has concomitant
political obligations which must be accepted as essential.

Since the growth rate in the GDP is calculated as equal to the rate of total investment
(investment as a ratio of GDP) divided by the productivity coefficient of capital (called “capital-
output” ratio which decreases with increasing productivity and vice versa), a fall in the rate of
investment and/or a rise in capital output ratio means a decline in the growth rate in GDP.

Thus if the rate of investment is 39% and the productivity ratio is 3.9, then the GDP growth rate
is 39 divided by 3.9, which equals 10%. Thus higher the productivity in the use of capital (same
as lower capital output ratio), higher is the GDP growth for the same level of investment — and
vice versa.

The decline in the level of household savings thus had caused a sharp decline in the GDP
growth rate. It is imperative therefore that to accelerate the GDP growth rate, government policy
should be to incentivise the saving habit to increase the savings rate to 35% of the GDP.

To seriously address these priority problems, it is essential to implement a new menu of
measures: (a) dramatic incentives for the household expectation and sentiment to save; and (b)
lowering the cost of capital via reducing the prime lending interest rates of banks to 9%, by
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shifting to a fixed exchange rate regime of Rs.50 per dollar for the financial year 2019 and then
gradually lowering the exchange rate for subsequent years.

On a positive note, we should bear in mind that in the last 71 years, India has always come out
successfully in all crises — once this is acknowledged as such by policy makers, it can then be
dealt with squarely with reforms that incentivise the people. On each occasion, such as the food
crisis of 1965, the foreign exchange crisis of 1990-91, thereafter growth renewed on to a higher
accelerating path.

A recent biography of Narasimha Rao by Vinay Sitapati shows how as Prime Minister, Rao
relied on my blueprints prepared for reform led to economic reforms moving away from Soviet
socialism to the market system and led to doubling the GDP growth rate rising from the socialist
3.5% annual rate of four decades (1950 to 1990) to the market fuelled 8.5% annual rate.

The Indian economy, however, needs to grow at 10%-plus per year for the next 10 years to
achieve full employment and for India’s GDP to overtake China’s GDP and pave the way to form
a global economic triumvirate with the U.S. and China.

We can no more be satisfied with 7-9% growth rate if we want to become an economically
developed country by 2040.

Subramanian Swamy, a Rajya Sabha MP, is a former Professor of Economics and Union
Cabinet Minister of Commerce

Our existing notification subscribers need to choose this option to keep getting the alerts.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.indianexpress.com Date : 2018-11-17

QUALITY OF RATINGS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

Recreating the classic ‘mohalle ki Diwali’ on Digital?

 

India’s securities market regulator, Sebi, has unveiled new rules for Credit Rating Agencies
(CRAs) in an attempt to enhance the quality of their disclosures and to ensure greater
transparency. The tightening of norms mirrors a pattern globally, when regulators had to step in
after widespread criticism regarding their flawed judgement and ratings of firms even when the
financial health of some of the borrowers was deteriorating. In India, the raters were caught
napping when some of the Special Purpose Vehicles or SPVs promoted by the infrastructure
developer and financier, IL&FS, defaulted, being forced to downgrade their ratings from an
investment grade rating assigned till July this year, impacting mutual funds and other investors
who had bought bonds of these firms. Sebi’s new rules now mandate the CRAs to disclose the
name of the parent company, group or government which is expected to infuse funds to service
debt if the support of the parent group is factored in the credit rating along with the rationale for
the expectation.

The CRAs will also have to provide the list of all subsidiaries or group companies which are
consolidated for rating purposes and the rationale for consolidation. The raters will have to focus
more on liquidity to highlight liquid investments or cash balances, access to credit lines,
adequacy of cash flows for servicing debt obligations which are maturing, and unutilised credit
lines besides disclosing any linkage to external support for meeting short term debt obligations.
They will also now be forced to provide the date on sharp rating actions in the investment grade
rating category to stock exchanges and depositories to be disclosed on their websites on a half-
yearly basis. Some of the new norms, specially the monitoring of liquidity, are well intentioned
given the experience of many lenders who realised after the huge pile-up of bad loans in the last
few years that it is important to be guided more by cash flow statements when making
judgements on whether to lend to borrowers. Regulators worldwide have come down hard on
rating agencies after the 2008 crisis. Yet, it is a moot point as to whether this greater oversight of
CRAs will lead to a perceptible improvement in the credit rating exerciser or credit discipline
without a sufficient deterrent.
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That’s why Indian regulators, too, should perhaps consider imposing monetary fines or
penalties, which could hurt not just banks or other financial institutions but also credit rating
agencies to force a behavioural change and ensure that they carry out correctives. In turn, the
regulators should help the rating agencies to better access credit information of the smaller
companies. India’s debt markets will continue to be stunted if raters and their supervisors fail to
lift their game. And if India’s huge infrastructure funding over the next few years has to be met
by tapping into long term retirement and pension funds, much will hinge on the quality of ratings.
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Source : www.thehindu.com Date : 2018-11-18

BRITISH AUSTERITY INFLICTING MISERY: U.N.
POVERTY EXPERT

Relevant for: Indian Economy | Topic: Inclusive growth, Inclusion and Poverty

Bleak future:The departure of Britain from the EU will almost certainly put pressure on the British
economy.Reuters  

The British government’s policies of austerity are directly linked to a rise in poverty in the United
Kingdom, a United Nations expert said in a scathing report after a two-week fact-finding mission
to the country’s poorest districts.

Philip Alston, the U.N. special rapporteur for extreme poverty and human rights, concluded that
efforts by the Conservative government to pare state spending were “entrenching high levels of
poverty and inflicting unnecessary misery in one of the richest countries in the world,” his team
said in a statement about his preliminary findings. Since 2010, the Conservative government has
announced more than £30 billion (nearly $40 billion) in cuts to welfare payments, housing
subsidies and social services, and the British leadership is in “a state of denial” about the
devastation its policies have wrought, he said.

Children affected

Although overall poverty levels have remained fairly constant under the Conservative
government, most measures show that poverty has risen among children and working families.

The use of food banks almost doubled between 2013 and 2017. Families that receive benefits
are now more than $2,600 worse off every year, according to an analysis by the Child Poverty
Action Group, an advocacy group. The British government strongly criticised Mr. Alston’s report,
citing a measure — contested by some poverty researchers — that suggests poverty has in fact
fallen during its tenure.

“We completely disagree with this analysis,” the Department for Work and Pensions, which has
overseen the welfare changes, said in an emailed statement. “With this government’s changes,
household incomes have never been higher, income inequality has fallen, the number of
children living in workless households is at a record low and there are now 1 million fewer
people living in absolute poverty compared with 2010.”

The release of the report coincided with a crucial stage in negotiations for a British withdrawal
from the EU, and Mr. Alston warned that Brexit “poses particular risks for people in poverty, but
the government appears to be treating this as an afterthought.” The departure of Britain from the
EU will almost certainly put pressure on the British economy and cause additional problems for
the poor, especially for young people, because living costs would likely rise and money from
Brussels would dry up, according to a joint assessment by seven leading children’s charities.

The rapporteur was particularly scathing of bungled efforts to streamline the way welfare
payments are made to individual recipients after delays in a shift to a new system, known as
Universal Credit, led thousands of people to fall into poverty.

“The introduction of Universal Credit and significant reductions in the amount of and eligibility for
important forms of support have undermined the capacity of benefits to loosen the grip of
poverty,” Mr. Alston’s statement said.NYt
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Source : www.thehindu.com Date : 2018-11-18

IS MAHARASHTRA REELING UNDER DROUGHT?
Relevant for: Indian Economy | Topic: Agriculture Issues and related constraints

What happened?

At the end of October, the Maharashtra government declared drought in 151 taluks in 26 of 36
districts, mostly in the Marathwada region and in the north. Experts said rainfall had been below
par in large swathes of the State and faulty water conservation methods had added to the
problem.

How serious is it?

The total number of villages affected by the drought — though the government has not shared
figures — is likely to be more than 10,000. With water levels dipping in many areas, the
government said this week that it is seeking Rs. 7,000 crore in Central assistance for drought
mitigation, including crop loans for farmers, transport of water and arranging fodder for animals.
The first quarter of 2019 will be spent tackling drought, Chief Minister Devendra Fadnavis told
The Hindu . The Opposition has said the situation is worse than the 1972 drought, the worst in
the history of the State since Independence. It has accused the government of working only from
Twitter and losing touch with reality.

Which area is worst hit?

As of November 16, water storage in all dams stood at 55.25% of the total capacity. On the
same day last year, the storage was 73.91%. The Marathwada division is the worst affected
region, with the total water storage down to 22.17%, as against 68.34% last year. The Nashik
division (in north Maharashtra), too, has witnessed a drop in water levels to 58.56% from
83.23% last year. In the week starting November 12, Maharashtra had deployed 680 water
tankers, supplying to 565 villages and 1,113 hamlets. Last year, the number of tankers used was
89, supplying to 114 villages. In its 2018-19 report, the Groundwater Surveys and Development
Agency (GSDA) said a comparative study of water levels in October in the last five years had
shown that there was a decrease, at some places by more than a metre.

Didn’t it get enough rain?

Though Maharashtra received 74.3% average rainfall, its scattered nature and concentration in
particular areas harmed crops and affected water storage. Solapur and Beed districts received
less than 50% rainfall; Nashik, Dhule, Nandurbar, Jalgaon, Ahmadnagar, Kolhapur,
Aurangabad, Jalna, Latur, Parbhani, Buldhana, Amaravati, Yavatmal, Bhandara and
Chandrapur received 50-75%; and Thane, Raigad, Ratnagiri, Sindhudurg, Palghar, Pune,
Satara, Sangli, Nanded, Hingoli, Akola, Washim, Wardha, Nagpur, Gondiya and Gadchiroli
received 75-100%.

Aren’t schemes helping?

The government’s Jalyukta Shiwar scheme has come under the scanner, with experts alleging
that it destroyed watersheds and natural streams. According to H.M. Desarda, former member of
the State Planning Commission, the scheme is unscientific; also, its excessive focus on
widening and deepening of streams and ‘nullahs’ benefits contractors rather than creating water
storage. Ever increasing area under sugarcane cultivation and excessive use of water for this
crop is also being blamed for the depleting ground and dam water. As per data, the total area
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under sugarcane in 2017-18 was 9.02 lakh hectares. As per initial estimates, the area increased
to 11.62 lakh hectares in 2018-19. The increase is recorded in the now-drought affected regions
of Aurangabad, Nanded and Ahmadnagar. Mr. Fadnavis, despite having talked about making
drip irrigation mandatory for sugarcane cultivation, hasn’t moved ahead with any scheme. With
over 1.5 lakh hectares kharif area affected by drought and only 13% of the total area under rabi
sowing being tilled, the crisis is likely to intensify further.

What lies in store?

The announcement of drought will bring along some relief measures. For instance, land revenue
won’t be collected from farmers; they will get a 33% subsidy on the electricity bill for agriculture
pumps, find work under the employment guarantee scheme, and get exemption from payment of
school and college fees for children. They will get financial help, with the government likely to
give Rs. 6,800 per hectare to those with non-irrigated farms and Rs. 13,000 per hectare to those
with irrigated farms.

Alok Deshpande
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Source : www.indianexpress.com Date : 2018-11-18

ACROSS THE AISLE: THE DAY OF RECKONING
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Recreating the classic ‘mohalle ki Diwali’ on Digital?

A perceptive writer has pointed out that the government and the central bank are a team in a
three-legged race; they either run together or fall down.

Growth and price stability — two unexceptionable objectives of an economy — may sometimes
come into conflict: when inflation is high or rising and the growth rate is low or sliding; or when
the growth rate is too robust and threatens to push up inflation. The Finance Minister
(government) and the Governor (central bank) will take their respective positions; they will meet;
each will convey his/her concerns to the other; and things will be smoothened. There is too
much at stake in the governance of the country for the government and the central bank to have
their daggers perpetually drawn.

Nothing like what we see today, however, has happened before. Never before has a Deputy
Governor, encouraged by the Governor to ‘explore’ the idea of central bank independence,
delivered a public lecture to warn the government that it will incur the wrath of the markets.
Never before has a Finance Minister retorted through another public lecture that the RBI was
looking away when banks indulged in indiscriminate lending. Never before has a Secretary,
Economic Affairs, gloated over a temporary bump in the market and mocked the Deputy
Governor for his dire warning.

EYEING THE RESERVES

The trigger was the unprecedented invocation of Section 7 of the RBI Act, virtually commanding
the Governor to ‘consult’ with the government on certain issues of ‘public interest’. The issues
listed by the government were a smokescreen. Providing greater liquidity to stressed NBFCs,
relaxing the rigour of Prompt Corrective Action with respect to 11 public sector banks, and a
special window for providing credit to MSMEs were not such intractable matters that the Finance
Minister and the Governor could not sit across the table and resolve them. The real issue lay
behind the smokescreen — the reserves of the RBI.

The RBI’s reserves as on March 31, 2018 were:

1. Currency & Gold Revaluation Reserve: Rs 6,91,641 crore
2. Contingency Fund: Rs 2,31,211 crore
3. Asset Development Fund: Rs 22,811 crore
4. Investment Revaluation Account: Rs 13,285 crore
5. Foreign Exchange Forward Contracts Valuation Account: Rs 3,262 crore
6. Capital Reserve: Rs 6,500 crore

Total: Rs 9,68,710 crore

Serial numbers 1, 4 and 5 will fluctuate depending upon the exchange rate and the interest rate.
The other three were reserves built up over the years by putting away a large part of the annual
surplus of the RBI. The annual surplus of the RBI has been a bone of contention between the
government and the RBI. Dr Y V Reddy was loath to transfer the entire annual surplus to the
government. Dr Raghuram Rajan resolved the issue and, beginning 2013-14, the entire annual
surplus has been transferred to the government. Hence, nothing will be added to the reserves in
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the future from the annual surplus (although how the annual surplus is calculated could be a
contested issue).

QUESTIONS, NO ANSWERS

The government seems to think that the accumulated reserves are too high. In proportion to the
total assets of the RBI it is 26.8 per cent as against an average of 14 per cent for the central
banks that were studied. The government is eyeing at least one-third of the reserves —
approximately Rs 3,20,000 crore. That sum, incidentally, resembles the sum that the
government hoped to realise as a windfall out of demonetisation!

The government has a weak case and is unwilling to answer the following questions:

1. Since 2013-14, the entire annual surplus has been transferred to the government. Why is the
government re-opening an issue that has been settled?
2. There is no accepted international norm regarding the optimal size of the reserves (in
proportion to assets). Why does the government think that 26 per cent is too high?
3. Further, is the situation in India (exchange rate volatility, inflation, capital flows) comparable to
the situation in the countries that were studied?
4. Has the government examined Section 47 of the RBI Act that reads “the balance of the profits
shall be paid to the Central Government”?
5. Since the government has claimed that its fiscal math for 2018-19 is correct and it is on
course to achieve the fiscal deficit target, why does the government need the money this year?
6. What was the government doing in the last four years and six months and what is the tearing
hurry to “fix the economic capital framework of the RBI” toward the end of its term? Should not
the issue be left to the next government?

FIXING WHAT’S NOT BROKE

The sensible course for the government and the RBI is to put aside the issue of reserves and
focus on the immediate concerns. It is not difficult for both to agree on a course of action
concerning liquidity for NBFCs, revision of PCA norms, forbearance in the case of selected
sectors (like power) burdened by NPAs, generous credit to MSMEs, etc. Each one is simply a
matter of numbers and finding optimal solutions.

However, if the government is intent on ‘fixing’ the capital framework of the RBI, then its motives
are dishonest. The inescapable conclusion will be that the government’s aim is to force Dr Urjit
Patel to resign, appoint a pliant Governor, and convert the RBI into a conventional Board-
managed company. That is why I had said that November 19 will be a day of reckoning for
central bank independence and the Indian economy.
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OF CREDIT RATING AGENCIES AND CREDIBILITY
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

The IL&FS saga has brought the spotlight back on credit ratings agencies for all wrong reasons.
The last time such a situation arose was in late 2015, when auto ancillary company Amtek Auto
defaulted on the repayment of its bonds.

The aftermath of the Amtek episode witnessed a series of measures from SEBI aimed at
strengthening the ratings process and enhancing the standards of credit ratings agencies. While
this has helped in standardising the processes across the agencies and plugging some obvious
loopholes like suspension of ratings (to avoid a downgrade) and lack of timely updates, the
IL&FS episode reminds us that there are issues that still need to be addressed before reliance
on credit ratings can increase further.

Among other things, there are two elements that warrant a close examination, given their
susceptibility to impact the quality of a rating. These are (a) the extent of independence of the
ratings committee and (b) quality of the analysis.

Membership

Over the years, the membership of the ratings committee has shifted from external experts to
employees of the ratings agency. While there is no evidence to suggest that this has resulted in
dilution of rating standards, it is nonetheless pertinent to note that the ‘independence’ of the
members of the rating committee could always come under question. After all, as they say,
Caesar’s wife should be above suspicion.

Given the large number of ratings issued, which should be in hundreds at any given ratings
committee meeting (one ratings agency has issued more than 120 rating releases on October
31), there has to be a mechanism to ensure that the large systemically important issues are
addressed through a separate mechanism.

Therefore, it may be useful to have an element of ‘independence’ in the ratings committee — at
least in cases that involve systemically important entities.

The second element of the ‘quality of analysis’ is a more subjective and difficult issue to handle.
To quote S. Raman, former whole-time member of SEBI, “Credit rating firms have sadly been
rarely ahead of the curve.” There appears to be an element of truth in this statement given what
we are witnessing.

It appears that the ratings agencies are cautious when credit quality is improving and probably
do not want to be ahead of the curve when things are getting better, but the lag continues when
there is trouble ahead.

While it is easy to say that ratings agencies need to be ahead of the curve (akin to saying sell
high and buy low in the stock market!), in reality, it is certainly difficult. However, there are a few
factors that could be addressed in order to ensure better quality of analysis and rating actions.

The sheer increase in the number of ratings issued after the commencement of Bank Loan
Ratings in 2007 has put significant work pressure on the ratings agencies. While the processes
and standards can be defined and outlined, the output in terms of quality of analysis can’t be
regulated or legislated. There will always be pressure from clients to complete the ratings
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exercise as quickly as possible, which means that the agencies will have to be staffed
adequately or even in excess of the requirements, given that bunching of work is very likely. A
cursory look at some of the rating rationales published by the rating agencies reveals the
shallow nature of the analysis.

For instance, in the case of IL&FS Financial Services, the comment on liquidity profile is
identical in the rating rationales published by an agency in March 2018 and August 2018 and in
both cases, the liquidity position is mentioned as a key strength! Over time, relevant information
contained in the rating rationale is almost down to a trickle and one cannot make any
independent assessment based on the information provided. It will be helpful if the requirements
of a rating rationale are laid down to ensure the provision of meaningful information.

Earnings pressure

The ratings agencies seem to be in the race to maximise earnings, thanks to three of them being
listed, which probably has an impact on the quality of the output. It can be seen that the
operating margins are consistently at over 40%, with one company even posting a 65%
operating margin. Obviously, such high margins are a result of low employee expenses, which is
the main head of expenditure for a knowledge organisation.

This calls for some mechanism to ensure that the rigour of analysis is not lost in the race for
better financial performance. It is also pertinent to note that the credit rating industry, unlike the
decade of the 90s and 2000s, does not attract the cream of talent. If recruitment on Day 0 and
Day 1 at the premier IIMs or the CA institute are any indicators, the credit ratings agencies do
not appear to have a seat at the high table as far are placements are concerned.

It may also be useful to clearly delineate the bond rating and bank loan rating businesses, as the
users of these two products are different. The investor who uses the bond rating product does
not have any window into the issuer’s business, whereas the banker who uses the bank loan
rating has a more detailed view of the borrower’s business — in most cases a view which is
better and deeper that the ratings agencies themselves.

Credit ratings is a business where the better you perform professionally, it is more likely that
your client (read the entity that is rated) may not be too happy! It is therefore essential to
incentivise rigorous analysis so that the pressure of improved financial performance does not
force them to cut corners.

This may be done by standardising the fee structure at least in the case of bond ratings.

Having external experts on the ratings committee for large issues and bringing in safeguards to
ensure that the analytical rigour is not diluted are some steps that could help rating agencies
regain their credibility.

(The author is a risk analyst and strategy consultant)
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CENTRE-RBI TUSSLE: BALANCE OF POWER, IN THE
BALANCE

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The role of the Board of Directors of the Reserve Bank of India (RBI) and its powers vis-à-vis the
RBI Governor have come into focus in the ongoing tussle between the Centre and the central
bank. The Centre has hinted that it is examining the option of using the powers of the RBI Board
to override the Governor.

There are several questions that arise from this unprecedented attempt by the Centre to use
powers under the Reserve Bank of India Act, 1934. The most important of these is: Where does
the balance of power lie between the Governor and the board? What is the legal position of the
board in relation to the Governor? Does the latter draw his powers from the board as in a
corporate set-up? Can the board give directions to the Governor on issues of policy and
management of the central bank?

Government may not issue directions to RBI under section 7

Before we get to answering these, let’s get this out of the way first. The relationship between the
board and the Governor is not comparable to a corporate set-up where the managing director
(the corporate equivalent of the Governor) reports to the board and draws his powers from it.

While a managing director is an agent of the board in a company, in the RBI, the Governor is
not. He draws his powers from the RBI Act and not from the Board of Directors. He is appointed
by the Prime Minister in consultation with the Finance Minister. The RBI Board has no say
whatsoever in his appointment. In a company, the board of directors chooses one of its own to
be appointed as the managing director. In the RBI, the Governor secures board membership
only after he is appointed to the post. It is, thus, wrong to compare a corporate board to the
RBI’s and suggest that the Governor is subservient to it.

But what is the constitution of the RBI board like? As per the RBI Act, the board is made up of
the following members: the Governor and four Deputy Governors, four directors (one each from
the four regional boards of the RBI), 10 directors to be nominated by the Centre, and one
government official who is also to be nominated by the Centre.

The present board is made up of 18 members, which is the Governor and four Deputy
Governors, four regional board members and nine nominees from the Centre who include two
officials, the Economic Affairs Secretary and the Secretary, Department of Financial Services.

So, where does the balance of power lie between the Governor and the board? The sections in
the RBI Act dealing with this subject are rather vaguely worded. Eminent past Governors have
interpreted Section 7, the relevant one, to mean that the powers of the board and that of the
Governor are concurrent. The Governor draws his powers from Section 7(3) of the Act. He can
exercise all powers and do all things that may be exercised and done by the RBI.

This is subject to a caveat though. The board, under Section 58, can make regulations that will
give it the powers to override those of the Governor’s. But this is subject to two important
conditions. First, the regulations have to be consistent with the provisions of the RBI Act, which
essentially means that the board has to act within the framework of the Act. Second, these
regulations have to go through an elaborate approval process before they become law (Section
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58(4)). The board has to forward the regulations to the Centre, which will have to table them in
both Houses of Parliament. Members have a period of 30 days within which they can either
suggest modifications to the regulations or annul them.

And then, there is the brahmastra of Section 7(1) which confers powers on the Centre to issue
directions to the RBI “from time to time” in the public interest after consultations with the
Governor. All bets will be off if this section is invoked as it will become untenable for the
Governor to continue in his position.

This is the framework of the law but what has been the convention till now? The RBI Board has
always functioned in an advisory role with the understanding that the Governor would consider
its advice while making policy decisions. In other words, there was mutual respect between the
board and the Governor, with both operating in a spirit of accommodation.

The fact is that neither Section 7(1) nor Section 7(3) has been unleashed in the 83-year
existence of the RBI. Not even when the RBI was privately owned between 1935 and 1949.

It is not as if there have not been any disagreements between RBI Governors and governments
before this. You only have to read the memoirs of the former Governors, Y.V. Reddy and
Duvvuri Subbarao, to understand the extent of meddling by the Centre in the RBI’s affairs. Yet,
things did not reach the brink and were sorted out quietly behind the scenes.

Another former Governor, C. Rangarajan, has spoken about how the RBI, under Governor R.N.
Malhotra, was forced by the Centre to withdraw a circular freeing short-term rates of banks. Yet,
there was no chatter of invocation of Section 7 or of the board arming itself with governance
powers.

What’s the difference between then and now? The short answer is that the spirit of
accommodation, which flows out of mutual respect and understanding of each other’s
compulsions between the RBI and the Centre, and which was evident then, is absent now. And
the blame for this has to be shared by the players involved in the current tussle.

It may not be very difficult for the Centre to have its way by using the board’s powers to frame
regulations overriding the Governor but this will necessarily come with a price. Such a move will
not only set a bad precedent but also lead to several ticklish situations.

The RBI Board has several representatives from industry. The present board includes N.
Chandrasekaran, Chairman of Tata Sons, Dilip Shanghvi, MD of Sun Pharma, and Manish
Sabharwal, founder of Teamlease. There will be a conflict of interest if industrialists are
members of committees that run the affairs of the monetary authority of the country (and we are
not for a moment suggesting that they will behave in any manner favourable to their interests).

Second, there is a good reason why the RBI has been kept at arm’s length from the Centre and
bestowed with a certain independence. That is because the Centre is the spender and the RBI is
the creator of money, and there has to be a natural separation between the two. The Centre
arming itself with powers to run the RBI runs afoul of this precept.

Whichever way we look at it, such a move by the Centre would be ill-advised and will take its
relations with the monetary authority into uncharted territory. There will be no winners in this
dangerous game.

Enough dirty linen has been washed in public in the past month and it is time for the Centre and
the RBI to behave like the mature entities that they are, uphold time-tested conventions, and act
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with mutual respect and a spirit of accommodation.

The board meeting today, November 19, will set a crucial precedent in the economic history of
India, and one can only hope that it will be the right one.

raghuvir.s@thehindu.co.in
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OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

Inflation based on consumer price index (CPI) has surprised analysts on the downside. Data
released last week showed that inflation for the month of October was at 3.31%. Analysts expect
headline inflation to remain low in the coming months as well, partly because of lower food
prices. Global crude prices have also come down recently and should help keep inflation in
check. The headline inflation number should please both the government and the Reserve Bank
of India (RBI).

It is actually remarkable that inflation remained muted despite the sharp jump in crude prices this
year. Its holding at lower levels for an extended period will improve India’s policy credibility and
strengthen macroeconomic stability.

Though low inflation is desirable, it currently masks a fair amount of policy complexity, both for
the government and the central bank. As noted above, food prices have remained low. RBI
deputy governor Viral Acharya in the October meeting of the monetary policy committee (MPC),
for instance, noted: “Since the August policy, food inflation has surprised dramatically on the
downside. Seasonal pickup in prices of vegetables and fruits in summer months was simply
missing due to a combination of increased mandi arrivals, export policies and other supply
management measures. This, coupled with a normal monsoon, has shifted RBI’s food inflation
projections significantly downward.”

While lower food prices are good news for consumers, they will not help address the distress in
the rural economy. Politically, this could affect the chances of the ruling Bharatiya Janata Party,
both in the ongoing assembly elections and the upcoming Lok Sabha election. In terms of the
broader economic impact, lower purchasing power in rural areas could affect aggregate demand
and growth. This also suggests that the announcement of higher minimum support prices
(MSPs) and other measures to improve income in the farm sector are not working as desired. It
highlights the limitations of MSP as a mechanism to ensure better prices for output in the farm
sector. Therefore, it is important to broaden the framework of reforms in the agriculture sector in
order to find durable solutions that will not only help farmers get better returns but also
smoothen prices in the marketplace. India now needs to prepare to handle surplus in agricultural
production on a sustainable basis.

On the monetary policy side, as Acharya’s statement suggests, food inflation has been
surprising on the downside and has affected inflation projections of the central bank. It is likely
that actual inflation will undershoot the projections, partly due to continued softness in food
prices.

Further, the RBI’s assumption for the Indian basket of crude is now at $80 per barrel and,
according to its estimates, a 10% increase or decrease in prices could have a 20 basis point
impact on inflation. Crude prices coming down significantly will help keep inflation low.

The MPC, in its October meeting, decided to keep policy rates unchanged and changed the
stance to calibrated tightening, which basically means that the possibility of cutting interest rates
is off the table for now. This newspaper had argued in favour of increasing the policy rate in light
of rising crude prices and the falling rupee. Those risks have come down, but the MPC would do
well to remain vigilant. There is still a fair amount of uncertainty on the crude front and prices
could reverse with the proposed cut in production by the Organization of the Petroleum
Exporting Countries and rising geopolitical tension.
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Further, while the rupee has strengthened from its lows, tightening of financial conditions in
global markets and the expected increase in interest rates by the US Federal Reserve will
continue to put pressure. Markets now expect the MPC to keep rates unchanged in the
December meeting. However, if inflation continues to surprise on the downside in the coming
months, it is likely that the clamour for lower rates will rise. This will pose a policy dilemma.
Aside from the fact that core inflation continues to remain high, a narrowing interest rate
differential with the US will affect capital flows. Though it makes sense for a central bank in its
early days of inflation targeting to be cautious, it should be prepared to face some criticism for
keeping the real rates at higher levels.

Therefore, while it is good that inflation is under control and is likely to remain so in the
foreseeable future, policymakers will need to address the challenges posed by it so that it is
durable and aids economic growth in the medium to long run.

Will low inflation benefit the Indian economy? Tell us at views@livemint.com
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OPINION
Relevant for: Indian Economy | Topic: Inclusive growth, Inclusion and Poverty

Suppose two people hold different opinions about a policy issue. Is it possible to say that one is
right and the other wrong, or do they just have different preferences? After all, what is the
difference between an odd preference and a mistake?

A preference influences a choice that is expected to deliver the goal the chooser wants to
achieve. A mistake is a choice based on a wrong belief about how the world works, so that the
outcome is not what the chooser expected. Unfortunately, this may be a costly way to learn. It
also may be inconclusive, because it is always possible to attribute the mistake’s bad
consequences to other factors.

A case in point is the decision by Mexican President-elect Andrés Manuel López Obrador
(AMLO) to lower the salaries of the higher echelons of the civil service, including himself,
capping them at $5,707 per month. Many greeted the decision, announced in July, with glee. It
showed that AMLO was committed to fiscal austerity and income equality.

But what appears to be a well-articulated preference will prove to be a serious mistake.
Unfortunately, AMLO will find out only in a few years, by which point the damage inflicted on
Mexico will be huge.

Interfering with market prices to achieve fairness—an idea that harks back to Thomas Aquinas
and even Aristotle—is probably one of the worst economic policies ever. Governments in many
countries regularly set prices—especially for energy, foreign exchange, or credit—artificially low,
leading predictably to under-investment and shortages. Venezuela is an extreme case that
dramatizes the consequences. But are public sector wages another example of this practice?

The answer is more nuanced. In general, governments pay their employees significantly more
on average than the private corporate sector, because government services such as education,
health care, justice, and administration are on average more skill-intensive. As a result,
government employees have significantly higher levels of schooling—four more years, on
average, in Mexico. But even controlling for this, a study by the CAF Development Bank showed
that average wages are higher in the public sector in Latin America. In Mexico, government
employees’ wages were about 13.5% higher than private-sector wages in 2012.

The same study also showed that wages in the public sector are significantly less unequal than
in the private sector. This means that while the public sector pays more than the private sector
at the median, the situation is reversed at the top end of the pay scale. This was not the case in
Mexico, where the public-sector premium fell to zero but did not become negative. AMLO now
wants to join the rest of the continent.

The compressed wage structure that AMLO will introduce typically means that, at the low end,
public sector jobs are highly coveted: they offer higher pay, shorter hours, better benefits (such
as pensions and health insurance), and greater stability. Turnover tends to be very low and
political parties try to make sure that jobs go to their supporters.

By contrast, at the high end, governments often struggle—and often fail—to attract and retain
talent. As a consequence, government agencies never develop the deep knowledge, institutional
memory, and competence they need to perform their functions effectively. Central banks, with
their separate pay scale, often are the exception that proves the rule.
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To cope with this competence deficit in their client countries, multilateral development
institutions, such as the World Bank, often create project-management units run by higher-paid
consultants, and dismantle them when the project is completed. These workarounds are not
ideal, because they don’t develop long-term institutional capabilities. To a large extent, Mexico
had been an exception, because it paid salaries that enabled the government to attract and
retain educated career bureaucrats.

Politicians such as AMLO should ask themselves why profit-maximizing firms believe that they
cannot boost their bottom lines by saving on senior management salaries. As firms compete for
skills, they bid up wages, leaving the public sector with less qualified employees. Clearly, many
young people want to work for the government out of an idealistic commitment to public service.
But when public sector wages are depressed, they usually do so for just a few years, before they
start a family, and certainly not for a lifetime, which is what many complex public-sector
agencies often require.

Is this a problem? Good governments rightly want major firms and the rich to pay their fair share
of taxes. They want corporations not to abuse their market power, pollute the environment, or
sell unsafe products. They want to protect people from criminal gangs. They want the currency
to be stable and financial institutions to be safe, so that people’s savings are secure and
taxpayers do not have to bail out the banks. They want public projects that are well conceived
and structured, and procurement processes that protect the budget from corrupt suppliers.

Trying to accomplish these valuable tasks while paying below-market salaries is penny wise but
pound foolish. Greater equality through mandated wage compression is not just an odd
preference; it is a mistake. It will deliver a state less able to contribute to a more just society.
©2018/Project Syndicate

Ricardo Hausmann is director of the Center for International Development at Harvard University.
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OPINION
Relevant for: Indian Economy | Topic: Investment Models: PPP, SEZ, EPZ and others

The private sector contributed an estimated 20 trillion, or a third of India’s 60 trillion infrastructure
investment, between fiscals 2008 and 2017. However, it has declined sharply in recent years in
terms of share of investment, from 37-38% to below 25% in fiscal 2018.

As the Crisil Infrastructure Yearbook 2018 released last month chronicles, over-investments in
the couple of fiscals through 2012 backfired, leaving in their wake stalled projects and a
mountain of stressed assets. Six years on, private investment capacity is yet to recover
meaningfully.

Renewables, which have seen brisk investments, are facing headwinds today. Private
investments in thermal generation are already in deep trouble with stranded capacities, stressed
loans and weak demand. While airports, ports and power transmission have robust engagement
models, new investment activity is tepid. In railways, and urban infrastructure, private
investments are negligible. It’s down sharply at the state level as well.

National highways remain the only bright spot, where policy actions and the de-risked hybrid
annuity model (HAM) have revived projects. And the recent toll-operate-transfer (TOT) auction is
a great example of asset monetization and crowding-in of private capital.

To be sure, a spike in public spending has offset some of the fall in private investments. Crisil
reckons spending by the Centre and states logged a compound annual growth rate of 15%
between fiscals 2013 and 2017. That’s not enough. Last year, we had estimated India’s
infrastructure investment spend at a modest 50 trillion between fiscals 2018 and 2022. That
would be ~5.1% of gross domestic product (GDP), or significantly below past trends. Achieving
even this requires considerably more private sector contribution.

Private sector participation in infrastructure delivery helps deliver tangible benefits, and there is
anecdotal evidence to support this, even as the fiscal space remains constrained. In highways,
airports, ports and renewables, the private sector’s role has been landscape altering. The private
sector has also delivered efficiently—both on project execution (where land and clearances have
not been a constraint) as well as operations.

Besides, private participation enhances public accountability. As consumers, we rarely hold
public utilities to account for non-performance, and resort to coping solutions. Yet, when a public
private partnership (PPP) contract is awarded, we tend to demand better services right away.
When done right, PPPs bring back trust in public utilities that execute them, improve service
delivery, bridge resource gaps, and help wean away dependence on unsustainable coping
solutions which the poor can ill afford.

That said, history has taught us that PPPs are no silver bullet. Broad-basing private investment
in infrastructure requires relentless commitment and holistic efforts from both the Centre and the
states. There are three vectors along which this transformation ought to be steered; these could
help rev up the stalled private investment engine.

1. Empower public institutions to drive transformation

Public institutions, viz. city governments, power utilities, and bus transport corporations, barring
a few, are incapacitated and need to be the epicentre of transformation efforts. If assessed on
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institutional health indicators—corporatized and empowered structure, adequate capital and
ring-fenced finances, accrual accounting and effective audits, and transparent disclosure—many
will struggle to make the cut, and this needs to change. Capable creditworthy public institutions
are an essential prerequisite to attract private investment.

2. Prepare shovel-ready projects along ppp models, rewire contracting frameworks

The government ought to build capacity to create a bankable pipeline of shovel-ready strategic
projects worth $150 billion annually, with focus on sectors and line departments where this
capacity is missing. This will call for (i) specialist capabilities, (ii) ring-fenced budgets, (iii)
empanelment/hiring of advisors/experts, and (iv) rigorous multi-stage, multi-disciplinary reviews.
Expediting creation of a PPP think-tank institution as recommended by the Kelkar committee
could help. Besides, we should look beyond conventional build-operate-transfer models to
annuity and investment-lite performance-contracting models. This would require recalibrating
risk-sharing, and reworking contracts with clear performance metrics and flexibility to handle
changes and exits.

3. Create supply-side enablers to deepen the infrastructure financing ecosystem

Stalled projects need to be dealt with steadfastly to nurse private developers and financial
institutions to health. Building certainty and capacity to implement the Insolvency and
Bankruptcy Code will be crucial. A concomitant and scaled up asset monetization of operational
assets can attract global capital and help increase public spending and government support for
greenfield PPPs. Creating a diversified and resilient financing ecosystem to facilitate a shift from
overreliance on bank-led financing remains a key work-in-progress facilitation. Allied guarantee
instruments to strengthen bond markets and expeditious deployment of capital under the
National Investment and Infrastructure Fund are facilitations that can help.

Revving the stalling private sector investments engine is crucial to sustain and accelerate the
infrastructure build-up that India needs, aspires for, and deserves. Focusing on these three
vectors would go a long way in meeting that goal.

Sameer Bhatia and Anand Madhavan are, respectively, president, and director, infra and public finance, Crisil Infrastructure Advisory.

Comments are welcome at theirview@livemint.com
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SEZ POLICY REPORT SUBMITTED TO COMMERCE
MINISTER

Relevant for: Indian Economy | Topic: Investment Models: PPP, SEZ, EPZ and others

Ministry of Commerce & Industry

SEZ Policy Report Submitted to Commerce Minister

Posted On: 19 NOV 2018 5:10PM by PIB Delhi

The Baba Kalyani headed committee presenting SEZ policy report to Commerce Minister

 

The Baba Kalyani led committee constituted by the Ministry of Commerce& Industry to
study the existing SEZ policy of India submitted its report to the Union Minister for
Commerce & Industry and Civil Aviation, Suresh Prabhu, in New Delhi today.

The objectives of the committee were to evaluate the SEZ policy and make it WTO
compatible, suggest measures for maximizing utilisation of vacant land in SEZs, suggest
changes in the SEZ policy based on international experience and merge the SEZ policy
with other Government schemes like coastal economic zones, Delhi-Mumbai industrial
corridor, national industrial manufacturing zones and food and textiles parks.

While submitting the report to the Commerce Minister, Baba Kalyani, Chairman, Bharat
Forge Ltd., said that if India is going to become a USD 5 trillion economy by 2025 then
the current environment of manufacturing competitiveness and services has to undergo a
basic paradigm shift. The success seen by services sector like IT and ITES has to be
promoted in other services sector like health care, financial services, legal, repair and
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design services.

The Government of India has set a target of creating 100 million jobs and achieving 25%
of GDP from the manufacturing sector by 2022, as part of its flagship ‘Make in India’
programme. Furthermore, the Government plans to increase manufacturing value to
USD 1.2 trillion by 2025. While these are ambitious plans to propel India into a growth
trajectory, it requires evaluation of existing policy frameworks to catalyse manufacturing
sector growth. At the same time, policy needs to be compiled with the relevant WTO
regulations.

In his interaction with the committee Suresh Prabhu said that the suggestions of the
committee are very constructive and the Commerce Ministry will immediately begin
formal consultations with the Finance Ministry and other Ministries so that
implementation of the committee’s recommendations may be done without any delay.

***
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Source : www.thehindu.com Date : 2018-11-21

FARMERS BADLY HIT BY DEMONETISATION:
AGRICULTURE MINISTRY

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Taxation & Black Money

Millions of farmers in India were unable to buy seeds and fertilizers for their winter crops
because of demonetisation, according to a report submitted by the Union Agriculture Ministry to
the Parliamentary Standing Committee on Finance.

This official acknowledgement of the impact of demonetisation comes on a day when Prime
Minister Narendra Modi, speaking at a rally in Jhabua, Madhya Pradesh, said that he used the
“bitter medicine” of demonetisation to bring back money into the banking system and to give
“proper treatment to deep-rooted corruption system” in the country.

The Parliamentary Standing Committee on Finance, headed by Congress MP Veerappa Moily,
was on Tuesday briefed on the impact of demonetisation by the Ministries of Agriculture, Labour
and Employment, and Micro, Small and Medium Enterprises.

‘Not enough cash’

The report submitted by the Ministry of Agriculture, reviewed by The Hindu , said that
demonetisation came at a time when farmers were engaged in either selling their Kharif crops or
sowing the Rabi crops. Both these operations needed huge amounts of cash, which
demonetisation removed from the market. “India’s 263 million farmers live mostly in the cash
economy,” the report said, adding, “millions of farmers were unable to get enough cash to buy
seeds and fertilizers for their winter crops. Even bigger landlords faced a problem such as
paying daily wages to the farmers and purchasing agriculture needs for growing crops.”

Sale didn’t pick up

Even the National Seeds Corporation (NSC) failed to sell nearly 1.38 lakh quintals of wheat
seeds because of the cash crunch. The sale failed to pick up even after the government,
subsequently, allowed the use of old currency notes of Rs. 500 and Rs. 1,000 for wheat seed
sales.

Sharp questions

According to sources, the Standing Committee sent the team of bureaucrats from the Agriculture
Ministry packing because the Secretary, Agriculture, did not show up.

Many of the Opposition members raised sharp questions during the meeting. According to
sources, All India Trinamool Congress’ Dinesh Trivedi asked if the government was aware of a
report by the Centre for Monitoring Indian Economy (CMIE), which stated that 1.5 million jobs
were lost during January-April 2017 post-demonetisation.

The Labour Ministry filed a laudatory report on demonetisation.

The Ministry said that comparisons of quarterly employment surveys (QES) for the periods just
before and after demonetisation revealed an increase of 1.22 lakh and 1.85 lakh respectively in
the fourth and fifth round of the QES, in the total employment for establishments with 10 or more
workers.
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Farmers’ distress is an important issue in three of the five States that are facing Assembly poll
— Madhya Pradesh, Rajasthan and Chhattisgarh.
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Source : www.indianexpress.com Date : 2018-11-22

DROUGHT WARNING
Relevant for: Indian Economy | Topic: Agriculture Issues and related constraints

© 2018 The Indian Express Ltd.
All Rights Reserved

After two years of relatively good rains, large parts of Maharashtra (especially the Marathwada
region and the adjoining districts of Jalgaon, Nashik, Ahmednagar, Sholapur, Amravati and
Yavatmal), North Gujarat, Saurashtra, Kutch and North Karnataka are reeling under drought.
What is different this time is that it has been induced by the southwest monsoon’s failure in the
second half of the season. The rains were, in fact, quite good in most of these areas during
June-July.

The monsoon’s timely arrival led to the area sown under kharif crops being more or less normal.
Farmers were, however, caught unaware by the extended dry spell from August, when their
already planted crops were in the late vegetative growth stage. The ones with some irrigation
facilities would well have saved their crop. In the event, the yield losses from late-season
moisture stress may have been minimal. But even these farmers are in no position to plant a
rabi crop; there’s hardly any soil and subsoil moisture left to allow that.

The Union Agriculture Ministry’s latest sowing data for the current rabi season shows a 16 per
cent drop in crop area so far. While rabi plantings will continue for the next one month, the trend
is unlikely to reverse — particularly in the above states/regions, where the drought situation is
most serious. But the problem isn’t simply that of farmers being unable to grow wheat, mustard,
chana (chickpea), jeera (cumin), dhaniya (coriander) or saunf (fennel). What would worry them
more is providing water and fodder to their cattle and buffaloes. As a report in this newspaper
has pointed out, distress migration by farmers with animals in tow has already begun in central
Maharashtra. This could present a serious challenge, when the next monsoon is nearly seven
months away. And with national elections scheduled before that, it isn’t the best prospect for the
ruling party to face farmers already burdened by successive years of low crop realisations and
the more recent spike in the cost of diesel, fertiliser and pesticides.

For the governments at the Centre and in the concerned states, the most sensible option is to
act fast. Maharashtra has claimed that more than half of its talukas are already facing “drought-
like” conditions. There is no reason to delay sending Central teams to ascertain the ground
situation and officially declare drought. Rabi season drought may be a somewhat rare
phenomenon, but its impact on crop production and supply of water and fodder is no less,
extending to the following summer. Preparation for starting fodder camps, taking up MGNREGA
works or making direct benefit transfers to the most vulnerable families should start sooner than
later.

Download the Indian Express apps for iPhone, iPad or Android
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Source : www.indianexpress.com Date : 2018-11-22

NEW LABOUR FOR NEW INDIA
Relevant for: Indian Economy | Topic: Issues relating to Employment

© 2018 The Indian Express Ltd.
All Rights Reserved

The writer is national spokesperson, BJP

Any discussion on the unemployment challenge in India should be grounded in the following
facts: One, the Indian economy needs to generate employment for about 5-7 million people that
enter the labour force annually; two, over 90 per cent of the workforce has informal employment
— they have neither job security nor social security; and three, there has been a growing
infomalisation in the organised sector. Informal workers are the most vulnerable section of our
society and the trade unions have focused their attention on only protecting the rights of workers
in the organised sector.

The Narendra Modi government has tried to address the problems of the informal sector through
a focused approach which rests on two legs. The first is to promote formalisation and the second
is the provision of social security to those remaining in the informal sector.
The most important reform is the introduction of “fixed term contract” employment. According to
the notification introducing it, fixed contract workers must be employed under the same working
conditions (such as wages, working hours, allowances and other benefits) as permanent
workers. Fixed-term workers are also eligible for all statutory benefits available to a permanent
workman proportionately, according to the period of service rendered by him/her. Allowing fixed-
term employment would help employers to respond to the fluctuating demand and seasonality in
their businesses and facilitate the direct employment of workers.

Formal employment is also sought to be promoted by reducing the compliance cost for
companies. Under the Ease of Compliance rules, the government has pruned the number of
registers mandatory for all establishments to be maintained under nine central Acts to just five
from 56, and the relevant data fields to 144 from 933. The government has also taken numerous
technology-enabled transformative initiatives such as the Shram Suvidha Portal, universal
account number (UAN) and national career service portal in order to reduce the complexity
burden and ensure better accountability. In order to reduce the labour law compliance cost for
start-ups, the central government has also managed to persuade state governments and Union
Territories (UT) to allow self-certification and regulate inspection under six labour laws wherever
applicable.

One of the major achievements of the government is the increased Employees’ Provident Fund
(EPF) coverage. The Employees’ Enrolment Campaign (EEC) was launched by the government
in January 2017 to enrol employees left out of the EPF and provided incentives to employers in
the form of a waiver of administrative charges, nominal damages at the rate of Re 1 per annum
and waiver of employees share, if not deducted. In this drive, close to 1.01 crore additional
employees were enrolled with EPF Organisation between January to June 2017. The
government also launched the Pradhan Mantri Rojgar Protsahan Yojana in 2016 (revised this
year) under which the government will pay the full employers’ EPF contribution for three years
for new employment.

The construction sector employs the highest number of casual workers outside of agriculture. As
a result of the massive campaign and effort by the Union of India, state governments and UTs,
the approximate number of building and other construction workers registered as beneficiaries
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under Building and Other Construction Workers (BOCW) Act up to March 31 has increased to
3.06 crore. The most important reform for this sector is the introduction of Universal Access
Number (UAN). If a construction worker migrates from one state to another (which is common),
the benefit of registration will not be lost due to the portability of the UAN. The central
government also amended the Building and Other Construction Worker Rules, 1998, on
December 29, 2017, so as to make the process of filing of the Unified Annual Return transparent
for registered establishments.

The amendment of the Payment of Wages Act in 2017 introduced a provision that the
government may, by notification in the official gazette, specify that an industrial or other
establishment shall pay wages only through its bank account. A notification to this effect with
respect to the railways, air transport services, mines and oil field sectors covered under central
sphere has been issued on April 25, 2017.
The government is also in the process of finalising Labour Code on Social Security. The Code
aims to simplify, rationalise and consolidate the hitherto fragmented laws into one consolidated
law, which will be simpler both in terms of comprehension and enforcement. The code has
drawn inspiration from the Constitution and follows a rights-based approach.

Historically, due to well-intentioned but poorly-designed labour laws, only a small section of
India’s labour force has had job security and social security, while a very large section has had
neither. The government has taken a number of steps to change this and the same is being
reflected in monthly data released by EPFO, which shows that there is a shift from the
unorganised to organised sector, and those remaining in the former will be covered under
income and social security schemes.

Download the Indian Express apps for iPhone, iPad or Android
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Source : www.livemint.com Date : 2018-11-22

OPINION
Relevant for: Indian Economy | Topic: Agriculture Issues and related constraints

Even though the agrarian crisis has taken a political turn with every party trying to portray itself
as the saviour of the farming community, there is no serious thought from any of them on how to
revive the agrarian economy. All of them have been parroting the usual prescriptions of farm
loan waiver and a more generous and better implemented minimum support price (MSP). Most
of these are time-tested schemes that have been offered for decades. The irony is also that
most political activists and farmers’ organizations have also bought these ideas as the only ways
of saving the farmer and agriculture. 

It is now well known that farm loan waivers are no solution to the problem of credit defaults in
agriculture. Between 2008, when one of the largest farm loan waivers was announced by the
United Progressive Alliance (UPA), and 2018, nothing seems to have changed. Neither did the
2008 loan waiver do anything to improve repayment rate of farm loans, nor did it prevent farmers
from falling into debt trap a decade later. But it has now become a competitive game with every
party trying to outsmart the other by being generous in waiving farm loans. The cycle continues
because it is always accompanied by a decline in investment in agriculture. 

Already for the central government, agricultural investments have declined in real terms by 3.5%
per annum, the sharpest decline in last three decades. But such a scheme is also anti-farmer
with a majority of small and marginal farmers out of institutional credit. For these farmers who
are also the most vulnerable, farm loan waivers actually increase the cost of cultivation with
declining investment. 

So is the case with the MSP announcements, which have remained paper tigers except in the
case of rice and wheat. But even for these two crops, the regional variation in the beneficiaries
has always been skewed in favour of richer states of Punjab, Haryana and Andhra Pradesh and,
within them, it has always been the rich surplus farmers who have benefited out of it. 

For the remaining 23 crops, for which MSP is announced, there has neither been a stable policy
regime of procurement and disposal, nor has there been any substantial effort in ensuring
availability of marketing infrastructure. 

The announcement of MSP for kharif crops this year with an eye on the election has not
managed to raise prices for a majority of crops, whose prices have declined in recent years. For
a majority of these crops, including pulses and garlic, the market prices continue to remain
below the MSP in the absence of market intervention by the government. 

It is not that the state and central governments are unaware of the deficiency of these measures.
State governments have tried innovative ideas and methods to address these concerns. Madhya
Pradesh tried the ‘bhavantar’ scheme, which was meant to provide income support by providing
the price differential to farmers. Within two years, the scheme is not only on the verge of closing
down with many farmers yet to get the promised money, but also because the cost has been too
much for the government with no impact on market prices. 

So is the case with the income transfer scheme of Telangana, which promised to pay 8,000 per
acre. The scheme, expected to cost 10,000 crore to the state government, hasn’t cheered
farmers with claims of exclusion and inadequate payment troubling the scheme. But it doesn’t
help the agricultural labourers and the share-croppers who have been kept out of the scheme.
Nor has it helped the farmers to get out of the debt trap with the incumbent party also promising
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farm loan waivers. 

The problem really is not a dearth of ideas and the willingness to experiment. The real problem
is lack of acknowledgement that the crisis in agriculture is not about incomes alone. Those who
are focussing on doubling farmer incomes and providing income support to farmers are only
looking at the short-term palliatives. 

The real problem is an understanding of the changing nature of agriculture. Indian agriculture is
now much more diversified with highly intensive agriculture. Increasing monetization and
mechanization of agriculture has also increased the cost of cultivation. The long-term solution
requires investment in agriculture to make it viable, along with a price support mechanism which
takes care of the market inefficiencies. Such a policy will require large scale investments in
building infrastructure, market access, storage, technology and revival of non-farm sector to
absorb the excess labour from agriculture.  While none of the stakeholders are willing to talk
about these, the central and state governments have actually reduced the real investment. The
problem really is the lack of political will to solve the agrarian crisis. Until then, farmers’ distress
is a hot political currency that everybody wants to encash during the elections without doing
anything. 

Himanshu is associate professor at Jawaharlal Nehru University and visiting fellow at the Centre
de Sciences Humaines, New Delhi
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Source : www.livemint.com Date : 2018-11-22

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

Recently introduced options trading instruments on commodity trading platforms are expected to
be low-risk hedging tools for traders and farmers, while helping improve overall growth in trading
volumes in the derivatives market.

However, the type of options contracts introduced are European in style, which allows “right to
exercise” only on the day of expiry. This is strikingly at variance compared with options contracts
traded on global commodity exchanges, which are American in nature, allowing an option holder
to exercise his right to buy or sell the underlying commodity instrument anytime during the
option’s life term.

When futures trading on national-level commodity exchanges was launched in 2003, it was
projected as a platform where farmers can foresee a trend of prices of the commodity they are
going to produce and take appropriate cropping decisions. However, the futures contracts
launched have a maximum life of six months and their trading volumes reach reasonably high
levels only when they are close to one month from expiry.

The distant month contracts are not well integrated with spot market prices, leaving farmers with
price forecasts for only one month. But crops sown in India are of longer duration. For instance,
in Punjab and Haryana, wheat sowing starts in October and harvest commences in April,
meaning farmers need at least five to six month of active futures month contracts with fairly high
volumes in September/October itself so that they can have reliable price forecasts.

For processors, too, having advance price forecasts helps in better planning of procurement and
sales operations, while reducing uncertainty in income. This is more pronounced in globally
traded commodities where long-term sale purchase deal-making is very common and such
advanced domestic price forecasts help importers (of commodities such as edible oils, pulses)
and exporters (of rice or cotton) in making pricing and hedging decisions.

For instance, in the case of tur (pigeon pea), when there was a shortfall in domestic production
in 2015-16, the average import price (CIF, or cost, insurance and freight) for the November 2015
to March 2016 period was 8,200 per quintal, which was sharply lower than the average price of
9,100 in the Gulbarga market of Karnataka during the same period. In contrast, a year later,
when there was a sharp rise in domestic production, the import price, as well as the Gulbarga
market price, remained almost the same at 4,600, forcing importers to sell at losses.

This has happened as everyone, including the government, failed to see the prospect of a steep
fall in domestic prices. Importers who had contracted months before, having no mechanism to
see domestic price forecasts, ended up with losses. Had there been an efficient futures market
to give long-term price forecasts, they would have either hedged positions, or would have
appropriately priced their import contracts. However, in reality, farmers, processors and the
entire hedging community are deprived of such an advantage.

Further, in the case of kharif or summer-sown crops, the only reliable information available for
trading purposes are crop sowing data and monsoon rainfall data that are used for predicting
(and sometimes for wildly guessing) the quantum of crop production to be arrived at during the
harvest months starting October, and which can be verified months later. However, the same
information is used even for trading in contracts that are set to expire in June to September.
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Importance of volatility for option price calculation

The volatility of underlying asset price, which helps in measuring the speed of achieving a
certain targeted price, is a key factor in deciding premium values for options contracts. When
volatility is high, options premiums are relatively expensive as there is a high chance of
underlying asset prices going through the exercise price; and when volatility is low, options
premiums are relatively cheap.

Commodity prices that are determined by the pure interaction of supply-demand dynamics can
exhibit different levels of volatility in different years due to differences in supply-demand
balances. Inter-annual volatility may also differ due to seasonal differences in supplies and
demand, which might cause different commodity futures contracts even within a calendar year to
have different volatility levels.

Once an investor decides to buy or write an option on a futures contract, he may need to have
an appropriate, volume-driven volatility value to arrive at a premium price for the option, which
can be calculated if we have enough high-volume traded data for that particular futures contract.
However, due to the short life of existing futures contracts, appropriate premiums values may
not be calculated.

Introduction of long-maturity futures contracts, with a life anywhere between 24 and 36 months,
and eliminating all contracts that face expiry during the respective crop growing season while
reducing total contracts to less than four per commodity per calendar year may help.

It is American options that provide greater flexibility to farmers, processors and other hedgers
who need to take long-term risk decisions, by allowing the early exercise of option contracts.
American options are also found to better reflect market conditions like high volatility in
underlying asset prices, the requirement of a longer duration for the maturity of the contracts,
compared with currently traded European-style option contracts.

Sudhakar Gummula is an agri business consultant.
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Source : www.thehindu.com Date : 2018-11-28

NPAS ON DOWNHILL PATH SINCE MARCH PEAK,
SAYS RBI

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Both gross and net non-performing assets (NPAs) of scheduled commercial banks have
reduced in the two quarters ending September 30, 2018 since their peak in March 2018, the
Reserve Bank of India (RBI) said on Tuesday.

However, the RBI did point out that the profitability of banks was still impacted due to a decline
in earnings from loan assets and on higher provisioning required due to deterioration in asset
quality.

That said, it highlighted the bank credit growth that had accelerated over the last two quarters.

The RBI, in its submissions to the Standing Committee on Finance, said that the gross and net
NPAs of scheduled commercial banks had reduced due to the concerted efforts taken by the
government and the central bank to address the problem.

“As a consequence of these measures, the gross NPAs as well as net NPAs of the scheduled
commercial banks, after peaking in March 2018, have registered declines for two consecutive
quarters,” the RBI said in its submission reviewed by The Hindu.

The data shows that gross non-performing assets of all scheduled commercial banks were at
Rs. 10.36 lakh crore at the end of the March 2018 quarter, and subsequently declined to Rs.
10.14 lakh crore by the end of the September quarter.

Public sector banks account for an overwhelming proportion of these gross NPAs but even their
contribution had marginally come down since March 2018. Where public sector banks
accounted for 86.6% of all gross NPAs of scheduled commercial banks, this fell to 85.9% by
September 30, 2018.

Net NPAs for all scheduled commercial banks fell from Rs. 4.54 lakh crore in the March quarter
to Rs. 4.10 lakh crore as of September 30. Correspondingly, the net NPA percentage fell from
7.97% to 7.19% over the same period.

Sharp fall in slippages

“The annualised slippage ratio (i.e. the percentage of fresh NPAs as percentage of standard
advances at the beginning of the quarter) has also witnessed a declining trend over the past two
quarters, which is again reflective of the improving credit discipline,” it said.

“The profitability of banks, though, continues to be impacted on account of the decline in
earnings from loan assets, and given the higher provisions that are required to be maintained to
reflect the deterioration in asset quality, which will eventually crystallise as actual losses,” the the
central bank added. “However, the decline in NPAs, particularly fresh slippages, will reflect in the
improved profitability going forward.” The RBI said that although weak bank balance sheets had
created significant headwinds for credit growth, this had still been picking up on a year-on-year
basis.

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.livemint.com Date : 2018-11-28

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

For industrial growth, and ease of doing business in India, labour reforms is a must, and should
be considered as a top priority for governments in the centre as well as in states.

India has improved its ease of doing business rankings. India’s rank in the World Bank’s Ease of
Doing Business 2019 survey climbed 23 places to 77 among 190 countries surveyed. Still,
attention must be paid to implementation of reforms on the ground for better industrial growth.

The proposed amalgamation of 40-odd labour acts into four labour codes was a bold step
announced by the current government. And diligent efforts have been made by the labour
ministry in the proposed code on occupational safety, health and working condition.

The code is expected to effect fair periodic inspections, mandatory registration of workplaces,
and surprise checks in companies among other provisions to ensure better working condition
and safety of workers at the workplace.

While it is important to make some of the inspections manually, a road map of digital inspection
should be instituted for better transparency. While random inspections would be mandatory and
is a welcome move, there is need for facilitators who will be required to help organizations on
inspection requirements and how to improve the working conditions in case of deficits pointed
out by authorities.

The merger of the Contract Labour Act in this safety code is a welcome move. The organized
staffing industry is facing execution problems in manpower supply projects due to delay in
getting licences. With the proposed changes in the code, the licence procurement for executing
contract staffing projects will be easier.

It will bring ease of doing business for employers and promote organized employment for the job
seekers through the prior obtained licensed staffing companies. The flexi-staffing industry has
been asking for the regulation of the sector for long, and the changes being considered will be
beneficial.

However, keeping in mind the changing world of work, it is essential to clarify some terms in the
proposed code. The term “contractor” needs clarity to differentiate between job order contracts,
and manpower supply contracts. At a time when freelancing and gig economy are new
buzzwords across sectors, the ministry must adopt the words to clearly differentiate the role of
contract staffing companies from contractors who drive project execution.

Labour reform is a tedious process but once implemented, it will be beneficial for industries and
ultimately help in job creation. As a country with sizable youth population, we should strive to
create a conducive atmosphere for industries for better employment generation. The labour
reforms including the code on occupational safety will reduce hassles and paper works for
industries, and in a way improve productivity.

The reforms will give the required push for simpler labour laws, and help in economic growth. It
needs to come into force faster for a developing economy like ours.

Suchita Dutta is the executive director at Indian Staffing Federation.
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Source : www.pib.nic.in Date : 2018-11-28

SHRI GADKARI SAYS, INDIA ENDORSES THE GROWTH
OF BLUE ECONOMY IN A SUSTAINABLE, INCLUSIVE
AND PEOPLE-CENTRIC MANNER

Relevant for: Indian Economy | Topic: Infrastructure: Roads

Ministry of Shipping

Shri Gadkari says, India endorses the growth of Blue
Economy in a sustainable, inclusive and people-centric
manner

He will address the Sustainable Blue Economy Conference
in Nairobi tomorrow

Posted On: 27 NOV 2018 1:34PM by PIB Delhi

Union Minister for Shipping, Road Transport & Highways, Water Resources, River Development
and Ganga Rejuvenation Shri Nitin Gadkari has said that Blue Economy is very crucial for
India’s economic development. The Minister left for Nairobi today to attend the Sustainable Blue
Economy Conference.  The conference is being organized by Kenya, with Canada and Japan as
co-hosts. Shri Gadkari will address the conference tomorrow.

Shri Gadkari said India has a strategic location in the Indian Ocean region, and on this basis, it
endorses the growth of the Blue Economy in a sustainable, inclusive and people centred manner
through the framework of the Indian Ocean Rim Association (IORA). He said, India is developing
its maritime infrastructure as well as its inland waterways and coastal shipping through the
launch of the ambitious “Sagarmala Programme” which will revolutionize maritime logistics and
port led developments in the country. He further  said that India’s  national vision about the
sector is clearly articulated in the term “SAGAR”- Security and Growth for All in the Region
coined by Prime Minister Shri Narendra Modi.

India’s ambitious Sagarmala programme has identified 600 plus projects entailing huge
investment of around Rs 8 lakh crore (120 billion dollars) by the year 2020. This will save the
country nearly six billion dollars per annum in logistics costs besides creating 10 million new jobs
and boosting port capacity by 800 Million Metric Tonne per Annum (MMTPA) to an overall 3500
MMTPA. The Minister said, Coastal Economic Zones (CEZs) are being developed under
Sagarmala with a proposed investment of 150 Million dollars per location. He said, the CEZs will
become a microcosm of the blue economy wherein industries and townships that depend on the
sea and contribute to global trade through sea connectivity are envisaged.
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Source : www.thehindu.com Date : 2018-11-28

SEBI ISSUES NORMS FOR RAISING DEBT FINANCE BY
LISTED FIRMS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

The Securities and Exchange Board of India (SEBI) has laid down a framework to identify listed
companies that need to meet one-fourth of their financing needs by way of debt securities and
said any kind of shortfall or failure to raise debt financing will lead to monetary penalty.

The framework would be applicable to all entities that, on the last day of any financial year, have
their securities listed on the exchanges, an outstanding long-term borrowing of Rs. 100 crore or
more and a credit rating of AA and above.

Listed entities that fulfil these criteria would be considered a large corporate (LC), a SEBI
circular said.

“... such a LC shall raise not less than 25% of its incremental borrowings, during the financial
year subsequent to the financial year in which it is identified as a LC, by way of issuance of debt
securities,” it added.

Incremental borrowings refer to any borrowing done during a particular financial year, of original
maturity of more than one year. These would be irrespective of whether such borrowing is for
refinancing/repayment of existing debt or otherwise and will exclude external commercial
borrowings and inter-corporate borrowings between a parent and its subsidiary.

Further, the requirement of meeting the incremental borrowing norms will be applicable on an
annual basis for the financial years 2019-20 and 2020-21. From 2021-22, the requirement of
mandatory incremental borrowing by a LC in a financial year would be required to be met over a
contiguous block of two years, said SEBI. However, if there is a shortfall in the requisite
borrowing at the end of two years, a fine of 0.2% of the shortfall in the borrowed amount would
be levied on the company.

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.thehindu.com Date : 2018-11-28

RBI EASES ECB HEDGING NORMS FOR COMPANIES
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The Reserve Bank of India (RBI) has eased hedging norms for companies that raise funds
through external commercial borrowings (ECB), a move that will lower the cost of hedging.

A notification issued by the central bank said mandatory hedge coverage has been reduced
from 100% to 70% under Track I of the ECB framework.

Roll-over

The RBI also clarified that the ECBs raised prior to this circular would be required to mandatorily
roll over their existing hedge only to the extent of 70% of outstanding ECB exposure.

According to the RBI, Track I refers to medium-term foreign currency-denominated ECBs with a
minimum average maturity of 3-5 years. The move will help reduce costs for companies that
raise foreign funds.

“The cost of hedging has gone up in the last six months with the strengthening of the dollar. As a
result, the ECB route was becoming unattractive to firms,” said a banker.

Our existing notification subscribers need to choose this option to keep getting the alerts.
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Source : www.pib.nic.in Date : 2018-11-28

“PAISA – PORTAL FOR AFFORDABLE CREDIT &
INTEREST SUBVENTION ACCESS”, LAUNCHED UNDER
DAY-NULM

Relevant for: Indian Economy | Topic: Inclusive growth, Inclusion and Poverty

Ministry of Housing & Urban Affairs

“Paisa – Portal for Affordable Credit & Interest Subvention
Access”, Launched Under Day-NULM

All 35 States / UTS & All Scheduled Commercial Banks,
RRBS/Cooperative Banks Likely to be on Board Paisa
Portal by Year End

Posted On: 26 NOV 2018 5:37PM by PIB Delhi

A centralized electronic platform for processing interest subvention on bank loans to
beneficiaries under Deendayal Antyodaya Yojana – National Urban Livelihoods Mission (DAY-
NULM) named “PAiSA – Portal for Affordable Credit and Interest Subvention Access”, was
launched here today. The web platform has been designed and developed by Allahabad Bank
which is the Nodal bank. Launching the portal, Sh Durga Shankar Mishra, Secretary, Ministry of
Housing and Urban Affairs said , “PAiSA is yet another effort by the government to connect
directly with the beneficiaries, ensuring that there is greater transparency and efficiency in
delivery of services. DBT of subvention on monthly basis under DAY-NULM will give the
necessary financial support to small entrepreneurs in a timely manner”.

            The portal was launched during the course of a day long National Workshop on
Municipal Finance and Urban Planning organised by the Ministry of Housing and Urban Affairs
and provided a platform to identify key areas of concern regarding municipal finance and urban
planning, and exploring the options available to resolve them by inviting senior officials / experts
to shed light on best practices. More than 300 delegates comprising officers from the States,
Urban Local Bodies, Town Planning Offices across the country and Banks participated in the
workshop.

            All 35 states / UTs & all scheduled commercial banks, RRBs and Cooperative Banks are
expected to be on board the PAiSA portal the year end.

 

RJ/KGS
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Source : www.pib.nic.in Date : 2018-11-28

TASK FORCE FOR DRAFTING A NEW DIRECT TAX
LEGISLATION

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Taxation & Black Money

Ministry of Finance

Task Force for drafting a New Direct Tax Legislation

Posted On: 26 NOV 2018 5:06PM by PIB Delhi

In order to review the Income-tax Act, 1961 and to draft a new direct tax law in
consonance with the economic needs of the country, a Task Force was constituted by
the Government of India in November, 2017.

In partial modification of the earlier order, the Government has appointed Shri
Akhilesh Ranjan, Member (Legislation), CBDT as Convenor of the Task Force. Other
members of the Task Force remain unchanged.

The Task Force shall submit its report to the Government by February 28, 2019.

 

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

DSM/RM/KA

(Release ID: 1553890) Visitor Counter : 1047

Read this release in: Marathi , Tamil
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Source : www.livemint.com Date : 2018-11-28

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Liquidity is getting tight in Asia. Leave aside Japan, where the printing presses are still pumping
out yen. In rest of the region, central banks’ supply of currency plus bank reserves has shrunk
7% in real terms since the dollar began surging in April. This is the steepest contraction in base
money since the 11% fall between January and October of 2008. Bank of America Merrill Lynch
equity strategists recently looked at a similar measure of money supply for the world and asked
if the squeeze was a harbinger of something ugly. The inflation-adjusted global monetary base
has shrunk just five times since 1980, the analysts noted: in 1982, 1990, 1998, 2001 and 2006.
All five episodes either preceded or coincided with global slowdowns.

The Asian tightness is easily explained as the unwinding of the capital flows that came rushing
in after Western central banks cut interest rates to zero and expanded their balance
sheets—first to deal with the 2008 credit contagion and then to try to put nominal GDP on its
pre-crisis path. Now a stronger dollar and higher US interest rates are pulling funds back.

The only major Asian equity markets that have seen year-to-date net inflows of foreign funds are
China and Vietnam. Next year could be worse if Goldman Sachs Group Inc. is right in its
forecast of only 5% earnings growth for companies in the MSCI Asia Pacific-ex-Japan index.
That’s half of the current consensus.

Exports, which could mitigate the outflows by bringing dollar revenue into Asia from surging US
demand, are also at risk. Container rates of $2,652 per 40-foot box on the Hong Kong-Los
Angeles route are the highest since 2012, according to Drewry Shipping Consultants Ltd. But
that’s only because everyone’s trying to rush Chinese goods into America before US President
Donald Trump ratchets up the tariff on $200 billion of imports from China to 25% at the start of
2019.

Should there be no trade deal by then, Nomura Research expects Chinese export growth to
crash by 5.6 percentage points in the first quarter of 2019, after a 1.8 percentage point
acceleration in the current quarter. Meanwhile, global smartphone demand looks fatigued.
Foxconn Technology Group, the biggest iPhone assembler, is planning deep spending cuts next
year as demand wanes.

If Asian central banks don’t have incoming dollars to buy, the only other way they can print
money is by purchasing bonds of their governments. But fiscal policy is lax only in Malaysia and
India, with some easing expected next year in China, especially if the trade war gets bloodier.
Other governments and central banks are worried about what happens when too much money
chases too few goods: inflation. So Bank Indonesia has jacked up rates six times this year, and
Jakarta has promised to hold the line on its budget deficit.

Once quantitative easing ends in Europe, and slows in Japan, expect more liquidity tightening in
Asia. The private sector in China and India is already squeezed for cash. In China, President Xi
Jinping’s administration is cajoling the financial system to lend more to private-sector borrowers.
Easier financing for small and mid-size firms has become a thorny issue in already-fraught
relations between the government and the central bank in India.

At some stage, the spillover effect of Asia’s liquidity (and growth) deficit could make the US
Federal Reserve halt its rate hike campaign. That respite may not come very soon.
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This story has been published from a wire agency feed without modifications to the text. Only
the headline has been changed.
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Source : www.economictimes.indiatimes.com Date : 2018-11-28

RBI CAN TRANSFER RS 1 TRILLION OF EXCESS
RESERVES TO GOVERNMENT: REPORT

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

MUMBAI: The Reserve Bank has "more than adequate" reserves and that it can transfer over
Rs 1 trillion to the government after a specially constituted panel identifies the "excess capital",
says a report.

An RBI board meeting had last Monday decided to form a committee, which is likely to be
announced later this week.

"We expect the proposed committee on the RBI's economic capital framework (ECF) to identify
Rs 1-3 trillion which is 0.5-1.6 per cent of GDP as excess capital," analysts at Bank of America
Merrill Lynch said in a note Monday.

The brokerage report said as per its stress tests, the central bank can transfer Rs 1 trillion to the
government if the transfer is limited to passing excess contingency reserve and can go up to Rs
3 trillion if the total capital is included.

Giving a break-up, the report said Rs 1.05 trillion can be transferred if the contingency reserve is
capped at 3.5 percent of the RBI book. It further said this level will be 75 percent higher than the
average of BRICS economies, excluding India.

Additional forms of transfers can include Rs 1.16 trillion from the contingency reserves if one
restricts to yield rise of 4.5 percent as against 9 percent at present.

Limiting the appreciation cover in RBI's currency and gold revaluation account to 25 percent (Rs
53.25 per USD) will release about Rs 72,000 crore to the government, it said.

It also said capping the overall reserves at 20 percent of the RBI's book as against 28.3 percent
now and higher than 18 percent recommended by the Usha Thorat panel will be able to release
Rs 3.11 trillion.

The statutes do not prohibit transfer of excess capital to the government, it said, pointing out that
the RBI Act places no bar as long as government maintains Rs 5 crore of reserve funds under
Sec 46 of the RBI Act.

While Section 47 enjoins the RBI to credit its annual surplus to the national exchequer, after
provisions, it does not place any restrictions on further transfers, it added.

The RBI's contingency reserves at 7 percent are higher than the BRICS (excluding India)
average of 2 percent, it said, adding the revaluation reserves are also on the higher side relative
to BRICS central banks.

As per a press statement after the nine-hour marathon board meeting, the government and RBI
will be jointly deciding on the panel constitution and also its terms of reference.

Following widespread criticism from many quarters, finance minister Arun Jaitley had said over
the weekend that government did not need any support from the RBI's reserves for the next six
months. However, multiple reports had claimed that the government is eyeing the extra cash
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which will help it in the run-up to the elections.

This comes amidst falling GST collections and little borrowing window left for the government, as
it has already used up close to 96 percent of borrowings as of end October. By taking the money
from the RBI, the government will only increase its fiscal deficit, as it will have to issue bonds to
the central bank.

The government for the second year in a row has pegged fiscal deficit at 3.3 per cent of GDP
this fiscal year. Many analysts are expecting government to overshoot this by at least 20-30 bps
by March.

MUMBAI: The Reserve Bank has "more than adequate" reserves and that it can transfer over
Rs 1 trillion to the government after a specially constituted panel identifies the "excess capital",
says a report.

An RBI board meeting had last Monday decided to form a committee, which is likely to be
announced later this week.

"We expect the proposed committee on the RBI's economic capital framework (ECF) to identify
Rs 1-3 trillion which is 0.5-1.6 per cent of GDP as excess capital," analysts at Bank of America
Merrill Lynch said in a note Monday.

The brokerage report said as per its stress tests, the central bank can transfer Rs 1 trillion to the
government if the transfer is limited to passing excess contingency reserve and can go up to Rs
3 trillion if the total capital is included.

Giving a break-up, the report said Rs 1.05 trillion can be transferred if the contingency reserve is
capped at 3.5 percent of the RBI book. It further said this level will be 75 percent higher than the
average of BRICS economies, excluding India.

Additional forms of transfers can include Rs 1.16 trillion from the contingency reserves if one
restricts to yield rise of 4.5 percent as against 9 percent at present.

Limiting the appreciation cover in RBI's currency and gold revaluation account to 25 percent (Rs
53.25 per USD) will release about Rs 72,000 crore to the government, it said.

It also said capping the overall reserves at 20 percent of the RBI's book as against 28.3 percent
now and higher than 18 percent recommended by the Usha Thorat panel will be able to release
Rs 3.11 trillion.

The statutes do not prohibit transfer of excess capital to the government, it said, pointing out that
the RBI Act places no bar as long as government maintains Rs 5 crore of reserve funds under
Sec 46 of the RBI Act.

While Section 47 enjoins the RBI to credit its annual surplus to the national exchequer, after
provisions, it does not place any restrictions on further transfers, it added.

The RBI's contingency reserves at 7 percent are higher than the BRICS (excluding India)
average of 2 percent, it said, adding the revaluation reserves are also on the higher side relative
to BRICS central banks.

As per a press statement after the nine-hour marathon board meeting, the government and RBI
will be jointly deciding on the panel constitution and also its terms of reference.
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Following widespread criticism from many quarters, finance minister Arun Jaitley had said over
the weekend that government did not need any support from the RBI's reserves for the next six
months. However, multiple reports had claimed that the government is eyeing the extra cash
which will help it in the run-up to the elections.

This comes amidst falling GST collections and little borrowing window left for the government, as
it has already used up close to 96 percent of borrowings as of end October. By taking the money
from the RBI, the government will only increase its fiscal deficit, as it will have to issue bonds to
the central bank.

The government for the second year in a row has pegged fiscal deficit at 3.3 per cent of GDP
this fiscal year. Many analysts are expecting government to overshoot this by at least 20-30 bps
by March.
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Source : www.economictimes.indiatimes.com Date : 2018-11-28

FISCAL DEFICIT: INDIA SET TO MISS 2018-19 FISCAL
DEFICIT TARGET: INDIA RATINGS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Taxation & Black Money

MUMBAI: India is set to miss its fiscal deficit target for the year ending March 2019 due to a
shortfall in revenues and lower-than-targeted disinvestment proceeds, India Ratings and
Research said on Monday.

The country's 2019 fiscal deficit target has been pegged at 3.3 percent of its gross domestic
product (GDP) or 6.24 trillion rupees ($88.45 billion). But the credit rating agency estimated
fiscal deficit at 6.67 trillion - or 3.5 percent of GDP.

"The pressure on government finances is mainly arising from the revenue side, particularly from
indirect taxes and non-tax revenue," India Rating analysts said in a note.

Prime Minister Narendra Modi is seeking a second term next year but his plans to keep the fiscal
deficit at 3.3 percent of GDP have come under pressure due to muted response from a new
goods and services tax (GST) in addition to welfare benefits schemes, particularly for farmers,
ahead of the 2019 general elections.

However, in a separate interview to the Economic Times published on Monday, India's
economics affairs secretary in the finance ministry, Subhash Chandra Garg, said the
government would stick to its fiscal deficit target for the year.

The abrupt roll-out of GST last year has hit businesses hard and led to uncertainty around
revenue collections.

India Ratings said that despite the reforms helping plug leakages in GST collections, aggregate
indirect tax collections grew only 4.3 percent in the first half of the year compared with a targeted
growth of 22.2 percent for the full year.

India's GST collection for fiscal 2017/18 was 98 percent of the budgeted target.

The government is also expected to miss its disinvestment target of 800 billion rupees in 2019,
given that it had received only 152.47 billion till the end of October, India Ratings said.

Earlier this year, India had to shelve its plan to sell a 76 percent stake in state-owned carrier Air
India due to lack of interest from bidders - a setback not only in its efforts to rescue the ailing
airline but also for its goal to cut the fiscal deficit.

"By reducing capital expenditure, the government will again try to reduce the adverse impact of
both increased revenue expenditure and shortfall in receipts on the fiscal deficit," the rating
agency said.
MUMBAI: India is set to miss its fiscal deficit target for the year ending March 2019 due to a
shortfall in revenues and lower-than-targeted disinvestment proceeds, India Ratings and
Research said on Monday.

The country's 2019 fiscal deficit target has been pegged at 3.3 percent of its gross domestic
product (GDP) or 6.24 trillion rupees ($88.45 billion). But the credit rating agency estimated
fiscal deficit at 6.67 trillion - or 3.5 percent of GDP.
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"The pressure on government finances is mainly arising from the revenue side, particularly from
indirect taxes and non-tax revenue," India Rating analysts said in a note.

Prime Minister Narendra Modi is seeking a second term next year but his plans to keep the fiscal
deficit at 3.3 percent of GDP have come under pressure due to muted response from a new
goods and services tax (GST) in addition to welfare benefits schemes, particularly for farmers,
ahead of the 2019 general elections.

However, in a separate interview to the Economic Times published on Monday, India's
economics affairs secretary in the finance ministry, Subhash Chandra Garg, said the
government would stick to its fiscal deficit target for the year.

The abrupt roll-out of GST last year has hit businesses hard and led to uncertainty around
revenue collections.

India Ratings said that despite the reforms helping plug leakages in GST collections, aggregate
indirect tax collections grew only 4.3 percent in the first half of the year compared with a targeted
growth of 22.2 percent for the full year.

India's GST collection for fiscal 2017/18 was 98 percent of the budgeted target.

The government is also expected to miss its disinvestment target of 800 billion rupees in 2019,
given that it had received only 152.47 billion till the end of October, India Ratings said.

Earlier this year, India had to shelve its plan to sell a 76 percent stake in state-owned carrier Air
India due to lack of interest from bidders - a setback not only in its efforts to rescue the ailing
airline but also for its goal to cut the fiscal deficit.

"By reducing capital expenditure, the government will again try to reduce the adverse impact of
both increased revenue expenditure and shortfall in receipts on the fiscal deficit," the rating
agency said.
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Source : www.thehindu.com Date : 2018-11-28

SEBI SIMPLIFIES REGULATIONS FOR RECLASSIFYING
PROMOTER AS PUBLIC INVESTOR

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

The Securities and Exchange Board of India (SEBI) has come out with new rules for re-
classification of a promoter as a public investor, wherein an outgoing promoter will have to
relinquish special rights as well as control over the affairs of the listed firm and not be allowed to
hold over 10% stake.

Besides, the promoter would not be allowed to have any representation on the board of directors
or act as a key managerial person in the listed entity.

Further, the promoter seeking re-classification must not be a wilful defaulter or a fugitive
economic offender, the SEBI said in a notification dated November 16. These norms will prevent
the outgoing promoters from continuing to exercise their control on the company directly or
indirectly.

The norms, aimed at simplifying, streamlining and bringing greater clarity in existing regulations,
come after SEBI’s board, in September, approved a proposal in this regard.

In order to ensure that only compliant listed entities are eligible to apply for re-classification,
SEBI said such listed firms need to be compliant with 25% minimum public shareholding
requirement; their shares should not have been suspended from trading and they must not have
any outstanding dues to the regulator, exchanges and depositories.

In all cases of re-classification of promoters, the proposal needs to be placed by the listed entity
before shareholders and approved through ordinary resolution.

Our existing notification subscribers need to choose this option to keep getting the alerts.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2018-11-28

OPINION
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Capital Market & SEBI

On 13 November, the Securities and Exchange Board of India (Sebi), in its continued effort to
improve the functioning of credit rating agencies (CRAs), came up with a fresh set of guidelines
for enhanced disclosures on rating rationales. Sebi has been actively trying to enhance
regulations pertaining to CRAs, particularly post-2012. However, debt investors remain a worried
lot since there have been four defaults among borrowers rated at AA and above. If anything, the
frequency and intensity of such events are increasing, with the most recent being an AAA-rated
borrower defaulting.

While there has been no dearth of effort from Sebi, it does call for a rethink on the regulatory
approach to CRAs, as well as the efficacy and sufficiency of the regulations. The general
criticism of ‘issuer pays’ model as the crux of CRA performance may be missing the complexity
of the matter. Globally, this model goes back to the 1970s. The alleged slippage of India CRAs
is a more recent phenomenon despite them having been around since 1990. As such, the
evaluated-pays-the-evaluator model is not unique to CRAs. Auditors and universities follow the
same model. If more questions are raised on CRAs than on universities, then one may need to
look beyond popular but over-simplistic explanations.

Sebi’s regulatory approach to CRAs has been more inclined to a rule-based approach as
opposed to a principle-based approach. Under a principle-based approach, the regulator states
the desired outcome, leaving it to the regulated firms to figure out the steps they need to take to
achieve the regulator-mandated end-state. In a rule-based approach, the regulator specifies the
action to be taken by the firms to be considered compliant. Rule-based regulations, despite their
appearance of regulatory micro-management, tend to be preferred by firms relative to principle-
based regulations. Firms prefer less ambiguity associated with the rule-based approach.
Additionally, they are relieved of the burden of proof of being compliant, as may be required in a
principle-based approach. However, if there is a failure in a rule-based regulatory framework, it
is the system that tends to bear the cost. Firms, to the extent that they remain compliant, do not
share the downside and, arguably, have limited skin in the game.

It may be borne in mind that rule-based regulations assume a high degree of technical
sophistication on the part of the regulator. Besides, the regulator needs to have a well-
articulated end objective. This is different from having rules in response to a specific crisis, since
there is always a risk that the end objective becomes unclear if not non-existent. Of course, it
leaves the system exposed to more risks.

If Sebi adopts a higher dose of principle-based regulations, it may set specific end-objectives.
For CRAs, it may be best to act and function in a way that the market’s faith in the quality of
ratings is maintained. This faith, in turn, will facilitate development of the Indian bond market.
While Sebi may not suddenly turn to the principle-based approach, it may still achieve the end
objective by fine-tuning its latest, well-intentioned guidelines.

The rating rationale disclosures should be such that most market participants can easily
evaluate the quality as the risks associated with the rating decision itself. Merely adding more
verbiage to the rating press release with lot of tick-boxes that can be filled subjectively will not
leave anyone wiser. To Sebi’s well-appreciated efforts, the following alterations and additions
may be considered:

A) Quantitative disclosure: Rules should be such that they do not commoditize the CRAs’
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offerings since divergence of views/approaches across CRAs is critical for any well-functioning
system. The CRA may be required to publish the median values of the critical ratio of their
choice, for a specific industry, across various rating levels and for the last five years. This will
allow an investor to compare whether the current rating is more or less stringent, and whether,
over the period, the CRA’s standards have been consistent. The objectivity and transparency of
this numerical disclosure will go a long way towards building confidence in a rating .

B) Enhanced transition matrix: The transition matrix should track default rates over multiple
years. Investors need to know the default rate of AAA/AA/A ratings over three to five years from
issuance, and not just one year. Withdrawn ratings should also be a category, and defaults
occurring within one year of rating being withdrawn should be included in the default study.

In fact, Sebi may consider independently calculating the default transition matrix by accessing
data from a commercial credit bureau or Reserve Bank of India’s central repository of
information on large credits database and not depend on the CRAs at all.

C) Cursory disclosure of all ratings: CRAs may be required to also summarily refer in the
press release to the outstanding ratings of other CRAs for the same borrower and the previously
withdrawn rating of the same borrower from other CRAs and the reason for the rating
withdrawal. The palpable reputation risk that errant CRAs will face may go a long way towards
preventing rating shopping.

D) Legal protection for CRAs: Most critics tend to forget that instances of Indian CRAs being
sued by the company it rates, in a bid to prevent the rating downgrade, are not unknown. The
regulator should consider framing laws that allow CRAs to express their rating opinion without
fear of being sued.

Without some of these measures, it is possible that CRAs will continue to remain compliant, but
frequent, high-investment-grade defaults will continue to erode investor confidence.

Deep Narayan Mukherjee is a financial services professional and a visiting faculty of Risk
Management at IIM Calcutta.

Comments are welcome at theirview@livemint.com
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Source : www.pib.nic.in Date : 2018-11-28

EXTENSION OF NORMS FOR MANDATORY
PACKAGING IN JUTE MATERIALS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

Cabinet Committee on Economic Affairs (CCEA)

Extension of Norms for Mandatory Packaging in Jute
Materials

Posted On: 22 NOV 2018 1:29PM by PIB Delhi

The Cabinet Committee on Economic Affairs, chaired by the Prime Minister Shri Narendra Modi
has given its approval to expand the scope of mandatory packaging norms under the Jute
Packaging Material (JPM) Act, 1987 as follows:

The CCEA approved that 100% of the food grains and 20% of the sugar shall be
mandatorily packed in diversified jute bags. The decision to pack sugar in diversified jute
bags will give an impetus to the diversification of the jute industry.

●

Initially 10% of the indents of jute bags for packing foodgrains would be placed through
reverse auction on the Gem portal. This will gradually usher in a regime of price discovery.

●

 

Impact:

The decision will give a fillip to the development of jute sector; increasing the quality and
productivity of raw jute, diversification of jute sector and also boosting and sustaining
demand for jute product.

●

This is important considering the fact that nearly 3.7 lakh workers and several lakh farm
families are dependent for their livelihood on the jute sectors, the government has been
making concerted efforts.

●

The jute industry is predominantly dependent on Government sector which purchases jute
bags of value of more than Rs. 6,500 crore every year for packing foodgrains. This is done
in order to sustain the core demand for the jute sector and to support the livelihood of the
workers and farmers dependent on the sector.

●

The decision will benefit farmers and workers located in the Eastern and North Eastern
regions of the country particularly in the states of West Bengal, Bihar, Odisha, Assam,
Andhra Pradesh, Meghalaya and Tripura.

●

 

Measures by the Government to support the Jute Sector:

In order to improve the productivity and quality of raw jute through a carefully designed
intervention, called the Jute ICARE, the Government has been supporting close to one lakh
jute farmers by disseminating improved agronomic practices such as line sowing using seed
drills, weed management by using wheel-hoeing and nail-weeders, distribution of quality
certified seeds and also providing microbial assisted retting. These interventions have
resulted in enhancing the quality and productivity of raw jute and increasing income of jute

●
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farmers by Rs. 10,000 per hectare.
 

In this connection, to support jute farmers, Jute Corporation of India (JCI) has been given a
grant of Rs. 100 crore for 2 years starting from 2018-19 to enable JCI to conduct MSP
operations and ensure price stabilization in the jute sector.

●

 

With a view to support diversification of jute sector, the National Jute Board has
collaborated with National Institute of Design and a Jute Design Cell has been opened at
Gandhinagar. Further, promotion of Jute Geo Textiles and Agro-Textiles has been taken up
with the State Governments particularly those in the North Eastern region and also with
departments such as Ministry of Road Transport and Ministry of Water Resources.

●

 

With a view to boost demand in the jute sector, Government of India has imposed Definitive
Anti-Dumping Duty on import of jute goods from Bangladesh and Nepal with effect from 5th
January, 2017. As a result of these measures, 13 Twine mills in Andhra Pradesh had
resumed operation, benefitting 20,000 workers. Further, imposition of Definitive Anti-
Dumping Duty has provided scope for an additional demand of 2 lakh MT of jute goods in
the domestic market for the Indian jute industry.

●

 

With a view to promoting transparency in jute sector, Jute SMART, an e-govt initiative was
launched in December, 2016, providing an integrated platform for procurement of B-Twill
sacking by Government agencies. Further, the JCI is transferring 100% funds to jute
farmers online for jute procurement under MSP and commercial operations.

●

 

*****
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Source : www.thehindu.com Date : 2018-11-29

OIL SWINGS AND THE ECONOMY
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

Image for representation purpose only.   | Photo Credit: Reuters

Global demand for oil, decisions by major producing nations to raise/ cut supplies and the global
political environment are key to oil prices.

Prices have swayed from above $160 per barrel in June 2008 to about $35 in January 2016.
After breaching $85 a barrel in early October, they plunged 8% last Friday to reach their lowest
in more than a year. They have since recovered to above the $60 level. The recent fall has been
attributed to two main factors: higher supply and volatility due to uncertainty about the global
economy. Fears of the consequences of a full-fledged trade war between the U.S. and China
have rattled speculators.

However, oil prices are estimated to regain some lost ground and stabilise above $75 next year,
according to an S&P Global Platts survey of top bankers and oil traders. Key support factors for
oil price would be anticipated production cuts as well as U.S. sanctions against Iran. Also,
automobile demand has risen globally, and as internal combustion engines still rule the roost,
demand for oil is not expected to plummet yet.

Media reports cite the International Energy Agency pegging non-OPEC output at 2.3 million
barrels per day (bpd) this year, while demand was expected to grow to 1.4 million bpd next year.
The OPEC is expected to cut production after a meeting on December 6 in Vienna, Austria. It
may push for a cut of as much as 1.4 million bpd.

It is the weighted average of Dubai and Oman (sour) and Brent (sweet) crude. It’s the indicator
of the price of crude imports for India and the index has a bearing on price rise in the country, in
general. The price of the Indian basket averaged at almost $70 for April this year, and had risen
to breach $80 in October.

India imports more than 80% of its crude oil requirements, and it has to pay for these imports in
foreign currency, mainly dollars. If international crude prices rise, refiners in the country need to
spend more in dollars. If there is volatility and uncertainty about which way prices will sway,
refiners tend to buy more oil and stock up. As rupees are exchanged for the U.S. currency in this
exercise, it generates a demand for the dollar, thereby weakening the rupee. On October 1 this
year, the Indian basket price was $82 and the rupee rate was 72.8 to a dollar. By November 20,
the Indian basket had eased to $64.8 and the rupee, almost in tandem, strengthened to 71.3.

Prices of goods are determined as much by their supply as by the cost of transportation. Apples
from Himachal Pradesh are eaten in Kerala, for instance. Rise in fuel costs are passed on by
truck fleet owners down the chain to consumers. Accelerating inflation influences the central
bank to raise rates thereby making it costlier to borrow. Higher interest rates keep supply of
money in check and hence control inflation.

Blaming Gandhi for Partition and by implication lionising his assassin is the worst form of
historical revisionism

Our existing notification subscribers need to choose this option to keep getting the alerts.
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SHRI NITIN GADKARI ADDRESSES THE SUSTAINABLE
BLUE ECONOMY CONFERENCE IN NAIROBI SAYS
BLUE ECONOMY A CRITICAL ASPECT OF INDIA’S
ECONOMIC DEVELOPMENT AGENDA

Relevant for: Indian Economy | Topic: Infrastructure: Roads

Ministry of Shipping

Shri Nitin Gadkari addresses the Sustainable Blue
Economy Conference in Nairobi says Blue Economy a
critical aspect of India’s economic development agenda

He also meets Kenyan Transport Minister, offered
cooperation for building ships, coast guard vessels and
fishing trawlers

Ministers say Africa could be a good market for Indian
electric vehicles and two-wheelers

Posted On: 28 NOV 2018 4:57PM by PIB Delhi

Shri Nitin Gadkari, Union Minister for Shipping, Road Transport & Highways, Water
Resources, River Development & Ganga Rejuvenation has said that India endorses
the growth of the Blue Economy in a sustainable, inclusive and people centred
manner through the framework of the Indian Ocean Rim Association (IORA). He
said the Blue Economy remains a critical aspect of India’s economic development
agenda, and more than 95% of our trade is being carried on by sea. The Minister was
speaking at the Sustainable Blue Economy Conference in Nairobi today.  Kenya is
hosting the two day conference with Canada and Japan as co-hosts.

Emphasizing the importance that India lays on developing its maritime resources Shri
Gadkari said that our National Vision in this regard is clearly articulated in the term
“SAGAR”- Security and Growth for All in the Region coined by our Prime Minister Shri
Narendra Modi. He said that Prime Minister says that the Blue Chakra of India’s
national flag represents the potential of the Blue Economy, and gave assurance that
the Ministry of Shipping, Government of India is committed to realising its full
potential.

Shri Gadkari talked about the government’s ambitious Sagarmala Programme and
how it is poised to revolutionize maritime logistics and port led developments in India.
He said the programme has identified 600 plus projects entailing a huge investment
of $120 billion (around Rs 8 lakh crore) by 2020. This in turn would save India $6
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billion per annum in logistics costs besides creating 10 million new jobs and boosting
port capacity by 800 Million Metric Tonne per Annum (MMTPA) to an overall 3500
MMTPA. Coastal Economic Zones (CEZs) are being developed with a proposed
investment of $ 150 Million per location under the programme. These will become a
microcosm of the blue economy, with the growth of industries and townships that
depend on the sea and contribute to global trade through sea connectivity. He further
informed that the programme is also focussing on the development of coastal
communities and people through skill gap analysis, skill development centres to train
coastal communities in the sustainable use of ocean resources, modern fishing
techniques and coastal tourism. An investment of $1.10 Bn is planned across various
coastal districts in India for this purpose. In addition to this, several green initiatives
are also being taken in the coastal regions like 31 MW of captive solar power
generation being planned at various ports,installation of oil spill response facilities
and study to identify ways to re-use waste water at ports.

Talking about the important role of the private sector for sustainable growth Shri
Gadkari said the Federation of Indian Chambers of Commerce and Industry (FICCI),
took lead in 2016-2017 by establishing a taskforce to develop a business model on
India’s engagement in the blue economy sector.

Shri Gadkari also held discussions with Mr James Wainaina Macharia, the Kenyan
Cabinet Secretary (Minister) Transport, Infrastructure, Housing and Urban
Development, during which he offered India’s cooperation to Kenya for ship-building,
vessels for coast guard, fishing trawlers. He invited the Kenyan Minister to visit India
and see the expertise of Cochin Shipyard Ltd in building ships, which would be
required by the newly established Coast Guard of Kenya, and also fishing trawlers for
deep sea fishing.

Shri Gadkari further highlighted the development of electric cars and vehicles in India
which could have market in Kenya. He also offered to encourage Indian car
manufacturers to set up assembly plants in Kenya for the African market.

The Kenyan Minister offered cooperation to India for activating ship building in Kenya.
He further suggested that the bilateral cooperation could extend beyond blue
economy to other areas. He highlighted the existing medical tourism from his country
to India and said enhancing direct flights would encourage this business for mutual
benefit. He further suggested that given the strength of two wheeler manufacturing in
India, and the big market for it in Kenya and rest of Africa, this could be a good
investment opportunity for Indian companies.

The Kenyan Minister said he looked forward to visiting India. Official level meetings
are to be organised between the two countries to prepare an agenda for Minister level
meeting later in India.
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