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46 FOOD PROCESSING PROJECTS OPERATIONALIZED
Relevant for: Indian Economy | Topic: Food processing and related industries in India: scope and significance,

location, upstream and downstream requirements and supply chain management

Year End Review 2020

 

Ministry of Food Processing Industries has taken numerous initiatives for development of food
processing sector. Some of the major achievements and initiatives are as below:

A total of 46 food processing projects were completed/operationalised viz; Mega Food Park:3,
Cold Chain:15, Unit:21, Food Testing Laboratories:7

 

 

Ministry of Food ProcessingIndustries launched an all India centrally sponsored PM
Formalisation of Micro food processing Enterprises (PMFME) Scheme for providing
financial, technical and business support for upgradation of existing micro
foodprocessing enterprises. It is to be implemented for a period of five years from 2020-21 to
2024-25 with an outlay of Rs. 10,000 crores.
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BILLIONS OF DOLLARS AT STAKE FOR INDIAN BANKS
IN 2021 COURT CASES

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

The legal tussles pit India’s lenders, central bank and government against corporate borrowers
struggling to survive amid lockdowns prompted by Covid-19.

Indian courts may rule in coming months on cases involving billions of dollars in distressed
assets, and the decisions could clarify what roles banks play in helping companies devastated
by the pandemic.

What may be among the first of the verdicts could also be one of the most important: the
Supreme Court may decide within weeks on requests by big borrowers seeking relief on
repayments and defaults, in what’s being called the loan moratorium case. Courts also need to
rule on pending bankruptcies whose resolution in the coming year could bring billions of dollars
of much needed cash to banks.

The legal tussles pit India’s lenders, central bank and government against corporate borrowers
struggling to survive amid lockdowns prompted by Covid-19. Companies are asking for more
relief as the Reserve Bank of India forecasts the economy will shrink by 7.5% this fiscal year, but
that could cause a deeper hit for lenders than the central bank is willing to allow.

Loan Moratorium Case

The Supreme Court in December completed hearing arguments in the case that lasted for
around two months. It’s expected to give a verdict in coming weeks, though no date has been
announced.

In the same case, the top court will also rule on petitions by the central bank and lenders to lift
an order that barred banks from marking loans as non-performing assets. Read more
background here.

Why It Matters

Courts have recently issued orders favorable for borrowers, including barring lenders from
selling pledged assets and stopping banks from marking accounts as bad loans. The top court
also urged the government to subsidize a 65 billion rupee ($886 million) interest waiver for small
borrowers.

Some argue that India’s banks, already stuck with one of the world’s biggest bad-debt piles,
would be even more reluctant to lend if courts issue orders that conflict with their contracts.

Courts’ “borrower-friendly" approach despite clear contractual terms was among the biggest
reasons for legal troubles for banks in 2020, said Veena Sivaramakrishnan, a partner at law firm
Shardul Amarchand Mangaldas & Co. Banks would seek certainty in enforcing contracts and
“would expect the courts and the judiciary to also respect the same to continue to provide
financing," she said.

Allowing banks to mark bad loans again would help uncover the impact of the lockdowns on
their financial health. The central bank, lenders and the federal government have also urged the
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top court to not grant more relief to borrowers because that’s a matter to be decided with
economic policy. Authorities unveiled from March measures to assist companies including a six-
month moratorium on loan repayments and a bar on bankruptcy filings for a year.

Major Bankruptcy Cases

Half of the so called “dirty dozen" -- 12 big bankruptcy filings in 2017 -- are yet to be resolved.
Three of them are pending in the top court and may reach a verdict in the coming year. These
are the next tentative hearing dates, though rulings could possibly take months:

For more articles like this, please visit us at bloomberg.com

©2021 Bloomberg L.P.
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‘ECONOMY IS ON FAST RECOVERY TRACK’
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

With GST collections hitting a record in December 2020, Finance Secretary Ajay Bhushan
Pandey is confident that the economy is recovering fast and will bounce back over 2021. The
‘Vivaad se Vishwas’ scheme for resolving tax disputes has already helped settle cases worth
Rs. 83,000 crore out of an estimated Rs. 8 lakh crore, he says.

How much of a role did improved compliance play in the record GST collections last
month?

The economy is undoubtedly on the fast recovery track.

We have also been working on improving compliance for over a year now. We now have a very
close data exchange between Income tax, Customs, banks and GST [Goods and Services Tax],
and are able to undertake data analytics, using artificial intelligence (AI).

We are able to trace all dubious transactions from the inception of GST — if someone has
issued or availed a fake bill in July 2017, we are able to detect that as well. Even if the bill may
have passed through multiple layers of intermediaries, we are in a position to create a network
diagram quickly through our AI tools and we are able to identify who all have been partners in
the tax fraud and we are able to take action against them.

You are bringing in more changes in the GST system from this month. Do you expect
these to help sustain the collections and compliance levels seen in December?

This is our endeavour. We have taken certain steps for improving overall compliance. For
instance, earlier, any taxpayer could claim input tax credit. Now, we are actually showing to him
at the time of filing returns, that he is entitled to only ‘x’ amount of credit, calculated based on the
returns filed by his suppliers. Therefore, any excess input tax credit (ITC) claim and thereby,
understating tax dues, will become very difficult.

Till the last month, we had a rule that said one could not take ITC more than 10% of what is
available from his suppliers. Now that is reduced to 5%. What it means, in turn, is that we have
now 95% of invoices being matched.

So these are the systemic changes we have made that is leading to easier compliance for
honest taxpayers and deterring those who used to be on the fringe and were looking for an
opportunity to game the system. Now, things are getting harder and harder for them.

Revenue receipts stood at 40% of the Budget target by November 2020, corporate tax
collections are sharply down ...

I wouldn’t like to go into the exact numbers because we are amidst the budgetary exercise. We
will present our revised estimates at the time of the Budget. So, it will be very premature for us
to say what the deficit could be ... If you look at total direct tax collections in the current year, we
are down by 9.9%, which also has to be seen in the backdrop of the severe impact of the first
two quarters.

Direct Tax collection is not always proportionate to turnover. If the turnover is below a certain
level, one may go into losses and may not pay any direct tax at all. We will see the impact of this
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factor.

In addition, we had also taken a series of steps to provide certain benefits to the taxpayers. The
TDS amount that constitutes a major part of our collections, we reduced that by 25%. So,
despite the 25% reduction in TDS and the abolition of dividend distribution tax and COVID, we
are seeing only a 9.9% reduction in the direct tax collection by December, which shows an
improvement in trends.

Do you expect more shortfalls in compensation revenue for States over 2021-22?

We will have to watch. Considering the current measures we have taken, the revenue position
should improve. But how much, and to what extent it will meet the 14% compounded growth (in
revenues payable to States), is something we will have to see.

What has been the response to the Vivaad se Vishwas Scheme (VSVS) for resolving tax
disputes?

The VSVS dispute settlement scheme got a little setback at the outset as it was launched on
March 15, 2020, and then we were immediately struck by the novel coronavirus pandemic. We
have received 96,000 cases worth Rs. 83,000 crore out of 5 lakh appeals pending in various
appellate forums. Now, we have further extended the last date till January 31 seeing the good
response and we hope we will get many more cases by then.

We have made systemic changes that is leading to easier compliance for honest
taxpayers
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BHYRAPPA DEFENDS PROPOSED LAW AGAINST
SLAUGHTER OF COWS

Relevant for: Indian Economy | Topic: Economics of Animal-Rearing incl. White, Blue & Pink Revolutions

S.L. BhyrappaFile Photo  

Kannada writer and Saraswathi Samman awardee S.L. Bhyrappa on Sunday defended the
proposed law against cow slaughter on the grounds that the animal symbolised non-violence.

Speaking at a function held at the RSS office here to mobilise funds for the construction of Sri
Rama temple in Ayodhya, Dr. Bhyrappa said cow was symbolic of non-violence and “we shared
a mother and child relationship with it”. He said everyone grew up consuming cow milk and
children did not renounce their mother when she was of an advanced age.

He said there were other benefits too and the animal produced dung, which had utility as a
fertilizer. He said the menace of cancer was on the rise owing to the use of chemical fertilizers in
agriculture and farmers should harness cows for using its dung. Those critical of the law against
cow slaughter lack basic knowledge, he opined.

The writer also expressed support to the farm legislation passed by the Centre. Dr. Bhyrappa
said the protests in Delhi were by farmers from Punjab alone and was not representative of the
views of all the farmers across the country.

Dr. Bhyrappa said the new legislation enabled farmers to sell their produce to anyone who made
a better offer, instead of selling it at APMC yards. He expressed suspicion that “the Congress
and the Communists” were behind the ongoing agitation.

He said the new legislation provided benefits to farmers and they would receive money on the
spot instead of waiting indefinitely for it to be transferred to their accounts. “There are political
parties unable to digest the popularity of Prime Minister Narendra Modi. They are hence
instigating the farmers,” he said.
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BANANA GRIT FOR THAT GOOD GUT FEELING
Relevant for: Indian Economy | Topic: Major Crops, Cropping Patterns and various Agricultural Revolutions

New on the menu:Banana grit is set to hit the market soon.  

Here is some good news for the health-conscious public and banana farmers plagued by falling
prices.

Scientists at the CSIR-National Institute for Interdisciplinary Science and Technology (NIIST) at
Pappanamcode here in Kerala have come up with a new product, banana grit or granules,
developed from rawNendranbananas. Billed as an ideal ingredient for a healthy diet, banana grit
can be used for making a wide range of dishes, according to the NIIST. The product resembles
to ‘rava’ and broken wheat.

“The concept was introduced to utilise the presence of resistant starch in bananas, which is
reported to improve gut health. Hence, the dishes prepared with banana grit and its byproduct,
banana powder, incline to the new focus on gut health, which the scientific community is widely
discussing now to maintain health and well-being,” the NIIST said.

The Institute added that years of research on the Nendran variety helped it open up a new
application for the starch-rich banana.

Generally consumed ripe, Nendran banana also finds use in typical Kerala dishes such
asavialandthoran. The granules can be used for making upma , or it can be mixed with banana
powder for porridge, with milk or coconut milk for use as a health drink. Banana powder can be
used for making cakes and breads, along with refined wheat flour.

Developing new uses for Nendran also comes as a boon to farmers who have often been
struggling against falling prices, according to the scientists.

The technology had been transferred to Kochi-based Moza Organic and the product is expected
to be in the market soon.

Subscribe to The Hindu digital to get unlimited access to Today's paper

Already have an account ? Sign in

Start your 14 days free trial. Sign Up

Find mobile-friendly version of articles from the day's newspaper in one easy-to-read list.

Enjoy reading as many articles as you wish without any limitations.

A select list of articles that match your interests and tastes.

Move smoothly between articles as our pages load instantly.

A one-stop-shop for seeing the latest updates, and managing your preferences.

We brief you on the latest and most important developments, three times a day.

https://subscription.thehindu.com/signup?utm_source=todayspaper&utm_medium=33489996&utm_campaign=tp-national&#signin
https://subscription.thehindu.com/signup?utm_source=todayspaper&utm_medium=33489996&utm_campaign=tp-national


Page 13

cr
ac

kIA
S.co

m

*Our Digital Subscription plans do not currently include the e-paper, crossword and print.

You can support quality journalism by turning off ad blocker or purchase a subscription for
unlimited access to The Hindu.

Sign up for a 30 day free trial.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com

https://subscription.thehindu.com/signup?utm_source=adblocker&utm_medium=signin&utm_campaign=adblocker


Page 14

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2021-01-04

2020 WAS GREAT FOR BITCOIN BUT EXPERTS ARE
WARY OF A CORRECTION

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

Bitcoin has ended 2020 with a bang. Extending its recent run-away rally, the digital currency
breached $33,000 for the first time ever on Friday. Unlike in the past, bitcoin has now caught the
fancy of institutional investors and is gaining acceptance as a futuristic store of value. Global
fund manager survey by BofA Securities showed “long bitcoin" was the third most crowded trade
in December, beating gold and corporate bonds.

Bitcoin is now being perceived as an inflation-hedge and an asset with a potential to give mouth-
watering returns quickly, analysts said. Bitcoin has almost quadrupled in value this year,
outperforming safe havens gold and the US dollar. Foreign research house Jefferies has, for the
first time, included bitcoins in its asset allocation for pension funds. It has cut allocation to gold
by 5% in favour of bitcoin.

However, as they say, one man’s food is another’s poison. Legendary investor Warren Buffett
has referred to bitcoin as “rat poison squared" and has said he does not see crypto currencies
as an investment-worthy asset class.

“Ultra cheap money pumped in by global central banks has found its way into many assets,
including bitcoin. We are in a scenario where safe-havens and riskier assets are all rallying
simultaneously, which is a theoretical contradiction. So much so that even negative-yield bonds
are garnering inflows. It has become like hunting with the hounds and running with the hare,"
said Hitesh Jain, vice president, research, Yes Securities Ltd.

“Large investors who are put off by a weak dollar are flocking towards bitcoin, despite it lacking
inherent fundamentals. Unlike gold, bitcoin is extremely volatile. I don’t think bitcoin can replace
gold as an inflation hedge," he said.

Some analysts in the bearish camp also drew parallels between the current bitcoin rally with that
of 2017. They said a crypto rally, which sees allocation shift from safer to riskier assets, is often
followed by a deep correction. In 2017, bitcoin had rallied from the low of around $790 to a peak
of $19,041 in December. Interestingly, in a December 2017 BofA survey, bitcoin topped the list
of most crowded trades. In 2018, it crashed by 74%.

“Easy liquidity has helped bitcoin with an easier route to rally. However, the current rally looks
stretched and ripe for a fall," said Sahil Kapoor, chief market strategist, Edelweiss Securities Ltd.

Another indicator that is flashing red is the bitcoin-gold ratio, which has risen from the levels of
1.1 to 15 in recent months. “Since both gold and bitcoin have finite supply, the bitcoin-gold ratio
gives us a sense about which of the two is overvalued. Data shows that the former is poised for
a correction," said Sugandha Sachdeva, vice-president, metals, energy and currency research,
Religare Broking Ltd.
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HORTICULTURE FARMERS LEAD THE WAY IN
ADOPTION OF PRECISION TECH

Relevant for: Indian Economy | Topic: Major Crops, Cropping Patterns and various Agricultural Revolutions

The biggest problem Indian farmers face is a disparity in information on demand, coupled with
lack of market linkages

India is among the top three producers in the world for most major agricultural commodities.
That’s not surprising with half the country’s workforce involved in farming on 140 million hectares
of agricultural land, nearly half of which is irrigated. At the same time, the vast majority of
farmers in the country are poor and we see the spectre of thousands of suicides by them each
year.

The biggest problem Indian farmers face is a disparity in information on demand, coupled with
lack of market linkages.

“The injustice we have done to our farmers is not being able to ensure that their produce has a
market where they can get better returns," says Abhilash Sethi, principal at agritech venture
capital (VC) firm Omnivore.

It’s estimated that farmers receive only 30% of the value of their produce, and that’s an average
across all crops. The returns are usually lower in conventional commodities like rice, wheat,
potato and onion.

Foodgrains are where market linkages are the poorest as farmers are yoked to agricultural
produce market committees (APMCs). All states, except Kerala, Manipur and Jammu and
Kashmir, enacted the APMC Act to stipulate that agricultural staples should only be sold in
mandis. This was supposed to prevent exploitation of farmers by traders and middlemen, but it
got corrupted over time.

Lack of clarity

“Paddy and wheat farmers go to the APMC without knowing if their produce will get sold that day
or in 15 days, who will buy from them at what rate, or how the quality of their produce will be
assessed. There are a host of issues in the post-harvest scene there," points out Sethi.

The government’s agricultural reforms aim to break these shackles by allowing farmers to sell
their produce to anybody anywhere, including online trading platforms. But there’s pushback
from stakeholders in states like Punjab and Haryana where a complex web of subsidies and
support prices has got entrenched since the green revolution.

One fallout of this is that growers of conventional crops mostly live hand-to-mouth. This in turn
prevents them from adopting technology that could reduce their farm input costs and raise
productivity.

“They are just not generating enough cash to do some discretionary spending," says Sethi.

That’s one reason why agritech startups trying to improve farming activities have initially focused
on horticulture. India is now the world’s second largest producer of fruits and vegetables, which
doubled in quantity in the past two decades, overtaking foodgrain production in 2012-13.

https://www.livemint.com/Search/Link/Keyword/Agri-Commodities
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Horticulture farmers make bigger investments and get higher returns per acre than rice and
wheat growers. Their productivity and export value are higher too.

“These farmers know there is a demand and market for their produce where the price will not
fluctuate as wildly as it does for crops like potato and onion," says Sethi. “Hence they are
assured of cash flow and have moved on to adopting technologies to lower the cost of cultivation
and increase the productivity as well by safeguarding their yield."

For example, it’s the grape farmers of Karnataka, pomegranate farmers of Maharashtra and
shrimp farmers of coastal Andhra Pradesh and Tamil Nadu who have been taking to precision
farming with IoT devices from startups like Fasal in horticulture and Eruvaka in aquaculture.

The first level of technology is figuring out the right amount of input at the right time, as in water,
fertilizer and pesticides for horticulture and feed in shrimp farms. The next stage will be to raise
productivity with better seeds, mechanized planting, crop management and so on.

Tailwinds from covid-related disruption of traditional supply chains and consumer awareness of
health, such as a demand for lower chemical residues, have added to this growing adoption of
technology. A survey of 67 agritech companies in an Omnivore-Accel study revealed an uplift in
demand for most players across the value chain in 2020, with several of them expecting to see
positive sales growth for the year.

Boosting incomes

“By disintermediating the supply chain, companies like Ninjacart and Clover have increased
farmer realizations by up to 20%," says Prashanth Prakash, partner at Accel, one of the co-
authors of the study. “Companies like Agrostar have at the same time improved the quality of
farm inputs by sourcing them directly from manufacturers, thereby combating spurious product
supply."

But perhaps the biggest change in the year of covid has been in the tech-based correction in the
overuse of pesticides.

Farmers in India have tended to err on the side of spraying extra because of lack of access to
good insurance schemes. But an enhanced focus on chemical residues in export markets has
created a new incentive to use technology, such as Fasal’s IoT devices, for India’s horticulture
farmers to continue their progress towards becoming the leading source of nutritious food for the
world.
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UNEMPLOYMENT RATE AT 6-MONTH HIGH IN DEC
DESPITE REVIVAL SIGNS

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

Figures indicate that the economy is still sluggish and not yet ready to accommodate all in
labour market

The national unemployment rate and the rural joblessness rate jumped to a six-month high in
December, indicating that the economy is not yet ready to absorb a sizeable pool of the labour
market despite almost all the sectors opening up.

According to the Centre for Monitoring Indian Economy (CMIE), national unemployment rate
climbed to 9.06% in December from 6.51% in November, while the rural joblessness rate
climbed to 9.15% from 6.26% during the same time.

Both national and rural joblessness levels are also at the highest since July. In June, when the
pandemic was at its peak in the country, and several sectors were under lockdown, monthly
unemployment was 10.18% at the national level and 9.49% in rural India. In July, the figures
stood at 7.4% and 6.51%, respectively.

Interestingly, the urban unemployment rate (8.84%), which has hovered higher than the rural
and national average for the last several months, has reported a lower number than both in
December. Though this is still higher than the November figure and is the highest in four
months, it still gives hope that urban India may be shaping up better than other regions.

The latest figures indicate that the economy is still sluggish and is not yet ready to accommodate
enough hands in the labour market, despite an EPF subsidy scheme being in place for the past
two months, economists and experts said. They argued that the constant pressure on jobs may
push the Union government to spend more on the rural employment scheme, infra, and allied
sectors in the annual budget next month, to spur job creation.

According to government data, while MGNREGA created some 236 million person-days of work
in November, it was 188.07 million in December, which means a fall of 48 million person-days
month-on month.

“The government will have to spend more on reviving demand. It needs to spend more on
infrastructure creation, on the Mahatma Gandhi National Rural Employment Guarantee Act
(MGNREGA), among other job creation avenues," said Arup Mitra, a professor of economics at
Institute of Economic Growth in New Delhi adding that in urban India labour intensive
construction and retail segments are gradually improving.

“The job market in India is in a complicated situation. Demand is low and the economy has not
revived enough. Open unemployment (the situation when a person is educated and willing to
work, but is unable to get a job) is one part. The other side is how to bring back people,
especially women workers, who have fallen off the employment pool," said Amit Basole,
associate professor of economics at Azim Premji University in Karnataka. Supply side
constraints have eased, but the policy focus should be on reviving demand, he said.
“Constrained demand contributes to low employment generation and low income and push
people off the labour market," Basole said. An immediate measure can be to put more cash in

https://www.livemint.com/news/world/us-weekly-jobless-claims-fall-consumer-spending-drops-in-nov-amid-covid-surge-11608731773048.html
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the hands of people through their Jan Dhan accounts, he said.

Continued higher allocation to the national rural employment guarantee scheme will help rural
India and a focused effort to revive micro, small, and medium enterprises (MSMEs), which are
still struggling to recover from the shock, will be key to job creation, Basole said. “MSMEs are
still running below capacity. Liquidity has not reached them fully and there are myriad other
issues that need attention," he said.
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QUALITY GIGS, A SOLUTION TO URBAN
UNEMPLOYMENT

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

With the Indian economy gradually finding its feet after a historic contraction of negative 23.9%
in the April-June quarter, economic commentators have busied themselves with debating the
need for fiscal expansion and the viability of a “V-shaped recovery”. These debates, however,
have shifted focus away from the employment question, considered resolved after a sharp rally
following the collapse in employment numbers in April. More recent data from the Centre for
Monitoring Indian Economy (https://bit.ly/3hEnl7Z), however, point to a gradual slowdown in
employment recovery from the month of July, with the latest numbers pointing to a sharp rise in
the national unemployment rate from 6.51% in November to 9.06% for the month of December.

For labour flocking back to rural India, employment support came in the form of an increased
outlay for the National Rural Employment Guarantee Scheme (NREGA), which witnessed a
243% increase in person workdays. This increased dependency on NREGA, has seen the Rural
Development Ministry spend nearly 90% of its increased 86,4000 crore allocation by the month
of November, while still being unable to fulfil demands for nearly 13% of the 75 million
households that demanded work.

In several Indian cities however, shuttered businesses have meant that millions of workers have
either had to leave or have had to take up new forms of work, with some finding the burgeoning
gig economy to be their only source of employment. It is here that the Fairwork Foundation’s
annual review of platform labour gains prominence.

The report (https://bit.ly/2X5nZSu) evaluates the well-being of gig workers on 11 digital platforms
and does so by evaluating them on five metrics of Fair Pay, Fair Conditions, Fair Contracts, Fair
Management and Fair Representation. In its findings however, only two firms (Urban Company
and Flipkart) score greater than five (out of a maximum of 10) while seven score only 2 or less.
Most concerning perhaps, is the fact that the bottom of the rankings are rounded off by India’s
four largest platform giants, namely, Uber, Ola, Swiggy and Zomato.

With no urban equivalent to the NREGA on the horizon, there must be an increased impetus on
evaluating, regulating and supporting new forms of employment that may currently be serving as
an informal safety net for those desperately in search of work.

The first and most critical task at hand remains evaluation. Our current understanding of gig
work and workers remains constrained to the limited disclosures made by the platforms
themselves. Furthermore, with very few independent studies evaluating the scale and impact of
these platforms, most regulators continue to remain in the dark on basic questions surrounding
platform labour. As of now there exists no authoritative estimate on the total number of gig
workers in India, though the centralised nature of the platforms, and the larger platform labour
market should make the collating of this data relatively straightforward for the Labour Ministry.

The next step is significantly more sensitive and involves regulation. The reason for the
sensitivity primarily revolves around the varied nature of gig work. While some workers use
these platforms as a “side hustle”, for others it continues to serve as a primary source of
employment. This dynamic is further complicated by the risk of a one-size-fits-all regulatory
strategy unintentionally hurting the similar, yet distinct, market for highly skilled (and highly paid)
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freelancers, that continues its rapid growth due to pandemic related full-time staff layoffs.

Perhaps a more viable strategy then would involve conditional government partnerships with
platforms under some of its flagship schemes. Here, the successful pilot (https://bit.ly/3pMNggC)
of Swiggy’s Street Food Vendors programme under the PM SVANidhi, or PM Street Vendor’s
Atma Nirbhar Nidhi scheme, may prove to be an illustrative example. While Swiggy has
announced the onboarding of 36,000 street food vendors onto the platform under the scheme
this month, it has also looked to ensure that each vendor is registered and certified by the Food
Safety and Standards Authority of India. The simultaneous creation of jobs, alongside the
voluntary adoption of quality standards is an example of a mutually beneficial partnership
between the state and a platform that creates jobs while incentivising greater levels of
compliance.

Similar collaborations on urban employment, that require labour platforms to comply with
disclosure norms and worker compensation standards to access government support, could be
one way for the government to kill two birds with one stone. Current proposals for an Urban
Employment Guarantee peg daily worker wages at approximately 300 (https://bit.ly/2Mt1moR),
at a cost of 1-lakh crore to the exchequer. Collaborating with platforms to employ workers, would
not only bring down costs significantly (for both the state and their partners) but it would also
create an environment where firms would be more likely to cooperate with the state, as opposed
to adopting an antagonistic position in what could prove to be a long-winded legal battle.

As the new year rolls in, and India looks to convince the world that it has turned the corner on its
economic woes, it must look to step outside the box to tackle the challenge of urban
unemployment. Limited fiscal space and a growing need to fuel the country’s consumption base,
must push the government to build symbiotic relationships with new partners. With Industry 4.0
platforms absorbing increasing numbers of the urban workforce, evaluation, collaboration, and
regulation must be the government mantra. As the pandemic forces India to define its own
understanding of the future of work, it falls upon the state to ensure that this future is defined not
only by the quantity of jobs it creates but also by the quality of livelihoods they provide for .

Vineet John Samuel is a German Chancellors Fellow based out of the Hertie School of
Governance, Berlin. The views expressed are personal
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Dear reader,

We have been keeping you up-to-date with information on the developments in India and the
world that have a bearing on our health and wellbeing, our lives and livelihoods, during these
difficult times. To enable wide dissemination of news that is in public interest, we have increased
the number of articles that can be read free, and extended free trial periods. However, we have
a request for those who can afford to subscribe: please do. As we fight disinformation and
misinformation, and keep apace with the happenings, we need to commit greater resources to
news gathering operations. We promise to deliver quality journalism that stays away from vested
interest and political propaganda.

Dear subscriber,

Thank you!

Your support for our journalism is invaluable. It’s a support for truth and fairness in journalism. It
has helped us keep apace with events and happenings.

The Hindu has always stood for journalism that is in the public interest. At this difficult time, it
becomes even more important that we have access to information that has a bearing on our
health and well-being, our lives, and livelihoods. As a subscriber, you are not only a beneficiary
of our work but also its enabler.

We also reiterate here the promise that our team of reporters, copy editors, fact-checkers,
designers, and photographers will deliver quality journalism that stays away from vested interest
and political propaganda.

Suresh Nambath

Please enter a valid email address.

To reassure Indian Muslims, the PM needs to state that the govt. will not conduct an exercise
like NRC

You can support quality journalism by turning off ad blocker or purchase a subscription for
unlimited access to The Hindu.
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FOUR FACTORS THAT ARE PUSHING INVESTORS
INTO BUYING BITCOINS

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

Bitcoin proved itself to be the star of 2020, multiplying its value four times over since the start of
the year. After a brief dip in March 2020, the cryptocurrency has surged forward, breaking its
previous all-time high of around $20,000 per bitcoin in 2017 to cross the $34,000 mark in the
first week of January 2021. Investors who entered at the very peak of the last rally find
themselves with a 50% return in just three years.

However, investors whom Mint spoke to build a case for bitcoin apart from just momentum. In
this piece, we look at the reasons for their interest in the cryptocurrency.

A substitute for gold

Gold rose around 27% in 2020. It has a been a traditional favourite among Indian households,
but its return has been far outstripped by the four-time rise of bitcoin in 2020.

As a result, some investors are considering to shift a small part of their portfolios from gold to
bitcoins. Amit Kumar Gupta, a New Delhi-based portfolio manager at Adroit PMS, a Sebi-
registered portfolio management firm, asked clients to shift from gold to bitcoin in August 2020.
Since then, the cryptocurrency has roughly quadrupled in value in rupee terms, handsomely
beating the yellow metal (which has stayed flat) as well as the equity markets (Nifty is up around
25% since August).

Gupta hasn’t withdrawn his clients’ money from bitcoin since then, but is keeping a close watch
on the cryptocurrency. “We started buying bitcoin for our HNI (high networth individual) clients in
August. Our model portfolio for moderate risk clients is 70-30-10 in equities, debt and gold. We
asked clients to move the gold allocation to bitcoin. There was more comfort among family
offices and HNI clients outside India on this shift. Within India, we went as per the client’s
comfort level. We think that institutional adoption will move bitcoin higher in the coming years,"
said Gupta.

Global interest

In October 2020, PayPal, a payments provider in the US, allowed investors to hold
cryptocurrency in their wallets. Other US companies like Microstrategy also parked a portion of
their treasuries in it in 2020. “The Grayscale Bitcoin trust for example has gone from $2 billion
AUM (assets under management) to $20 billion in a year," said Gupta.

Even sceptics are changing their views partly. “I was very skeptical of bitcoin in 2017. However,
this year, the institutional acceptance of bitcoin has changed my mind. I invested around 5% of
my savings in it in August, in a staggered manner. I will pull out my initial capital but let my
profits remain. I also see it as a substitute for gold," said Thakkar, 25, a Mumbai-based asset
management professional, who declined to provide his first name.

Scarcity of supply

The supply of bitcoins is restricted to 21 million. Around 18 million bitcoins have already been

https://www.livemint.com/news/world/bitcoin-slumps-17-most-since-march-as-volatility-grips-trading-11609758207261.html
https://www.livemint.com/market/stock-market-news/gold-investors-see-challenges-ahead-after-glittery-2020-11609482683440.html
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mined and are in circulation. Unlike fiat currencies like the dollar or the rupee, this supply cannot
be increased by any government or central bank, a fact that gives great comfort to crypto
investors.

Such investors are uncomfortable with the surge in money printing by central banks during the
covid-19 pandemic, which draws them to bitcoin. The balance sheet of the US Federal Reserve
has jumped from $4 trillion to around $7 trillion in 2020, a 75% growth in a single year,
expanding the supply of dollars at a rapid pace.

Acceptance

Gokul, 28, a Chennai-based financial services professional, who did not want to reveal his last
name, entered bitcoins in July after a friend living in Turkey introduced him to the
cryptocurrency. “Initially, I didn’t know about the Supreme Court judgment. I entered in July
when the bitcoin price was around 7 lakh and my investment has gone up around four times," he
said.

In March 2020, India’s Supreme Court quashed a Reserve Bank of India (RBI) ban on bitcoin-
related payments, setting the stage for the revival of cryptocurrency investment in India.

Bitcoin investors also tend to have a background in technology. Thakkar said that his degree in
engineering allows him to understand the concept of blockchain and the innovations happening
within decentralised finance. “This is something my dad who is also in financial services doesn’t
get," said Thakkar.

It is difficult to estimate the sheer size of the bitcoin investor base in India. Nischal Shetty, chief
executive officer of WazirX, India’s largest cryptocurrency exchange, estimated a user base of 5
million in September 2019, much of it from the previous 2017 boom. This figure cannot be
verified, but there is strong evidence of a growing investor base since the March verdict. Google
search data shows a sharp spike in searches for bitcoin in December, with searches at a 12-
month high (but well below their 2017 peak).

Experts, however, remain skeptical. “I would not recommend bitcoin for three reasons. First, the
Indian government has not recognized or regulated it. Second, there is no underlying asset
generating cash flows unlike say a stock or bond. Third, the investor base in it is still very small
and it’s very volatile," said Kalpesh Ashar, founder, Full Circle Financial Planners and Advisors,
a Sebi-registered investment adviser .

As Mint wrote, ultra high networth investors can treat bitcoin as a punt and not an investment if
they are comfortable with volatility. Retail investors should stay away if they don’t understand the
product.
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SOURCES OF FUNDS FOR LOAN APPS UNDER LENS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &

Black Money incl. Government Budgeting

The Reserve Bank of India (RBI) has begun looking into the sources of funds for app-based
instant loan companies accused of harassing vulnerable borrowers, said a person aware of the
matter.

Strong arm tactics to recover dues, including naming borrowers, have led to at least two
suicides, according to media reports.

Also Read | The race to take fashion retail online

According to this person, RBI is likely to launch an investigation into whether some banks
allowed funds to flow into these apps without conducting mandatory due diligence.

The RBI scrutiny follows a probe by the Enforcement Directorate, which has filed a money
laundering case on the basis of first information reports registered by police against instant loan
apps connected to overseas jurisdictions.

“The onus of verifying the end use of funds lies with the banks and RBI, in this case, wants to be
certain whether the banks followed proper procedure before lending to some of these apps,"
said the person cited above.

“If the banks have implemented proper know your customer guidelines, then it’s worth probing
whether it was limited to just the customer or customers’ clients," said a former RBI officialwho
requested anonymity.

Mint reported in September that the government was investigating several fintech apps with
Chinese links to check for data and privacy breaches.

On 24 June 2020, RBI said that banks and non-bank financiers, irrespective of whether they
lend through their own digital lending platform or through an outsourced entity must adhere to
fair practices guidelines in letter and spirit.

“These apps are circumventing the law by opening current account with banks without the
NBFCs involved. The loan disbursement and the entire collection process is, therefore,
happening through these current accounts. It is, therefore, important to understand whether
banks are monitoring any instances of high volume transactions happening through these
accounts. Since the transaction is going through a current account mechanism, these apps are
circumventing the entire gamut of regulations, including KYC, and not reporting to credit
bureaus," said Yogi Sadana, founder, fintech association for consumer empowerment.

Preliminary investigations by the Hyderabad police has revealed that close to 14 million
transactions, worth nearly 21,000 crore, were made through payment gateways and bank
accounts linked to these companies.

Most of the transactions have happened in the past six months. The money was routed through
shell companies, multiple bank accounts, payment gateways and digital wallets to avoid
detection.

https://www.livemint.com/brand-post/you-can-avail-an-instant-personal-loan-without-leaving-your-home-11585200754967.html
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A citizen collective named Cashless Consumer, engaged in raising awareness around digital
payments, has released a list of 1,000 lending apps which showed that the majority of them did
not have any payment gateway integration. Typically, digital lending apps have a payout
account, usually IMPS service provided by a bank, through which they disburse the loan, and a
collection interface.
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SHOCK TREATMENT WILL NOT WORK IN
AGRICULTURE

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

Almost all sections of people including farmers agree that the Agricultural Produce Market
Committee (APMC)-mandi policies for agricultural marketing, initiated in the 1960s for a few
crops, have outlived their utility and the system needs a new policy in the face of the agricultural
sector’s growth slowdown, the crop-composition not widening, and investments in land not
happening.

Recently, the government of the day has opened up the output market with the aim to let market
forces improve efficiency and create more value for farmers and the economy. These laws state
that farmers are now free to sell all their products anywhere and to anyone beyond the physical
premises of APMC markets. Additionally, the laws promote contract farming through establishing
partnerships between farmers and food-processing companies, and also permit unlimited
hoarding of food except in special circumstances.

Three main suggestions were put forth by farmers when we recently made enquiries with them:
one, their produce prices should be the cost of production plus a reasonable mark-up; two,
fluctuations in prices should be minimal; and three, there should be little or no interface with
legal or administrative officials — they are not comfortable dealing with the “sahibs and the
police”. All these farmer concerns have been ignored in the way the current laws are drafted.
Additionally, as the old laws are being repealed, they said that there is a need for a wider view of
the sector to include more crops. Thus, if the government encourages farmers to move from
wheat to vegetables, markets for the latter should address all the above three aspects.

The first law of the Minimum Support Price-mandi is a known devil, but the new markets will be
an unknown ghost with no control over them by anyone. Thus, while “malpractices” in mandis
are known and local leaders (Members of Parliament, Members of the Legislative Assembly,
panchayats) are often brought in to vent farmers’ anger or arbitrate in difficult situations,
malpractices in the new systems are neither forecast-able nor is there any authority to report to.
Next, while the government says that the mandi-MSP system will continue, the question is, for
how long? If the alternative traders offer better prices, farmers will go there and not to the
mandis (as is already the case, highlighted in the recent media article by Gurcharan Das;
https://bit.ly/3928m3R). What happens after two to three years when the regulated mandis
become weaker or begin to shut down due to lack of business?

There are many issues here. Traders could reduce the prices on more than one pretext, such as
finding faults with the product; declining to buy on the pretext of glut (a wait and watch strategy);
defaulting on payments, and so on. Since traders are few (at least locally) they can form cartels,
while farmers many: this is imminently possible. The farmers are further handicapped by the fact
that they come from long distances with loads of several quintals/tonnes of produce on hired
tractors; going back owing to the transport cost incurred is not an option for them. Their situation
worsens when their cash needs are immediate, which is the case for the small farmers who
constitute 90-plus% of those who sell at the mandis at MSP.

The second law has somewhat similar issues. The corporate-buyers might just not buy the full
quantity of the product on one or another pretext or delay payments;and if farmers complain, the
corporates have access to a battery of lawyers, the fine print in contracts, the advantage of
language, and, above all, the capacity to wait it out.
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In both the above cases, the problem is of contracts between unequals: whether it is traders or
corporates, they are far fewer and with deeper pockets,and they will deal with (poor/little-
educated) small farmers (about 85% have two or less hectares of land), resulting in unequal
outcomes.

The other issue is in regard to different regions and crops. Many proponents of the agri-
marketing laws maintain that farmers from outside the wheat-rice belts in northern India are not
protesting. Evidently so, since the country is diverse with some 15 agroclimatic zones and has
over 50 crops grown.

We also forget that farmers protest against policies in areas where they hail from: like in eastern
India, farmers revolted in 1860 against indigo-farming, Mappilas revolted in 1921, or even the
Warli Adivasi Revolt of 1945. More recently, in the 1970s to 2010s, Sharad Joshi led agitations
for the farming sector mainly in Maharashtra, or farmers in Tamil Nadu had protested
demanding Cauvery water. There are many more examples. Farmers protest against problems
that affect them: they are not a homogeneous lot.

If in 2020 a new policy is being formulated, why is it (ironically) uniform for all farmers, all land
and all crops, of opening up the markets; markets which are almost fully opaque, unequal and
having imperfect information? What happens to the semi-arid areas and the farmers therein,
where crop outcomes are uncertain? What happens to small and marginal farmers who have
little to market and are largely inarticulate? How will risk be mitigated if farmers move from
wheat-rice cultivation to more volatile crops such as vegetables and fruits, or pest-prone crops
such as cotton? Or what happens to landless labourers who have migrated from far away to
work in fields (such as from Bihar to Punjab)? Should there not be a comprehensive policy in
regard to the agricultural sector rather than a “shock treatment” for agri-markets alone?

The so-far neglected problem of stagnation and high input prices in agriculture can be
addressed through a systematic approach proposed in the M.S. Swaminathan Commission
and/or the Ashok Dalwai Committee. Typical examples are transitions being worked out for
farmers to move out of water-soaking paddy crop in Punjab-Haryana to other crops; say, in five
years, they would reduce the area under paddy by 25-30%, and the loss they incur in the short
run, will be compensated for by the government. This could, for example, also be done for
sugarcane in western Maharashtra.

Shock treatments do not work anywhere, be it agriculture, industry or the economy. Many an
industry, post-1991, shut down due to “shock treatment” then, resulting in a second de-
industrialisation and the loss of hundreds of thousands of industrial jobs. The results in
agriculture are likely to be no different in the face of shocks.

Sarthi Acharya is Delhi Chair Professor, Institute for Human Development. Santosh Mehrotra is
the editor of ‘Reviving Jobs. An Agenda for Growth’
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Source : www.livemint.com Date : 2021-01-08

WHY MDR REMAINS A THORNY ISSUE FOR PAYMENTS
PLAYERS

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

The Centre’s move to scrap merchant discount rates on RuPay and UPI transactions has been a
sticking point between the government and digital payment firms, which say they should be
compensated for creating and maintaining the payments infrastructure. Mint explores

The Centre’s move to scrap merchant discount rates on RuPay and UPI transactions has been a
sticking point between the government and digital payment firms, which say they should be
compensated for creating and maintaining the payments infrastructure. Mint explores

What are merchant discount rates?

Merchant discount rate (MDR) is a charge paid by merchants to banks and payment service
providers for every transaction by giving them infrastructure to accept digital payments during a
transaction. The cost is shared by the acquirer bank, the bank whose customer made the
payment, and the card network provider such as Visa, MasterCard, RuPay. It is applicable on
peer-to-merchant payments or commercial transactions. Starting 1 January 2020, the Union
finance ministry scrapped MDR for all RuPay and UPI transactions, even as banks were allowed
to impose the cost using other card payment networks.

Why was the MDR for RuPay, UPI scrapped?

The announcement to scrap MDR for Rupay and Unified Payments Interface transactions was
first made during Union budget in July 2019. The Union finance ministry had then said that from
1 January 2020, businesses with annual turnover of more than 50 crore will have to offer low-
cost digital payment options to customers and MDR is not levied on either customers or
merchants. The decision was taken to boost payments through home-grown real-time payments
system UPI at merchant locations, along with RuPay debit cards. The idea is also to address tax
evasion by digitizing monetary transactions.

How does this impact digital payment players?

The payments industry says it negatively impacts their revenue and affects small startups and
fintech companies, as banks are not able to pay for their service. Banks are also not investing in
additional infrastructure to support smooth flow of digital payments. It is for this reason that
these companies are asking to be compensated for the infrastructure.

How are customers affected in this cycle?

Consumers have gained the most because of the steps that have been taken by the government
to boost digital payments in the country. However, they have also been increasingly facing
failure in UPI-related payment transactions. UPI payments do not impose any cost on the
customer or the merchant as the MDR is zero. As a result, experts believe that banks do not
have any incentive for making greater investment to ensure that the UPI system is robust or to
get more customers to adopt the real-time digital payments system.

What is the way going ahead?

https://www.livemint.com/topic/merchant-discount-rate
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The government could look at the various options that are available to reimburse MDR to
payment players for merchant transactions on UPI and the RuPay network. Government officials
have held meetings with private digital payment firms recently to hear their grievances.
According to executives, the government is modelling costs to understand the extent of funds
that could be required to reimburse transaction fees for UPI and RuPay payments for a year.
However, no decision has been taken in this regard yet.

Click here to read the Mint ePaperMint is now on Telegram. Join Mint channel in your Telegram
and stay updated with the latest business news.

Log in to our website to save your bookmarks. It'll just take a moment.

Oops! Looks like you have exceeded the limit to bookmark the image. Remove some to
bookmark this image.

Your session has expired, please login again.

You are now subscribed to our newsletters. In case you can’t find any email from our side,
please check the spam folder.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com

https://epaper.livemint.com/Home/ArticleView?utm_source=livemintstory&utm_medium=lmstorybottom&utm_campaign=lmstoryref
https://t.me/livemint
https://www.livemint.com/


Page 34

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2021-01-09

PANEL SUGGESTS AMENDMENTS TO IBC THROUGH
AN ORDINANCE

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

IBBI, which makes bankruptcy rules, has sought public comments on its proposals by 22
January

NEW DELHI : A panel of experts led by Insolvency and Bankruptcy Board of India (IBBI)
chairperson M.S. Sahoo has recommended quick amendments to the bankruptcy code to allow
corporate turnaround plans to be struck efficiently outside tribunals. and later approved by the
judiciary, as an alternative to the regular process.

The panel said it is the right time to allow pre-packaged corporate bankruptcy resolution
schemes. Pre-packaged resolution schemes, or pre-pack schemes, are those negotiated and
struck out side bankruptcy tribunals and later placed before it for its approval. It saves time
compared to the normal process.

“The code may be amended quickly, preferably by an ordinance, to provide for the formal part of
pre-pack. The code may make a skeletal provision enabling pre-pack, while the informal part
could be left to market practice or guided by self-regulation, guidelines, and best practices," said
the panel’s report.

IBBI, which makes bankruptcy rules, has sought public comments on its proposals by 22
January. The panel recommended that pre-packaged schemes should have features of both
formal and informal options. The pre-packaged schemes should be available to all corporate
debtors and for any stress, pre- or post-default. The panel said it could be implemented in
phases.

“It may commence in respect of defaults from 1 lakh to 1 crore and covid-19 defaults for which
insolvency resolution process is not available today, followed by default above 1 crore, and then
default from 1 to 1 lakh," the panel said.
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WHAT KIND OF RETURNS TO EXPECT FROM INDEX
MUTUAL FUNDS? ALL YOU WANT TO KNOW

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

The index funds are not supposed to outperform but merely mimic the performance of the parent
index, as close as it is possible.

With less and less time available for us to make and monitor our investments, passive investing
is becoming a trend of late. Index investing is a major avenue for making passive investing. In
this article I wish to explain all about index funds and as to why you should invest in them.

What are index funds?

An index is a representative movement in the value of items in a particular group. So we have
indexes for various segments of the equity market to reflect the movement and trend of prices
shares of the segment they represent. There are many indexes to represent various categories
and sectors like large cap, small cap, consumer goods, banks, realty infrastructure etc.

An Index fund can be defined as a scheme which has as its components all the constituents of
the index which it is tracking, referred to as parent index hereinafter. Since an investor cannot
buy an index directly so to help the investor replicate and invest in the specific index mutual fund
houses have created various index funds.

These funds hold various stocks in the same proportion as in a parent index, meaning that the
scheme will perform in tandem with the parent index with some minor difference known as
tracking error. Please note that the index funds are not supposed to outperform but merely
mimic the performance of the parent index, as close as it is possible.

Most of the equity schemes are actively managed by the fund manager to generate better
returns than its benchmark but Index Funds are passive funds where the fund manager just
replicates the composition of the parent index. Since the fund manager just has to replicate the
portfolio of the benchmark index it neither requires expert fund manager nor frequent churning is
needed in the investment. Both these factors help the fund lower the overall costs for the index
fund. Due to lower fund management expenses sometimes index funds are able to score over
the actively managed funds especially during less volatile market conditions.

The markets in developed countries are more efficient, transparent due to quick dissemination of
information and strict regulatory compliances and monitoring as compared to developing
countries like India. This infirmity leaves scope for some level of insider trading opportunities and
selective information leak and thus helps actively managed funds perform better than passive
funds. Please note that actively managed funds, in due course, no longer will be able to beat the
broader market index funds consistently.

What is tracking error and index funds have tracking error

All funds have to maintain some cash to meet the redemption demands thus resulting in under
deployment of funds. This causes deviation between actual returns of the index fund on either
side depending on movement of the parent index. This deviation is called tracking error. Lower
tracking error portrays efficiency of the performance of the index fund. So the best index fund is
which has zero tracking error. Positive tracking error also reflects on the fund manager’s call on
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the market, which the fund manager is not supposed to do.

Why should you invest in Index Funds?

These funds are ideal for people who wish to invest for long term to reap the potentials of equity
to generate higher returns but are not able to spare enough time to execute their transactions
and review their portfolio and also do wish to avail services of investment advisors. So in case
you are busy pursuing your career but want to accumulate your fortune, you should invest in
index funds as the index funds broadly mimic their parent index which is expected to go up in
the very long run. The index funds are also ideal for an investor who does not want to take risk
associated with a fund manager as for an average investor it is not possible to track the
movement of the fund manager from the scheme or the fund house. Many schemes experience
deteriorating performance once the star fund manager leaves the fund house/scheme. In case of
an Index fund you need not worry about the fund manager as the manager does not have any
significant role in performance of an index fund.

What type of index funds one should invest?

Since there are many index funds tracking various benchmark indexes, a lay investor faces the
problem of plenty. So a lay investor who wants to invest for long term goals like retirement or
child education/marriage should invest in an index fund which covers the broader market. There
are various indexes tracking specific segments, themes, industry etc like large cap, mid cap or
small cap, banks, consumer durables, health care, information technology, etc. it is advisable to
diversify the investment through broad based index funds ideally large cap funds. A broader
index fund provides broad market exposure, low operating expenses and low portfolio turnover.

While selecting an index fund in a particular category; please select the index fund scheme
which has lowers tracking error, which reflects the efficiency of the operations of the fund. An
ideal fund would be Nifty Index Fund or Nifty ETF Fund or a Nifty Next Index fund with least
tracking error history.

(The writer is a tax and investments expert and can be reached at jainbalwant@gmail.com .
Views as expressed by the writer.)
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WHAT IS BITCOIN HALVING AND WILL IT AFFECT THE
RATE?

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

Following the Reserve Bank of India’s judgement lifting the ban on cryptocurrency payments,
they have gained traction in India. We explain some key concepts in a series of explainers by
talking to experts. This time we tell you what is bitcoin halving and how it affects the price of the
cryptocurrency.

It took four years to mine 50% of bitcoins but will take another 120 years to mine the remaining
50%, and the reason is bitcoin halving.

Bitcoin halving is an important event in the network that happens every four years.

The bitcoin network introduces new bitcoins in the market by a process called bitcoin mining,
which is done by verifying bitcoin blocks or groups of transactions. Every 10 minutes, any miner
who is able to verify one block of transactions and is able to add it to the bitcoin network gets
rewarded. Currently, miners get 6.25 BTC per valid block mined. But this reward changes
roughly every four years, or after every 210,000 blocks are mined and gets reduced by half each
time. This whole process is called bitcoin halving.

Also Read | The curious case of the glowing beaches

Till now we have had three bitcoin halving events; the most recent being on 11 May 2020.
Notably, every halving brings with it a change in the bitcoin price. Here’s how:

When bitcoin was first launched in 2009, miners used to earn 50 BTC as rewards for processing
per block. After the first halving, the reward was reduced to 25 BTC, then to 12.5 BTC and finally
to 6.25 BTC.

These miner rewards are what dictates the inflow of new bitcoins in circulation. So when these
rewards are cut into half, the inflow of new bitcoins reduces. That is where the economics of
demand and supply kicks in. While the supply shrinks, the demand varies (increases or
decreases) and the price changes accordingly.

Halving also brings down bitcoin’s inflation rate. Inflation is the reduction in purchasing power for
something, the currency in this case. But the core infrastructure of bitcoin is built for it to be a
deflationary asset. Halving plays a pivotal role to ensure this.

In 2011, the inflation rate of bitcoin was 50% but after the halving in 2012, it dropped to 12%,
and in 2016 to 4-5%. Its current inflation rate is 1.76%. This means the value of bitcoin goes up
after every halving.

Historically, after every halving, bitcoin experiences a bull run. As supply decreases spurring the
demand, the price surges. However, this uptrend is not immediate. After evaluating the past
three halvings and the surges that followed, it will be accurate to say that the spike happens only
after three to six months and not instantaneously.

For example, during the halving in 2020, the price per bitcoin was nearly $8,500, and we didn’t
see any significant surge until six months later when the cryptocurrency started a bull run. At the
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time of writing, every bitcoin is valued at $27,256.

In 2016, when bitcoin experienced its second halving, it was trading nearly at $650, and in the
subsequent months, it successfully made an all-time high of that time and reached $20,000 by
December 2017.

Halving is just one of the several factors that influences the price of bitcoin. However, it does
have an impact on the price whenever it occurs because it is surely one of the most important
factors.

Other factors include the institutional and individual adoption rate and the developments and
innovations on the network.

As told to Neil Borate by Ashish Singhal, co-founder and CEO, Coinswitch Kuber
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WHY TIMELINES TO GET SECTIONS 54, 54F TAX
BENEFIT NEED TO BE LONGER

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

With the budget around the corner, the Mint Money team has zeroed in on some pain points in
taxation that the government may want to address. We highlight these in a series, starting today.

The first we have identified is the timelines specified for Sections 54 and 54F of the Income-tax
Act, 1961, for availing of tax exemption on the sale of specified assets when the intention is to
use the money to buy a residential property. Here’s what these sections entail and why we feel
the timelines need to be extended.

Also Read | The curious case of the glowing beaches

The exemption

Many people sell their existing houses and buy new ones for various reasons, including the
need for a bigger house, change of city or location and so on.

Section 54: Where the intention of the sellers is not to make a profit, the income tax department
provides a benefit under Section 54 on long-term capital gains (LTCG) from the sale of the
residential property. Gains are considered long-term when the property is held for at least two
years. If LTCG from the sale of a residential property are used to buy a new house, you can
avail of exemption of the capital gains tax. Such exemption can be claimed for investment made
in two residential house properties, provided the amount of LTCG does not exceed 2 crore.

Section 54F: Even LTCG arising out of the sale of any capital assets, including equities, gold,
commercial property (excluding residential property), are exempted from capital gains tax, under
Section 54F, in case the sale consideration is used to buy a residential house.

The pain point

There are certain conditions which need to be fulfilled to get tax benefits under Sections 54 and
54F. One of the conditions is that the benefit can be availed of only if the construction of the new
house purchased is completed within three years of the sale of the earlier property or asset.

This condition is a problem for taxpayers as generally housing projects take around five years to
be completed. Given the fact that the real estate sector is known for inordinate delays,
sometimes it may take even longer for the project to be complete.

Experts believe that this condition should be relaxed to reduce hardship to taxpayers.
“Generally, in township projects, developers take a minimum period of five years before handing
over the possession of the property to the buyers. Similarly, no deduction is allowed under
Sections 54 and 54F if the purchase or construction of the house property could not be
completed within the prescribed period of three years," said Naveen Wadhwa, deputy general
manager, research and development, Taxmann, a tax research firm.

So what’s the solution? “Therefore, it is recommended that the time limits under these provisions
should be aligned with the time limits allowed for projects approved by Rera (real estate
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regulatory authority). Alternatively, the time limit to invest in the new house under Sections 54
and 54F should be increased to five years that bring these provisions at par with Section 24(b),
which also allows five years to complete the purchase or construction of the house property," he
said.

Under Section 24(b), a homebuyer can avail a deduction of 2 lakh on the interest repaid on
home loan during a financial year in the case of a self-occupied property. However, this
deduction is only available in case the construction of the property is completed within five years
of taking the loan. The time limit was enhanced from three to five years in Budget 2016 to
provide taxpayers relief in case of delay in the completion of a housing project.

“The period of completion of construction within three years under Sections 54 and 54F may be
enhanced to four years to minimize the hardships involved due to genuine delays. For instance,
obtaining the necessary approvals or documentation processing may cause unnecessary delay,"
said Suresh Surana, founder, RSM India, a tax consultancy firm.

As some of the projects could be delayed due to the pandemic, experts hope that the
government may provide this relief in the upcoming budget.
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ARUNACHAL HARBOURS A VANADIUM SOURCE
Relevant for: Indian Economy | Topic: Infrastructure: Energy incl. Renewable & Non-renewable

Vanadium is a high-value metal used in strengthening steel and titanium.  

Arunachal Pradesh, considered a sleeping hydropower giant, is likely to become India’s prime
producer of vanadium, a high-value metal used in strengthening steel and titanium.

Exploration being carried out by the Geological Survey of India (GSI) has placed the eastern
Himalayan State on the vanadium map of the country, and geologists are confident of identifying
a deposit soon. India is a significant consumer of vanadium, but is not a primary producer of the
strategic metal. It is recovered as a by-product from the slag collected from the processing of
vanadiferous magnetite ores (iron ore), GSI officials said.

According to data provided by the GSI, India consumed 4% of about 84,000 tonnes of vanadium
produced across the globe in 2017. China, which produces 57% of the world’s vanadium,
consumed 44% of the metal. “We found promising concentrations of vanadium in the palaeo-
proterozoic carbonaceous phyllite rocks in the Depo and Tamang areas of Papum Pare district
in Arunachal Pradesh. This was the first report of a primary deposit of vanadium in India, with an
average grade of 0.76% V2O5 [vanadium pentoxide],” a GSI specialist said.

Vanadium mineralisation in Arunachal Pradesh is geologically similar to the “stone coal”
vanadium deposits of China hosted in carbonaceous shale. This high vanadium content is
associated with graphite, with a fixed carbon content of up to 16%.

Geologists discovered two bands of about 7-metre thick carbonaceous phyllite for a length of
more than 6 km in the Depo area. This prompted the GSI to extend its search to other areas of
the State.

“Good prospects” of vanadium for a cumulative length of 15.5 km and an average thickness of 7
m were found in the Deed, Saiya and Phop areas of Lower Subansiri district. Vanadium content
was also found in the Pakro area of Pakke-Kesang district, Palin-Sangram in Kra Daadi,
Kalamati in West Siang, Kalaktang in West Kameng and Kaying in Siang district.

“The expected grade of vanadium mineralisation in Arunachal Pradesh is comparable to the
important vanadium deposits of the world. The largest deposits are in China, followed by Russia
and South Africa,” the specialist said.
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RBI EYES COOLING INFLATION AS IT DEFENDS
TARGETING FRAMEWORK

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

Price pressures in India have for the most part been driven by factors beyond the central bank’s
control: costlier food items, broken supply chains due to a strict lockdown, and hefty levies on
already rising retail fuel prices

Inflation in India may finally be slowing, opening the door for the central bank to resume
monetary easing and helping it push back against calls for a shake up of its policy framework.

Consumer price index figures due Tuesday are expected to show a 5% increase in December
from a year earlier, returning to the Reserve Bank of India’s target range of 2% to 6%. Prices
rose quicker than 6% in 11 of the 12 prior readings, hampering the RBI’s ability to counter the
pandemic-driven downturn.

The price moderation couldn’t come at a better time for central bank Governor Shaktikanta Das,
with the inflation targeting mechanism that’s been in place since 2016 coming up for review this
year. The RBI will give its official recommendations in an annual report due in the next few
weeks.

Also Read | The curious case of the glowing beaches

Critics, including some in Prime Minister Narendra Modi’s government, are seeking a widening
of the inflation targeting band so the bank can focus on doing more to stimulate growth. Others
are calling for policy to target core inflation, which strips out volatile food and energy prices, as
well as the current benchmark headline inflation.

The RBI has been gently pushing bank on any changes, through working papers and statements
by senior officials. It has argued the elevated headline inflation is a supply-side impact of the
pandemic, not a policy flaw.

“I don’t think this is the result of any significant policy errors," said Hugo Erken, head of
international economics at Rabobank in Utrecht. “But the RBI needs ways to restore faith of
agents in the economy that 2%-6% is an inflation rate that will eventually be achieved."

Flaw or not, India’s above target CPI has kept the RBI from adding to the 115 basis points of
easing it delivered in the first half of 2020, although some of its peers across the Asia-Pacific
were able to use the rate tool to support their economies, thanks to price-growth that was within
or in line with target.

Price pressures in India have for the most part been driven by factors beyond the central bank’s
control: costlier food items, broken supply chains due to a strict lockdown, and hefty levies on
already rising retail fuel prices.

Crude oil, India’s top import, has surged more than 40% since the end of October thanks to a
series of vaccine breakthroughs, and the increase is an added threat to inflation, as also trade
balance -- making the economy heavily reliant on foreign inflows in stocks and bonds to help
finance import needs. Indian bonds saw outflows of more than $13 billion last year amid
concerns a wider fiscal deficit and economic contraction will lead to the nation’s credit score
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being cut to junk.

That’s part of the reason some economists have called for abandoning the current framework of
tracking retail inflation to decide monetary policy, and instead target core prices, which strip out
volatile food and fuel costs. And then there are those that advocate adopting dual targets of
inflation and growth.

On his part, Governor Das is clear that anchoring inflation expectations is the RBI’s primary task
so that policy credibility is not undermined. To that effect, he cautioned the government against
loosening the current inflation target band, saying doing so would dilute its effectiveness toward
setting monetary policy.

His comments came after the government was said to consider allowing the central bank to
focus more on growth despite stubbornly high consumer prices.

The thorn in the inflation flesh has been food prices, which appears to have divided economists
in the middle. It accounts for nearly half of India’s CPI basket, making it the highest among
inflation-targeting countries.

Sengupta’s views are echoed within the central bank. GV Nadhanael, an assistant adviser in
RBI’s department of economic and policy research, recently wrote that while food can prove to
be sticky, targeting core prices instead of the retail consumer prices carried the risk of under-
predicting inflation and lead to policy missteps.

Dual Targets?

So can the RBI adopt dual targets wherein it keeps an eye on both underlying as well as
headline inflation? That’s tough, is the assessment of Amol Agrawal, an assistant professor in
the department of economics and public policy at Ahmedabad University.

“It is best to stick to one," he said. And his reasoning: “If we move to core it is just 45% of the
basket which will hardly be a target."

Governor Das himself hinted that the headline CPI is likely to form the central target.

In the end, the Flexible Inflation Targeting regime, which has been successful in anchoring
expectations, is likely to stay. A recent working paper from the International Monetary Fund on
“India’s Inflation Process Before and After Flexible Inflation Targeting" found there is evidence
that expectations have become more anchored since 2015.

“Central banks using FIT as a framework have a clear goal by adopting a nominal anchor rather
than targeting intermediate variables, such as money supply, credit growth, which have an
indirect relationship with price stability at best," said Rabobank’s Erken. “Policy transparency
enhances central bank credibility to such an extent that it leads to lower inflation expectations."

This story has been published from a wire agency feed without modifications to the text.
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DELHI - VARANASI BULLET TRAIN PROJECT:
LIDAR(AERIAL GROUND) SURVEY STARTS

Relevant for: Indian Economy | Topic: Infrastructure: Railways

The proposed Delhi Varanasi High-Speed Rail(DVHSR) corridor with a length of about 800 km
today gained momentum.

The LiDAR (Aerial Ground)survey for Delhi-Varanasi High Speed Rail Corridor started today
from Greater Noida where a helicopter fitted with state of art Aerial LiDAR and Imagery sensors
took the first flight and captured the data related to ground survey.

The proposed plan for DVHSR corridor will connect the National Capital Territory (NCT) of Delhi
with major cities like Mathura, Agra, Etawah, Lucknow, Raebareli, Prayagraj, Bhadohi, Varanasi
and Ayodhya. The main corridor from Delhi to Varanasi (Approx. 800 km) will also be connected
to Ayodhya. The High Speed Rail (HSR) route will also connect the upcoming international
airport at Jewar in Gautam Buddha Nagar District of Uttar Pradesh.

"The ground survey is a crucial activity for any linear infrastructure project as the survey
provides accurate details of areas around the alignment. This technique uses a combination of
Laser data, GPS data, flight parameters and actual photographs to give accurate survey data,"
according to a statement.

National High Speed Rail Corporation Limited(NHSRCL) is adopting Light Detection and
Ranging Survey (LiDAR) technology which provides all the ground details and data in 3-4
months wherein this process normally takes 10-12 months.

"During the Aerial LiDAR survey, 300 meters (150 meters on either side) of the area around the
proposed alignment is being captured for the survey purpose. After the collection of data, Three
Dimensional (3D) Topographical map of 50 meters corridor on either side of the proposed
alignment on a scale of 1:2500 will be available for designing of the vertical & horizontal
alignment, structures, location of the stations and depots, Land requirement for the corridor,
identification of project affected plots/structures, Right of Way etc," according to a statement
issued by the NHSRCL.

As per the nine (9) standard benchmarks set by the Survey of India in this field, 86 master
control points and 350 secondary control points have been established and these coordinates
are being used for flying the aircraft on Delhi-Varanasi HSR corridor alignment.

To provide clear pictures of the structures, trees and other minute ground details,60 megapixel
cameras are being used for the LiDAR survey.

Detailed project report for Delhi Varanasi High Speed Rail Corridor has been submitted to
Ministry of Railways on 29th October 2020.

NHSRCL has been entrusted to prepare the Detailed Project Reports for seven (7) High Speed
Rail Corridors and LiDAR survey technique will be used for ground survey in all the corridors.
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PLANNING AN EXIT OUT OF THE EASY MONEY
REGIME

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

The Reserve Bank of India (RBI) embarked on an extraordinary expansionary policy to manage
the financial pressures unleashed by COVID-19. It slashed policy interest rates aggressively,
flooded the market with an unprecedented amount of liquidity and instituted a slew of measures
for targeted assistance to especially distressed sectors.

As we sight springshoots in the economy, the RBI must be planning for a non-disruptive exit out
of the easy money regime. Crisis management is a percentage game. When the house is on
fire, central banks do what they think has the best chance of dousing the flames, shedding their
characteristic deliberation. In contrast, reversing a crisis-driven expansionary policy has to be a
deliberative process, with the timing and sequencing carefully planned. Indeed, one of the big
lessons of the global financial crisis is that any missteps on the exit path by way of commission,
omission, or importantly communication, can be costly in macroeconomic terms.

Also read | Indian economy heading towards V-shaped recovery in 2021: Assocham

So what are the challenges that the RBI will confront on the way out?

By far the biggest challenge will be to manage the tension between restraining inflation and
supporting the recovery. This is a policy dilemma even when the macroeconomic situation is
benign; the pandemic, shrouded in unusual uncertainty, has made the dilemma much sharper.

Consider the most recent Monetary Policy Committee (MPC) review in early December. Inflation
remained above the RBI’s target band for the past several months, and according to the RBI’s
own estimates, is expected to remain above the band for the next several months. Yet, the MPC
decided against any rate action out of concerns for growth and financial stability. The MPC
expects inflation to soften on its own in the weeks ahead as supply chains, disrupted by the
lockdown, normalise, and the bumper winter crop comes into the market.

Also read | Economic revival beating predictions: RBI bulletin

That outcome is not inevitable. Inflation could be pressured upwards by several factors even
though there could be some apparent softening purely because of base effects. There is the risk
that persistent high inflation expectations would result in food inflation getting more generalised.
Core inflation could firm up because of rising input prices. ‘Excessive margins’, among the
factors cited by the MPC as one of the causes of high inflation, may not disappear if firms,
regaining pricing power amid demand recovery, raise prices to mend their balance sheets.

Equally, there are concerns that the recovery, for all the positive signals, is still fragile. It has
also been uneven and unequal, with large industries finding their foothold while small and
medium enterprises and the entire informal sector continue to be in distress. And there is
heightened concern about an aggravated unemployment problem caused by big firms
retrenching labour to cut costs.

The Hindu Explains | What is inflation, and what is the RBI’s role in tackling it?

Quite apart from the upside risks to inflation and downside risks to growth, the RBI should also
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be concerned about the plight of savers who are being shortchanged by low interest rates at a
time of high inflation. All these concerns taken together make a complex cocktail of dilemmas for
the RBI as it seeks to normalise the policy rates.

A second and related challenge will be to withdraw the ‘excess’ liquidity in good time. Banks are
routinely depositing trillions of rupees with the RBI every day, evidencing that all the money that
the central bank unleashed into the system is not doing much good anymore. For sure, there
was a clear purpose behind the RBI joining the global central bank bandwagon of ‘dash for cash’
— to inspire confidence in the economy when confidence was at very low ebb. Hopefully, we are
out of that abyss now and it is time to think of an exit.

The Hindu Explains | What is technical recession, and what does it mean for the Indian
economy?

Every financial crisis can be traced back to mispricing of risk, and mispricing of risk is what
results when there is too much liquidity sloshing around the system for too long. It will drive
investors into dodgy ventures and threaten financial stability.

As the RBI seeks to guard financial stability by normalising liquidity, it will have to contend with
possible market tantrums. Remember the ‘taper tantrums’ that reverberated across global
markets when Ben Bernanke, then chairman of the U.S. Federal Reserve, announced in a
routine statement in May 2013 that they were considering gradually tapering ‘quantitative
easing’. Any news like that, implying that the American economy, the epicentre of the global
financial crisis, was showing signs of a robust recovery, should have been cheered by the
financial markets; instead, the panic sell-off showed that investors, used to the ease of abundant
liquidity, were unprepared for the ‘punchbowl’ being snatched away. The lesson from the taper
tantrums clearly is that the RBI will have to manage its communication as carefully as it does the
liquidity withdrawal.

Also read | GDP shrank 8.6% in Q2 pushing economy into recession: RBI

That allows me a segue into the third big challenge for the RBI going forward which will be to
restrain the rupee from appreciating out of line with fundamentals. Here, the RBI is confronted
with a classic case of ‘the impossible trinity’ — of keeping doors open for capital flows while
simultaneously maintaining a stable exchange rate and restraining inflation. Maintaining a policy
balance across all three conflicting objectives can be tricky. As a former Governor, I can vouch
for it.

The current account surplus this year together with massive capital flows has meant a surfeit of
dollars in the system putting upward pressure on the rupee which is already overvalued in real
terms. The RBI has absorbed nearly $90 billion this fiscal year to prevent exchange rate
appreciation and to maintain the competitiveness of the rupee. The RBI’s ability to continue to
intervene in the forex market will be constrained by its anxiety about how the resultant liquidity
might aggravate inflation and the risk to financial stability. Managing the impossible trinity will be
a tricky challenge for RBI going forward.

The Hindu Explains | Why is the RBI worried when volume of bad loans declined in the
September quarter?

It is better to be rough right, as Keynes said, than be precisely wrong. That should be the
guiding principle for RBI as it navigates its way out of the crisis driven easy money policy.

Duvvuri Subbarao is a former Governor of the Reserve Bank of India
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LIQUIDATION FAR EXCEEDS COS RESCUED UNDER
IBC

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

NEW DELHI : Unviable companies liquidated under the Insolvency and Bankruptcy Code (IBC)
far outnumbered those rescued since the new bankruptcy framework came into force four years
ago, indicating the challenges facing the economy.

Official data showed that almost in every quarter since January 2017, the number of businesses
that were ordered to be liquidated was three to four times the companies that could find a fresh
lease of life.

The highest number of liquidation orders of 155 came in the second quarter of FY20, against 33
resolution plans cleared by tribunals, data from the Insolvency and Bankruptcy Board of India
(IBBI) showed. In the second quarter of FY21, 68 companies faced liquidation against 22
businesses stitching together revival plans.

Also Read | How plant meat is coming of age in India

IBC’s goal is to salvage the maximum number of distressed firms, which experts said has
helped, but the number of liquidation orders still remains high.

“The number of companies sent for liquidation could have been even higher but for the
opportunities being given by the National Company Law Tribunal (NCLT) beyond 330 days to
explore revival as is the ultimate goal of the IBC. The problem is that it will only result in kicking
the can down the lane unless some inherent issues are addressed. One of the main reasons for
more liquidation than resolution is the disqualification under section 29A of IBC of promoters,
who happen to be the most obvious propounders of a resolution plan, from taking part in the bid
process. In the Indian context of family-driven businesses, promoters play a crucial role in
steering the company and in their absence, the corporate debtor is left to fend for itself," said
Sumant Batra, managing partner of the law firm Kesar Dass B. and Associates.

IBC disqualifies promoters of defaulting companies from placing bids unless they pay up all
overdue amounts. The idea is to check promoters from winning the company back at a
discounted price while lenders take a haircut.

Inadequate number of buyers and the inability of businesses to remain viable are among
reasons for the higher liquidation number, said Shardul Shroff, executive chairman, Shardul
Amarchand Mangaldas and Co., a law firm. “The pre-pack scheme currently under discussions
will help in reducing the number of liquidation orders. Also, the government could explore
solutions like setting up a fund to support micro, small and medium enterprises in the resolution
process," said Shroff.

Besides, the absence of a matured distressed asset market, lack of freedom for resolution
professionals to proactively reach out to potential investors and stitch together a plan, general
delays in attaining bid closure, the overall economic conditions including of tight liquidity and
lenders’ overly defensive approach in taking a haircut are reasons for the high number of
businesses going into liquidation, explained Batra.

https://www.livemint.com/Search/Link/Keyword/Insolvency-And-Bankruptcy-Code
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India’s economy has been on a downward spin since the January-March period of 2018 when it
expanded by 8.2%. As per official estimates, the economy is projected to contract by a record
7.7% in FY21 for the first time in 41 years with the services sector affected the worst by the
coronavirus pandemic.
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BAD LOANS MAY HIT 22-YEAR HIGH BY SEPT, RBI
STRESS TESTS SHOW

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

Indian banks’ bad loan ratio could rise to 13.5% under the baseline stress scenario by
September, the highest in more than 22 years, posing a risk to the broader economy, the
Reserve Bank of India (RBI) said.

The gross bad loan ratio of banks which stood at 7.5% as of 30 September, could almost double
to 14.8% under a severe stress scenario, RBI warned on Monday in its semi-annual Financial
Stability Report (FSR). Under the severe stress scenario, RBI has assumed a 7.6% economic
contraction in the six months to 31 March and a tepid 3.8% growth in the first half of the next
fiscal year.

Also Read | How plant meat is coming of age in India

The last time banks saw such stress was in 1996-97 when the non-performing assets (NPAs)
ratio rose to 15.7%, RBI data showed. The current stress in the banking system has been
triggered by the covid-19 pandemic, which has left thousands of companies and millions of
individual borrowers struggling to repay loans amid a deep economic slump.

The stress test projections are close to where RBI had seen them in the last FSR in July. It had
then said that bad loan ratios may rise 4 percentage points to 12.5% of total advances by March
2021 under the baseline stress scenario and to 14.7% under the very severely stressed
scenario.

However, because of the moratorium on repayments that ended on 31 August, the standstill on
asset classification and restructuring of loan accounts, the data on fresh loan impairments
reported by banks may not reflect the true state of the assets, it said.

Analysts have expressed concern that the Supreme Court’s 3 October order for lenders to halt
classifying certain accounts as bad, masks the true extent of stressed assets. “Congenial
liquidity and financing conditions have shored up the financial parameters of banks, but it is
recognized that the available accounting numbers obscure a true recognition of stress," RBI
governor Shaktikanta Das wrote in the report’s foreword.

Stretched valuations of financial assets could pose risks to financial stability, Das said, adding
that banks and financial intermediaries need to be cognizant of these risks and spillovers in an
interconnected financial system.

Das also reiterated that banks could face balance sheet impairment and capital shortfalls once
regulatory reliefs are rolled back. He added that easy liquidity and financing conditions have
helped banks improve their parameters. Das made a similar observation in the Trends and
Progress report in December, when he cautioned banks and non-bank lenders could see
substantial impairment in loan assets.

In the past, RBI’s stress testing models have been criticized by some experts. Soumya Kanti
Ghosh, group chief economic adviser, State Bank of India (SBI) wrote in November that RBI’s
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stress testing could have a significant upward bias.

RBI’s stress test projections on Monday came with several disclaimers and caveats. It said
considering the uncertainty regarding the unfolding economic outlook, and the extent to which
banks use the debt recast benefit, the projected ratios are susceptible to change. RBI had
allowed banks to recast loans for borrowers whose cash flows have been affected by covid and
allowed such loans to be classified as standard despite their repayment norms being relaxed.

“It is emphasized that model outcomes do not amount to forecasts," it said.

Siddhartha Sanyal, chief economist and head of research, Bandhan Bank, said while RBI has
cautioned about a likely surge in NPAs, this may not be a surprise given the current economic
scenario.
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‘STRETCHED VALUATIONS THREATEN STABILITY’
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Reserve Bank of India (RBI) Governor Shaktikanta Das has flagged the growing disconnect
between exuberant equity markets and real economic activity and warned that the ‘stretched
valuations of financial assets’ threaten overall financial stability.

“The disconnect between certain segments of financial markets and the real economy has been
accentuating in recent times, both globally and in India,” Mr. Das wrote in his foreword to the
RBI’s biannual Financial Stability Report (FSR), which was released on Monday.

“Stretched valuations of financial assets pose risks to financial stability,” he cautioned.

Pointing to the interconnected nature of the financial system, the RBI Governor urged banks and
financial intermediaries to be cognisant of the risk. India’s stock markets have been on a tear
since plunging to their lowest levels in more than three years in March in the wake of the
COVID-19 pandemic’s outbreak and ensuing lockdowns.

As of Monday’s close, the benchmark S&P BSE Sensex had appreciated almost 90% from its
March 23, 2020, low.

The pandemic could also trigger balance sheet impairments and capital shortfalls, especially as
regulatory reliefs are rolled back, Mr. Das cautioned.

‘Obscure true picture’

“Congenial liquidity and financing conditions have shored up the financial parameters of banks,
but it is recognised that the available accounting numbers obscure a true recognition of stress,”
Mr. Das wrote.

As per the FSR, the gross non-performing assets (GNPA) and net NPA (NNPA) ratios of banks
fell to 7.5% and 2.1%, respectively, by September 2020. But the RBI warned that the withdrawal
of pandemic-triggered reliefs could see a jump in bad loans at lenders.

“The improvements were aided significantly by regulatory dispensations extended in response to
the COVID-19 pandemic. Macro-stress tests for credit risk show that SCBs’ GNPA ratio may
increase from 7.5% in September 2020 to 13.5% by September 2021 under the baseline
scenario,” the RBI observed.

‘Ratio may escalate’

“If the macroeconomic environment deteriorates, the ratio may escalate to 14.8% under the
severe stress scenario. These projections are indicative of the possible economic impairment
latent in banks’ portfolios,” it said.

“Consequently, maintaining the health of the banking sector remains a policy priority and
preservation of the stability of the financial system is an overarching goal,” Mr. Das said.
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Source : www.pib.gov.in Date : 2021-01-12

CBDT LAUNCHES E-PORTAL FOR FILING
COMPLAINTS REGARDING TAX EVASION/BENAMI
PROPERTIES/FOREIGN UNDISCLOSED ASSETS

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

Taking another step towards e-governance and encouraging participation of citizen as
stakeholders in curbing tax evasion, the Central Board of Direct Taxes has launched an
automated dedicated e-portal on the e-filing website of the Department to receive and process
complaints of tax evasion, foreign undisclosed assets as well as complaints regarding benami
properties.

The public can now file a Tax Evasion Petition through a link on the e-filing website of the
Department https://www.incometaxindiaefiling.gov.in/ under the head “File complaint of tax
evasion/undisclosed foreign asset/ benami property”. The facility allows for filing of complaints
by persons who are existing PAN/Aadhaar holders as well as for persons having no PAN
/Aadhaar. After an OTP based validation process (mobile and/or email), the complainant can file
complaints in respect of violations of the Income- tax Act, 1961, Black Money (Undisclosed
Foreign Assets and Income) Imposition of Tax Act, 1961 and Prevention of Benami Transactions
Act (as amended) in three separate forms designed for the purpose.

Upon successful filing of the complaint, the Department will allot a unique number to each
complaint and the complainant would be able to view the status of the complaint on the
Department’s website. This e-portal is yet another initiative of the Income Tax Department to
bring about enhanced ease of interaction with the Department, while strengthening its resolve
towards e-governance.

****

RM/KMN
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Source : www.thehindu.com Date : 2021-01-13

‘16% OF CREATIVE SECTOR FACING PERMANENT
CLOSURE’

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector
incl. MSMEs and PSUs

The creative economy is contracting, organisations are closing permanently to avoid bankruptcy,
creative businesses are contending with increasingly difficult choices to cut staff and overheads
to ensure they remain resilient, and individual professionals and artisans are facing short-term
hand-to-mouth existence. These are some of the main takeaways from the second pan-India
survey of the Taking the Temperature Report, which was released on Tuesday.

Developed by the British Council in partnership with the Federation of Indian Chambers of
Commerce and Industry (FICCI) and the Art X Company, the report records the impact of the
COVID-19 pandemic on the creative economy in India, including the scale of impact on creative
sectors, arts companies and individual artists, managers, and stakeholders.

While the first report provided a snapshot of the impact of COVID-19 from March to June, the
second report reflects on the depth of the crisis in the creative economy up to October 2020.

According to the second report, sectors are adapting to digital and live business models, but
some of the workforce is leaving the creative economy and changing careers. It also says that
16% of the creative sector is facing permanent closure now, 22% of the sector is forecast to lose
more than 75% of annual income, and 26% of respondents fear they will not be able to continue
in the last two quarters of 2020–21.

“Fifty-two per cent of the respondents in the second survey are women, increasing gender
inequality of opportunity as a result of the short-term impact of the pandemic. About 19% of the
sector, despite relaxation of lockdown in June, remains in temporary closure as per Survey 1
and 90% of the sector fears the long-term impact of social distancing on the creative economy,”
it says.

“Given the length of the COVID-19 pandemic globally, the indicators confirm that the creative
economy will most likely be very different in the aftermath in India and its trading nations. While
some sectors are adapting with agility, others risk being decimated,” says the report.

While acknowledging that some State governments have responded swiftly to provide
emergency grants for relief to artists and companies, it terms the “national and area response to
invest in the creative economy during COVID-19” as “patchy, relative to the scale of the creative
industries”.

Among the recommendations made are concerted emergency action for investment between
governments and corporates, utilising the National Culture Fund to provide grants for urban and
rural traditional performers and artisans, and creating cultural districts in every Smart City to
allow for performance spaces, rehearsal venues, libraries, studios, and artists’ offices.

Highlights

22% of creative sector is forecast to lose more than 75% of annual income

19% of the sector, despite relaxation of lockdown in June, remains in temporary closure
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90% of the sector fears the long-term impact of social distancing on the creative
economy

52% of the respondents in the second survey are women, increasing gender inequality of
opportunity
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Source : www.livemint.com Date : 2021-01-14

RBI PANEL TO EXAMINE DIGITAL LENDING RISKS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The Reserve Bank of India (RBI) on Wednesday said it has formed a working group to study
aspects of digital lending by regulated and unregulated players, including mobile apps.

The move indicates RBI’s intent to look into the practices followed by lending apps, even those
that do not have a regulated entity such as a non-bank financier linked to it. The working group
has been advised to submit its report within three months.

Also Read | Digital bank account sparks off a disruption

The covid-19 pandemic has pushed people to the brink, forcing them to opt for quick loans at the
click of a button from lending apps. However, when borrowers were unable to repay these loans,
along with an usurious interest rate, these companies resorted to coercive recovery tactics.

“While the penetration of digital methods in the financial sector is a welcome development, the
benefits and certain downside risks are often interwoven in such endeavours," the central bank
said.

The panel members comprise four RBI officials and two external experts. It will be led by Jayant
Kumar Dash, executive director, RBI, and will have Ajay Kumar Choudhary, chief general
manager-in-charge, supervision, P. Vasudevan, chief general manager, payment and settlement
systems, and Manoranjan Mishra, chief general manager, regulation, as the other internal
members. External members include Vikram Mehta, co-founder, Monexo Fintech; and Rahul
Sasi, cybersecurity expert and founder of CloudSEK.

“The recent spurt in the popularity of online lending platforms/mobile lending apps has raised
certain serious concerns that have wider systemic implications," RBI said, adding that the
working group will examine all aspects of the sector that will help the central bank to put an
appropriate regulatory approach in place.

RBI lacks regulatory powers as most lending apps are not registered as non-banking financial
companies, but under money lending Acts of various state governments. The working group will
thus evaluate digital lending activities and assess the penetration and standards of outsourced
digital lending activities in RBI-regulated entities. It will identify risks posed by unregulated digital
lending firms to financial stability, regulated entities and consumers.

The working group, RBI said, will suggest regulatory changes, if any, to promote orderly growth
of digital lending, recommend steps to expand a specific regulatory or statutory perimeter, and
suggest the role of various regulatory and government agencies.
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Source : www.thehindu.com Date : 2021-01-14

FARM LAWS, THEIR CONSTITUTIONAL VALIDITY, AND
HOPE

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

With the Supreme Court of India staying the operation of the farm laws and setting up a
committee of experts to negotiate with the government and the farmers, the agitation being
carried on by the farmers is entering a new phase. The farmers’ unions have not reacted
favourably to the formation of the experts’ committee. As it happens, the committee does not
comprise entirely impartial experts. Most of them are well known and strong defenders of the
farm laws, and are critical of the agitation.

For conducting negotiations with both the government and the farmers, the members of the
committee ought to and should be known to have an open mind on the core issues, which alone
will create a necessary confidence in the parties concerned. The farmers have, however, made
it clear that they will not agree to anything less than the repeal of these laws. This would mean
that the present agitation is likely to continue indefinitely. It is not yet clear what impact the report
of this committee will have on the final decision of the Supreme Court on the question of the
constitutional validity of the farm laws. That is the real issue before the Supreme Court. So
whatever the experts’ committee recommends, the question of the constitutional validity of the
farm laws can be decided only after a proper hearing of the matter before the Court. The most
curious thing about a decision on this issue by the Supreme Court is that if the Court upholds the
validity of the laws, the agitation will not stop because the farmers’ demand is for the repeal of
the laws.

Also read | Farmers burn agriculture law copies in ‘Lohri bonfire’

But the government of India seems to have taken a maximalist approach, particularly on the
question of a repeal of the farm laws. While the repeal of a law is a simple legislative act, having
to repeal a law in which the government has invested a lot of its prestige is not so easy
especially for a government which is extremely proud of its numerical majority in the Lok Sabha,
which has generated a great deal of hubris. On the other hand, the farmers are unyielding on the
demand for a repeal.

The constitutional validity of the farm laws has been challenged in the Supreme Court mainly on
the ground that Parliament has no legislative competence to enact these laws, the subject
matter of which is essentially in the State list. But there is a more fundamental reason to
challenge these enactments which will be examined now.

It is a universally acknowledged fact that the voting on the Farm Bills in the Rajya Sabha was
not done in accordance with the rules of the House. These rules require the Chair to order the
recording of votes (division) by members even when one member demands it. The Deputy
Chairman of the House, who was conducting the proceedings at that time, did not order division
although a few members openly and loudly demanded it. It is true that there was disorder in the
House but it could have been controlled and a proper voting could have been conducted.
Disorder was not taking place for the first time in the House. Thus, there was a violation of the
rules of the House in passing the Bills by voice vote when there was a demand for division.

Also read | Will set aside my personal views, says Anil Ghanwat after being named on Supreme
Court panel on farm laws
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But the matter goes beyond the violation of the House rules. It involves the violation of the
Constitution itself. Article 100 says that all questions at any sitting of either House shall be
determined by a majority of votes of the members present and voting. Majority can be
determined only in terms of number, and therefore what this Article requires is that all questions
in the House should be determined by recording the votes of the members present and voting.
Majority cannot be determined through voice vote. In fact the Constitution does not recognise
voice vote to determine majority in a legislature. However, deciding a question by voice vote is a
practice prevailing in all legislatures. This was devised for the sake of convenience and there is
always an assumption that since the government of the day has a majority, any proposal before
the House has the support of the majority. But that assumption goes when a member demands
voting in the House and the Chair has, then, no option but to order the actual voting. Since this
was not done and the Bills were all passed by voice vote, there is a violation of the rules as well
as the Constitution.

Also read | Govt says farmers peddling ‘erroneous notions’

It is true that Article 122 of the Constitution protects the proceedings of the House from judicial
review. But this protection is available only when the proceedings are challenged on irregularity
of procedure. Violation of the Constitution is not a mere irregularity of procedure. The Supreme
Court in Raja Ram Pal’s case had clarified that the proceedings can be challenged on
substantive grounds like violation of the Constitutional provisions. Therefore, the Farm Bills were
passed in the Rajya Sabha in violation of Article 100 of the Constitution and can be challenged
in the Supreme Court on that ground.

Now what are the options before the Supreme Court if and when such a challenge is made? The
Court can strike down the whole laws as the requirement of Article 107 has not been fulfilled.
This Article says that a Bill shall not be deemed to have been passed unless it has been agreed
to by both Houses. As has been explained above, the Bills have not in fact been passed by the
Rajya Sabha because the majority had not been determined in accordance with Article 100. It
would mean that the three Bills did not become laws.

Editorial | Imposing a compromise: On courts and laws

The Court may also invalidate the proceedings of the Rajya Sabha and send the three ‘Acts’
back to that House for further proceedings in accordance with the constitutional provisions. If
this happens, it may provide a good opportunity to the government to revisit these laws. These
can then be referred to a Select Committee of the Rajya Sabha which can invite the farmers and
all other stakeholders and finally produce better Bills. Such an opportunity is invaluable in the
present circumstances when the government is facing virtually a no-win situation. If, on the other
hand, the government decides to withdraw the Bills after these are sent back to the Rajya Sabha
on the ground that it wants to bring fresh Bills with altered proposals, it will have that option too
under the rules of the House. The possibility of these options can be creatively considered for
finding a solution to this problem.

We may not forget that the issue that needs to be settled by the top court is only the
constitutional validity of the laws. In resolving a problem like the agitation by farmers against the
laws, the centrality of Parliament in the legislative process in all its dimensions should not be lost
sight of. Once the Court decides the legality or constitutionality of a law, the political and
legislative aspects of the issue will have to be dealt with only by Parliament. Parliament and its
systems alone can produce a satisfactory solution. The only condition is that the government
which is accountable to Parliament should genuinely demonstrate its faith in those systems.

P.D.T. Achary is a former Secretary General of the Lok Sabha
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Source : www.livemint.com Date : 2021-01-14

THE NEED TO REGULATE CRYPTOCURRENCIES IS
LOUD AND CLEAR

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

A regulatory system must be in place before we can address the question of taxing crypto trades

In March 2020, in a magisterial judgement, the Supreme Court set aside a circular of the
Reserve Bank of India (RBI) that banned regulated entities from providing any service related to
the purchase and sale of virtual currencies. Although the SC reaffirmed RBI’s power to regulate
such currencies, it said any restraint or regulation must be exercised with proportionality and
responsibility, backed by adequate empirical evidence. This set the stage for the regulation of
cryptocurrency. Rather than stifle innovation, regulation must foster the development of this
sector for it to fulfil its potential for financial inclusion. It can aid international remittances and
reduce transaction costs in payment services, all of which were recognized by the Financial
Action Task Force (FATF) as far back as 2014, even while warning of the risks of money
laundering and terror financing. Regulation should fill the breach, following the SC judgement,
removing uncertainty while also mitigating the risks presented by cryptocurrency.

Whether any product, service or activity merits regulation and supervision depends on the risk of
potential market failures or externalities that could imperil financial stability. In addition,
asymmetries of information and negotiation power could create the need to protect consumers
and investors from abuse. Cooperation between sectoral and jurisdictional regulators will
prevent regulatory arbitrage.

Cryptocurrencies present a multiplicity of risks, some of them unique to such assets. Most
crypto-assets are not backed by tangible assets or other securities, and may have no clear
intrinsic value (stablecoins are exceptions). This weakens price discovery and heightens the risk
of market manipulation. The lack of comparable information on such products, together with
intrinsic technological complexities, warrants regulatory attention on consumer protection, and
adequate disclosure and transparency.

An FATF report to the G-20 underlined anonymity and layering as intensifying the risks of money
laundering and terror financing, particularly so in the context of anonymous peer-to-peer
transactions through unhosted wallets. Disintermediated transactions may allow efficiencies, but
also the circumvention of anti-money laundering rules.

Non-unique crypto risks may include the operational risk of hacking, as also the usual market,
credit and counterparty risks—in the absence of regulatory protections such as deposit
insurance or a liquidity facility from central banks—that non-bank finance products grapple with,
too.

Cryptocurrencies could suffer firesales, which could have systemic implications, as with some
other financial products. Crypto-service providers could face bankruptcy, especially if their
clients’ coins and tokens are mingled with their other assets, in the absence of a regulatory
framework that requires a remote custody arrangement. If the service provider is a regulated
bank, crypto-asset holdings could make the resolution of its insolvency more complex, which in
turn could have wider financial-stability implications.

Crypto-asset providers and issuers are increasingly engaging with traditional financial
institutions and modifying the competitive landscape, thus giving rise to prudential risks that

https://www.livemint.com/Search/Link/Keyword/Rbi
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could spell contagion risks. A global fintech survey conducted by the International Monetary
Fund and World Bank in early 2019 found that most jurisdictions agree that while crypto-assets
present risks to investors, they do not yet threaten financial stability. In March 2019, the Basel
Committee on Banking Supervision released a statement on crypto-assets saying that their
growth could raise concerns of financial stability. Regulators must therefore consider monitoring
these developments to analyse emerging risks and identify significant vulnerabilities.

It is clear that regulators should take a proactive approach to address the above concerns.

India’s central bank could deploy a range of measures to develop regulation that harnesses the
potential of this emergent technology. Its regulatory sandbox could experiment with the
development of crypto products in a controlled environment. This will help enhance confidence
among market stakeholders and also build regulatory and supervisory capacity, while permitting
empirical evidence to be garnered on possible risks. The innovation hub to be set up by RBI
could also encourage the use of blockchain crypto-products for financial inclusion. As a matter of
regulatory governance, RBI should put out proposed regulations for public discussion, engage
industry players and conduct a regulatory impact assessment of such rules. This will enhance
the quality of regulation as well as give cryptocurrency greater legitimacy. Finally, RBI could also
mine the potential of regulatory technology (or ‘regtech’).

It is also pertinent to note that depending on what RBI permits in terms of cryptocurrency
transactions, the likely impact of the same from a taxation perspective shall also have to be
examined. On a prima facie basis, unless a specific dispensation is granted to cryptocurrencies,
it appears that goods and services tax (GST) shall be payable on their trades, unless they are
specifically included in the definition of ‘financial instruments’ (such as a wallet, payment system
or security) and are therefore not to be classified as ‘goods’. However, the actual leviability of
GST can be determined only on the basis of what is regarded as permissible from a regulatory
perspective.

Richa Roy is partner, Cyril Amarchand Mangaldas
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THE BUDGET MUST TACKLE INDIA’S PREVAILING
ECONOMIC UNCERTAINTY

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector
incl. MSMEs and PSUs

Suggestions on taxation, tariffs and other policy measures that would help our economy
generate demand and employment

The numerous prompt and decisive relief and reform measures announced by the government
in the recent past to manage the impact of the covid pandemic on Indian industry and the overall
economy have led to a distinct turnaround in India’s growth trajectory.

Improved trends in agricultural production, the manufacturing sector and consumption have
boosted industry confidence and strengthened consumer sentiment. The latest poll of chief
executive officers conducted by the Confederation of Indian Industry (CII) indicates positive
business expectations, further affirmed by an all-time high goods and services tax (GST)
revenue collection of 1.15 trillion in December 2020. It is likely that the economy will recover this
year itself, and India will have to ensure that such a recovery remains sustainable. The Union
Budget of 2021-22 is less than a month away and offers a great opportunity for comprehensive
and objective steps towards achieving this objective.

The sharp fall in India’s economic growth rate resulted in a revenue shortfall for the government,
leading to a stressed fiscal situation. Thus, we need judicious fiscal management while
simultaneously maintaining a growth impetus.

Like every year, CII has submitted a comprehensive set of suggestions for generating demand
and employment, along with the required revenue, as well as on direct taxes and import tariffs to
encourage Atmanirbhar Bharat.

The two most critical areas that require attention for India’s economy to get back on a high-
growth trajectory are private investment and job creation. For creating employment and
livelihoods, a stable tax regime is strongly desired. Keeping in view the fiscal constraints, CII has
not suggested any significant deductions or exemptions in direct taxation, and therefore, its tax
recommendations are focused mainly on clarity in law, simplification of procedures and
reduction of litigation to facilitate business transitions which would make doing business easier
for industry. There is a need to maintain contractual sanctity by ensuring that any tax-law
amendments are done in such a manner that the amended laws honour existing contracts under
execution.

To encourage employment in higher skilled jobs, the present cap of 25,000 needs to be raised to
50,000 per month under Section 80JJAA of the Income Tax Act, which provides for deduction of
30% on emoluments paid to new employees, to be claimed for three years.

There exist large volumes of litigation and pending tax cases. Mediation can provide final and
binding settlements to ensure certainty and provide relief from long-drawn litigation. Hence, a
time-bound mediation mechanism for tax disputes should be introduced in the upcoming budget.

The Finance Act of 2018 provides for the grandfathering of long-term capital gains accrued up to
31 January 2018 on listed equity shares. A clarification should be issued that it would apply to
shares of amalgamated or demerged companies as well.
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To enhance the financial strength and soundness of banks, and thus the stability of India’s
financial sector, the prescribed limits on provisioning for bad and doubtful debts by Indian banks
should be enhanced from the existing 8.5% to 15%. Further, the interest on non-performing
assets that has been overdue for more than 90 days should be excluded from total income and
taxed only on a receipt basis.

The global covid-induced economic downturn has had an unprecedented impact on exports.
Orders have been cancelled and global trade has been transformed.

India’s government has proactively taken steps to help industry manage the impact of covid
through various measures, including a lowering of tax rates and the deferment of tax payments
and compliances. Also, a major thrust has been given to the Make in India, Atmanirbhar Bharat
and Vocal for Local initiatives. Following the vision of Prime Minister Narendra Modi, CII has
proposed a set of general principles to guide the country’s import tariff structure, along with a
roadmap to encourage and calibrate domestic manufacturing in alignment with global trade
trends that would strengthen its manufacturing capacities and boost its export competitiveness
over three years.

CII has suggested the lowest or ‘nil’ slab for inputs or raw materials, a top slab of 5-7.5% for final
products, and 2.5-5% for intermediate goods. This will help Indian industry integrate itself with
global value chains and turn its goods and services competitive in world markets. Exceptions
could be considered for a few products presently in higher slabs, accompanied by policy actions
to boost domestic manufacturing through phased manufacturing programmes and production-
linked incentive schemes. Any imposition or increase of import duty may impact the global
competitiveness of Indian manufacturers and make it difficult for them to further slot their
operations into global value chains.

At her interaction with CII in December, finance minister Nirmala Sitharaman had stated that the
current unprecedented times call for a budget like never before. CII looks forward to an
ambitious and balanced budget this year that will proactively tackle the prevailing economic
uncertainty.

Chandrajit Banerjee is director general, Confederation of Indian Industry
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WHY INDIA’S BOND MARKET STICKS OUT LIKE A
SORE THUMB

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

In 2020, India stood out with $13.7 billion worth of outflows from its bond market even as most of
its Asian peers saw record inflows. The country’s equity market continues to see record dollar
inflows but foreign investors are still exiting bonds. Mint takes a deep dive.

In 2020, India stood out with $13.7 billion worth of outflows from its bond market even as most of
its Asian peers saw record inflows. The country’s equity market continues to see record dollar
inflows but foreign investors are still exiting bonds. Mint takes a deep dive.

What happened to the bond market in 2020?

The covid-19 pandemic wreaked havoc on markets in the initial months, but after central banks
globally pumped in liquidity, investors began to look for the best options to park this money. A
recessionary year meant bonds would do well and low-risk government paper sold like hot
cakes. In search of returns, the dollars rushed into bonds issued by Asian countries. But this
logic turned on its head in India. While Asia’s fixed income market got a record $152 billion in
2020, India saw $13.7 billion move out, as per Barclays Bank. Thailand and Indonesia saw
outflows too, but relatively smaller in quantum.

Where did the US dollars flow into?

China towered over others with record inflows in its bonds. By the end of 2020, foreign investors
held $475 billion worth of Chinese paper, a large chunk in sovereign paper. By its sheer size and
active offshore bond market, China managed to garner a big chunk of dollars. But others such
as Korea and Malaysia too got their share. Korean bond holdings of foreign investors went up to
$138 billion while Malaysian paper holdings added up to $55 billion. Holdings in India dropped
sharply to $41 billion. Foreign investors held just 2% of outstanding government paper in India,
against over 40% in Malaysia and nearly 9.7% in China.

Why are foreign investors avoiding Indian bonds?

A host of factors are responsible, but the most important is the worry over supply. Market
borrowings from the states and central government have over doubled in FY21, with the Centre
set to borrow 12 trillion. India’s domestic bond market bears the entire burden of financing the
deficit, which has led to a view that bond yields have bottomed out.

How will such investors warm up to India?

While some experts believe that greater access and inclusion in global bond indices are key, it
all comes down to how much returns investors can get. India’s bond market has been under the
heavy influence of the central bank with operation twists and open market operations dictating
yields. That means punting on the yield curve is severely restricted. RBI in the past has
indicated that it is loath to see the benchmark 10-year bond yield rise above 6%, while the
incessant supply has meant yields don’t trend much lower.

Will they be returning to India anytime soon?
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This will depend on how long interest rates remain benign and liquidity remains surplus. These
factors help keep government bond yields from rising. But RBI’s recent move to signal the first
step towards withdrawing pandemic-related measures doesn’t bode well for liquidity. Moreover,
with the Union Budget due next month, foreign investors would wait to see the headline deficit
figures for FY21 and FY22 as well as the fine print on financing those. Global liquidity, for now,
may continue to prefer equities over Indian bonds.
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UNION CABINET CONSENTS TO RAFT OF REFORMS IN
MINERAL INDUSTRY

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

NEW DELHI : The Union cabinet on Wednesday approved a raft of mineral sector reforms,
including doing away with the distinction between the captive and non-captive mines,
reallocation of non-producing blocks of state-owned firms, and amending some sections of the
Mines and Minerals (Development and Regulation) (MMDR) Act to help auction more mines.

Some of these structural reform measures, which have been in the works for some time now,
were announced by finance minister Nirmala Sitharaman last May as part of the fourth tranche
of the 20 trillion stimulus package to mitigate the economic fallout of the coronavirus pandemic.

Also Read | What's got Indians excited about Covid shot

She had also announced auctioning of 500 mineral blocks as part of this Aatmanirbhar Bharat
package.

“These reforms will be implemented through an amendment in the Mines and Mineral
(Development and Regulation) Act, 1957, for which a bill is to be placed in Parliament in the
upcoming session," said a person aware of the development on condition of anonymity.

The decisions assume significance given that the mineral sector contributes only 1.75% to the
country’s gross domestic product (GDP), with India importing minerals worth 2.5 trillion annually.

The cabinet has decided to amend sections 10A (2)(b) and 10A (2)(c) of the MMDR Act, do
away with any charges on transfer of mineral concessions for non-auctioned captive mines,
rationalize stamp duty payable on mining, and develop a National Mineral Index for introducing
an index-based mechanism for making statutory payments.

“I do not have any information on this," said a mines ministry spokesperson.

Given the experience in the coal sector, captive mines will be allowed to sell up to 50% of the
minerals excavated during the current year. In the first tranche of commercial coal mining
auction, 19 mines have been awarded and there is no restriction on the sale and utilization of
coal from these mines.

Also, to expedite mining operations in India, a 50% rebate in the quoted revenue share will be
awarded for the quantum of mineral produced and dispatched earlier than the scheduled
production date.

The cabinet also approved proposed amendments to the district mineral foundation fund, a
social impact fund that miners have to contribute towards, and simplification of the exploration
regime.

It was also decided to make the National Mineral Exploration Trust an autonomous body to
expedite exploration.

This comes against the backdrop of National Mineral Policy goals to increase mineral production
by 200% in 7 years. Of India’s obvious geological potential area of 0.571 million sq. km, only
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10% has been explored.

“Based on the experience of various mineral-rich states and feedback received from the
stakeholders, we are bringing out structural reforms in mining sector," coal and mines and
parliamentary affairs minister Pralhad Joshi said on Monday during the signing of the agreement
for 19 mines awarded in the first tranche of commercial coal mining auction.

“These reforms will generate huge employment opportunities and increase the production of
minerals, leading to self-reliance. Several industry friendly measures that promote ease of doing
business in the mining sector will be brought in," Joshi said.
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DELHI TO LAUNCH 3-DAY DRIVE TO CHECK HSRP,
COLOUR-CODED STICKER COMPLIANCE: HOW TO
APPLY ONLINE

Relevant for: Indian Economy | Topic: Infrastructure: Roads

The Delhi Transport Department will launch a "full-fledged" three-day drive from Thursday to
penalise vehicle owners found without the mandatory high-security registration plate (HSRP)
and colour-coded stickers.

Speaking to news agency PTI, a senior Transport Department officer said: "So far, we have
been conducting a drive limited to a few areas by deploying nine enforcement teams. The
number of teams will be increased to 50 and they will catch violators across the city from
Thursday to Saturday.

Also Read | Digital bank account sparks off a disruption

The "full-fledged" drive will again be followed by the "limited" drive, he added.

All vehicles in the national capital are required to be fitted with HSRPs and colour-coded stickers
to determine their engine and fuel type as per various court and government orders. Violators
are being fined 5,500 by Transport Department teams.

As per reports, nearly 30 lakh vehicles need to be fitted with HSRPs and colour-coded stickers.
Two-wheelers don't need the stickers that identify the fuel type.

Documents required for HSRP plates

Vehicle owners will not be asked to upload any document on the official site. Keep your vehicle’s
RC (registration certificate) with you for details like registration number, registration date,
chassis number, and engine number.

How to get it online

A vehicle owner who has booked HSRP and colour-coded sticker online will not be penalised if
he or she produces the booking receipt.
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IS IT TIME TO SELL BITCOINS?
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Foreign Capital, Foreign Trade

& BOP

Experts believe crypto industry is here to stay and grow further. They are expecting to see
greater demand coming from the retail sector and institutions in the coming years.

At the beginning of 2020, bitcoin was at US $8000. In December 2020, the bitcoin price started
surging again and it crossed US $ 20,000. The surge continued till this month as bitcoin price
crossed US $ 40,000 for the first time ever. In the past 24 hours, bitcoin has seen the lows of US
$32,636. "When bitcoin price surged in December 2020, everyone had a fear of missing out on
the lucrative returns bitcoin was giving, so there was a huge demand from the institutional and
retail investors across the globe, this led to a massive surge in the price of bitcoin," says Shivam
Thakral, CEO, BuyUcoin.

"The recent drop from an all-time high of US $ 42000 is more than expected and should be
simply seen as a price correction. This is a healthy pull back which will offer long term price
sustainability for bitcoin," adds Thakral.

Also Read | Digital bank account sparks off a disruption

The largest crypto currency in the world has given more than 300% returns in 2020. It attracted
many retail and institutional investors. But this correction tempered the mood and investors
began to enquire if this price correction should be taken as a trend reversal from hereon. Should
you sell Bitcoins given the price fall?

ZebPay’s CEO Rahul Pagidipati has predicted that Bitcoin will reach 1 crore by 2030, and
according to him, that’s a conservative estimate. "Bitcoin is designed to be inflation-proof. It has
a fixed supply and no central bank or other entity can print more bitcoins, like they can dollars or
rupees. Though it’s volatile right now because it’s new, Bitcoin will prove to be more inflation-
resistant than even gold," he says.

Experts ask to hold the bitcoins for longer term to earn good returns.

"You need to follow the fundamental principles of investing for successful bitcoin trading.
Investors who have stayed invested in bitcoin for 2-3 years have made substantial profits from
their investments and there is data to prove it. Until and unless you have an urgent expense in
front of you, it is advisable to hold bitcoin for the long term in order to generate maximum value
from your investment portfolio," says Thakral.

Experts believe crypto industry is here to stay and grow further. They expect to see greater
demand coming from the retail sector in the coming years. Institutions are expected to position
Bitcoin as one of the primary investment assets in Users’ portfolios.

"In the recent past, we have seen many payment rails/gateways like PayPal, Square integrating
cryptocurrencies into their services. The key lure is the sheer demand that is being witnessed in
the cryptoindustry. NBFC units, such as Insurance giants like Massmutal have now made an
entry with investments in Bitcoin. JP Morgan Chase suggests that the popularity of Bitcoin may
match up to that of more traditional commodities, such as gold as per a research note shared
with its clients," says Sumit Gupta , CEO & CO-Founder, CoinDCX.
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In order to safeguard against volatility, experts suggest to invest a small amount consistently just
like SIP in a mutual fund.

"The best way to safeguard against volatility is to invest a small amount consistently—what we
call rupee cost averaging—so that the average price that you invest is the best possible price
you can get over time. Think of it like a Bitcoin SIP.

The evidence is in the numbers: Despite the dips, if you held bitcoin longer than 3-and-a-half
years during any period up to now, you had a 99.9% chance of making a profit. Past
performance doesn’t predict the future, of course, but that kind of long-term trend is almost
never seen in any asset class," says Vikram Rangala, CMO, ZebPay, below.
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WHY PASSWORDS ARE SIGNIFICANT IN BITCOIN
INVESTING
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Foreign Capital, Foreign Trade

& BOP

Passwords are ubiquitous in modern life, controlling access to bank accounts, email accounts
and even phones. However, they matter a great deal more in cryptocurrency investing than
other assets. Mint explains their significance in the cryptocurrency world.

Passwords are ubiquitous in modern life, controlling access to bank accounts, email accounts
and even phones. However, they matter a great deal more in cryptocurrency investing than
other assets. Mint explains their significance in the cryptocurrency world.

Is bitcoin held on crypto exchanges?

Bitcoin can be held in an online wallet with a cryptocurrency exchange. In technical terms, this is
similar to holding shares in a demat account or mutual funds with a Registrar and Transfer
Agent (RTA). If you lose your password to your broking account, demat account or mutual fund
portal, you can retrieve it by emailing or calling the relevant intermediary
(broker/distributor/depository) and generating a new password. Similarly, you can contact the
crypto exchange and get a new password. In technical terms, a bitcoin/crypto password is called
a private key and this is known to the platform in question.

Can it be held outside the crypto exchanges?

Yes, you can move your bitcoin to a non-custodial wallet, which is also called a cold wallet or
cold storage. These wallets tend to be hardware devices or even pieces of paper with QR
codes. They are not connected to the internet, except when you are actively conducting a
transaction in and out of them and hence cannot be hacked into. However, if your device or
paper is stolen, then your private key can be stolen by a thief. Such a theft would have to be
physical. You might also lose the paper/device. But as long as you remember the password, the
public key can be retrieved, even if the paper or hardware storage is lost/destroyed.

Should we hold bitcoin on exchanges or off them?

The answer depends on how frequently you transact in bitcoin. Frequent users will find the
convenience of online exchange-held wallet attractive. However, if you are a long-term investor,
you may want to move cryptocurrency to a cold (offline) wallet. This removes the risk of online
hacking. On the flip side, you still run the risk of the wallet being stolen or forgetting password.

What happens when passwords go missing?

Unlike exchanges, cryptocurrency held in cold storage simply gets lost. It continues to exist on
the blockchain without any owner. This is like cash or gold which is buried in a forest and its
location forgotten. No government or company can take control of it. This is unlike bank
accounts or mutual funds lying dormant where regulators take possession of such money and
transfer it to investor protection funds. Also, since such bitcoin cannot be spent, it tends to
reduce the supply of bitcoin in the system and cushions the price.

Can any precautions be taken by investors?
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If you have moved cryptocurrency into cold storage, treat the wallet in question like cash or gold.
Keep it in a locker at home or in a bank where it cannot be easily stolen. Do not trust anyone
with the password. Once cryptocurrency is seized from you by a third party, it cannot be
recovered by a court order. The courts or police cannot ‘freeze’ the crypto account of the thief
because, in this instance, the cryptocurrency is not held by a regulated entity. Instead, it is
directly held by the person who has the private key, like cash/gold.
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RECAPITALIZATION OF STATE-OWNED BANKS:
PRIVATIZATION SHOULD DO IT

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

India can fix its public-sector lenders by letting them raise enough equity capital to significantly
reduce government control

As with the whole economy, the covid pandemic dealt a severe blow to India’s banking sector,
which was already reeling under a huge burden of non-performing assets (NPAs). Stress tests
reported in the Financial Stability Report (FSR) indicate that the low ratio of capital to risk-
adjusted-assets (CRAR) is likely to decline further. To revive the economy and resume
sustained high growth, bold structural reforms will have to be combined with strong fiscal and
monetary measures.

Here, the big challenge for the latter is the low and declining growth of credit. A credit-to-gross
domestic product ratio of around 51% is not too low compared to other countries at comparable
levels of per capita income. However, the worry is that credit growth is declining rapidly. It fell
from around 13% year-on-year in April 2019 to 6% in November 2020. This is not attributable to
the lockdown because credit growth was already down to 6% in March 2020, when the lockdown
had just begun. It is mainly attributable to rising risk aversion among lenders, reflecting the high
and rising level of NPAs. Risk aversion spiked during the economic contraction. But the
underlying level of banking sector stress has been masked by the regulatory forbearance that
the Reserve Bank of India (RBI) mandated, subsequently extended by the Supreme Court, to
provide temporary relief for borrowers during the economic contraction. The FSR stress tests
now indicate that the gross NPA ratio is likely to go up to as much as 13.5% by September 2021
in the report’s baseline case and 14.8% in the ‘severe stress’ case.

Within the banking sector, conditions are much worse in public sector banks (PSBs) compared
to private banks (PBs) or foreign banks (FBs). The gross NPA figure is forecast to rise to 16.2%
for PSBs as compared to 7.9% and 5.4% for PBs and FBs in the baseline case. In the severe-
stress case, gross NPAs could rise to 17.6%, 8.8% and 6.5% for PSBs, PBs and FBs,
respectively. Clearly, high NPAs are primarily a problem for PSBs, which still account for 60% of
India’s total bank credit.

Given this background, how can we rapidly expand the banking sector and restore a high level
of credit growth to support a strong, sustainable economic recovery?

One approach is to bypass PSBs and give a big push to private banking by issuing new bank
licences. The recent report on Ownership and Corporate Structure for Indian Private Sector
Banks submitted by an RBI internal working group (IWG) espouses this approach. Apart from
many recommendations on better prudential regulation, strengthening the supervision capacity
of RBI, etc, the IWG’s main and most controversial recommendation is to enable large
corporations and industrial houses to acquire banking licences.

The proposal has been strongly opposed by former governors and deputy governors of RBI,
several former chief economic advisers, a former finance secretary, and, most significantly, all
save one of the many experts the IWG consulted. The key issues, which have been intensively
discussed, especially in Rakesh Mohan’s three part article (‘Ownership and Governance in
Private Sector Banks’, Business Standard, 14, 15 and 16 December), are briefly as follows:
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One, with an industry CRAR of only 12%, the proposed raising of the promoter share cap to
26% could potentially leverage the promoter’s investment by 32 times. The very high risk
appetite generated by such leveraging would subject depositors (i.e., individuals, small
companies, large corporations and even governments) to a high level of systemic risk, given the
limited deposit insurance provided in India.

Two, excessive risk appetite would lead to imprudent lending, especially connected lending to
group companies. Conglomerates always find ways around regulatory restrictions against such
connected lending.

Three, a conglomerate’s bank would have access to insider information on borrower companies
that compete with its group companies.

Four, conglomerate banks would lead to massive concentration of economic power and political
influence against not just competing companies, but even the regulator.

A safer and cleaner option would be to help the country’s banking sector grow through
simultaneous privatization and recapitalization of PSBs. In the last three years, apart from
merging some weak and strong PSBs, the government has spent some 2.5 trillion on
recapitalizing PSBs. This has been financed partly by taxpayer money and partly recapitalization
bonds, including the recently- introduced discounted zero-coupon bonds sold to PSBs that are to
be recapitalized. However, these options do not change the ownership and governance
structure of PSBs, which is what primarily is to blame for their poor performance.

A better option is for PSBs to recapitalize themselves by raising fresh equity. But there will be no
appetite for this, unless: (a) the banks’ balance sheets are first cleaned up; and (b) it is
announced that the volume of fresh equity being raised is more than the government’s holding
(which would reduce the government’s ownership to a stake of less than 50%).

Such a bold reform would mobilize substantial resources from a buoyant capital market. It would
recapitalize the banks, empowering them to resume lending, and simultaneously privatize their
ownership structure, which would lead to improved performance.

It would be more prudent financially and also more acceptable politically to test this approach
with one or two small PSBs. But first, the Indian government has to bite the bullet. These are the
author’s personal views.

Sudipto Mundle is a distinguished fellow at the National Council of Applied Economic Research.
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Source : www.livemint.com Date : 2021-01-16

NPS SUBSCRIBERS CAN GET PARTIAL WITHDRAWAL
AMOUNT ON FIFTH DAY IN BANK ACCOUNT

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

The Pension Fund Regulatory and Development Authority (PFRDA) has now allowed National
Pension System (NPS) subscribers to partially withdraw amount via self-declaration and receive
the amount on the fifth day in their bank account.

“PFRDA had taken a series of digital initiatives to reduce turnaround time (TAT) for most of its
processes and functions in the Subscriber's interest. In this direction towards digital
transformation and to provide technology-enabled solutions to its Subscribers, partial withdrawal
which is allowed for NPS Subscribers to meet their specific needs, is also made online and
paperless which were hitherto handled physically," according to the PFRDA press release,
issued on 15 January.

Also Read | Covid far from over in some states

Eligibility to withdraw money from NPS

NPS subscribers after three years of joining the scheme are eligible for partial withdrawal of 25%
of their self-contribution to meet their specific needs as permitted by PFRDA.

Currently, the eligible subscribers need to submit their application for a partial withdrawal to the
respective nodal officers/points of presence (POPs) along with the supporting documents to
substantiate the reasons for their partial withdrawals.

However, PFRDA had taken this decision to expedite the process of partial withdrawal based on
self-declaration and ensure faster payment of partially withdrawn amount into the subscribers'
bank account. The partial withdrawal requests received online shall be directly processed in the
Central Record Keeping Agency (CRA) system, as per the circular.

Process for online/offline withdrawal facility

While the online withdrawal facility is being allowed, the existing offline withdrawal facility will
continue and the subscribers will have the option for submitting offline requests also to the
associated POPs/nodal officers. The process of partial withdrawal based on self-declaration is
provided below:

Subscribers can submit the partial withdrawal request online/off-line to CRA/nodal office/POPs,
as the case may be, the circular said.

Step 1: For online withdrawal, login to CRA system using login credentials. You need to visit
https://www.cra-nsdl.com/CRA/ website. Enter your user ID, which will be the PRAN, i.e.,
Permanent Retirement Account Number issued to you.

Step 2: Select Partial Withdrawal and the eligible amount of partial withdrawal displayed. The
maximum withdrawal that can be made by you cannot exceed 25% of your contribution.

Step 3: Select the reasons for partial withdrawal in drop down option.



Page 86

cr
ac

kIA
S.co

m

(a) Furnish self declaration: ''I submit the request for partial withdrawal and the amount thus
withdrawn shall be utilized for declared reasons as specified by PFRDA exit regulations. I am
fully responsible and accountable to spend the amount thus withdrawn for the stated reason''.

(b) Check bank account number which is in the non-editable mode.

(c) Submit the request and authorize by using OTPs/ e Sign.

(d) Email and mobile number need to be updated to authenticate using OTPs in case of online
mode.

(e) CRA executes partial withdrawal post ''Instant Bank Account Verification'' by penny drop.

(f) The amount will be received by the subscriber on T+4th working day. T being the date of
online submission by subscriber/authorization by nodal office/POP (in offline mode)

(g) No supporting documents are to be submitted in offline or online mode., as per the release.

(h) CRA executes partial withdrawal post ''Instant Bank Account Verification'' by penny drop.

(i) The amount will be received by the subscriber on T+4th working day. T being the date of
online submission by Subscriber / authorization by Nodal Office/POP (in offline mode)

(j) No supporting documents are to be submitted in offline or online mode.

After submitting the details, a system-generated form will be available for download. You may
have to send this form along with the medical certificate to the nodal office. Once the nodal
office processes your request, the money will be credited to your account.
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“PMKVY 3.0 WILL TAKE SKILLING TO THE REMOTEST
OF VILLAGES AND TOWNS IN INDIA; STATES AND
DISTRICTS WILL HAVE AN INCREASED
RESPONSIBILITY”: DR. MAHENDRA NATH PANDEY

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

In a bid to empower India’s youth with employable skills, the Ministry of Skill Development and
Entrepreneurship (MSDE) today launched Pradhan Mantri Kaushal Vikas Yojana (PMKVY) 3.0,
in nearly 600 districts making 300+ skill courses available to the youth, making skill development
more demand-driven and decentralised in its approach.

Dr. Mahendra Nath Pandey, Hon’ble Union Minister, MSDE launched the third edition of PMKVY
in a virtual ceremony along with Shri RK Singh, Hon’ble Minister of State, MSDE. Aimed at
supporting the local economy, PMKVY 3.0 has been designed to keep pace with changing
demands, both at the global and local levels.

Launched in 717 districts, 28 States/eight UTs, PMKVY 3.0 marks yet another step towards
‘Atmnanirbhar Bharat’. PMKVY 3.0 will be implemented in a more decentralized structure with
greater responsibilities and support from States/UTs and Districts. District Skill Committees
(DSCs), under the guidance of State Skill Development Missions (SSDM), shall play a key role
in addressing the skill gap and assessing demand at the district level.  The new scheme will be
more trainee- and learner-centric addressing the ambitions of aspirational Bharat.
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PMKVY 2.0 has been instrumental in bolstering the skilling ecosystem and with PMKVY 3.0, skill
development will usher in a new paradigm with focus on demand-driven skill development,
digital technology and Industry 4.0 skills. The Government’s growth agenda is guided by
‘Aatmanirbhar Bharat’ and ‘Vocal for Local’ vision. Keeping this in mind, PMKVY 3.0 is a
progressive step towards achieving the vision by establishing increased connect at state, district
and block level. PMKVY 2.0 broadened the skill development with inclusion of Recognition of
Prior Learning (RPL) and focus on training. With the advent of PMKVY 3.0, the focus is on
bridging the demand-supply gap by promoting skill development in areas of new-age and
Industry 4.0 job roles

While the National Educational Policy puts focus on vocational training for a holistic growth and
increased employability, PMKVY 3.0 role will be a propagator of vocational education at an early
level for youth to capitalize on industry-linked opportunities

Dr. Mahendra Nath Pandey, Hon’ble Minister of Skill Development & Entrepreneurship, said,
“Prime Minister’s vision of “Vocal for local and Atmanirbhar Bharat can only be achieved by
furthering the skilling ecosystem to the district level. As a young nation, we’re poised to seize the
opportunities that will make India the Skill Capital of the World. By taking the bottom-up
approach to training, PMKVY 3.0 will identify job roles that have demand at the local level and
skill the youth, linking them to these opportunities.”

“The increased role of district administrations and MPs in mentoring and monitoring the training
programs under the schemes will bring in greater local connect. PMKVY 3.0 will encourage
healthy competition between states by making available increased allocation to those states that
perform better,” he added.

Shri RK Singh, Union Minister of State (I/C) Ministry of Power, Ministry of New and Renewable
Energy and Minister of State, MSDE, said, “Skilling is not an objective but a necessary
prerequisite for the economic growth of the country. We need to move with speed and scale if
we have to fulfil the vision of making India the skill capital of the world and from there, the
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industrial capital of the world.” 

The launch saw participation of various Members of Parliament and Skill Development Ministers
from six states. Candidates from Pradhan Mantri Kaushal Kendras (PMKKS) in Meerut, Uttar
Pradesh; Satna, Madhya Pradesh; Meethapur, Badarpur; Cuttack, Odisha; South Delhi also
interacted with the ministers, and shared inspirational experiences of how skill training has
transformed their lives and taken them closer to fulfilling their aspirations. In a freewheeling
discussion, candidates spoke about additional courses they felt the need to train in their
respective centres.

Both ministers assured candidates and heads of PMKK centres that they would be provided the
additional courses that will help them cater to local demand. Amid messages congratulating
MSDE for the success of PMKVY 1.0 and 2.0, ‘vocal for local’ emerged as a recurring theme, as
all MPs and PMKK centres spoke about the need to build a local talent pool that can cater to
industry demands.

The event was graced by the august presence of Dr. Mahendra Nath Pandey, Hon’ble Union
Minister, MSDE, Shri RK Singh, Union Minister of State (I/C) Ministry of Power, Ministry of New
and Renewable Energy and Minister of State, MSDE, Shri. Praveen Kumar, Secretary, MSDE,
Shri Atul Kumar Tiwari, Additional Secretary, MSDE and Dr. Manish Kumar, MD and CEO,
National Skill Development Corporation (NSDC). Shri AM Naik, Chairman, NSDC and Group
Chairman, L&T also remotely addressed the event, highlighting the efforts made by NSDC in
accelerating the skilling ecosystem and announced the launch of L&T Skill Trainers Academy
Mumbai. 

Members of Parliament from eight constituencies across the country interacted with Dr.
Mahendra Nath Pandey and Shri RK Singh to talk about skill development efforts in their states
and welcomed the third phase of PMKVY. Additionally, State Skill Ministers from six states —
Gujarat, Odisha, Assam, Haryana, Uttar Pradesh and Karnataka — extended their best wishes
to the program.

For more information on Skill Development, please follow the links below:
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PMKVY Facebook: www.facebook.com/PMKVYOfficial

Skill India Facebook: www.facebook.com/SkillIndiaOfficial

Skill India Twitter: www.twitter.com/@MSDESkillindia

Skill India YouTube: https://www.youtube.com/channel/UCzNfVNX5yLEUhIRNZJKniHg

 

*****

BN/MR

In a bid to empower India’s youth with employable skills, the Ministry of Skill Development and
Entrepreneurship (MSDE) today launched Pradhan Mantri Kaushal Vikas Yojana (PMKVY) 3.0,
in nearly 600 districts making 300+ skill courses available to the youth, making skill development
more demand-driven and decentralised in its approach.

Dr. Mahendra Nath Pandey, Hon’ble Union Minister, MSDE launched the third edition of PMKVY
in a virtual ceremony along with Shri RK Singh, Hon’ble Minister of State, MSDE. Aimed at
supporting the local economy, PMKVY 3.0 has been designed to keep pace with changing
demands, both at the global and local levels.

Launched in 717 districts, 28 States/eight UTs, PMKVY 3.0 marks yet another step towards
‘Atmnanirbhar Bharat’. PMKVY 3.0 will be implemented in a more decentralized structure with
greater responsibilities and support from States/UTs and Districts. District Skill Committees
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(DSCs), under the guidance of State Skill Development Missions (SSDM), shall play a key role
in addressing the skill gap and assessing demand at the district level.  The new scheme will be
more trainee- and learner-centric addressing the ambitions of aspirational Bharat.

PMKVY 2.0 has been instrumental in bolstering the skilling ecosystem and with PMKVY 3.0, skill
development will usher in a new paradigm with focus on demand-driven skill development,
digital technology and Industry 4.0 skills. The Government’s growth agenda is guided by
‘Aatmanirbhar Bharat’ and ‘Vocal for Local’ vision. Keeping this in mind, PMKVY 3.0 is a
progressive step towards achieving the vision by establishing increased connect at state, district
and block level. PMKVY 2.0 broadened the skill development with inclusion of Recognition of
Prior Learning (RPL) and focus on training. With the advent of PMKVY 3.0, the focus is on
bridging the demand-supply gap by promoting skill development in areas of new-age and
Industry 4.0 job roles

While the National Educational Policy puts focus on vocational training for a holistic growth and
increased employability, PMKVY 3.0 role will be a propagator of vocational education at an early
level for youth to capitalize on industry-linked opportunities

Dr. Mahendra Nath Pandey, Hon’ble Minister of Skill Development & Entrepreneurship, said,
“Prime Minister’s vision of “Vocal for local and Atmanirbhar Bharat can only be achieved by
furthering the skilling ecosystem to the district level. As a young nation, we’re poised to seize the
opportunities that will make India the Skill Capital of the World. By taking the bottom-up
approach to training, PMKVY 3.0 will identify job roles that have demand at the local level and
skill the youth, linking them to these opportunities.”

“The increased role of district administrations and MPs in mentoring and monitoring the training
programs under the schemes will bring in greater local connect. PMKVY 3.0 will encourage
healthy competition between states by making available increased allocation to those states that
perform better,” he added.
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Shri RK Singh, Union Minister of State (I/C) Ministry of Power, Ministry of New and Renewable
Energy and Minister of State, MSDE, said, “Skilling is not an objective but a necessary
prerequisite for the economic growth of the country. We need to move with speed and scale if
we have to fulfil the vision of making India the skill capital of the world and from there, the
industrial capital of the world.” 

The launch saw participation of various Members of Parliament and Skill Development Ministers
from six states. Candidates from Pradhan Mantri Kaushal Kendras (PMKKS) in Meerut, Uttar
Pradesh; Satna, Madhya Pradesh; Meethapur, Badarpur; Cuttack, Odisha; South Delhi also
interacted with the ministers, and shared inspirational experiences of how skill training has
transformed their lives and taken them closer to fulfilling their aspirations. In a freewheeling
discussion, candidates spoke about additional courses they felt the need to train in their
respective centres.

Both ministers assured candidates and heads of PMKK centres that they would be provided the
additional courses that will help them cater to local demand. Amid messages congratulating
MSDE for the success of PMKVY 1.0 and 2.0, ‘vocal for local’ emerged as a recurring theme, as
all MPs and PMKK centres spoke about the need to build a local talent pool that can cater to
industry demands.

The event was graced by the august presence of Dr. Mahendra Nath Pandey, Hon’ble Union
Minister, MSDE, Shri RK Singh, Union Minister of State (I/C) Ministry of Power, Ministry of New
and Renewable Energy and Minister of State, MSDE, Shri. Praveen Kumar, Secretary, MSDE,
Shri Atul Kumar Tiwari, Additional Secretary, MSDE and Dr. Manish Kumar, MD and CEO,
National Skill Development Corporation (NSDC). Shri AM Naik, Chairman, NSDC and Group
Chairman, L&T also remotely addressed the event, highlighting the efforts made by NSDC in
accelerating the skilling ecosystem and announced the launch of L&T Skill Trainers Academy
Mumbai. 

Members of Parliament from eight constituencies across the country interacted with Dr.
Mahendra Nath Pandey and Shri RK Singh to talk about skill development efforts in their states
and welcomed the third phase of PMKVY. Additionally, State Skill Ministers from six states —
Gujarat, Odisha, Assam, Haryana, Uttar Pradesh and Karnataka — extended their best wishes
to the program.
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For more information on Skill Development, please follow the links below:

PMKVY Facebook: www.facebook.com/PMKVYOfficial

Skill India Facebook: www.facebook.com/SkillIndiaOfficial

Skill India Twitter: www.twitter.com/@MSDESkillindia

Skill India YouTube: https://www.youtube.com/channel/UCzNfVNX5yLEUhIRNZJKniHg
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TAMIL NADU BECOMES THE 11TH STATE TO
COMPLETE ONE NATION ONE RATION CARD SYSTEM
REFORM ;ADDITIONAL BORROWING PERMISSION OF
RS.4,813 CRORE ISSUED TO TAMIL NADU

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

Tamil Nadu has become the 11th State in the country to successfully undertake “One Nation
One Ration Card system” reform stipulated by the Department of Expenditure, Ministry of
Finance. Thus, the State has become eligible to mobilise additional financial resources of
Rs.4,813 crore through Open Market Borrowings. Permission for the same was issued by the
Department of Expenditure.

Tamil Nadu has now joined 10 other States namely, Andhra Pradesh, Goa, Gujarat, Haryana,
Karnataka, Kerala, Madhya Pradesh, Telangana, Tripura and Uttar Pradesh, who have
completed this reform. On completion of One Nation One Ration Card system reform, these 11
States have been granted additional borrowing permission of Rs.30,709 crore by the
Department of Expenditure. State wise amount of the additional borrowing permitted is as under:

Sl.No.

State

Amount (Rs in crore)

1.

Andhra Pradesh

2,525

2.

Goa

223

3.

Gujarat

4,352

4.

Haryana

2,146
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5.

Karnataka

4,509

6.

Kerala

2,261

7.

Madhya Pradesh

2,373

8.

Tamil Nadu

4,813

9.

Telangana

2,508

10.

Tripura

148

11.

Uttar Pradesh

4,851

           

One Nation One Ration Card System is an important citizen centric reform. Its implementation
ensures availability of ration to beneficiaries under National Food Security Act (NFSA) and other
welfare schemes, especially the migrant workers and their families, at any Fair Price Shop (FPS)
across the country.

The reform especially empowers the mirgatory population mostly labourers, daily wagers, urban
poor like rag picker, street dwellers, temporary workers in organised and unorganised sectors,
domestic workers etc, who frequently change their place of dwelling to be self reliant in food
security. This technology driven reform enables the migrant beneficiaries to get their entitled
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quota of food grains from any electronic point of sale (e-PoS) enabled fair Price Shops of their
choice anywhere in the country.

The reform also enables the States in better targeting of beneficiaries, elimination of bogus/
duplicate/ineligible card holders resulting in enhanced welfare and reduced leakage. Further, to
ensure seamless inter-state portability of a ration card, Aadhar seeding of all ration cards as well
as biometric authentication of beneficiaries through automation of all Fair Price Shops (FPSs)
with installation of electronic point of sale (e-PoS) devices are essential. Therefore, additional
borrowing limit of 0.25 percent of the Gross State Domestic Product (GSDP) is allowed to the
States only on completion of both of the following actions:

 

(i)    Aadhar Seeding of all the ration cards and beneficiaries in the State

(ii)   Automation of all the FPSs in the State.

In view of the resource requirement to meet multiple challenges posed by the COVID-19
pandemic, the Government of India had on 17th May, 2020 enhanced the borrowing limit of the
States by 2 percent of their GSDP. Half of this special dispensation i.e. 1 percent of GSDP was
linked to undertaking citizen centric reforms by the States. The four citizen centric areas for
reforms identified by the Department of Expenditure were (a) Implementation of One Nation One
Ration Card System, (b) Ease of doing business reform, (c) Urban Local body/ utility reforms
and (d) Power Sector reforms.

So far 11 States have implemented the One Nation One Ration Card System, 8 States have
done ease of doing business reforms, and 4 States have done local body reforms. Total
additional borrowing permission issued so far to the States who have done the aforesaid refoms
stands at Rs.61,339 crore.

 

RM/KMN

Tamil Nadu has become the 11th State in the country to successfully undertake “One Nation
One Ration Card system” reform stipulated by the Department of Expenditure, Ministry of
Finance. Thus, the State has become eligible to mobilise additional financial resources of
Rs.4,813 crore through Open Market Borrowings. Permission for the same was issued by the
Department of Expenditure.

Tamil Nadu has now joined 10 other States namely, Andhra Pradesh, Goa, Gujarat, Haryana,
Karnataka, Kerala, Madhya Pradesh, Telangana, Tripura and Uttar Pradesh, who have
completed this reform. On completion of One Nation One Ration Card system reform, these 11
States have been granted additional borrowing permission of Rs.30,709 crore by the
Department of Expenditure. State wise amount of the additional borrowing permitted is as under:

Sl.No.

State

Amount (Rs in crore)

1.
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Andhra Pradesh

2,525

2.

Goa

223

3.

Gujarat

4,352

4.

Haryana

2,146

5.

Karnataka

4,509

6.

Kerala

2,261

7.

Madhya Pradesh

2,373

8.

Tamil Nadu

4,813

9.

Telangana

2,508

10.
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Tripura

148

11.

Uttar Pradesh

4,851

           

One Nation One Ration Card System is an important citizen centric reform. Its implementation
ensures availability of ration to beneficiaries under National Food Security Act (NFSA) and other
welfare schemes, especially the migrant workers and their families, at any Fair Price Shop (FPS)
across the country.

The reform especially empowers the mirgatory population mostly labourers, daily wagers, urban
poor like rag picker, street dwellers, temporary workers in organised and unorganised sectors,
domestic workers etc, who frequently change their place of dwelling to be self reliant in food
security. This technology driven reform enables the migrant beneficiaries to get their entitled
quota of food grains from any electronic point of sale (e-PoS) enabled fair Price Shops of their
choice anywhere in the country.

The reform also enables the States in better targeting of beneficiaries, elimination of bogus/
duplicate/ineligible card holders resulting in enhanced welfare and reduced leakage. Further, to
ensure seamless inter-state portability of a ration card, Aadhar seeding of all ration cards as well
as biometric authentication of beneficiaries through automation of all Fair Price Shops (FPSs)
with installation of electronic point of sale (e-PoS) devices are essential. Therefore, additional
borrowing limit of 0.25 percent of the Gross State Domestic Product (GSDP) is allowed to the
States only on completion of both of the following actions:

 

(i)    Aadhar Seeding of all the ration cards and beneficiaries in the State

(ii)   Automation of all the FPSs in the State.

In view of the resource requirement to meet multiple challenges posed by the COVID-19
pandemic, the Government of India had on 17th May, 2020 enhanced the borrowing limit of the
States by 2 percent of their GSDP. Half of this special dispensation i.e. 1 percent of GSDP was
linked to undertaking citizen centric reforms by the States. The four citizen centric areas for
reforms identified by the Department of Expenditure were (a) Implementation of One Nation One
Ration Card System, (b) Ease of doing business reform, (c) Urban Local body/ utility reforms
and (d) Power Sector reforms.

So far 11 States have implemented the One Nation One Ration Card System, 8 States have
done ease of doing business reforms, and 4 States have done local body reforms. Total
additional borrowing permission issued so far to the States who have done the aforesaid refoms
stands at Rs.61,339 crore.
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Source : www.livemint.com Date : 2021-01-16

FARM BILLS SIGNIFICANT STEP FORWARD FOR
AGRICULTURE REFORMS IN INDIA: IMF

Relevant for: Indian Economy | Topic: Agricultural Finance & Insurance

'The measures will enable farmers to directly contract with sellers, allow farmers to retain a
greater share of the surplus by reducing the role of middlemen'

The IMF believes the farm bills passed by the Indian government have the potential to represent
a significant step forward for agricultural reforms, but a social safety net is needed to protect
those who might be adversely impacted during the transition to the new system, a spokesperson
of the global lender said here.

Gerry Rice, Director of Communications at the International Monetary Fund (IMF), said the new
measures will reduce the role of the middlemen and enhance efficiency.

Also Read | Covid far from over in some states

"We believe the farm bills do have the potential to represent a significant step forward for
agricultural reforms in India," Rice said at a news conference in Washington on Thursday.

"The measures will enable farmers to directly contract with sellers, allow farmers to retain a
greater share of the surplus by reducing the role of middlemen, enhance efficiency and support
rural growth," he said.

"However, it is crucial that the social safety net adequately protects those who might be
adversely impacted during the transition to this new system," the spokesperson said responding
to a question on the ongoing protests by farmers against the laws in India.

This can be done by ensuring that the job market accommodates those that are impacted by the
reforms, he said.

And of course, the growth benefits of these reforms will depend, critically, on the effectiveness
and the timing of their implementation, so need to pay attention to those issues as well with the
reform," Rice said.

Thousands of farmers, mostly from Punjab and Haryana, have been camping at several Delhi
border points, demanding a complete repeal of the three farm laws and legal guarantee of
minimum support price for their crops.

Enacted in September last year, the three laws have been projected by the Centre as major
reforms in the agriculture sector that will remove middlemen and allow farmers to sell their
produce anywhere in the country.

However, the protesting farmers have expressed their apprehension that the new laws would
pave the way for eliminating the safety cushion of the Minimum Support Price (MSP) and do
away with the "mandi" (wholesale market) system, leaving them at the mercy of big corporates.

Click here to read the Mint ePaperMint is now on Telegram. Join Mint channel in your Telegram
and stay updated with the latest business news.
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START-UPS ARE PLAYING A CRUCIAL ROLE IN
MAKING INDIA SELF-RELIANT: PM MODI

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector
incl. MSMEs and PSUs

 

Prime Minister Shri Narendra Modi praised the contribution of India startups towards
Aatamnirbharta during corona crisis. He was addressing ‘Prarambh: Startup India International
Summit’ today via video conferencing.  

Speaking on the occasion, the Prime Minister pointed out that 45 per cent startups are in tier 2
and tier 3 cities, working as the brand ambassadors of the local products. Every state is
supporting and incubating startups as per local possibilities and 80 percent of districts of the
country are now part of the Startup India mission. The Prime Minister pointed out new
possibilities in food and agriculture area as people are becoming more aware about their diet.
India has paid special attention to the growth of these sectors as an Agri Infra Fund has been
created with a capital base of one Lakh crore. With these new avenues, startup are collaborating
with farmers and playing a significant role in taking products from farm to table with better ease
and quality.

The Prime Minister underlined their contribution in the Aatmnirbharta during the Corona crisis.
Startups played a major role in ensuring availability of sanitizers, PPE kits and related supply
chains. They played a sterling role in meeting local needs like grocery, medicine delivery at
doorstep, transportation of frontline workers and online study material. The Prime Minister
appreciated the startup spirit of finding opportunity in adversity and the way they infused
confidence during calamity.
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chains. They played a sterling role in meeting local needs like grocery, medicine delivery at
doorstep, transportation of frontline workers and online study material. The Prime Minister
appreciated the startup spirit of finding opportunity in adversity and the way they infused
confidence during calamity.
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DISRUPTION AND DIVERSIFICATION ARE THE TWO
BIG USPS OF OUR START-UPS: PM MODI

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector
incl. MSMEs and PSUs

 

The Prime Minister said that the biggest USP of the startup world is its disruption and
diversification capacity. He was addressing ‘Prarambh: Startup India International Summit’ today
via video conferencing today.  

Disruption, as startups are giving rise to new approaches, new technology and new ways. They
are changing the time-worn ways of thinking.

Diversification because a large number are coming up with diverse ideas bringing revolution is
diverse sectors with unprecedented scale and substance.  They are revolutionizing multiple
sectors The greatest feature of this ecosystem is that it is guided more by passion than
pragmatism. This ‘can-do’ spirit is evident in the way India is working today, said Shri Modi.

The Prime Minister gave example of BHIM UPI which has revolutionized the payment system as
only in December 2020, 4 lakh crore worth of transections took place through UPI in India.
Similarly India is leading in solar and AI sector.
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PCRA LAUNCHES MONTH-LONG MASS AWARENESS
CAMPAIGN ‘SAKSHAM’ TO SPREAD AWARENESS
ABOUT ‘GREEN AND CLEAN ENERGY’

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

With a view to create awareness among the consumers of fossil fuels, Petroleum Conservation
Research Association (PCRA), Ministry of Petroleum and Natural Gastoday launched a month
long campaign,highlighting the adverse health and environmental impacts of increasing carbon
footprints. The Secretary Ministry of Petroleum and Natural Gas and Chairman, PCRA Shri
TarunKapoor launched the campaign here today. ‘SAKSHAM’s idea is to convince consumers to
switch to cleaner fuels and bring in behavioral change to use fossil fuel intelligently.

The campaign through various pan-India activities such as cyclothon, farmer workshops,
seminars, painting competition, CNG vehicle driving contest, etc will spread awareness among
masses about the advantages of using clean fuels. The campaign will also spread awareness
about 7 key drivers that Prime Minister NarendraModi recently mentioned,saying that collectively
these would help India move towards cleaner energy.
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The key drivers include moving towards a gas-based economy, cleaner use of fossil fuels,
greater reliance on domestic sources to drive bio-fuels, achieving renewable targets with the set
deadlines, increased use of electric vehicles to decarbonize mobility, increased use of cleaner
fuels like Hydrogen, and digital innovation across all energy systems.

Shri TarunKapoor, speaking on the occasion, lauded the energy companies for taking steps in
adopting fuel conservation measures as well as diversifying into the clean and green energy
ventures. He said that the Saksham like initiatives help in reducing fuel consumption and
adoption of energy efficiency measures which lead to better lives of the people, healthy
environment, sustainability and development of the country. Shri Kapoor said that the theme of
this year’s campaign not only focuses on conservingl fossil fuels but also on promoting green
energy. He said all the energy companies are now part of the transition to fuels which are clean
and leave very less carbon footprint. Shri Kapoor stressed upon the need for energy
conservation as India's energy demand grows and called on for leveraging technologies and
digital innovation to achieve the twin goals of energy efficiency and sustainability as we move
forward.

The secretary administered the pledge of Oil and Gas Conservation. He gave away awards for
exemplary work in Oil & Gas Conservation by State Governments and Oil Companies and also
awarded STUs for KMPL improvement. He also presented Award for the “Best performance in
PAT Cycle-II for Refineries.
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A Memorandum of Understanding (MoU) was signed between PCRA and EESL for promotion of
Energy Efficient PNG Stove on the occasion.

Last year's edition of SAKSHAM saw over 1.48 crore school children participating in PCRA's
flagship National Competitions that were organized to disseminate important message of fuel
conservation energy efficiency and environment protection amongst youngsters. In the month-
long event, almost nine crore people were directly reached through about forty-seven thousand
programmes across the country. Over the years PCRA has been at the forefront of promoting
energy efficiency and conservation in various sectors and have been working towards
sensitizing citizens about the need to adopt cleaner and greener forms of energy.

****
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FACELESS PENALTY SCHEME TO HELP BOOST
TRANSPARENCY, COMPLIANCE

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

In its endeavour to further digitize the interaction between the taxpayers and the income tax
authorities, the government notified the “faceless penalty scheme" (FPS) last week. The
government has already launched a faceless assessment and faceless appeal scheme. Under
the faceless penalty scheme, all penalty-related proceedings will be conducted digitally without
any human interface. Let’s understand what this scheme is and how taxpayers can benefit from
it.

Multi-layered

The tax department can levy penalties on a taxpayer under various provisions of the Income-tax
Act, 1961. Under FPS, the penalty orders issued will be reviewed and all the penalty-related
proceedings will be handled digitally.

“Under the said scheme, various aspects of the penalty proceedings, pertaining to the exchange
of communication, including issuing the show-cause or initiating the penalty proceedings,
obtaining any information or evidence from the assessee taxpayer or tax department or any
other person and conducting verification of the same, etc., would be only via electronic mode,"
said Suresh Surana, founder, RSM India, a tax firm.

The scheme will be centrally managed through the National Faceless Penalty Center (NFPC).
The scheme has been structured in such a way that NFPC would have the power to disagree
with the proposal of the National Faceless Assessment Centre to initiate penalty.

Under FPS, there will also be Regional Faceless Penalty Centers (RFPC).

NFPC will be the centralised unit. NFPC shall be the sole point of contact between the penalty
unit or PU (where the penalty order will be drafted) and the penalty review unit or PRU (which
will review the penalty order for arithmetic errors and check if all the facts are as per law) or the
taxpayer or any other person, or the income tax authority or the National Faceless Assessment
Centre (NFAC) with respect to the information or documents or evidence or any other details
necessary for the purpose of imposing penalty under the scheme. For the time being, instead of
RFPC, Regional Faceless Assessment Centers (RFAC) will coordinate with NFAC.

Drafting of the penalty orders by penalty units will include identification of points or issues for
imposition of penalty under the Income-tax Act, seeking information or clarification on points or
issues so identified, providing the opportunity of being heard to the assessee or any other
person, analyzing the material furnished by the assessee or any other person, and other
functions that may be required for the purposes of imposing a penalty.

Digital interface

The taxpayer will not be required to appear either personally or through an authorized
representative before the income tax authority at NFPC, RFAC, PU or PRU, in connection with
any proceedings under the scheme.

https://www.livemint.com/news/india/it-department-brings-out-faceless-penalty-scheme-11610520442589.html
https://www.livemint.com/news/india/it-refunds-worth-1-64-lakh-crore-issued-to-1-41-crore-taxpayers-till-jan-4-11609933817109.html
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However, the taxpayer may request for a personal hearing to make oral submissions or present
his case before the PU under the scheme. The acceptance of a taxpayer’s request for personal
hearing will be at the discretion of the chief commissioner or director general in charge of RFPC.

Such hearing shall be conducted exclusively through video conferencing or video telephony,
including use of any telecommunication application software which supports video conferencing
or video telephony.

more transparency

FPS is expected to reduce the chances of error in the penalty orders and rule out any bias on
the part of tax officers by reducing human interaction which may, at times, lead to harassment of
taxpayers.

“The goal is that the cases are decided in a uniform and standardized way on their merits and
without any subjectivity. In the past, the levy of penalty on the taxpayers was at the discretion of
a tax officer. The outcome was different for different taxpayers in the past (for similar cases),"
said Neeru Ahuja, partner, Deloitte India, a consultancy firm.

“The procedure for the penalty proceedings as laid down under the new scheme follows a
‘Checker and Maker’ approach with the PRU having the power to review the draft penalty order
prepared by the penalty unit, wherever referred by NFPC. This would reduce the probability of
mistakes and errors in the imposition of penalty on the taxpayer. The taxpayer may also benefit
from the overall objective of fairness in the penalty orders due to the enhanced degree of
transparency, efficiency and accountability in the final order," said Surana.

Bringing objectivity in the penalty proceedings may smoothen the experience of taxpayers and
may help in achieving better compliance in the long term.
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TEN TERMS TO KNOW IF YOU PLAN TO INVEST IN
CRYPTO MARKETS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Foreign Capital, Foreign Trade

& BOP

Before entering the cryptosphere, it is important to understand the common terminologies and
abbreviations. If you don’t, the complex world of cryptocurrencies may be even more difficult to
understand. Here are some terms that are popularly used in the cryptosphere.

HODL: No, I have not misspelt HOLD as HODL, but GameKyuubi, a cryptocurrency forum
member, did. In 2013, at the Bitcoin Talk Forum, GameKyuubi misspelt, “I AM HODLING"
instead of “I AM HOLDING". HODL now stands for “Hold on for Dear Life", which suggests that
one is holding onto their cryptocurrencies despite the price dips.

Bitcoiner/altcoiner/nocoiner: These are basically tags for various types of cryptocurrency
investors. A bitcoiner is someone who only invests in bitcoin, with little to no interest in other
cryptocurrencies. An altcoiner is someone who loves exploring cryptocurrencies other than
bitcoin and invests heavily in altcoins. As the name suggests, a nocoiner doesn’t hold any
cryptocurrencies.

FUD: This stands for “fear, uncertainty and doubt". It is a market situation where a group of
individuals spread misleading information about a specific crypto to evoke feelings of fear,
uncertainty and doubt in the minds of others. They do so to pull down the value of a
cryptocurrency and then benefit from it by buying it at a relatively low price.

ATH: Keeping track of ATH or “all-time high" will help you keep an eye on the price movement
and performance of cryptocurrencies, which are very volatile in nature.

Private and public key: A private key is a code with a series of numbers and letters that acts
like a password for you to access your digital assets. A public key is also a similar code, but it is
a unique address where you get your cryptocurrencies. A public key and address is the same
thing. A private key is not to be shared with anyone, while the public key must be shared with
others.

Whales: This term refers to individuals with a significant share of specific cryptocurrencies. Just
like how the ocean whale has the potential to make waves in the ocean, “whales" in the crypto
market have the power to manipulate market prices because of the significant shares they hold.

Rekt: This is a short form for wrecked. Rekt means that a trader or investor has lost a
substantial sum of money.

Fork: Cryptocurrencies are updated frequently, and with every update, we see a change in the
protocol of a cryptocurrency, which is what you call a fork. Generally, there are two types of fork:
hardfork and softfork. Hardforks are updates where newly introduced rules conflict with existing
ones and thus aren’t compatible to operate together. This often leads to a blockchain split and
the creation of two different coins. A softfork is when the update is aligned with the old rules, and
the two can communicate with each other.

Airdrop: It is a marketing gimmick where a newly-launched cryptocurrency distributes its tokens
for free or in exchange for a small fee. The purpose is to popularize the cryptocurrency.

https://www.livemint.com/opinion/online-views/the-need-to-regulate-cryptocurrencies-is-loud-and-clear-11610555985823.html
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Mooning: This is an expression to tell that cryptocurrency prices are skyrocketing.

As told to Neil Borate by Ashish Singhal, co-founder and CEO, Coinswitch Kuber
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RBI BOARD FAVOURS NEW STRESS-TEST FORMULA
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The board has discussed doing away with the singular focus on NPAs in the bi-annual stress
tests for RBI’s Financial Stability Report

The central board of the Reserve Bank of India (RBI) wants banking system stress tests to
include several parameters in addition to non-performing assets (NPAs), a person aware of the
matter said.

The board has discussed doing away with the singular focus on NPAs in the bi-annual stress
tests for RBI’s Financial Stability Report (FSR), the person cited above said on condition of
anonymity, adding multiple indicators are needed to identify emerging stress in the system.

Also Read | Churn in India’s internet economy

In its latest FSR released on 11 January, RBI said gross NPAs could rise to 13.5% under the
baseline stress scenario by 30 September 2021, the highest in more than 22 years, up from
7.5% as of 30 September 2020. It is predicted to almost double to 14.8% under a severe stress
scenario.

“The issue has been discussed at the meetings of the central board and board of financial
supervision. Irrespective of the stress tests, which are being done for so many years, RBI
couldn’t avert a crisis. It has been, therefore, discussed that RBI should not go by headline
figures and should instead have multiple indicators to warn them about impending stress in the
system. Indicators like credit disbursement, adoption of information technology across banks,
etc., can be looked at for a comprehensive stress test," the person cited earlier said.

The scrutiny on stress tests comes after market participants raised concerns on the quality of
these tests, which differ from projections by banks and rating agencies. According to the person
cited earlier, stress tests should ideally prepare the system to handle a crisis by issuing early
warnings.

Kotak Institutional Equities said in a 12 January note to clients that the Reserve Bank forecast
places too much emphasis on history, and there has already been a significant default from the
large corporate segment in the previous corporate bad loan cycle.

The report said RBI did not provide any details of the stress in the retail and small and medium
enterprises (SMEs), which have been most affected by covid-19.

“Given that the impact of covid-related impairment has a large overlap (retail and SME
portfolios) between banks and NBFCs (non-banking financial companies), it would appear
surprising that the underwriting between the two lenders is so divergent. We would have liked
the discussion paper to have given more details on the quality of the moratorium book (sector-
wise, duration of moratorium adopted by borrowers, or customer profile-based ratings/CIBIL
score) or perhaps more insights into the retail/SME portfolio that is likely to go under stress due
to covid," the Kotak report said.

On 11 November, Soumya Kanti Ghosh, chief economist at State Bank of India, said in a report
that the stress test needs to be revisited as its projections during fiscal years 2015 to 2018 were
lower than the actual numbers, whereas in the fiscal years 2019, 2020 and 2021, the actual

https://www.livemint.com/industry/banking/bank-npa-may-rise-to-25-year-high-under-severe-stress-says-rbi-11610370350503.html
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numbers were much lower than the projections.

This could be because RBI data on NPAs takes into account even the written-off loans. Since
2018, banks, especially public sector banks, have seen large loan write-offs.

Ghosh had also argued earlier that this year’s gross bad loan projections of RBI and banks
could differ because of the way the moratorium data is calculated.

“Some of the banks have initially given blanket moratorium opt in, irrespective of their
willingness and eligibility, to all their customers and such data was initially reported as one-size-
fits-all. However, in reality, most of the customers continued to pay their EMIs (equated monthly
instalments) even though they were offered. Subsequently, all these customers are reported in
moratorium, though they are continuing payments of their EMI dues," Ghosh said in an August
report.

Click here to read the Mint ePaperMint is now on Telegram. Join Mint channel in your Telegram
and stay updated with the latest business news.

Log in to our website to save your bookmarks. It'll just take a moment.

Oops! Looks like you have exceeded the limit to bookmark the image. Remove some to
bookmark this image.

Your session has expired, please login again.

You are now subscribed to our newsletters. In case you can’t find any email from our side,
please check the spam folder.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com

https://epaper.livemint.com/Home/ArticleView?utm_source=livemintstory&utm_medium=lmstorybottom&utm_campaign=lmstoryref
https://t.me/livemint
https://www.livemint.com/


Page 117

cr
ac

kIA
S.co

m

Source : www.thehindu.com Date : 2021-01-18

M-BEAT FOR PUBLIC WELFARE: KERALA POLICE
Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable

Development

Countering claims that sought to link the Mobile Beat (M-beat) system under the Janamaithri
community policing scheme with the controversial Citizenship Amendment Act (CAA), the Kerala
Police have issued a clarification that the initiative is aimed at assessing living conditions and
review accessibility to various welfare schemes.

In a statement, Crime Branch head Additional Director General of Police S. Sreejith, who is the
State-level nodal officer of the Janamaithri Suraksha Project, warned of strict action against
those who indulge in propagating falsehood, especially on the social media.

He stated that the M-beat project was intended to take stock of the social, economic and
educational status of each section to ensure the effective delivery of various services.

The data collected would be taken up for discussion at Janamaithri committees to plug
inadequacies. He said that personal details would not be solicited against the public will.

Elaborating on its perceived advantages, Mr. Sreejith said the scheme would enable the police
to keep tabs on migrants who have settled in the State as well as identifying those involved in
anti-social and terrorist activities without delay.

Pointing out that the M-beat system was intended to boost the Janamaithri community policing
scheme, the senior officer said beat officers would record various details, including name,
address, profession, educational qualification, contact number, vehicles, Aadhaar and ration
card number on a digital platform. Besides houses, these officers would also visit public and
private establishments, tribal colonies and camps that accommodate migrant labourers. Station
house officers would be able to respond to exigencies without delay using the GPS locations
recorded during the collection of details.

The M-beat system had found numerous benefits during the lockdown period when the police
rushed to the aid of several people who required medicines and other supplies, as well as
children who lacked tools of access online classes, Mr. Sreejith said.

M-beat project will take stock of social, economic and educational status of each section
for effective delivery of services.

S. Sreejith

ADGP, Crime Branch
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Source : www.livemint.com Date : 2021-01-18

THE BIG DILEMMA OVER BAD BANK AND GOOD
MONEY

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

RBI governor Shaktikanta Das has suggested that the regulator is open to the idea of a bad
bank to revive lenders creaking under a mountain of bad loans. What is a bad bank, and how
will it help the sector and the broader economy? Mint explores.

Reserve Bank of India governor Shaktikanta Das has suggested that the regulator is open to the
idea of a bad bank to revive lenders creaking under a mountain of bad loans. What is a bad
bank, and how will it help the sector and the broader economy? Mint explores.

What exactly is a bad bank and its function?

A bad bank is an institution that takes over dud loans and other illiquid assets of lenders, helping
them restart with a clean slate. Such a mechanism helps a bank segregate its good assets from
bad ones, making it easier for it to raise capital by issuing equity or debt or both. The
segregation of toxic assets helps generate confidence among potential investors who can then
examine the financial health of the lender with greater clarity. Further, by transferring sour loans
to a bad bank, lenders can prioritize financing businesses, while letting a specialized institution
focus on maximizing loan recovery.

Why is it being talked about now suddenly?

The Indian economy slipped into a technical recession, contracting during the first two quarters
of this fiscal year. It is likely to shrink 7.5% this year. The pandemic-led lockdown, imposed to
curb covid infections, has already crimped earnings of businesses and individuals, impairing
their ability to repay loans and potentially fuelling a jump in non-performing assets of banks.
Despite regulatory forbearance in the form of a loan moratorium, many borrowers may find it
difficult to service their loans, requiring lenders to set aside capital to cover those losses. A bad
bank can free them up to start lending.

Have there been any such parallels around the globe?

Yes, the idea of a bad bank found strong resonance during the global financial crisis of 2007-09.
Citigroup moved about $900 billion worth of loans to its bad-bank unit Citi Holdings, which in
later years reported profits. Bad banks also helped Barclays and Bank of America overcome
their stress. The Republic of Ireland formed a bad bank to tackle its own financial mess.

Why is it crucial to tackle toxic loans?

Banks and other financial institutions are key drivers of economic growth, as they are the formal
channels of credit. As things stand, lenders, particularly state-owned ones, are saddled with
massive bad loans. This has made them risk-averse, and eroded their capacity to lend to help
spur economic recovery from the covid shock. Banks will find it tough, and exorbitantly
expensive, to raise capital from the market if the asset-quality trajectory remains uncertain,
delaying, even jeopardizing, economic growth.

Should the Centre set up a bad bank?
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To the extent that a bad bank will take sour loans off banks’ balance sheets, it’s a good idea. But
the Centre isn’t smitten by the idea yet. After all, there exist several private asset reconstruction
firms that buy bad loans at a discount. Also, the Bankruptcy Code, though not perfect, has
helped in higher recoveries. There is also the question of moral hazard that a government-
funded bad bank can create by allowing reckless lending to continue. Can it end up as another
case of throwing good money after bad?
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WHAT 2020 DID TO INDIA’S INEQUALITY
Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable

Development

BENGALURU : Even before covid-19, India was already a highly unequal country. As per the
World Inequality Database, the share of the top 10% in India’s national income was about 56%,
much higher than comparable countries like Indonesia (41%), Vietnam (42%), and even China
(41%). India’s pandemic-induced economic hit is expected to be much worse than any of these
comparable Asian nations.

Early news reports about the hardship endured by migrant workers and the urban poor, as well
as numerous surveys, painted a grim picture of the economic fallouts of 2020—the sweep of
which is only beginning to be understood. In a survey of vulnerable households done by Azim
Premji University, sample earnings fell by around 40-50% in April and May. A larger survey by
Dalberg found that the average monthly household income declined by 65%. The lower quintiles
were the hardest hit.

But these surveys were immediate and purposive and couldn’t be generalised to cover the
whole population. Now, our analysis of a nationally representative household survey by the
Centre for Monitoring Indian Economy (CMIE) throws up some sobering facts. An average
Indian household lost about 25,000 in income (equivalent to slightly more than a month’s
earnings) in the first six months of the pandemic, as compared to the previous year.

Further, losses were disproportionately borne by the poorest—the bottom 10% of India’s
households lost 30 percentage points more of their income than the top 10%. Even individuals
with secure, salaried jobs—the cream of India’s workforce—saw their income decline by about
12% in 2020.

The economic upheaval unleashed in 2020 could leave behind inter-generational disparities.
Studying the long-term impact of past pandemics on inequality, researchers at the International
Monetary Fund have shown that five years after a pandemic, income inequality increases
significantly and individuals with low education were impacted the most.

Researchers at the World Bank have documented that pandemic-linked crises, including covid-
19, have a larger short-term impact on the poor. The recovery for poorer households is also
slower as they are forced to sell productive assets and reduce education and food expenses in
order to survive the crisis.

In the shadow of an upcoming Union Budget, these facts acquire even more resonance. Until
now, the burden of this once-in-a-century crisis has been borne unequally, and mostly by the
poor. This needs to change and the burden needs to be shared more equally across society.
This might mean that, if needed, the government should consider raising funds through a covid
cess on the rich in order to partly fund direct support to the poor.

Recovery is partial

The pandemic’s potential to have long-term impacts makes it imperative to understand and
quantify what Indians have gone through in order to design more effective policy support. But no
public data is available on what happened to employment or incomes over the past year. In the
absence of such data, most attention has been focused on the Consumer Pyramids Household
Survey (CPHS) data from CMIE.
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CPHS is a nationally representative, high-frequency panel survey of 174,405 households, with
each household being interviewed thrice a year. The latest income data available from this
survey is for August 2020, which was released in early January.

The data show that, as expected, the lockdown had a far larger impact on urban incomes (see
Chart 1). Rural incomes declined too—by about 35%—but urban earnings fell by 53%. By
August 2020, incomes had started to recover, but still remained 13% below August 2019. Things
haven’t changed dramatically since then and the recovery remains partial.

But more important is the aggregate loss in annual income in the months leading up to August,
which is unlikely to be recovered. Between March and August 2020, an average Indian
household’s total income—compared to the same months in the previous year—dropped by
17%. Or, about 24,949. This money has been erased from a household’s annual budget.

While the loss, on average, is steep, households with lower incomes saw a larger share of their
usual earnings disappear than households with higher incomes. We arranged the households
from the lowest to highest incomes and divided them into ten equal groups (deciles) to
understand the differential impact of the pandemic.

The bottom deciles experienced a sharper decline in April on top of an already declining trend
(see Chart 2). The bottom two deciles of households, in both rural and urban areas, experienced
a more than 90% decline in incomes in April and May. In August, the bottom two deciles were
about 20% below their incomes as compared to a year ago. The top decile, meanwhile, saw
their incomes decline the least—the maximum decline for them was 25%.

Differential impact

The differential impact is understood most clearly when we look at the cumulative loss in
incomes over the entire covid period. In Chart 3, we show the year-on-year change in aggregate
per capita income in constant prices for each decile between pre-covid and the covid period
(March-August 2019 compared to March-August 2020). The bottom rural decile lost 54% of their
incomes in the covid months, while the richest decile experienced a loss of 16% in rural areas.
In urban areas, the corresponding numbers are 39% and 21%, respectively. While the overall
impact is larger in urban areas, the differential impact across deciles is starker in rural areas. In
effect, the poorest rural dwellers and middle-income urban dwellers were perhaps the hardest
hit.

In absolute terms, households in the bottom decile lost 17,585, on average. This is equivalent to
losing three months of income for an average bottom 10% household. It is important to note that
this absolute loss is on a very low base to begin with, and thus implies a severe reduction in
welfare during the covid period.

As a result of this differential impact, inequality increased substantially. The share of the bottom
10% in total household income decreased from an already low 2.7% to 1.6% in rural areas (and
2.8% to 2.2% in urban areas).

It is important to note here that household surveys cannot reach the rich (mean monthly
household income of the top 5% in the CMIE survey is only about 101,790) due to the higher
non-response rates among these households and the low probability of them being selected in
the sample. This means that the inequality estimates presented here are lower bounds and, in
reality, would be far higher.

Interestingly, even within relatively protected sub-segments like salaried employees— what the
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CPHS terms “permanent salaried workers"—the bottom rung was hit harder than the top rung.

The bottom 20% of salaried workers experienced a wage loss of as much as 57% in April
(compared to April 2019 levels). In contrast, the top 20% saw their income decline by 15% in
April. By August, salaried workers across all segments of income had recovered. But what
happened when the purse strings tightened in the middle of a pandemic, and who suffered the
most, is perhaps a good indicator of how India does business—not just in small, informal
enterprises but even in formal firms that employ regular, salaried workers.

The way forward

It’s an undisputable fact that household incomes experienced enormous shocks during 2020 due
to the pandemic and the subsequent containment measures. These large shocks can also result
in pushing households into long-term poverty traps if the recovery is slow. Already, as per World
Bank estimates, South Asia (mainly India) will see the number of poor increase by about 70
million in 2020. In the absence of substantial public support, households have incurred debts
and resorted to asset sales in order to survive. In the Dalberg survey of low-income households,
the median debt accumulated as of late-May was 67% of pre-lockdown monthly household
income, with that figure reaching 100% for the poorest households.

Government relief measures—such as a direct cash transfer of 1500, free food grain rations,
additional allocations to MGNREGA as well as state-level schemes—were all important and
necessary, but have been vastly inadequate. The direct cash transfer of 1500 provided by the
government, for instance, was a tiny fraction of the income loss of 17,585 that a household in
the bottom 10% experienced.

India’s direct cash support is also small compared to other low-middle income countries. The
Centre’s cash transfer amounted to 4% of GDP per capita per month over three months. In
contrast, as per World Bank data, cash support provided by other lower middle-income countries
was ten times larger—at 40% of GDP per capita for three months.

Thus far, the burden of the crisis has clearly been borne unequally, and mostly by the poor. This
needs to change. A larger direct cash transfer to the poorest, continuation of the PDS rations
(which expired in November), expansion of MGNREGA in rural areas, the introduction of a new
urban employment guarantee scheme, and added investments in education should all be part of
the recovery package. These measures would help households get back on their feet, partly
make up for the losses experienced till now, and reduce the long-term impacts.

While revenue-generating measures to finance this support should be considered, such
measures notwithstanding, the fiscal deficit and the debt to GDP ratio are certain to rise. Holding
back on public support for this reason alone risks prolonging the hardship of average Indians
and delaying recovery. The unintended effect could be a reversal of the hard-earned gains in
poverty reduction which have accrued over the past two decades.

Rahul Lahoti and Amit Basole are faculty members at Azim Premji University. Mrinalini Jha is a
research fellow
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AS DHFL’S FATE GETS SEALED, PIRAMAL MUST
BEWARE OF BUYER’S REMORSE

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

A year after it became the first financial company to undergo insolvency proceedings, Dewan
Housing Finance Corp. Ltd (DHFL) is finally inching towards closure with Piramal Enterprises
getting voted as the successful bidder by the committee of creditors.

To be sure, the resolution is not cast in stone given that bidders who lost have the option to take
legal recourse. Even retail fixed deposit holders may potentially seek the court’s help if they are
unsatisfied with the implementation plan.

Also Read | Churn in India’s internet economy

That said, for all purposes, Ajay Piramal’s company will end up swallowing DHFL. Media reports
said Piramal had offered 37,300 crore for DHFL, which includes an upfront cash payment of
12,700 crore, 3,000 crore as interest income to be paid from DHFL’s operations and issuance of
around 20,000 crore long-term bonds to banks.

Analysts said DHFL’s acquisition would be a positive for Piramal Enterprises despite the short-
term requirement of a large capital infusion. The company has been trying to diversify its loan
book and DHFL’s addition would take the share of retail loans to as high as 35%. Given that
both real estate sales and initial trend in home loans is encouraging, Piramal may get more bang
for its buck from DHFL. Besides, DHFL also brings with it a strong workforce and a network of
250 branches. It also brings with it an existing technology platform. All these may make it easier
for Piramal Enterprises to turn around DHFL into a profitable business. As such DHFL’s
quarterly net loss had narrowed in the December quarter.

But there are some red flags, which is enough to give Ajay Piramal a mild case of buyer’s
remorse. To start with, the loan book of Piramal Enterprises is about 52,000 crore as of
September. This compares with DHFL’s 95,000 crore, of which 46% is wholesale. Clearly,
Piramal is swallowing a book larger than its own size. Managing the merged book won’t be easy.
The wholesale book is likely to give trouble considering the high level of delinquencies and the
ongoing stress among real estate developers.

Two, it will be challenging to meet the demands of creditors. Here, banks are likely to expect to
be compensated for the hit from fraudulent transactions at DHFL. Piramal Enterprises will have
to tread carefully on these fronts. Recall that a forensic report by Grant Thornton in early 2020
found many financial misgivings.Analysts, however, point out that the offer of Piramal
Enterprises for DHFL is almost 60% lower than the size of the troubled lender’s balance sheet.
This gap may take care of any new misgivings from the book.

Shares of Piramal Enterprises have gained 21% ever since the company upped its bid for DHFL
in mid-December, which shows expectations are running fairly high and that there is little room
for error as far as the merger integration process goes.
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INDIA MUST LOOK BEYOND ITS ATMANIRBHAR
BHARAT POLICY

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

Rapid economic growth calls for an export strategy that goes beyond mere incentive schemes

The government’s focus on Atmanirbhar Bharat, accompanied by its introduction of production-
linked incentives (PLIs) for manufacturing, has attracted criticism as well as praise. Critics have
characterized it as an inward-looking import substitution policy that is likely to produce negative
outcomes, while supporters have touted it as a game-changer which will finally allow Indian
manufacturing to acquire its rightful place. A brief dive into the history of developing nations that
have emerged from poverty would suggest that it is likely to be neither. In all probability, it will
end up as just another middling policy of the sort that has defined India’s economic decision-
making process for decades.

Historically, most developed countries have followed a mercantilist model to enrich themselves
at the expense of others. Britain ruthlessly exported finished goods to its colonies while keeping
its domestic industry protected behind high tariffs throughout the 1700s and mid 1800s, till it
achieved significant industrialization. The US had also imposed high tariffs on imports, reaching
a peak of over 40% in 1870. In fact, US import barriers did not come down till the end of World
War I, which generated huge surpluses for the US economy as it became the primary supplier of
war material to the Franco-British alliance. Tariffs were again raised in the 1930s, as the US
economy slipped into depression. Both the UK and US followed a policy of protecting domestic
industry, building industrial capacity and absorbing technology, before opening their markets to
the rest of the world.

In Asia, most countries that have achieved industrialization have used a version of the same
policy. Japan pioneered such a strategy and was followed by South Korea and China. Given
these lessons from history, it seems naïve and optimistic to think that India will be able to
bootstrap itself out of poverty by deploying an Atmanirbhar strategy centred around PLIs for a
handful of products. While India has a large domestic market, well developed financial
institutions and a competitive private sector, as Arvind Panagariya has pointed out, most Indians
are engaged in low-wage activities, which limits growth driven by domestic consumption. The
only way for the Indian economy to break out of this middling rate of growth is to look outward
for export-based growth drivers.

To be sure, many have claimed that India has already missed that bus, with New Delhi being an
early signatory to the World Trade Organization (WTO), which severely constrains the spectrum
of export-promotion measures that can be deployed. This argument has its merits. Although
Japan joined the General Agreement on Tariffs and Trade (GATT) in 1955, it dragged its foot on
liberalizing access to its economy for several decades. Similarly, China unabashedly promoted
exports after its economic liberalization, and then joined the WTO only in 2001 after its domestic
producers had gained considerable industrial capability. Even so, according to many
commentators, China continues to flout WTO rules to give its exporters an unfair advantage. In
comparison, India joined the GATT in 1948 and WTO in 1995. So, the country finds itself
constrained on export incentives and cannot quite follow the economic examples of Japan or
China.

However, India still has several levers to push up exports. One reason the country has been
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punching below its weight globally is the fact that the approach of its policymakers to export
promotion has been tactical and not strategic. Export promotion in India revolves around fiddling
with duties and exemptions that have a marginal impact on the creation of industrial capacity,
which is what drives export competitiveness.

The government should create a strategic plan. It should start by identifying sectors where India
has a comparative advantage or can acquire one. Once this is done, both labour-intensive and
high value-addition sectors that have significant scope of growth should be prioritized. Non-
financial measures, such as reduced regulatory burdens for export-oriented units, research and
development centres, skill development institutes for the workforce, logistical support, access to
technology and marketing support should be employed liberally. Financial measures such as
accelerated depreciation benefits and credit support should also be instituted.

Secondly, the government needs to create a unified body to market India’s goods across the
world. Currently, this is done by myriad export promotion councils, industry bodies and
chambers of commerce without a unified vision or synergy. This body should report directly to
the Prime Minister’s Office and be assigned explicit and sector-specific export targets.

Third, as a paper by Marianna Belloc and Michele Di Maio, ‘Survey of the Literature on
Successful Strategies and Practices for Export Promotion by Developing Countries’, shows, the
most important driver of export success is close collaboration between government departments
and private exporters. The government should assign liaison officers in all departments the task
of addressing problems faced by exporters. Also, administrative departments and ministries that
deal with exports should be assigned quantitative export targets, which should be reviewed
annually.

In sum, while self-sufficiency may be a commendable target, India’s development goals can’t be
met without facing the world armed with a robust export strategy.

Diva Jain is director at Arrjavv and a ‘probabilist’ who researches and writes on behavioural
finance and economics. Her Twitter handle is @DivaJain2
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VICE PRESIDENT CALLS FOR MEASURES TO
PREVENT AGRO BRAIN DRAIN AND ATTRACT YOUTH
TO FARMING

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

The Vice President of India, Shri M. Venkaiah Naidu today called for measures to prevent agro
brain drain and attract educated youth to take up farming as a profession. He opined that the
future of Indian agriculture lies in the hands of technology-driven farming practices, powered by
well- informed and modern-minded farmers.

The Vice President made these remarks while virtually inaugurating the National Dialogue on
“Indian Agriculture Towards 2030: Pathways for Enhancing Farmers’ Income, Nutritional
Security and Sustainable Food Systems” organised by NITI Aayog, Ministry of Agriculture and
Food & Agriculture Organisation (FAO).

Expressing concern over the increasing lack of interest in farming among the educated youth,
Shri Naidu opined that changing socio-economic milieu, increasing agri-input costs and
diminishing returns have turned agriculture into a less preferred profession among the youth. He
called for establishing strong lab–farm links and farmer–industry interaction to turn the farmers
into ‘agri-entrepreneurs’. Creation of ‘Business Incubation Centres’ would also be a step in the
right direction for aspiring farmers in this field, the Vice President added.

Stating that agriculture input costs have gone up significantly, Shri Naidu urged the policymakers
and other stakeholders to work towards reducing the input costs. Towards this end, he also
suggested promoting organic farming in a big way. Stressing the need to move away from
chemical farming, he said, “Organic farming is beneficial for all—the farmers, the consumers and
the environment. He called for making organic agriculture a mass movement not only for a
‘wealthy nation’ but also a ‘healthy nation’.

Terming agriculture as the soul of India, the Vice President said that it is critical not only for our
food security but the economy and the livelihood also. “Agriculture is the pillar of India’s ecology,
culture and civilisation”, he said.

He lavished praise on farmers for record food grain production during the 2019-20 crop year
despite unfavourable conditions imposed by the covid-19 pandemic.

Listing the four important sets of challenges faced by Indian Agriculture, the Vice President said
the foremost among these is the challenge of food security and better nutrition for our growing
population. “In fact, the time has come to switch the focus of our approach from food security to
nutrition security”, he added.

The second challenge, Shri Naidu underlined, was the challenge of sustainability of the natural
resources—land, water, forests and so on. He wanted increased focus on technologies that
increase water use efficiency.

Terming climate change the third major area of concern, the Vice President said that agriculture
needs to be made resilient in the face of the grave impact of climate change. This needs to be
addressed with an increasing sense of urgency and awareness, he said.

Lastly, Shri Naidu said that the farmer and the farm-worker are at the heart of the agricultural



Page 130

cr
ac

kIA
S.co

m

landscape and deserve total, undivided attention. “It is our moral responsibility to ensure that we
give him a bright future that recognises the blood and sweat of our annadata which constitutes
Indian agriculture”, he said.

The Vice President also expressed the need to incorporate all dimensions of sustainability—the
economic, the social and the ecological into agricultural policy-making and planning. He batted
for a wider and more holistic view of agriculture, wherein the sustainability of plants, fishes,
forests and livestock and their natural interdependence with the well-being of people are given
due attention.

Drawing attention to the increasing feminization of agriculture in India, Shri Naidu urged the
policymakers to pay special attention to the welfare of women farmers.

Referring to the recent desert locusts attack, ongoing Covid-19 pandemic, and the bird flu, the
Vice President said that there is urgent need for disaster-proofing food and farm systems,
reviving the rural economy and greater emphasis on health and nutrition, particularly of
vulnerable sections of society.

He was of the opinion that the farmers should be encouraged to take up allied activities like
poultry, dairy, fisheries and horticulture to have income in case of a failed crop. He also called
for fully tapping the potential of Indian food processing industry.

The Vice President wanted agricultural universities and Krishi Vignan Kendras to adopt a pro-
active approach in bringing the latest research and innovation to the farmers. The lab-to-land
concept has to be effectively implemented, he emphasised.

Shri Naidu maintained that farmers have never let the country down even in adverse conditions
such as floods, drought or pandemic and called for coordinated action in team India sprit by both
the Centre and the States to make agriculture profitable. Recognising the fact that the farmers
are unorganized and voiceless, he said that the 4 Ps--Parliament, political leaders, policymakers
and press must pro-actively adopt a positive bias towards agriculture.

Noting that loan waivers and subsidies provide temporary relief to farmers and are not
sustainable solutions, Shri Naidu said that both long-term and short-term measures are needed
to ensure remunerative prices to farmers. He listed various measures such as e-marketing, cold
storage facilities, uninterrupted power supply and timely credit crucial to make agriculture
profitable and viable.

The three-day dialogue to envision a roadmap for Indian Agriculture towards 2030 will see
participation from agricultural experts, farmers, scientists, academics and civil society members.

Appreciating the initiative, Shri Naidu hoped that the delegates will examine the problems and
challenges faced by Indian agriculture and will make suitable recommendations on how to
overcome them and move forward. “I am confident that the genius and hard work of our farmers
and our scientists and policy-makers will ensure that we nurture both the body and the soul of
our great civilization”, he said.

Shri Parshottambhai Rupala, Union Minister of State for Agriculture and Farmers Welfare, Dr.
Rajiv Kumar, Vice Chair, NITI Aayog, Prof. Ramesh Chand, Member, NITI Aayog, Shri Sanjay
Agarwal, Secretary, Agriculture and Farmers Welfare, Mr. Jong-Jin Kim, FAO Assistant Director,
General and Regional Representative of the Asia-Pacific region, Dr. Neelam Patel, Senior
Adviser (Agriculture), NITI Aayog, agriculture experts, researchers and farmers participated in
the virtual event.
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Following is the full text of the speech -

Sisters and brothers,

It gives me immense pleasure to take part in this unique national dialogue on Indian agriculture,
organised under the aegis of the NITI Aayog, the Government of India’s Ministry of Agriculture
and Farmers’ Welfare, as well as the Food and Agriculture Organisation (FAO) of the United
Nations, all of whom are at the helm of policy-making on agriculture.

Agriculture is the soul of India. I say this as someone who hails from a family of agriculturists. It
is not only critical for food security, the economy and the livelihood of nearly half of our
population, but is also a pillar of our ecology, culture and civilisation. Any transformation of
agriculture in our country has to recognize and respect the critical role of agriculture which lies at
the core of our great civilization.

I am happy to note that during 2019-20 crop year, food grain production reached a record
296.65 million tonnes while production of horticulture crops in India is estimated at a record
320.48 million metric tonnes. It needs to be borne in mind that this output is despite
unfavourable conditions imposed by the covid-19 pandemic. Our farmers deserve all
appreciation for achieving this feat.

The importance of agriculture and allied activities in our economy is also evident from the fact
that India has the largest livestock population of around 535.78 million, which constitutes around
31% of the world population. We are first in milk production and further aim to raise it to 330
million tons by 2024.

Welfare of our farmers is at the core of all the agricultural policies and programs framed by this
government. I congratulate the initiative you have taken to hold this dialogue. I am sure that this
erudite gathering of agricultural experts, farmers, scientists, academics and civil society
members will examine the problems and challenges that Indian agriculture faces and will make
suitable recommendations on how to overcome them and move forward.

My compliments to all the participating authors, chairs and discussants, who will come together
during the next three days to envision a roadmap for Indian Agriculture towards 2030.

I am happy to note that the process will be opened up to those beyond the confines of the virtual
conference to all the stakeholders concerned.

I would like to touch upon four important sets of challenges that Indian Agriculture has to
address for the future, as I see it.

Foremost among these is the challenge of food security and better nutrition for our growing
population. In fact, the time has come to switch the focus of our approach from ‘food security’ to
‘nutrition security’.

Secondly, we need to address the challenge of sustainability of our natural resources—land,
water, forests and so on. This calls for a heightened focus on technologies that increase water
use efficiency, and also promote organic farming in a big way. It is pertinent to point out that the
organic food segment in India is expected to grow at 10% during 2015-25 and is estimated to
reach Rs. 75,000 crore by 2025. It bears no repetition that organic farming is beneficial for
all—the farmers, the consumers and the environment. This has been proven beyond any
shadow of doubt.
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The third area of focus is the challenge of resilience in the face of the grave impacts of climate
change expected in the next few years and decades. This needs to be addressed with an
increasing sense of urgency and awareness.

Lastly, the farmer and the farm-worker at the heart of the agricultural landscape deserve all total,
undivided attention. It is our moral responsibility to ensure that we give him a bright future that
recognises the blood and sweat of our annadata which constitutes Indian agriculture.

We have to consider all dimensions of sustainability—the economic, the social and the
ecological—and incorporate these into agricultural policy-making and planning. We also have to
take a wider and more holistic view of agriculture, wherein the sustainability of plants, fishes,
forests and livestock and their natural interdependence with the well-being of people are given
due attention.

Dear friends,

We associate a farmer in our minds with a man ploughing his field or harvesting his crop. What
this popular perception often glosses over is the increasing feminization of agriculture in India.
As per Agriculture Census conducted every five years, the percentage of female operational
holdings in the country increased from 12.78 percent during 2010-11 to 13.78 percent during
2015-16. A rise in migration of men from rural to urban areas has been a prime factor attributed
to this change. Hence, our policymakers need to pay special attention to this increasing
participation of women in agriculture and make suitable policies for their welfare.

Another problem facing Indian agriculture is the increasing lack of interest in farming among
educated youth. Changing socio-economic milieu, increasing agri-input costs and diminishing
returns have turned agriculture into a less preferred profession among the youth.

We need to turn our attention to see how this can be reversed.

I have no doubt that the future of Indian agriculture lies in the hands of technology-driven
farming practices, powered by well- informed and modern-minded farmers. There are scores of
highly successful farmers who have been an inspiration for their communities through their
innovative use of modern agriculture techniques.

To turn the farmers into ‘agri-entrepreneurs’, efforts should be made to establish strong lab–farm
links and farmer–industry interaction should be promoted. Creation of ‘Business Incubation
Centres’ would also be a step in the right direction for aspiring farmers in this field.

These past months we have witnessed not only the coronavirus and its variants, but also desert
locusts and now the bird flu. These problems have taught us that in the post-COVID world, there
is urgent need, among other things, for disaster-proofing food and farm systems, reviving the
rural economy and greater emphasis on health and nutrition, particularly of vulnerable sections
of society. The agriculture sector is critically positioned to relook at the various policy options to
address emerging needs and future challenges, while ensuring sustainability.

I am happy to note that you have prioritised these themes and challenges in the sessions to be
held as part of the national dialogue.

None of these challenges can be dealt with alone. We have to work together for solutions. Yet
there are no universally applicable solutions. They have to be locale and context-specific in such
a large and diverse country as ours.
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Farmers need to be encouraged to take up allied activities like poultry, dairy, fisheries,
aquaculture, pisciculture, sericulture, apiculture and horticulture to have income in case of a
failed crop. The Indian food processing industry has immense potential and needs to be fully
tapped.

The agricultural universities and Krishi Vignan Kendras need to adopt a pro-active approach in
bringing the latest research and innovation to the farmers. The lab-to-land concept has to be
effectively implemented.

We should give due respect and recognition to our farmers, who have never let the country
down—be it floods , drought or pandamic.  They are bearing the brunt of nature’s fury while
ensuring our plates are full.

There is a need for coordinated action in team India sprit by both the Centre and the States to
make agriculture profitable. As farmers are unorganized and voiceless, the 4 Ps--Parliament,
political leaders, policymakers and press must pro-actively adopt a positive bias towards
agriculture.

In fact, a radical shift in making agriculture profitable is the need of the hour.

Loan waivers and subsidies provide temporary relief to farmers and are not sustainable
solutions. Both long-term and short-term measures are needed to ensure remunerative prices to
farmers. Promoting e-marketing extensively, cold storage facilities and refrigeration vans should
cater to farmers' needs in a big way. Providing uninterrupted power round-the-clock and
extending timely credit at low-interest rates are crucial to make agriculture profitable and viable.

Implementing all these measures and encouraging agripreneurs will prevent agro brain drain
and will hopefully attract youth to take up farming as a profession.

In the wake of the pandemic, the world is looking towards India. We need to seize the
opportunity and give special impetus to agriculture to not only sustain self-sufficiency but also
export to other countries and further strengthen India’s economy.

Friends, as I conclude, I would like us to commit ourselves to the many agricultures in our
country that show us many more sustainable possibilities to not only feed ourselves and all
sentient beings, but also to nurture the planet.

My very best wishes to you all for having a very fruitful dialogue that can show us better and
more effective and efficient ways for addressing the various challenges in the coming decades. I
am confident that the genius and hard work of our farmers and our scientists and policy-makers
will ensure that we nurture both the body and the soul of our great civilization.

Jai Hind!”

*****

MS/RK/DP

The Vice President of India, Shri M. Venkaiah Naidu today called for measures to prevent agro
brain drain and attract educated youth to take up farming as a profession. He opined that the
future of Indian agriculture lies in the hands of technology-driven farming practices, powered by
well- informed and modern-minded farmers.
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The Vice President made these remarks while virtually inaugurating the National Dialogue on
“Indian Agriculture Towards 2030: Pathways for Enhancing Farmers’ Income, Nutritional
Security and Sustainable Food Systems” organised by NITI Aayog, Ministry of Agriculture and
Food & Agriculture Organisation (FAO).

Expressing concern over the increasing lack of interest in farming among the educated youth,
Shri Naidu opined that changing socio-economic milieu, increasing agri-input costs and
diminishing returns have turned agriculture into a less preferred profession among the youth. He
called for establishing strong lab–farm links and farmer–industry interaction to turn the farmers
into ‘agri-entrepreneurs’. Creation of ‘Business Incubation Centres’ would also be a step in the
right direction for aspiring farmers in this field, the Vice President added.

Stating that agriculture input costs have gone up significantly, Shri Naidu urged the policymakers
and other stakeholders to work towards reducing the input costs. Towards this end, he also
suggested promoting organic farming in a big way. Stressing the need to move away from
chemical farming, he said, “Organic farming is beneficial for all—the farmers, the consumers and
the environment. He called for making organic agriculture a mass movement not only for a
‘wealthy nation’ but also a ‘healthy nation’.

Terming agriculture as the soul of India, the Vice President said that it is critical not only for our
food security but the economy and the livelihood also. “Agriculture is the pillar of India’s ecology,
culture and civilisation”, he said.

He lavished praise on farmers for record food grain production during the 2019-20 crop year
despite unfavourable conditions imposed by the covid-19 pandemic.

Listing the four important sets of challenges faced by Indian Agriculture, the Vice President said
the foremost among these is the challenge of food security and better nutrition for our growing
population. “In fact, the time has come to switch the focus of our approach from food security to
nutrition security”, he added.

The second challenge, Shri Naidu underlined, was the challenge of sustainability of the natural
resources—land, water, forests and so on. He wanted increased focus on technologies that
increase water use efficiency.

Terming climate change the third major area of concern, the Vice President said that agriculture
needs to be made resilient in the face of the grave impact of climate change. This needs to be
addressed with an increasing sense of urgency and awareness, he said.

Lastly, Shri Naidu said that the farmer and the farm-worker are at the heart of the agricultural
landscape and deserve total, undivided attention. “It is our moral responsibility to ensure that we
give him a bright future that recognises the blood and sweat of our annadata which constitutes
Indian agriculture”, he said.

The Vice President also expressed the need to incorporate all dimensions of sustainability—the
economic, the social and the ecological into agricultural policy-making and planning. He batted
for a wider and more holistic view of agriculture, wherein the sustainability of plants, fishes,
forests and livestock and their natural interdependence with the well-being of people are given
due attention.

Drawing attention to the increasing feminization of agriculture in India, Shri Naidu urged the
policymakers to pay special attention to the welfare of women farmers.
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Referring to the recent desert locusts attack, ongoing Covid-19 pandemic, and the bird flu, the
Vice President said that there is urgent need for disaster-proofing food and farm systems,
reviving the rural economy and greater emphasis on health and nutrition, particularly of
vulnerable sections of society.

He was of the opinion that the farmers should be encouraged to take up allied activities like
poultry, dairy, fisheries and horticulture to have income in case of a failed crop. He also called
for fully tapping the potential of Indian food processing industry.

The Vice President wanted agricultural universities and Krishi Vignan Kendras to adopt a pro-
active approach in bringing the latest research and innovation to the farmers. The lab-to-land
concept has to be effectively implemented, he emphasised.

Shri Naidu maintained that farmers have never let the country down even in adverse conditions
such as floods, drought or pandemic and called for coordinated action in team India sprit by both
the Centre and the States to make agriculture profitable. Recognising the fact that the farmers
are unorganized and voiceless, he said that the 4 Ps--Parliament, political leaders, policymakers
and press must pro-actively adopt a positive bias towards agriculture.

Noting that loan waivers and subsidies provide temporary relief to farmers and are not
sustainable solutions, Shri Naidu said that both long-term and short-term measures are needed
to ensure remunerative prices to farmers. He listed various measures such as e-marketing, cold
storage facilities, uninterrupted power supply and timely credit crucial to make agriculture
profitable and viable.

The three-day dialogue to envision a roadmap for Indian Agriculture towards 2030 will see
participation from agricultural experts, farmers, scientists, academics and civil society members.

Appreciating the initiative, Shri Naidu hoped that the delegates will examine the problems and
challenges faced by Indian agriculture and will make suitable recommendations on how to
overcome them and move forward. “I am confident that the genius and hard work of our farmers
and our scientists and policy-makers will ensure that we nurture both the body and the soul of
our great civilization”, he said.

Shri Parshottambhai Rupala, Union Minister of State for Agriculture and Farmers Welfare, Dr.
Rajiv Kumar, Vice Chair, NITI Aayog, Prof. Ramesh Chand, Member, NITI Aayog, Shri Sanjay
Agarwal, Secretary, Agriculture and Farmers Welfare, Mr. Jong-Jin Kim, FAO Assistant Director,
General and Regional Representative of the Asia-Pacific region, Dr. Neelam Patel, Senior
Adviser (Agriculture), NITI Aayog, agriculture experts, researchers and farmers participated in
the virtual event.

Following is the full text of the speech -

Sisters and brothers,

It gives me immense pleasure to take part in this unique national dialogue on Indian agriculture,
organised under the aegis of the NITI Aayog, the Government of India’s Ministry of Agriculture
and Farmers’ Welfare, as well as the Food and Agriculture Organisation (FAO) of the United
Nations, all of whom are at the helm of policy-making on agriculture.

Agriculture is the soul of India. I say this as someone who hails from a family of agriculturists. It
is not only critical for food security, the economy and the livelihood of nearly half of our
population, but is also a pillar of our ecology, culture and civilisation. Any transformation of
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agriculture in our country has to recognize and respect the critical role of agriculture which lies at
the core of our great civilization.

I am happy to note that during 2019-20 crop year, food grain production reached a record
296.65 million tonnes while production of horticulture crops in India is estimated at a record
320.48 million metric tonnes. It needs to be borne in mind that this output is despite
unfavourable conditions imposed by the covid-19 pandemic. Our farmers deserve all
appreciation for achieving this feat.

The importance of agriculture and allied activities in our economy is also evident from the fact
that India has the largest livestock population of around 535.78 million, which constitutes around
31% of the world population. We are first in milk production and further aim to raise it to 330
million tons by 2024.

Welfare of our farmers is at the core of all the agricultural policies and programs framed by this
government. I congratulate the initiative you have taken to hold this dialogue. I am sure that this
erudite gathering of agricultural experts, farmers, scientists, academics and civil society
members will examine the problems and challenges that Indian agriculture faces and will make
suitable recommendations on how to overcome them and move forward.

My compliments to all the participating authors, chairs and discussants, who will come together
during the next three days to envision a roadmap for Indian Agriculture towards 2030.

I am happy to note that the process will be opened up to those beyond the confines of the virtual
conference to all the stakeholders concerned.

I would like to touch upon four important sets of challenges that Indian Agriculture has to
address for the future, as I see it.

Foremost among these is the challenge of food security and better nutrition for our growing
population. In fact, the time has come to switch the focus of our approach from ‘food security’ to
‘nutrition security’.

Secondly, we need to address the challenge of sustainability of our natural resources—land,
water, forests and so on. This calls for a heightened focus on technologies that increase water
use efficiency, and also promote organic farming in a big way. It is pertinent to point out that the
organic food segment in India is expected to grow at 10% during 2015-25 and is estimated to
reach Rs. 75,000 crore by 2025. It bears no repetition that organic farming is beneficial for
all—the farmers, the consumers and the environment. This has been proven beyond any
shadow of doubt.

The third area of focus is the challenge of resilience in the face of the grave impacts of climate
change expected in the next few years and decades. This needs to be addressed with an
increasing sense of urgency and awareness.

Lastly, the farmer and the farm-worker at the heart of the agricultural landscape deserve all total,
undivided attention. It is our moral responsibility to ensure that we give him a bright future that
recognises the blood and sweat of our annadata which constitutes Indian agriculture.

We have to consider all dimensions of sustainability—the economic, the social and the
ecological—and incorporate these into agricultural policy-making and planning. We also have to
take a wider and more holistic view of agriculture, wherein the sustainability of plants, fishes,
forests and livestock and their natural interdependence with the well-being of people are given
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due attention.

Dear friends,

We associate a farmer in our minds with a man ploughing his field or harvesting his crop. What
this popular perception often glosses over is the increasing feminization of agriculture in India.
As per Agriculture Census conducted every five years, the percentage of female operational
holdings in the country increased from 12.78 percent during 2010-11 to 13.78 percent during
2015-16. A rise in migration of men from rural to urban areas has been a prime factor attributed
to this change. Hence, our policymakers need to pay special attention to this increasing
participation of women in agriculture and make suitable policies for their welfare.

Another problem facing Indian agriculture is the increasing lack of interest in farming among
educated youth. Changing socio-economic milieu, increasing agri-input costs and diminishing
returns have turned agriculture into a less preferred profession among the youth.

We need to turn our attention to see how this can be reversed.

I have no doubt that the future of Indian agriculture lies in the hands of technology-driven
farming practices, powered by well- informed and modern-minded farmers. There are scores of
highly successful farmers who have been an inspiration for their communities through their
innovative use of modern agriculture techniques.

To turn the farmers into ‘agri-entrepreneurs’, efforts should be made to establish strong lab–farm
links and farmer–industry interaction should be promoted. Creation of ‘Business Incubation
Centres’ would also be a step in the right direction for aspiring farmers in this field.

These past months we have witnessed not only the coronavirus and its variants, but also desert
locusts and now the bird flu. These problems have taught us that in the post-COVID world, there
is urgent need, among other things, for disaster-proofing food and farm systems, reviving the
rural economy and greater emphasis on health and nutrition, particularly of vulnerable sections
of society. The agriculture sector is critically positioned to relook at the various policy options to
address emerging needs and future challenges, while ensuring sustainability.

I am happy to note that you have prioritised these themes and challenges in the sessions to be
held as part of the national dialogue.

None of these challenges can be dealt with alone. We have to work together for solutions. Yet
there are no universally applicable solutions. They have to be locale and context-specific in such
a large and diverse country as ours.

Farmers need to be encouraged to take up allied activities like poultry, dairy, fisheries,
aquaculture, pisciculture, sericulture, apiculture and horticulture to have income in case of a
failed crop. The Indian food processing industry has immense potential and needs to be fully
tapped.

The agricultural universities and Krishi Vignan Kendras need to adopt a pro-active approach in
bringing the latest research and innovation to the farmers. The lab-to-land concept has to be
effectively implemented.

We should give due respect and recognition to our farmers, who have never let the country
down—be it floods , drought or pandamic.  They are bearing the brunt of nature’s fury while
ensuring our plates are full.
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There is a need for coordinated action in team India sprit by both the Centre and the States to
make agriculture profitable. As farmers are unorganized and voiceless, the 4 Ps--Parliament,
political leaders, policymakers and press must pro-actively adopt a positive bias towards
agriculture.

In fact, a radical shift in making agriculture profitable is the need of the hour.

Loan waivers and subsidies provide temporary relief to farmers and are not sustainable
solutions. Both long-term and short-term measures are needed to ensure remunerative prices to
farmers. Promoting e-marketing extensively, cold storage facilities and refrigeration vans should
cater to farmers' needs in a big way. Providing uninterrupted power round-the-clock and
extending timely credit at low-interest rates are crucial to make agriculture profitable and viable.

Implementing all these measures and encouraging agripreneurs will prevent agro brain drain
and will hopefully attract youth to take up farming as a profession.

In the wake of the pandemic, the world is looking towards India. We need to seize the
opportunity and give special impetus to agriculture to not only sustain self-sufficiency but also
export to other countries and further strengthen India’s economy.

Friends, as I conclude, I would like us to commit ourselves to the many agricultures in our
country that show us many more sustainable possibilities to not only feed ourselves and all
sentient beings, but also to nurture the planet.

My very best wishes to you all for having a very fruitful dialogue that can show us better and
more effective and efficient ways for addressing the various challenges in the coming decades. I
am confident that the genius and hard work of our farmers and our scientists and policy-makers
will ensure that we nurture both the body and the soul of our great civilization.

Jai Hind!”

*****

MS/RK/DP

END
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Source : www.pib.gov.in Date : 2021-01-20

MADHYA PRADESH TAKES THE LEAD IN
UNDERTAKING POWER SECTOR REFORMS

Relevant for: Indian Economy | Topic: Agricultural Finance & Insurance

Madhya Pradesh has taken the lead in undertaking power sector reforms stipulated by the
Department of Expenditure, Ministry of Finance. As part of the reforms, the State has started
Direct Benefit Transfer (DBT) of electricity subsisdy to farmers in one district of the state with
effect from December, 2020. Thus, the State has successfully implemented one out of the three
stipulated reforms in the power sector.

Successful implementation of the reform has made the State eligible to mobilise additional
financial resources equivalent to 0.15 percent of its Gross State Domestic Product (GSDP).
Accordingly, the Department of Expenditure has grandted permission to the State to mobilise
additional financial resources of Rs. 1,423 crore through Open Market Borrowings. This has
provided the much needed additional financial resources to the State to fight COVID-19
pandemic.

Power Sector reforms sitpulated by the Ministry of Finance aim at creating a transparent and
hassle free provision of power subsidy to farmers and prevent leakages. They also aim at
improving the health of power distribution companies by alleviating their liquidity stress in a
sustainable manner.

As per the guidelines issued by the Department of Expenditure, the States undertaking reforms
in power sector are granted permission to raise additional financial resources of up to 0.25
percent of the GSDP. This is linked to a set of 3 reforms in the sector:

Madhya Pradesh has framed a DBT Scheme for agricultural consumers in the State. The
Scheme has been implemented in Vidisha District of the State, where electricity is suppplied
through the M.P. Madhya Kshetra Vidyut Vitaran Co. Limited with effect from December, 2020.
Under the Scheme an amount of Rs. 32.07 crore was transferred to the bank accounts of 60,081
beneficiaries in the month of December, 2020. Parallely, the State has also initiated a process to
implement the DBT scheme in Jhabua and Seoni districts as well. Based on the learnings from
implementation of the Scheme in 3 districts in Phase-I, the Scheme will be rolled out in the entire
State in the financial year 2021-22.

In view of the resource requirement to meet the challenges posed by the COVID-19 pandemic,
the Government of India had on 17th May, 2020 enhanced the borrowing limit of the States by 2
percent of their GSDP. Half of this special dispensation was linked to undertaking citizen centric
reforms by the States.

The States get permission to raise additional funds equivalent to 0.25 percent of GSDP on
completion of reforms in each sector. The four citizen centric areas identified for reforms were
(a) Implementation of One Nation One Ration Card System, (b) Ease of doing business reform,
(c) Urban Local body/ utility reforms and (d) Power Sector reforms.

Till now, 14 States have carried out at least one of the four stipulated reforms and have been
granted reform linked borrowing permissions. Out of these, 11 States have implemented the
One Nation One Ration Card System, 8 States have done ease of doing business reforms, 4
States have done local body reforms and Madhya Pradesh has implemented power sector
reforms. Total reform linked additional borrowing permission issued so far to the States stands
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at Rs. 62,762 crore.

 

****

RM/KMN

Madhya Pradesh has taken the lead in undertaking power sector reforms stipulated by the
Department of Expenditure, Ministry of Finance. As part of the reforms, the State has started
Direct Benefit Transfer (DBT) of electricity subsisdy to farmers in one district of the state with
effect from December, 2020. Thus, the State has successfully implemented one out of the three
stipulated reforms in the power sector.

Successful implementation of the reform has made the State eligible to mobilise additional
financial resources equivalent to 0.15 percent of its Gross State Domestic Product (GSDP).
Accordingly, the Department of Expenditure has grandted permission to the State to mobilise
additional financial resources of Rs. 1,423 crore through Open Market Borrowings. This has
provided the much needed additional financial resources to the State to fight COVID-19
pandemic.

Power Sector reforms sitpulated by the Ministry of Finance aim at creating a transparent and
hassle free provision of power subsidy to farmers and prevent leakages. They also aim at
improving the health of power distribution companies by alleviating their liquidity stress in a
sustainable manner.

As per the guidelines issued by the Department of Expenditure, the States undertaking reforms
in power sector are granted permission to raise additional financial resources of up to 0.25
percent of the GSDP. This is linked to a set of 3 reforms in the sector:

Madhya Pradesh has framed a DBT Scheme for agricultural consumers in the State. The
Scheme has been implemented in Vidisha District of the State, where electricity is suppplied
through the M.P. Madhya Kshetra Vidyut Vitaran Co. Limited with effect from December, 2020.
Under the Scheme an amount of Rs. 32.07 crore was transferred to the bank accounts of 60,081
beneficiaries in the month of December, 2020. Parallely, the State has also initiated a process to
implement the DBT scheme in Jhabua and Seoni districts as well. Based on the learnings from
implementation of the Scheme in 3 districts in Phase-I, the Scheme will be rolled out in the entire
State in the financial year 2021-22.

In view of the resource requirement to meet the challenges posed by the COVID-19 pandemic,
the Government of India had on 17th May, 2020 enhanced the borrowing limit of the States by 2
percent of their GSDP. Half of this special dispensation was linked to undertaking citizen centric
reforms by the States.

The States get permission to raise additional funds equivalent to 0.25 percent of GSDP on
completion of reforms in each sector. The four citizen centric areas identified for reforms were
(a) Implementation of One Nation One Ration Card System, (b) Ease of doing business reform,
(c) Urban Local body/ utility reforms and (d) Power Sector reforms.

Till now, 14 States have carried out at least one of the four stipulated reforms and have been
granted reform linked borrowing permissions. Out of these, 11 States have implemented the
One Nation One Ration Card System, 8 States have done ease of doing business reforms, 4
States have done local body reforms and Madhya Pradesh has implemented power sector
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reforms. Total reform linked additional borrowing permission issued so far to the States stands
at Rs. 62,762 crore.
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Source : www.pib.gov.in Date : 2021-01-21

FIRST CONSULTATIVE MEETING HELD ON ASSET
MONETIZATION

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

The first consultative meeting on asset monetization was held here today, organized by
Department of Investment and Public Asset Management (DIPAM) in partnership with World
Bank. Shri Anurag Thakur, Minister of State for Finance and Corporate Affairs inaugurated the 
meeting held through video conferencing  and was attended by the Country Director World
Bank ,  CEO N i t iAyog ,  Sec re ta ry  (D IPAM)  and  sen io r  o f f i ce rs  o f  Cen t ra l
Ministries/Departments/Authorities. The meeting also had a large representation of State
Governments and CPSEs.

Asset monetization is a stated objective of the Government and DIPAM is mandated to facilitate
monetization of non-core public assets. The monetization process is complex and requires close
cooperation and collaboration with all stakeholders. The meeting provided a platform for such an
engagement.

Several key issues were discussed in the meeting in the presence of all stakeholders. Both
global and domestic perspective, best practice and experience was shared. The meeting ended
with a set of key takeaways which will assist in developing capacity and guidance on asset
monetization and accelerating the process.
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‘BAD BANK IS A GOOD IDEA’
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

India should set up a bad bank so that bankers can devote time to credit flow than just loan
recovery, say experts

A bad bank might be India’s best shot at recovering dud assets and provide an impetus to credit
growth in the aftermath of covid-19, experts said at Mint’s Road to Recovery webinar on
Monday.

Panellists highlighted the success story of the sovereign bad bank, Danaharta, established by
the Malaysian government to clean up bad loans after it had reached unsustainable levels. India,
the experts said, could learn a lesson or two from that initiative and build a bad bank with its own
set of regulations so that bankers can devote more time to the flow of credit instead of only
trying to recover legacy bad loans.

Also Read | Why server stacks are the new realty play

Anant Narayan, associate professor, SP Jain Institute of Management and Research, said the
objective is not just the survival of the financial services ecosystem, but to ensure it can finance
India’s tremendous growth aspirations and potential. “It is not only that non-performing assets
could reach 14.8% (RBI projections), also remember that a lot of NPAs have been written off
over the last five years. These are not showing up as gross NPAs, but is in the queue for
recovery," said Narayan.

Banks wrote off loans worth 2.37 trillion in FY20 and, as RBI said in its annual Trends and
Progress of Banking in India 2019-20 report, the asset quality improvement was led by write-
offs.

“I do still think there is scope for a bad bank and the experience that I particularly like is that of
Malaysia in the aftermath of the Asian financial crisis. They created a bad bank sponsored by
the government and purchased bad loans at what they considered to be the market price on the
books of the banks," said Narayan.

Similarly, the US had launched the Troubled Asset Relief Program (TARP) in the wake of the
Lehman crisis in 2008. “Vietnam also faced a similar issue of bad banks. They chose a different
solution. It asked public and private banks to transfer their bad assets to the new structure
against a bond and after five years amortize the bad loans to ensure they could still keep a good
capital adequacy ratio," said Aymar de Liedekerke Beaufort, chief executive officer, BNP
Paribas India.

Beaufort said there were many lessons that India could learn from other markets like Europe,
where several banks exist because mergers did not take place. “There is space for public banks.
India needs strong banks. The debate should be what type of banks and how many banks does
India need," Beaufort added.

Last year, the government merged 10 public sector banks into four, creating larger
entities—Punjab National Bank took over Oriental Bank of Commerce and United Bank of India;
Syndicate Bank merged with Canara Bank; Union Bank of India absorbed Andhra Bank and
Corporation Bank; and Indian Bank was merged with Allahabad Bank.

https://www.livemint.com/industry/banking/the-big-dilemma-over-bad-bank-and-good-money-11610900460283.html
https://www.livemint.com/industry/banking/the-big-dilemma-over-bad-bank-and-good-money-11610900460283.html
https://www.livemint.com/technology/tech-news/why-server-stacks-are-the-new-realty-play-11611069115871.html
https://www.livemint.com/industry/banking/rbi-board-favours-new-stress-test-formula-11610928587072.html
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However, a section of panel members was of the view that in the past India’s bad loan problems
could not be solved by setting up a bad bank. Ashish Chauhan, chief executive, BSE Ltd, said
the Indian financial system has been witnessing bad loan problems for 30 years, but the
Industrial Reconstruction Bank of India (IRBI), created to deal with sick industrial units, had
failed.“All bad loans were kept aside in one bank and nothing came out of it," he added.

However, Narayan said the problem with the earlier bad bank was that assets were transferred
at book value, which basically moved it from under one carpet to another.

Roopa Kudva, managing director, Omidyar Network India, said the key issue with India’s
banking system was governance.

“If the bank boards can be freed up to be truly independent, and I am talking about the public
sector banks as well, that would be a huge step forward," said Kudva.

shayan.g@livemint.com
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SC UPHOLDS THRESHOLD FOR FILING INSOLVENCY
PLEA AGAINST REALTY DEVELOPERS

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

The Supreme Court on Tuesday upheld amendments in the Insolvency and Bankruptcy Code
which prescribe that at least 100 allottees from the same real estate project should support the
initiation of corporate insolvency resolution process in the National Company Law Tribunal
(NCLT) against their property developer.

The Insolvency and Bankruptcy Code (Amendment) Act of 2020 had introduced a threshold that
required a minimum of 100 allottees, or 10% of the total allottees of a project, whichever was
less, to jointly apply for corporate insolvency resolution in the NCLT. The allottees should be
from the same real estate project. Aggrieved allottees drawn from different projects of the same
developer cannot form the 100.

A third amendment had given a 30-day deadline for existing applicants to find the requisite
number of supporters to meet the threshold of 100, else their plea pending in the tribunal even
before the commencement of the 2020 Act would be deemed as withdrawn.

Under the erstwhile regime, even a single allottee could initiate the corporate insolvency
resolution process against his property developer. There was no need to garner support from
other allottees.

A three-judge Bench led by Justice Rohinton F. Nariman found none of the amendments vague
or arbitrary.

The court agreed with the legislature that having a single allottee approach the tribunal would be
risky, considering that a corporate insolvency resolution may also entail a complete overhaul or
replacement of the developer’s company management.

Such an initiative by a lone allottee would derail the plans of other allottees, who still had faith in
the existing developer or were pursuing other legal remedies.

‘Against others’ interest’

“There can be hundreds or even thousands of allottees in a project. If a single allottee, as a
financial creditor, is allowed to move an application, the interests of all the other allottees may be
put in peril... Other allottees may have a different take of the whole scenario. Some of them may
approach the Authority under the Real Estate (Regulation and Development) Act of 2016.
Others may, instead, resort to the Consumer Protection Act. The remedy of a civil suit is, no
doubt, not ruled out,” Justice K.M. Joseph, who authored the judgment for the Bench, reasoned.

The court said allottees of a real estate project are a heterogenous group. A majority of them
may want to give more time to the developer to complete the project.
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GETTING IT WRONG ON INDIA’S LEVEL OF
AGRICULTURAL SUPPORT

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

The ongoing stalemate between the farmers protesting over the recently passed farm laws and
the government has sparked an interesting debate regarding the level of agricultural support.
Many media reports, based on data by the Organisation for Economic Co-operation and
Development (OECD), have ostensibly stated that the support provided to Indian agriculture is
extremely low or negative, and, therefore, net taxed. In contrast, the support provided by the
Central and State governments through their various federal and sub-federal schemes is well-
documented. This divergence merits a close examination for bringing clarity on this issue.

The OECD estimates the support to the farmers in terms of producer support estimates (PSE),
which mainly comprises the following two elements: market price support and budgetary
payments. The OECD has estimated that Indian farmers received negative support to the extent
of minus 2.36-lakh crore and minus 1.62-lakh crore in 2010 and 2019, respectively. The support
to farmers was consistently negative during 2000-2019, except in 2000. Surprisingly, the
negative support of minus 1.62-lakh crore as estimated by the OECD was higher than the total
budgetary allocation of the Ministry of Agriculture at 1.09-lakh crore in 2019.

Data | Farmers, new agriculture laws and government procurement

Let us look at the logic behind the OECD negative support to Indian farmers by assessing its
components.

Despite the overall negative support, the expenditure of the Central and State governments on
agriculture has increased substantially since 2000. This support increased from 1.61-lakh crore
to 3-lakh crore, between 2015 to 2019, registering 85% growth. Expenditure on the Pradhan
Mantri Kisan Sammann Nidhi, or PM-KISAN, the National Food Security Mission, crop
insurance, input subsidies such as fertilizer and electricity, are some of the measures covered
under the 2019 OECD estimates. However, the expenditure related to the operation of minimum
support price and general services is not covered by it.

The massive negative market price support to the producers of different products has resulted in
the total negative producer support, overshadowing the increase in the budgetary support over
the years. The negative market price support was estimated at minus 4.62-lakh crore in 2019.
The pertinent question here is what constitutes market price support?

Also read | PM Kisan payout went to 20 lakh undeserving beneficiaries: RTI info

As per the OECD methodology, the market price support of a commodity is calculated by
multiplying its total production with the gap between the domestic price and international prices
in a relevant year. Total market support for India is calculated by adding the market price
support of the agricultural commodities (of about 20 individuals) such as wheat, rice, cotton,
milk, etc.

This methodology assumes that in case there is no government intervention in the agriculture
market, then the domestic and international price of a product will converge, resulting in no gap
in prices. What are the consequences of the OECD methodology?

https://www.thehindu.com/news/national/the-hindu-explains-who-gains-and-who-loses-from-the-farm-bills/article32705820.ece
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https://www.oecd-ilibrary.org/sites/67f71d34-en/index.html?itemId=/content/component/67f71d34-en
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First, if the domestic price for a product is less than its international price, then support for that
product would be negative. To illustrate this, in respect of rice and milk, the domestic price was
less than the international price, which led to negative support of minus 46,605 crore and minus
2.17-lakh crore in 2019. For the same year, the support for wheat and cotton was 4,034 crore
and 4,414 crore, respectively.

Also read | MSP has remained, and will remain: PM

Second, a negative market price support for a product in one year can turn into huge positive
support in another year on account of the relative movement of domestic and international
prices. For instance, in 2018, the domestic price of cotton was lower than the international price,
resulting in negative support of minus 5,102 crore. However, in the subsequent year, the
domestic price exceeded the international price, and the support turned positive to the extent of
4,414 crore.

Third, even if in a particular year, the government does not provide any additional support
compared to a previous year, the level of support calculated by the OECD can change. This will
arise if there is a change in either the gap between the domestic price and international price for
a commodity, or its production, in the two years.

Why the gap between international and domestic prices? The OECD assumes government
interventions lead to a gap between the international and domestic prices. However, even if the
government does not implement any programme, the gap can still arise due to domestic and
international factors. Changes in supply and demand conditions in the domestic and
international market due to shocks such as the COVID-19 pandemic, weather conditions,
depressed international price due to subsidies given by other countries, among other factors,
can generate a gap.

Given the unpredictability in the inherent data, the total support can move from huge negative to
huge positive. For India, the negative support as a percentage of the total value of agriculture
production has substantially reduced in recent years. It is possible that support to Indian farmers
in the near future becomes one of the highest in the world due to pitfalls in the OECD
methodology. This might set alarm bells ringing, particularly in the developed countries, which
may aggressively question India’s support measures.

Also read | MSP, government procurement key to India’s food security: Narendra Modi

Just as beauty lies in the eye of the beholder, the amount of subsidy depends on the
methodology adopted for calculating it. Rather than being swayed by the OECD numbers
suggesting negative support, farmers, policymakers, and other stakeholders need to understand
the pitfalls and limitations in the underlying methodology. This will help in providing a more
correct perception of the level of support to agriculture in India.

Sachin Kumar Sharma is Associate Professor at the Centre for WTO Studies, Indian Institute of
Foreign Trade, Delhi. Adeet Dobhal is a Research Fellow at the Centre for WTO Studies. The
views expressed are personal
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Source : www.livemint.com Date : 2021-01-22

HOPES FADE FOR TURNAROUND IN ASIA’S WORST-
PERFORMING CURRENCY OF 2020

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

Analysts had forecast for the rupee to rise for the first time in four years on hopes the RBI may
slow its foreign-currency accumulation after the stockpile rose to a record

The Reserve Bank of India signalled recently it won’t relent on dollar purchases that pushed the
currency to the bottom of Asia’s currency rankings in 2020. Analysts had forecast for the rupee
to rise for the first time in four years on hopes the RBI may slow its foreign-currency
accumulation after the stockpile rose to a record.

The RBI’s comments suggest “the large FX intervention that the central bank undertook in 2020
totalling almost $120 billion will continue in 2021," said Khoon Goh, head of research at
Australia & New Zealand Banking Group Ltd. in Singapore. “Persistent FX intervention will see
INR underperforming regional currencies," he said.

RBI Governor Shaktikanta Das said on Saturday that emerging markets need to build reserves
as buffers against external shocks even at the risk of being added to the US watchlist for
currency manipulation. India rejoined the list in December due to RBI’s sustained forex
purchases and a large goods trade surplus with the US.

India’s central bank officials are usually reticent about commenting on the nation’s foreign
exchange policy. This marks a departure from the RBI’s fifteen-year plus stance of intervening
only to contain volatility, Indranil Sen Gupta and Aastha Gudwani, economists at Bank of
America wrote in a note.

Das’ comments also put the spotlight on bullish rupee trades from banks including Nomura
Holdings Inc., which said in a report last week that the Indian currency may outperform the
Indonesian rupiah as the RBI may allow it to appreciate in a positive inflow backdrop. Deutsche
Bank AG also recommended buying the rupee against the Philippine peso.

Pressure to rise

The median estimate of a Bloomberg survey shows the rupee may strengthen rise to 72.40 to a
dollar by year-end. It’s risen 0.1% so far in 2021 to 72.9775 after three straight years of declines.
Goldman Sachs Group Inc. sees it appreciating to 70 by March 2022.

The rupee is under pressure to rise on heavy foreign inflows. However, that prompts the central
bank to mop up excess dollars with the aim of keeping the local exchange rate stable. Deutsche
Bank expects inflows to reach $82 billion by the end of the fiscal year ending March, before
continuing at a similar pace in the following 12 months.

The RBI bought net $10.3 billion of foreign exchange in the spot market in November while its
intervention in the forwards market saw its long-dollar position rise to $28.3 billion at end-
November versus $13.6 billion in the previous month, central bank data released Thursday
showed.

Silver Lining
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India’s forex reserves consequently rose to a record $586 billion, catching up with Russia, which
has the world’s fourth-largest stockpile. Mizuho Bank Ltd. sees this having a positive
implications for the rupee when the greenback strengthens.

“This prudential FX reserve building means that on episodes of sudden USD strength, rupee
resilience will be greater," said Vishnu Varathan, the Singapore-based head of economics and
strategy at the bank. In a stronger-dollar scenario, and barring a surge in oil prices the rupee
could fare better than peers such as the Indonesian rupiah and Philippine peso, he said.
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RESULTS SHOW SC ORDER CONTAINED YES BANK’S
NPAS

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

Bad loans at private sector lender Yes Bank would have touched 20% of its total advances in
the absence of the Supreme Court order in September to halt classification of certain loans as
bad, chief executive Prashant Kumar said.

The bank’s reported bad loans were at 15.36% of advances as on 31 December, but the SC
order masks another 8,322 crore non-performing assets (NPAs) from a mix of retail, corporate
and small businesses. Of this, debt recast has been initiated for loans of 1,264 crore under the
Reserve Bank of India’s (RBI) covid-19 package announced on 6 August.

Thus, the bank’s NPAs—if not for the court order —would have been higher than what it had
reported in the December and March quarters of the past financial year. “But what has actually
happened is that the loan book is shrinking and that is why the percentages are going up," said
Kumar.

Yes Bank has initiated debt recast for loans worth 8,062 crore as on 31 December but these
have not yet been implemented. RBI has given banks three months to implement retail recasts
and six months for corporate loans. It was able to make cash recoveries of 1,512 crore in Q3, as
against 1,094 crore in the September quarter.

On Friday, the bank reported a net profit of 150.7 crore for the quarter ended 31 December on
account of higher net interest income and lower provisions, against a loss of 18,560 crore in the
same quarter last year.

Its net interest income (NII), or the difference between interest earned and expended, rose
29.7% to 2,560 crore. It was aided by a higher net interest margin (NIM), an important metric of
profitability, at 3.4% and was 30 basis points (bps) higher sequentially. Provisions fell 91% from
a year ago to 2,199 crore, though higher by 85% sequentially.

On the operations side, other income, which includes core fee income, rose 91% to 1,197 crore
in the December quarter.

Loan book shrank 9% from a year ago to 1.69 trillion as on 31 December. Its total deposits were
down 12% to 1.46 trillion. Current and savings account (Casa) ratio dropped to 26% of total
deposits against 32.1% in the same quarter last year. Kumar said the bank expects its loan book
to grow 12% in FY22. He added that credit growth on the retail side would be around 20%.
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RBI PLANS STRICTER NORMS FOR NBFCS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

The regulator proposed to classify the non-banking financial companies (NBFCs) into four
categories, depending on their systemic importance and potential risk to the stability of the
financial system

The Reserve Bank of India (RBI) on Friday proposed to tighten rules for major non-bank lenders
to prevent a collapse in one of them from affecting the financial system.

The regulator proposed to classify the non-banking financial companies (NBFCs) into four
categories, depending on their systemic importance and potential risk to the stability of the
financial system.

The level of regulatory oversight will vary depending on the size of the lenders, among other
criteria.

While RBI has sought to increase scrutiny of shadow banks, it has also assured them that the
proposed changes will continue to allow those engaged in niche sectors and markets to have
flexibility in business operations.

The changes aim to avert a crisis like the one set off by a series of payment defaults in 2018 by
Infrastructure Leasing and Financial Services Ltd, which was then India’s largest shadow lender.

The liquidity crisis that arose squeezed funding to non-banks and has engulfed several other
lenders since then.

All NBFCs with assets of up to 1,000 crore will fall under the NBFC-Base Layer category. They
comprise more than 9,200 of India’s 9,425 non-deposit taking lenders and consist of non-
systemically important NBFCs, peer-to-peer lending platforms, account aggregators and non-
operating financial holding companies.

RBI has raised the net-owned funds requirement for these NBFCs to 20 crore from 2 crore
earlier and also proposed that they can transition to the new regulation over a period of five
years. The existing non-performing loan classification norm for these NBFCs will be changed to
90 days from 180 days now.

The NBFC-Middle Layer will consist of non-deposit taking NBFCs classified as systemically
important and deposit-taking NBFCs. RBI has proposed no changes to the existing capital
requirement for these NBFCs,which currently stands at 15% with minimum tier-I of 10%.
However, the regulator has suggested that NBFCs with 10 or more branches will be required to
adopt core banking solution. It has also put certain restrictions on lending. These NBFCs cannot
provide loans to companies for buyback of securities.

The NBFC-Upper layer could include as many as 30 systemically significant NBFCs, which will
be regulated like banks. These NBFCs will have to implement differential standard asset
provisioning and also the large exposure framework as applicable to banks. They will also be
subject to a mandatory listing requirement. RBI has also proposed to introduce common equity
tier-I of 9% for these NBFCs.

A chief executive of a large non-bank financier said the impact of the proposed changes that will
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apply to the upper layer will be limited.

“At present, NBFCs follow Ind-AS accounting standards that require risk-based provisioning.
However, on the other issues like core equity tier-I capital requirements and its impact, we are
consulting lawyers to figure out its impact," the chief executive said, declining to be named.

The NBFC-top layer is currently empty. However, RBI can move an NBFC to this category if it
feels that there is an unsustainable increase in the systemic risk spill-overs from specific NBFCs
in the upper layer. These NBFCs will be subject to higher capital charge, including capital
conservation buffers. There will also be intensive supervisory engagement with these NBFCs.
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MONETARY PENALTY FOR FLOUTING CSR
REGULATIONS KICKS IN

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &
Black Money incl. Government Budgeting

The govt’s latest move allows business to spend more than their obligation to fulfil the
community needs post-covid

The government on Friday notified sections of the Companies Act prescribing a monetary
penalty for violation of corporate social responsibility (CSR) obligations of businesses and made
sweeping changes to the rules to make companies more accountable and to offer some
flexibility in CSR spending.

In one of the three separate orders on Friday, the corporate affairs ministry gave effect to
monetary penalty for businesses not spending 2% of net profit on CSR or for not transferring
unspent amounts to specified accounts.

The penalty—at least 1 crore for the defaulting company and at least 2 lakh for each defaulting
officer—was introduced in 2020 to replace imprisonment provision—maximum three years—for
defaulting officers that was brought in a year before. The Centre opted to remove imprisonment
in favour of penalty after corporates protested. The monetary penalty for violations kicks in from
Friday with 2020 amendment to the Companies Act taking effect.

Also, a series of steps is notified to make companies more accountable and transparent in their
CSR obligations, a government official said, requesting anonymity.

The ministry amended the rules to mandate companies to register their entities conducting CSR,
conduct impact assessment of large projects and offered more leeway in the utilization of CSR
funds in the spirit of ease-of-doing business.

Accordingly, companies are now free to spend more than the mandated 2% of their net profits
on CSR in any year and the excess amount spent can be set off against the CSR spending
obligation in future years, subject to riders.

This move allows businesses to spend more than their spending obligation to fulfil the
community’s needs, especially on covid-related health and disaster relief work in the short term,
and set off the excess spending against their spending obligation in subsequent years. This
flexibility is available in perpetuity.

Businesses are allowed to allocate up to 5% of their CSR spending in a year on ‘administrative
overheads’ or the cost of general management and administration of CSR work. This, however,
does not cover the cost of designing, implementing, and evaluating a project. The rules also
clarified that the permission given to drug makers and life science companies to consider efforts
to develop covid-19 therapies, as CSR, although these are part of their normal course of
business, is applicable for three financial years from FY21-23.
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HELPFUL PAUSE: THE HINDU EDITORIAL ON
CENTRE’S OFFER TO SUSPEND FARM LAWS

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

The Centre’s offer to suspend for 18 months the implementation of the three laws that are at the
heart of the farmers’ unrest is a conciliatory gesture. It is regrettable that the farmers protesting
against the laws that encourage market forces in the sector have rejected the government offer.
They have been demanding the repeal of the three laws and a legal guarantee of Minimum
Support Price for their produce. The government has refused to concede these demands, but its
willingness to put off the implementation of the laws is a right step that could lead to a viable
reform package for the agriculture sector. A toxic combination of the Centre’s intransigence,
ignorance and insensitivity led to the current flare-up. That India’s agriculture sector requires
reforms is not in dispute. The challenge is in identifying the viable measures from the economic,
environmental and scientific perspectives and building a wide political agreement for them. The
government has now shown wisdom and sagacity by offering to start consultations. Farmers
should now not allow their maximalism to obstruct the path to an agreement. It is a case of
better late than never.

By creating an environment of trust with the aggrieved farmers, the government can reclaim its
authority and role. Further consultations must be through a government-led political process,
and the Supreme Court which has assumed an unwarranted role for itself must step back. As
Agriculture Minister Narendra Singh Tomar pointed out, if the agitation can be ended with this
concession from the government, it will be a victory for democracy. The government should do
more. Harassment of farmer leaders by investigative agencies must immediately stop. The BJP
should restrain its functionaries from labelling protesters as anti-nationals. The farmers, who are
being represented by several organisations, must arrive at a common platform for talks with the
government. Having been successful in winning the attention of the government and the larger
society towards their grievances, the farmers must now suspend their protest, including the plan
for a tractor rally in Delhi on Republic Day. The consultations on the three laws and reforms in
general must take place in an ambience of mutual trust and a spirit of give and take. The talks
must be without preconditions but with an agreed premise that agriculture and farmers cannot
be left at the mercy of market forces, and the current crop and remuneration patterns are not
sustainable. This requires both sides to be more open-minded than they have been so far. A
pause of the laws can be helpful.

You have reached your limit for free articles this month.

Already have an account ? Sign in

Start your 14 days free trial. Sign Up

Find mobile-friendly version of articles from the day's newspaper in one easy-to-read list.

Enjoy reading as many articles as you wish without any limitations.

A select list of articles that match your interests and tastes.

Move smoothly between articles as our pages load instantly.

A one-stop-shop for seeing the latest updates, and managing your preferences.

https://www.thehindu.com/news/national/govts-10th-round-of-talks-with-protesting-farmers-ends-next-meeting-on-jan-22/article33619709.ece
https://www.thehindu.com/news/national/the-hindu-explains-who-gains-and-who-loses-from-the-farm-bills/article32705820.ece
https://www.thehindu.com/news/national/farmers-protest-protesting-farmer-unions-reject-govts-proposal-skm/article33628335.ece
https://www.thehindu.com/news/national/sc-suspends-implementation-of-three-farm-laws/article33557081.ece
https://www.thehindu.com/news/national/farmers-protests-farmers-tractor-rally-to-go-ahead-as-planned-on-republic-day-union-leaders/article33636364.ece
https://subscription.thehindu.com/signup?utm_source=meterpaywall&utm_medium=33638300&utm_campaign=editorial&#signin
https://subscription.thehindu.com/signup?utm_source=meterpaywall&utm_medium=33638300&utm_campaign=editorial


Page 161

cr
ac

kIA
S.co

m

We brief you on the latest and most important developments, three times a day.

*Our Digital Subscription plans do not currently include the e-paper, crossword and print.

Dear reader,

We have been keeping you up-to-date with information on the developments in India and the
world that have a bearing on our health and wellbeing, our lives and livelihoods, during these
difficult times. To enable wide dissemination of news that is in public interest, we have increased
the number of articles that can be read free, and extended free trial periods. However, we have
a request for those who can afford to subscribe: please do. As we fight disinformation and
misinformation, and keep apace with the happenings, we need to commit greater resources to
news gathering operations. We promise to deliver quality journalism that stays away from vested
interest and political propaganda.

Dear subscriber,

Thank you!

Your support for our journalism is invaluable. It’s a support for truth and fairness in journalism. It
has helped us keep apace with events and happenings.

The Hindu has always stood for journalism that is in the public interest. At this difficult time, it
becomes even more important that we have access to information that has a bearing on our
health and well-being, our lives, and livelihoods. As a subscriber, you are not only a beneficiary
of our work but also its enabler.

We also reiterate here the promise that our team of reporters, copy editors, fact-checkers,
designers, and photographers will deliver quality journalism that stays away from vested interest
and political propaganda.

Suresh Nambath

Please enter a valid email address.

From the abrogation of the special status of Jammu and Kashmir, to the landmark Ayodhya
verdict, 2019 proved to be an eventful year.

Subscribe to The Hindu now and get unlimited access.

Already have an account? Sign In

Start your 14 days free trial Sign Up

You can support quality journalism by turning off ad blocker or purchase a subscription for
unlimited access to The Hindu.

Sign up for a 30 day free trial.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com

https://subscription.thehindu.com/signup?utm_source=curtainraiser&utm_medium=33638300&utm_campaign=editorial#signin
https://subscription.thehindu.com/signup?utm_source=curtainraiser&utm_medium=article&utm_campaign=hindu
https://subscription.thehindu.com/signup?utm_source=adblocker&utm_medium=signin&utm_campaign=adblocker


Page 162

cr
ac

kIA
S.co

m

Source : www.thehindu.com Date : 2021-01-23

RBI MOOTS SCALE-BASED TIGHTER REGULATORY
FRAMEWORK FOR NBFCS

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

The Reserve Bank of India (RBI) has suggested a tougher regulatory framework for the non-
banking finance companies’ (NBFC) sector to prevent recurrence of any systemic risk to the
country’s financial system.

The banking regulator on Friday released a discussion paper on the revised regulatory
framework which is formulated on a scale-based approach, and sought comments within a
month.

The regulatory and supervisory framework of NBFCs will be based on a four-layered structure —
the base layer (NBFC-BL), middle layer (NBFC-ML), upper layer (NBFC-UL) and the top layer.

If the framework is visualised as a pyramid, the bottom of the pyramid, where least regulatory
intervention is warranted, can consist of NBFCs currently classified as non-systemically
important NBFCs (NBFC-ND), NBFCP2P lending platforms, NBFCAA, NOFHC and Type I
NBFCs.

Moving up, the next layer may comprise NBFCs currently classified as systemically important
NBFCs (NBFC-ND-SI), deposit-taking NBFCs (NBFC-D), HFCs, IFCs, IDFs, SPDs and CICs.

“The regulatory regime for this layer shall be stricter compared to the base layer. Adverse
regulatory arbitrage vis-à-vis banks can be addressed for NBFCs falling in this layer in order to
reduce systemic risk spill-overs, where required,” the RBI said in the discussion paper. The next
layer may consist of NBFCs identified as ‘systemically significant’. This layer will be populated
by NBFCs having a large potential of systemic spill-over of risks and the ability to impact
financial stability.

“The extant regulatory framework for NBFC-NDs will now be applicable to base layer NBFCs,
while the extant regulatory framework applicable for NBFC-NDSI will be applicable to middle
layer NBFCs. NBFCs residing in the upper layer will constitute a new category,” the paper said.

The revisions applicable to lower layers of NBFCs will automatically be applicable to NBFCs in
the higher layers, unless there is a conflict or otherwise stated, the paper added.

The current threshold for systemic importance, which is Rs. 500 crore now, is proposed to be
revised to Rs. 1,000 crore.

As per the proposals, the extant NPA classification norm of 180 days will be reduced to 90 days.
“The regulatory framework for NBFCs needs to be reoriented to keep pace with changing
realities in the financial sector,” the RBI said.
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THE SHIPPING SECTOR IS AT SEA
Relevant for: Indian Economy | Topic: Infrastructure: Ports & Waterways

The major economies of the world have always realised the potential of shipping as a contributor
to economic growth. Today, for instance, control of the seas is a key component of China’s Belt
and Road Initiative (BRI). China is trying to take control of the Bay of Bengal and the Indian
Ocean Region.

However, geographically, China is not as blessed as India. It has a great variety of climates and
it has a coast only in the east; yet, seven of the top 10 container ports in the world are in China,
according to the World Shipping Council. What aided China’s growth are strong merchant
marine and infrastructure to carry and handle merchandise all over the world.

Prior to the 16th century, both India and China were equal competitors on GDP. Historical
records prove that India had maritime supremacy in the world. But over the past 70 years, India
has lost its global eminence in shipping due to poor legislation and politics.

Starting from the establishment of new ports in independent India to the establishment of the
present-day Chabahar Port in Iran, all of India’s actions on the shipping front have been counter-
effective. This is due to a visionless administration. All the shipping infrastructure in peninsular
India only helps foreign shipping liners. India has concentrated only on short-term solutions.

In the past, colonial traders had strong merchant marine, but they also developed optimum
shore-based infrastructure with road and rail connectivity to facilitate their trade. There was
balanced infrastructure onshore and at sea. Shore-based infrastructure was developed to cater
to the carrying capacity. This needs to be understood with a clear economic sense.

Aatmanirbhar shipping | Government asks major ports to use only locally built tug boats

Foreign ship owners carry our inbound and outbound cargo. This is the case in container
shipping too. As a country, we have still not optimised our carrying capacity. Foreign carriers
and their agents continue to ransack EXIM trade with enormous hidden charges in the logistics
cycle. Much of foreign currency is drained as transhipment and handling cost every day.

Given this state of affairs, members of our maritime business community have also preferred to
be agents for foreign ship owners or container liners rather than becoming ship owners or
container liners themselves. This is a historical mistake and a major economic failure of the
country. As a result, there is a wide gap between carrying capacity and multi-folded cargo
growth in the country.

Today, Ministry officials are happily relaxing “Cabotage” regulation in the name of coastal
shipping. This benefits only the foreign container-carrying companies and not Indian shipowners.
Official actions allow foreign carriers to enjoy the situation here and push the Indian tonnage
owners to vanish from the scene. Starting from the Swadeshi Steam Navigation Company of
V.O. Chidambaram Pillai to the Scindia Steam Navigation Company of our times, Indian owners
have not got the blessings of successive governments.

Also read | Coastal shipping players keen on extended subsidy

In the port sector, instead of creating regional cargo-specific ports in peninsular India, the
bureaucracy has repeatedly allowed similar infrastructural developments in multiple cargo-
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handling ports. As a result, Indian ports compete for the same cargo. If we make our major ports
cargo-specific, develop infrastructure on a par with global standards, and connect them with the
hinterlands as well as international sea routes, they will automatically become transhipment
hubs. We need to only concentrate on developing the contributing ports to serve the regional
transhipment hubs for which improving small ship coastal operations is mandatory.

It is our long-cherished dream to be competent and cost-effective in international supply chain
logistics. We need quality products to be available in global markets at a competitive price. This
will happen only if we develop balanced infrastructure onshore as well as at sea.

Sagarmala, a government programme to enhance the performance of the country’s logistics
sector, provides hope. Its aims are port-led industrialisation, development of world-class logistics
institutions, and coastal community development. When Sagarmala initiates infrastructural
development on the shorefront, this will also get reflected in domestic carrying capacity.

Comment | Boosting India with maritime domain awareness

As of now, shipbuilding, repair and ownership are not preferred businesses in peninsular India.
The small ship-owning community in India also prefers foreign registry for their ships instead of
domestic registration. If this has to change, there needs to be a change in the mindset of the
authorities and the maritime business community.

With the call for ‘Make in India’ growing louder and with simultaneous multi-folded cargo growth
in the country, we need ships to cater to domestic and international trade. Short sea and river
voyages should be encouraged. The ship-owning spirit of the Indian merchant marine
entrepreneur has to be restored. Shipbuilding and owning should be encouraged by the Ministry.
The National Shipping Board is an independent advisory body for the Ministry of Shipping,
where the Directorate General of Shipping (DGS) is a member. The NSB should be able to
question the functioning of the DGS, which is responsible for promoting carrying capacity in the
country.

Sagarmala should include coastal communities and consider evolving schemes to harness the
century-old ship-owning spirit and sailing skills of peninsular India. Coastal communities should
be made ship owners. This will initiate carriage of cargo by shallow drafted small ships through
coast and inland waterways. All minor ports in peninsular India will emerge as contributing ports
to the existing major ports and become transhipment hubs on their own. Old sailing vessel
owners should be encouraged to become small ship owners.

It is sad that most of the global shipping companies which depend on Indian cargo for their
business have Indians as either commercial heads or Indian crew onboard their ships. The
creamy layer from management and nautical institutions are employed out of India. When the
most creative human resource is not used in the country, what is the point of declaring that India
has the number one youth population in the world?

The youth population is merely a number, not a skill-based strength. In the coastal region, their
strength has not been tapped. This is a point of concern and Sagarmala should concentrate on
consolidating the strength of the coastal youth and make them contribute to the nation’s
economy with pride.

R.N. Joe D’Cruz is the CEO of Sasi Logistics Pvt Ltd, Chennai
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AFTER THE STORM: THE HINDU EDITORIAL ON
TIGHTENING SCRUTINY OF LARGE NBFCS

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

The RBI has proposed a significant shift in its regulatory approach towards India’s non-banking
financial companies (NBFCs), from a general approach of light touch regulation to one that
monitors larger players almost as closely as it does banks. If implemented, this could be the
biggest overhaul of the regulatory framework for such finance companies (or shadow banks) in
over two decades. After multitudes of investors were left high and dry as CRB group firms
reneged on high-interest fixed deposits in 1997, Parliament bestowed greater powers over such
firms to the central bank to fix the mess. The trigger now is similar though the scale of the
problem has changed. The size of NBFC balance sheets is now more than a quarter of that of
banks’ balance sheets, from just about 12% in 2010. In absolute terms, their balance sheets
have more than doubled, from 20.7-lakh crore in 2015 to 49.2-lakh crore in 2020. While this
growth is a reflection of how lighter regulations have given them the flexibility to meet a range of
financing needs, from home loans to micro-finance and large infrastructure projects, it also
manifested into a systemic risk. And that risk was apparent when one of the largest
infrastructure investment-focused NBFC players, IL&FS, unravelled in 2018, with its payment
defaults catalysing a crisis for the entire sector. The collateral damage meant NBFCs could not
raise funds easily, and faced liquidity pressures that escalated to solvency concerns in some
instances.

The descent of one such player, Dewan Housing Finance Corporation Limited (DHFL), began
around the same time — its creditors approved a resolution plan for the firm last week. The
RBI’s proposed regulatory reaction to such large NBFC failures that have had a systemic impact
on the sector, could not have come sooner. It has sought to strike a balance between the need
to be nimble and mitigate systemic risks, with a four-tiered regulatory structure. This entails a
largely laissez-faire approach for smaller NBFCs, plugging some of the arbitrages available to
mid-sized NBFCs vis-à-vis banks, and imposing tougher ‘bank-like’ capitalisation, governance
and monitoring norms for the largest players and those which could pose a systemic risk due to
the nature of their operations. A top tier has been envisaged with even more scrutiny, but the
RBI wants to ideally use this approach only when a certain large player poses ‘extreme risks’.
Given the banking sector’s own woes over the past two years (PMC Bank, Yes Bank, Lakshmi
Vilas Bank), a holistic reboot of the oversight mechanism for NBFCs and banks is critical to
retain confidence and maintain financial stability which central bank Governor Shaktikanta Das
has termed a ‘public good’. It is hoped that the blueprint for the regulation of NBFCs which can
lend for activities banks often do not support, be it micro-loans or infrastructure projects, is
formalised soon. This would ensure the fledgling economic recovery is not hampered by funding
constraints.
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Source : www.livemint.com Date : 2021-01-26

INDIA RECORDS 13% FDI GROWTH IN 2020, HIGHER
THAN MAJOR ECONOMIES. 5 REASONS WHY

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

India recorded 13% growth boosted by investments in the digital sector. Infrastructure and
energy deals also propped up M&A deals in India. Piyush Goyal said, The government policies
and reforms have made India a preferred destination

Marking a major achievement globally, India recorded a 13% growth in Foreign Direct
Investment (FDI) in 2020 at a time when fund flows declined most strongly in major economies
such as the UK, the US and Russia. Amidst global collapse, China is the only other country that
has shown remarkably high FDI growth.

An 'investment trends monitor' issued by the United Nations Conference on Trade and
Development (UNCTAD) on Sunday further pointed out, global FDI collapsed in 2020 by 42% to
an estimated USD 859 billion from USD 1.5 trillion in 2019.

Also Read | The Indian-Americans driving Biden’s agenda

"Such a low level was last seen in the 1990s and is more than 30% below the investment trough
that followed the 2008-2009 global financial crisis," the report quoted.

China  and India  were two major outliers in a gloomy year for foreign direct investment.

The two nations recorded positive #FDI growth in 2020 even as global levels sunk to lows not
seen since the 1990s. https://t.co/xbGMvpZBJb pic.twitter.com/DbNWNY7nDf

Factors determining FDI inflows being high for India, China while world failed to attract
investors

Digital sector, infra and energy attracted investors in India

India recorded positive growth (13%), boosted by investments in the digital sector. The report
said, the investments in the digital economy continued, particularly through accusation. Cross
border M&A grew 83% to $27 billion.

A notable deal was 10% acquisition of Jio platform by Jaadhu owned by Facebook valued at
$5.7 bn. Infrastructure and energy deals also propped up M&A deals in India, as per the report.

India continues to attract deals

India and Turkey are attracting record numbers of deals in IT consulting and digital sectors,
including e-commerce platforms, data processing services and digital payments.

Some 80% of the acquiring firms are based in developed economies, primarily in Europe, but a
few multinational enterprises from developing countries are active buyers, the report also said.

Govt policies, reforms played a significant role: Piyush Goyal

https://www.livemint.com/news/world/the-indian-americans-driving-biden-s-agenda-11611594507145.html
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Explaining the phenomenon, Commerce and Industry Minister Piyush Goyal said on Monday:
The government policies and reforms have made India a preferred destination for foreign direct
investments and the inflows grew at the fastest rate among top economies.

India Means Business: Despite Covid, FDI inflows into  grew at fastest rate among top
economies. With double-digit FDI growth of 13% in 2020, the world is beating a path to India.

Policies & reforms initiated by PM @NarendraModi ji have made  a preferred destination for FDI.
https://t.co/T7nATmnlsw

ICT and phrama brought investments in China

In terms of individual nations, China was the world’s largest FDI recipient, with flows to the Asian
giant rising by 4% to $163 billion. High-tech industries saw an increase of 11% in 2020, and
cross-border M&As rose by 54%, mostly in ICT and pharmaceutical industries.

“A return to positive GDP growth (+2.3%) and the government’s targeted investment facilitation
programme helped stabilize investment after the early lockdown," the report says.

Covid was the main reason why FDI remained slow globally

The global FDI collapse in 2020, falling by 42% to an estimated $859 billion, from $1.5 trillion.
The decline was concentrated in developed nations, where FDI fell by 69% to an estimated $229
billion

The effects of the pandemic on investment will linger," said James Zhan, director of UNCTAD’s
investment division. “Investors are likely to remain cautious in committing capital to new
overseas productive assets."

Despite projections for the global economy to recover in 2021 – albeit hesitant and uneven –
UNCTAD expects FDI flows to remain weak due to uncertainty over the evolution of the COVID-
19 pandemic. The organization had projected a 5-10% FDI slide in 2021 in last year’s World
Investment Report.

However, UNCTAD expects any increases in global FDI flows in 2021 to come not from new
investment in productive assets but from cross-border M&As, especially in technology and
healthcare – two industries affected differently by the pandemic.

“Although their investment activity slowed down initially in 2020, they are now set to take
advantage of low interest rates and increasing market values to acquire assets in overseas
markets for expansion, as well as rivals and smaller innovative companies affected by the
crisis."

(With inputs from agencies)
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RBI EXPLORES THE POSSIBILITY OF DIGITAL RUPEE
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Banking, NPAs and RBI

Such a move will aid the goal of digitization and may also bring some boost to the crypto
industry in India, say experts

The Reserve Bank of India (RBI) Monday said it is exploring whether there is a need to issue a
digital version of the rupee in the country.

“Private digital currencies have gained popularity in recent years," the central bank said in a
booklet on payment systems in India. “In India, the regulators and governments have been
sceptical about these currencies and are apprehensive about the associated risks.
Nevertheless, RBI is exploring the possibility as to whether there is a need for a digital version of
fiat currency and, in case there is, how to operationalize it," it said.

This shows that the central bank has joined the bandwagon of international governments
considering digital currencies, though it is still early days for any such move.

The booklet suggests that a digital version of the rupee is one of the many ways in which RBI is
considering to increase the adoption of digital payment systems in India. It also mentions
methods to make digital payments offline via mobile phones through “stored value component
on cards".

The Central Bank Digital Currencies is a legal tender and a central bank liability in the digital
form, the RBI booklet noted. “It is in the form of electronic currency, which can be converted or
exchanged at par with similarly denominated cash and traditional central bank deposits," the
booklet states.

Rapid innovations in the payments sector have prompted central banks around the world to
examine digital routes, RBI noted.

As the adoption of cryptocurrencies have grown worldwide, governments around the world have
considered the possibility of issuing their own versions of digital currencies. Crypto enthusiasts
often see this as an effort by central banks to retain control over their sovereign currencies.

“If it is completely controlled by the central authority like RBI, I don’t see the advantage of
blockchain coming there. Cryptocurrencies are about trust established by people because of
people. When it comes to RBI, it is trust established because of the central authority," said
Sathvik Vishwanath, chief executive officer and co-founder of cryptocurrency exchange Unocoin.
Such a move will definitely help the goal of digitization and may also bring some boost to the
cryptocurrency industry in India, he said.

Click here to read the Mint ePaperMint is now on Telegram. Join Mint channel in your Telegram
and stay updated with the latest business news.

Log in to our website to save your bookmarks. It'll just take a moment.

Oops! Looks like you have exceeded the limit to bookmark the image. Remove some to
bookmark this image.

Your session has expired, please login again.

https://www.livemint.com/industry/banking/rbi-proposes-regulating-big-nbfcs-more-like-banks-11611360964907.html
https://www.livemint.com/news/india/india-to-impose-permanent-ban-on-tiktok-58-other-chinese-apps-11611583089471.html
https://epaper.livemint.com/Home/ArticleView?utm_source=livemintstory&utm_medium=lmstorybottom&utm_campaign=lmstoryref
https://t.me/livemint
https://www.livemint.com/


Page 175

cr
ac

kIA
S.co

m

You are now subscribed to our newsletters. In case you can’t find any email from our side,
please check the spam folder.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



Page 176

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2021-01-26

INVESTORS RELIEVED AS RBI’S PROPOSED NORMS
FOR NBFCS LEAVE BREATHING SPACE

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

India’s big non-banking finance companies (NBFCs) would soon have to meet stricter guidelines
than their banking peers are subject to, leaving less elbow room to lend.

The Reserve Bank of India (RBI) has listed out an elaborate tier-wise classification of NBFCs
and regulations that will govern them in a discussion paper last week. But going by the sharp
gains in shares of big NBFCs today, it seems investors are fine with it. In fact, investors seem to
be relieved that the paper didn’t clip the wings of lending of these companies.

Also Read | Revenge of the lambs at the Gabbatoir

The central bank wants big systemically important NBFCs to have a core common equity tier-1
ratio of 9%, differential standard asset provisioning depending on the sector exposure,
mandatory listing, and leverage thresholds. The paper proposes a four-layered structure, with an
upper layer consisting of the top 25-30 NBFCs, a middle-layer with non-deposit taking NBFCs
including housing finance companies, asset finance companies, core investment firms, and even
infrastructure finance companies. The bottom or the base layer will consist of NBFCs with asset
size of up to 1000 crore and this will be the biggest population with 97% of NBFCs falling here.

Investors can breathe easy as these non-bank lenders won’t be subjected to cash reserve ratio
(CRR) and statutory liquidity ratio (SLR), which would have meant setting aside a big portion of
the liquidity instead of lending. That is the main relief for the market on which shares of big
lenders such as Bajaj Finance Ltd, Shriram Transport Finance Corporation Ltd, Mahindra and
Mahindra Financial Services Ltd and Housing Development Finance Corporation Ltd have
gained smartly today.

Analysts at Jefferies India Pvt. Ltd noted that the exclusion of CRR and SLR is a big positive and
said that most big NBFCs are close to their thresholds. Those at Motilal Oswal Financial
Services Ltd pointed out that regulatory arbitrage between banks and NBFCs may lessen due to
these rules. Furthermore, prescribing rules based on size rather than a one-size fits-all approach
would help NBFCs, they said.

The Central bank has called for feedback on the paper by 22 February, based on which the RBI
may issue draft guidelines and then release the final ones. The long-drawn-out process is
unlikely to immediately hit operations or profits. Analysts at CLSA expect no lasting impact on
profits even after the rules get formalized.

That said, smaller players and their investors must watch out.
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LENDERS TEST TRANSACTIONS ON LIBOR
SUCCESSOR SOFR

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

Large Indian banks are testing the waters with dollar transactions on the secured overnight
financing rate (SOFR), joining global peers in preparing for the transition from the London
interbank offered rate (Libor) as the controversial rate will cease to exist by the end of this year

Large Indian banks are testing the waters with dollar transactions on the secured overnight
financing rate (SOFR), joining global peers in preparing for the transition from the London
interbank offered rate (Libor) as the controversial rate will cease to exist by the end of this year.

State Bank of India (SBI) and ICICI Bank recently executed a couple of transactions after the
Reserve Bank of India (RBI) wrote to banks in August last year to sensitize them about the
transition. RBI also asked banks to identify exposures linked to Libor. India’s exposure to
borrowings linked to the benchmark is estimated to be around $331 billion.

Both SBI and ICICI Bank have executed interbank money market deals through their Hong Kong
branches with SOFR, launched by the New York Federal Reserve in 2018. SOFR is based on
transactions in the US Treasury repo market and is being widely used as a substitute for Libor in
dollar-denominated loans and derivatives across the world.

SBI has formed a committee to ensure a smooth transition from Libor to alternative reference
rates. “A working group has been created, and a steering committee is overseeing the transition.
We are also assessing the size of the total book to Libor. It is not just loans but derivatives, too,
and not just assets but liabilities, too, where the bank has borrowed from others," said Chalasani
Venkat Nageswar, deputy managing director (international banking group), SBI.

Experts pointed out that the transition might not be mandatory by the end of this year. According
to Anant Narayan, associate professor of SP Jain Institute of Management and Research,
regulators are keen that there should be minimal disruption on account of this change.
“Nevertheless, the market is preparing for Libor transition as eventually inevitable," said
Narayan.

Indian banks are, of course, not alone in this and the frenzy in global banks is much greater.
Similar to SBI, global banks have formed large teams working actively on this transition. “It is
almost like a mini-Y2K moment for them," said Narayan.

The transition became necessary after it was discovered that banks were manipulating the rate
in 2007-08 that sparked an investigation by Britain’s Financial Services Authority (FSA). Libor
rates over tenors are calculated as averages of rates polled by major banks and used for pricing
debt instruments and derivatives like currency swaps and interest rate swaps.

In August 2020, RBI issued a ‘Dear CEO’ letter to all commercial banks sensitizing them about
the need to be prepared for the Libor cessation. Then, in November, governor Shaktikanta Das
said that Indian Banks’ Association has been working with market participants to facilitate the
transition.

“Most of the banks are trying to do these trades to check internal systems and to understand the
client journey by executing a few transactions. The clients also will be able to assess the risk
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management required in the new transitioned hedging environment," said Ashhish Vaidya, head
of treasury, DBS Bank.
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FOREIGN TRADE POLICY TO FOCUS ON DISTRICTS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Foreign Capital, Foreign Trade

& BOP

The policy aims to provide assistance to exporters through doorstep delivery of timely and
relevant information, promote artisans, farmers, handicrafts, handloom and other cottage
industries

The commerce ministry plans to focus on district-led export growth in the proposed foreign trade
policy for the five years through March 2026, aiming to help small businesses and farmers
explore export opportunities through e-commerce and digital marketing platforms.

“The first draft of the foreign trade policy (FTP) will be ready by 15 February and then
consultation will be held with finance ministry. It will be released by 31 March for the five-year
period beginning 1 April," a commerce ministry official said seeking anonymity.

Also Read | How India has become an unequal republic

The policy aims to provide assistance to exporters through doorstep delivery of timely and
relevant information, promote artisans, farmers, handicrafts, handloom and other cottage
industries and reduce transaction cost at various stages of the export cycle.

“The initiative to make districts export hubs includes preparation of export strategy by all states,
product and service identification in each district, including mapping of GI (geographical
indication) products, the constitution of district export promotion panels, preparation of district
export action plans and identification of agricultural and toy clusters," the official said.

As part of the strategy, an institutional mechanism will be set up in each district in the form of
district export promotion committees (DEPCs) that may be headed by the collector or district
development officer, co-chaired by the designated regional authority of the Directorate General
of Foreign Trade (DGFT), with various other stakeholders as members. The primary function of
DEPCs will be to prepare and act on district-specific export action plans in collaboration with all
the relevant stakeholders from the Centre, state and district levels.

The department of commerce, through the regional authorities of DGFT, has engaged with
states to take forward the initiative in the districts to implement it in a phased manner. As part of
the consultative process to formulate FTP, a board of trade meeting was called by trade minister
Piyush Goyal on 2 December in which ministers and officials from various state governments,
and representatives from chambers of commerce and export promotion councils participated.

Prime Minister Narendra Modi, in his 2019 Independence Day speech, had first proposed the
vision to transform districts into export hubs.

“Each of our districts has the capacity equal to a small country. We need to understand this
power and channelize this potential. And why should each district not think of becoming an
export hub? Each district has its own handicraft, and each district has its unique specialities," he
had said.
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INDIA’S GREEN ENERGY GOALS BOOSTED BY
RETURN OF FOREIGN BACKERS

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

French oil major Total SA’s $2.5 billion investment in Adani Green Energy Ltd. last week is a
sign that global companies increasingly under pressure to invest in environmental assets are
eyeing India’s 1.3 billion energy users

India’s goal of doubling renewable power by next year is getting a boost from international
investors who see the massive market’s potential outweighing significant risks.

French oil major Total SA’s $2.5 billion investment in Adani Green Energy Ltd. last week is a
sign that global companies increasingly under pressure to invest in environmental assets are
eyeing India’s 1.3 billion energy users, despite a mounting debt at generation companies and
attempts by some provinces to renege on power purchase contracts.

Also Read | The Indian-Americans driving Biden’s agenda

Foreign investments are key to meeting Prime Minister Narendra Modi’s target to nearly double
renewable energy capacity by 2022 and raise it five-fold to 450 gigawatts over the next decade.
The plan offers investment opportunities of $20 billion a year through 2030, Modi told investors
at a gathering last year.

“For India, the Total-Adani deal can also be perceived as a reflection of increasing confidence
among foreign investors in India’s power sector," said Charanjit Singh, head of ESG research at
consultant firm Acuity Knowledge Partners. “With an improvement in the commercial viability of
the power distribution sector, more foreign investments in the space could be expected."

India’s renewables industry should be a prime candidate for investors increasingly demanding
products that comply with the Paris climate agreement. The country is expected to have the
world’s second-largest clean energy fleet by 2050, and unlike No. 1 China, it isn’t dominated by
state-owned giants.

For investments to rise more, though, the country may need to fix its ailing power distribution
sector. Power producers have been beset by delayed payments from provincial distribution
utilities, which are often forced by local governments to sell power below cost.

Andhra Pradesh, a southern state in the country, decided to renegotiate renewable power
purchase contracts in 2019, saying they were “exorbitantly priced" and needed to be reviewed to
ease the financial burden of the state’s utilities and reduce power costs for consumers.

The decision, now under litigation, soured the mood of investors who kept away from project
auctions for months. With the federal government’s pledge to protect the investments and
enforce contracts, investors seem to be regaining that lost confidence, with participation rising in
recent auctions.

In addition to Total, oil majors such as BP Plc and Malaysia’s Petroliam Nasional Bhd have
invested in the sector, along with private equity and pension funds of countries including Canada
and Singapore. India’s low per capita energy use, which is a third of the world average, holds
promise of consistent demand growth.
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“A key reason that draws investors to India is the scope for growth in energy use, led by
urbanization, applications from homes to transport, and a switch to green energy," said
Kameswara Rao, leader for energy and mining at PwC India. Still, “they will look for mature
platforms that shuffle their assets and improve quality and lower risk."

Click here to read the Mint ePaperMint is now on Telegram. Join Mint channel in your Telegram
and stay updated with the latest business news.

Log in to our website to save your bookmarks. It'll just take a moment.

Oops! Looks like you have exceeded the limit to bookmark the image. Remove some to
bookmark this image.

Your session has expired, please login again.

You are now subscribed to our newsletters. In case you can’t find any email from our side,
please check the spam folder.

END
Downloaded from crackIAS.com

© Zuccess App by crackIAS.com

https://epaper.livemint.com/Home/ArticleView?utm_source=livemintstory&utm_medium=lmstorybottom&utm_campaign=lmstoryref
https://t.me/livemint
https://www.livemint.com/


Page 184

cr
ac

kIA
S.co

m

Source : www.livemint.com Date : 2021-01-28

RBI’S NEW NORMS LIKELY TO BOOST FUNDING FOR
NBFCS

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

The Reserve Bank of India’s (RBI) proposed guidelines for non-bank lenders are not as stringent
as feared and are expected to improve the funding conditions of the sector and provide more
confidence to potential investors, experts said.

Last week, RBI proposed stricter regulation for non-banking financial companies (NBFCs) and
proposed classifying them into four categories based on their size and risk perception. The
proposed regulations would vary according to the size of the NBFC, RBI said.

“We believe the reforms would preserve non-banking financial institutions’ (NBFIs) niche
business models and could improve the fun-ding environment for some entities by strengthening
investor confidence in the sector," Fitch Ratings said in a note on Wednesday.

India’s non-bank lenders have been plagued by a liquidity crunch since a series of defaults by
Infrastructure Leasing & Financial Services in September 2018. This proposed alignment of
NBFC regulations with their size and importance, RBI said, will help preserve financial stability
and reduce systemic risks.

“We believe the moves to strengthen risk controls and frameworks should be manageable for
Fitch-rated NBFIs. For example, they should already comfortably meet the suggested
requirement for ‘upper layer’ NBFIs, expected to include 25-30 of the largest entities including
Fitch-rated names, to maintain a minimum common equity tier 1 ratio of 9%," Fitch Ratings said.
Analysts pointed out that the RBI paper has only prescribed a broad framework for non-bank
regulations, without prescribing any cash reserve ratio (CRR) or statutory liquidity ratio (SLR)
buffers.

“We however believe that in the post IL&FS era, RBI will monitor large NBFCs more closely and
possibly facilitate a banking transition for some of the players, as alluded to by the internal
working group to review ownership guidelines and corporate structure of private banks," Kotak
Institutional Equities said in a report on 25 January.

Kotak said while RBI ensured sufficient liquidity for NBFCs and managed a smooth transition
throughout the moratorium, its supervision of large NBFCs will remain high and some tightening
of rules cannot be ruled out.

Others also said that the proposals lack strict regulations on maintaining a specific liquidity
buffer by non-bank lenders. Citing this, rating agency Moody’s said on 25 January that this
means the proposal does not address the key weakness of the NBFCs; the sector will continue
to pose risks to banks’ asset quality because they are the largest lenders to NBFCs.

Last Friday, the central bank proposed that all NBFCs with assets of up to 1,000 crore will fall
under the ‘base layer’ category.

RBI has also raised the net-owned funds requirement for these NBFCs to 20 crore from 2 crore
earlier.

The existing non-performing loan classification norm for these NBFCs will also be changed to 90
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KEEP THE WHEELS OF ECONOMIC RECOVERY
TURNING

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

The forthcoming Economic Survey will tell us about the state of the economy based on available
empirical evidence. The first advance estimates of national income published on January 7
project a contraction of 7.7% for real GDP. The Q2 GDP estimates published by the National
Statistical Office, Ministry of Statistics and Programme Implementation (MOSPI) on November
27 had suggested an economic recovery in India. An improvement in the rate of contraction from
23.9% in Q1 to 7.5% in Q2 was seen as the beginning of a sustained recovery. The Ministry of
Finance, in its Monthly Economic Review highlighted it as signifying a ‘V’ shaped recovery and
as a reflection of the resilience and robustness of the Indian economy. The Monetary Policy
Statement of the Reserve Bank of India (RBI) released on December 4, 2020 also projects
positive growth in the remaining quarters of the financial year. A low fatality rate and rolling out
of the vaccination programme have added to the optimism.

Growth rate of the economy had collapsed from 8.2% in Q4 of 2017-18 to a mere 3.1% in Q4 of
2019-20, sliding continuously for eight quarters. The policy stance adopted by the Union
government against this backdrop was premised on the hope that private corporate investment
will pick up momentum sooner than later, putting the economy back in the trajectory traced in
the first decade of the new millennium. The RBI did the heavy lifting through five consecutive
lowering of repo rate, adding to a total of 135 basis points from February to October 2019 along
with liquidity infusion programmes. However, monetary-fiscal linkages are crucial to catalyse the
demand.

While being cautious of inflation, the RBI has decided to continue the accommodative stance in
its latest monetary policy to support growth. It has retained status quo in the policy rate of repo
at 4%. The CPI inflation after crossing 7% has cooled off to 4.6% in December. Still, the real
interest rates remain very low. The RBI expects inflation to ease to the specified band. The
efficacy of the new monetary framework (NMF) — the agreement between the RBI and
Government of India in February 2016 to adopt inflation targeting in India — will be reviewed in
March 2021, and we flag the need for revising the framework.

The RBI is continuing its liquidity infusion programmes including the on-tap Targeted Long Term
Repo Operations (TLTRO). This programme announced on October 9, 2020 for five stressed
sectors has been extended to 26 stressed sectors notified under the Emergency Credit Line
Guarantee Scheme (ECLGS 2.0). The RBI is also continuing its ‘operation twist’ — the
elongation of debt maturity structure through simultaneous buying of long-term bonds and selling
of short-term bonds — with Open Market Operations (OMO) of 10,000 crore scheduled for
December 17, 2020.

Nevertheless, the RBI Governor has rightly pointed out that the signs of recovery are far from
being broad-based and are dependent on sustained policy support. He has also pointed out that
it is a no-brainer that Union Budget 2021-22 will be pro-growth.

Also read | RBI to hold TLTRO of up to 1 lakh crore

The economies which rebounded fast, post the global financial crisis, were the ones which
resorted to significant fiscal stimulus. We argue for fiscal stimulus not based on “business cycle”
arguments to trigger animal spirits, but from the perspective of much needed targeted state
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interventions in public health, education, agriculture and physical infrastructure, and to redress
widening inequalities in the time of the novel coronavirus pandemic. In a context where private
final consumption expenditure is sluggish, contracting 26.7% and 11% in Q1 and Q2,
respectively, a “fiscal dominance” is expected in India for sustained economic recovery.
However, India cannot afford fiscal stimulus at the rates of advanced economies, due to a lack
of fiscal space. The pandemic has hit many crucial sectors and has left millions jobless. It is in
this context that the Finance Minister has promised a “never before like budget” on February 1,
2021.

The Biden Plan of $1.9 trillion will make the pandemic response of the United States a massive
$5.2 trillion one. Compare this with the $800 billion worth U.S. fiscal response to the global
financial crisis. According to the International Monetary Fund’s Fiscal Monitor Database of
Country Fiscal Measures, the fiscal stimulus for India is 1.8% of GDP. The corresponding figures
are: for Brazil 8.3%, Russia 2.4%, China 4.6%, and South Africa 5.3%. The IMF, in its Fiscal
Monitor, highlights the need to scale up public investment to ensure successful reopening, boost
growth and prepare economies for the future. Subdued interest rates make this case even
stronger.

Finance Minister Nirmala Sitharaman, in her interview on December 8, 2020 to Bloomberg TV,
indicated that the “fiscal deficit fears will not derail government spending”. This announcement is
welcome, given the much needed fiscal package for enhancing the public health infrastructure
and the COVID-19 vaccine roll out, to address the falling effective enrolment rates due to the
digital divide, the employment and livelihood crises and the need for strengthening social and
physical infrastructure spending.

Plummeting private corporate investment in India is a matter of concern. A co-authored paper by
Hrishikesh Vinod, Honey Karun and Lekha Chakraborty in The Handbook of Statistics titled
Financial, macro and micro econometrics using R using maximum entropy ensembles time
series methodology showed that public infrastructure investment is the prime determinant of
private corporate investment in India. The fear of financial crowding out emanating from high
fiscal deficit is misplaced in the context of India.

The path of economic recovery will be determined by the degree of containment of the pandemic
and the sustained macroeconomic policies. Any abrupt withdrawal of ongoing economic policy
support, both by the monetary and fiscal authorities, will be detrimental to growth in times of the
pandemic. The fiscal rules at the national and subnational government levels need to be made
flexible to enhance the fiscal space to deal with the extraordinary situation. The public debt
deficit dynamics in India, therefore, needs a careful calibration in the forthcoming Budget 2021-
22.

Emmanuel Thomas is Doctoral Fellow, Centre for Economic Studies and Planning, JNU, New
Delhi and Assistant Professor, St. Thomas’ College (Autonomous) Thrissur, Kerala. Lekha
Chakraborty is Professor, National Institute of Public Finance and Policy, New Delhi and
Research Associate, Levy Economics Institute of Bard College, New York
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FIX INVERTED TARIFF STRUCTURES TO BOOST
INDUSTRIAL GROWTH IN INDIA
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Foreign Capital, Foreign Trade

& BOP

Correcting import-duty anomalies will attract foreign firms to set up assembly bases here and lift
our global competitiveness

A steady decline in import tariff rates in manufacturing industries had been an important feature
of India’s economic reforms during the 1990s and 2000s. The average import tariff rate was
reduced from about 84% in 1990 to the lowest-ever level of 8.6% in 2010. Consequently,
imports of goods plus services as a percentage of India’s gross domestic product (GDP), which
is essentially a measure of import openness, steadily increased from 8.5% in 1991 to 30.6% in
2012. The period since 2010, however, witnessed a gradual increase in import tariff rates.

A well known result in economics, referred to as the Lerner Symmetry Theorem, states that
import tariffs generally act as a tax on exports. In other words, a tariff on imports disincentivizes
exports, just the way a direct tax on exports does. Indeed, exports of goods and services as a
percentage of India’s GDP decreased from a peak of 25% in 2012 to 18.6% in 2019. This is a
clear reversal of the trends observed during the first two decades of economic reforms. It is
important to note that the decline of India’s export openness since 2012 was not a compulsion
imposed by conditions prevailing in the rest of the world; the ratio of world trade to GDP
remained unchanged at around 30% after 2012. During 2000-2011, India’s exports recorded
high annual growth rates of 21% and 24%, respectively, for goods and services. However,
exports of goods completely stagnated—with an annual growth rate of almost 0%—during 2012-
2019, while the growth rate of services exports declined to 5.9%. The latest available data
shows that exports of goods and services declined by 15.7% and 8.1%, respectively, during
April-December 2020. For imports, the pace of decline was faster, with falls of 29.1% and 14%,
respectively, for goods and services.

A study by the Exim Bank of India showed that the total number of direct and indirect jobs tied to
India’s exports increased from about 34 million in 1999-00 to 62.6 million in 2012-13. A related
study done at the Indira Gandhi Institute of Development Research showed that this number
declined to 58.1 million in 2017-18. Clearly, restoration of export growth to its level during the
2000s is needed to bring the economy back on track.

What type of policy interventions would help achieve faster export growth? Last year’s Economic
Survey articulated that India could reap rich dividends, in terms of value addition and job
creation, if the country were to follow the Chinese model of export-led growth, with active
participation in global value chains (GVCs). In particular, the survey identified huge unexploited
potential in a group of manufactured products known as ‘network products’, so named due to
their highly fragmented nature of production across countries. Examples of network products
include electrical machinery, electronic equipment, road vehicles, office machinery,
telecommunications equipment, etc. China has benefited from the scale and productivity effects
that arise from specialization in the labour-intensive ‘assembly’ segment of GVCs across
network products. China saw a huge surge in its imports of parts and components, which were
then assembled in its factories for final products to be exported to the world market. World
exports of network products amounted to $5.6 trillion in 2018, of which India’s share was a paltry
0.5% ($27 billion) compared to China’s 17.5% ($981 billion).
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With the current global backlash against China and its rising wage rates, this is an opportune
moment for India to put effort into becoming an assembly hub for the world. India will, however,
miss this opportunity if protectionist policies are adopted. Instead of closing its borders, the
country should reduce customs duties to provide easy access to imported inputs. If tariff rates
are high, particularly for intermediate inputs, global companies will be reluctant to choose India
as their preferred location for final assembly. Further, high input tariffs imply a rise in costs for
domestic manufacturers, which would defeat the objectives of the ‘Make in India’ initiative. The
Union budgets for the last two years saw an increase of import tariff rates for a range of parts
used in network product industries. For instance, the duty on display panels and touch
assemblies used in mobile phones has increased from 0% to 10% , on catalytic converters from
10% to 15%, stainless steel products from 5% to 7.5% and sound signalling equipment for two-
wheelers from 7.5% to 15%.

The forthcoming budget should begin the process of cutting India’s high import tariff rates.
Further, the issue of tariff inversion needs to be addressed. An inverted duty structure is said to
exist when the duty rate for the overall finished good is lower than that of the component parts,
thereby rendering such a product’s final manufacture in the country uncompetitive. Duty
inversions hinder India’s chances of undertaking large-scale assembly activities in network
products. The tariff inversion for a given industry may be defined as the ratio of average tariffs
for all inputs used by the industry to the average tariff for the industry’s final output. The
particular industry’s tariff structure is said to be inverted if this ratio is greater than 1.

Our estimates confirm that this is indeed the case for most of India’s network product industries.
This is not the case in China, where input tariffs are found to be lower than output tariffs. This
problem is found to be the most serious for such industries as electronic components, consumer
electronics, magnetic and optical media and computer and peripheral equipment. It may be
noted that as part of the World Trade Organization’s Information Technology (IT) Agreement,
India has brought down its import tariffs on electronics and IT products even as tariffs on
intermediate inputs used in these industries remain high. Until 2018, the tariff structure was not
inverted in the manufacture of transport equipment, an industry that has recorded relatively
better export performance in the recent past. But, this is no longer the case due to the recent
tariff increases for the inputs used in this industry.

While inverted tariff structures act as disincentives for global companies to set up their assembly
units in India, they also put Indian manufacturers at a disadvantage vis-a-vis their foreign
competitors. The forthcoming Union Budget for 2021-22 offers an opportunity to address these
distortions.

C. Veeramani & Anwesha Basu are, respectively, professor and research scholar at the Indira
Gandhi Institute of Development Research
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ONE OUT OF FIVE IN INFORMAL SECTOR ARE OUT OF
WORK POST LOCKDOWN

Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable
Development

More than two-thirds (69%) of those employed in February had lost work during the lockdown,
the survey said

Almost one out of every five workers in the informal sector are either out of labour market or
remain unemployed, said a new survey by the Azim Premji University for the post-lockdown
October-December period found.

The survey showed that while 3% were unemployed and 4% more were out of the labour market
in the pre-lockdown period (February), during the lockdown, 61% were unemployed and 10%
were out of the labour market. And if one compares that with the post-lockdown period, at least
11% are still out of the labour market and 8% are unemployed.

“Given that the sample is an informal sample coming from the more vulnerable households,
where employment should be the default status, 19% is a huge number," the survey conducted
by APU with support from six social organizations underlined.

“More than two-thirds (69%) of those employed in February had lost work during the lockdown.
Six months later, nearly 20% were still out of work, i.e. they did not find even one day of work in
the month preceding the survey," it said.

The survey takes an informal worker as employed if he or she has done work even one day in
the previous month. It means the estimate of being unemployed or out of the labour market is
highly conservative.

The survey said employment recovery has been uneven and urban India lags behind in the
recovery. It said while 27% in urban India are still out of work, the number was 14% in rural India
during October-December.

The survey said even six months after the lockdown ended, the economy was yet to recover
entirely from the covid shock. While one-fifth of those employed before the lockdown are still
without work, women have fared worse than men.

“Earnings have recovered for those who are back to work, but the situation is distressing for
those who could not find work," said the survey led by APU professor Amit Basole and
advocated that “a continued expanded allocation for MGNREGA, as well as the introduction of
an urban employment scheme in the upcoming budget are crucial for addressing this livelihood
crisis".
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PM PITCHES PLI PLAN TO GLOBAL BUSINESSES
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Industry & Services Sector

incl. MSMEs and PSUs

Prime Minister Narendra Modi on Thursday invited global firms to take advantage of the $26
billion worth production-linked incentive (PLI) scheme announced by the government and
expand their manufacturing in India, assuring that India’s aspiration to become self-reliant will
strengthen globalism.

“In the $26 billion worth PLI scheme, you get incentive on incremental production. And these
incentives are worth 5% of the production value. This means that due to the PLI scheme, around
$520 billion worth of production is going to happen in India." Modi told top global CEOs at the
Davos Dialogue 2021 through a video conference organized by the World Economic Forum.

Last March, the government announced PLI schemes for three sectors—mobile manufacturing
and specified electronics components, drug intermediates and active pharmaceutical
ingredients, and medical devices—worth 51,355 crore. In November, it added 10 sectors to the
list with additional committed incentive worth 1.46 trillion in a bid to boost local manufacturing.

Modi said the Atmanirbhar Bharat programme that India is running is committed to strengthening
the global supply chain. “We are moving ahead with the promise of becoming self-reliant. India’s
aspiration to become self-reliant will strengthen globalism in new ways. India has the capacity,
capability as well as reliability to strengthen the global supply chain. India has a very large
consumer base and the more it expands, the better it is for the global economy," he added.

Ahead of the FY22 budget, to be presented on 1 February, Modi said he wants to assure the
business world that the situation will now change rapidly for India on the economic front. “During
the time of corona also, by starting infrastructure projects worth trillions of rupees, by running
special schemes for employment, India had maintained economic activity. While at that time we
emphasized on saving each life, now India is dedicatedly focused on utilizing each life for the
progress of the country," he added.

The International Monetary Fund on Tuesday upgraded its FY22 growth projection for India to
11.5% from 8.8% estimated earlier, citing a faster-than-expected economic recovery in the
September quarter.

India’s economy contracted 7.5% at a slower-than-expected pace in the September quarter after
shrinking 23.9% in the preceding three months. The economy is officially projected to shrink by a
record 7.7% for the full year, the first contraction in 41 years, with the National Statistical Office
assuming 0.6% growth in the second half (October-March) of FY21.

Modi said India has started the world’s largest coronavirus vaccination programme. “In the first
phase, we are vaccinating 30 million health and frontline workers. You can take a guess about
the speed from the fact that only in 12 days, we have already vaccinated 2.3 million health
workers. In next few months, we will vaccinate 300 million old people and people with co-
morbidities," he added.

Talking about India’s efforts to help its neighbours tackle the pandemic, Modi said while there
are only two made-in-India coronavirus vaccines, in the coming days many more vaccines will
be launched from India. “These vaccines will help other countries with faster speed and in
greater scale," he added.
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INDIA’S RATINGS DON’T REFLECT ECONOMY’S
FUNDAMENTALS: CEA

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

Krishnamurthy Subramanian  

India’s sovereign credit ratings do not reflect the economy’s fundamentals, Chief Economic
Adviser Krishnamurthy Subramanian said on Friday, while pitching for sovereign credit ratings
methodology to be made more transparent and less subjective.

“Never in the history of sovereign credit ratings has the fifth-largest economy in the world been
rated as the lowest rung of the investment grade (BBB-/Baa3). Reflecting the economic size and
thereby the ability to repay debt, the fifth-largest economy has been predominantly rated AAA.
China and India are the only exceptions to this rule,” the CEA said.

The Economic Survey, tabled in Parliament on Friday, added that while sovereign credit ratings
do not reflect the Indian economy’s fundamentals, “noisy, opaque and biased credit ratings”
damage FPI flows.

“Sovereign credit ratings methodology must be amended to reflect economies’ ability and
willingness to pay their debt obligations by becoming more transparent and less subjective.

‘Must address bias’

“Developing economies must come together to address this bias and subjectivity inherent in
sovereign credit ratings methodology to prevent exacerbation of crises in future,” it said.

The CEA also pointed out that the problems of India’s administrative processes derive less from
lack of compliance to processes or regulatory standards, but from over-regulation.

‘India overregulates’

“It is not possible to have complete regulations in a world which has uncertainty as it is not
possible to account for all possible outcomes. The evidence, however, shows that India over-
regulates the economy.

“This results in regulations being ineffective even with relatively good compliance with process,”
Dr. Subramanian said in the Survey.

The Chief Economic Adviser also pitched for simplification of regulatory processes by avoiding
substitution of supervision with more complex regulation, along with transparent decision-making
processes.

The CEA also highlighted that given the problem of asymmetric information between the
regulator and the banks, which gets accentuated during the forbearance regime, an Asset
Quality Review exercise must be conducted immediately after the forbearance is withdrawn.
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‘WITHDRAW FORBEARANCE ONCE ECONOMY
RECOVERS’

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

The Economic Survey 2020-21 has prescribed an early withdrawal of the regulatory forbearance
that was adopted in the wake of the pandemic to ward off the threat of financial sector failures
impacting the real economy.

“Forbearance represents emergency medicine that should be discontinued at the first
opportunity when the economy exhibits recovery, not a staple diet that gets continued for years,”
the survey’s authors said, citing the lesson learnt from the prolonged continuance of the
loosened regulations over the seven years following the Global Financial Crisis (GFC) of 2008.

During the GFC, the forbearance, which should have been discontinued in 2011 when GDP,
exports, IIP and credit growth had all recovered significantly, continued for seven years resulting
in unintended and detrimental consequences for banks, firms, and the economy, the survey
asserted.

“Given relaxed provisioning requirements, banks exploited the forbearance window to
restructure loans even for unviable entities, thereby window dressing their books,” it said.

The lesson for policymakers was “to treat emergency measures as such and not to extend them
even after recovery: when an emergency medicine becomes a staple diet, it can be
counterproductive.”

It recommends policymakers set thresholds of economic recovery at which such measures
would be withdrawn. These thresholds ought to then be communicated to the banks in advance
so that they could prepare for the same.

“Prolonged forbearance is likely to sow the seeds of a much deeper crisis... forbearance should
be accompanied by restrictions on zombie lending to ensure a healthy borrowing culture.”

It said a clean-up of bank balance sheets was necessary when the forbearance was
discontinued. “Note that while the 2016 AQR [Asset Quality Review] exacerbated the problems
in the banking sector, the lesson from the same is not that an AQR should not be conducted,”
the survey added.

AQR imperative

It said given the problem of asymmetric information between the regulator and the banks, which
gets accentuated during the forbearance regime, an AQR exercise must be conducted
immediately after the forbearance is withdrawn.

“The asset quality review must account for all the creative ways in which banks can evergreen
their loans. The banking regulator needs to be more equipped in the early detection of fault lines
and must expand the tool kit of ex-ante remedial measures.”

The Survey said a clean-up unaccompanied by mandatory capital infusion exacerbates bad
lending practices. “Expecting banks to get recapitalised on their own on account of economic



Page 199

cr
ac

kIA
S.co

m

recovery may not be prudent.”

Therefore, a clean-up exercise should be accompanied by mandatory recapitalisation based on
a thorough evaluation of the capital requirements post an asset quality review, it added.

“Apart from recapitalising banks, it is important to enhance the quality of their governance. Ever-
greening of loans by banks as well as zombie lending is symptomatic of poor governance,
suggesting that bank boards are “asleep at the wheel” and auditors are not performing their
required role as the first line of defence,” it said.
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A WELL-REGULATED MARKET ECONOMY BACKED BY
EFFECTIVE STATE IS IMPERATIVE

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

This survey has focused on the issue of State, in terms of quality of regulation and welfarism

The Indian State has been rewired in recent years. The early thinking after independence was
that the government would be the main vehicle of rapid industrialization. It would also build
public goods as well as provide food security to the poorest through ration shops. Much has
changed since then. The State has moved away from being a producer to a regulator since the
1991 reforms. Investment is now led by the private sector. And the nature of the welfare state
has also changed as average incomes have gone up in a country that the World Bank defines
as a lower middle-income one. How well is it doing on both these fronts?

The broad shifts are implicit in some of the analytical chapters of the new Economic Survey that
was released by the finance ministry on Friday. The first issue is the nature of regulations. Do
they choke enterprise? Economists in the finance ministry have argued that the Indian economy
suffers from too much regulation. They frame it in the language of modern institutional
economics, and especially the issue of incomplete contracts, for which the duo of Oliver Hart
and Bengt Holmstrom won the economics Nobel in 2016. A regulation that is written to take
every possible future situation into account—or a contract that seeks to be complete—will
inevitably be impracticably heavy.

How contracts are designed defines incentives in various situations in the real world. Some
elements of bureaucratic discretion are inevitable if regulations have to be kept simple. The
Economic Survey argues that such discretionary decisions should be as transparent as possible.
However, they do not pay enough attention to the related issue of bureaucratic incentives. The
trio of watchdogs — CBI, CVC and CAG — have made it too risky for a civil servant to take
quick decisions. Many have ended up in trouble for no fault of their own. The efficacy of the
Indian regulatory state is not just dependent on the quality of regulations but also on the ability of
bureaucrats to make quick decisions.

The ability of the Indian State to regulate a modern economy is a problem at one end of the
social contract. A problem at the other end is the welfare system aimed at the poor. The
Economic Survey brings back the issue of basic needs in the debate. The welfare system in the
1970s was mostly about the very basics, such as food. The Perspective Planning Division of the
erstwhile Planning Commission, under the leadership of Pitambar Pant, began work way back in
1961 on how to design a minimum income scheme for the poorest fifth of the population. Much
of the thinking was based on the need back then to ensure that people have enough to eat.

India has progressed since then. The Economic Survey identifies a new set of basic
needs—housing, water, sanitation, electricity and clean cooking fuel. These have an almost
perfect fit with some of the marquee schemes of the government led by Prime Minister Narendra
Modi. These basic needs are neither classic public goods nor minimal essentials such as food.
They are the building blocks of what former chief economic adviser Arvind Subramanian has
evocatively described as the New Welfarism, or “the subsidized public provision of essential
goods and services, normally provided by the private sector, such as bank accounts, cooking
gas, toilets, electricity, housing, and more recently water, and also plain cash". Much of this is
held together by the trinity of Jan Dhan accounts, Aadhaar and mobile phones.

https://www.livemint.com/budget/economic-survey/economic-survey-no-conflict-between-growth-and-inequality-in-india-11611932304417.html
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One of the focus areas of the previous Economic Survey released a year ago was the
opportunities for wealth creation through open markets backed by social trust. This year, the
focus has been on the closely linked issue of the State, both in terms of the quality of economic
regulation as well as the welfare system that is aimed not only at the very poor but the members
of what has been called the aspirational neo-middle class, which also happens to be an
important voting bloc.

The issue of state capacity is as important as that of entrepreneurial capacity. A well-regulated
market economy is the best way to spread opportunity. It needs to be backed by an effective
state that is not blindly interventionist. The new Economic Survey does well to touch on these
grand themes of Indian political economy.

Niranjan Rajadhyaksha is a member of the academic board of the Meghnad Desai Academy of
Economics
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THE KEY TAKEAWAYS FROM THE ECONOMIC SURVEY
IN 8 CHARTS

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

With the world still firmly in the shadow of the pandemic, the Economic Survey 2020-21 devotes
a significant section to covid-19 and its fallout. The report also highlights worries associated with
the second wave, which has been far worse in several western nations.

On the whole, the Survey's pitch is that things are looking up for India. The projected growth rate
for 2021-22 is 11%. But the economy would still take at least 2 years to cross FY20 levels. The
document also devotes separate chapters to how sovereign rating agencies treat India (unfairly,
is the suggestion) and why public health spending must go up. The final chapter is an attempt to
devise a basic necessities index in order to track improvements in access to drinking water,
sanitation facilities, decent housing, among others.

India's debt level as a proportion of GDP is relatively low, the Survey suggests. With a nudge to
open up the public spending tap just days before the Union Budget, the health sector, in
particular, might receive some long-pending attention.

Apart from the immediate pandemic-induced fallouts, the Survey also wades into other festering
concerns, such as the ballooning bad debt crisis in the banking system and the state of the
country's innovation ecosystem.
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ECONOMIC SURVEY SAYS GOING FORWARD, AS
FOOD INFLATION EASES FURTHER, OVERALL
INFLATION IS EXPECTED TO MODERATE

Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

The Economic Survey 2020-21 says that going forward, as food inflation eases further, overall
inflation is expected to moderate. It says that easing of supply side restrictions, which saw
inflation moderate in December 2020, are expected to continue this easing.  The Union Minister
for Finance & Corporate Affairs, Smt. Nirmala Sitharaman presented the Economic Survey
2020-21 in Parliament today. 

The Survey states that during 2020-21, retail and wholesale inflation saw movements in the
opposite directions, with the headline CPI-combined (C) increasing, compared to the previous
year, while the WPI inflation remained benign.  Overall, headline CPI inflation remained high
during the COVID-19 induced lockdown period and subsequently, due to the persistence of
supply side disruptions. The rise in inflation was mostly driven by food inflation, which increased
to 9.1 per cent during 2020-21 (Apr-Dec). Due to COVID-19 induced disruptions, an overall
increase in the price momentum is witnessed, driving inflation since April 2020, whereas positive
base effect has been a moderating factor. The difference in rural-urban CPI inflation, which was
high in 2019, saw a decline from November 2019 that continued in 2020. Inflation ranged
between 3.2 per cent to 11 per cent across States/UTs in 2020-21 (Jun-Dec) compared to (-) 0.3
per cent to 7.6 per cent in the same period last year. Thali prices for both vegetarian and non-
vegetarian Thalis declined significantly in January-March 2020, before rising sharply during April
to November in both rural and urban areas before easing in December 2020. The easing in CPI-
C is expected to ease Thali prices going forward.

 

 

The Survey says that supply side shocks, especially owing to the Covid-19 pandemic affected
the retail inflation, with food articles contributing to the overall rise in inflation.  Food inflation has
already eased in December, reducing overall inflationary pressures.    On the other hand,
improving demand conditions are likely to keep WPI inflation in the positive territory, with
improving pricing power for manufacturers.  It notes that steps were taken to stabilise prices of
food items like banning of export of onions, imposition of stock limit on onions, easing of
restriction on imports of pulses etc.

Mentioning about measures to control undue price rise, the Survey states that Price Stabilization
Fund (PSF) Scheme is being efficiently implemented and has succeeded in achieving its
objective of stabilizing prices of pulses and offered significant benefits to all stakeholders. 
Government has taken a decision that all Ministries/Department having schemes with nutrition
component or providing food/catering/hospitality services would utilize pulses from the central
buffer.   Creation of buffer stock of pulses has helped in moderating pulses prices and lower
prices of pulses lead to consumer savings.  States/UTs area slso being encouraged to set up
their own State level PSF.  Pulses from the PSF buffer are also being utilized for free supplies
under PMGKAY and ANB package.  Government of India maintains buffer stocks of onion under
PSF for making appropriate price stabilizing market interventions. 

The Survey suggests that apart from the short-term measures to curtail the upward price
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movement, we need to invest in medium to long-term measures such as decentralised cold
storage facilities at production centres. Good storer varieties, judicious use of fertilizers, timely
irrigation and post-harvest technology are essential to reduce the losses in stored onions
(Operation Greens portal). Review of onion buffer stock policy is also essential. System needs to
be developed to reduce wastages, efficient management and ensure timely release.

It advises that consistency in import policy also warrants attention. Increased dependence on
imports of edible oils poses risk of fluctuations in import prices and imports, impacting production
and prices of domestic edible oil market, coupled with frequent changes in import policy of
pulses and edible oils adds to confusion among farmers/producers and delay in imports.

The Survey finds that sole focus on CPI-C inflation may not be appropriate for four reasons.
First, food inflation, which contributes significantly to CPI-C, is driven primarily by supply-side
factors. Second, given its role as the headline target for monetary policy, changes in CPI-C
anchor inflation expectations. This occurs despite inflation in CPI-C being driven by supply-side
factors that drive food inflation. Third, several components of food inflation are transitory, with
wide variations within the food and beverages group. Finally, food inflation has been driving
overall CPI-C inflation due to the relatively higher weight of food items in the index. While food
habits have undergone revisions over the decade since 2011-12, which is base year of CPI, the
same is not reflected in the index yet. The base year of CPI therefore needs to be revised to
overcome the measurement error that may be arising from the change in food habits. For all
these reasons, a greater focus on core inflation is warranted.

The Survey further states that given the significant increase in e-commerce transactions, new
sources of price data capturing e-commerce transactions must get incorporated in the
construction of price indices. During the year, the government took several measures to make
crucial drugs for COVID-19 treatment available at affordable prices, to stabilise prices of
sensitive food items like banning of export of onions, imposition of stock limit on onions, easing
of restriction on imports of pulses etc. However, consistency in import policy of sensitive food
items warrants attention as frequent changes in import policy of pulses and edible oils adds to
confusion and delays. To rein in the vegetable inflation, review of relevant buffer stock policies is
essential. To avoid supply-side disruptions that cause inflation seasonality in vegetables, food,
CPI-C and in inflation expectations, a system needs to be developed to reduce wastages and
ensure timely release of stock.

***

RM/YB/SJ

The Economic Survey 2020-21 says that going forward, as food inflation eases further, overall
inflation is expected to moderate. It says that easing of supply side restrictions, which saw
inflation moderate in December 2020, are expected to continue this easing.  The Union Minister
for Finance & Corporate Affairs, Smt. Nirmala Sitharaman presented the Economic Survey
2020-21 in Parliament today. 

The Survey states that during 2020-21, retail and wholesale inflation saw movements in the
opposite directions, with the headline CPI-combined (C) increasing, compared to the previous
year, while the WPI inflation remained benign.  Overall, headline CPI inflation remained high
during the COVID-19 induced lockdown period and subsequently, due to the persistence of
supply side disruptions. The rise in inflation was mostly driven by food inflation, which increased
to 9.1 per cent during 2020-21 (Apr-Dec). Due to COVID-19 induced disruptions, an overall
increase in the price momentum is witnessed, driving inflation since April 2020, whereas positive
base effect has been a moderating factor. The difference in rural-urban CPI inflation, which was
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high in 2019, saw a decline from November 2019 that continued in 2020. Inflation ranged
between 3.2 per cent to 11 per cent across States/UTs in 2020-21 (Jun-Dec) compared to (-) 0.3
per cent to 7.6 per cent in the same period last year. Thali prices for both vegetarian and non-
vegetarian Thalis declined significantly in January-March 2020, before rising sharply during April
to November in both rural and urban areas before easing in December 2020. The easing in CPI-
C is expected to ease Thali prices going forward.

 

 

The Survey says that supply side shocks, especially owing to the Covid-19 pandemic affected
the retail inflation, with food articles contributing to the overall rise in inflation.  Food inflation has
already eased in December, reducing overall inflationary pressures.    On the other hand,
improving demand conditions are likely to keep WPI inflation in the positive territory, with
improving pricing power for manufacturers.  It notes that steps were taken to stabilise prices of
food items like banning of export of onions, imposition of stock limit on onions, easing of
restriction on imports of pulses etc.

Mentioning about measures to control undue price rise, the Survey states that Price Stabilization
Fund (PSF) Scheme is being efficiently implemented and has succeeded in achieving its
objective of stabilizing prices of pulses and offered significant benefits to all stakeholders. 
Government has taken a decision that all Ministries/Department having schemes with nutrition
component or providing food/catering/hospitality services would utilize pulses from the central
buffer.   Creation of buffer stock of pulses has helped in moderating pulses prices and lower
prices of pulses lead to consumer savings.  States/UTs area slso being encouraged to set up
their own State level PSF.  Pulses from the PSF buffer are also being utilized for free supplies
under PMGKAY and ANB package.  Government of India maintains buffer stocks of onion under
PSF for making appropriate price stabilizing market interventions. 

The Survey suggests that apart from the short-term measures to curtail the upward price
movement, we need to invest in medium to long-term measures such as decentralised cold
storage facilities at production centres. Good storer varieties, judicious use of fertilizers, timely
irrigation and post-harvest technology are essential to reduce the losses in stored onions
(Operation Greens portal). Review of onion buffer stock policy is also essential. System needs to
be developed to reduce wastages, efficient management and ensure timely release.

It advises that consistency in import policy also warrants attention. Increased dependence on
imports of edible oils poses risk of fluctuations in import prices and imports, impacting production
and prices of domestic edible oil market, coupled with frequent changes in import policy of
pulses and edible oils adds to confusion among farmers/producers and delay in imports.

The Survey finds that sole focus on CPI-C inflation may not be appropriate for four reasons.
First, food inflation, which contributes significantly to CPI-C, is driven primarily by supply-side
factors. Second, given its role as the headline target for monetary policy, changes in CPI-C
anchor inflation expectations. This occurs despite inflation in CPI-C being driven by supply-side
factors that drive food inflation. Third, several components of food inflation are transitory, with
wide variations within the food and beverages group. Finally, food inflation has been driving
overall CPI-C inflation due to the relatively higher weight of food items in the index. While food
habits have undergone revisions over the decade since 2011-12, which is base year of CPI, the
same is not reflected in the index yet. The base year of CPI therefore needs to be revised to
overcome the measurement error that may be arising from the change in food habits. For all
these reasons, a greater focus on core inflation is warranted.
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The Survey further states that given the significant increase in e-commerce transactions, new
sources of price data capturing e-commerce transactions must get incorporated in the
construction of price indices. During the year, the government took several measures to make
crucial drugs for COVID-19 treatment available at affordable prices, to stabilise prices of
sensitive food items like banning of export of onions, imposition of stock limit on onions, easing
of restriction on imports of pulses etc. However, consistency in import policy of sensitive food
items warrants attention as frequent changes in import policy of pulses and edible oils adds to
confusion and delays. To rein in the vegetable inflation, review of relevant buffer stock policies is
essential. To avoid supply-side disruptions that cause inflation seasonality in vegetables, food,
CPI-C and in inflation expectations, a system needs to be developed to reduce wastages and
ensure timely release of stock.

***

RM/YB/SJ
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