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

Reading the Reserve Bank of India (RBI) ’s annual report for 2020-21, the economist is driven to
rethink why India today needs its central bank more than ever before. So, what would be the
direction from which these thoughts are likely to flow? Most likely it will be the one suggesting
that perhaps the RBI is to be desired more for its role as a source of unbiased and reliable
information on the economy than its potency in driving it. The former is not a trivial presence at
all, especially at a time when citizens are sceptical of the independence of government agencies
originally intended to be free from its influence, leave alone stranglehold. The annual report is a
splendid document. The information presented in it enables us to understand which economic
policy can move the economy even as it shows that the RBI’s own capacity in this task may
currently be limited. This by itself is vital guidance at this moment, though the RBI may not read
the situation in the same way as others do.

In the annual report we find data on the movement of three variables over the past year, namely,
interest rates, inflation and credit flow. Helpfully, in some cases the data are exactly for one year
commencing March 27, 2020, a few days after the nationwide lockdown was announced. So, we
are able to track the path of the variables of our interest since. Together they tell a coherent
story.

And. what is that story? First, it is one of the very active use of monetary policy to stave off the
negative impact of the lockdown. The RBI immediately lowered the interest rate in its command,
the repo rate, in fact more than once, and has held it since. Then it attempted to influence the
long-term rate of interest through targeted long-term repo operations (TLTROs) in order to
encourage investment. It enhanced liquidity by lowering the cash reserve ratio. Finally, in sync
with the credit guarantee available under the Emergency Credit Line Guarantee Scheme of the
Government of India, the on-tap TLTRO scheme was expanded to cover 26 stressed sectors.
These amounted to a combination of incentives, enabling measures and safety nets revolving
around credit. India’s monetary authority cannot be faulted for the speed with which it acted,
which was markedly different from what was seen on the fiscal front.

The second part of the story is that these thoughtful monetary policy actions were not successful
in spurring the growth of credit, and thus economic activity. In the following year, credit growth
slowed further, remaining barely positive for industry, a sector highly dependent on bank credit.
To get the picture, non-food credit to this sector grew by a mere 0.4% in 2020-21.

To understand this outcome we do not have to seek very far. It is not as if the reduction in the
central bank’s interest rate actions did not have an impact on commercial bank lending rates,
which too declined for all the sectors of the economy. Thus, the so-called ‘transmission
mechanism’ worked. That it did not spur credit growth though is to be seen in the light of
experience gained from episodes when aggregate demand collapsed. The lockdown did set off
such a movement. We see replicated in India the global history of the Great Depression of the
1930s and the Great Recession of the 2000s when monetary policy was ineffective, as animal
spirits, at least among investors outside the stock market, were bearish. However, in the case of
inflation, again meticulously documented by the RBI, India’s experience stands out. Here, after
the lockdown and contrary to the global pattern, the inflation rate has risen well beyond the
target, leaving in doubt the ability of monetary policy to control it.

The contribution of the RBI, through its admirably transparent annual report, is to have laid bare
the economic toolkit at our disposal. It is plain that monetary policy has run its course. Fiscal
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policy alone can spur the economy now.

Pulapre Balakrishnan teaches economics at Ashoka University
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TENUOUS REVIVAL: ON BOOSTING INDIAN ECONOMY
Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable

Development

The national income estimates released by the NSO posit an economy that appears to have
found some footing in the January-March quarter before the pandemic’s second wave hit. GDP
expanded by 1.6% in the final quarter of the last fiscal, an acceleration from the 0.5% growth in
the preceding three-month period, that marginally softened the extent of the full-year’s record
contraction to 7.3%. The Centre had earlier projected full-year GDP to contract by 8%. There
was a 3.7% growth in fourth-quarter gross value added, with all but two of the economy’s eight
broad sectors posting expansions. Mining and quarrying and the worst-hit contact-intensive
omnibus services category of trade, hotels, transport, communications and broadcasting
contracted 5.7% and 2.3%, respectively. Still, the pandemic’s crushing impact over the
preceding three quarters meant that only the agriculture, forestry and fishing and the utility
services recorded full-year growth. On the expenditure side, private consumption spending
appeared to have rebounded to growth for the first time in four quarters, posting an expansion of
2.7% that moderated the full-year’s contraction to 9.1%. And gross fixed capital formation, a
proxy for private investment, jumped 11% in the three-month period, most likely helped in fair
measure by an increase in capital spending by the Government.

The NSO data, however, needs to be seen in perspective. With the ground having shifted since
March with the surge in COVID-19 infections, it is vital to correlate the figures with on-the-ground
information. Manufacturing GVA appeared to have gained some traction in the last quarter (a
6.9% expansion), following a return to growth in the September-December period after five
straight quarters of contraction. Disappointingly, IHS Markit’s Manufacturing PMI survey for May
showed the key sector facing the prospect of stagnation as weakening demand pushed
increases in new orders and output to 10-month lows. Similarly, the fiscal 2020-21 provisional
estimates for private consumption spending — the bulwark accounting for over 50% of GDP —
showed the expenditure figure at 75.6-lakh crore, its weakest level in three years. Here again,
the Refinitiv-Ipsos Primary Consumer Sentiment Index for May, showed consumer confidence
had tumbled by 6.3 percentage points from April as fears over the pandemic’s impact depressed
respondents’ outlook on all four fronts including jobs and personal financial conditions. With
unabated job losses pushing overall unemployment to a one-year high of 11.9% in May, as per
CMIE data, and rural areas ravaged, only an accelerated nationwide vaccine roll-out and direct
job and income boosting measures can prevent the economy from backsliding again.
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FARMER PROTESTS INCREASED FIVEFOLD SINCE
2017: CSE REPORT

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

Farmers from Punjab arriving at the Singhu border on Monday.SUSHIL KUMAR
VERMASUSHIL KUMAR VERMA  

Apart from the three contentious Central farm laws, procurement and agricultural market price-
related failures have contributed to a fivefold increase in major farmers’ protests since 2017,
according to data collated by the Centre for Science and Environment (CSE).

In 2017, there were 34 major protests across 15 States. The number has now shot up to 165
protests across 22 States and Union Territories.

The CSE’s State of Environment in Figures 2021 report records that 12 of these are pan-India
protests, including 11 agitations against the three farm reform laws introduced last year. Along
with protests against State legislation and inadequate Budget allocations for the agricultural
sector, such anti-policy agitations account for 96 major protests across the country.

However, large numbers of farmers are also fighting against market failures and demanding fair
prices, which have led to 38 major protests. Battles against acquisition of farm land for
development projects, including highway and airport construction, are the prime cause of 17
agitations.

At least seven agitations have been to demand loan waivers or to protest poor insurance
coverage and delayed compensation. Farmers have gathered at least four times to protest the
unavailability or increased prices of farm inputs and infrastructure. The arrests of protesting farm
leaders have also led to further stirs.

Although Punjab and Haryana farmers have caught the limelight for the recent protests outside
Delhi, data shows that the largest number of recent protests have taken place in Odisha, Andhra
Pradesh and Telangana.

The report notes that India now has more farm labourers than landowning farmers and
cultivators. This is true in 52% of the country’s districts, as well as in all districts of Bihar and
Kerala. More than 28 agricultural workers and cultivators end their lives every day. The latest
data available shows that 5,957 farmers and an additional 4,324 farm labourers died by suicide
in 2019.

The CSE has called for better maintenance of agricultural data, noting that 14 States had
actually witnessed a deterioration in the quality of their land records. “India is sitting atop a
massive time-bomb of agrarian crisis and disquiet, and the clock is ticking away,” it said.
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FIRST COMMERCIAL CONSIGNMENT OF GI CERTIFIED
JARDALU MANGOES FROM BIHAR EXPORTED TO
UNITED KINGDOM

Relevant for: Indian Economy | Topic: Issues relating to Intellectual Property Rights (IPRs)

In a major boost to agri-exports potential of eastern region, the first commercial consignment of
Geographical Indications (GI) certified Jardalu mangoes from Bhagalpur, Bihar was exported
today to United Kingdom.APEDA,in collaboration with Bihar government, Indian High
Commission & Invest India, exported juicy & aromatic mangoes which were packed and treated
at APEDA packhouse in Lucknow.With distinct aroma and taste, Jardalu mangoes from
Bhagalpur district of Bihar received GI certification in 2018.

APEDA has been initiating measures to boost mango exports from the non-traditional regions.
Recently, a week-long Indian mango promotion programme was organized in Bahrain where 16
varieties of the fruit including three GI certified Khirsapati&Lakshmanbhog (West Bengal) and
Jardalu (Bihar) were displayed at super stores of importer Al Jazeera group.

APEDA has been conducting virtual buyer-seller meets and festival to promote mango exports.
APEDA recently organised mango festival in Berlin, Germany as well as in Japan in
collaboration with Indian embassies.

APEDA in collaboration with Indian embassy, Seoul and Indian Chamber of Commerce in
Korea, in May, 2021 organised a Virtual Buyer Seller Meet.Due to the ongoing Covid19
pandemic, the export promotion programmes were not possible to be organized physically.
APEDA organized a virtual meet to provide a platform to the exporters and importers of
mangoes from India and South Korea.India exporteed a consignment of GI certified
Banganapalli andother variety Survarnarekha mangoes sourced from farmers in Krishna and
Chittor districts of Andhra Pradesh.

The mangoes exported to South Korea, were treated, cleaned and shipped from the APEDA
assisted and registered packhouse with a vapor heat treatment facility at Tirupati, Andhra
Pradesh and exported by IFFCO Kisan SEZ (IKSEZ). This was the first export consignment sent
by IKSEZ, which is a subsidiary of IFFCO, a multi-state cooperative with a membership of
36,000 societies.

Mango in India is also referred to as ‘king of fruits’ and referred to as Kalpavriksha (wish granting
tree) in ancient scriptures. While most of the states in India have mango plantations,Uttar
Pradesh, Bihar, Andhra Pradesh, Telangana, Karnataka have a major share in total production
of the fruit.

Mangoes are processed by the APEDA registered packhouse facilities and then exported to
various regions and countries including the Middle-east, European Union, USA, Japan and
South Korea.

YB

In a major boost to agri-exports potential of eastern region, the first commercial consignment of
Geographical Indications (GI) certified Jardalu mangoes from Bhagalpur, Bihar was exported
today to United Kingdom.APEDA,in collaboration with Bihar government, Indian High
Commission & Invest India, exported juicy & aromatic mangoes which were packed and treated
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at APEDA packhouse in Lucknow.With distinct aroma and taste, Jardalu mangoes from
Bhagalpur district of Bihar received GI certification in 2018.

APEDA has been initiating measures to boost mango exports from the non-traditional regions.
Recently, a week-long Indian mango promotion programme was organized in Bahrain where 16
varieties of the fruit including three GI certified Khirsapati&Lakshmanbhog (West Bengal) and
Jardalu (Bihar) were displayed at super stores of importer Al Jazeera group.

APEDA has been conducting virtual buyer-seller meets and festival to promote mango exports.
APEDA recently organised mango festival in Berlin, Germany as well as in Japan in
collaboration with Indian embassies.

APEDA in collaboration with Indian embassy, Seoul and Indian Chamber of Commerce in
Korea, in May, 2021 organised a Virtual Buyer Seller Meet.Due to the ongoing Covid19
pandemic, the export promotion programmes were not possible to be organized physically.
APEDA organized a virtual meet to provide a platform to the exporters and importers of
mangoes from India and South Korea.India exporteed a consignment of GI certified
Banganapalli andother variety Survarnarekha mangoes sourced from farmers in Krishna and
Chittor districts of Andhra Pradesh.

The mangoes exported to South Korea, were treated, cleaned and shipped from the APEDA
assisted and registered packhouse with a vapor heat treatment facility at Tirupati, Andhra
Pradesh and exported by IFFCO Kisan SEZ (IKSEZ). This was the first export consignment sent
by IKSEZ, which is a subsidiary of IFFCO, a multi-state cooperative with a membership of
36,000 societies.

Mango in India is also referred to as ‘king of fruits’ and referred to as Kalpavriksha (wish granting
tree) in ancient scriptures. While most of the states in India have mango plantations,Uttar
Pradesh, Bihar, Andhra Pradesh, Telangana, Karnataka have a major share in total production
of the fruit.

Mangoes are processed by the APEDA registered packhouse facilities and then exported to
various regions and countries including the Middle-east, European Union, USA, Japan and
South Korea.
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THE INVISIBLE TAX: ON HOPES OF SMOOTH
REBOUND OF ECONOMY

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

The pandemic’s second wave may have subsided but hopes of a smooth rebound in the
economy in tandem with easing restrictions remain muddled, with the inflation numbers for May
compounding the problem. The soaring pace of rising prices, both retail and wholesale, in the
month that saw widespread lockdown-like restrictions, has come as a negative surprise. Inflation
based on the Wholesale Price Index is reckoned to have hit a 25-year record of nearly 13%,
while retail inflation touched a six-month high of 6.3%. While runaway fuel prices, that include
high excise duties and taxes, were a key factor in driving up both the inflation indices, they were
not the only ones at work. Retail inflation in food hit a six-month high of 5%, from barely 2% in
April, with pulses and eggs as well as edible oils leading the surge. ‘Fuel and light’ inflation hit
11.6%, the highest in over nine years, and no respite is in sight on this front as pump prices for
petrol raced past 100 a litre in even more parts of the country this month. Diesel has also
crossed the century mark in Rajasthan’s Sri Ganganagar, where freight costs add up on top of
State and central taxes. Even if one were to discount food and fuel prices, core inflation has
crossed the 6% mark for the first time in 31 months and is estimated at 6.6%.

Reacting to the April retail inflation print of 4.3%, after averaging a steep 6.2% through 2020-21,
the RBI Governor had remarked earlier this month that it brought some relief and ‘elbow room’
for sticking with growth-supportive policy. If anything, May’s inflation prints leave no such room
for manoeuvre. Though the bank’s Monetary Policy Committee may not switch away from its
dovish policy, no further easing of interest rates can be expected at these price levels. Most
economists expect inflation to remain higher than the average 5.1% estimated by the central
bank for this year. If the Government wants the RBI to persist with its accommodative approach
to facilitate growth, it must take some actions of its own to curb price rise, including meaningful
cuts in fuel taxes that the RBI Governor has been advocating since February. So far, it has only
obfuscated the issue with arguments ranging from ‘the States should cut taxes first’ to ‘let’s bring
petroleum products under GST’, and the latest claim by the Petroleum Minister who admitted
that the prices are problematic, but the Government is ‘saving money to spend on welfare
schemes’ and buying vaccines. For a population already reeling from job and income losses and
higher medical costs since the pandemic’s onset, the persistently high inflation is untenable. No
welfare scheme can offset its disproportionately adverse impact on the poor.
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EMBRACING CRYPTOCURRENCY
Relevant for: Indian Economy | Topic: Issues relating to Mobilization of resources incl. Savings, Borrowings &

External Resources

On June 9, El Salvador became the first country in the world to adopt bitcoin as legal tender.
This is illustrative of the rising global trend of embracing cryptocurrencies with all its attendant
risks. While not every country’s approach has been as open as El Salvador’s, the dominant
theme has been to permit the growth of the cryptocurrency market subject to certain safeguards.
As India finds itself at a crossroads of prohibition and regulation in its tryst with cryptocurrencies,
globally, the inclination towards permissive regulation recognises the freedom of choice given to
people for using a medium of exchange other than a central bank-backed fiat currency.

The cryptocurrency market in India has developed in a largely laissez-faire regulatory space
since the first recorded cryptocurrency transaction in 2010. Between 2013 and 2018, the
government’s response to the rise of virtual currencies was cautionary, alerting users to the
potential risks posed by cryptocurrency transactions. These fears were legitimate and stemmed
from cryptocurrencies’ volatility, their susceptibility to hacking, and the fact that they could
potentially facilitate criminal activities such as money laundering, terrorist financing and tax
evasion. Instead of developing a regulatory framework to address these issues, the Reserve
Bank of India (RBI), in April 2018, effectively imposed a ban on cryptocurrency trading. This ban
was overturned by the Supreme Court in 2020. The court reasoned that there were alternative
regulatory measures short of an outright ban through which the RBI could have achieved its
objective of curbing the risks associated with cryptocurrency trading. While the court had an
opportunity to put a label on the legal nature of cryptocurrencies, it stopped short of doing so.

After swinging between the extremes of non-interference and prohibition, a clue as to India’s
next move lies in the draft Cryptocurrency and Regulation of Official Digital Currency Bill, 2021.
The draft Bill proposes to criminalise all private cryptocurrencies while also laying down the
regulatory framework for an RBI-backed digital currency. The Minister of State for Finance, in
response to a question in Parliament, stated that regulatory bodies do not have a legal
framework to directly regulate private cryptocurrencies owing to their imprecise legal nature in
India. As the draft Bill is yet to be tabled in Parliament, there is some hope that his concerns will
be addressed in the form of a tailored regulatory approach rather than another ban.

There are lessons in this regard from the U.K., Singapore and the U.S. The U.K. has classified
cryptocurrency as property and this has paved the way for cryptocurrencies to be encompassed
within a regulated legal framework in the country’s economy. The U.K. has sought to regulate
the functioning of crypto-businesses while still imposing some restrictions to protect the interests
of investors. On the other hand, while there is no exact legal classification of cryptocurrency in
Singapore, the amenability of cryptocurrency transactions to the contract law framework of the
country has been firmly established and there is now a legal framework for cryptocurrency
trading. In the U.S., the open approach taken by the authorities has resulted in the trade in
cryptocurrency being both taxed and appropriately regulated. While the approaches are specific
to the countries’ economic realities and cannot be blindly implemented in India, the global
regulatory attitude towards cryptocurrencies offers valuable insights into the alternative ways to
achieve balanced regulation. In India, the absence of an existing legal classification of
cryptocurrency should not be the impetus to prohibit its use. The government should use this as
an opportunity to allow private individuals the freedom to harness a powerful new technology
with appropriate regulatory standards.

Nakul Dewan is Senior Advocate, Supreme Court of India and was the lead counsel who argued
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against the RBI’s cryptocurrency ban; Rohan Andrew Naik is Advocate, Supreme Court of India,
who assisted in the case
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DIRECT TAX RECEIPTS JUMP THIS FY
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Public Finance, Taxation &

Black Money incl. Government Budgeting

Returns spur hope:Tax figures indicate the GDP will grow in double-digits in Q1, says ICRA’s
Nayar.G R N SOMASHEKAR  

India’s direct tax receipts in the first two-and-a-half months of 2021-22 have doubled to almost
Rs. 1.86 lakh crore from the comparable period last year when the national lockdown hit
collections, the Finance Ministry said on Wednesday.

Economists said the tax figures suggest the economy could post double-digit growth in the first
quarter.

“The jump in the direct tax collections... reflects healthy exports and a continuation of various
industrial and construction activities, given the lower stringency of the staggered regional
lockdowns in 2021 versus the nationwide lockdown in 2020,” said Aditi Nayar, chief economist at
rating agency ICRA. “This supports our expectation that GDP will record a double-digit
expansion in Q1,” she added.

Vivad Se Vishwas

The substantive rise in inflows could be attributed to dispute resolution scheme Vivad Se
Vishwas that concluded recently, said Neeru Ahuja, partner, Deloitte India. “Taxpayers have
taken advantage of the scheme and have settled their old disputes and litigation with the income
tax department along with depositing their tax dues. This seems to be the main reason” for the
jump in receipts, she added.

The collections from April 1 to June 15 include Corporation Tax of Rs. 74,356 crore and
Personal Income Tax inflows, which include the Securities Transaction Tax, of Rs. 1.11 lakh
crore. The collections in the year-earlier period totalled Rs. 92,762 crore.

“Despite extremely challenging initial months of the new fiscal, the Advance Tax collections for
the first quarter of 2021-22 stand at Rs. 28,780 crore against Advance Tax collections of Rs.
11,714 crore for the corresponding period of the immediately preceding financial year, showing a
growth of approximately 146%,” the Finance Ministry said.

The advance tax kitty includes Rs. 18,358 crore as Corporation tax and Personal income tax of
Rs. 10,422 crore. “This amount is expected to increase as further information is received from
banks,” the ministry added.
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GI CERTIFIED JALGAON BANANA EXPORTED TO
DUBAI

Relevant for: Indian Economy | Topic: Issues relating to Intellectual Property Rights (IPRs)

In a major boost to exports of Geographical Indications (GI) certified agricultural produce, a
consignment of fibre and mineral rich ‘Jalgaon banana’ has been exported to Dubai.

The twenty-two metric tonnes of GI certified Jalgaon banana were sourced from progressive
farmers of Tandalwadi village, part of Jalgaon district of Maharashtra, a banana cluster identified
under Agri Export Policy.

In 2016, Jalgaon Banana got GI certification which was registered with Nisargraja Krishi Vigyan
Kendra (KVK) Jalgaon. India’s banana export has been rising sharply because of adoption of
farm practices as per the global standards.

India’s banana exports grew both in terms of volume as well as value from 1.34 lakh metric
tonne valued at Rs 413 crore in 2018-19 to 1.95 lakh metric tonne valued at Rs 660 crore in
2019-20. During 2020-21 (April-February), India has exported banana worth of 1.91 lakh tonne
valued at Rs 619 crore.

India is the world's leading producer of bananas with a share of around 25% in total output.
Andhra Pradesh, Gujarat, Tamil Nadu, Maharashtra, Kerala, Uttar Pradesh, Bihar and Madhya
Pradesh contribute more than 70% of the country's banana production.

APEDA promotes exports of agricultural & processed food products by providing assistance to
the exporters under various components of its scheme such as Infrastructure Development,
Quality Development and Market Development. In addition, APEDA also conducts international
Buyer Seller Meets, Virtual trade fairs with importing countries to promote agricultural &
processed food products.

Apart from this the Department of Commerce also supports exports through various schemes
like Trade Infrastructure for Export Scheme, Market Access Initiative etc.

*****

YB/SS

In a major boost to exports of Geographical Indications (GI) certified agricultural produce, a
consignment of fibre and mineral rich ‘Jalgaon banana’ has been exported to Dubai.

The twenty-two metric tonnes of GI certified Jalgaon banana were sourced from progressive
farmers of Tandalwadi village, part of Jalgaon district of Maharashtra, a banana cluster identified
under Agri Export Policy.

In 2016, Jalgaon Banana got GI certification which was registered with Nisargraja Krishi Vigyan
Kendra (KVK) Jalgaon. India’s banana export has been rising sharply because of adoption of
farm practices as per the global standards.

India’s banana exports grew both in terms of volume as well as value from 1.34 lakh metric
tonne valued at Rs 413 crore in 2018-19 to 1.95 lakh metric tonne valued at Rs 660 crore in
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2019-20. During 2020-21 (April-February), India has exported banana worth of 1.91 lakh tonne
valued at Rs 619 crore.

India is the world's leading producer of bananas with a share of around 25% in total output.
Andhra Pradesh, Gujarat, Tamil Nadu, Maharashtra, Kerala, Uttar Pradesh, Bihar and Madhya
Pradesh contribute more than 70% of the country's banana production.

APEDA promotes exports of agricultural & processed food products by providing assistance to
the exporters under various components of its scheme such as Infrastructure Development,
Quality Development and Market Development. In addition, APEDA also conducts international
Buyer Seller Meets, Virtual trade fairs with importing countries to promote agricultural &
processed food products.

Apart from this the Department of Commerce also supports exports through various schemes
like Trade Infrastructure for Export Scheme, Market Access Initiative etc.

*****
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RECOVERY TAKES MORE THAN REFORMS
Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable

Development

The most recent growth estimates of the National Statistical Office show that after a steep
contraction in the first quarter of last year, growth accelerated steadily afterwards. This would
have assured a recovery had we not experienced the second wave of the pandemic that came
with the current financial year. Overlapping State-level lockdowns that started in April have now
lasted for almost as long the nationwide lockdown of 2020, and there is no gainsaying their
impact on the economy. Output may well have contracted in the beginning of this year. So,
though recovery will eventually come, it could be W-shaped rather than V-shaped.

When the issue of economic recovery was raised in public, a minister asserted that the economy
will recover due to the reforms planned or already implemented by the government. We do not
know what the government has in mind but we should be sceptical of the claim that reforms can
make a difference at this stage. Since 1991, the term ‘reforms’ has been used to mean both
policy changes that remove restrictions on private sector activity in certain areas and those that
increase profits in existing lines of production. Recent examples of these are allowing greater
private sector participation in defence as part of the Atmanirbhar Bharat Abhiyaan launched in
2020 and the significant lowering of corporate tax in 2019, respectively. However, more reforms
may be ineffective in spurring recovery. Presently for the private sector, entry into a new area or
undertaking investment in an existing activity may not appear profitable given their expectation
of the state of the economy in the near future, upon which their revenue will depend.

We may assume that the private sector is fully aware of the following history. In February,
believing that the peak of the epidemic had been crossed, the government reverted to its
principal macroeconomic pre-occupation, namely fiscal consolidation or the paring down of the
fiscal deficit. Accordingly, it raised its budgeted expenditure by less than 1% in the last Budget.
The onset of the second wave of COVID-19 in April has thrown the economic policy calculations
of the government out of gear. Back in February it was already known that the economy had
contracted in 2020-21. To keep public expenditure virtually unchanged under such
circumstances had been heroic enough then, but now, with a possible further contraction of the
economy, to continue with the frigid fiscal stance would be disastrous. Though we do not know
how output has fared so far this financial year, data from the Centre for Monitoring Indian
Economy show that unemployment has risen in May, indicating slack demand for output. With
this knowledge, the private sector is unlikely to respond with alacrity to liberalising reforms.

Right now, raising public spending is the only game in town left to the policymaker serious about
bringing on a recovery. If we are to have it, though, we should accept a higher than budgeted
deficit. A debate involving economists and central bankers has been set off on whether the
government should now ‘print money’. This is the wrong way to approach the problem. It puts
the cart before the horse. It is also alarmist. The objective is to revive the economy, public
spending is the instrument and the funding must be found. It need not involve money creation.
India’s public debt is low by comparison with the OECD countries, and debt financing remains
an option. Even if money financing is adopted, it need not cause accelerating inflation as some
predict. Experience in India suggests otherwise. However, studies do show that any economic
expansion would be inflationary if the production of food does not respond adequately. How the
expansion is financed is less relevant for inflation at least in the near term. In any serious
attempt at economic recovery, the focus must be on the food supply and not the money supply.

Pulapre Balakrishnan teaches economics at Ashoka University, Sonipat, Haryana

https://www.thehindu.com/business/Economy/indias-gdp-grows-16-in-january-march-shrinks-73-in-2020-21/article34690310.ece
https://www.thehindu.com/business/Economy/finance-minister-nirmala-sitharaman-rolls-out-fresh-119-lakh-crore-stimulus-package/article33087414.ece
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FARMERS WORLDWIDE RECEIVE BARELY A
QUARTER OF WHAT CONSUMERS SPEND: STUDY

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

Agriworkers spreading and drying the paddy on the road at the fields near Nunna village   |
Photo Credit: V. RAJU

Farmers worldwide receive barely a quarter of what consumers spend at the grocery store, and
even less for food consumed outside the home, researchers reported on June 7.

Beyond the question of whether farmers get their fair share, the multi-step processing from farm
to table may not be compatible with sustainable development, according to a study in the journal
Nature Food.

"People do not recognise how much of what we pay for in our meals is not the physical food,"
Cornell University's Chris Barrett, senior author of the study, told AFP by email. "Most of the
value addition in the global food economy is not on farm but rather is the processing,
manufacturing, distribution and service activities closer to the consumer."

This highly segmented value chain creates employment and provides convenience for the
consumer, whether in the form of bagged salads, frozen dinners or a meal at the mall.

But these consumer advantages should also be measured against the impact on health and the
environment, the authors argue.

"Greenhouse gas emissions is a good example," said Barrett, pointing to the carbon pollution
generated by all the steps in the value chain. "So is water use...There is also the question of
where desirable attributes of foods — such as minerals, vitamins, fibre — and undesirable
attributes (‘bad’ fats, salt, sugar) are added or lost," he added. "These are all factors that have
major public health implications."

Building on a method originally applied to the US, the researchers developed a standardised
approach to estimate the importance of food value chains between farmers and consumers.

They applied this yardstick to data from 2005 to 2015 on 61 middle- and high-income countries
that cover 90% of the global food economy.

Pandemic may impact goal to ‘double farm income’ by 2022: Official

They found that, on average, farmers receive 27% of what is paid for foods consumers eat at
home. The study focused on the three-quarters of food that is consumed in the same country
where it is produced.

For the other 25%, "the farmer share of consumer expenditures on imported foods is almost
surely even less," said Barret.

The already vast proportion of food dollars going to post-farm activities is only likely to increase,
the study concluded.

Farmers in fast-growing economies like China and India will earn more as their populations get

https://www.thehindu.com/profile/photographers/V-RAJU/
https://www.nature.com/articles/s43016-021-00279-9
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richer, but their share of food spending is likely to shrink as demand for convenient consumption
grows.

The study points to the UN Sustainable Development Goals (SDGs) — adopted in 2015 and set
for 2030 — as a way to measure the impact of the vast and growing food value chain sector.

What happens to food between farm and consumer will be critical to many SDGs including those
targeting poverty, hunger and "responsible consumption and production".
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‘Q2 MANUFACTURING EXPECTATIONS DROP’
Relevant for: Indian Economy | Topic: Issues relating to Mobilization of resources incl. Savings, Borrowings &

External Resources

Hard times:The summary index of current business conditions for manufacturing declined for
Q1.SUSHIL KUMAR VERMA  

Early results from the RBI’s June Industrial Outlook Survey show that not only has the summary
index of current business conditions for the manufacturing sector dropped for the current
quarter, but also that the index of expectations for the second quarter of FY2022 has declined,
as per observations made by Shashanka Bhide, member of the RBI’s Monetary Policy
Committee, at the MPC meeting earlier this month. The RBI on Friday released the minutes of
the meeting.

“These perceptions of business conditions point to the adverse economic conditions,” Dr. Bhide
noted.

He said while the data on the impact of the second wave of the COVID-19 pandemic was
limited, qualitative data from the surveys of households and enterprises suggest ‘significant dent’
in consumer and business sentiment. “The survey of Consumer Confidence conducted by RBI in
the last week of April and up to May 10, in 13 major cities... reveals a sharp rise in the
percentage of respondents who perceive the current general economic conditions to be worse
than a year back, compared to a similar survey conducted two months back,” he added.

Importantly, 51.5% of the respondents opined that economic conditions would be worse a year
ahead.

Observing that the economy’s recovery would hinge on the decline in the spread of the disease,
he said, “acceleration in the vaccination program and availability of health care would be a key
to boost the confidence of the consumers, workers and producers in the resumption of their
economic lives”.

Ashima Goyal, another member, cautioned against laying too much store by the latest round of
the RBI’s surveys, noting that these were conducted during a “period of highest fear and
uncertainty that very likely affected consumer responses” given that the number of fresh cases
peaked on May 7. “Robust inferences have to await surveys taken in more normal times,” she
suggested.

‘Forecasts less reliable’

Dr. Goyal also noted that the MPC had moved to data-based guidance, given that expectations
and forecasts were less reliable in times of ‘such uncertainty’, a view echoed by fellow member
Jayanth R. Varma.

Prof. Varma said the MPC must be sensitive to the risk that inflation expectations could become
entrenched if inflation remains elevated for too long.
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INCOME EARNED VIA CRYPTOCURRENCY MUST BE
DISCLOSED

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

Income from cryptocurrency sale can be taxed as capital gains income or as profits

Cryptocurrencies have been in the spotlight in the recent past owing to factors such as the
dramatic rise and fall of prices, views of certain high-net-worth individuals and actions taken by
various governments. Lured by the prospect of high returns, several Indians have invested in
cryptocurrencies such as bitcoin, ethereum and dogecoin. Such investors must be careful while
preparing their tax return. They must make appropriate disclosure of the income earned from the
sale of cryptocurrencies. Let’s look at some nuances of taxation of income earned from
transacting in cryptocurrencies.

Neither the Income Tax Act, 1961, nor the Central Board of Direct Taxes stipulates any specific
tax treatment for income earned from investments in cryptocurrencies. Under the Act, income
earned from the sale of cryptocurrency can be taxed either as income from capital gains, or as
profits/gains from business or profession. The classification of income and its computation
mechanism are determined by whether an individual holds cryptocurrency as an investment or
stock-in-trade.

Capital gains: Cryptocurrency in its generic meaning gives the holder exclusive rights to
access/spend and may likely be qualified as a financial asset, as the Indian regulatory
framework does not consider them legal tender. The Act defines capital asset broadly to include
any kind of asset, interest or rights in a property, unless specifically excluded. Cryptocurrency is
not specifically excluded from the definition of capital asset.

The difference between sale consideration, cost of acquisition and expenses incurred on
transfer of cryptocurrencies is considered as capital gains. The cost of acquisition is the cost of
purchase of such cryptocurrency plus the broker’s commission or wire transfer fee . Since
cryptocurrencies are held in an electronic wallet, in case of purchase of cryptocurrency at
various points of time and cost, it becomes fungible, which leads to issues with identifying which
tranche of purchase is being sold and the cost of acquisition. In such a case, the taxpayer must
adopt a first-in-first-out method to determine the cost of acquisition.

The capital gains are further classified into short-term or long-term gain depending on the period
for which such an asset is held. Gains earned on cryptocurrency held for less than three years
from the date of acquisition are considered short-term gains and taxed as per applicable slab
rates (top tax rate 42.74%), while those held for more than three years are considered as long-
term. The gains are subject to a beneficial tax regime (top tax rate 28.49%). The taxpayer is also
eligible for indexation benefit on the cost of acquisition. In case one cryptocurrency is bartered
with another, each swap shall be considered a transaction and be subject to capital gains tax.
The taxpayer shall be required to report and pay taxes on each such disposal. Considering the
recent fall in cryptocurrency prices, some investors would also have incurred capital loss while
selling cryptocurrency. These losses can be set-off against gains from sale of other assets,
subject to existing rules.

Income from business or profession:Taxpayers who speculate on short-term price
movements, or who hold the cryptocurrency as stock-in-trade may be considered as traders.
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Whether a person qualifies as trader or investor depends on aspects including frequency in
buying and selling, period of holding, and intent of investment. Where a taxpayer qualifies as a
trader, any income earned from sale of cryptocurrency shall be taxed as income from business
or profession. Taxpayers should also evaluate whether the income shall be considered as
speculative income or not. Whether the income is considered speculative or not will depend on
whether the cryptocurrency is considered a commodity and is periodically or ultimately settled
otherwise than by way of actual delivery or transfer of such commodity.

Return disclosures: Taxpayers whose income exceeds 50 lakh in a year are required to report
their assets and liabilities in Schedule for Assets and Liabilities along with cost of acquisition.
Since cryptocurrencies are also regarded as assets, taxpayers shall include cryptocurrencies in
the said Schedule.

Additionally, taxpayers who qualify as resident and ordinary residents are required to disclose
overseas income and assets in the tax return. Considering the tax and penal consequences
under the Act and the Black Money (Undisclosed Foreign Income and Assets) and Imposition of
Tax Act, 2015, it may be prudent for taxpayers to disclose the cryptocurrency holdings in the
foreign asset or income schedule.

Amarpal Chadha is tax partner and India mobility leader, EY.

Aditya Modani, director - people advisory services, EY India, has contributed to this column.
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HIGH RAW MATERIAL PRICES THREATEN SURVIVAL
OF MSMES

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

A steep increase in raw material prices in the last few months threatens the survival of micro,
small and medium enterprises (MSMEs) in the manufacturing sector, the All India Council of
Associations of MSMEs said.

The council, which has about 170 MSME associations from different States as its members,
pointed out that copper prices had increased by 110% this month compared with April last year.
Prices of aluminium alloy had risen 94%, mild steel plates by 82% and CRCA sheets by 96%.

The MSMEs faced working capital erosion because of the high cost of inputs. While the units
supplying to public sector undertakings (PSUs) were unable to get a revision in prices of their
products, the open market was unable to take the full impact of high raw material prices, the
council said.

“In spite of a drop in demand due to lockdown, prices are on the upswing, particularly steel, pig
iron and other raw materials,” the group said in a release on Wednesday.

It urged the government to set up a mechanism to ensure raw-material-price-stability for
MSMEs. The PSUs should allow MSMEs to cancel orders without imposing a penalty and permit
them to quote revised prices. The government should also allow import of all steel materials
based on cost and quality requirements at nil duty and ban export of iron ore and steel products,
it added.
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THE RURAL ECONOMY CAN JUMP-START A REVIVAL
Relevant for: Indian Economy | Topic: Issues Related to Poverty, Inclusion, Employment & Sustainable

Development

The second wave of the COVID-19 pandemic could be slowly receding with a decline in the
official estimates of daily infections and deaths. The economy is also very gradually getting back
to normal, with many States beginning to ease some of the restrictions imposed in their
lockdowns. However, the challenge of an economic recovery is far more serious than the health
pandemic despite official claims of there being an economic recovery. Last month, the National
Statistical Office (NSO) released the estimates of the Indian Gross Domestic Product (GDP)
growth for the fiscal year 2020-21. The decline in GDP, at 7.3%, was slightly better than
expectation, even though this is a gross underestimate of the reality given the methodological
issue of underestimation of the economic distress in the unorganised sector.

But what makes economic recovery challenging is that this decline followed three years of sharp
decline in GDP even before the novel coronavirus pandemic hit the country. Economic growth
had already decelerated to 4% in 2019-20, less than half from the high of 8.3% in 2016-17.
Since then, the slowdown in the economy has not only made things worse as far as economic
recovery is concerned but also come at a huge cost for a majority of households which have lost
jobs and incomes. The pandemic has only worsened an already fragile economic situation. The
sharp decline in GDP was partly a result of the trend of a slowdown in economic activity since
2016-17. But a large part of the economic outcome in the first year of the pandemic is also a
result of a mishandling of the economic situation.

Tackling rural economic distress

While a strict national lockdown certainly hit economic activity last year, what made matters
worse was the less than adequate response from the Government in increasing fiscal support to
revive demand in the economy. Many of the grand announcements remained largely on the
monetary side without the enabling policy framework to help small and medium enterprises as
well as the large unorganised sector which bore the brunt of the restrictions in economic activity.

Despite the lack of fiscal support, an important contributor to the better-than-expected economic
performance was the resilience of the rural economy, particularly the agricultural sector. While
rural areas were the first point of refuge for a majority of migrants who walked back thousands of
kilometres from urban metropolitan areas, agriculture was the only major sector (other than
electricity, gas, water supply and other utility services) which reported an increase in Gross
Value Added (GVA) in 2020-21. It not only provided jobs to returning migrants but also sustained
the economy in the rural areas.

Agriculture has not only been the biggest saviour during the period of the pandemic but has
consistently been an important driver of the economy throughout the last five years which has
seen the economy slow down sharply. The average growth rate in agriculture GVA in the last
five years, at 4.8%, is significantly higher than the GVA growth of the economy as a whole, at
3.6%, in the last five years.

Editorial | Flashing lights: On sliding economy and cash transfers

But can the rural sector play saviour again? Unlikely, in the present context. And it will not be
due to any natural calamity such as drought but a result of the neglect and policy missteps by
the Government. Even though the lockdowns imposed by the State governments at the

https://www.thehindu.com/data/dissecting-indias-second-covid-19-wave/article34305418.ece
https://www.thehindu.com/coronavirus/
https://www.thehindu.com/business/Economy/overall-impact-of-second-pandemic-wave-on-economy-not-likely-to-be-large-says-cea/article34691328.ece
https://www.thehindu.com/opinion/editorial/flashing-lights-the-hindu-editorial-on-sliding-economy-and-cash-transfers/article34600229.ece


Page 24

cr
ac

kIA
S.co

m

beginning of the second wave were less severe when compared to last year, they did impact the
non-agricultural economy as is evident from the high frequency data for the last two months. The
expectation of positive growth in this fiscal year may suggest recovery. However, given that the
economy has already suffered last year, any recovery will largely be a statistical artefact driven
by the low base of last year rather than a real recovery. The fact that a majority of households
have already suffered job losses and income decline which are yet to regain their pre-pandemic
levels suggests caution in making any inference on an economic recovery.

However, even the aggregate data are unlikely to capture the actual extent of devastation in the
rural areas. While this is true for even the basic estimates of death and the health catastrophe
caused by the pandemic, it is even more severe in its economic impact. Similar to the official
statistics which have underestimated deaths due to the pandemic in most States — as has been
brought out recently in several newspapers — the economic distress in rural areas is also
largely unreported and underestimated.

MFIs flag rural borrower distress to RBI

The second wave affected rural areas disproportionately, in terms of health but also in terms of
livelihoods. Many households have lost an earning member and an equally large number have
spent a large sum on private health care expenditure in dealing with the infection. It will not be
surprising if rural areas now witness a sharp rise in indebtedness from non-institutional sources.

However, the response from the Government has not been commensurate with the scale of the
pandemic in rural areas. Unlike last year, the Government has not increased the allocation this
year for the National Rural Employment Guarantee Scheme (NREGS). For the country as a
whole, despite an increase in employment demand in NREGS, the person-days generated in
May 2021 was only 65% when compared to May 2020. While the free food-grain scheme has
been extended this year as well, it does not include pulses as was provided last year. Similarly,
there has not been any cash transfer to vulnerable groups, unlike last year.

An agriculture-led revival as flawed claim

The impact of declining incomes and job losses on demand is now visible even in rural areas.
While real wages have continued to decline with the latest estimates of April 2021 showing a
decline in rural non-agricultural wages by 0.9% per annum in the last two years, agricultural
wages continue to stagnate. One indicator of declining demand is the decline in wholesale
prices of most of the agricultural commodities. Cereals and vegetables, which together account
for more than half of crop output, have seen prices decline on a year-on-year basis for more
than six months now. This is happening at a time when international agricultural prices are at an
all-time high.

Some of this is reflected in the rise in inflation in pulses and oilseeds groups, both of which are
largely imported. The net result is a peculiar situation where output prices for dominant
agricultural commodities in the domestic market are declining while consumer prices of
essentials such as edible and pulses are contributing to rising inflation.

Tracking the pandemic’s rural march

Rising inflation further threatens to reduce the purchasing power of the rural economy struggling
with declining incomes and job losses. This is further compounded by the shift in terms of trade
against agriculture which has put agricultural incomes under strain. The rise in input prices for
diesel has already contributed to rising input costs but the recent increase in fertilizer prices for
most of the complex fertilizers have also added to the misery of farmers. Rising inflation in
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international commodity prices also threatens the rural non-farm economy. A majority of the rural
non-farm sector already struggling from low demand has now seen its profit margins getting
impacted due to the increase in the cost of raw material.

When COVID-19 goes to the villages: challenges of managing the pandemic in rural areas | The
Hindu In Focus Podcast

Despite these setbacks, the rural economy including the agricultural economy continues to
remain crucial for any strategy of economic revival. But for that, it will require proactive
intervention from the Government to protect the rural population by speeding up vaccination.
Unfortunately, so far, the rural areas have been lagging behind in the overall rate of vaccination.
At the same time, rural areas will also need greater fiscal support, both in terms of direct income
support to revive demand in the economy but also through various subsidies and protection from
the rising inflation in input prices. This urgent intervention is not just necessary to support
economic revival but also prevent another humanitarian crisis, this time as a result of economic
mismanagement.

Himanshu is Associate Professor, Centre for Economic Studies and Planning, School of Social
Sciences, Jawaharlal Nehru University, New Delhi
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