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EPW MARCH 2020 

1. YES BANK CRISIS 

SBI took over the operations of Yes Bank. 

What were the shortcomings? 

 Loans - The loan account of Yes Bank 

increased from ₹55,633 crore in March 2014 to 

₹2,41,999 crore in March 2019. 

 The total bank credit only went up from 

₹59,94,096 crore to ₹97,71,722 crore during 

the same time. 

 So with the economy going through a severe 

slowdown and with a general state of low 

growth in the last five years, it was not 

reasonable to have a bank whose loans were 

rising at an exponential rate. 

 Ignorance - The most alarming part in all of 

this is that things were allowed to come to a 

pass despite the knowledge of a crisis building 

up in the bank for at least 2 years. 

 Burden - SBI who did not sign up for 

rescuing an almost bankrupt private sector 

bank.  

 Despite its large capital base, state ownership 

and dominance in the banking sector, it is not 

clear whether SBI will actually be able to 

rescue the troubled bank.  

Why did the bank go bankrupt? 

 With the mounting non-performing asset 

(NPA) problem in the PSBs and the resultant 

credit squeeze, the corporate sector was 

looking for credit elsewhere, like the private 

banking sector as well as NBFCs.  

 This had led to the following problems. 

1. Some of these loans were outright dubious 

with little collateral or even obvious 

conflict of interest.  

2. Retail banking and non-banking 

institutions have been handed a job which 

they are just not competent to handle. 

 The failure of Infrastructure Leasing and 

Financial Services (IL&FS), a leading NBFC, in 

2018 has already blown the whistle on this 

alternative route. 

How did these institutions fail? 

 Consider a situation where the banks’ deposits 

are short term ones, but the lending has been 

done on a long-term basis.  

 As far as the returns on these loans are fine, 

there is no trouble.  

 But, as soon as the economic slowdown hits, 

these lending institutions will fail to balance 

their books. 

 Their profits will start drying up in the short 

run and their NPAs will rise dramatically.  

How else to deal with long term loans? 

 In India, over the past few years, a large 

proportion of the credit had been advanced to 

projects with long gestation lags. 

 This makes the evaluation of these loans 

difficult, especially for bankers who are trained 

in dealing with retail loans.  

 This does not mean that long-term lending 

should not be done, but that it is best left to 

institutions that are competent. 
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 Development finance institutions (DFIs) were 

made for this very purpose.  

 Dismantling these institutions in the early 

2000s in the name of liberalising the financial 

sector and handing over their business to retail 

banking was the biggest mistake.  

2. CHALLENGES BEFORE 
INDEPENDENT JUDICIARY 

Why in news? 

Former Chief Justice of India (CJI) Ranjan Gogoi 

accepted the nomination by the President to the Rajya 

Sabha.  

What are the implications? 

At a time when the Supreme Court is being 

increasingly seen as compromised and beholden to 

the union government, the way in which Gogoi’s 

nomination was done stinks of quid pro quo.  

What does it imply? 

 Carrot & Stick -That the union government 

has used the carrot of post-retirement 

appointments to obtain favourable judgments 

in the past cannot be disputed.  

 As a study by the Vidhi Centre for Legal Policy 

has shown, 70% of all judges who ended 

their tenures between 2014 and 2016 took up a 

posting, and 36% of these were central 

government appointments.  

 Judgments - Scholars have, through rigorous 

empirical analysis of Supreme Court 

judgments, shown how the union government 

gets favourable judgments from judges who 

are closer to retirement during 

the government’s term.  

 In almost every important and significant case 

that Gogoi heard since becoming the CJI, the 

union government got almost favourable 

outcomes.  

 This includes the cases of CBI Director Alok 

Verma, the Rafale Papers case, the Electoral 

Bonds case, the Babri Masjid case, the 

challenge to the removal of Article 370, the 

internet shutdown in Kashmir etc.  

 Personal Capacity - At a personal level, 

Gogoi’s suitability for the Rajya 

Sabha nomination is also questionable.  

 He stood accused by a court staffer of 

sexually harassing her and then victimising her 

and her family when she refused his advances.  

 When the matter became public, 

Gogoi interfered in the course of the 

proceedings and made a mockery of any notion 

of fair hearing and impartiality.  

 Hypocrisy - Gogoi was part of the group of 

four judges who held a press conference 

against the then CJI Dipak Misra, 

alleging against him the misdeeds that Gogoi 

himself would go on to commit from the 

bench.  

 He alleged of sensitive cases concerning the 

union government being the allocated to 

Justice Arun Mishra, but would go on to do the 

same multiple times in his own tenure.  

3. REGULATING THE PRIVATE 
HEALTH SECTOR  

Why in news? 

In Maharashtra’s Jalgaon district a sick doctor 

suffering from high fever was turned away from four 

private hospitals. 
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How different are private & public 

sector? 

 The strikingly contradictory scenario of 

healthcare delivery in the country has been 

unfolding rapidly over the years.  

 Hospitals with state-of-the-art equipment 

in their facilities are mushrooming mostly in 

cities.  

 Whereas the overburdened public hospitals are 

valiantly fighting to cope  

 As far as the rural areas are concerned, the 

community health centres and primary health 

centres and sub-centres present an even more 

dismal.  

 However, it is not as if the urban hospitals 

offer patients excellent care.  

 A common and widely held general 

misperception is that the private healthcare 

system is better than the public one.  

 But, complaints of non-transparent billing, 

demanding exorbitant sums in advance even in 

a medical emergency, and cutting corners in 

services are common. 

 In semi-rural areas and towns, the private 

sector is not necessarily similar to hospitals in 

cities.  

 The private hospitals in these areas are small, 

and have basic infrastructure and limited 

medical and non-medical staff.  

 Unlike the cities, the power and water supply 

in these areas also constitutes a problem to the 

functioning of these hospitals.  

 

 

What should be done? 

 Health is a state subject, and it is well known 

that the health delivery systems are not 

uniform across states.  

 So undoubtedly, at present, the private sector 

must be involved in screening, tests and 

treatment for COVID-19.  

 The highly trained professionals in this sector 

can contribute enormously by helping scale up 

the testing efforts.  

 In South Korea too, it was large-scale testing 

that was instrumental in reducing mortality 

rates.  

 However, services across sectors must not 

be priced differently at a time like this.  

 A clear and non-negotiable protocol for the 

private sector must be established regarding 

the present crisis and how the government is 

going to help financially and otherwise in 

dealing with it.  

 The testing, screening, and treatment facilities 

must be regulated in terms of pricing and 

quality.  

4. IMPACTS OF THE OIL PRICE 
WAR 

Why in news? 

 Against the backdrop of the covid-19 

pandemic, Saudi Arabia-led oil cartel OPEC 

wanted to curtail oil production by 1.5 million 

barrels per day.   

 However, Russia has not agreed to this 

proposal. 
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What happened? 

 Saudi Arabia has declared a price war by 

reducing the Brent crude oil price from $65 

per barrel in end-December 2019 to $33 now.  

 The race to the bottom to this extent by Brent 

is the first time ever since the 1991 Gulf crisis. 

Will it impact India? 

 India is the world’s second largest consumer of 

oil.  

 A $20 reduction in Brent oil prices can reduce 

India’s current account deficit.  

 However, the instability in oil prices is a short-

run phenomenon, and India cannot anticipate 

a prolonged fiscal dividend.  

 Quite contrary to the expectations about a 

“pass-through effect” on consumers, the 

Government of India raised the excise duty on 

petrol and diesel by Rs.3 per litre on 13 March 

2020.  

 The special excise duty on petrol was hiked by 

Rs.2 to Rs.8 per litre in the case of petrol and 

to Rs.4 in the case of diesel. 

 There has been no “pass-through effect” 

primarily because the price determination of 

petrol and diesel in India is not linked to crude 

oil prices in the international market.  

How is petrol priced in India? 

 System - Price determination is done through 

dynamic pricing, termed as “trade parity 

pricing,”  based on the international prices of 

petrol and diesel (finished products) prevailing 

in the international markets, and not on crude 

oil per se.  

 The crude oil prices not always move in 

tandem with the petrol–diesel prices in the 

international market. 

 Globally, the market mechanism of ad hoc 

configurations of demand and supply of crude 

oil are different from the demand–supply 

dynamics of petrol and diesel. 

 So their pricing behaviour will also be 

distinctly different.  

 The GOI fixes the price of petrol and diesel 

based on dynamic pricing and trade parity 

pricing by converting the price from dollars to 

Indian rupees.  

 The rupee–dollar exchange rate mechanism 

also affects the pricing of petrol and diesel.  

 So this can offset the benefit India can 

reap from comparatively lower prices of crude 

oil in the international market, quoted in 

dollars.  

 Components - The other components to this 

pricing formula are  

1. cost of inland freight,  

2. marketing costs,  

3. taxes levied by the centre and the state 

governments, and  

4. the margins (charged by the oil 

companies) and (the dealer) 

commissions. 

 Taxes - It is, therefore, obvious that low 

international prices per se do not translate into 

lower prices for petrol and diesel in India as 

long as the centre and states levy exorbitant 

taxes on these products.   
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 The interstate variation in the prices of petrol 

and diesel is also significantly explained by the 

differentials in taxes imposed.  

 Time Lag - Another factor to be borne in our 

minds is that the effect of international prices 

on the in-house pricing of petrol and diesel in 

India is not instantaneous or spontaneous.  

 There is a time lag involved in the pricing 

process.  

 Even though the GOI uses the daily pricing 

mechanism in the dynamic pricing formula of 

petrol and diesel, the international prices 

component enters into the pricing equation as 

an international “benchmark price” of petrol 

and diesel. 

 So today’s price in India reflects the average of 

international prices of petrol and diesel of the 

previous fortnight.  

 However, the fuel prices will not come down in 

a fortnight’s time.  

 This is because in the price equation, the 

international price component is just one 

among many components, whereas the tax 

component constitutes a dominant part in the 

equation. 

Will low prices help? 

 The lowering of oil price by Brent cannot help 

the global economy from recession.  

 Overall, the oil price war can negatively affect 

the investment decisions in the energy sector 

and can be a drag on global growth.  

 

 

 

5. ECONOMICS, PRUDENCE, AND A 
PANDEMIC 

What is the issue? 

Clinging on to orthodox fiscal prudence is not the best 

practice in the time of a pandemic. 

Why is the present scenario different? 

 The global healthcare systems were better 

“prepared” for the 2009 H1N1 virus scenario, 

having encountered the worst H1N1 outbreak 

almost a century ago during the 1918 Spanish 

flu.  

 Such has not been the case for covid-19. 

 Because there is no clarity regarding the 

significance of the (usual) oral–faecal route of 

infection, the full breadth of symptoms is yet 

to be determined. 

 Above all, it is considered more contagious 

than the previous pestilence, presumably 

because of the lack of herd immunity against 

the infection. 

What are the risks awaiting? 

 United Nations Conference on Trade and 

Development (UNCTAD) comes up with an 

estimated cost of $1 trillion to the global 

economy in 2020, due to the potential 

economic slowdown caused by the covid-19 

outbreak. 

 This shows that the complications of this 

pandemic go much beyond just health risks. 

 The initial outbreak of COVID-19 in China saw 

choppy trading in stocks across world markets.  

 But, with the rapid escalation of the COVID-19 

outbreak to a pandemic state, combined data 

for January and February 2019 shows that 
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industrial production, retail sales, and asset 

investment (including expenditure on 

infrastructure, property, machinery, and 

equipment) had declined by 13.5%, 20.5%, and 

24.5%, respectively.  

 This should be taken as a warning for an 

imminent economic meltdown at the global 

level. 

How should Fiscal Policy be 
implemented?  

 Fiscal policy in the form of large increases in 

public spending has been used to offset 

declining private demand. 

 But the perceived sovereign risk in several 

countries has increased.  

 The fiscal policy has not only lost its efficacy in 

sustaining demand, but has simultaneously 

strained the balance sheets of creditors, such 

as banks that hold the sovereign debt.  

 Thus, weak governments weaken banks that 

hold government bonds in their portfolios, 

while weakened banks need more capital, 

which often comes from public funds, thereby 

weakening governments. 

 In this scenario, recall that the United States’ 

challenge over the last decade has been to 

curtail expenditures for bringing down a 

current account deficit at 5% of its GDP in 

2008 to a range of 2%–3%.  

 Further, the eurozone’s transition from a CAD 

to a surplus region within 10 years since 2008 

is underscored by years of weak domestic 

demand in its Mediterranean member states.  

 Ironically, with the “knock-down” effects of 

this crisis potentially heading towards deep 

recessions, these governments will need to 

take immediate recourse to “expansionary” 

fiscal measures, mostly in the form of safety 

nets.  

 The need of the hour is no different for the 

developing countries, particularly commodity 

exporters. 

 But, as of now, there has been no declaration 

of such expenditure measures from most of the 

countries, barring a few like France and 

Denmark.  

 State interventions cannot stop at healthcare 

services, recommendations for social isolation, 

or contributions to calamity relief funds of 

regional economic blocks, for the disaster at 

hand involves both the lives and livelihoods of 

millions. 

 


