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MAINSTORMING 2019 

ECONOMICS & AGRICULTUREII (MARCH 2019 TO JULY 2019) 

1. GROWTH AND DEVELOPMENT 

1.1 Deceleration of GVA in Agri-Sector 

Why in news? 

Central Statistics Office (CSO) has released the advance estimates of national income for the current financial year. 

How national income is estimated? 

 Since 1955 the national income estimates are being prepared by Central Statistical Organization. 

 The Central Statistical Organization has divided Indian economy into three basic sector for the purpose of 
evaluation of various data. 

 They are 

1. Primary sector - Comprising agriculture, forestry, fishing, mining and quarrying. 

2. Secondary sector - Comprising manufacturing, power generation, gas and water supply. 

3. Tertiary sector- Comprising transport, communication and trade, banking insurance, computer software, 
public administration, defense and external trade. 

 The CSO uses different methods like the Product Method, Income Method and Expenditure method for 
various sectors in the process of estimating the National Income. 

 National Income may be calculated on current prices or at constant prices. 

 Currently, the base year for measuring national income and per capita income at constant prices is 2004 - 05, 
introduced in Jan 2010. 

 National Income does not include data from the following activities 

1. Income from illegal activities like smuggling, gambling etc. 

2. Income from work done without remuneration like domestic work by housewives. 

3. Black Money 

What are the issues spotlighted by the recent estimates? 

 For 2018-19, the overall growth of gross domestic product (GDP) has been pegged at 7 per cent compared to 
7.2 per cent in the first advance estimates. 

 But one of the most worrying aspects was the data on agriculture growth. 

 Growth in gross value added (GVA) in the agriculture, forestry and fishing sector has decelerated from 5.1 per 
cent in the first quarter of the fiscal to 4.2 per cent in the second, and to just 2.7 per cent in the third. 

 Even a year-on-year comparison looks poor, as agri-GVA grew by 5 per cent in Q3 of FY18. 

 This is in tune with a largely middling performance by the agriculture sector in the past five years. 

What are the issues prevailing in agriculture sector? 

 Despite economic diversification, the fact is that almost half of India is still involved in the farm sector. 

 Several state governments have declared massive farm loan waivers to reduce the discontent, but that is hardly 
a long-term solution. 

 As the farm sector continues to struggle each passing quarter, there is considerable worry that the farm unrest 
could likely sustain. 

 The other implication of this is the expected run rate for agriculture growth will keep climbing to achieve the 
government‘s goal of doubling farm incomes by 2022-23. 

 The Expert Committee on Doubling Farmers‘ Incomes has stated that to achieve this target, agriculture growth 
rate would have to be 10.4 per cent per annum from a base period of 2015-16. 
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 Given the modest growth rates in agri-GDP so far, the actual growth rate required now is estimated to be 
closer to 15 per cent over the remaining four years. 

 This is almost impossible, as the best five-year growth rate in the past 25 years has been 4.3 per cent in 2009-
10 and 2013-14. 

 The growth rate in the past five years has been significantly lower at 2.9 per cent. 

What are the pitfalls with government measures? 

 The experience of the recent past shows that even though farm output is increasing, farmers‘ income growth is 
nowhere near the level required to improve their living standards. 

 Governments, both past and present, have resorted to knee-jerk reactions such as announcing farm loan 
waivers and higher minimum support prices, both are unsustainable and distort the market. 

 The current government has in the interim Budget presented earlier this year unveiled a scheme of direct 
income transfers as well. 

 In this, it has followed several state governments such as Telangana and Odisha. But there are question marks 
over its implications on the fisc at a time when none of the other subsidies has been touched. 

 Union government must realize that traditional policies have failed to make farming remunerative. 

 Distortions created due to interventionist and restrictive policies that depress producer prices below 
international market levels needs to be addressed. 

1.2 Economic Slowdown - May 2019 

What is the issue? 

The recent numbers on Index on Industrial Production and other indicators signal an economic slowdown across 
sectors. 

What are the recent indicators? 

 Automobiles - Domestic sales of cars, commercial vehicles and two wheelers all contracted in April, 2019 
from a year earlier. 

 There is a decline of almost 16% in total automobile industry sales. 

 This is an indication that consumption demand across markets - urban and rural, institutional and individual - 
is affected. 

 Sales of commercial vehicles, a fair proxy for overall economic activity, slid 6% last month. 

 A 16.4% drop in demand for two-wheelers extended the segment‘s slump into the new financial year, reflecting 
the rural distress. 

 The data on passenger vehicles, which saw the steepest drop in almost 8 years, add to the weakening trend. 

 IIP - The latest industrial output figures underscore the widespread nature of the demand drought. 

 The Index of Industrial Production (IIP) for March shows output fell 0.1% from a year earlier to a 21-month 
low. 

 The capital goods sector shrank by 8.7% on the back of an 8.9% contraction in the preceding month. 

 Output of consumer durables fell 5.1% from a year earlier. 

 The growth in consumer non-durables production slid to 0.3% from the 14.1% pace in March 2018. 

 Manufacturing, which has a weight of almost 78% in the index, continues to be the biggest drag. 

 Manufacturing output contracted by 0.4% after shrinking by a similar extent in February. 

 Overall, the sector‘s growth slowed to 3.5% in the last fiscal, from 4.6% in 2017-18. 

What are the possible reasons? 

 The possible factors for the slowdown include declining growth of private consumption, weak increase in fixed 
investment, and muted exports. 



 

 

 

www.shankariasacademy.com      ||     www.iasparliament.com 

5 

 It could be a result of endemic demand deficiency, deepened by demonetisation. 

 This was later made worse by the NBFC crisis triggered by the implosion of IL&FS and others. 

 It is not clear if the remonetisation of the economy resolved the woes of small firms hit by disruption of 
working capital cycles and their inability to repay debt. 

 On the other hand, the IBC mechanism has not been able to release the locked assets quickly. 

 This could have added to the uncertain investment scenario. 

 It is, however, true that there were feeble signs of an investment pick-up in 2018-19. 

 This was reflected in higher credit offtake by corporates from SBI and ICICI Bank. 

 However, it is not clear if the rise in bank credit offtake and external commercial borrowings by corporates will 
translate into greenfield investments. 

 Banks went on a credit spree during the first phase, and unviable infrastructure was created. 

 Resultantly, now the economy is dealing with legacy NPAs, with infirmities in the financial sector still 
haunting. 

What are the implications? 

 All these indicators make CSO‘s implicit fourth-quarter GDP growth assumption of 6.5% an overly optimistic 
number. 

 At the global level, challenges are increasing against the backdrop of an escalating trade war between the U.S. 
and China. 

 Also, the rising tensions in West Asia are beginning to push up energy costs. 

 Given all these, Indian policymakers have to contend with an external sector that would likely only add to the 
domestic pressure. 

What lies ahead? 

 The distress in the farm sector may just ease marginally if the monsoon does turn out to be ―near normal‖ as 
forecast. 

 It could also help marginally encourage demand revival in the rural hinterland.  

 However, concerted measures are needed by the government to help reinvigorate demand. 

 The government must also ensure that such a revival is robust, across-the-board and enduring. 

1.3 Over Estimation of GDP - Arvind Subramanian Remarks 

Why in news? 

Former Chief Economic Adviser (CEA) Arvind Subramanian recently claimed in a research paper that India‘s GDP 
growth from 2011-12 to 2016-17 was likely to have been overestimated. 

What is the former CEA‟s claim? 

 Official estimates place average annual growth at about 7% for the 2011-12 to 2016-17 period. 

 But actual growth may have been about 4.5%, with a 95% confidence interval of 3.5% to 5.5%. 

 The methodological changes have led to GDP growth being overstated by about 2.5 percentage points per year 
between 2011-12 and 2016-17. 

What were the parameters used? 

 Firstly, 17 key indicators that are typically correlated with GDP growth were complied for the period 2001-02 
to 2017-18. 

 These include – 

i. electricity consumption 

ii. two-wheeler sales, commercial vehicle sales, tractor sales 
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iii. airline passenger traffic, foreign tourist arrivals, railway freight traffic 

iv. index of industrial production (IIP), IIP (manufacturing), IIP (consumer goods), petroleum, cement, 
steel 

v. overall real credit, real credit to industry 

vi. exports and imports of goods and services 

 Secondly, India is compared with other countries. 

 For a sample of 71 high and middle income countries, relationship between a set of indicators and GDP growth 
for the pre and post-2011 periods was estimated. 

 [The indicators chosen (credit, exports, imports and electricity) are simple, reliable, and typically not 
produced by the agency that estimates GDP.] 

What are the key arguments? 

The line shows the growth predicted by the indicators 
(horizontal axis) and what is officially reported (vertical axis). 

 Mismatch - In the first period (2001-2011), the India 
data point (red) is right on the line. 

 This indicates that it is a normal country i.e. India‘s 
reported GDP growth is consistent with the cross-
country relationship. 

 However, in the second period (2012-2017) the India 
data point (blue) is well above the line. 

 This implies that its GDP growth is much greater than what 
would be predicted by the cross-country relationship. 

 It is high by over 2.5 percentage points per year. 

 Cause - Reproducing the detailed methodology underlying the 
GDP estimates is hard for outside researchers. 

 So it is difficult to trace the source of the problem. 

 But, possibly, one sector where the mis-measurement seems 
particularly severe is the formal manufacturing. 

 Before 2011, formal manufacturing value added from the 
national income accounts moved closely with IIP (Mfg.) and 
with manufacturing exports. 

 But afterward, the correlations turn strongly and bizarrely negative. 

What was the government response? 

 The government has issued a clarification refuting the claim. 

 Also, the Economic Advisory Council to the Prime Minister (EAC-PM) is planning to issue a point by point 
rebuttal. 

What are the implications of overestimation? 

 Growth estimates are significant not just for reputational reasons but critically for internal policy-making as 
well. 

 The new evidence implies that both monetary and fiscal policies over the last years were overly tight from a 
cyclical perspective. 

 E.g. interest rates may have been too high, by as much as 150 basis points 

 Also, inaccurate statistics on the economy‘s health weaken the drive for reform. 

 E.g. if it was known that India‘s GDP growth was actually 4.5%, the urgency to act on the banking system or on 
agricultural challenges may have been greater 
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 The popular narrative has been one of ―jobless growth‖, hinting at a disconnect between fundamental 
dynamism and key outcomes. 

 But in reality, weak job growth and acute financial sector stress may have been a consequence of the modest 
GDP growth. 

2. PUBLIC FINANCE 

2.1 Tax Revenue - Record GST Collections 

What is the issue? 

 The Finance Ministry released the recent numbers on tax collections, with GST registering an all time high.  

 It offers hope for pick up in economic growth rate in the coming quarters. 

What are the highlights? 

 Income tax - For the first time in the history of income tax returns, the number of returns filed dropped in 
FY19. 

 It is down to 6.68 crore from 6.74 crore in FY18, indicating the diminishing effect of demonetisation. 

 Income Tax compliance has been lower in FY19 compared to the past few years. 

 The ratio of actual filings to registered filers dropped to 79.1% in FY19 from an all-time high of 91.6% in FY18. 

 Against the revised estimates, overall direct tax collection in FY19 fell short by Rs. 50,000 crore. 

 GST -In indirect taxes, the goods and services tax (GST) collections was around Rs.1.13 lakh crore in March, 
2019. 

 This is the highest recorded since the tax regime was introduced in 
July 2017. 

 Strong collections over the last two months reflect the growing 
compliance with indirect tax laws. 

 They represent an increase of over 10% compared to the same 
month a year ago. 

What are the possible reasons on GST collections? 

 It is largely attributed to increasing compliance among businesses 
as a result of push by the tax authorities to widen the tax base. 

 The tax rate cuts by the GST Council in December too may have 
spurred higher volumes for some goods and services. 

 The rush to pay tax arrears at the end of the financial year may have been another seasonal factor. 

 Enforcement action by tax authorities to collect more revenue from registered taxpayers who have not been 
filing returns could have helped too. 

What is the significance? 

 The growth rate of the economy fell from 8.2% in the first quarter to 7.1% in the second and 6.6% in the third.  

 Given this, the latest GST numbers offers some hope for better growth momentum in 2019-20. 

 Healthier GST collections, if sustained, will also mean less pressure on the Centre to cover its fiscal deficit. 

What lies ahead? 

 The government will have to look at ways to expand the tax base in the context of direct tax collections. 

 Weak growth in tax filings is likely to have further impacts in an already stressed fiscal space. 

 On the other hand, with collections hitting a record high in GST, the next step should be to simplify the tax 
regime. 

 To encourage greater compliance, there must be efforts to make it easier for small firms to remain in the tax 
net. 
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2.2 New Income Tax Rule for Senior Citizens 

Why in news? 

The Central Board of Direct Taxes (CBDT) has revised the rules applicable in case of filing of Form 15 H, allowing 
Section 87A rebate. 

What is Form 15 H? 

 The Form 15 H is a declaration under section 197A (1C) of the Income Tax Act. 

 This is to be made by an individual who is of the age of 60 years or more claiming certain incomes without 
deduction of tax, i.e. TDS.  

 The form needs to be submitted to any institution such as a bank. 

 It deducts TDS if interest income exceeds Rs 50,000 a year (Rs 40,000 for non-senior citizens). 

What is Section 87A? 

 Under Section 87A of the Income Tax Act, an assessee, being an individual resident in India, whose total 
income does not exceed Rs 5 lakh, shall be entitled to a deduction. 

 This will be a deduction from the amount of income-tax (as before allowing the deductions) on the total 
income with which s/he is chargeable for any assessment year. 

 The deduction will be an amount equal to 100% of such income-tax or an amount of Rs 12,500, whichever is 
less. 

What is the new rule? 

 CBDT has notified that the Form 15H declaration will cover the Section 87A rebate. 

 The new rule is applicable for the financial year 2019-20. 

 The new rule will benefit those senior citizens whose tax liability will be Nil after allowing rebate under Section 
87A. 

 This means that if they are able to keep their total taxable income within Rs 5 lakh, they will face no tax and 
will be eligible to file Form 15H. 

 Those who have interest income as the only source of income will stand to benefit from this change. 

 The new rule will help reduce the running around for tax refund for those who now become eligible for 
submission of Form 15 H. 

2.3 Boosting Private Investments 

What is the issue? 

A key priority for the new government taking office after the general elections 2019 would be to revive private 
investments in the country. 

What is the current growth scenario? 

 Currently, growth is largely being powered by consumption and government spending. 

 The other two, more powerful engines of growth, namely, private investment and exports, are still sluggish. 

 Indeed, if private investment gains momentum, consumption and government spending as well as exports 
would get a boost. 

 When India grew its fastest (2003-08), private investment as a share of GDP was around 36%. 

 In contrast, now, it is hovering around the 29% mark. 

What is the need now? 

 There has been appreciable government spending, particularly on infrastructure, to make up for the 
sluggishness of private investment. 

 As a short-term strategy, it works. 

 However, in the medium term, government capacity to spend productively and speedily is limited. 
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 To address this and for private investment to be the priority, there has to be structural change within the 
ministry of finance. 

 The balance of power needs to shift away from the departments of revenue and expenditure to the 
departments of economic affairs and financial services. 

 This does not mean the government should adopt austerity. 

 But if the challenge is to deliver more jobs and better paid jobs, then priority must be given to reviving private 
investment. 

What are the priorities in the coming years? 

 Changes - The new government must commit that it will not apply any policy change with retrospective 
effect. 

 It should also not make any abrupt changes in rules, to ensure the smooth functioning of the economy and 
confidence of investors. 

 PSUs - The government must execute the strategic disinvestment/privatisation plans approved so far. 

 A loss-making and inefficient public sector is a burden for the whole economy. 

 It causes distortions which deter private participation in several sectors. 

 If there are no buyers forthcoming for these PSUs, they must be closed down as they may have undesired 
effects on the handful of well performing PSUs too. 

 FDI - Import dependence in the most strategic sectors like defence is growing steadily. 

 Also, Indian firms do not have the capacity to take over failing firms in some other critical sector, as in the case 
of Jet Airways and Air India 

 In this context, the government must revisit and rationalise on the FDI caps that remain across sectors. 

 Tax - The current approach of setting targets for tax officials in tax collections is often counter-productive. 

 The system cannot become coercive and extractive and therefore a deterrent to investment. 

 A reorientation in strategy is urgently required in this front. 

 Dispute resolution - There needs to be a dialogue within the government on alternative (to courts) methods 
of dispute resolution.  

 There is not likely to be any immediate solution to the massive backlog at various levels of the judiciary. 

 So the government should take efforts to resolve disputes in a different forum, like arbitration. 

2.4 GST Council Meet Highlights - June 2019 

Why in news? 

The 35th GST Council meeting was held recently. 

What are the highlights? 

 NAA - The Council has decided to extend the tenure of National Anti-profiteering Authority (NAA) by 
another 2 years, till November 2021.It was originally scheduled to end this year. 

 The council also made the rules more stringent to enssure companies pass on the benefit of lower taxes to 
consumers.  

 It thus approved the imposition of an additional penalty of up to 10% of the profiteered amount if companies 
do not pay fine in 30 days. 

 At present, companies have to deposit a penalty of Rs 25,000. 

 Aadhaar - Aadhaar has been approved as sufficient proof to obtain GST registration.  

 The taxation of lotteries has been referred to the attorney general, seeking his view on the issue. 

 [There has been a Calcutta High Court judgment and there is a petition before the Supreme Court in this 
regard.] 
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 Right now private and state-run lotteries face differential rates. 

 A state-organised lottery attracts 12% GST while a state-authorised lottery attracts 28% tax.  

 There is a dispute on whether a uniform tax rate should be imposed on lotteries or the current differential tax 
rate system should be continued.  

 An eight-member group of state finance ministers could not reach a consensus on this. 

 The attorney general will thus see if a product (being one good) can be taxed differently or not under the GST.  

 GSTAT - The council decided on the location of state and area benches for the GST Appellate Tribunal 
(GSTAT) for various states and UTs with legislatures. 

 It has been decided to have a common state bench for Sikkim, Nagaland, Manipur and Arunachal Pradesh.  

 

How effective would NAA tenure extension be? 

 The anti-profiteering system was meant to shield consumers against any sudden spike in prices after GST was 
rolled out in July 2017. 

 This was to ensure that companies passed on savings from lower taxes to buyers.  

 The NAA was earlier supposed to have a two-year sunset horizon. 

 The extension of term of National Anti-profiteering Authority (NAA) now is an anticipated one. 

 But it was expected that the government would come up with detailed guidelines and seek to restrict the same 
only in case of consumer complaints. 

 Also, the industry demand for clarity on methodology for anti-profiteering has still not been addressed by the 
government. 

 Concern - Companies should be free to respond to tax changes, in a manner determined by competitive 
dynamics and commercial considerations. 

 The particularly complex changes such as the GST would have multiple conflicting effects on companies‘ costs. 

 If competitive dynamics are weak and do not allow for a proper transmission of tax cuts, then that is the 
concern of the Competition Commission. 

 So it is anyway unfair to assume that competition would not result in passing on cost reduction from lower 
taxes to consumers. 

 Even if a temporary authority was required in the initial years of the GST introduction, the NAA should have 
been wound up within its stipulated time. 

 Other concerns - GST Council has missed the chance to send positive signals to boost consumer demand. 

 There was no any significant cut in tax rates to help spur consumer demand that has been weak in recent 
quarters. 

2.5 Concerns in Utilization of Cess 

What is the issue? 

 Just as taxpayers have a responsibility to pay taxes, the government ought to ensure that tax proceeds are 
appropriately utilized. 
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 But the picture on utilization of the cess proceeds of the country is far from this ideal. 

What is a cess? 

 A cess is a tax on tax, levied by the government for a specific purpose. 

 It is levied on the tax payable and not on the taxable income. 

 In a sense, for the taxpayer, it is equivalent to a surcharge on tax.  

 A cess can be levied on both direct and indirect taxes. 

 Recent examples of cess are:  

i. infrastructure cess on motor vehicles 

ii. clean environment cess 

iii. Krishi Kalyan cess (for the improvement of agriculture and welfare of farmers) 

iv. education cess 

 Unlike a tax, a cess is levied to meet a specific purpose; its proceeds cannot be spent on any other kind of 
government expenditure. 

 E.g. the proceeds from the education cess cannot be used for cleaning the environment and vice versa 

 To meet specific socio-economic goals, a cess is preferred over a tax because it is relatively easier to introduce, 
modify, and abolish. 

How is cess proceeds managed? 

 The proceeds of all taxes and cesses are credited in the Consolidated Fund of India (CFI). 

 The approval of the Parliament is necessary to withdraw funds from the CFI. 

 The tax proceeds are shared with the States and Union Territories according to the guidelines by the Finance 
Commission. 

 But the cess proceeds need not be shared with them. 

 In order to utilize the cess proceeds lying in the Consolidated Fund of India (CFI), the government has to 
create a dedicated fund. 

What is the current education cess? 

 The education cess, at 2%, which was first proposed in 2004, was aimed at improving primary education. 

 In 2007, an additional cess of 1% was introduced to fund secondary and higher education (SHEC). 

 Recently, in the 2019 Union Budget, a 4% health and education cess was announced. 

 This incorporates the previous 3% education cess as well as an additional 1% to provide for the health of rural 
families. 

What are the concerns with education cess? 

 Unutilized Fund - There has been an increase in the amount of education cess collected via corporation tax 
and income tax over the years. 

 From the inception of the education cess until 2019, the total proceeds have been around Rs. 4,25,000 crore. 

 The dedicated fund created for primary education is the ‗Prarambhik Shiksha Kosh‘ (PSK) in 2005. 

 Likewise, that for higher and secondary education is the ‗Madhyamik and Uchchtar Shiksha Kosh‘ in 2017.  

 It is uncertain why the government set up this dedicated fund for higher and secondary education in 2017, 10 
years after the introduction of SHEC. 

 But it is contentious that this fund had remained dormant as of March 2018. 

 Comptroller and Auditor General audit data show that around Rs. 94,000 crore of SHEC proceeds is lying 
unutilized in the CFI.  

 Expenditure - The unspent account, if seen in conjunction with the expenditure on education, reveal the 
high degree of economic injustice. 
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 In 2017-18, the public expenditure on school and higher education was estimated to be around Rs. 79,400 
crore. 

 In other words, the cumulative unutilized SHEC funds far exceeded the expenditure on both school and higher 
education in 2017-18. 

2.6 Misleading Fiscal Deficit 

What is the issue? 

 The Comptroller and Auditor General (CAG) said that the numbers in the Union Budget fail to include the 
growing off-budget liabilities of the Union government. 

 The CAG would like these numbers to be included in the Budget estimates. 

What was Government‟s response? 

 The government argues that it has already gone further than required in the Union Budget 2019-20 to account 
for these borrowings. 

 It says that this accounting is done, as the repayment of principal and interest of off-Budget borrowings are 
made through the Budget. 

 It also points out that there is no formal requirement to include off-Budget borrowing in the estimate of the 
fiscal deficit. 

 The government is quite right about the above matter. But, appealing to formal requirements is a weak 
argument in this context. 

What is CAG‟s point of view? 

 It says that the fiscal deficit number is not an accurate reflection of the government‘s spending and borrowing 
behaviour over the financial year. 

 It pegs the actual fiscal deficit close to 6%, as distinct from the 3.3% claimed by the government in the Budget 
2019-20. 

What method reflects the government‟s fiscal behaviour correctly? 

 There is no credible claim that the fiscal deficit is the right number to look at to judge fiscal prudence. 

 The correct way to resolve this would be to examine a public-sector borrowing requirement measure and 
a flow variable for the public debt. 

 This debt should take into account budgetary spending and off-budget liabilities, and all the other contingent 
liabilities of the government. 

 This method would provide a transparent accounting of the degree to which the choices of the Union 
government are adding to the debt burden of future generations. 

What could be done further? 

 The government borrows from the markets and help itself to finance its spending priorities. 

 In this manner, the fiscal deficit covers up the government‘s real fiscal carelessness. 

 The Finance Commission should reconsider how government statistics about its spending and 
borrowing are presented. 

 Such a revaluation would aid the government in planning public investment and savings. 

 This revaluation would also aid the broader investment community, which seeks a clearer 
understanding of state choices and the future condition of the public debt market. 

2.7 CAG Report on GST 

What is the issue? 

 The Comptroller and Auditor General of India‘s (CAG) report on GST for 2017-18 was tabled in Parliament. 

 The shortfalls pointed out by the CAG in the goods and services tax (GST) regime needs attention. 
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What are CAG‟s observations? 

 Revenue - The CAG highlighted that tax collections under the GST slowed down in the first year of its rollout. 

 Growth in indirect taxes of the Union government slowed down to 5.8% in 2017-18 from 21.33% in 2016-17. 

 Post-implementation, the Centre‘s revenue from GST registered a decline of 10% in 2017-18 compared to the 
revenue of subsumed taxes in 2016-17. 

 [This is excluding central excise on petroleum and tobacco.] 

 Invoice-matching - Invoice-matching is a concept wherein all the taxable supplies procured by a buyer and 
supplied by a seller are matched. 

 The CAG noted that the system-validated input tax credit through invoice matching was not in place. 

 It said the complexity of the returns mechanism and the technical glitches resulted in rollback of invoice-
matching. 

 This has rendered the system prone to input tax credit frauds. 

 E-tax system - A non-intrusive e-tax system remains hard and unclear even after 2 years of its rollout. 

 The CAG pulled up the revenue department, the Central Board of Indirect Taxes and Customs, and GST 
Network for their failure to try out the GST system adequately before rolling it out on July 1, 2017. 

 Compliance - It was expected that compliance would improve as the system would stabilise. 

 However, all returns being filed showed a declining trend from April 2018 to December 2018. 

 The filing percentage of GSTR-1 returns was less throughout in comparison to the corresponding filing of 
GSTR-3B returns. 

 [GSTR-1 returns - monthly returns on outward supplies; GSTR-3B returns - summary of self-assessed return] 

 The introduction of GSTR-3B resulted in the filing of returns with input tax credit claims which could not be 
verified. 

 This appears to have disincentivised the filing of even GSTR-1. 

 Short-filing - While Return should be allowed to be filed only on payment of due tax, e-Return should be 
allowed to be uploaded even in case of short payment. 

 This is for the limited purpose of having the information about self-assessed tax liability even though not paid. 

 As GSTR-3B is only a summary return, short-filing of GSTR-1 implies that the tax department did not have 
complete invoice level details as filed by the suppliers. 

 Since the filing of GSTR-1 is mandatory, short-filing is an area of concern and needs to be addressed. 

 Payment and settlement - The payment and settlement system for GST was based on one 100% invoice-
matching and availment of input tax credit, as well as settlement of IGST on the basis of invoice-matching. 

 The CAG noted that neither was possible as of now, as an invoice-matching system had not kicked-in yet. 

What does the report call for? 

 The CAG noted that without invoice-matching and auto generation of refunds, the envisaged GST tax 
compliance system is non-functional. 

 Invoice-matching is a critical requirement that would yield the full benefits of this major tax reform. 

 It would protect the tax revenues of both the Centre and states and lead to proper settlement of IGST. 

 It would minimise, if not eliminate, the tax official-assessee interface. 

 In fact, even ―assessment‖ as is understood in the manual system may no longer be necessary. 

 This is because returns themselves can be generated by a system that matches invoices. 

 Also, applying analytical tools and artificial intelligence to the massive data that crores of invoices generate 
could help trace cases of evasion, among others. 
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2.8 15th Finance Commission 

What is the issue? 

 The terms of reference of the 15th Finance Commission were amended recently by the Union Cabinet. 

 These amendments make the needs of defence and internal security be set aside from regular expenditure. 

 The term of the Commission was also extended. 

What does separate allocation for defence imply? 

 It is seen as an attempt by the Centre to occupy more fiscal space. 

 Setting aside a fund purely for defence, which is a natural endpoint of the Cabinet‘s demand from the 
Commission, would act against the basic constitutional principle in Article 266. 

 Article 266 implies that the Consolidated Fund of India is a shared pool for all national priorities. 

What could the allocation do? 

 It would sequester defence spending and give the Centre more space to spend on its own political priorities at 
the states‘ expense. 

 A large part of the expenditure goes to fund the wages and pensions bills, along with other current 
expenditure. 

 The capital budget for defence is too small in any case, and much of it is taken up with tied expenditure. 

 The amount left for modernisation initiatives is also too small. 

What could be done? 

 It is up to the Union government to decide how much it sets aside for defence from the revenue available to it, 
so it should reassess its overall expenditure. 

 It shouldn‘t ask for the pool of taxes available for the division be altered at the expense of states that have been 
fiscally responsible. 

 The carve-out might also include spending on internal security but this shouldn‘t continue forever. 

 If such a security-specific fund is created, it should not affect the revenue that goes to the states. 

 The Centre should pay for it itself. Anything else would undermine the constitutional framework and might 
lead to serious problems in the coming years. 

2.9 15th Finance Commission – A Roadmap 

What is the issue? 

15th Finance commission (FC) which is about to make recommendations for the 5 years (2020-2025).  

What had the past FCs‟ done? 

 The 12th FC had the most success with a combination of carrots and sticks — debt restructuring 
conditional on acceptance of State-level Fiscal Responsibility and Budget Management (FRBM) 
legislation. 

 The 13th FC introduced incentive payments but since capacity constraints prevented some States from 
utilising them. 

 The14th FCs shifted to payments towards capacity building. Data is required on what worked. 

What are the major issues? 

 Independence vs. uniformity for States. 

 The public services are poor because the facilities tend to cut to match the funds available, rather than 
raising funds to provide a uniform level of services. 

 There are no limitations on imposing conditions on grants in aid of revenue and in CSS. 

 States delay giving the final urban status to rapidly growing census towns because of tax and municipal service 
provision issues. 
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 Tax share is regarded as a right, so the States resist conditionality in devolution. 

What can be solution? 

 Richer States or those with competitive own schemes may want to opt out of CSS. 

 They could be given the choice, conditional on outcomes being above a threshold which encourages 
healthy competition in schemes. 

 Appropriate compensation in devolution could be on the basis of quality adjusted least cost schemes. 

 A rich database is needed, also for other TORs such as 3 and 7 on assessing revenues and needs. 

 NITI Aayog has long been ranking States on various criteria which can be used as a database. 

 A research suggests that incentives work but intergovernmental transfers, given tax capacity, have a 
negative association with tax effort of States which should be concentrated on. 

What changes can be made to the current system? 

 Setting up of Permanent Fiscal Council to make them responsible for conditional data-based fund 
devolution to States. 

 Revival of Inter-State Council to get participation and feedback from States for a vibrant fiscal federation, 
so that the sanctioning delays may also reduce. 

 The taking over of erstwhile Planning Commission functions by central ministries, has created resentment 
among States. 

What changes can be made in the 15th FC? 

 Improving the level and uniformity of public services can be a lens to look at the terms of reference (TOR) 
of the 15th FC. 

 It could give funds conditional on implementing devolution to the third tier, with payments made for 
improvements in rather than for levels of services provided. 

 The CSS can be rationalised and clubbed further. 

 Money paid could be partly replaced by well-targeted central direct benefit transfer (DBT) to individuals. 

 Economies of scale from pooling and coordination efficiencies may reduce costs in health and education. 

 Although now there is GST, user charges are a major area where States still have to make efforts. 

 Ring fencing productive expenditure could also raise revenue effort. 

 An award in line with broad principles of justice would generate less resistance. 

How to reduce the States‟ debt (TOR 2)? 

 Safeguarding of expenditure that creates future income. 

 Encouraging higher growth brings down debt ratios as growth rates normally exceed interest rates on 
catch-up growth paths. 

 Rise in revenue deficit decreases growth and therefore slows reduction in debt ratios. 

 There are plans to increase the market discipline on States further by releasing more high frequency 
data on State finances to enhance rating. 

 Expenditures are cut (often developmental and capital expenditures). 

 Incentives must also protect the quality of expenditure. 

3. ECONOMIC SURVEY HIGHLIGHTS & BUDGET 2019 

3.1 Economic Survey 2018-19 Highlights - Volume I 

Why in news? 

The Union Minister for Finance and Corporate Affairs, Ms. Nirmala Sitharaman tabled the Economic Survey 2018-19 
in the Parliament. 
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What are the key highlights? 

GROWTH 

 During the last 5 years, India‘s economy has 
performed well. 

 The trickle-down theory has worked well during this 
period. 

 The pathways opened under this have carried the 
benefits of growth and macroeconomic stability to the 
lower levels of the economy. 

 $5 trillion economy - PM, in the NITI Aayog‘s 5th 
Governing Council meeting held recently, called for making India a $5 trillion economy by 2024. 

 The Survey, in this context, calls for a sustained real GDP growth rate of 8%. 

 “Virtuous cycle” – A growth rate of 8% can only be sustained by a ―virtuous cycle‖ of savings, investment 
and exports. 

 Importantly, this has to be catalysed and supported by a favourable demographic phase. 

 Private Investment - The Economic Survey 2018-19  calls for private investment as the key driver of growth, 
jobs, exports and demand. 

 Investment, especially private investment, is the key factor that – 

i. drives demand 

ii. creates capacity 

iii. increases labour productivity 

iv. introduces new technology 

v. allows creative destruction 

vi. generates jobs 

 In this context, the Survey rules out the idea that investments would displace jobs. 

 When examined across the entire value chain, capital investment only fosters job creation. 

 This is because the production of capital goods, research & development and supply chains only generate jobs 
and not otherwise. 

 The Survey emphasizes in this line that job creation would be driven by this virtuous cycle. 

 Exports – Of the three (savings, investments and exports), exports must form an integral part of the growth 
model. 

 This is because higher savings prevent domestic consumption as the driver of final demand; exports would be 
a sustainable avenue to boost growth. 

 Rationale - In postulating the above growth model, the Survey departs from traditional Anglo-Saxon 
thinking. 

 The survey thus notes that an economy is either in a virtuous or a vicious cycle and never at an equilibrium, 
unlike what economic theories assume. 

 With this, the Survey identifies the following as the key ingredients for a self-sustaining virtuous cycle - 

i. Presenting data as a public good 

ii. Emphasizing legal reforms 

iii. Ensuring policy consistency 

iv. Encouraging behavior change using principles of behaviour economics 

v. Nourishing MSMEs to create more jobs and become more productive 

vi. Reducing the cost of capital 
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vii. Rationalizing the risk-return trade-off for investments 

BEHAVIORAL ECONOMICS 

 Decisions made by real people often deviate from the impractical robots theorized in classical economics. 

 Behavioural economics, in effect, takes into account the psychology of human behaviour. 

 It, thereby, provides insights to 
‗nudge‘ (influence) people towards 
desirable behaviour. 

 The key principles of behavioural 
economics are 

i. emphasising the beneficial social norm 

ii. changing the default option 

iii. repeated reinforcements 

 The Survey notes Swachh Bharat Mission (SBM) and 
the BetiBachaoBetiPadhao (BBBP) to have 
successfully employed behavioural insights. 

 Going forward, it suggests that insights from 
behavioural economics could be strategically utilised 
for social change including - 

i. from BBBP to BADLAV (BetiAapkiDhan 
Lakshmi Aur Vijay Lakshmi) 

ii.  from Swachh Bharat to Sundar Bharat 

iii. from ―Give It Up‖ for the LPG subsidy to ―Think about the Subsidy‖ 

iv. from tax evasion to tax compliance 

MSME GROWTH 

 MSMEs that grow not only create greater profits for their promoters but also contribute to job creation and 
productivity in the economy. 

 Share - Dwarf firms are that with less than 100 employees but more than 10 years old. 

 Dwarf firms account for more than half of all organized firms in manufacturing by number. 

 However, their contribution to employment is only 14% and to productivity is a mere 8%. 

 In contrast, large firms (more than 100 employees) accounts for only about 15% by number. 

 But they account for three-quarters of such employment and close to 90% of productivity. 

 Job creation - Job creation in India, 
suffers from policies that foster dwarfs that 
never grow. E.g. the Small Scale Industries 
(SSI) reservation policy of 1967 

 In comparison, the infant firms that have 
the potential to grow and become giants 
rapidly are not given the due attention. 

 Against the widespread perception, small 
firms destroy jobs as much as they create.  

 In contrast, large firms create permanent 
jobs in larger numbers. 

 Also, young firms create more jobs at an increasing rate than older firms. 

 So, size-based incentives (that are provided irrespective of firm age) and inflexible labour regulation (which 
contain size-based limitations) further contribute to the above problem. 
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 Way forward - The Survey suggests policy focus on enabling MSMEs to grow by addressing and eliminating 
the current limitations. 

 All size-based incentives must have a sunset clause of less than 10 years with necessary grand-fathering (fixing 
a cut-off date for exceptions) 

 Flexibility in labour laws creates a more conducive environment for growth of industry and employment 
generation. 

 So, deregulating labour law restrictions can create significantly more jobs. 

 This was evident with the recent changes in Rajasthan when compared to the rest of the States. [In 2014, 
Rajasthan was the first State that introduced labour reforms in the major Acts. It was found that the changes 
in laws increased the number of larger firms in Rajasthan than the Rest of India.] 

 The Survey suggests direct credit flow to young firms in high employment elastic sectors by re-calibrating 
Priority Sector Lending (PSL) guidelines. 

 The ultimate objective is to accelerate employment generation. 

 Focus must be on service sectors having high spillover effects on other sectors, helping create more jobs. E..g. 
tourism growth widely reflects in hotel & catering, transport, real estate, entertainment etc. 

DATA 

 Given technological advances in gathering and storage of data, society‘s optimal consumption of data is higher 
than ever. 

 Government‟s role - The private sector may invest in harnessing data where it is profitable. 

 But government intervention is needed in social sectors of the country where private investment in data 
remains inadequate. 

 Governments already hold a rich repository of administrative, survey, institutional and transactions data 
about citizens. 

 But these data are scattered across numerous government bodies and thus the need now is merging these 
distinct datasets. 

 This would generate multiple benefits with the applications being limitless. 

 E.g. the benefits of using technology in welfare schemes include -   

i. improving end-to-end governance 

ii. creating a robust evidence-based implementation framework in partnership with the States 

iii. streamlining the processes 

iv. timely transfer of funds to implementing agencies and beneficiaries 

v. plugging of leakages 

 The Survey cited the e-NAM (National Agriculture Market) and Direct Benefit Transfers (DBT) as 
governments‘ successful initiatives in this regard. 

 

 Data as a public good - A public good is a product that one individual can consume without reducing its 
availability to others and from which no one is deprived. 
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 The government must play a role in creating data as a public good, especially of the poor and in social sectors 
such as education and health. 

 Sophisticated technologies already exist to protect and share confidential information. 

 So, data can be created as a public good within the legal framework of data privacy. 

 However, in doing so, care must also be taken to not impose the elite‘s preference of privacy on the poor. 

 The Survey sums up that as data of societal interest is generated by the people, it should be ―of the people, by 
the people, for the people.‖ 

EASE OF DOING BUSINESS - JUDICIARY 

 The single biggest hurdle to the ease of doing business in India and higher GDP growth now are possibly the 
delays in contract enforcement and dispute resolution. 

 Pendency - The pendency of a case on a given date is the time since the date of filing. 

 More than 64% of all cases are pending for more than one year. 

 Around 87.5% of pending cases are in the District and Subordinate (D&S) courts. 

 Notably, Odisha, Bihar, West Bengal, Uttar Pradesh and Gujarat have higher average pendency for both civil 
and criminal cases as compared to the national averages. 

 Punjab and Delhi have the least average pendency of cases. 

 Disposal - Disposal time is measured as the time span between the date of filing and the date when the 
decision is passed. 

 The trends among the states in 
disposal of cases are similar to the 
distribution of average pendency of 
cases across states. 

 Way forward - It was found that a 
case clearance rate (CCR) of 100% 
could be achieved by merely filling out 
the vacancies in the lower courts 
(2,279 judges) and in the High Courts 
(93 judges). 

 [The Case Clearance Rate (CCR) is the 
proportion of cases disposed of in a given year to the number of cases instituted (not necessarily the filing 
date) in that year, expressed as a percentage.] 

 This, notably, is possible even without the efficiency gains. 

 Given the potential economic and social multipliers of a well-functioning legal system, investing in this area is 
key to India. 

 Assessments of efficiency gains and additional judges required to clear the backlog in 5 years suggest that the 
numbers are large but achievable. 

 The states of Uttar Pradesh, Bihar, Odisha and West Bengal need special attention in this regard. 

POLICY UNCERTAINTY 

 Coinciding with the years of policy paralysis, economic policy uncertainty was the highest in 2011-12 in India. 

 The uncertainty has reduced significantly over the last decade. 

 Continued decline in economic policy uncertainty in India post 2015 is exceptional. 

 This is because it contrasts sharply with the increase in economic policy uncertainty in major countries, 
especially the U.S. 

 To be done - An increase in economic policy uncertainty dampens investment growth in India for about five 
quarters. 

 Generic economic uncertainty cannot be largely controlled. 
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 However, policymakers can reduce economic policy uncertainty, as it is essential to foster a salutary 
investment climate in the country. 

 The Survey proposes reduction in economic policy uncertainty by way of: 

i. Consistency of actual policy with forward guidance 

ii. Quality assurance certification of processes in Government departments 

INDIA'S DEMOGRAPHY AT 2040 

 India is set to witness a sharp slowdown in population growth in the next two decades. 

 The country as a whole will enjoy the ―demographic dividend‖ phase. 

 However, some states will start transitioning to an ageing society by the 2030s. 

 Significantly, population in the 0-19 age bracket has already peaked due to sharp declines in total fertility rates 
(TFR) across the country. 

 The national TFR is expected to be below replacement rate by 
2021. 

 [Total Fertility Rate (TFR) - the average number of children 
born per woman. 

 Replacement level of fertility - TFR at which a population 
exactly replaces itself from one generation to the next, without 
migration i.e. the TFR needed to keep the population the same 
from generation to generation.] 

 Working-age population will grow by roughly 9.7 million per 
year during 2021-31 and 4.2 million per year in 2031-41. 

 The proportion of elementary school-going children i.e. 5-14 age group will witness significant declines over 
the next two decades. 

 Suggestions - Many states need to pay greater attention to 
consolidating/merging schools to make them viable, rather 
than building new ones. 

 At the other end of the age scale, policy makers need to 
prepare for ageing. 

 Investing in health care and increasing the retirement age in a 
phased manner are crucial in this regard. 

SWACHH BHARAT MISSION 

 SBM, one of the largest cleanliness drives in the world, has brought in a remarkable transformation and 
traceable health benefits in India. 

 Through SBM, 99.2% of the rural India has been covered; since October 2, 2014, over 9.5 crore toilets have 
been built all over the country. 

 Also, close to 5,64,600 villages have been declared ODF (Open 
Defecation Free). 

 Becoming ODF has reduced deaths due to diarrhoea, malaria 
especially in under-5 children, stillbirths and new-borns with 
weight less than 2.5 kg. 

 SBM has thus improved the overall child health and nutrition in 
the country. 

 This effect is particularly pronounced in districts where 
Individual Households Latrine (IHHL) coverage was lower earlier. 

 Notably, financial savings from a household toilet (positive impacts) exceed the financial costs to the 
household by 1.7 times, on average, and 2.4 times for poorest households. 
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 Going forward, SBM needs to incorporate environmental and water management issues for sustainable 
improvements in the long-term. 

AFFORDABLE, RELIABLE AND SUSTAINABLE ENERGY 

 Per-capita energy consumption - India has a per-capita energy consumption of about one-third of the 
global average. 

 With this, India has to increase its per capita energy consumption at least 2.5 times. 

 This is essential to increase the country‘s real per capita GDP by $5000 per capita, in 2010 prices, to enter the 
upper-middle income group. 

 HDI - Additionally, if India has to reach the HDI (Human Development Index) level of 0.8 it has to quadruple 
its per capita energy consumption. 

 [HDI level of 0.8 corresponds to high human development.] 

 Renewable energy - India has set ambitious targets for renewable energy and has been undertaking one of 
the world‘s largest renewable energy expansion programmes in the world. 

 Now, globally, India stands 4th in wind power, 5th in solar power and 5th in renewable power installed 
capacity. 

 The share of renewables (excluding hydro above 25 MW) in total electricity generation has increased from 6% 
in 2014-15 to 10% in 2018-19. 

 However, thermal power still plays a dominant role at 60% share. 

 Energy efficiency programmes in India have generated cost savings worth more than Rs. 50,000 crore 
and a reduction in about 11 crore tonnes of CO2 emission. 

 

 Electric vehicles - The market share of electric vehicles is only 0.06% in India when compared to 2% in 
China and 39% in Norway. 

 Access to fast charging facilities must be fostered to increase the market share of electric vehicles. 

TECHNOLOGY FOR WELFARE SCHEMES - MGNREGS 
CASE 

 Use of technology in streamlining MGNREGS has helped 
increase its efficacy. 

 Adoption of NeFMS (National electronic Fund 
Management System) and DBT (Direct Benefit Transfer) 
in MGNREGS has significantly helped in reducing the 
delays in the payment of wages. 

 Both demand and supply of work under MGNREGS has 
increased, especially in districts suffering from distress. 

 Workforce participation of the vulnerable sections of the society viz., women, SC and ST has increased under 
MGNREGS during times of economic distress. 
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 The Survey thus noted that skillful use of technology along with efficient monitoring of the effectiveness of 
government schemes could give substantial results. 

MINIMUM WAGE SYSTEM 

 The present minimum wage system in India is complex with 1,915 minimum wages defined for various 
scheduled job categories across various states. 

 One in every three wage-workers in India is not protected by the minimum wage law. 

 In this backdrop, the Survey supports the rationalization of minimum wages as proposed under the Code on 
Wages Bill. 

 It calls for fixing Minimum Wages for four categories namely, unskilled, semi-skilled, skilled and highly 
skilled. 

 This, it suggests, should be based on geographical region and should cover all workers, irrespective of any 
wage ceilings. 

 A National Floor Minimum Wage should be notified by the Central Government, varying across five 
geographical regions. 

 Minimum wages by states should be fixed at levels not lower than the ‗floor wage‘. 

 Such minimum wages can be notified based either on the skills or on geographical region or on both grounds. 

 The survey has also proposed a „National level dashboard‘ under the Ministry of Labour & Employment for 
regular notifications on minimum wages. 

 The Survey also suggested having in place a Toll-free number to register grievance on non-payment of the 
statutory minimum wages. 

 In all, the Survey promotes an effective minimum wage policy as an inclusive mechanism for more resilient 
and sustainable economic development. 

3.2 Economic Survey 2018-19 Highlights – Volume II 

STATE OF THE ECONOMY IN 2018-19: A MACRO VIEW 

 Growth - Growth of GDP moderated to 6.8% in 2018-19 from 7.2% 
in 2017-18. 

 However, India is still the fastest growing major economy. 

 The slowdown in growth momentum is mainly on account of lower 
growth in - 

i. Agriculture & allied sectors 

ii. Trade, hotel, transport, storage, communication and 
services related to broadcasting 

iii. Public administration and defence sectors 

 Growth in investment, which had slowed down for many years, has reached the lowest point. It has started to 
recover since 2017-18. 

 Growth in fixed investment picked up from 8.3% in 2016-17 
to 9.3% in 2017-18 and further to 10.0% in 2018-19. 

 Inflation - India maintained its macroeconomic stability by 
containing inflation within 4% (3.4% in 2018-19). 

 Deficit - India has maintained a manageable current 
account deficit at 2.1% of GDP. 

 Fiscal deficit of Central Government stood at 3.4% of GDP in 
2018-19; it was 3.5% of GDP in 2017-18. 

 Non-Performing Assets as percentage of Gross Advances 
reduced to 10.1% at end December 2018 from 11.5% at end 
March 2018. 
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 Outlook of Indian economy appears bright with prospects of pickup in growth in 2019-20. 

 This comes in the backdrop of a pickup in private investment and robust consumption growth. 

FISCAL DEVELOPMENTS 

 Deficit - The revised fiscal glide path envisages achieving the targets of - 

i. fiscal deficit of 3% of GDP by FY 
2020-21 [3.4% - end FY 2018-19] 

ii. Central Government debt of 40% of 
GDP by 2024-25 [44.5% - end FY 
2018-19] 

 Revenue - Budget 2018-19 envisaged a 
growth of 16.7% in gross tax revenue 
(GTR) over the revised estimates (RE) of 
2017-18. 

 GTR was estimated at Rs. 22.7 lakh crore for 
BE 2018-19, which was 12.1% of the GDP. 

 Broadly, 51% of GTR was estimated to accrue from direct taxes and the remaining 49% from indirect taxes. 

 Direct taxes have grown by 13.4% owing to improved performance of corporate tax. 

 However, indirect taxes have fallen short of budget estimates by about 16%. 

 There has been improvement in tax to GDP ratio over the last 6 years. 

 However, GTR as a proportion of GDP has declined by 0.3 percentage points in 2018-19 PA (Provisional 
Actuals) over 2017-18. 

 Non-tax revenue constitutes about 1.3% of GDP in 2018-19. 

 Expenditure - As percent of GDP, total Central Government expenditure fell by 0.3 percentage points in 
2018-19 PA over 2017-18. 

 There was 0.4 percentage 
points reduction in revenue 
expenditure and 0.1 
percentage point increase in 
capital expenditure. 

 Major subsidies comprising 
food, fertiliser and 
petroleum have continued 
their downward trend and 
have further declined. 

 State Finances - With 
respect to States finances, 
their own tax and non-tax 
revenue show robust 
growth in 2017-18 Revised 
Estimates. 

 This is envisaged to be maintained in 2018-19 BE. 

 Both in absolute terms and as a percentage of GDP, 
total transfers to States have risen between 2014-15 and 
2018-19 RE. 

 [Total transfers to States have risen by 1.2 percentage 
points of GDP over this period.] 

 The General Government (Centre plus States) has been 
on the path of fiscal consolidation and fiscal discipline. 
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 Several challenges on the fiscal front in 2019-20 include - 

i. revenue implications on account of apprehensions of slowing of growth 

ii. revenue buoyancy of GST 

iii. provisioning for schemes such as PM-KISAN without compromising the fiscal deficit target 

MONEY MANAGEMENT AND FINANCIAL INTERMEDIATION 

 Monetary policy - Monetary policy witnessed a u-turn over the last year. 

 This was because the benchmark policy rate was first hiked by 50 bps and later reduced by 75 bps. 

 The factors responsible were weaker-than-anticipated inflation, growth slowdown and softer international 
monetary conditions. 

 Liquidity - Liquidity conditions have remained systematically tight since September 2018, thereby affecting 
the yields on government papers. 

 Banking system - The performance of the banking system has improved as NPA ratios declined and credit 
growth accelerated. 

 However, financial flows to the economy remained constrained. 

 This was due to the decline in the amount of equity finance raised from capital markets and stress in the NBFC 
sector. 

 Capital mobilized through public equity issuance declined by 81% in 2018-19. 

 Credit growth rate year-on-year of the NBFCs has declined from 30% in March 2018 to 9% in March 2019. 

 Insolvency and bankruptcy ecosystem is improving with recovery and resolution of significant amount of 
distressed assets as well as improved business culture. 

 Until March 31, 2019, the CIRP (Corporate Insolvency Resolution Process) yielded a resolution of 94 cases. 

 Moreover, as on February 28, 2019, 6079 cases involving Rs. 2.84 lakh crores have been withdrawn before 
admission under provisions of IBC. 

 Further, as per RBI reports, Rs.50,000 crore has been received by banks from previously non-performing 
accounts. 

 Also, an additional Rs.50,000 crore has been "upgraded" from non-standard to standard assets. 

 All these indicate a behavioural change for the wider lending ecosystem even before entering the IBC process. 

PRICES AND INFLATION 

 Headline inflation based on CPI-C (CPI-Combined) continued its declining trend for fifth straight financial 
year. 

 It has remained below 4% in the last 2 years. 

 Food inflation based on Consumer Food Price Index (CFPI) too declined over the last 5 year. 

 It has remained below 2% for the last two 
consecutive years. 

 CPI-C based core inflation (CPI excluding the 
food and fuel group) increased during FY 2018-19 as 
compared to FY 2017-18. 

 However, it has started declining since March 2019. 

 Main contributors of headline inflation based on 
CPI-C during FY 2018-19 are miscellaneous, housing, 
and fuel and light groups. 

 Relative importance of services in shaping up 
headline inflation has increased. 

 CPI rural inflation declined during FY 2018-19 
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over FY 2017-18. 

 CPI urban inflation, however, increased marginally during FY 2018-19. 

 Many States witnessed fall in CPI inflation during FY 2018-19. 

 16 States/UTs had inflation rate lower than All India average for FY 2018-19. 

 Daman & Diu, having the lowest inflation, was followed by Himachal Pradesh and Andhra Pradesh. 

 

SUSTAINABLE DEVELOPMENT AND CLIMATE CHANGE 

 SDG targets - India follows a holistic approach towards its 2030 SDG (Sustainable Development Goals) 
targets by launching various schemes. 

 India‘s SDG Index Score ranges between 42 and 69 for States and between 57 and 68 for UTs. 

 Kerala and Himachal Pradesh are the front-runners amongst all the states with a score of 69. 

 Chandigarh and Puducherry are the front-runners among the UTs with a score of 68 and 65 respectively. 

 NamamiGange Mission - The Survey mentions the mission as a key policy priority towards achieving the 
SDG 6 (clean water and sanitation for all). 

 It was launched as a priority programme with a budget outlay of Rs. 20,000 crore for the period 2015-2020. 

 A harmonized overarching national policy on Resource Efficiency, building upon the existing policies to 
address multiple sectors, should be devised. 

 This is essential for mainstreaming Resource Efficiency approach in the development pathway for achieving 
SDGs. 

 Air Pollution - On air pollution, the Survey takes note of the NCAP (National Clean Air Programme), 
launched in 2019, as a key initiative of the Government of India. 

 The objective was to address the increasing air pollution across the country in a comprehensive manner. 

 NCAP augmented the air quality monitoring network across the country. 

 It also came as a pan India time bound national level strategy for prevention, control and abatement of air 
pollution. 

 Climate change - India has continuously demonstrated its responsibility towards acknowledging the 
emerging threats from climate change. 

 It was implementing climate actions on the basis of the principles of Equity and Common but Differentiated 
Responsibilities. 

 India‘s positive engagement at CoP 24 negotiations in Katowice, Poland in 2018 resulted in protection of key 
interests which include - 

i. recognition of different starting points for developed and developing countries 

ii. flexibilities for developing countries 

iii. consideration of principles including equity and Common but Differentiated Responsibilities and 
Respective Capabilities 
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 Climate finance - The Paris Agreement emphasizes the role of climate finance in strengthening the global 
response to climate change. 

 The international community witnessed various claims by developed countries about climate finance flows. 

 However, the actual amount of flows is far from these claims. 

 It is to be noted that without sufficient climate finance, the proposed NDCs would not fructify. 

 Implementing India‘s NDCs requires investments of scale and size which is unprecedented. 

 So, along with domestic public budgets, international public finance and private sector resources will have to 
be mobilized from a variety of sources. 

EXTERNAL SECTOR 

 World Trade - As per WTO, World trade growth has slowed down to 3% in 2018, much below the growth 
rate of 4.6% in 2017. 

 This was mainly because of - 

i. the introduction of new and retaliatory tariff measures 

ii. heightened US-China trade tensions 

iii. weaker global economic growth 

iv. volatility in financial markets 

 India‟s balance of payment situation witnessed some signs of deterioration during H1 of 2018-19. 

 This was due to the sharp rise in crude oil prices, causing higher current account deficit (CAD), in turn, due to 
higher trade deficit. 

 However, CAD moderated somewhat in Q3-2018-19 
as international crude oil prices eased sequentially 
towards the end of 2018. 

 Trade - The growth rate of merchandise exports 
and imports fell in 2018-19 compared to previous 
year. 

 This was attributable to the slower growth of world 
output and trade, along with lower domestic GDP 
growth in 2018-19, among other factors. 

 The contribution of net services to financing merchandize 
trade deficit has fallen from around 62% in 2016-17 to around 
43% in 2018-19. 

 This reflects a weak performance of service exports in recent 
times. 

 Notably, during first half of 2017-18, the Net surplus in the 
services had financed about 49% of India‘s merchandise 
deficit. 

 Capital flows - Net capital flows moderated in April-
December of 2018-19. 

 This was despite robust foreign direct investment (FDI) inflows 
as it was outweighed by withdrawals under portfolio 
investment. 

 Remittances - India remained a top remittance recipient 
country in 2018. 

 The net remittances by Indians employed overseas increased in 
2018-19 (P-Provisional) compared to last year. 

 This is possibly due to improved income conditions in the Gulf 
countries, along with rise in oil prices. 
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 Foreign Exchange - Among the major economies running current account deficit, India is the largest 
foreign exchange reserve holder. 

 India is also the 8th largest among all countries of the world in this regard. 

 India‟s External Debt was US$521.1 billion at end-December 2018, 1.6% lower than its level at end-March 
2018. 

 The key external debt indicators reflect that India‘s external 
debt is sustainable. 

 Total liabilities-to-GDP ratio, inclusive of both debt and 
non-debt components, has declined from 43% in 2015 to about 
38% at end of 2018. 

 The share of foreign direct investment has risen and that of net 
portfolio investment has fallen in total liabilities. 

 This reflects a transition to more stable sources of funding the 
current account deficit. 

 Indian Rupee traded in the range of 65-68 per US$ in 2017-
18 but depreciated to a range of 70-74 in 2018-19. 

 During H1 of 2018-19, rupee remained weak due to concerns related to - 

i. widening of CAD owing to rising crude oil prices 

ii. tightening of financial conditions caused by 
increase in Federal Funds rate by the US Federal 
Reserve 

 Import - The income terms of trade is a metric that 
measures the purchasing power to import. 

 This has been on a rising trend, possibly because the 
growth of crude prices has still not exceeded the growth of 
India‘s export prices. 

 Exchange rate in 2018-19 has been 
more volatile than in the previous year. 

 This was mainly due to volatility in crude prices, 
but not much due to net portfolio flows. 

 Trade composition - Composition of India‘s 
exports and import basket in 2018-19 (P): 

i. Exports (including re-exports) - around Rs. 23, 
07,000 Cr 

ii. Imports - around Rs. 35, 94,000 Cr 

 The composition of India‘s exports and import 
basket has almost remained unchanged in 2018-
19 over 2017-18. 

 Petroleum products, precious stones, drug formulations, 
gold and other precious metals continue to be top export 
items. 

 Crude petroleum, pearl, precious, semi-precious stones 
and gold remain as top import items. 

 Trading Partners - India‘s main trading partners 
continue to be the US, China, Hong Kong, the UAE and 
Saudi Arabia. 

 India has signed 28 bilateral/multilateral trade 
agreements with various country/group of countries. 
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 In 2018-19, India‘s exports to countries with which it has a trade agreement stood at US$121.7 billion. 

 This accounts for close to 37% of India‘s exports to all the countries. 

 Similarly, in the same year, India‘s imports from countries with which it has a trade agreement stood at 
US$266.9 billion. 

 This accounts for 52% of India‘s imports from all the countries. 

 Logistics industry of India is currently estimated to be around US$215 billion. 

 There have been significant developments in this industry. 

 This has led to an increase in India's rank in World Bank's 2016 Logistics Performance Index. 

 In 2018, India stood at 44th rank. 

AGRICULTURE AND FOOD MANAGEMENT 

 Contribution - The contribution of Agriculture‘s Gross Value Added (GVA) to overall GVA has been 
declining (14.4% in 2018-19). 

 Gross Value Added (GVA) in agriculture improved from a 
negative 0.2% in 2014-15 to 6.3% in 2016-17. 

 But it again decelerated to 2.9% in 2018-19. 

 However, agriculture is still a crucial sector, as a large 
proportion of the population engage in agriculture. 

 Gross Capital Formation (GCF) in agriculture as percentage 
of GVA declined to 15.2% in 2017-18, as compared to 15.6% in 
2016-17. 

 The public sector GCF in agriculture as a percentage of GVA increased to 2.7% in 2016-17 from 2.1% in 2013-
14. 

 Women‟s participation in agriculture has increased to 
13.9% in 2015-16 from 11.7% in 2005-06. 

 Their concentration is now the highest (28%) among small and 
marginal farmers. 

 Land holdings - The number of operational land holdings and 
area under operation have shifted towards small and marginal 
farmers. 

 Water use - Around 89% of groundwater extracted is used for 
irrigation. 

 Crops such as paddy and sugarcane consume more than 60% of 
irrigation water. 

 The States like Tamil Nadu, Karnataka, Maharashtra and Andhra Pradesh, which have high land productivity, 
tend to have very low irrigation water productivity. 

 So, the focus should shift from land productivity to 
‗irrigation water productivity‘. 

 Therefore devising policies to incentivize farmers to improve 
water use should become a national priority. 

 Thrust should be on micro-irrigation that can improve water 
use efficiency. 

 Fertilizer response ratio has been declining over time. 

 In this regard, organic and natural farming techniques 
including Zero Budget Natural Farming (ZBNF) can improve 
both water use efficiency and soil fertility. 

 Technology adoption - Over the years, several new 
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challenges have emerged before the sector including fragmentation of agricultural holdings and depletion of 
water resources. 

 So, adoption of a resource-efficient, ICT based climate-smart agriculture can enhance agricultural productivity 
and sustainability. 

 Adopting appropriate technologies through Custom Hiring Centers and implementation of ICT should be 
strategized. 

 Significantly, small-holder farming can be a profitable livelihood opportunity with the application of 
appropriate technologies. 

 Diversification of livelihoods is critical for inclusive 
and sustainable development in agriculture and allied 
sectors. 

 Policies should focus on 

i. dairying (India is the largest producer of milk) 

ii. livestock rearing particularly of small ruminants 

iii. fisheries sector (India is the third largest 
producer) 

 Food security - Agriculture is critical for the country‘s 
food security. 

 The rationalisation of food subsidy and 
greater use of technology in food 
management will ensure food security for all. 

INDUSTRY 

 The industrial growth in terms of Index of 
Industrial Production (IIP) registered 3.6% 
in 2018-19 as compared to 4.4% growth rate 
in 2017-18. 

 The moderation in IIP growth is mainly due 
to subdued manufacturing activities in Q3 
and Q4 of 2018-19. 

 This, in turn, was due to - 

i. slower credit flow to medium and small industries 

ii. reduced lending by NBFCs owing to liquidity crunch 

iii. tapering of domestic demand for key 
sectors such as automotive sector, 
pharmaceuticals, and machinery and 
equipment 

iv. volatility in international crude oil prices, 
etc 

 Meanwhile, the overall Index of Eight Core 
Industries registered a growth rate of 4.3% in 
2018-19 similar to the increase achieved in 2017-
18. 

 India has considerably improved its ranking to 77th position (leapt 23 ranks) in 2018 among 190 countries 
assessed by the World Bank Doing Business (DB) Report, 2019. 

INFRASTRUCTURE 

 Building sustainable and resilient infrastructure has been given due importance with the formulation of sector 
specific programmes such as SAUBHAGYA scheme, PMAY etc. 

 Road construction grew at 30 kms per day in 2018-19 as compared to 12 kms per day in 2014-15. 
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 Rail freight and passenger traffic grew by 5.33% and 0.64% respectively in 2018-19 as compared to 2017-18. 

 Total telephone connections in India touched 118.34 crore in 2018-19. 

 The installed capacity of electricity has increased from 3,44,002 MW in 2018 to 3,56,100 MW in 2019. 

 The challenge ahead is to mobilize adequate investment in infrastructure sector, which runs into several 
trillions of dollars. 

 Public Private Partnerships are essential for addressing infrastructure gaps in the country. 

 There is also a need for establishing an institutional mechanism to deal with time-bound resolution of disputes 
in infrastructure sectors. 

SERVICES SECTOR 

 Services sector (excluding 
construction) has a share of 54.3% 
in India‘s GVA. 

 It has contributed more than half 
of GVA growth in 2018-19. 

 The services sector 
growth declined marginally to 
7.5% in 2018-19 from 8.1% in 
2017-18. 

 This was driven by deceleration in the growth of sub sectors such as trade, hotels, transport, communication 
and broadcasting services. 

 However, growth of financial services, real estate and professional services accelerated. 

 It is to be noted that India‘s services sector does not generate jobs in proportion to its share in GVA. 

 Service sector's share in employment is 34% in 2017 which is significantly lesser that its share of 54% in GVA. 

 During 2018-19, FDI equity inflows into service 
sector fell by US$696 million or 1.3% from the 
previous year to about US$28.26 billion. 

 In services, the IT-BPM (business process 
management) industry grew by 8.4% in 2017-18 
to US$167 billion. 

 It is estimated to reach US$181 billion in 2018-19. 

 Tourism - India received 10.6 
million foreign tourists in 2018-19 compared to 
10.4 million in 2017-18. 

 The foreign exchange earnings from tourism 
stood at US$27.7 billion in 2018-19 compared to 
US$28.7 billion in 2017-18. 

SOCIAL INFRASTRUCTURE, EMPLOYMENT AND HUMAN DEVELOPMENT 

 The 17 SDGs (Sustainable Development Goals) and 169 targets envisaged in the Agenda 2030 of the UN, are 
closely interrelated with social infrastructure. 

 The public investments in social infrastructure like education, health, housing and connectivity have a critical 
role in ensuring inclusive development in a developing country like India. 

 Consequently, the improvement in HDI is also interlinked to SDGs as evidenced in the correlation 
between SDG rankings and HDI rankings of the States. 

 HDI - India‘s HDI (Human Development Index) has improved significantly over the years between 1990 and 
2017. 

 The country‘s HDI value increased from 0.427 to 0.640, but its position is still lowest among its peer countries 
(Asian and developing economies). 
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 As per the UNDP Human Development Index (HDI), India is ranked 130 among 189 countries. 

 Moreover, India also reflects inter-State disparities in regional and human development, which are reflected 
by State level HDIs. 

 Education - In India, the percentage of GDP expended on education has remained stagnant at around 3%. 

 With the available resources, India has made substantial progress in both quantitative and qualitative 
indicators of education. 

 This is reflected in the improvements in - 

i. Gross Enrolment Ratios 

ii. Gender Parity Indices 

iii. learning outcomes at 
primary school levels 

 However, the rural urban 
disparities in access to quality 
schooling and drop out rates at 
senior secondary levels remain 
areas of concern. 

 Skilling - The Skilling ecosystem 
in India is equipping the youth to 
meet the challenges of a dynamic 
labour market. 

 Short-term and long-term skilling 
are facilitated under programmes 
like Pradhan Mantri Kaushal Vikas 
Yojana (PMKVY). 

 PMKVY has had positive impact on employment and incomes of the youth as per evaluation studies. 

 The suggestions made in this regard in the Survey include - 

i. introduction of the skill vouchers as a financing instrument to enable youth obtain training from any 
accredited training institutes 

ii. involving industry in setting up of training 
institutes in PPP mode, in curriculum 
development, in provision of equipment, in 
training of trainers, etc 

iii. roping in personnel of Railways and para-
military for imparting training in difficult 
terrains 

iv. creating a database of Instructors, skill mapping 
of rural youth by involving local bodies to assess 
the demand-supply gaps 

 Employment - The PLFS (Periodic Labour Force 
Surveys) has reported declining LFPR (labour force 
participation rate) along with increasing unemployment rate. 

 Government has prioritized employment 
programmes like MGNREGS. 

 This is reflected in the upward trend in 
budget allocation and release of funds to 
the States in the last 4 years. 

 Health - The expenditure on health has 
hovered around 1% of GDP during the 
past few years. 
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 Note: OOPE - Out of Pocket Expenditure; THE - Total Health Expenditure 

 Accessible, affordable and quality healthcare are being provided by the Government under the National Health 
Mission and through new schemes like Ayushman Bharat. 

 The select health indicators like MMR, IMR, U5MR have shown tremendous improvement over the past few 
years. 

 Alternative healthcare, National AYUSH Mission, was launched to provide cost effective and equitable AYUSH 
healthcare. 

 Household autonomy of women is the first step towards achieving empowerment and becoming agents of 
change in patriarchal societies like India. 

 In this context, financial inclusion initiatives have improved the household autonomy of women as reflected by 
the NFHS (national family health survey) data. 

 Connectivity is critical for rural areas, to improve quality of lives of the poor by enhancing access to various 
social services, education, health and access to markets. 

 In this regard, PMGSY (Pradhan Mantri Gram Sadak Yojana) has played a crucial role in connecting the 
unconnected in rural India and enhanced their livelihood opportunities. 

 Around 1,90,000 km of rural roads were constructed under PMGSY since 2014. 

 Housing - Government has accorded highest priority to rural housing, by providing dwelling with all basic 
facilities to the most needy under PMAY-G (Pradhan Mantri Awas Yojana - Gramin). 

 About 1.54 crore houses were completed under PMAY as against a target of 1 crore pucca houses with basic 
amenities by 31st March, 2019. 

 Way Forward - To reap the benefits of demographic dividend, the government is committed to improve the 
outcomes in education and skilling, and to provide employment and affordable healthcare to all. 

 India's march towards achieving SDGs is firmly anchored in investing in human capital and inclusive growth. 

3.3 Budget 2019-2020: Concerns 

What is the issue? 

The Budget released has many concerns like the way it is carrying a new thinking of digital economy, but still ended up 
fragmented and minimalist. 

What is digital economy‟s situation? 

 The government‘s digital idea in the budget does not unpack the idea of data as a public good in the 
spirit of the Constitution of India. 

 Economic Survey – Aims to open up all data for all sectors in all departments to the private sector. 

 Budget – Sidestepped the idea of digital and data infrastructure as the government‘s framework has no 
substantial reference to its public investments in it. 

What is the digital game plan? 

 The digital game plan for the economy and its 3 trillion-dollar mark for the upcoming year seems to be a 
sloppy attempt. 

 A lop-sided balance between perfunctory good words about MSMEs and start ups and strident hard talk 
underscoring an expanded role for privatisation and foreign investment. 

Where the focus lacks? 

 Saying Connectivity as the life blood of the country, the Finance Minister invoked many schemes —
Gram Sadak Yojana, BharatmalaPariyojana, etc. 

 But no mention about the internet infrastructure. 

 Nearly 50% of rural India still does not have access to the Internet. 

 Investment modalities for digitisation in strategic sectors must be aware of key concerns like data 
sovereignty, citizen oversight, corporate accountability, national security and domestic capital accumulation. 
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 But private investment mustn‘t undermine economic and social goals. 

Which is a welcoming step with a caution? 

 The online portal for MSME credit is a welcome step. 

 But the scheme could upset the credit market severely as it has generated ₹ 11,000 crore NPAs comes as a 
caution. 

 Several borrowers or enterprises under the MUDRA loan scheme are not traceable and the share of 
manufacturing is a small fraction. 

How to make „Make in India‟ a success for digital start-ups? 

 Make in India can succeed for digital start-ups only when a strong vendor base is set up in the MSME 
space. 

 The assurance to start-ups that concerns on the angel tax will be resolved does suggest a desire within 
the government to promote domestic innovation and is good news for digital start-ups in India. 

 It is however not completely clear if digital innovation has received the boost it needs. 

How the duties are affecting the digital sector? 

 Cutting edge innovation tends to be capital intensive, as it requires high-tech hardware devices that needs 
to be imported. 

 The high import duty on IoT devices and this makes it a serious concern for the industries 
manufacturing drones which rely on costly imports of essential components. 

 The Budget speech did refer to exemptions on customs duties for manufacture of electronic 
goods but more information on the fine print is necessary to confirm any optimistic outlook. 

Where do the labour codes lag? 

 To know about the proposed labour codes, click here. 

 They are far from creating a uniform minimum wage. 

 They do not guarantee specific rights, such as consumption or productivity-based criteria for setting the 
minimum wage, instead choosing skill-based criteria. 

 In the context of deskilling in the digital economy, this is particularly worrisome. 

Why revitalizing agriculture is not easy? 

 The critical digital infrastructural gaps render e-NAM an uneasy solution at best. 

 Inter-state commodity trading is not easy in India and ‗One country, one market‘ idea seems more a pipe 
dream. 

 To gain traction, public investments are vital as they integrate other solutions like warehousing, logistics 
and credit — with the portal. 

 The omission of agriculture research outlays in frontier areas such as AI and in the requisite training 
and skilling to produce a new generation of Agro-extension workers also reflects a blind spot. 

Why digital literacy is important? 

 Some facts need to be put in perspective, like 

1. Praising that 2 crore rural Indians are trained to be digitally literate. 

2. Announcement of plans to train 10 million youth for meeting the complex challenges of the 
21stcentury. 

 Good approach – Should focus on strengthening public education so that children and young people 
emerge as competent and critical users and creators of technology. 

 Costly yet a negative approach – The under investment in primary and secondary public education 
and undue focus on a handful of higher educational institutions so as to draw foreign students. 

What are the issues for PPP and other issues? 
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 Public-private partnership (PPP) arrangements – In Bharat Net and internet connectivity for local bodies 
in every Panchayat. 

 The proposed approach may not be the best fit for rural e-governance. 

 Studies say – The private entrepreneurship model in the Common Services Scheme has failed. 

 Stand Up India‟ – Enormously benefitted the women, and SC and ST populations, through the loans availed 
for purchase of scavenging machines and robots. 

 Access to dignity must be provided as a right – so robots can replace human beings in all situations of 
dehumanising work. 

 Social stock exchange – The electronic fundraising platform for the social sector devised in the name of 
inclusive growth, requires wider deliberation. 

 It is unclear why the social sector needs a financialised, stock exchange model, and who this will benefit 
remains a matter of concern. 

 An efficient agricultural or health care system that works for the majority is highly unlikely to come 
only from private sector innovations subsidised by public data sets. 

 Policy vision with an appropriate budgetary architecture – Crucial for how Digital India in the AI age will 
be operationalised, but the silence on its count is a disappointment. 

 

4. INFLATION 

4.1 Industrial Growth and Inflation Scenario – CSO 

Why in news? 

Recent data from the Central Statistical Office (CSO) indicates a slowdown in industrial growth and an increase in 
inflation numbers. 

How is the industrial growth? 

 Growth in the Index of Industrial Production (IIP) slowed in February, 2019 to 0.1% (a 20-month low) from 
1.44% in January. 

 An across-the-board slowdown, especially in key sectors like manufacturing, mining, capital goods, and 
infrastructure has driven this. 

 Within the Index, the mining and quarrying sector saw growth slowing to 2% from 3.92% over the same 
period. 

 The manufacturing sector (with a weight of almost 78% in the index) saw a contraction of 0.31% in February 
from 1.05% in January. 

 The largest contributor to the slowdown in February was the capital goods sector. 

 The sector continued its contraction in February by 8.84% compared with a contraction of 3.42% in the 
previous month. 

 Growth in the infrastructure sector slowed to 
2.38% from 6.8%. 

 The electricity sector was the only sector that saw 
an acceleration in growth; 1.18% in February 
compared with a growth of 0.94% earlier. 

 The consumer non-durables sector also 
saw growth quickening, to 4.3% from 3.33% over 
the same period. 

What is the inflation scenario? 

 Retail inflation, as measured by the consumer 
price index (CPI), has gone up in March, 2019 to a 
five-month high. 
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 It has increased to 2.86% in March, 2019 from 2.57% in February. 

 It was largely driven by the speeding up of inflation in the food and fuel sectors. 

 Inflation in the food and beverages segment of the CPI quickened to 0.66% in March compared with a 
contraction of 0.07% in February. 

 Inflation levels in all the other segments of the CPI came in lower, however. 

 So overall inflation is still well below the average threshold of 4%. 

How is the overall economic scenario? 

 GDP grew by just 6.6% in the quarter ended December, the slowest pace in six quarters. 

 Other economic indicators such as the purchasing managers‘ index and automobile sales are also signalling 
weakening momentum.  

 So the overall scenario, when viewed along with industrial output slowdown, suggests that a turnaround in 
economic growth is not in sight. 

 Various institutions such as the RBI and the International Monetary Fund have been lowering their 
expectations for India‘s growth in the coming quarters. 

What is to be done? 

 The downturn in industrial activity and the spike in retail inflation clearly pose a policy challenge. 

 On the fiscal side, the prospects are limited as both direct and indirect tax revenue collections have shown a 
shortfall compared to the revised estimates. 

 But to meet the 3.4% fiscal deficit target, the government seems to be curtailing expenditure in general, and 
capital expenditure in specific, which is not a healthy trend. 

 So the outlook should be thought of in terms of stimulating investment demand in the economy. 

 On the monetary side, steps have been taken through two successive rate cuts by the Reserve Bank of India. 

 But beyond this, policymakers should also look into the structural issues behind the slowdown. 

 The high levels of troubled debt in not just the banking sector but the wider non-banking financial companies 
are hurting credit markets. 

 Notably, to a large extent, the slowdown is due to weakening investments as the credit cycle tightened. 

 Easing interest rates without reforms may only help hide investment mistakes instead of fostering a genuine 
economic recovery. 

 So addressing the structural issues is essential to fully reap the benefits of any rate cuts by the RBI and make 
an effective stimulus. 

4.2 RBI Bimonthly Monetary Policy - June 2019 

Why in news? 

The Reserve Bank of India (RBI) made a 25 basis point (0.25 percentage point) cut in the key policy rate, the repo rate 
(at which banks borrow from the RBI). 

What is the RBI's rationale? 

 The inflation is well under the benchmark figure of 4%. 

 Given this, a deeper 50 basis point cut was expected as well. 

 But the RBI has played conservative in announcing a rate cut of just 25 basis points. 

 The idea could have been to ensure space for a further rate cut, if needed, in the next policy. 

 The RBI's current stance indicates that its focus is more on growth.  

What are the other key decisions and observations? 

 Policy stance - The RBI Governor ShaktikantaDas's statement suggested a change of stance to 
‗accommodative‘ from ‗neutral‘. 
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 An 'accommodative' stance eradicates the possibility of going back to a rate hike suddenly. 

 This also signals higher chances of more cuts in the coming months if inflation persisted within tolerable 
limits. 

 Liquidity - Ensuring systemic liquidity seems to remain a key priority for the central bank. 

 The RBI Governor also suggested setting up of an internal working group to review the existing liquidity 
management framework. 

 Digital Transaction - The RBI has decided to do away with its charges on RTGS/NEFT (Real Time Gross 
Settlement System/National Electronic Funds Transfer) transactions. 

 This is welcome provided it can ensure that banks pass on the benefit to customers. 

 Basel norms - The central bank has also proposed measures such as a reduction in the leverage ratio under 
Basel norms for banks. 

 This will increase the banks' lendable resources. 

 Growth rate - The projected growth rate for this fiscal has been lowered to 7% from the 7.2% projected in 
April, 2019. 

 The first-half growth is estimated at 6.4-6.7%, which by itself appears ambitious given the current trends in 
the economy. 

5. BANKING 

5.1 50 Years of Banks Nationalisation 

Why in news? 

July 19, 2019 marks 50 years of nationalisation of 14 commercial banks in India by the Indira Gandhi government. 

What is bank nationalisation all about? 

 State Bank of India was the only public sector undertaking that was nationalised (in 1955) before 1969. 

 The SBI nationalisation had happened in the backdrop of private banks going bankrupt at an alarming rate. 

 In 1969, Indira Gandhi government carried out bank nationalisation through the Banking Companies 
(Acquisition and Transfer of Undertakings) Ordinance, 1969. 

 Fourteen big private banks were nationalised, to be taken control of by the government. 

 These lenders held over 80% bank deposits in the country. 

 The banks that were nationalised were:  Allahabad Bank, Bank of Baroda, Bank of India, Bank of 
Maharashtra, Central Bank of India, Canara Bank, Dena Bank, Indian Bank, Indian Overseas Bank, Punjab 
National Bank, Syndicate Bank, UCO Bank, Union Bank, United Bank of India 

 In 1980, the government took control of another 6 banks. 

 These included Punjab and Sind Bank, Vijaya Bank, Oriental Bank of India, Corporate Bank, Andhra Bank and 
New Bank of India. 

What was the rationale? 

 There were issues related to the reach and flow of credit to important sectors, and these were dealt with 
through various ad-hoc measures in 1960s. 

 E.g., the fragmentation was addressed through consolidation of banks 

 The number of banks was brought down from 566 in 1951 to 91 in 1967. 

 Before nationalisation in 1969, the government tried addressing some of the issues through ―social control‖. 

 The idea was to attain a wider spread of credit and increase the flow to priority sectors. 

 However, overall, banks were failing largely due to speculative financial activities. 

 After 1967, when Ms. Indira Gandhi became the PM, banks were not giving credit to agriculture and not 
enough credit to industry. 
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 The banks were more interested in extending credit for trade. 

 The collapse of banks was causing distress among people. 

 People were losing their hard-earned money in the absence of a strong government support and legislative 
protection to their money. 

 Given this, nationalisation of banks was a more populist and rational choice for the government. 

 Given these, the key objectives of nationalisation of banks were to - 

i. address the rising economic difficulties in the 1960s 

ii. remove control of the few on banking system 

iii. provide adequate credit for agriculture, small industry and exports 

iv. professionalize bank management 

v. encourage a new class of entrepreneurs 

What was the implication? 

 The nationalization is one of the most significant economic events after India‘s independence. 

 Bank nationalisation resulted in a significant increase in bank deposits and financial savings. 

 In this backdrop, the rising fiscal deficit made the banking sector a captive source of financing. 

 With continued political intervention, the profitability of the banks suffered. 

 Over the years, this affected bank operations. 

 In all, the government succeeded partially in meeting its goal of implementing its development agenda 
through the banking system. 

 However, many in India lacked access to formal finance and a large part of the population remained outside 
the banking net. 

What are the current challenges? 

 Today, most public sector banks (PSBs) are not in the desired position. 

 The government has pumped in over Rs 2.5 trillion in the last few years (including Rs 70,000 crore in 2019) 
and it still may not be enough. 

 PSBs continue to struggle with a higher level of non-performing assets. 

 Recapitalisation - The government does not have the fiscal space to continuously pump capital into PSBs.  

 The idea of using recapitalisation bonds too has its limits as it is increasing the government‘s liability. 

 Technology - The role of technology in banking and finance is rising rapidly. 

 PSBs, with their weak balance sheets, are not in the best position to adapt and compete on this front. 

 Naturally, the business will increasingly shift towards private sector banks. 

 Reforms - It would be hard to implement the required reforms in PSBs in the present set-up. 

 PSBs, which account for 66% of outstanding credit and 65.7% of deposits, need functional and operational 
independence. 

 With the government being the majority shareholder, this will be difficult to attain. 

What is the way forward? 

 The 50th anniversary of banks nationalisation is a good opportunity to objectively review the performance of 
PSBs and take corrective measures. 

 The government can perhaps revisit the recommendation of the Narasimham Committee on banking sector 
reforms in this context. 

 Bringing down government equity to 33% will give banks the much-needed functional autonomy. 

 It will also enable them to raise capital and compete in the market. 
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5.2 Financial Stability Report June 2019 – RBI 

Why in news? 

The Reserve Bank of India recently released the 19th issue of the Financial Stability Report (FSR). 

What is the FSR? 

 The FSR reflects the collective assessment of the Sub-Committee of the Financial Stability and Development 
Council (FSDC) on risks to financial stability. 

 It gives a picture of the resilience of the financial system. 

 The Report also discusses issues relating to the development and regulation of the financial sector. 

 The report analyses the overall state of the various segments as well as highlights the risk-related issues that 
could cause potential challenges. 

How is the banking system performing? 

 The Financial Stability Report notes that the state of the banking system is encouraging. 

 The gross non-performing asset (NPA) ratio is 9.3% for all banks as of March 2019. 

 This is likely to come down to 9% by March 2020. 

 More importantly, the asset recognition process is completed and from now on, the NPAs will be on new credit 
is given and not on earlier lending. 

 Credit growth of scheduled commercial banks (SCBs) picked up, with public sector banks (PSBs) registering 
near double-digit growth. 

 Capital adequacy of the SCBs improved after the recapitalization of PSBs. 

 The PSBs have, in particular, improved the Provision Coverage Ratio to 60.8% as against an average of 60.6% 
for the entire system. 

 In all, the growth in credit has picked up for PSBs which is a sign that they are on the road to normalcy. 

 The fact that NPAs are under control means that the other parameters will only improve. 

 Lower NPAs mean fewer provisions which in turn improve profits and remove pressure from the net worth 
and hence further demand for capital. 

 The RBI has also indicated that the recovery rate for the cases under the IBC is around 40-45%. 

 This is definitely better than the ratios of less than 20% that was the norm prior to the implementation of the 
IBC. 

 Need for caution - The report points out that the problem areas in terms of NPAs still remain. 

 In metals, mining and engineering, the NPA ratios are above 25%. 

 In construction, gems and jewellery and auto that follow next, the ratios are 21.8%, 21.5% and 18.4% 
respectively. 

 It is to be seen as to how the new norms of dealing with stressed assets by the RBI work out for these sectors. 

What is RBI‟s observation on NBFCs? 

 Significance - The FSR highlights the Non-Banking Financial Companies‘ importance in the country‘s 
financial system. 

 Around 70% of their liabilities are raised from the public, with a size of Rs 28.8 lakh crore. 

 Compared with the banking assets size of roughly Rs 140 lakh crore, the NBFC sector forms around 20%. 

 This conveys the importance of this sector, as it caters to the needs of several corners where probably banks 
are less interested. 

 Performance - As per the report, in general, the well-run NBFCs have no problem and are progressing 
smoothly. 

 However, those which started off with a fundamental asset/liability management (ALM) mismatch have faced 
a series of challenges. 
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 More regulation which involves putting structures in place which are already in progress is the possible 
solution in this regard. 

 Loan share - The combined loan share of the NBFCs and HFCs (Housing Finance Companies), in 
comparison with the joint share of banks, is fairly impressive. 

 So, they are as important as the banks when it comes to providing finance to the household segment. 

 Concerns - The worrisome part is that the delinquency rates (wrongdoings) tend to be higher. 

 It thus calls for a higher degree of introspection in the NBFC sector. 

 Contagion effect - Given the size of the housing finance companies (HFCs), they tend to be the largest of the 
NBFCs. 

 Now, their combined strength makes them comparable to the banks. 

 This means that any major shock or failure can also have far-reaching implications for the financial system. 

 This has already been witnessed in case of the mutual fund industry which has been affected by their 
investments in a paper issued by the NBFCs. 

 Their dominance in the corporate bond market is well-known and the progress here too will be impeded in 
case of such a shock. 

 Given these, surveillance is the way out to ensure that the NBFCs continue to grow in a disciplined and secure 
manner. 

5.3 RBI Draft Rules on Bank CEO Compensation 

Why in news? 

The RBI recently released the draft rules on compensation for CEOs and full-time directors of banks. 

How were violations by bank executives dealt? 

 Unlike manufacturing, there is a bigger risk of financial instability when it involves banks and the use of public 
funds. 

 But while addressing this, the governments have failed to address the asymmetry between India‘s state-owned 
banks and private banks on compensation practices. 

 In India‘s state-owned banks, executives have been punished by the government and the CBI for offences or 
violations, even less grave. 

 But getting away with informal deals had been possible for private bank executives for quite some time. 

 E.g. over a decade ago, a senior executive in one of India‘s top private banks was identified as being 
responsible for the bank taking a hit of Rs 200 crore in a quarter 

 This was a result of a wrong bet on a complex financial product, prompting the board to seek action. 

 Although the executive was moved out a little later, his compensation was not impacted. 

 Besides, India‘s top private bank chiefs have the freedom to hire their own teams. 

 Unlike this, in state-owned banks, the CEO has to settle for deputies chosen by the government. 

What are the recent developments? 

 Increasingly, the field is being levelled between private and public sector banks, at least in terms of being 
punished for lapses. 

 This started during the tenure of former RBI Governor Urjit Patel. 

 Under his watch, top private bank chiefs had to exit after major violations. 

 E.g. the case involving ICICI CEO Chanda Kochhar who had to quit after allegations of conflict of interest 

 There were a couple of other bankers too who had to leave after the RBI found divergence in financial 
information or accounts from what their banks published. 
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 The fact of huge compensations being paid to CEOs despite these over the past several years drives the 
changes that are now under way. 

What are the draft rules for? 

 In the Western countries, the regulators and governments decided to discourage excessive risk-taking by 
banks after the 2008 global financial crisis. 

 In the US, the Dodd Frank Wall Street reforms and Consumer Protection Act addresses this issue. 

 Likewise, the Indian central bank too is set to tighten the executive compensation. 

 The rules aim at making CEOs more accountable for their bank‘s performance. 

 It ensures that rewards for senior executives in private and 
foreign banks are aligned with the risks undertaken by the 
banks. 

 The first set of such rules has been in force since 2012, but 
much has changed since then. 

 The Financial Stability Board (FSB) came out in 2009 with a 
set of principles and implementation standards on 
compensation practices. 

 India too is a member of the FSB. 

What are the key proposals in the draft? 

 The mix of cash, equity and other forms of compensation will 
be consistent with risk alignment. 

 RBI proposed that at least 50% of the compensation packages of private bank chief executive officers (CEO) 
should be variable. 

 [While base salary is a fixed one and paid out regardless of employees meeting their goals, the variable pay is 
paid on certain conditions.] 

 Earlier, there was no such threshold, and senior private bankers could take home a substantial amount 
irrespective of lapses or violations. 

 Now, it will be paid on the basis of individual, business-unit and firm-wide measures that adequately measure 
performance. 

 The rules now would allow for a penalty if the concerned bank under-reports bad debt or provision beyond the 
central bank‘s tolerance. 

 Also, earlier, the variable pay was capped at 70% of fixed 
pay but did not include stock options as it was outside the 
scope of the official compensation package. 

 [Stock option refers to the benefit in the form of an 
option where an employee can buy shares in the firm at a 
discount or at a stated fixed price] 

 Now, variable pay, with stock options included, can be 
capped at 200% of the fixed pay. 

 The central bank also said there should be no concept of 
―guaranteed bonuses‖ in the compensation plan. 

 This will henceforth be consistent with sound risk 
management and on the basis of the ―pay for 
performance‖ principles. 

5.4  RBI Draft Rules for NBFCs 

Why in news? 

RBI has put up the draft circular, Liquidity Risk Management Framework for Non-Banking Financial Companies and 
Core Investment Companies. 

Financial Stability Board (FSB) 

 The FSB is an international body that 
monitors and makes recommendations 
about the global financial system. 

 It promotes international financial 
stability by coordinating national 
financial authorities and international 
standard-setting bodies. 

 The FSB‘s decisions are not legally 
binding on its members. 

 It, instead, operates by moral suasion 
and peer pressure, in order to set 
internationally agreed policies and 
minimum standards that its members 
commit to implementing 
at national level. 
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What are the new rules? 

 LCR - Non-Banking Financial Companies (NBFCs) should maintain a liquidity coverage ratio (LCR) in line 
with banks. 

 [The LCR requires banks to hold enough high-quality liquid assets (HQLA) that can be sold to fund banks 
during a stress scenario.] 

 The LCR requirement shall be binding on NBFCs from April 01, 2020. 

 Theliquidity rules were proposed for all NBFCs. 

 But for NBFCs with assets above Rs 5,000 crore and deposit-taking NBFCs, the LCR is mandatory. 

 HQLA - RBI has asked the firms to have sufficient High Quality Liquid Asset (HQLA) that would keep them 
liquid for at least 30 days. 

 HQLAs are generally cash or government securities that can be quickly sold in the market to raise cash. 

 The minimum HQLAs to be held from April 1, 2020 will be 60% of the LCR. 

 But by April 1, 2024, large and deposit-taking NBFCs should have HQLAs of a minimum of 100% of net cash 
outflows over the next 30 calendar days. 

 Collaterals - An NBFC must actively manage its collateral positions, differentiating between encumbered and 
unencumbered (free of liabilities) assets. 

 NBFCs should monitor such assets so that they can be mobilised in a timely manner. 

 All NBFCs must have contingency funding plans for responding to severe disruptions. 

 Liquidity position - Firms are to measure their liquidity in a granular manner, measuring as minutely as 1-7 
days‘, 8-14 days‘, and 15-30 days‘ period. 

 Asset-liability mismatches should not exceed 10-20% in the timeframes running up to a year. 

 Liquidity position has to be reported to the RBI, along with the interest rate sensitivity statement.  

 Liquidity positions should also be disclosed to the public for investors. 

 [Earlier, the RBI also asked large NBFCs to introduce chief risk officers to manage asset-liability mismatches 
on the books.] 

 In addition to the structural and dynamic liquidity needs, a stock approach will also have to be maintained to 
gauge liquidity needs. 

 NBFCs were thus asked to maintain tools that would generate early warning on risk situations. 

What is the rationale? 

 Since the IL&FS crisis, there has been notable uncertainty in the NBFC market.  

 Over the past few months, many NBFCs have not been able to borrow from markets, including banks. 

 In this backdrop, the regulatory norms are good for the long-term sustainability of the NBFC sector. 

 With the RBI bringing in the guidelines to manage asset-liability mismatches, lenders will get more 
confidence. 

 It ensures that an NBFC has sufficient collateral to meet expected and unexpected borrowing needs. 

5.5 RBI New Norms for Stressed Assets 

Why in news? 

The Reserve Bank of India (RBI) has issued a new prudential framework for resolution of stressed assets. 

What are the highlight provisions? 

 The new framework effectively replaces RBI's controversial 12 February 2018 circular. 

 The central bank has made it voluntary for lenders to take defaulters to the bankruptcy court i.e. to use the 
Insolvency and Bankruptcy Code. 
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 The norms give lenders 30 days to start working on a resolution plan from the day of default.  

 [Earlier norms, struck down by the Supreme Court, stipulated that even a one-day default must be reported 
and acted upon.] 

 A lender will now have to set aside - 

i. 20% more provisions if the plan is not implemented within 210 days from the date of default  

ii. 35% if the plan is not implemented within 365 days of default 

 Besides, the new norms said that wherever necessary, the RBI will direct banks to start insolvency proceedings 
for specific defaults. 

 The lenders may also choose to initiate legal proceedings for either insolvency or recovery. 

 Meanwhile, the norms put in place penal provisions, for lenders, for resolution plans that are not 
implemented. 

 The RBI circular also mandated signing of the inter-creditor agreement by all lenders. 

 The RBI said that lenders must put in place board-approved policies for resolution of stressed assets. 

 This must include the timelines for resolution. 

 RBI said that it ideally expects lenders to initiate the process of implementing a resolution plan (RP) even 
before a default. 

 During 30 days review period, lenders may decide on the resolution strategy. 

 These include the nature of the RP and the approach for implementation of the RP. 

 Here, the review period for defaulters of Rs.2,000 crore and above will start immediately. 

 And that for defaulters between Rs. 1,500 crore and less than Rs. 2,000 crore will start only from 1 January 
2020. 

 The framework now applies to a larger universe of lenders including small banks and non-banking finance 
companies (NBFCs). 

 This essentially means that the lenders will also have to follow the early stress recognition guidelines of RBI. 

 These specify that borrowers must be categorized into special mention accounts based on their delay in 
repayment, which are: 

1. special mention account-0 (SMA-0) loans, where the repayment overdue is between 1-30 days 

2. SMA-1 where the repayment overdue is between 31-60 days 

3. SMA-2 where the repayment overdue is between 61-90 days 

5.6 RBI Rate Cut and Growth Projection 

Why in news? 

 The monetary policy committee of Reserve Bank of India has unanimously decided to cut lending rate by 35 
bps. 

 The central bank also lowered its GDP growth projection from 7% in June 
policy to 6.9% now. 

What is the repo rate? 

 Repo rate is the rate at which RBI lends to commercial banks. 

 With a 35 basis point cut (highest this year), the repo rate stands at a 9-year 
low of 5.4% since July 2010 when it was 5.25%. 

 The current rate cut is the fourth this year. The previous three cuts this year 
were 25 basis points each. 

What is the rationale? 

 The rate cut comes as a move to boost economic activity amidst slowing consumption demand. 
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 Inflation is a key consideration for a rate cut and it was a key factor for the RBI to go for a rate cut now. 

 The monetary policy statement mentioned that inflation was currently projected to remain within the target 
over a 12-month ahead horizon. 

 But besides this, the decision was also taken to boost aggregate demand especially private investment. 

What were the RBI‟s observations? 

 The RBI statement further said that domestic economic activity continues to be weak. 

 This is because of the global slowdown and escalating trade tensions posing downside risks. 

 It noted that private consumption, the mainstay of aggregate demand, and investment activity remain 
sluggish. 

 However, the favourable inflation outlook provides enough space for policy action to close the negative output 
gap. 

 Addressing growth concerns by boosting aggregate demand, especially private investment, assumes the 
highest priority at this juncture. 

Why is the GDP growth revision now? 

 This is the second consecutive policy statement where the RBI has lowered its GDP growth projection for 
2019-20. 

 In June 2019 statement, it revised it projection downward from 7.2% (stated in April 2019) to 7%. 

 This time it further revised the growth projection further down to 6.9%. 

 The downward revision is primarily because various high frequency indicators suggest weakening of both 
domestic and external demand conditions. 

 Business expectations Index of the Reserve Bank‘s industrial outlook survey shows muted expansion in 
demand conditions in Q2. 

 Nevertheless, a decline in input costs augurs well for growth. 

 The RBI said that the monetary policy easing since February 2019 is expected to support economic activity, 
going forward. 

How does the future look? 

 Despite three consecutive rate cuts aggregating to a total of 110 basis points, the transmission by banks to 
lenders has not been even a third of this. 

 The central bank says that banks have passed on just 29 basis points which is poor indeed. 

 One factor inhibiting transmission was the tight liquidity conditions until June 2019. 

 Since June, the RBI has eased the liquidity norms; the last two months the central bank has in fact had to 
absorb excess liquidity floating around. 

 There is, therefore, reason to hope that transmission from hereon would be quicker. 

What is the way forward? 

 A rate cut alone will not suffice as the cost of capital is just one aspect that determines investment. 

  The government has to play its part too in boosting growth and roll out measures at this front. 

 Arguably, the space for fiscal concessions is limited given the overall revenue scenario. 

 The slowdown now is part cyclical which can be addressed by a rate cut and part structural, for which reforms 
are an absolute necessity. 

 The government can certainly push for further reforms to incentivise investment without affecting its fiscal 
arithmetic. 
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5.7 DHFL Crisis 

Why in news? 

The shares of Dewan Housing Finance Corporation Ltd (DHFL) plunged 29.15% to Rs 48.50 on the BSE recently. 

How did the crisis evolve? 

 DHFL is a non-banking finance company with a focus on housing finance. 

 Mutual funds had lent to DHFL in the form of debt securities. 

 The company (DHFL) delayed interest rate payments in June, 2019. 

 It has reportedly missed interest payments of Rs 960 crore. 

 Valuation norms require a write-down in the value of assets in case of such payment delays. 

 The default in payments by DHFL has hit the net asset values (NAVs) of debt funds. 

 Consequently, the NAVs of several debt schemes fell by 6-53%, reflecting the marked-down value of their 
holdings in DHFL paper. 

 DHFL has faced a series of downgrades by rating agencies on its debt in the following 2 months. 

 ICRA, CRISIL, CARE and Brickwork Ratings (Brickwork) have downgraded credit ratings on commercial 
papers of DHFL to 'D' (Default) owing to liquidity concerns. 

What is the recent happening? 

 With the recent fall, the DHFL stock had plummeted around 96% from the 52-week level of Rs 690, leading to 
significant losses for the investors. 

 DHFL owes close to Rs 1 lakh crore to banks and investors. 

 It recently said the company‘s ability to raise funds had been substantially impaired and the business had been 
brought to a standstill. 

 It also raised significant doubt on the ability of the company to continue as a growing firm. 

What do the statements reveal? 

 The company has reported a loss of Rs. 2,223 crore for the January-March 2019 quarter. 

 With this, DHFL has highlighted three critical financial issues flagged by the independent auditor engaged to 
verify its accounts. 

 One, it says that there have been deficiencies in loan documentation with respect to Rs. 20,750 crore of loans. 

 The company‘s management is now working to remedy this. 

 It is unclear if these documentation issues will affect the saleability of its residual mortgage loan portfolio. 

 Two, due to the liquidity stress faced by developers, DHFL claims it has been unable to realise chequesrelating 
to around Rs. 16,000 crore worth of wholesale loans. 

 Three, the results mention an NHB (National Housing Bank) inspection finding its capital adequacy ratio to be 
at 10.24% in end-FY18. 

 This is well below the statutory minimum of 12%. 

 Clarity on these issues will be available only after DHFL‘s statutory auditors assess the conditions. 

 Meanwhile, these issues do raise doubts about the true value of DHFL‘s loan book, the monetisation of which 
its lenders are banking on, etc. 

What does this call for? 

 The statements by the company raise doubts about the sustainability of its operations and the quality of the 
residual assets it hopes to monetise. 

 If the liquidity crisis at DHFL evolves into a solvency issue, the ramifications for financial markets and 
investor confidence may be far more widespread than due to the IL&FS case. 
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 [Unlike IL&FS, DHFL is a listed company that has directly raised retail funds through public deposits and 
NCDs (Non-Convertible Debentures)] 

 Shareholders and lenders to DHFL now need to take note of the developments. 

 It is also time for regulators such as the RBI and the NHB, who have so far taken no public stance on the firm. 

 All these highlight the urgent need for a detailed resolution framework for distressed financial firms, which are 
excluded from the IBC route. 

 Such a framework was proposed in the FRDI Bill, but it was shelved along with the controversial bail-in clause. 

 There is a need for financial regulators for housing finance companies to take their supervisory roles more 
seriously. 

 It is also essential to build in-house capacity to subject the filings of their constituents to more stringent 
scrutiny. 

6. MONEY MARKET 

6.1 Mutual Funds and Portfolio Managers in Commodity Exchanges - SEBI's Moves 

What is the issue? 

 Securities and Exchange Board of India (SEBI) has decided to permit mutual funds and portfolio managers to 
transact in commodity exchanges. 

 It gains significance with another recent ban order of SEBI on intermediaries involved in the NSEL scam. 

What are Commodity Derivatives? 

 Derivatives - Derivative is a contract between two or more parties. 

 Its value is determined by the underlying asset. 

 The most common underlying assets include stocks, bonds, commodities, currencies, interest rates and market 
indexes. 

 Commodity Derivatives - It is a derivative contract with a commodity as the underlying asset. 

 Producers who want to manage the risk of future price uncertainty for their commodities enter into 
commodity derivatives. 

 In India, as a stock market NSE provides a platform to trade in different shares, the Multi Commodity 
Exchange (MCX) and National commodity derivative Exchange (NCDEX) facilitate for the commodities trade. 

 MCX is known for the trading of Bullions metals (Gold, Silver, etc), Base Metals (Zinc, Aluminium, etc) and 
Energy (Crude Oil and Natural Gas). 

 The NCDEX is known for trading in Derivative contract of agricultural produces. 

What are Mutual Funds and Portfolio Managers? 

 Mutual Fund (MF) is an investment vehicle made up of a pool of moneys collected from public investors. 

 The pooled money is used to buy other securities by professional money managers. 

 They give small or individual investors access to professionally managed portfolios of equities, bonds and 
other securities. 

 Portfolio Manager (PM) is a professional person or a group of people, usually experienced investors 
responsible for making investment decisions on behalf of individuals or institutions. 

 The main difference between MFs and PMs is that in Mutual Funds, the investors‘ money is pooled and 
collectively invested, which is not the case with PMs. 

What is SEBI's recent decision? 

 Since taking regulatory responsibility of the commodity derivatives market in 2015, it has been SEBI's main 
focus area. 

 As of now, only gold is a permissible commodity for institutional investors, and is allowed through exchange-
traded funds (ETFs). 
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 SEBI had earlier attempted to increase the institutional participation in the commodity segment. 

 E.g. it recently allowed category -III Alternative Investment Funds (AIFs) to participate in the commodity 
derivatives market 

 In line with this, allowing mutual funds and portfolio managers in the commodity derivatives segment aims at 
broad-basing the commodity derivatives market. 

 The decision is also part of SEBI's larger task to cleanse this segment of the negative fallout from the National 
Spot Exchange Ltd (NSEL) scam. 

What was the NSEL scam about? 

 It occurred more than 5 years ago, and involved questionable acts by brokers. 

 They had allegedly, among many other violations, - 

i. made false representations of assured and risk-free returns to clients 

ii. modified client codes 

iii. engaged in trades without the permission of clients 

iv. failed to report suspicious transactions to the Financial Intelligence Unit 

 Recently, SEBI ordered against 4 commodity brokers who operated on the NSEL, acknowledging the 
wrongdoings of these intermediaries. 

 They are Motilal Oswal Commodities Broker, Indian Infoline Commodities, GeofinComtrade and Anand Rathi 
Commodities. 

 It was held by SEBI that the reputation, fairness, honesty, integrity and character of the brokers had been 
seriously eroded. 

 SEBI concluded that they were not fit to be allowed to operate as commodity derivatives brokers, either 
directly or indirectly. 

How effective are SEBI's moves? 

 The latest move with MFs and PMs is yet another 
attempt to improve participation in this segment. 

 But SEBI‘s actions against commodity brokers have had 
little impact. 

 Barring the commodity broking services of the 4 
intermediaries has not caused much disruption in the 
commodity derivatives market. 

 This is because the commodity broking operations of 
the brokers charged in the order are being carried out 
through other entities. 

 SEBI's ban order thus needs to be effectively enforced. 

 The regulator needs to evaluate the operations of the 
entire group of companies to ascertain whether the 
order is being followed in spirit. 

6.2 SEBI's New Rules on Liquid Funds 

Why in news? 

The Securities and Exchange Board of India (SEBI) proposed new rules related to liquid funds, in its recent Board 
meeting. 

What is a liquid fund? 

 Liquid fund is a category of mutual fund which invests primarily in money market instruments like 
certificate of deposits, treasury bills, commercial papers and term deposits. 

 Mutual Fund (MF) is an investment vehicle made up of a pool of moneys collected from public investors. 

Alternative Investment Funds 

 An alternative investment is an asset 
that is not one of the conventional 
investment types, such as stocks, bonds 
and cash. 

 Alternative investments instead include 
private equity, hedge funds, managed 
futures, real estate, commodities and 
derivatives contracts. 

 Most alternative investment assets are 
held by institutional investors or 
accredited, high-net-worth individuals 
because of the complex natures and 
limited regulations of the investments. 
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 The pooled money is used to buy other securities by professional money managers. 

 It gives small or individual investors access to professionally managed portfolios of equities, bonds and other 
securities. 

What are the benefits of liquid funds? 

 Liquid funds invest in securities with a residual maturity of up to 91 days. 

 Liquid funds have the lowest interest rate risk among debt funds as they primarily invest in fixed income 
securities with short maturity. 

 Lower maturity period of these underlying assets helps a fund manager in meeting the redemption demand 
from investors. 

 Liquid funds do not have a lock-in period (period during which a loan cannot be paid-off earlier than 
scheduled without incurring penalties). 

 So assets invested are not tied up for a long time. 

 Withdrawals from liquid funds are processed within 24 hours on business days. 

What are the new rules? 

 The new rules come in light of the redemption risks faced by liquid schemes after the Infrastructure Leasing & 
Financial Services (IL&FS) crisis. 

 Valuation - SEBI tightened the valuation methodology for liquid mutual funds (MFs). 

 SEBI‘s new rule requires debt funds to use the more transparent mark-to-market valuation rather than the 
amortisation method to value debt securities. 

 [Amortisation is an accounting term that refers to the process of allocating the cost of an intangible asset over 
a period of time. 

 Mark-to-market is an accounting practice that involves recording the value of an asset to reflect its current 
market levels.] 

 Open offer - [An open offer can take place if any of the promoters of a company want to increase the stake or 
if non-promoters increase the stake to 15% or the company is going to de-list from the stock exchange. 

 So open offer is nothing but the exit route given to the existing shareholders by the acquirer of shares, through 
a public announcement. 

 The price is fixed based on the average price for the last 6 months and usually the price is higher than the 
prevailing market price. 

 This works as a motivation to current shareholders to sell their shares.] 

 Earlier, SEBI had the power to grant exemption from the obligation to make an open offer for acquiring 
shares. 

 The target company shall file an application with the SEBI, giving details of the proposed acquisition and the 
grounds on which the exemption has been sought. 

 SEBI has now done away with the open offer exemption given to those seeking to acquire assets of firms 
undergoing resolution plan under the Insolvency and Bankruptcy Code (IBC). 

 It has restricted open offer exemptions to only scheduled commercial banks and financial institutions in debt 
restructuring cases. 

 SEBI also said that only a court or a tribunal is allowed to provide any such exemptions. 

 Open offer exemption already given to companies undergoing resolution plan under IBC will continue in 
supervision of the National Company Law Tribunal (NCLT). 

 Maturity - All debt papers with maturity of 30 days or more (earlier 60-day maturity) has to be marked to 
market. 

 This is to make sure that liquid schemes reflect the underlying portfolio risks. 
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What would the impact be? 

 Liquid funds are a major source of short-term borrowings for Indian companies. 

 If mutual funds now demand 30-day paper in place of 60-day or 90-day instruments, companies may be 
forced to roll over their debt more frequently. 

 Holding shorter-maturity papers means more transactions and more portfolio turnover. 

 This along with the stamp duty will significantly increase the transaction costs for liquid schemes. 

 The changes are thus likely to make managing liquid schemes a costly affair for MFs. 

 Besides, the returns for liquid schemes could moderate as shorter-duration papers typically have lower yields. 

 The move on open offer exemption would increase the cost of acquisition for those buying listed stressed 
firms. 

6.3 SEBI's Order on NSE 

Why in news? 

Securities and Exchange Board of India (SEBI) ordered the National Stock Exchange of India (NSE) to pay a fine of 
about Rs.1,000 crore over certain irregularities. 

What is the scam all about? 

 Co-location services allow brokers to operate closer to their servers upon payment of additional fees. 

 It helps brokers secure advantage over others due to proximity to exchange servers as data transmission takes 
less time. 

 A whistleblower in 2014-15 complained to the SEBI, on brokers abusing the colocation facility in collusion 
with few top NSE officials.  

 NSE was then using the so-called tick-by-tick (TBT) server protocol to relay data to members. 

 Normal data protocols send data to all users connected on the network at the same time. 

 But TBT transmits in the sequence of orders received. 

 In other words, the user who gets the access to the system first would receive data earlier than the rest. 

 [Omnesys Technologies is the company that provided this technology to NSE.] 

 A select set of brokers in collusion with NSE officials and Omnesys Technologies got the first access to the 
NSE‘s servers giving them an advantage.  

What is SEBI's order now? 

 SEBI has found OPG Securities, GKN Securities and Way2Wealth along with internet service provider 
Sampark Infotainment guilty of unfair trading practices. 

 These brokerages continuously got first access to NSE servers.  

 OPG got access to NSE‘s backup servers which were maintained by it to prevent technical glitches on the main 
server from impacting operations. 

 It thus, in effect, gave them first access which helped them in executing orders fast. 

 NSE also overlooked the fact that Sampark Infotainment did not have a valid Department of Telecom licence 
to provide dark fibre connectivity to some brokers. 

 [Connection through dark fiber ensures more bandwidth and less distortion of data; faster and efficient access 
to exchange‘s servers.]  

 Along with brokers, SEBI has also charged several NSE top officials for colluding with brokers and not 
following appropriate protocols. 

 Two former NSE chiefs have been ordered to pay back a part of their past salaries as punishment. 

 Further, NSE has been slapped with a fine of Rs 687 crore plus interest.  
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 Also, NSE cannot access capital markets for six months, and its Initial Public Offering (IPO) will be delayed till 
the year-end. 

Did NSE break the rules?  

 It was NSE's supervisory negligence that led to some of its broker-clients gaining preferential access to certain 
market data. 

 But there was lack of sufficient evidence to establish fraudulent conduct by NSE. 

 It's because it has not yet been proven decisively that the firms with preferential access managed to profit from 
such data. 

 Nevertheless, clearly, NSE failed to ensure that the exchange was fully compliant with the norms governing 
securities exchanges. 

 This violates SEBI's principle of not allowing information asymmetry among the participants, and thus affects 
market fairness. 

Why is SEBI's move significant?  

 Millions of retail investors believe that stock exchanges provide a level playing field to all the players. 

 Given this, the financial penalty on NSE is a welcome regulatory action. 

 It ensures that small investors retain confidence in the fairness and soundness of key institutions that enable a 
market economy. 

6.4 SEBI Norms for Credit Rating Agencies 

Why in news? 

Securities and Exchange Board of India (SEBI) has released a new framework for financial disclosure by credit rating 
agencies (CRAs). 

What are credit rating agencies? 

 Credit Rating Agencies (CRAs) are companies that evaluate the financial condition of issuers of debt 
instruments. 

 CRAs assign a rating that reflects its assessment of the issuer's ability to make the debt payments. 

 Rating is denoted by a simple alphanumeric symbol. E.g. AA+, A-, etc. 

 In India, CRAs are regulated by SEBI (Credit Rating Agencies) Regulations, 1999 of the Securities and 
Exchange Board of India Act, 1992. 

 The entities that are rated by credit rating agencies comprise companies, state governments, non-profit 
organisations, countries, securities, special purpose entities, and local governmental bodies. 

 Some of the key CRAs in India include - 

i. Credit Rating Information Services of India Limited (CRISIL) 

ii. ICRA Limited 

iii. Credit Analysis and Research limited (CARE) 

What are the new norms? 

 Rating agencies have to clearly state the “probability of default” of the instruments they rate for the benefit 
of investors. 

 Probability of default describes the likelihood of a default over a particular period. 

 It provides the likelihood that a borrower will be unable to meet its debt obligations. 

 SEBI will prepare and share standardised and uniform probability of default benchmarks. 

 This will be fixed for each rating category for one-year, two-year and three-year cumulative default rates - both 
for the short run and long run. 
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 Probability will be based on a 10-year marginal default 
rate and the economic cycle. 

 The agencies will also have to publish information 
on their performance in the rating of debt 
instruments, in comparison with a benchmark created 
in consultation with SEBI. 

 This will help investors to better judge the 
performance of credit rating agencies. 

 SEBI also introduced disclosure of factors to 
which the rating is sensitive. 

 Rating agencies will have a specific section on rating 
sensitivities in each SEBI's press release. 

 This would explain the broad level of operating and 
financial performance levels that could trigger a rating change - upward and downward. 

 This is critical for the end-users to understand the factors that would have the potential to impact the credit 
worthiness of the entity. 

 Besides, SEBI expects rating agencies to make meaningful disclosures on client‟s liquidity position using 
simple terms. 

 This may include terms such as superior or strong, adequate, stretched or poor. 

 This should also come with appropriate explanations, to help the end users understand them better and avoid 
any ambiguity. 

What is the rationale? 

 The credibility of rating agencies has been eroding since the global financial crisis in 2008. 

 This is primarily because of the conflict of interest arising from issuer-pays model. 

 Under this, the ratings agency is paid by the issuer of the instrument that it rates. 

 So agencies are found to be more loyal to companies whose instruments they rate rather than to investors who 
provide precious capital. 

 In effect, agencies fail to downgrade troubled firms until they are on the verge of bankruptcy. 

 The defaults at Infrastructure Leasing and Financial Services (IL & FS) in 2018 that led to a liquidity crisis 
among non-bank lenders in India has brought the focus back to CRAs. 

 CRAs as SEBI-registered intermediary are supposed to be an alert system of an instrument before the actual 
default. 

 But after failing to detect early signs of the crisis, credibility of CRAs as an institution and their utility under 
the regulatory system were questioned. 

 Given the impact of this over the larger economy, SEBI aimed at tightening the disclosure guideline. 

 This is believed to enhance the quality of information made available to investors by the rating agencies. 

 Overall, SEBI‘s attempt seems to be to align ratings methodologies with global best practices.  

 But it is not clear how the new framework will effectively resolve the conflict of interest issue that for long 
deteriorates the rating industry. 

6.5 SEBI norms for Mutual Fund 

Why in news? 

Securities and Exchange Board of India‘s (SEBI) norms for mutual fund (MF) investments has given MF industry a 
new framework. 
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What are the new norms? 

 The liquid mutual fund schemes will have to invest at least 20% of their funds in liquid assets like 
government securities mandatorily. 

 They will be barred from investing more than 20% of their total assets in any one sector (the current cap 
is 25%). 

 The limit is down to 10% for sectors like housing finance. 

What is the need? 

 After some mutual funds had to postpone redemption of their fixed maturity plans (FMPs), this industry 
came under SEBI‘s scrutiny. 

 After introducing a new standard framework for credit rating agencies in June month, the SEBI came 
up with more stringent regulations for MFs. 

What are its significance? 

 The mandated investment in government securities will ensure a modicum of liquidity. 

 The reduction in sectoral concentration will discipline funds and diversify their risks. 

 Some MFs entered into standstill agreements with companies in whose debt instruments the funds had 
invested, which are not a welcome practice. 

 It goes against the interests of investors in the mutual fund. 

 To increase the exit load on short-term investments in liquid MFs to discourage sudden demands for 
redemption. 

Why should it be welcomed? 

 SEBI has required that assets of mutual funds be valued on a mark-to-market basis in order to better 
reflect the value of their investments. 

 To increase the exit load on short-term investments could possibly hinder fund flow into the bond market. 

 SEBI is doing a commendable job in disciplining the markets and intermediaries. 

 Market investments involve risk, and investors seeking high returns may be willing to assume the increased 
risk that comes with such investment. 

 This is the concern of the regulator is probably more concerned about is the ripple effect of defaults and 
roll-overs on the system. 

 Investor confidence can be shaken by defaults and that will have consequences for the economy. 

6.6 India‟s First Overseas Sovereign Bonds 

Why in news? 

As a first, the recent Union Budget 2019 proposed funding the fiscal deficit partially by borrowing from international 
markets in foreign currency. 

What is the decision? 

 The government plans to raise as much as $10 billion from its first overseas sovereign bond. 

 It would start raising a part of its gross borrowing programme in external markets in external currencies. 

What are sovereign bonds? 

 A sovereign bond is a specific debt instrument issued by the government. 

 They can be denominated in both foreign and domestic currency. 

 Just like other bonds, these also promise to pay the buyer a certain amount of interest for a stipulated number 
of years and repay the face value on maturity. 

 They also have a rating associated with them which essentially speaks of their credit worthiness. 

 The Yield of the sovereign bond is the interest rate that the government pays on issuing bonds. 
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 The Yield of the bonds are dependent on primarily 3 factors - 

1. creditworthiness - the issuing countries‘ perceived ability to repay their debts; this can be obtained from rating 
agencies 

2. country risk - external/internal factors like unrest and wars tend to jeopardize a country‘s ability to pay off 
their debts 

3. exchange rates- in cases where bonds are issued in foreign currency, fluctuations in exchange rate may lead to 
increased pay out pressure on the issuing government 

What is the rationale? 

 Public-sector borrowing is putting significant pressure on market rates, along with liquidity in the system. 

 This, among other things, is affecting monetary policy transmission. 

 The government is already resource-constrained and so large levels of local borrowings could drive up interest 
rates and crowd out the private sector. 

 So, the next safe option is borrowing abroad, as the government can take advantage of low global interest 
rates. 

 Also, India‘s sovereign external debt is less than 5% of its GDP, one of the lowest in the world. 

 This makes the move seem relatively risk-free. 

 The basic idea is that by shifting part of its borrowing abroad, the government will reduce the pressure on the 
domestic market. 

 This will, in turn, help keep interest rates at lower levels. 

What is the need for caution? 

 The government should avoid going overboard because there are multiple inherent risks in the idea. 

 Currency risks - Primarily, the government will be taking currency risk. 

 A depreciation in the rupee will, in turn, increase the government‘s liability. 

 On the other hand, the overall increase in the import of foreign capital could put upward pressure on the 
rupee. 

 This could eventually affect exports and make currency management more difficult for the central bank. 

 Volatility - Borrowing from international markets will increase the government‘s exposure to the vagaries of 
global financial markets. 

 With borrowing through sovereign bonds, India‘s loan repayments would be subject to exchange rate 
fluctuations. 

 Depending on the trend, India may have to repay more than it had originally taken as loan. 

 Investments - The move could potentially discourage foreign investors from investing in rupee-denominated 
government bonds. 

 This is because they will have the option of investing in hard-currency bonds and avoid the currency risk 
associated with the rupee. 

 This, in turn, could lead to higher volatility, both in the debt and currency markets. 

 This can further diminish the gains from accessing international markets. 

 Financial risks - Forex markets are irregular, especially now, with US-China trade tensions. 

 So, any adverse movement can throw off all calculations and make overseas borrowing even more costly than 
that from local markets. 

 Moreover, the domestic bond market serves as a signaling mechanism for the government by making price 
adjustments in response to the supply of bonds. 

 Large issuances in global markets can impede this process. 
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 In fact, the government will have an incentive to take more of its borrowing abroad because it will help keep 
domestic interest rates in check. 

 Naturally, this will increase risks for financial stability. 

 Traditionally, it has been observed that the accumulation of foreign-currency debt can lead to difficulties. 

 Sources - The use of sovereign bonds indicates that the government may be running out of sources to borrow 
from within India. 

 Notably, India had the second worst debt-GDP ratio among emerging markets. 

 India‘s debt-GDP ratio stands at 68.4%, next only to Brazil. 

 India‘s total debt has risen by almost 50% since 2014. 

What is the way forward? 

 It will be important for the government to explore and use this option carefully. 

 In this context, the government could constitute an independent fiscal council, as was also recommended by 
the N K Singh committee. 

 The council, which will evaluate fiscal management, can also advise the government on sustainable levels of 
foreign borrowing. 

 At a broader level, the council will instil more confidence in the market and, gradually, help reduce borrowing 
cost in the system. 

6.7 Corporate Bond Market - Budget 2019 

Why in news? 

In Budget 2019, the Finance Minister has announced fresh measures to boost the development of India‘s corporate 
bond market. 

What are corporate bonds? 

 Corporate bonds are debt securities issued by private and public corporations. 

 Companies issue corporate bonds to raise money for a variety of purposes. 

 A buyer buys a corporate bond, and lends money to the "issuer," the company that issued the bond. 

 In exchange, the company promises to return the money ("principal") on a specified maturity date, and 
meanwhile, pays the stated rate of interest. 

 Notably, a corporate bond does not involve an ownership interest in the company, unlike when one purchases 
the company's equity stock. 

How has the corporate bond market been? 

 The development of the corporate bond market has been only stunted in the last few decades. 

 This remains the case in spite of the efforts by policymakers over the last three decades. 

 Successive budgets and at least half a dozen committees mandated by the government, the RBI and the SEBI 
in this regard have largely failed. 

What is the reason? 

 For years, the investor base in the corporate bond market has been narrow. 

 It is only marked by banks, insurance companies, pension retirement funds and now mutual funds. 

 The FPIs are now prominent buyers of top-rated bonds given the attractive returns especially in the backdrop 
of a strong rupee. 

 But notably, most of these investors do not trade but hold these investments until maturity. 

 So, with few buyers in the market or market makers who offer buy or sell quotes constantly, there is little 
liquidity in this sector. 

 There is little or no incentive for market making. 
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 Also, a majority of the bonds issued by companies are privately placed with a select set of investors in India 
rather than through a public issue. 

 This is done to both save time as well as avoid greater disclosures. 

 [Foreign investors can now invest up to Rs 3,03,100 crore in these bonds. 

 But so far, only a little over 67% of this limit has been utilised.] 

 Another limiting factor has been the varied stamp duty in states on debt transactions. This will soon be sorted 
out with a uniform rate. 

What are the implications? 

 Banks - In most international markets including the US, trading volumes in the debt market are much higher 
than those in stocks. 

 Liquidity, too, is quite high with enough buyers and sellers willing to buy bonds. 

 This enables companies to raise funds across different maturities including for infrastructure projects with 
long gestation periods. 

 However, in India, there is an absence of a well functioning corporate bond market. 

 So, the burden of financing infrastructure projects such as roads, ports, and airports is more on banks and the 
general government. 

 This, in turn, puts lenders such as the banks under pressure as reflected in the rise of bad loans. 

 E.g. in banks, such investments create an asset-liability mismatch 

 In other words, they are buying into long-term assets, such as a highway, with short-term liabilities i.e. 
deposits of 3-5 years maturities. 

 Eventually, this results in inefficient resource allocation. Besides, it also weakens the bank balance sheets. 

 Liquidity - In the Indian equities market, the daily volumes of traded stocks are high, signifying liquidity or 
enough opportunity for both buyers and sellers. 

 Unlike this, the debt market is dominated more by trading in government bonds or securities. 

 Most of the demand for these securities is from investors such as banks that have to mandatorily hold these 
bonds as part of regulatory norms. 

 Over time, more Indian companies (both listed and unlisted ones) have started issuing bonds that offer semi-
annual interest payments to investors. 

 But these bonds are not traded much, due to a limited investor base and low liquidity. 

 This, in turn, leads to lower volumes of their trades compared to the other segment of the capital market. 

 The aim of the government and regulators now is to boost the liquidity and volumes and make the debt market 
more vibrant. 

What are the recent proposals? 

 An action plan would be put in place to deepen the market for long-term bonds including for deepening 
markets for corporate bond repos, credit default swaps, etc. 

 This will be taken up with a specific focus on the infrastructure sector. 

 The Foreign Portfolio Investors (FPIs) will also be allowed to invest in debt securities issued by Infrastructure 
Debt Funds. 

 Also, a Credit Guarantee Enhancement Corporation, for which regulations have been notified by the RBI, will 
be set up in 2019-20. 

How will a Credit Guarantee Enhancement Corporation help? 

 The proposed new corporation will help companies boost their credit rating. 

 This, in turn, will enable them to raise funds at cheaper rates. 
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 By allowing repurchase agreements or repos in AA rated bonds or securities, volumes could go up in the 
corporate bond market. 

 [Repos allow a company to raise funds by offering its securities and agreeing to repurchase it later.] 

 More importantly, it can help improve liquidity especially if the RBI, like many other central banks, uses it for 
its repo operations. 

 The other measure of allowing FPIs in debt securities for infrastructure could help offer an exit option for such 
investors and improve liquidity. 

 Similarly, policymakers want to develop the segment for credit default swaps. 

 This will mean protection against the possibility of a company or issuer defaulting on a repayment option. 

 The measure thus offer comfort to an investor willing to take a risky bet. 

 This protection, in the process, adds volumes to the market. 

What are the other measures at boosting bond market? 

 Since 2016, the RBI has been emphasising on the importance of corporate bond market. 

 It had asked bigger companies to raise part of their long-term borrowings from the corporate bonds market 
rather than from banks. 

 New norms since then make it mandatory for companies with large exposures to raise 25% of their 
incremental or fresh borrowings from the bond market. 

 Regulatory rules also make it necessary for any company that plans to raise debt funds of over Rs 200 crore to 
execute it on an electronic platform. 

 This is expected to improve transparency as well. 

6.8 Falling Stock Market 

What is the issue? 

 India‘s multi-year stock market rally is on a declining trend. 

 It comes as a signal to take up the long-demanded structural reforms in the economy to boost growth. 

What are the recent happenings? 

 Investors were receptive of the prospects of structural reforms that could boost India‘s economic growth under 
the second Modi government. 

 However, they have been quite disappointed by the 
2019 Budget proposals, and there is a notable 
change in mood among investors since then. 

 The Nifty and the Sensex are down roughly by 
about 5% since the Budget was presented. 

 Foreign portfolio investors have pulled out over 
Rs. 2,500 crore in July, 2019. 

 This stands in contrast to June, 2019 picture, when 
FPIs made a net investment of close to Rs. 10,400 
crore. 

What were the concerns? 

 Among other things, new taxes were imposed on 
the ―super rich‖ and on companies that buy back 
their own shares. 

 The mandatory minimum public shareholding in 
listed companies was also raised. 

 This was seen as a move to be against the interests 

Mid cap, Small cap 

 The market capitalization of a company 
refers to the total number of its outstanding 
shares in the market multiplied by the 
current price per share. 

 Based on their current market capitalization, 
stocks are classified into large-cap, mid-cap, 
and small-cap: 

i. Large-cap stocks - above Rs. 20,000 
cr; generally considered to be very 
safe (low risk) 

ii. Mid-cap stocks - between Rs. 5,000-
20,000 cr 

iii. Small-cap stocks - below Rs. 5,000 
cr; highly risky investment 

 The classification provides the investor with 
an estimated valuation of the company. 
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of promoters. 

 Unsurprisingly, investors have been taken aback by these measures, which are seen as increasing the burden 
on businesses. 

What are the implications? 

 The falling stock market could have widespread implications for the economy. 

 The resultant dull market performance could lead to further worsening of general economic conditions in the 
near term. 

 There is already a significant downturn in sectors such as automobile with major companies reporting falling 
sales and earnings. 

 Many automobile dealers are closing down showrooms and slashing jobs. 

 The overall gross domestic product growth slipped below 6% to hit 5.8% in the fourth quarter. 

 The underlying turmoil in Indian markets becomes evident with the mid-cap and small-cap space. 

 This has witnessed significant value erosion since the start of 2018. 

 The small-cap index has lost almost a third of its value since January 2018 while the mid-cap index has lost 
about a fifth of its value. 

What is the way forward? 

 Investors seem disappointed with tax measures seen as burdening businesses. 

 Bringing in structural reforms needed to boost economic growth should be a key priority for the government 
now. 

 This is crucial to reviving the much-needed investor confidence in the country. 

 

7. EXTERNAL SECTOR 

7.1 Dealing with Current Account Deficit 

What is the issue? 

 The key issue facing India is to sustain high growth with low inflation, and dealing with its Current Account 
Deficit (CAD). 

 In this context, if supply-side policies successfully reduce costs and inflation, macroeconomic policy can 
sufficiently stimulate growth. 

What is the concern? 

 Indian output is below its potential as large numbers enter the labour force. 

 Bottlenecks in specific sectors limit the production and exports and so there is unutilised labour capacity. 

 The demand remains greater than what the country can produce domestically. 

 So India is still running a current account deficit (CAD) in the balance of payments i.e. value of the goods and 
services of imports exceeds that of exports. 

How did China deal with a similar situation? 

 China too was a large economy with surplus labour. 

 Under-valuation of its currency aided an expansion in production of traded goods and of exports. 

 This, in turn, absorbed a large portion of the underemployed labour. 

 The challenge in depreciation (to increase exports) is that it would raise the import bill and inflation. 

 But in populous countries where food has a large share in the consumption basket, low relative food prices 
would ensure sustained low-inflation growth. 
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 So a big advantage for China was that it took this approach (devaluation) in growth in 1978 with reforms that 
raised agricultural productivity. 

 Major intermediate commodity imports, such as oil, also contribute to inflation. 

 But again China started its reforms process with a very low share of oil imports. 

 China used to export oil but became a net oil importer in 1993. 

 By 2006 it imported 47% of its consumption, and by 2013 became the largest oil importing country. 

 But by then its exports had grown enough to finance imports without substantially reducing its current 
account surplus. 

What are the challenges for India? 

 Challenges of both, increase in import bill and rise in inflation, remain for India. 

 Moreover, India is dependent on primary energy imports and is the third largest oil importer. 

 In India's case, only limiting the depreciation (rather than going for it) would help contain inflation. 

 This is because of India‘s dependence on commodity imports. In other words, devaluation is disadvantageous 
given the need for high imports. 

 So better utilisation of resources and expansion of capacity in export sectors may eliminate CAD without 
having to reduce aggregate demand. 

What are the other factors driving CAD? 

 Savings pattern - A CAD also implies that investment exceeds domestic savings. 

 Financial savings largely fund investments involving goods that are tradeable, while physical savings are 
invested more in non-traded goods, such as in real estate. 

 In recent years, overall savings-GDP ratio has fallen to about 30 as growth slowed. 

 However, it is fall in household physical savings that is driving this, as household financial savings have 
recovered from a low of 8% in 2011-12. 

 Savings of non-financial corporations that are held in financial assets have risen. 

 Estimates of physical savings in the household sector are identical to those of investment in the unorganised 
sector. 

 So, in effect, if organised sector investment exceeds financial savings, it will have to be financed by foreign 
savings i.e. by running a CAD. 

 Thus better financial intermediation of domestic savings also reduces the CAD and dependence on volatile 
foreign capital inflows. 

 Constraints in agriculture have been a major factor limiting India‘s growth. 

 E.g. high food inflation triggered macroeconomic tightening and reduced growth after 2011 

 A large number of subsidies and price distortions were not able to adequately improve food production. 

How does the future look? 

 By 2018 India seems to have entered a period of structural agricultural surpluses. 

 World political economy also seems to be working to keep oil prices in the $60-70 range, which suits both oil 
importing and exporting countries. 

 Moreover, with changes in oil prices, India‘s oil intensity (the ratio of oil consumed per unit of GDP) has been 
falling since 2005, which all indicate the removal of constraints. 

 However, specific competitive sectors must be encouraged for the export expansion required to cover the oil 
import bill which remains large. 

What lies ahead for India? 

 Supply side policies - A constant or mildly appreciating real exchange rate has to be accompanied by 
focused sectoral and general supply-side measures to improve exports. 
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 Supply-side measures focus on building capacity to participate in higher growth and on reducing costs. 

 India's support to traded goods sectors needs to be delivered in ways that do not distort prices. 

 [India in 2017 crossed the WTO threshold of per capita incomes of $1000 in 2017 that allows exemptions for 
industry specific subsidies] 

 Targeted and limited direct benefit transfers to farmers, along with measures to improve productivity and 
marketing are all steps in the right direction. 

 The government, in consultation with exporters, should shift to supporting policies which can specially benefit 
textiles and other export intensive sectors. 

 These include export infrastructure, logistics, skilling, technology development and ease of doing business. 

 Demand side policies - In a populous country with underemployed labour, sectoral bottlenecks and price 
shocks can cause inflation even without aggregate excess demand. 

 So in Indian context, as long as supply-side measures improve exports and reduce costs, macroeconomic 
policies have space to stimulate growth and absorb under-employed labour. 

7.2 RBI's Foreign Exchange Swap Auction 

Why in news? 

The RBI is set to inject long-term liquidity worth $5 billion into the system through foreign exchange swap auction 
with banks for 3 years. 

What is a swap auction? 

 Under the swap, a bank would sell US dollars to the RBI. 

 It will simultaneously agree to buy the same amount of US dollars at the end of the swap period. 

 The swap transaction is materially different from OMOs (open market operations). 

 OMOs refer to a central bank's buying and selling of government securities in the 'open market'. 

 On the other hand, in swap transaction, only authorised dealers, mainly banks, will be allowed to deposit US 
dollars in exchange for rupees. 

 This comes with an agreement to reverse the transaction at a fixed exchange rate at the end of 3 years. 

 The final exchange rate will be decided by an auction where banks will bid on the forward premium they are 
willing to pay. 

 Under the swap auction, minimum bid size would be $25 million and in multiples of $1 million thereafter. 

What is the objective? 

 The objective is to meet the durable liquidity needs of the system. 

 This will inject rupee liquidity for longer duration through long-term foreign exchange Buy/Sell swap. 

 The forex swap essentially puts more money in the hands of banks. 

 They will, in turn, have discretion to decide whether to step up credit to lower-rated borrowers. 

 The US Dollar amount mobilised through the auction would also reflect in RBI's foreign exchange reserves and 
in its forward liabilities. 

How will it benefit? 

 RBI has been regularly infusing cash into the markets through Open Market Operations (OMOs) since the 
IL&FS default last year. 

 However, the liquidity situation is expected to worsen in the coming period due to advance tax and GST 
payments, as well as election spending. 

 So RBI's pre-emptive move may help partly bridge this liquidity deficit. 

 If successful, the auction is expected to immediately release $5 billion worth of rupee liquidity into the 
banking system. 
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 Also, banks which are currently short on SLR (Statutory liquidity ratio) securities and cannot participate in 
OMOs, will receive liquidity infusions too. 

 Nevertheless, RBI needs to come up with a structural solution to address the liquidity issue that is endemic to 
India‘s corporate bond market. 

7.3 Central Banks' Gold Hunt - De-dollarisation 

What is the issue? 

 The Reserve Bank of India has bought 50.4 tonnes of gold since December 2017. 

 This signals a new effort among many central banks to reduce dependence on the US dollar and move to gold. 

What is the changing scenario with gold? 

 Gold prices have been stagnating around $1,260 per ounce since 2016. 

 Changing cultural preferences has reduced the sale of heavy gold jewellery in markets such as India. 

 However, the mine output has been increasing, and thus exerting further pressure on prices. 

 This is pushing away investment demand from exchange traded funds and buyers of gold coin and bars. 

 In these challenging times, gold has received support from the global central banks. 

How are central banks using this? 

 There was purchase of 651 tonnes of gold by global central banks and other institutions in 2018. 

 Additions to central bank gold reserves spiked 74% last year. 

 This is largely why the surplus in gold reduced, helping support the prices. 

 RBI - There has been a long break since the last time the RBI added gold to its reserves in 2009, when 200 
tonnes was bought from the IMF. 

 But there appears to have been a change in RBI's line of thought since 2017, from when it has joined the gold 
buying countries. 

 Particularly since March 2018, the RBI has been buying gold consistently. 

 With these purchases, the country‘s gold reserves have risen to 606 tonnes towards the end of February 2019. 

Is this an anti-American strategy? 

 There is a definite pattern apparent in the countries that are leading this central bank gold hunt and adding 
gold to their forex reserves. 

 Countries with a strong anti-American sentiment, that wish to reduce their dependence on the US dollar, top 
this list of nations. 

 Russia - This gold buying spree has, in fact, been led by Russia and its allies. 

 Russia has been steadily adding to its gold stock-pile since 2006 but the additions accelerated after 2014. 

 Notably, in 2014, Russia‘s incursion into Ukraine flared its conflict with the US. 

 One-fifth of its forex reserves are now held in the form of gold. 

 Russian allies such as Kazakhstan, Uzbekistan, Tajikistan and Kyrgyz Republic are other nations that have 
been adding gold to their reserves over the last decade. 

 Turkey - Relations between Turkey and the US have been steadily deteriorating since 2016. 

 It was when Turkey demanded that the US extradite a cleric who was suspected of being involved in the failed 
coup in Turkey that year. 

 Consequently, Turkey decided to bolster its war chest by purchasing 85.9 and 51.5 tonnes of gold in 2017 and 
2018, respectively. 

 China - China too has shown a growing liking for gold in recent years. 

 It has purchased 454 tonnes of gold between 2003 and 2009 and another 604 tonnes between 2009 and 2015. 
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 As seen, all these countries are moving towards de-dollarisation and making conscious efforts to reduce their 
dependence on dollar. 

 They are reducing their investments in US government securities and trying to settle bi-lateral trade in local 
currencies. 

What is the emerging economies' rationale? 

 Besides, the above countries, a few other central banks seem to have decided to add to the gold reserves since 
late 2017. 

 These particularly include the emerging economies such as Poland, Hungary and India too. 

 Emerging economies, including India, are nervous about future policies of the US government due to the - 

i. trade war unleashed by the US 

ii. clear anti-globalisation stand taken by the current US government 

iii. lack of respect displayed for policies that promote peace and inclusive growth 

 All these have made it imperative to reduce dependence on the US currency as it can turn volatile in tandem 
with the U.S.'s policies. 

 There is also mounting debt in the US and uncontrolled printing of notes for successive quantitative easing 
programmes since 2009. 

 These too have eroded the intrinsic worth of the dollar significantly. 

 Moreover, for now, there is no viable alternative to dollar among the currencies of other major economies. 

 So this leaves gold as the only alternative avenue for global central banks that wish to divert part of their 
reserves away from the dollar. 

What do these imply? 

 The recent development with gold is beneficial for those who have stashed a large portion of their savings in 
the form of gold. 

 It signals that gold retains its position as a premier store of value. 

 [The consumption demand for gold is slowing in countries such as India. 

 But it is increasing in the US, China, Hong Kong, Thailand and some countries in the Middle East.] 

 The central bank buying further shows that gold will continue to be a reliable diversifier and a hedge against 
volatility in other currencies. 

 So the accumulated wealth of households in the form of gold is unlikely to depreciate significantly. 

 However, caution must be taken as the hope that money parked in gold would grow one's wealth may not be 
the case at this juncture, given the price scenario. 

7.4 Growth in Exports, March 2019 

Why in news? 

Recently-released data from the Ministry of Commerce and Industry shows growth in exports in India. 

What is the trade scenario? 

 India's goods exports picked up in March, 2019 boosted by the weaker rupee, despite a slowdown in global 
trade growth. 

 Merchandise exports rose 11.02% to $32.55 billion in March from a year earlier, the highest such growth for 
several months. 

 Twenty of the 30 overall product lines saw an increase in exports, including chemicals, pharmaceuticals and 
petroleum products. 

 Merchandise imports were up 1.44% to $43.44 billion during the same period. 

 Oil imports, the biggest item in the import bill, rose 5.55%, driven by a rise in Indian demand and increases in 
global crude prices. 
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 Total exports of goods and services were estimated at $535.45 billion in the recently ended financial year, up 
7.97% from a year earlier. 

 The total imports are estimated at $631.29 billion, up 8.48%. 

 On a different note, trade numbers for 2018 showed India-China trade deficit falling by a significant $10 
billion. 

 This is mainly because of a sizeable increase in exports by India. 

 However, during the same period, there was a sharp rise in Hong Kong's export to India of the same goods 
that India was buying from China. 

What is the concern? 

 2018-19 exports, in dollar terms, has come in as being marginally higher than in 2013-14, after long years of 
stagnation. 

 However, exports measured as a proportion of GDP have not kept pace. 

 The trade deficit in March 2019 was $10.9 billion, which is $1.3 billion more than in the previous month. 

 Although exports grew in 2018-19, imports grew even more sharply. 

 Thus the trade deficit for 2018-19 was over $176 billion, compared to over $161 billion in the previous year. 

What is the welcome development? 

 The ―core‖ trade balance (removing oil and gold) showed a surplus and not a deficit for the first time since 
February 2014. 

 It is perhaps too soon to declare that a five-year-long trend of weak core exports is over. 

 But the recent development is worth noting and seems to suggest some scope in the sector. 

 Notably, this has come despite the fact that many Southeast Asian competitor economies are dealing with 
sluggish export growth. 

What are the driving factors? 

 Exports growth did contribute to the above development in trade deficit, but this is not the only factor. 

 The government‘s effort to crack down on imports of electronic goods, often through the use of tariffs, has also 
played a role. 

 Electronic goods imports went down for the second successive month in March, 2019. 

How does the future look? 

 Exports - The prospects for exports look very challenging going forward. 

 This is especially given the slowdown in global trade amid trade tensions between the U.S. and China. 

 BoP - The recent numbers on trade are too soon to celebrate about a new and healthy balance of payments. 

 This is because the basic vulnerabilities of India‘s economy on the external account have not been addressed. 

 As and when crude oil imports increase once again, there is no doubt that the balance of payments will be 
correspondingly stressed. 

 A strong revival of domestic demand would also raise both the oil and non-oil import bill sufficiently to make 
it difficult to finance. 

What should be done? 

 India imports over 80% of its crude oil. To not to be subjected to the associated vagaries, India has to ensure 
that growth in exports is sustainable. 

 Government should make exports its top priority, as this sector also has a huge potential for creating jobs, the 
most pressing need now. 

 Exports should be properly backed by procedures and reforms that ensure its stability and competitiveness. 

 Reform of processes around the goods and services tax is also a key priority at this end. 
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7.5 Rise in Foreign Exchange Reserve, March 2019 

Why in news? 

India's foreign exchange reserves rose to a ten-month high of $411.91 billion as of March, 2019. 

How has the forex reserves been? 

 Forex reserves had hit a high of $426 billion in the week ended April 13, 2018. 

 But it witnessed a steady slide over the following months and went down to $392 billion in the week ended 
October 26. 

 This was on account of the RBI intervention to manage the rupee. 

 In October 2018, the rupee had fallen to its all time low of 74.34 against the US dollar. 

 The rupee instability was, in turn, due to sharp rise in crude oil prices and resultant pressure on India‘s 
current account deficit. 

 Capital outflows by foreign institutional investors from debt and equity markets was also a major reason. 

What are the recent developments? 

 Forex reserves are now the highest since $413 billion recorded in the week ended June 8, 2018. 

 The inflow of foreign capital into India‘s stock market in March, 2019 hit a high of $4.89 billion. 

 This was the biggest foreign inflow into Indian stocks since February 2012. 

 As a result, the stock market rose a solid 8% this March. 

 Foreign investment in Indian equities stood at $2.42 billion in February, and is expected to be strong in April 
as well. 

 The record foreign portfolio investment (FPI) inflows significantly added to the forex kitty. 

What are the other driving factors?   

 Both cyclical and structural factors are behind this sudden uptick in foreign investment. 

 There is a fall in crude oil prices in recent months and appreciation of the Indian rupee vis-a-vis the dollar. 

 The appreciating rupee helps boost returns in dollar terms for foreign investors pumping money in Indian 
markets. 

 A rupee-dollar swap by the RBI last month also added to the forex reserves. 

 [The amount of dollars raised through these operations will reflect in the RBI's foreign exchange reserves for 
the tenor of the swap.] 

 Besides, India has emerged as the fastest-growing major economy when Chinese economy has been slowing 
down in the last one year. 

 So investors expect India to be a major source of global growth in the coming years and thus a favourable 
investment destination. 

 Also, there are clear signs that western central banks have relaxed the interest rates. 

 E.g. the Federal Reserve and the European Central Bank have promised to keep interest rates low for longer 

 This has caused investors to turn towards relatively high-yielding emerging market debt as in India. 

What lies ahead? 

 The return of foreign capital is certainly a good sign for the Indian economy. 

 Evidently, the rupee has appreciated by about 7% since early October when it was moving around 74 against 
the dollar. 

 But policymakers need to be careful as other emerging Asian economies will be competing hard to attract 
foreign capital. 

 In this context, macroeconomic management is key to India to retain its image as an investment destination. 

 The high fiscal deficit of both the Centre and the State governments need to be addressed as well. 
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 Long-pending reforms to the labour and land markets are the most pressing changes that will affect India‘s 
long-term growth. 

 So to retain the investor confidence, it is essential to increase the pace of these structural reforms too. 

7.6 Rise in Forex Reserve, April 2019 

Why in news? 

India's foreign exchange reserves has risen to a near one-year high of $418.5 billion (week ended April 26, 2019). 

What were the earlier challenges? 

 Forex reserves had hit a high of $426 billion in the week ended April 13, 2018. 

 But it witnessed a steady slide over the following months and went down to $392 billion in October, 2018. 

 In October, the rupee had fallen to its all time low of 74.34 against the dollar. 

 This was mainly because, in October, the Brent crude oil prices had hit a high of around $86 per barrel. 

 There were also high capital outflows from the debt and equity markets of India. 

 So the RBI had to intervene to stem the slide of rupee against the dollar which was also putting pressure on 
current account deficit. 

 Also, in the months after that, crude oil prices fell sharply as well as FPI fund flows stabilised, offering a much 
needed relief to the rupee. 

What are the recent developments? 

 There is a continuing strong inflow of funds by Foreign Portfolio Investors (FPI). 

 In November and December 2018, FPIs invested a net of over Rs 17,000 crore in the equity and debt markets. 

 Since February 1, 2019 FPIs have pumped in a net of close to Rs 76,000 crore into Indian equity and debt 
markets. 

 A growing inflow of FPI money has helped the rupee withstand other pressures. 

 It has helped balance the impact of US decision to withdraw waivers for imports from Iran.  

 Secondly, RBIs decision to conduct $10 billion dollar-rupee buy-sell swap auction between March and April 
2019 has also contributed. 

 Resultantly, standing at $399.1 billion in February 2019, forex reserves has risen sharply by over $19 billion 
over the last 2 months. 

 The current reserve of $418.5 billion is the highest since May 4, 2018 when it stood at $418.94. 

How will it benefit the economy? 

 Forex reserves in terms of months of import cover has fallen from 14 months from April 2016 to 9 months in 
October 2018. 

 But rising forex reserves had led to an improvement in India‘s import cover to 11-months in February 2019, 
and is expected to improve further. 

 As forex reserves continue to rise, a decline in imports would lead to improvement in current account deficit in 
the coming quarters. 

7.7 Assessing India's Trade Policy 

What is the issue? 

With uncertain developments in, and the changing nature of, the global trade, India has to make a revisit of its trade 
policy. 

What are the recent developments? 

 US-China - United States increased its tariffs from 10% to 25% on $200 billion worth of Chinese goods. 
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 China soon retaliated, by announcing its plans to hike import tariffs ranging from 5% to 25% on a target list 
worth $60 billion of US goods. 

 The renewed US-China trade war and related uncertainty is likely to have a negative impact. 

 Worryingly, the impact will be far beyond the US-China bilateral trade on global growth. 

 The WTO, in its recent revised estimates, has already trimmed world trade growth forecast for 2019 to 2.6% 
from the earlier 3.7%. 

 India-US - On the India-US side, the recent tensions include the following- 

i. withdrawal of the generalized system of preferences (GSP) by the US 

ii. end of sanction waivers for crude oil imports from Iran 

iii. criticism of India's protectionist tariff regime and complex business environment by the visiting US 
Commerce Secretary 

 All these have led to heightened tensions regarding US-India bilateral economic relations and trade 
diplomacy. 

 The goods trade deficit reached a high of $176 billion in 2018-19. 

 At $331 billion, exports, though the highest since 2013-14, have been well below the target of the Ministry of 
Commerce (MoC) for the year. 

What does it call for? 

 An export push in traditional sectors is being appropriately worked on by a newly set up Ministry of 
Commerce working group. 

 But these challenging circumstances require a deeper understanding of global value chain (GVC)-led trade. 

 The facilitating role of preferential trading agreements (PTAs) therein has to be understood more now than 
before. 

 In particular, India needs to recognise the importance of aligning with evolving regional trade formations. 

 Utilising PTAs in its global value chain integration strategy is the need of the hour. 

How is India's export sector at present? 

 Sectors - India's exports continue to be predominantly low skill and labour intensive commodities. 

 Gems and jewels, cotton, articles of apparel and footwear have together accounted for 25-35% of exports over 
a decade and half.  

 Over the same period, the most dynamic sectors globally have been office machinery, communication 
equipment, textiles and apparel. 

 These have taken shape with highest production fragmentation based sectoral relocation across borders, which 
is characteristic of GVC led trade. 

 Office machinery, with almost 40% of exports relocating across countries, has been the most dynamic 
sector globally. 

 But the corresponding sectors of electrical equipment and machinery account for only 4-5% of India's exports. 

 This reflects India's insignificant integration in global GVCs. 

 Textiles and apparelis the only sector where India has been able to share gains of sectoral dynamism. 

 However, this has only been alongside other countries such as China, Bangladesh and Vietnam. 

 Even in this, over time, India's share in global exports has declined from a constant of about 5% in 2000-2012 
to 4% in 2017. 

 Over the same period, competitors like Bangladesh have registered an increase in their share of global exports 
from around 4.5% to 8%. 

 China leads with a share of 37% in global exports in textiles and apparel. 
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 Other Indian top export sectors like leather goods, chemicals, and motor vehicles have been among the less 
dynamic sectors with lower relocation shares. 

 India's export basket has not, therefore, evolved in line with the pattern of dynamic GVC-led trade. 

How is the regional trade scenario? 

 At present, global value chains (GVCs) are undergoing a transformation. 

 There is greater domestic content and regional consolidation. 

 This is particularly the case in East Asia and in sectors like automotives, computers and electronics. 

 East Asia has emerged as the global manufacturing hub centred on China early on in the process of GVC-led 
trade. 

 The EU and North America were the other GVC hubs. 

 But trade and growth in the EU is yet to gain its pre-global financial crisis momentum and the US grapples 
with trade disputes. 

 So currently, East Asia remains the most resilient regional manufacturing hub in the world. 

 It thus becomes imperative that India seeks a trade strategy towards greater integration with East Asia. 

How significant is RCEP in this context? 

 Regional comprehensive Economic Partnership (RCEP) offers India the above opportunity, but there is no 
agreement yet on its clauses. 

 India's perception of the RCEP is limited by its bilateral trade deficit with the largest economy in the trade 
formation - China. 

 India's stance in the RCEP negotiations has been mainly defensive. 

 It seeks differential and lower levels of preferential market access for its non-FTA partners such as China and 
Australia/New Zealand.  

 This is because of the fear of being overwhelmed by Chinese goods under a preferential arrangement. 

 Nevertheless, RCEP has to be seen as a mega regional trade agreement. 

 Notably, India's trade strategy to work through multilateralism may once have been an option. 

 But today when the WTO is struggling to remain relevant, mega regional PTAs have become dominant trade 
vehicles. 

 It would, therefore, be in India's interest to make sure that the RCEP negotiations are concluded at the 
earliest. 

 It is a means to both trade liberalisation and integration with regional value chains or GVCs through East Asia. 

 Furthermore, China is caught in a trade war with the US. 

 So India using its large, alternative market advantage could work out a bilateral deal with China within the 
RCEP. 

7.8 $5 Trillion Economy by 2024 - Significance of FDI 

What is the issue? 

 PM, in the NITI Aayog‘s 5th Governing Council meeting held recently, 
called for making India a $5 trillion economy by 2024. 

 Here is an assessment of Foreign Direct Investment (FDI) status in India, 
in this regard. 

What is the current FDI scenario? 

 Gross inflows of foreign direct investment (FDI) rose to $64.37 billion in 
2018-19. 

 [It was stagnated at around $60 billion for the previous two years.] 
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 The gross FDI inflows have nearly trebled since 2006-07 when it was mere $22.8 billion. 

 Evidently, despite domestic economic ups and downs, foreign investors have retained faith in the Indian 
economy. 

 Net FDI inflows – It is the net FDI inflows that actually contribute towards balancing the country‘s external 
account and boosting economic activity. 

 Encouragingly, net FDI inflows in 2018-19 increased to around $45 billion from around $39 billion in 2017-18. 

 This represents a much needed acceleration in these flows with growth rate in FY19 touching 15%. 

 This is in sharp contrast to the previous two years, when net FDI inflows had actually declined by (-) 6% and 
6.6% respectively. 

 Thus, net flows in 2018-19 have staged a comeback and marginally surpassed the peak of $44.9 billion reached 
in 2015-16. 

What do other indicators show? 

 Recipient of FDI flows - According to UNCTAD (World Investment Report), India is now the 10th largest 
recipient of FDI flows. 

 [The US leads the list with attracting $252 billion through FDI in 2018.] 

 Cross-border investment flows - India‘s share in global cross-border investment flows has increased from 
2% in 2010 to 3.2% in 2018. 

 Share in GDP - World Bank data (World Development Indicators) shows that the share of net FDI inflows in 
India‘s GDP has less than halved over the years. 

 It had peaked in 1999 at 3.6% of GDP and has since then declined to stand at 1.6% in 2017. 

 Having staged a comeback in 2018-19, the share would be slightly higher now. 

How does India compare with China? 

 In terms of share in GDP, India‘s FDI performance looks comparable in 2017 to both China and the US. 

 However, now, with its GDP nearly 5 times the size of India‘s economy, China managed to attract $129 billion 
in 2018. 

 Also, since its structural reforms in 1982, China has seen remarkable economic performance driven by a 
persistent pursuit of FDI. 

 Consequently, the share of net FDI inflows in Chinese GDP rose from about 0.2% in 1982 to 6.2% in 1993. 

 During this time, per capita incomes in China also rose from $203 to $377 and have maintained this rising 
trajectory. 

 India‘s net FDI inflows as a percentage of GDP has been negligible in 1982, but increased and peaked in 2008. 

 But even at its peak, FDI‘s share in India‘s GDP was just more than half of Chinese peak levels. 

 Also, in 1991, per capita incomes in China and India were at somewhat similar levels (6-7%) of global average 
per capita incomes. 

 By 2018, Chinese per capita incomes were more than 85% of global averages. 

 On the other hand, India‘s per capita incomes just reached up to 18% of the global averages over this period. 

 Reason - India decided to reduce the dependence on foreign investors for creating additional jobs and 
spurring economic growth. 

 It decided this at a much earlier stage compared to China. 

 This is one of the reasons for the low FDI levels in India. 

7.9 India‟s Retaliatory Tariffs on U.S. Imports 

Why in News? 

India has decided to impose retaliatory tariffs on 29 goods imported from the U.S., from June 16, 2019 onwards. 
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What necessitated this decision? 

 The tariffs on the 29 goods, including walnuts, apples, and some pulses, were initially announced in June 
2018. 

 This came as a retaliation to U.S. President Trump‘s decision in March, 2018 to impose higher import tariffs 
on Indian aluminium and steel. 

 India has repeatedly asked for exemption from these higher tariffs, but it was not effected. 

 However, negotiations continued for about a year, and India repeatedly extended the deadline for retaliatory 
tariff imposition. 

 Another issue is over granting India duty-free imports for certain items under the U.S.‘ Generalised System of 
Preferences (GSP). 

 The talks over this too has not brought any favourable outcomes. 

 Also, under a U.S. ultimatum, India had to terminate its imports of vital crude oil from Iran. 

What are the likely implications? 

 If implemented, 29 items imported from the US will face higher duties, cutting benefits to U.S. exporters. 

 The tariffs will place a burden of $220-290 million on the U.S. 

 Notably, this is about the same amount imposed by U.S. on India in 2018 on steel and aluminium. 

 For India, given the robust market and sound economic fundamentals, it may not bring in any untoward 
effects. 

 Moreover, the imposition of increased import tariffs on agricultural commodities will help domestic farmers. 

 The withdrawal of GSP will not make much difference either, as Indian exports are all geared to take this 
challenge. 

8. GENERAL ECONOMY 

8.1 Evaluation of Universal Basic Income 

What is the issue? 

 The idea of a universal basic income (UBI) is gaining ground globally. 

 Here is an evaluation of its necessity, target group and possible outcome in India. 

Should it necessarily be universal? 

 Millions of people remain unemployed and are extremely poor, despite rapid economic growth. 

 A UBI thus requires the government to pay 'every citizen' a fixed amount of money on a regular basis and 
without any conditionalities. 

 But it is to be understood that the UBI is neither a remedy to the uncertainty with the market forces nor a 
substitute for basic public services, especially health and education. 

 Besides, there is less need for transfer money to middle- and high-income earners as well as large landowners. 

 With limited fiscal space for direct income support, it will thus have to be restricted to the poorest of poor 
households. 

 In this context, there is a strong case for groups such as the landless labourers, agricultural workers and 
marginal farmers who suffer from multi-dimensional poverty. 

Why do these groups need income support? 

 These are the groups that have not benefited from the economic growth in the past three decades. 

 They were and still are the poorest Indians, and various welfare schemes have also failed to bring them out of 
poverty. 

 One issue is that the access to institutional credit issued by banks and cooperative societies is highly 
imbalanced. 
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 Institutional credits account for less than 15% of the total borrowing by landless agricultural workers, and 30% 
for marginal and small farmers. 

 These groups have to borrow from moneylenders at exorbitant interest rates ranging from 24 to 60%. 

 As a result, they do not stand to benefit much from the interest rate subsidy for the agriculture sector. 

 Likewise, the benefits of subsidised fertilizers and power are enjoyed largely by big farmers. 

 In urban areas, contract workers and those in the informal sector face a similar problem. 

 The rapid pace of automation of low-skill jobs and formalisation of the retail sector has made the prospects of 
these groups even weaker. 

How will it help them? 

 Livelihood - An income support of, say, Rs. 15,000 per annum can be a good supplement to their livelihoods. 

 This additional income can reduce the incidence of indebtedness among marginal farmers and thereby help 
escape from moneylenders. 

 Basic income can help bring a large number of households out of the poverty trap or prevent them from falling 
into it. 

 Health and education - Several studies have shown that at high levels of impoverishment, even a small 
income supplement can improve nutrient intake. 

 It is also likely to increase enrolment and school attendance for students coming from poor households. 

 Notably, transfer of money into the bank accounts of women of the beneficiary households would have a better 
result in health and education of children. 

 In other words, income transfers to the poor will lead to more productive workforce with improved health and 
educational outcomes. 

 Employment - The income support suggested above is not too large to discourage people from working. 

 In fact, it can actually promote employment and economic activities. 

 E.g. the income can work as interest-free working capital for several categories of beneficiaries like the fruit 
and vegetable vendors and small artisans 

 Moreover, an overall boost in spending will increase demand and promote economic activities in rural areas. 

 With income support and thereby better education and health, basic income might reduce income inequalities. 

How are public services still significant? 

 An income transfer scheme cannot be a substitute for universal basic services. 

 The income support to the poor will deliver the benefits only if it comes on top of public services such as 
primary health and education. 

 This means that direct transfers should not be at the expense of public services for primary health and 
education. 

 Budgetary allocation for these services should be raised significantly. 

 Programmes such as the Mahatma Gandhi Rural Employment Guarantee Scheme should also stay for some 
time. 

How to meet the fiscal requirement? 

 With rough estimation of the number of eligible households to be 10 crore, the scheme will require 
approximately Rs. 1.5 lakh crore per annum. 

 The PM-KISAN Yojana can be aligned to meet a part of the cost. 

 Nonetheless, the required amount is beyond the Centre‘s fiscal capacity at the moment and so the cost will 
have to be shared by the States too. 

8.2 Evaluating the Disinvestment Programme 
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What is the issue? 

 The public sector disinvestment programme has met its ambitious targets for the second year. 

 But the Centre has resorted to multiple shortcuts that undermine the basic objectives of disinvestment. 

What is the new development? 

 The government, in the Union Budget for 2018-19, fixed for itself a disinvestment target of Rs 800-billion. 

 Disinvestments had raised only Rs. 56,473 crore by end-February 2019. 

 But the government managed to end the Financial Year 2018-19 with Rs. 85,000 crore from disinvestments. 

 The government making it above the disinvestment target is certainly good news for the fiscal condition. 

 Notably, the Centre has been grappling with excess expenditure. 

 So an overflowing disinvestment kitty certainly helps restrain the deficit number. 

What were the modes adopted? 

 Of the total proceeds of Rs. 85,000 crore, only about two-thirds has been contributed by actual dilution of the 
Centre‘s ownership stakes in PSUs. 

 This has been achieved through Exchange Traded Funds (ETFs), IPOs and offers for sale. 

 This has been liberally supplemented by requiring capital-intensive PSUs such as ONGC, IOC and BHEL to 
announce share buybacks. 

 This has supported the disinvestment figure by about Rs. 10,000 crore. 

 In a last-minute effort to bridge the shortfall in the disinvestment target, the Centre has also brokered the 
transfer of its controlling stake in REC to PFC to raise Rs. 14,500 crore. 

 [REC - Rural Electrification Corporation, PFC - Power Finance Corporation] 

What are the concerns? 

 In a haste to showcase a healthy fund-raise, the government has resorted to multiple shortcuts in the 
disinvestment process. 

 It has compromised both the long-term interests of profitable PSUs, and the basic objectives of the 
disinvestment programme. 

 It is contentious if buybacks can even be counted as disinvestment as there has been no material change in the 
ownership of these PSUs. 

 To deal with the ailing Air India, the government has put through a couple of strategic sales too. 

 Here, it has opted for deals with pre-decided suitors, instead of open auctions to identify the best acquirers. 

 Also, REC and PFC are both financiers with highly leveraged balance sheets who have been hit hard by India‘s 
power sector distress. 

 There are worries that a combination of these two firms may not improve their borrowing capacity. 

 Moreover, it may, in fact, prompt institutional investors to curtail their aggregate exposure. 

 Such forced inter-PSU deals are justified on the grounds that they unlock better efficiencies and synergies. 

 But such benefits often remain on paper due to turf wars and integration issues. 

 What does this imply? 

 When it comes to the public sector disinvestment programme in India, the means are far more important than 
the ends. 

 Of the various methods experimented by the government for disinvestment, the ETF route has proved the 
most successful. 

 Notably, Bharat-22 and CPSE ETFs raised over Rs. 45,000 crore. 

 The new government must stick to this route instead of resorting to expedient shortcuts for disinvestment. 
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 More importantly, for disinvestment to count as a reform, it is critical to take up the long-pending 
privatisation of loss-making PSUs. 

8.3 Impact Bonds - Bridging Funding Gaps for SDGs 

What is the issue? 

 According to a study, the estimated financing gap for achieving the Sustainable Development Goals (SDGs) 
stands at Rs. 533 trillion. 

 It highlights the dire demand for financing to achieve the SDGs, wherein Impact Bonds could help. 

How can the private sector contribute? 

 Besides government, the private sector could potentially be of aid in bridging the financing gap in achieving 
the SDGs. 

 Many companies are also leading efforts in provision of clean water, sanitation and healthcare. 

 The Corporate Social Responsibility (CSR) spending requirements stipulated in the Companies Act of 2013 is 
helping significantly. 

 In the 2015-16 financial year, a total of around Rs 9,800 crores was spent for CSR. 

 However, these efforts remain at a small scale and are often fragmented. 

 Government agencies are hesitant to scale up these innovative and new projects. 

What are the limitations? 

 Governments de-prioritise such projects and hesitate to spend taxpayers‘ money. 

 It's because there is a potential risk of failure in these projects. 

 The financial and political ramifications of failure could be devastating. 

 Besides, many successful projects that have been scaled up often lack a proper system of checks and balances. 

 It is simple to ensure the effectiveness and efficiency of small-scale projects through close monitoring. 

 But such monitoring is not feasible for national or state level projects. 

 This often leads to leakages and an overall deterioration in quality of output. 

 To address this, many funders (government and foreign agencies) have implemented homogenous and rigid 
practices across the board. 

 But again this causes the third problem of excessive rigidity. 

 Resultantly, local project implementers are unable to make changes and adjustments to a project based on 
local circumstances. 

 This often leads to a drop in the overall efficiency and effectiveness. 

How can Impact Bonds (IBs) help here? 

 Essentially, IBs are non-marketable bonds where repayment is contingent on the outcomes of the project they 
fund. 

 E.g. Impact Bond in education - an NGO that has perfected an intervention to improve reading and math skills 
of rural children in Bihar 

 With Impact Bond, governments can raise capital for scaling up these interventions, without incurring huge 
risks. 

 The government can issue Impact Bonds to private impact investors to raise upfront capital for the NGO to 
scale their project. 

 Unlike normal bonds, for IBs, repayment by the government is only triggered if certain pre-determined targets 
are achieved. 

 The targets would generally be measurable by quantitative metrics such as average reading scores in 
standardised tests. 
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 The targets are generally evaluated by an independent evaluation agency. 

 If the targets are met, the government pays back the principal along with a return to the private investors. 

Why are IBs a better option? 

 Through IBs, NGOs get the capital they need to scale up their innovative solutions. 

 Likewise, private investors get an opportunity to make profits from projects that do social good. 

 On the other hand, the government transfers the risk of failure onto private investors and only pays for 
successful projects. 

 Given that investors lose all their money if the project fails to deliver, they prefer keeping themselves updated, 
and scrutinise the progress. 

 This would automatically both improve transparency and add a layer of checks to ensure success of the 
projects. 

 Being outcome-based, Impact Bonds promote innovation by giving a substantial degree of freedom to the 
service providers. 

 No other existing funding contracts provide this mix of benefits in funding for large scale innovative social 
projects. 

What is the way forward? 

 Impact Bonds provide an incredible opportunity for local, state and central government agencies. 

 It can be used to leverage India‘s private sector to source funding for the implementation of innovative 
solutions to reach SDG targets. 

 But there is a need for mature engagement from both the government and private investors for successful use 
of IBs. 

 The bond should be transparent and enlist all relevant details for stakeholders to understand the risks 
involved and their severity. 

 Ensuring such high requirements of transparency and cooperation from Indian private and public sectors is a 
challenge. 

8.4 Supreme Court Order on EPFO 

Why in news? 

The Supreme Court has upheld a Kerala High Court judgment against the Employees‘ Provident Fund Organisation 
(EPFO). 

What is the case about? 

 The Employee's Pension (Amendment) Scheme, 2014 was brought in force through a notification. 

 As per the amendment, new members who joined EPF after Sept 1, 2014 with a basic salary of over Rs 15000 
per month were excluded from the EPS. 

 The Kerala High Court had struck down this amendment. 

 It held that restricting the pension contribution to Rs 15000 criteria was arbitrary. 

 Further, employees were allowed to choose to contribute to pension on higher pay at any point in time and the 
timeline to exercise such option. 

 The EPFO's appealed against the order of the Kerala High Court. 

 The Supreme Court has now upheld the Kerala High Court judgment. 

What is the possible implication? 

 As a consequence of the judgement, certain amendments to how pensions have been calculated will be struck 
down. 

 The pension may be calculated on the basis of average salary of last 12 months and not 60 months which was 
the basis till now. 
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 This would result in increase in pension for employees who have already contributed to pension on full pay in 
the past. 

 This is because most people draw highest salaries near the end of their careers i.e. just before retirement. 

 Consequently, those who had a particularly high previously drawn salary and several years of service might see 
their pension raised by as much as 1,000%. 

 The ruling also allows all existing members of EPFO to avail the option of contributing on full basic pay, to get 
a higher pension in the future. 

 The Supreme Court order may also open the doors for employees who were till now excluded from EPS to join 
the scheme. 

 However, the EPFO is yet to come out with its view on the impact of the SC ruling. 

 It will now have to clarify if employees having basic pay exceeding Rs 15,000 can enrol them for the EPS 
scheme. 

What are the concerns? 

 Opening the scheme to those hitherto excluded is naturally not in keeping with the ethos of the provident 
fund. 

 It's because the basic objective of provident fund has always been to help the saving and retirement of those at 
the lower rung of the formal sector. 

 There is also the concern as to where the money to pay the much larger pensions will come from. 

 Besides these, the SC's judgement appears to be an instance of legislative over-reach. 

 The structure of the pension plan, the profitability and sustainability of the scheme, etc are to be determined 
by the executive. 

 It is the executive that has to decide the proper distribution of subsidies and taxes. 

 Notably, the support provided to state-guaranteed pension funds are nothing but a subset of this fiscal 
decision. 

 So naturally, the executive, and not the judiciary, should decide on the trade-offs that determine who benefits 
from guaranteed pensions. 

 It is also entirely the executive‘s decision to decide on how to spend the tax revenue. 

 Here, the executive may see pensions as less effective use of tax revenue than, say, health care. 

 So rational analysis by the executive is the best way for deciding on what proportion of an employee‘s earnings 
should mandatorily be saved. 

8.5  ILO Report on Global Warming 

Why in news? 

The report ―Working on a warmer planet: The impact of heat stress on labour productivity and decent work‖ was 
released by International Labour Organisation (ILO). 

What does the report say? 

 In 2030, 2.2% of total working hours worldwide will be lost because of higher temperatures. 

 The global productivity losses would be around 80 million full-time jobs (equivalent to economic loss 
of US$ 2,400 billion). 

 The projection of 34 million jobs losses in India would make it the worst affected. 

 A third of the southern Asian countries have already incurred losses greater than 4% 

 This is a conservative estimate, assuming that the global mean temperature does not rise more than 1.5°C   

How it was worked out? 

 The report defines heat stress as heat in excess of what the body can tolerate without suffering 
physiological impairment. 
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 It generally occurs at temperatures above 35°C, in high humidity. 

 Excess heat during work is an occupational health risk and restricts workers‘ physical functions and 
capabilities, work capacity and thus, productivity. 

 Assumptions and basis for the projections are, 

1. Global temperature rise of 1.5°C by the end of the century, 

2. Labour force trends. 

21.1What are the projections for India? 

 India to lose the most working hours is southern Asia in 2030. 

 It lost 4.3% of working hours in 1995 because of heat stress. 

 It is projected to lose 5.8% of its working hours in 2030, which corresponds to 34 million jobs. 

 The report projects losses in working hours as 

1. 9.04% in agriculture (in shade), 

2. 5.29% in manufacturing, 

3. 9.04% in construction, and 

4. 1.48% in services. 

 Most of the impact will be felt in the agricultural sector. 

 More working hours are expected to be lost in the construction sector (where heat stress affects both male 
and female workers). 

 Most areas have drought like conditions so there will be more migration of agricultural workers to 
urban areas – usually to work in the construction sector. 

 There has been no direct job loss at present, with distressed workers switching from one vulnerable sector 
to another. 

21.2What is the bigger picture? 

 Globally, the two sectors projected to be hit worst are agriculture and construction, with agriculture 
worse affected. 

 In agriculture – 60% of working hours will be lost due to heat stress by 2030. 

 In construction – 19% of global working hours to be lost. 

 More inequality between low and high income countries to be seen. 

 There will be worsening working conditions for the most vulnerable, as well as displacement of people. 

 To adapt to this new reality appropriate measures by governments, employers and workers, focusing on 
protecting the most vulnerable, are urgently needed. 

8.6 Periodic Labour Force Survey (2017-2018) 

Why in News? 

The employment survey, called the Periodic Labour Force Survey (2017-2018) that had been released recently, has 
causes for concern. 

What is Periodic Labour Force Survey (PLFS)? 

 PLFS is an initiative aimed at generating estimates of various labour force indicators. 

 The National Sample Survey Office (NSSO) under the Ministry of Statistics and Programme Implementation 
conducts the survey. 

 Quarterly survey (For urban areas only) – Captures only the current weekly status (CWS) data. 

 Annual survey (For both rural and urban areas) – Measures both the usual status and CWS. 

What are the dimensions used? 
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 NSSO‘s definition of ‗employment‘ includes in itself „self-employment‟ as well as „wage employment‟. 

 Within the category of ‗self-employed‘, the survey also counts those engaged in ‗unpaid family labour‘. 

 Both the locational and gender dimensions are considered. 

What does the survey point out? 

 As per the survey, the biggest issues are, 

1. Shrinking share of the labour force 

2. Rising unemployment 

 The rise in overall unemployment has both locational and gender dimensions, with the highest rise 
witnessed among the urban women. 

 When the location dimension is ignored, there is a severe unemployment among men that was higher than 
among women. 

 However, given the sharp decline in women‟s labour force participation rate (LFPR), they have been 
losing out heavily due to, 

1. Exclusion of women from the labour force and 

2. Inability to access employment when included in the labour force. 

What is the educated unemployment rate? 

 Defined as unemployment among those with at least a secondary school certificate, it is at 11.4% (Previous 
survey‘s figure is at 4.9%). 

 This issue of educated unemployment, linked with growth and transformative development, has never 
been as acute as at present. 

 The unemployment rates go up as levels of education go up. 

 Educated persons have aspirations for specific jobs and hence likely to go through a longer waiting period than 
their less-educated counterparts. 

Who bears the highest burden? 

 The burden is the highest among urban women at 19.8% followed by rural women, rural men and urban 
men. 

 Educated unemployment rate - Higher for educated women, when compared to educated men, in both 
2012 and 2018 periods (despite a low labour force participation rate). 

What is the youth unemployment rate? 

 Youth unemployment rate (unemployment among those in the 15-29 years age category) has reached a 
high 17.8%. 

 Women stand more disadvantaged than the men even here, especially urban women, whose 
unemployment rate of 27.2% is more than double the 2012 figure. 

 The rate for urban men at 18.7%, is particularly high as well. 

What is the conclusion? 

 The trend of „jobless growth‟ that was till recently confined largely to the organised sectorhas now 
spread to other sectors of the economy, making it more generalised. 

 This calls for a thorough re-examination of the missing linkages between growth and employment. 

 The decline in women‟s labour force participation means that India is among the countries with the 
lowest participation of women in the labour force. 

 The country‘s inability to absorb the educated into gainful employment is an economic loss and a 
demoralising experience for both the unemployed and those who are enrolling for higher education. 

 

 



 

 

 

www.shankariasacademy.com      ||     www.iasparliament.com 

75 

8.7 Dealing with Population Growth - Assessing State Control 

What is the issue? 

 There are various demands in recent days for state control on population, on the grounds of a perceived 
―population explosion‖ in the country. 

 However, the true picture is different that calls for support rather than control, to make population growth an 
opportunity. 

What is the true population scenario? 

 The Economic Survey 2018-19 refutes the above claims of ―population explosion‖. 

 The Survey notes that India is set to witness a sharp slowdown in population growth in the next two decades. 

 The fact is that by the 2030s, some States will start transitioning to an ageing society. 

 [Generally, nations slowly move toward a stable population as fertility rates fall, which is the case now in 
India.The fertility rates fall over time with an improvement in social and economic development indices.] 

What are the demands on state control? 

 There were demands - 

i. to all political parties to enact population control laws 

ii. to annul the voting rights of those having more than two children 

iii. for the government to enact a law where the third child should not be allowed to vote and enjoy facilities 
provided by the government 

 The demand for state controls on the number of children a couple can have is not a new one. 

 It takes lead from the perception that a large and growing population is at the root of a nation‘s problems. 

 This is because, with population growth, more and more people chase fewer and fewer resources. 

Is state control a wise measure? 

 Population growth is seen as a problem that needs to be ‗controlled‘. 

 But in reality, population is a thriving resource, the life blood of a growing economy. 

 Given this, a state control approach will undo all the good work that has been done and lead to a weaker and 
poorer health delivery system. 

 In this light, the implications of state control approach are deep and wide. 

 This is because the argument is based purely on numbers and a rule that, it would seem, applies to all sections 
equally. 

 However, in contrast, such an approach would, in effect, have in place a kind of discrimination, worse than 
physical attacks or social prejudice. 

 This is so because it breaks the poor and the weak bit by bit, and in a very subtle way. 

 [A citizen will be denied his or her basic rights if he or she is born as the third child.] 

How does state control affect the poor? 

 Family health, child survival and the number of children a woman has are closely related to the health and 
education levels of the parents, especially the woman. 

 So, the poorer the couple, the more the children they tend to have. This is because, when it comes to the poor,  

i. child survival is low 

ii. son preference remains high 

iii. children lend a helping hand, and support the economic and emotional needs of the family 

 The National Family Health Survey-4 (2015-16) notes that women in the lowest wealth quintile have an 
average of 1.6 more children than women in the highest wealth quintile. 

 Similarly, the number of children per woman declines with a woman‘s level of schooling. 
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 Women with no schooling have an average 3.1 children, compared with 1.7 children for women with 12 or 
more years of schooling. 

 These reveal the depth of the connections among health, education and inequality. 

 Evidently, those having little access to health and education are caught in a cycle of poverty, leading to more 
and more children. 

 So, state control on the number of children could burden the weakest more. 

What are the alternative measures? 

 NPP 2000 - A forward-looking National Population Policy (NPP) was introduced in 2000 when Atal Bihari 
Vajpayee was the Prime Minister. 

 The key feature was the government‘s commitment to citizens‘ voluntary and informed choice and consent in 
reproductive health care services. 

 This came along with a ―target free approach‖ in administering family planning services. 

 This is a position reiterated by various governments, including the present government. 

 Lifecycle framework - A similar ―lifecycle framework‖ was proposed by the earlier Health Minister, J.P. 
Nadda. 

 It looks to the health and nutrition needs of mother and child well after the pregnancy and childbirth period 
too. 

 It covers right from the time of conception till the child grows, carrying on till the adolescent stage and further. 

 This argument is not about denying services but about offering choices and a range of services to mother and 
child. 

 It comes with a clear understanding that the demographic dividend can support growth and drive opportunity 
for all only when the population is healthy. 

What should be done? 

 The damage done when mishandling issues of population growth is long lasting. 

 Today, as many as 23 States and UTs, including all the States in the south region, already have fertility below 
the replacement level of 2.1 children per woman. 

 So, ‗support‘ rather than population ‗control‘ works better at this juncture. 

 Family Planning programme in India should be target free and voluntary in nature. 

 People should be let free to choose a family planning method best suited to them as per their reproductive 
right. 

8.8 Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) 

What is the issue? 

 A chapter on the ―transformational‖ impact of Aadhaar on the MGNREGA was found in the Economic Survey 
2018-19. 

 It presents a skewed and unbalanced view of the MGNREGA‘s technical interventions. 

 It didn‘t take into account the comprehensive view of implementation. 

What are the misleading facts? 

 In financial aspect - Aadhaar is only a pipeline for funds transfer in the MGNREGA. A lack of adequate 
financial allocation, pending liabilities and low wages have dogged the programme over the past 8 years. 

 About 20% of the Budget allocation in each of the last five years is of pending wage liabilities from previous 
years. 

 MGNREGA wages in many States are about 40% lower than the national minimum wage. 

 Combining the term ALP with DBT - The Survey misrepresents the continuous technological 
interventions in the MGNREGA since its inception. 
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 It combines the term Aadhaar-linked payments (ALP) with the DBT and refers the time before 2015 as ―pre-
DBT‖ to make its claims. 

 But Electronic funds transfer started as far back as in 2011 which marked the beginning of Direct Benefit 
Transfers (DBT). 

 This conflation of terms prevents one from making an honest assessment on the effect that different 
interventions have had. 

 Aadhaar has resulted in reduction of payment delays - The Survey makes strong assertions that timely 
payment of wages has positively impacted worker participation. 

 Wage payments to MGNREGA workers happen in two stages. 

 The Survey only considers the delays in the first stage but Aadhaar has no role in reducing the delays in this 
stage. But it comes into play in the second stage. 

 Therefore, the claim in the Survey that the ALP has positively impacted the payment flows under the scheme is 
wrong. 

 Attribution of an increase in demand for and supply of work in drought-affected areas to 
Aadhaar - It ignores the Supreme Court‘s orders on drought (Swaraj Abhiyan vs. Union of India, 2015) which 
coincided with the duration of the working paper‘s analysis. 

 The Ministry of Rural Development issued strict directives (between 2014 and 2017) to ensure allocation of 
works and on-time payment of wages. 

 These judicial-administrative directives played an important role in the increase in the MGNREGA work 
uptake in drought areas. 

 Attribution of positive targeting towards weaker section to Aadhaar i.e. Women, Dalits and 
Adivasis benefitting the most. 

 This denies the unambiguous impact of the universal access of the MGNREGA without having to meet any 
eligibility criteria. 

 The Survey misses the point that the programme was introduced as a legal right and not as an act of charity. 

 Claim about the ALP identifying “ghost beneficiaries” - But an RTI query showed that they accounted 
for only about 1.4% of total households in 2016-17. 

What did the survey ignore? 

 The Survey completely ignores numerous instances where technology has resulted in violation of workers‘ 
rights under the MGNREGA. For examples, not registering work demand, not paying unemployment 
allowance and compensation for payment delays among others. 

 In fact, an ISB study shows that 38% of the Aadhaar-based transactions in Jharkhand were diverted to a 
different account. 

 Overlooking these fundamental issues, the use of cherry-picking studies and flawed analyses to justify 
technocracy is an ethical paralysis. 

9.  INFRASTRUCTURE 

9.1 Concerns with FAME II 

What is the issue? 

 The second phase of FAME (Faster Adoption and Manufacturing of Hybrid & Electric Vehicles), FAME-II was 
recently approved by the Union Cabinet. 

 With criticisms raised against the features of FAME-II, it is essential to assess its parameters and understand 
its impact. 

What is the FAME scheme? 

 FAME II is the expanded version of the present scheme titled FAME India which was launched in 2015. 

 The scheme offers upfront incentive on purchase of Electric vehicles. 
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 FAME-II will cost Rs 10,000 crore over 3 years and intends to provide incentives to the manufacturers of 
electric and hybrid vehicles. 

 It also motivates to establish the necessary charging Infrastructure for electric vehicles. 

 It will help in addressing the issue of environmental pollution and fuel security. 

What are the concerns? 

 It seeks to accelerate manufacturing in India without ensuring there is adequate demand for the electric and 
hybrid vehicles so produced. 

 Moreover, electric two-wheelers and three-wheelers are most appropriate for Indian conditions. 

 Ride-sharing on electric scooters has penetrated many cities in the West and is recognised as being of 
considerable convenience. 

 In this light, small electric scooters have the capability of revolutionising urban transport in India. 

 But FAME creates a relative disincentive for smaller vehicles. 

 This is because the amount of incentive is tied to the size of the battery in the vehicle. 

 Reportedly, around 95% of the electric two-wheeler models currently produced in India will not be given 
incentives under FAME-II. 

 Also, currently, for vehicles to benefit from the scheme, 50% must have been produced locally. 

 This is not the right approach as is experienced in the case of solar panels manufacturing.  

What should be done? 

 FAME-II should be structured to ensure that adoption of electric two-wheelers and three-wheelers is not 
hampered but instead sped up. 

 It should have been structured towards the creation of demand, and not the localisation of production. 

 It is better to ensure adoption first, and then a local industry can be created. 

 This is doubly true in the case of electric and hybrid vehicles since India has considerable expertise when it 
comes to automobiles. 

 The focus now must be on ensuring that it is easy and cheap for consumers to switch to using electric vehicles. 

 Another focus should be on retrofitting (addition of a new component/technology) existing small vehicles at a 
nominal cost. 

 E.g. the CNG fleet of auto-rickshaws in Delhi can be transformed into an all-electric or hybrid fleet at a 
relatively small cost to owners 

 This would require some innovative finance, which the government could support. 

9.2 HC Order on Chennai-Salem Highway 

Why in news? 

The Madras High Court has quashed the land acquisition proceedings for the proposed Chennai-Salem greenfield 
corridor. 

What is the project proposal? 

 The Chennai-Salem greenfield corridor is a 277.3 km long, 8-lane highway project, proposed to connect Salem 
to Chennai. 

 The proposed highway passed through Kanchipuram, Tiruvannamalai, Krishnagiri, Dharmapuri and Salem 
districts of Tamil Nadu. 

 This is an agrarian region comprising reserved forest areas and several industrial zones. 
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 A feasibility study for the project pegged the total 
cost at Rs 9,106 crores. 

 In addition, a tentative cost for rehabilitation and 
resettlement had been worked out to Rs 415 
crores. 

What was the proposed objective? 

 There are three existing routes between Salem and 
Chennai: 

i. Ulundurpet to Chennai 

ii. Walajah to Chennai 

iii. the Chennai – Tiruvannamalai – Harur – 
Salem routes 

 The government argues that the first two existing stretches are facing abnormal delays due to increasing traffic 
volume. 

 The second stretch may not reduce travel time even if a bypass route was introduced. 

 Thus a direct Salem - Chennai highway may be the only solution to ease traffic and reduce the travel time. 

 It was stated that the corridor would mostly involve drylands, but the land acquisition cost may not be very 
high when compared to the benefits. 

What is the HC's rationale? 

 Approval - The project first came to light on February 25, 2018. 

 It was mentioned in a letter written by Tamil Nadu CM to the Union minister for road transport, highways and 
shipping. 

 The Centre gave its nod on the same day. 

 Eventually, the process for the expressway was on track and instructions were given to call for tenders in two 
months. 

 In other words, a single letter from the state CM and the Centre‘s nod on the same day kick-started the project 
work. 

 Clearance - The state did not receive prior environmental clearance from the Centre as mandated. 

 The court also cited the failure of the state government in conducting a mandatory public hearing. 

 As the court noted, farmers in the five districts complained that they were not consulted. 

 Impact - The farmers feared that the project would destroy the most productive farmlands in Kancheepuram 
and Tiruvannamalai districts. 

 It will have a huge impact on the environment and water bodies in the area. 

 The court order also raised questions about a vulnerable reserve forest stretch near the project alignment. 

 The court also based its judgment on major flaws in the project report submitted by a private consultant. 

 Given the above drawbacks, the HC scrapped the feasibility study report which said the project would generate 
employment opportunities and lead to development. 

9.3 Exploiting the Potentials of Dedicated Passenger Corridor 

What is the issue? 

Union government can consider Dedicated Passenger Corridors (DPCs) over Dedicated Freight corridors. 

What are the issues in working of freight corridors in India?  

 The Indian Railways (IR) is one of the biggest railway systems in the world, transporting about 23 million 
passengers and 3.35 million tons of freight daily. 

 IR runs passenger and freight trains on the same track, this leads to suboptimal usage of track capacity. 
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 As passenger and freight trains run at vastly different speeds, freight trains are stopped for allowing faster 
passenger trains to pass. 

 While a freight train waits for passenger train(s) to pass, the track remains unutilized, leading to wastage of 
capacity. 

 Steady increase in the number and speeds of passenger trains and a marginal increase in speeds of freight 
trains have continued to impact track capacity negatively. 

 Freight services earn profits for IR, most of which are used to make up the losses incurred in passenger 
business. 

 Hence, the need for segregating the passenger and freight streams is obvious. 

 The latest Budget states that commissioning of the DFC would create room for more passenger services. 

 Unless passenger tariff is rationalized, adding more DFCs and running more passenger services would only 
lead to the losses going up further. 

What is India‟s plan on Dedicated Freight Corridor (DFC)? 

 The concept of Dedicated Freight Corridor (DFC) was mooted in 2006 to generate substantial capacity for 
freight traffic by developing separate tracks on identified routes. 

 The Dedicated Freight Corridor Corporation of India Ltd (DFCCIL) was incorporated as a separate company 
under the Ministry of Railways. 

 Two corridors, Dadri to Jawaharlal Nehru Port (western DFC) and Ludhiana to Son Nagar (eastern DFC) are 
currently under construction. 

 Other freight corridors on the Kolkata-Mumbai and Kolkata-Chennai routes have also been planned. 

 Cost of construction of the eastern and western DFCs is currently estimated at around Rs. 81,000 crore for 
2,822 kilometres, averaging Rs. 29 crore per km, as compared to around Rs. 10 crore per km for the track on 
the IR system. 

 The cost is higher in the case of DFC as land had to be acquired and the tracks and bridges are designed to 
carry much heavier trains 

 The logic of running heavier trains on the eastern DFC is to cater to the burgeoning traffic in minerals, 
particularly coal, which constitutes 48 per cent of IR‘s freight traffic. 

What are the operational challenges? 

 With the emphasis on generation of power through renewable sources of energy, the future of coal demand 
appears to be uncertain now. 

 Further, running of heavier trains on both DFCs, as planned, would also require strengthening of tracks from 
the DFC to the consumers‘ locations. 

 This would enlarge the scope of the projects considerably. 

 The revenue for a DFC would come from a fee called ―track access charge‖ which IR would pay to the DFC for 
every train. 

 Consequently, the revenue earned by IR from trains run on DFCCIL would be reduced to the extent of the 
―access charge‖ paid by IR to the DFC, At least initially, IR would lose some revenue. 

How DPCs can address the challenges in DFCs? 

 Instead of new DFCs, the case for Dedicated Passenger Corridors (DPCs) could be considered. 

 DPCs (either under the Railway Ministry or as a separate company) would create a separate carriageway for 
passenger traffic where high-speed trains could run, leaving the existing IR network free to run the freight 
services. 

 DPCs could cater to super-fast mail/express trains and intercity trains. 

 Suburban services would remain with the existing IR system, the movement of freight to customers would 
continue to remain seamless as it is now. 

 Sufficient capacity would remain to cater to the growth in demand for freight in the foreseeable future. 
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 Addition to the capacity of the existing IR network may be done selectively where required. 

What are the advantages of DPCs over DFCs? 

 The project would cost much lower than for a DFC as the track standards required for passenger movement 
would be as obtaining on the IR system at present. 

 Shifting of passenger services to DPC would generate capacity for freight services on IR‘s existing network and 
leave room for future growth in demand. Consequently, profits would increase. 

 The DPC would be connected to the existing passenger terminals on the IR system. 

 With the DPC, the level of punctuality of passenger trains would be higher than at present. 

 Overnight services between major metros could be planned, similarly, fast intercity connections for medium 
distances can also be planned. 

 It may be possible to exploit the real estate potential of the new and existing terminals and also to offer trains 
on a franchise to operators who would pay an ―access charge‖ to IR or the company owning the DPC. 

 With better service quality and savings in time, the customers would also be willing to pay more, hence 
revenue could be higher 

 The DPC could be used for running time-tabled super-fast parcel services and high-value consignments like 
cars and other consumer durables between important urban centres. 

 A lot of traffic could be diverted from road to rail, thereby providing enormous savings in fuel costs to the 
economy and reducing pollution.   

10. AGRICULTURE 

10.1 Promoting Farmers‟ Producer Organisations 

What is the issue? 

There is a need to promote Farmers‘ producer organisations (FPOs) to raise farmers' income and alleviate economic 
distress in rural areas. 

What is an FPO? 

 Farmers‘ Producer Organisation (FPO), also known as farmers‘ producer company (FPC), is an entity formed 
by primary producers. 

 These include farmers, milk producers, fishermen, weavers, rural artisans, and craftsmen. 

 An FPO can be a Producer Company, a Cooperative Society or any other legal form. 

 FPOs are basically the hybrids of cooperatives and private companies. 

 The participation, organisation and membership pattern of these companies are more or less similar to the 
cooperatives. 

 But their day-to-day functioning and business models resemble those of the professionally-run private 
companies. 

 The Companies Act was amended by incorporating Section-IX A in it to allow creation and registration of 
FPOs under it. 

Why are FPOs significant? 

 FPOs play a significant role in enhancing the earnings of their member-farmers. 

 Small producers do not have the large marketable surplus individually to get the benefit of economies of scale. 

 So the main aim of an FPO is to ensure better income for the producers through an organization of their own. 

 It provides for sharing of profits/benefits among the members. 

 FPOs count has increased from less than 200 in 2010 to over 4,000 at present, speaking for the success of this 
agri-business model. 

 As professionally-managed enterprises, working on behalf of the farmers, FPOs enjoy better bargaining power. 
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 They hence procure inputs and services and sell the farmers‘ output at best prices possible. 

 They are also better equipped to facilitate value-addition of the farm produce. 

 So they ensure higher returns in almost all fields of agriculture and its allied activities - horticulture, 
plantations, dairy, poultry, fisheries, etc. 

 Even the landless, tribals and those subsisting on collections from the wilds have gained by forming such 
organisations. 

 Union Budget 2018-19 made announcements on a five-year tax holiday and setting up of a small credit 
guarantee fund of Rs 100 crore as pro-FPO measures. 

What are the concerns? 

 Many of the critical woes of this sector still remain unaddressed, including - 

i. difficulties in securing institutional finance 

ii. inability to operate in the regular agricultural markets 

iii. lack of legal recognition under the contract farming regulations 

 The banks are usually wary of granting loans to the FPOs as they do not have assets of their own to serve as 
collaterals. 

 Consequently, the FPOs have to rely on loans from non-banking financial companies or micro-finance 
companies. 

 They are forced to raise their working capital at very high interest rates. 

 Even the facility of cheap bank loans with liberal interest subvention by the government that is available to 
individual farmers is denied to the FPOs. 

 Moreover, many other concessions, tax exemptions, subsidies and benefits provided to cooperatives, startups 
and the like have not been extended to the FPOs. 

 They also usually face difficulties in operating at the regulated mandis because of the resistance offered by the 
licensed traders. 

 It's because these traders have significant hold over the markets. 

 All these issues need to be addressed expeditiously to enable the FPOs to perform to their full potential for the 
benefit of the farmers. 

10.2 20th Livestock Census in India 

What is the issue? 

With 20th Livestock Census currently going on in India, here is a look on its significance and the challenges involved. 

Why is livestock census crucial for India? 

 India leads the world in livestock population at 
125.5 crore. 

 Livestock is not only an integral part of the 
agriculture economy supporting the rural 
livelihood. 

 It is also a fundamental element of India's socio-
cultural setting. 

 India's cultural heritage endows great importance 
to owning and rearing livestock as an inseparable 
part of an inclusive universe. 

 Accurate, reliable data therefore become inevitable 
for planning and development of the sector. 

 Livestock Census is thus immensely useful for 
policymakers, planners and academics. 
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 The importance of a livestock census was first recognised in 1919, 47 years after human counting was started 
in 1872. 

What are the challenges involved? 

 Enormity - Enumerating animals in every village and ward is more voluminous than enumerating the human 
population. 

 Capturing such wide and varied information across numerous species is extremely difficult and cumbersome. 

 Human resource - Livestock Census continues to be an elaborate, complex and daunting exercise with just 
about 50,000 enumerators and 10,000 supervisors. 

 This is a low number compared to the nearly 25 lakh involved in the human Census. 

 Details - Data to support policy and planning should be robust and meaningful. 

 Merely counting and compiling the absolute numbers would be a sub-optimal use of such a laborious exercise. 

 So, what is also being captured is the breed of each animal along with sex, age, productivity, use, etc. 

 Institutional - Feeder livestock is counted by no permanent administrative institution. 

 As a result of this, livestock census lacks bare resources and the quinquennial (every five years) Livestock 
Census becomes a burden. 

 It goes unnoticed as general awareness about it stays low, especially in urban areas. 

 With general elections around, the current animal count exercise across the country has been pushed further. 

What are the key features of the current census? 

 Data - The current round is counting a larger number of species besides the regular cattle. 

 These include mithun, yak, sheep, goats, pigs, horses, mules, donkeys, camels, dogs, rabbits, elephants and 
poultry birds. 

 82 breeds of cattle and 26 breeds of buffaloes are being captured with further data on sex, age. 

 Similarly, 52 breeds of goats and 84 breeds of sheep are being recorded along with other parameters. 

 The census is counting stray and abandoned animals as well. 

 It also categorises animals on the basis of purposes such as that for breeding, draught, milk, calving, etc. 

 Other supporting and supplementary data on the owners of livestock are also being collected and compiled. 

 These include information on occupation, income, landholding, education, etc. to support holistic planning. 

 Tools - The ongoing Census is increasingly harnessing the technological innovations of the digital age. 

 The aim is to streamline the process and eliminate error, and to create a high-quality database. 

 There is complete elimination of paper, which has been replaced with tablet computers with which 
enumerators capture data. 

 They then upload it to the server after online validation by the supervisor, resulting in real-time compilation 
and updating. 

 The National Informatics Centre has developed the Android-based mobile application with various features 
of data entry module. 

 The software enables simultaneous monitoring of the operations. 

 It also facilitates developing various analytical reports useful for a dynamic planning process for an equally 
dynamic livestock sector. 

10.3 Promoting Agripreneurship in India 

What is the issue? 

It is time to give due attention to the agri-preneurs in India, for making best use of the collective potential of the 
farmers across the country. 
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What are the challenges for any entrepreneur? 

 Creating products or services for which s/he must find a market and customers 

 Adapting to changing consumer requirements and technological possibilities 

 Suffering from a poor ecosystem for management advice, mentorship, fund-raising and risk management 

 Experiencing great psychological stress due to unparalleled unpredictability 

 Attracting social approbation and disapproval if s/he fails 

Why are agri-preneurs significant for India? 

 The above challenges are invariably faced by the farmers in India too. 

 It is thus right to recognise them as entrepreneurs looking after land, fish, poultry and dairy sectors. 

 170 million of them are working for the economic well-being of 700 million people, assuming four to a family. 

 Farmers are at the heart of employment generation and national economic growth. 

 The government must thus acknowledge this and chart out a well formulated plan for the agri-preneurs. 

What are the possible reform measures? 

 Agriculture minister - The constitutional accountability for agriculture is with the states. 

 But farmers and public look to the centre for action, which is why farmers‘ livelihood and crop prices become 
important in national politics. 

 India thus needs an influential agriculture minister, as strong as the finance or home minister. 

 Policy - Whenever a coordinated, systems approach to transformation is required, a common framework goes 
a long way in helping it. 

 But India has no politically approved national agricultural development policy (NADP) in place at present. 

 In contrast, there are national industrial development policy, national SME policy and 
entrepreneurship/startup India initiative. 

 It is, therefore, in farmers' interest that India brings in a formal framework and a national agricultural 
development policy (NADP). 

 Council of Ministers - Farming is not like telecom, roads, electricity and other reform-seeking sectors. 

 This is because agriculture has economic, social, political and power dimensions. 

 So making crucial decisions in agriculture and for farmers requires active and deep centre-states cooperation. 

 It thus needs a mechanism like the National Development Council or the GST Council. 

 In this context, India should consider having a council of ministers exclusively for agriculture. 

 Marketing - In the past, farming initiatives were focused on increasing production, which was important to 
feed a growing population. 

 To conserve the output, which increased gradually, frictional restrictions were placed in the marketing chain. 

 These included regulations on where farmers can sell, restrictions on exports, taxation at the mandi level and 
compulsory government procurement. 

 But given the present needs, marketing must be freed up from this web of controls and hindrances, for 
utilising the full potential. 

 FPOs - A national drive on Farmer-producer organisations (FPOs) is crucial as a vehicle to implement ideas 
and modernisation. 

 India will be better off with one crore FPOs (like SMEs in the industrial sector) instead of 170 million 
individual farmers. 

 Farmers must be actively trained to organise themselves into FPOs. 

 Technology - India cannot afford to debate old-fashioned technology ideas concerning land, soil, water, 
seeds and nutrients. 
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 A modern and futuristic approach is essential with regard to adoption of modern technologies. 

 A national technology policy must be developed and executed with urgency. 

10.4 Crisis in WTO's Appellate Body 

What is the issue? 

Over 20 developing countries recently met in New Delhi to discuss ways to prevent the World Trade Organization‘s 
dispute resolution system from collapsing. 

What is the WTO‟s Appellate Body? 

 The Appellate Body of the WTO was set up in 1995 and is a standing committee of 7 members. 

 It presides over appeals against judgments passed in trade-related disputes brought by WTO members. 

 Over 500 international disputes had been brought to the WTO and over 350 rulings had been issued since 
1995. 

 With this, WTO's dispute settlement mechanism is one of the most active in the world. 

How does it work? 

 Countries involved in a dispute can approach the Appellate body if they feel the report of the panel set up to 
examine the issue needs to be reviewed on points of law. 

 The Appellate Body can uphold, modify, or reverse the legal findings of the panel that heard the dispute. 

 Between 1995 and 2014, around 68% of the 201 panel reports adopted were appealed. 

 Countries on either or both sides of the dispute can appeal. 

 The Appellate Body has so far issued 152 reports. 

 The WTO‘s dispute settlement procedure is vital to ensuring smooth international trade flows. 

 The reports, once adopted by the WTO‘s disputes settlement body, are final and binding on the parties. 

What is the ongoing crisis? 

 Over the last 2 years, the membership of the Appellate Body is down to just 3 persons instead of the required 
7. 

 This is because the United States has been blocking appointments of new members. 

 It also stalls the reappointments of some members who have completed their four-year tenures. 

 The U.S. believes that WTO is biased against it, and is thus blocking appointments. 

 Two of the three members will complete their tenures in December, 2019, leaving the body with just one 
member. 

 Notably, at least 3 people are required to preside over an appeal. 

 If new members are not appointed to replace the two retiring ones, the body will cease to be relevant. 

What are the implications? 

 The understaffed appeals body has been unable to stick to its 2-3 month deadline for appeals filed in the last 
few years. 

 The backlog of cases has prevented it from initiating proceedings in appeals that have been filed in the last 
year. 

 The three members have been proceeding on all appeals filed since October, 2018. 

 Unless the issue is resolved, the trade body could become defunct. 

 Consequently, countries locked in international trade disputes will be left with no forum for recourse. 

 The US is directly involved in more disputes than other WTO member countries. 

 But several countries, including India, enter disputes as third parties. 
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 India - India has so far been a direct participant in 54 disputes, and has been involved in 158 as a third party. 

 In February 2019, the appellate body said it would be unable to staff an appeal in a dispute between Japan and 
India. 

 This was over certain safeguard measures that India had imposed on imports of iron and steel products. 

 The panel had found that India had acted ―inconsistently‖ with some WTO agreements. 

 India had notified the Dispute Settlement Body of its decision to appeal certain issues of law and legal 
interpretations. 

 But it has so far been unable to review at least 10 appeals that have been filed since July 2018. 

What is the larger concern? 

 With the Appellate Body unable to review new applications, there is already uncertainty over WTO‘s dispute 
settlement process.  

 If the body is declared non-functional, countries may be compelled to implement rulings by the panel despite 
concerns with it. 

 If a country refuses to comply with the panel's order, it will run the risk of facing arbitration proceedings 
initiated by the other party. 

 This does not bode well for India which is facing a rising number of dispute cases, especially on agricultural 
products. 

 Also, the overall weakening of WTO framework could have the effect of undoing over two decades of efforts to 
avoid protectionism in global trade. 

 This is a major concern currently, because trade tensions such as between the US and China and the US and 
India, are on the rise. 

What is the way forward? 

 New appointments to the Appellate Body are usually made by a consensus of WTO members. 

 But there is also a provision for voting where a consensus is not possible. 

 The group of 17 least developed and developing countries have committed to working together to end the 
current impasse. 

 This group, which includes India, can submit or support a proposal to the above effect, helping to get new 
members on the Appellate Body by a majority vote. 

10.5 PepsiCo and Potato Farmers Case 

Why in news? 

 PepsiCo India Holdings (PIH) announced it is withdrawing lawsuits against nine farmers in north Gujarat. 

 It had earlier sued 11 farmers for ―illegally growing and selling‖ a potato variety registered in the company‘s 
name. 

What is the case about? 

 The patent is for the potato plant variety FL-2027 (commercial name FC-5). 

 Pepsi‘s North America subsidiary Frito-Lay has the patent until October 2023. 

 For India, PIH has patented FC-5 until January 2031 under the Protection of Plant Varieties and Farmers‘ 
Rights (PPV&FR) Act, 2001. 

 The FC-5 variety, used to make Lay‘s chips, is grown under a contract farming deal, by 12,000 farmers in 
Gujarat‘s Sabarkantha district. 

 PIH has a buyback agreement with some Gujarat farmers. 

 It has now accused 11 farmers of illegally growing, producing and selling the variety ―without permission of 
PIH‖. 
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 The government reportedly held out-of-court settlement talks with the company, which eventually announced 
the withdrawal of cases. 

What do the farmers say? 

 Farmers say that the agreement was only that PIH would collect potatoes of diameter greater than 45 mm. 

 Farmers would store the smaller potatoes for sowing next year. 

 Some of the other accused farmers said they got registered seeds from known groups and farmer communities. 

 They had been sowing these for the last four years or so, and had no contractual agreement with anyone. 

 They said they learnt they were growing a registered variety only when they got a court notice. 

Is PHI's claim valid? 

 Rights on a patented seed differ from country to country. 

 In the US, if someone has patented a seed, no other farmer can grow it. 

 But the Section 39(1)(iv) of the PPV&FR Act of India has clauses in defence of the farmers in this case. 

 Under this, farmers were allowed to continue to practise in the same manner as was entitled before the coming 
into force of this Act. 

 In other words, they could save, use, sow, resow, exchange, share or sell farm produce including seed of a 
variety protected under this Act. 

 It was only specified that the farmer shall not be entitled to sell branded seed of a variety protected under this 
Act. 

 Certainly, in Pepsico's case, the seeds were not sold as branded seeds. 

Why is the PPV&FR Act significant? 

 India's choice in this regard is a conscious departure from UPOV (International Union for the Protection of 
New Varieties of Plants) 1991.  

 The UPOV 1991 gives breeders the right to monitor all aspects of a farmer‘s activity. 

 It bars the scope for farmers to re-use seeds without their permission. 

 But the PPV&FR Act was formulated to give farmers free access to seeds. 

 Japan and Canada, besides other developing countries, have also voiced their reservations against UPOV.  

 The argument that food should be kept out of rigid patent-like frameworks gains ground here. 

 It is not clear whether enhanced breeders‘ rights under UPOV have enhanced research and public welfare 
along expected lines.  

 But monopoly concerns as well as those related to health and the environment have assumed centre-stage over 
time. 

 To see in the Green Revolution context in India, indigenous varieties of rice have been rendered extinct by the 
propagation of hybrids. 

What lies ahead? 

 Plant diversity is crucial in a time of growing pest attacks, rising temperatures and climate change. 

 UPOV does not appear to be in sync with these realities. 

 However, breeder research should be promoted in drought resistant varieties of millets and pulses. 

 There is no reason to believe that India‘s legal framework does not allow this space, given the private 
participation in these areas. 

 Government efforts should balance among the aspects of providing for new varieties, farmers rights, and 
environmental concerns in this regard. 

10.6 High Powered Committee for Agriculture Reforms 
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Why in news? 

Prime Minister announced a high powered committee to recommend structural reforms in agriculture, at the 5th 
meeting of the Governing Council of NITI Aayog. 

What is the objective? 

 The proposed committee would include some Chief Ministers. 

 It would take a holistic approach on the subject, including allied activities of agriculture. 

 The key issues marked out for reference to the proposed committee include -  

i. private investment in agriculture 

ii. logistics 

iii. value-addition 

iv. marketing support 

v. irrigation, especially drip and other means of micro-irrigation 

vi. legislative changes required to revamp agriculture and its allied activities 

What were the earlier committees? 

 The most notable among panels in this regard are - 

i. the M S Swaminathan-headed National Commission on Farmers 

ii. the Shanta Kumar-chaired committee on food sector reforms  

iii. the Ashok Dalwai-led empowered committee on doubling farmers‘ income 

 The Swaminathan commission‟s report (2006) had sought a paradigm shift in the focus of agricultural 
development programmes. 

 It called for shift in focus from increasing production to raising farmers‘ income. 

 But this took over a decade for the government to realize the importance of this counsel and begin acting on it. 

 However, many other equally sensible recommendations of this commission still remain unattended. 

 The Dalwai committee‟s report (2018) had a key focus on the structural reforms and governance 
framework for agriculture. 

 Being the latest, its recommendation were most relevant to the prevailing agrarian situation marked by 
widespread farmers‘ distress. 

 Besides, there is the government‘s own think tank, the National Institution for Transforming India (NITI) 
Aayog. 

 The three-year action plan for agriculture crafted by NITI Aayog also addressed current challenges in the 
agriculture sector. 

How effective will the new committee be? 

 Most of the issues marked out for reference to the proposed committee have been dealt comprehensively 
before by the above panels. 

 They have come out with some well-judged inputs for reforming the key segments of the farm sector. 

 But invariably, many of the workable and wise recommendations in these reports remain unimplemented. 

 Given this, the real need for the new committee is highly contentious. 

What are the real challenges? 

 Agriculture, according to the Constitution, is a state subject. 

 So the truth is that the Centre has a very limited authority to intervene in matters related to agriculture. 

 It can do little without the cooperation of the states which, often, is unavailable in adequate measure. 

 The meager success of some of the Centre‘s key initiatives in agriculture stands as proof. 
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 E.g. the efforts at reforming agricultural marketing, legalizing land leasing and regularizing contract farming 

 The model Bills drafted to serve as the guides for the amendment of the state laws have failed to deliver the 
desired results.  

10.7 Evaluation of Farm Subsidies 

What is the issue? 

 There is an increasing discussion on replacing farm subsidy with direct cash transfer. 

 But subsidies and cash transfers may not be enough to end farmers‘ woes; capital investments in agriculture 
are the need of the hour. 

What is the current subsidy share? 

 The government spent about Rs. 2.56-lakh crore on various subsidies for the farm sector in 2018-19. 

 This is an increase of 43% over the previous year; the rise is primarily due to the higher MSP on crops. 

 For 2019-20, farm subsidies are set to increase further to Rs.2.77-lakh crore. 

 An Indian farmer enjoys numerous subsidies ranging from free power, water, to heavily discounted fertilizer. 

 They also extend to interest subvention on loans, discounted premium on crop insurance and minimum 
support prices for crops. 

What are the implications?  

 Capital Investment - Farm subsidies are a drain on public finance. 

 Subsidies are reducing the share of money that goes for capital investment. 

 This, in turn, is a key reason for the sufferings of farmers. 

 It‘s so because, offsetting high cost on inputs and helping farmers produce and earn more, initially creates an 
illusion of a healthy farm sector. 

 But eventually, problems arising from lack of infrastructure and market inefficiency show its own negative 
impact.[Today, only about 15% of the APMCs have cold storage facilities. 

 Also, less than 50% of mandis in the country have weighing machines.] 

 Unregulated use - The other concern due to input subsidies for agriculture is the unmindful use of resources 
such as water and power. 

 Input subsidies including those on urea have resulted in overuse of nitrogenous fertilisers and spoilt soil 
health. 

 Likewise, subsidies on power have resulted in depletion of the groundwater. 

 Cropping pattern - Subsidies have also skewed the cropping pattern, which has, in the process, taken a toll 
on the environment as well. 

 Monoculture has resulted in an increase in pest and disease attacks on crops and higher usage of chemical 
fertilisers. 

 Evidently, subsidy-driven agriculture is not sustainable. 

What could be done? 

 Rationalizing subsidies - Subsidising the cost of inputs is not going to end the problems of the 
marginal farmers of India. 

 Completely stopping subsidies may not be possible now given its reach and popularity; but it can be 
rationalised. 

 Subsidies could be linked to the size of the farm-holding, rather than offering them to every other farmer. 

 Direct transfers - The government can see if these subsidies can be paid via DBT (Direct Benefit 
Transfer) so as to plug leakages. 
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 Capital Investment - Gradually, the government should withdraw subsidies and possibly convert them 
to capital investments in the sector. 

 The impact of capital investment on both agricultural yield and poverty will be far higher than that of 
subsidies. 

 The promised investments in agriculture (Rs. 25-lakh crore over 5 years) can be made in - 

i. building a national-level warehousing grid with smaller warehouses near the farm-gate 

ii. setting up of agri-processing centres 

iii. providing assaying and grading machinery at mandis 

 Exports - There is the need for long-term policies on export trade, for the government departments to engage 
with exporters on a regular basis. 

 This can help keep farmers aligned with the global demand/supply and price situations. 

 Technical committee - There are talks about a technical committee with ICAR-NIAP as knowledge partner 
to work on building an agri-market intelligence system. 

 This process needs to be fast-tracked. 

 The system will put out price and demand forecasts for various major foodgrains and price-sensitive 
horticulture crops. 

 Land - The government should look at ways of aggregating the small land-holdings and help farmers draw 
benefit from farm mechanization. 

10.8 Water Management – Agriculture 

What is the issue? 

 A one-week delay in Indian monsoon has showed the extent of water crisis in the country in recent days. 

 The events call for a better water management policy in India, especially in terms of agriculture. 

How is India‟s water use? 

 India has only 4% of global freshwater resources. 

 But, it has to address the needs of about 18% of global population. 

 As per Central Water Commission, 78% of the total freshwater resources available in the country was being 
used for irrigation in 2010. 

 This is likely to be reduced to 68% by 2050. 

 For domestic use, it was just 6% in 2010, and is likely to go up to 9.5% by 2050. 

 So, by far, agriculture will remain the biggest user of water to produce enough food, feed and fibre in the 
foreseeable future. 

 Therefore, improving water supplies and efficiency in water use in this sector is essential to improve the 
overall situation on water. 

How unregulated is groundwater use? 

 Share - Of the total of about 198 million hectares of India‘s gross cropped area, roughly half is irrigated. 

 The major source of this irrigation is groundwater (63%); canals account for 24%, tanks 2%, and all other 
sources about 11%. 

 So, groundwater bears the real burden of irrigating Indian agriculture, driven by private investments from 
farmers. 

 Policy - The policy of cheap or free power supplies for irrigation has led to an almost anarchic situation in the 
use of groundwater. 

 Power subsidies to agriculture cost the exchequer roughly Rs. 70,000 crores each year. 

 Eventually, this leads to unregulated depletion of groundwater. 
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 Concerns - Overall, about 1,592 blocks in 256 districts are either critical or overexploited in this regard. 

 In places like Punjab, water table has been going down by almost a metre a year for almost two decades. 

 Almost 80% of the blocks in Punjab are overexploited or critical. 

What role does crop choice play? 

 Paddy and sugarcane, both water-guzzling crops, take away almost 60% of India‘s irrigation water. 

 One kilo of rice produced in Punjab requires almost 5,000 litres of water for irrigation. 

 One kilo of sugar in, say Maharashtra, requires about 2,300 litres of water. 

 Estimates vary on how much water the plant really consumes, how much evaporates, and how much 
percolates back into groundwater. 

 But traditionally, say a hundred years back, eastern Uttar Pradesh and Bihar used to be the sugarcane hub. 

 On the other hand, rice was grown largely in eastern and southern India, where rainfall was high and water 
plentiful. 

 All that has changed now with new technology and populist policies like free power. 

What is the way forward? 

 Political will - No political party wants to touch rationalisation of power pricing for agriculture. 

 Technological solutions, like drip, sprinklers, etc, cannot make much progress either due to policy shortfalls. 

 Israel has perhaps the best water technologies and management systems. 

 Ranging from drips to desalinisation to recycling (87%) of urban waste water, Israel has much for agriculture. 

 But implementing these on ground in India needs much political will. 

 Pricing - For the above technologies to make its potential progress, pricing has to be regulated. 

 One way out is to give farmers monetary rewards for saving water and power. 

 Crops - There could be income support on per hectare basis (say, Rs. 15,000/ha) for less water-guzzling 
crops. 

 E.g. maize or soyabean in Punjab during kharif season 

 This would save power subsidy and, more importantly, precious groundwater. 

 At least one million hectares of paddy cultivation needs to shift away from the Punjab-Haryana belt to eastern 
India. 

 Eastern India can develop better procurement facilities for PDS system for paddy. 

 Procurement from Punjab-Haryana needs to be discouraged/curtailed. 

 Similarly, sugarcane needs to be contained in Maharashtra and Karnataka belt and expanded in UP/Bihar 
belt. 

 With new Co238 varieties that give recovery rates of more than 10.5%, sugarcane can be developed for ethanol 
from this belt. 

10.9 Prospects of Cellular Agriculture 

What is the issue? 

India has an opportunity to become a leader in cultured meat sector by taking viable measures. 

What is Cellular Agriculture? 

 Cellular agriculture focuses on the production of agriculture products from cell cultures using a combination 
of biotechnology, tissue engineering, molecular biology, and synthetic biology. 

 It aims to create and design new methods of producing proteins, fats, and tissues that would otherwise come 
from traditional agriculture. 
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 Most of the industry is focused on animal products such as meat, milk, and eggs, produced in cell culture 
rather than raising and slaughtering farmed livestock. 

 The most well-known cellular agriculture concept is cultured meat. 

What is the significance of Cellular Agriculture? 

 The appeal of cellular agriculture is a combination of environmental, ethical and anti-Malthusian 
considerations. 

 Proponents show figures of how much land, food grain, water, and carbon emissions it takes to produce a 
kilogram of meat and argue that these figures will be around 70% lower with cellular agriculture. 

 Unlike conventional animal husbandry that has pretty much reached the limits of its efficiency, cellular 
agriculture has the potential to improve its resource intensiveness over time. 

 If it can achieve scale, it can help make global food production more sustainable than it is now. 

 This brave new sector is producing milk, eggs, gelatin, coffee, leather and silk using synthetic biology at low 
cost and with less labour involved in a short span of time. 

What are the opportunities before India in this sector? 

 India cannot afford to ignore the industry‘s potential to become an inexpensive source of high-quality protein 
for its population. 

 For instance, eggs in the midday meals served at government schools can be replaced by egg white proteins 
produced by fermenting yeast. 

 The produce foods that are neither pure vegetarian nor non-vegetarian will allows marginal non-vegetarians to 
prevail over their moral compunctions about harming animal. 

 And it could enable larger numbers of people to access higher quality nutrition and achieve better health 
outcomes. 

 Recent market research suggests that Indians and Chinese might be more open to cultured meat than 
Americans. 

 The US has to contend with formidable dairy farming interests and perhaps stronger consumer preferences for 
real red meat. 

 The Chinese have fewer hang-ups and are likely to become major players in the game. 

 Even so, India has an opportunity to become a major player in cellular agriculture. 

What is India‟s plan on introduction of cultured meat? 

 India occupies a middle ground when it comes to food choices, offering a less-queasy path for vegetarians, but 
still presenting a concern to those opposed to animal-origin foods. 

 It‘s being called ―ahimsa meat" in India and the Union government charged Hyderabad-based Centre for 
Cellular and Molecular Biology with the goal of producing it on a commercial scale in five years. 

 The budgetary allocation, for this project clings around ₹ 4.5 crore at this initial stage. 

 The Maharashtra government has approved a collaboration between the Institute of Chemical Technology and 
the Good Food Institute, a non-profit organization, to carry out research and development in cellular 
agriculture. 

 In late 2018, Clear Meat, a Delhi-based startup, entered the scene with a highly ambitious goal of bringing a 
product to market in 18 months. 

What further measures are needed? 

 India have the ingredients to start accumulating intellectual property and global production capabilities. 

 At the same time the sector needs greater public investment in research and development, as well as private 
investment in entrepreneurship. 

 The government should hold firm on its positive attitude towards the science and the industry. 

 The regulatory mindset ought to be to keep the doors open, but with ever-vigilant safeguards. 
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10.10 Reforming Agriculture 

What is the issue? 

 The first meeting of the Chief Ministers‘ Committee on transforming agriculture took place recently. 

 In this meeting, it was proposed to link the allocation of Central funds to farm sector reforms in states. 

Why do farming reforms have low progress? 

 Several farm sector reforms initiated by the Centre have failed to make much progress. 

 This is because of the states‘ apathy, the denial of funding which may prove counterproductive and 
undermines the spirit of federalism. 

 Squeezing funds would be unfair to do in the above case. But if it is attributable to administrative lethargy and 
inefficiency or politically motivated one-upmanship, harsher fiscal steps may be justified. 

Why the tie-up could be done? 

 Leveraging Central finances for pushing states to hasten reforms is not new. 

 In 2017, the NITI Aayog had advised the agriculture ministry in 2017 to tie up a part of the grant under the 
Rashtriya Krishi Vikas Yojana (an umbrella farm development scheme) with the implementation of farm 
sector reforms. 

 However, this proposition was not pursued due to the fear of backlash from state governments. 

 But if some chief ministers are themselves veering round to this view, it may be worthwhile to try it out, even if 
on a selective basic. 

What change could be done? 

 A beginning can be made to push reforms in fields such as agricultural marketing, land leasing, contract 
farming, crop insurance, and agricultural credit. 

 A way to avoid the states‘ indifference towards the Centre‘s farmer-oriented agenda could be to shift 
agriculture from the State list to the Concurrent List of the Constitution‘s Seventh Schedule. 

Who suggested such a change? 

 Such a statutory translocation of agriculture was suggested by the M S Swaminathan-led National 
Commission on Farmers in its final report in 2006. 

 The Dalwai committee‟s report, 2018 on the issues related to doubling farmers‘ income by 2022, also 
favored putting agricultural marketing on the Concurrent List. 

 However, the amendment to the Constitution for this purpose would require the support of 2/3rdmembers of 
both houses of Parliament and an endorsement by a requisite number of state legislatures.   

What is the way forward? 

 To carry forward some vital and need-based reforms in agriculture to restore profitability and mitigate 
farmers‘ lingering financial woes. 

 Exit avenues also need to be created to let farmers quit farming if they intend to do so to improve their 
livelihood prospects. 

 The Chief Ministers‘ panel could come out with practically feasible plans to rejuvenate the country‘s farm 
sector. 

10.11 Issues with Zero Budget Natural Farming 

What is the issue? 

 A dramatic policy shift towards Zero Budget Natural Farming (ZBNF) was announced in the Budget, 2019. 

 This emphasis on ZBNF must be analysed critically and holistically. 

What are some concerns? 

 Cost - ZBNFs ability to reduce the cost of production and raise farmers‘ net returns from cultivation is yet to 
be proved. 
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 Little research has been done on these so far. 

 Yield - There is a concern whether there will be more yield under this practice in comparison to chemical 
farming as there are varied agro-ecological conditions across states. 

 As the demand for high-value commodities is increasing by the day, there is a doubt whether ZBNF would be 
appropriate for this. 

 Training - Farmers aren‘t equipped with appropriate training to make the shift. 

 The availability of livestock for urine and dung is doubtful. 

 Farmers might go back to a system followed by their parents during pre-Green Revolution period. 

What are the other measures to be taken? 

 More investment in irrigation is needed.50% of net sown area is rain-fed. 

 Farmers cannot remain dependent on rain. 

 The government expenditure is more on the operation and maintenance of operational dams in the country 
and less towards capital intensity. 

 The government should encourage private investment through provision of subsidised credit and subsidy on 
capital. 

 Farmers are unaware of tech interventions and new farming practices. The NSSO 70thround 
(2012-13) noted that government extension programmes have not been able to reach most farmers. 

 Marketing of agricultural commodities has hardly progressed. Farmers receive a small share of the 
consumer rupee due to a long chain of intermediaries in marketing. 

 Sale of produce in APMC-run regulated markets hardly provides solace. 

 A survey says that a majority of farmers prefer to sell their produce to village traders and they receive prices 
below MSP for wheat and rice in most states. 

10.12 Working towards a new Blue Revolution 

What is the issue? 

 India has the potential to become the world‘s largest seafood producer. 

 This could be achieved by rethinking the existing Blue revolution. 

What are some government‟s initiatives? 

 The Government has constituted an independent Ministry for Fisheries. 

 The Budget 2019 has reiterated the Centre‘s commitment to usher in a new Blue Revolution by strengthening 
the fisheries sector. 

What is India‟s position? 

 India currently ranks second in the world in aquaculture production at 4.7 million tonnes per annum, 
while China is way ahead at 60 million tonnes p.a. 

 India‘s aquaculture sector has the potential to upstage China. 

 In the process, it could create greater employment opportunities, increase the volume of exports, 
strengthen the rural economy and contribute substantially to the country‘s GDP. 

What could be the strategy for its 2030 Master Plan? 

 The key strategy should lay special thrust on, 

1. Increasing productivity in inland fisheries and 

2. Full utilisation of India‘s deep-sea fishing potential. 

 China has a coastal line that is twice of India and has larger areas of inland water resources and reservoirs. 

 But India has one of the largest Exclusive Economic Zone (EEZ) areas of over 2 million sq.km. 
compared to China‘s 0.88 million sq.km. 
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 So, the development of EEZ calls for new systems and large-scale deployment of offshore aquaculture 
activities of high value species. 

 Ocean ranching is one area which will yield rich social dividends, without damaging the ecosystem. 

 India needs a single uniform national data on marine fisheries because it will help in efficient planning 
for the future. 

How to leverage tech for blue revolution? 

 A few dedicated satellites for the management of fisheries could be used. 

 India should bring in 5G technology to its offshore aquaculture activities to increase output and promote 
tourism. 

 Stringent laws ensuring habitat protection should be part of the plan. 

 There is a need for dynamic policy shift in inland fisheries field. 

 For better utilisation of our resources (coastal, brackish and inland), we need to create brood-stock 
banks for the diversification of cultivable species. 

 Innovative aquaculture practices (Biosecurity, aqua-mimicry, etc) can be put into use to achieve higher 
yields at reduced cost. 

 Farm upgradation and automation can be done using AI/IOT, instrumentation, sensors and other cyber-
physical systems of production. 

 India should look at the cultivation of macro and microalgae since it requires limited space, grows faster 
than the terrestrial plants and also results in a comparatively higher yield. 

 While marketing the product, we need to concentrate on factors like processing and value addition. 

What is the role of logistics? 

 A robust logistics support requires complementary infrastructural facilities (cold chain and storage facilities) 
to handle peak harvests. 

 Marketing infrastructure and cloud-based market intelligence should also be put in place. 

 India should also concentrate on providing a quality certification based on globally accepted good 
management practices. 

 The twin elements of sustainability and traceability both for the marine and inland sectors, should be 
ensured. 

What should India do before unveiling its 2030 Master Plan? 

 India should sync the thought processes of various stakeholders including the Central ministries and 
State governments, under the close monitoring of the Prime Minister‘s Office. 

 Efforts should be made to integrate aquaculture and agriculture to boost farmers‘ income. 

 All the above-mentioned aims need long-term investments - in research and development and technology 
upgradation. 

  


