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1. ECONOMY

1.1 Pointers that India is witnessing a K-shaped Recovery

Why in news?

The pointers are indicating that India is witnessing a K shaped recovery more than V-shaped with various groups and
industries recovering much more rapidly than their counterparts.

What shapes of economic theory are in debate?

e V-shaped recovery - A V-shaped recovery is characterized by a quick and sustained recovery in measures of
economic performance after a sharp economic decline.

e Such recoveries are generally spurred by rapid V-SHAPED RECOVERY

readjustment of consumer demand and business
investment spending. 5

e Because of the speed of economic adjustment and
recovery in macroeconomic performance, a V-shaped
recovery is a best-case scenario given the recession.

e The recoveries that followed the recessions of 1920-21
and 1953 in the U.S. are examples of V-shaped
recoveries.

PERCENTAGE CHANGE REAL GDP

e The Economic Survey 2021 predicted a ‘V-shaped’
post-pandemic recovery. -0
o &P FdP>FGSFP>FIP
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e Therecovery in FY22 is indeed V-shaped after the first
quarter because of 20 % expansion — a sharp upturn
after a quick decline.

K-SHAPED RECOVERY

¢ K-shaped recovery - A K-shaped recovery is one in
which the performance of different parts of the
economy diverges like the arms of the letter "K"

e InaK-shaped recovery some parts of the economy may
. X . RECOVERING INDUSTRIES
see strong growth while others continue to decline. I TECHNOLOGY

RETAL
e Overall, the natural consequence of a pandemic is the SEACHEERE

widening of inequality and a K-shaped recovery. INDUSTRIES NEEDING
ASSISTANCE
e Education, for example, is inherently K-shaped in many s T
places and this has become even more skewed due to HOSPITALITY
Covid-19.
e A K-shaped recovery exhibits wealth inequality, greater IP—— < " Recovery
ecession

corporate monopolies, a continuing racial wealth gap,
long-term unemployment for low-income workers, and accelerating technological adoption.

What indicates that the economy is witnessing K shaped recovery?

e Signs from industry - The effects of this K-shaped recovery can be observed through the growth and
consumption in specific industries.

e A report by CRISIL indicates that in the year 2021, two-wheeler sales are set to decline by 3%-6% year-over-
year on top of a lower base in the year 2020.

e The sales of two-wheelers are the second-lowest it has been in seven years and the festival season was unable to
rectify this phenomenon.
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On the other hand, premium cars and premium motorcycles have been resistant to the pandemic slowdown.

Impact of taxation - The taxation policy of the Government insists on maintaining indirect taxes on fuel and
consumer products while lowering corporate taxes.

While inflation soars, the incomes of the middle and lower-middle-class have at best remained constant leading
to a sustained loss in disposable income.

On jobs - Over five million people lost their jobs in October, according to a Centre for Monitoring Indian
Economy (CMIE) report.

Unemployment coupled with the high food and fuel prices push families into poverty.
On NREGA - There is a greater demand now for MGNREGA jobs than in the pre-COVID-19 era.

But, in 2021-2022, the Government had cut its budget allocation towards MGNREGA by 34% for its inability to
compensate workers in time and fairly.

People who are looking for MGNREGA work cannot afford to be unpaid for such long durations and this again
ties back to placing upward pressure on unemployment figures.

Stimulus and growth - The recovery in the stock market and other such financial assets over the past year
has been phenomenal but only less than 5% of India directly benefited from the said recovery.

The lower middle class which does not invest in such assets has no guard against inflation and their only hedge
against inflation is their income.

The disproportional benefit of the asset price inflation favouring the upper-middle-class further displays the
inherent K-shape of the recovery.

How can the Government address this phenomenon?

1.2

The U.S. and European economies have stimulated the economy bottom-up through unemployment cheques
and social welfare schemes.

It is crucial that the Government addresses this phenomenon and works towards aiding the middle and lower-
middle class.

It is essential to prioritise those who are more likely to spend (the middle and lower-middle-class) rather than
those who have a greater propensity to save.

Social welfare schemes must be given greater importance to assist households to get through this period.
The velocity of money which sustained a significant shock from pandemic lockdowns needs to be kickstarted.

The Government needs to increase the progressive (direct) taxes and reduce the regressive (indirect) taxes to
ease the financial pressure on lower-income households.

The Duality in India’s Economic Recovery

What is the issue?

In the process of recovery of pandemic-induced economic crisis, there’s a gap between rich and poor States due to
vaccination levels and between the unemployed and the well-heeled.

What is the status of economic recovery in India?

The RBI projected real GDP growth of 9.5 %for the FY 2021-22.

Similar projections have been made by multilateral agencies like IMF and World Bank, projecting GDP growth
rate in the range of 8.5-9.5 % indicating a V-shape recovery.

The optimism is the result of increased consumer confidence and vaccination coverage.

Google data indicates that the mobility trend across retail, transit, residential, and workplaces is back to its pre-
pandemic level.

Real-time Indicators such as PMI, e-way bills, GST collection, electricity demand, etc. recovered to their pre-
pandemic level.

Industrial output recovered during the quarter ending September 2021 and recorded a growth of 8 % compared
with 2020.

The GST collections grew more than 25% in July, August, September and, October and reached an all-time high
of Rs 1.3 lakh crore in October 2021.

CHENNAI | SALEM | MADURAI | COIMBATORE DELHI g | BANGALORE | THIRUVANANTHAPURAM

SINGE 2000


http://www.shankariasacademy.com/
http://www.iasparliament.com/

www.shankariasacademy.com

IAS PARLIAMENT 5

www.iasparliament.com

Information is a Blessing

Exports grew 38% in the quarter ending September 2021.

The stock market is soaring up with a record number of IPOs debuting.

What are the reasons for India’s economic recovery?

e Positive consumer confidence Current economic crisis will have deep impact; we expect economic ‘recovery’ in
seven quarters settling into a new normal
e Higher vaccination coverage Real GDP growth rate (%, FY20 - FY22)
8% Phase 1: Phase 2: Phase 3:
¢ Decline in the number of infections ., el iy oot
e Fading threat of the new Covid T — s
wave 2%
Growth is expected to
e Increased consumption ~ ** Sk o s o8
. + Lockdowns 10 sovorely a%ect output * Slow recovery 0ue 10 shock
expenditure e st
. . “%
e Festivals boosting the demand Real GOP growth B ——
5% rate gzwm
. FY20 2% 3 ‘pont up Camand’ comes back
What factors are attributed to the ,, o = L
. Retall iquicity crieis intensfes
uneven economic recovery? FY2e a7
™ ssseeeeeereeereRRRRREE & s 8 8 g 8
L] L] . % 5 FS > > > > >
e Level of vaccination- The §8323%53233 5308898 § § & 5 § &
higher income States have COVID-19 -~ Non COVID-19

$ouwrces: Government data. PGA Labs snalyss

vaccinated 45-50% of its eligible
population but the fully vaccinated population in poorer States remains under 30%.

Saving glut — A global saving glut (cash hoarding, dead cash, dead money) is a situation in which desired
saving exceeds desired investment.

The pandemic created a saving glut with the top income quintiles leading to reduced consumption and economic
uncertainties.

It is this section of the population that is leading the present recovery.
Unemployment - The bottom 50 % income quintile suffered permanent loss of jobs and incomes.

As per CMIE’s consumer pyramid survey, the labour force participation rate has declined from 43% to 39%
between March 2020 to September 2021.

In absolute terms, 1.4 million people have been forced out of the labour force.

Increased poverty — Around 3.5 million people are unemployed and have stopped looking for jobs coming
under the category of discouraged workforce.

As a result, the absolute number of poor in the country has increased by 76 million between 2011 and 2020.

Income disparity — The saving glut forces the interest rate to fall and people search for alternative asset
classes for a higher return.

In India, these excess savings are getting channelised into the stock markets and real estate, fuelling asset prices.

Asset price bubbles make the rich feel even wealthier widening the inequality.

How can the issue be addressed?

1.3

For an even recovery, the economic duality needs to be rectified and the people in the bottom 50% income
quintile who are still in doldrums, require income and consumption support.

The focus must be on addressing the equity concern and speeding up vaccination rates in low-income States.
Fiscal policy needs to be prioritised over monetary policy.

Targeted demand push in the form of extension of the free ration scheme, financial support to struggling SMEs
and increased outlay for MGNREGA may help sustain the economic recovery.

IMF Outlook: India’s Case

Why in news?

The recent edition of World Economic Outlook (half yearly report) has been published by International Monetary Fund

(IMF).

CHENNAI | SALEM | MADURAI | COIMBATORE DELHI @ | BANGALORE | THIRUVANANTHAPURAM

Aot 2
SINGE 2000


http://www.shankariasacademy.com/
http://www.iasparliament.com/

www.shankariasacademy.com

IAS PARLIAMENT 6

www.iasparliament.com

Information is a Blessing

What has the report projected?

It has also noted that the employment growth likely China 8.1 I
to lag the output recovery us 7.0 I
. . . I 7.
What explains the IMF’s turn for pessimism on the bic : o I
. Spain 6.2 N
Indian rupee?
world 6.0 N
e The IMF sees the rupee depreciating from Rs.70.9 France 5.8 [N

For India, the Fund has lowered the real GDP growth rate for 2021-22 to 9.5% from the earlier 12.5%.
Its forecast for 2022-23 was 6.9% earlier and has been upgraded to 8.5%.
For India, the medium-range forecasts is up to 2026-27.

The report has cited that the global economic recovery momentum had weakened due to the pandemic-induced
supply disruptions.

The dangerous divergence in economic prospects which is due to large disparities in vaccine access, and
differences in policy support remains a major concern.

The IMF has become relatively more pessimistic on GROWTH STORY
the Indian rupee versus US dollar (USD) in Revised projection for India’'s IMF's latest projection for
October. FY22 GDP growth rate (%) other major countries (%)

to Rs.89.4 in 2020-21 against the US dollar by “\ur  world oeco ape  Germany 3.6 [
2026-27. Bank Japan 2.8l

In April, the implied exchange rate forecast for S°urce: Respectiveglobalbodies

2026-27 was Rs.85.8.
So, the US dollar is stronger by 4.2% at the end of 2026-27 as per the October 2021 forecast.

This will lower India’s nominal GDP in USD terms in 2026-27 to $140 billion.

Why recovery in employment may lag the recovery in GDP?

Employment around the world remains below its pre-pandemic levels due to
o Reflecting a mix of negative output gaps
o Worker fears of on-the-job infection in contact-intensive occupations,
o Childcare constraints
o Labor demand changes as automation picks up in some sectors
o Frictions in job searches and matching

The employment lag output growth in India might be due to the already existing massive unemployment crisis
and informal or unorganised sectors

The gap between recovery in output and employment is likely to be larger in emerging markets and developing
economies than in advanced economies.

Also young and low-skilled workers are likely to be worse off than prime-age and high-skilled workers,
respectively.

What does the IMF call for?

The top priority is to vaccinate at least 40% of the population of every country by the year-end and 70% by the
middle of next year.

The IMF called for stronger commitments at the United Nations COP26 in Glasgow and said advanced
economies needed to deliver on their $100-billion-per-year international climate finance pledge to developing
countries.

It has asked the Group of Twenty (G20) to speed up the restructuring of unsustainable debt of poorer countries.

The IMF has earlier cited that there’s still room for the Government of India to provide more support without
disturbing the fiscal deficit.

There need to be a credible medium-term strategy for India to reduce the debt-to-GDP ratio to make room for
future development and infrastructure needs.
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1.4 The Emphasis on Capital Expenditure
What is the issue?

Recently, Finance Minister Nirmala Sitharaman held a meeting with Chief Ministers and Finance Ministers of all the
States and Union Territories to push the States to focus on capital expenditure.

What is capital expenditure?

e C(Capital expenditure (Capex) is the money spent by the government on the development of machinery,
equipment, building, health facilities, education, etc.

e Capital expenditure includes money spent on the following:
o Acquiring fixed and intangible assets
o Upgrading an existing asset
o Repairing an existing asset
o Repayment of loan
What is the significance of capital expenditure?

e  Multiplier effect - Capex has the maximum multiplier effect (change in rupee value of output with respect to
a change in rupee value of expenditure).

e This multiplier effect works through expansion of ancillary industries and services and job creation.

According to National Institute of Public Finance and Policy, every rupee spent as a revenue expenditure has a
multiplier effect of Rs 0.98 while capex delivers a multiplier effect of Rs 2.25 in the year it is incurred and Rs 4.80
during the course of the entire expenditure.

¢ Labour productivity - On the supply side, Capex can facilitate labour productivity.

¢ Macroeconomic stabiliser - Capital expenditure is an effective tool for countercyclical fiscal policy and acts
as a macroeconomic stabiliser.

¢ Revenue generation - Capital expenditure leads to the creation of assets are long-term in nature and allow
the economy to generate revenue for many years and boosts operational efficiency.

e Liabilty reduction - Along with the creation of assets, repayment of loan is also capital expenditure as it
reduces liability.

e Economic growth - Government capex catalyses private investment, increases production capacity thereby
speeding up economic growth which in turn creates a lot more jobs.

What is the status of Government spending on capital expenditure?

e The budgetary allocation towards capital expenditure is Rs 5,54,236 crore in FY2021-22 which is a rise of 34.5%
over FY2020-21.

e The States cumulatively spend more on capex than the Centre. In FY21, the states spent Rs 4.46 lakh crore while
the Centre’s spend was Rs 4.12 lakh crore.

e States spending on capex has better multiplier effect than the expenditure incurred by the Centre because the
Centre’s capex includes defence capital spending (roughly about Rs1 lakh crore) which provide little impetus to
the Indian economy.

e But, the money spent by states is not uniform throughout the year but is bunched up and spent in the last quarter
of the fiscal.

e Sometimes, the states are unsure of the revenue flow and prioritise revenue expenditure and asset creation
happens towards the end of the fiscal.

What measures have been taken to boost the states’ Capex spending?
e The Finance Ministry recently fixed quarterly targets and incentivised those that achieved it to borrow more.
e The States were supposed to spend 15% of the budgeted capex by Q1, 45% by Q2, 70% by Q3 and 100% by Q4.

e In Q1 of FY22, combined capex of 23 States rose by 15% than in FY20 and the Centre’s capex rose by 55% in Q1
FY22 than in FY20.

¢ Some States opposed that such a policy impinges on fiscal federalism and argued that States had the right to
spend the money they get from devolution the way they want.
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Most of the high GDP States like Maharashtra, Tamil Nadu, Gujarat and Rajasthan failed to meet the target.

The Finance Minister decided to release a month’s devolution in advance ( Rs 95,082 crore was released on
November 22) to leave enough cash in the hands of the States so that they could ramp up the capex.

Will the States change their approach?

1.5

This is debatable considering the uncertainty that the pandemic has created when it comes to revenue
generation.

Uncertainty in economic recovery - Even though GST collections have risen sharply, it is not clear if it is
due to increased demand or a sustained recovery and it is too early to say if the Coronavirus has been
vanquished.

States may want to wait and watch before ramping up capex with many European countries imposing total
lockdown again.

The Centre is better placed to spend more on capex as it gets revenue from various types of cess that are not
shareable with the States.

Additional debt - For many States the additional borrowing is not an incentive as they are already heavily
leveraged and would not want to add to the debt.

Tamil Nadu, Andhra Pradesh, Sikkim and Manipur, have negative cash balance as of end-October and it is
unclear if they will use it on capex or prefer to clear their pending revenue expenses.

Need for Capex - Spending on roads, power plants, ports and airports generate better multiplier effect than
investing in buildings.

Both the Centre and the States should also focus on the quality of capex.

It is necessary if India has to escape its current moderate pace of economic expansion and post strong double
digit GDP growth in a sustained manner in the future.

Global Minimum Corporate Tax Deal

What is the issue?

Around 136 countries have signed an agreement at the OECD meeting to redistribute taxing rights and impose a global
minimum corporate tax on large MNCs operating globe over.

What is the need for a global minimum corporate tax rate?

What does the new agreement say?

Large MNCs have traditionally been taxed based on where they declare their profits rather than where they
actually do business.

This allowed several large companies to shift their
profits to low-tax jurisdictions (tax havens).

This has led to significant decline in Global corporate Global Minimum Tax lllustration

tax rates since the 1980s to well below 25% in 2020.

. . Alpha Overseas operations J
The double taxation avoidance agreements have been iif| company > I: Country B
exploited by using the mismatches between the tax S
laws of various countries. On Country B

earnings

The COVID-19 pandemic has also severely battered
economies and affected the tax revenues of
governments.

Global Minimum Difference
Tax=15% of 5%

Headquarters

The agreement fixes the corporate tax rate at 15% on v
large MNCs across the world.
. p Country A 4

It let the governments to impose a top-up tax on home Alpha pays 5% “top up” taxes to

. . Country A on Country B earnings
companies that pay lower than 15% tax on profits they i TaxRate=20%
declare abroad thus adding additional annual revenues b Pdmmmmmmmm e
to the budgets of governments. IO g s e i
The deal also allows a government to impose top-up gartner.com
taxes on the subsidiary of a foreign company if it ‘ , ‘ Gartner
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declares profits through its home headquarters in a different country and pays less than 15% taxes on those
profits.

e This prevents companies from profit shifting to tax havens.

e India, China, Russia, Germany and other countries have signed the agreement, which has to be implemented
from 2023.

What measures have been taken earlier to prevent tax evasion?

¢ Digital Services Tax- Countries like Belgium, Britain, India and Indonesia brought in Digital
Services Taxes on the local sales of foreign firms with online platforms.

¢ Equalisation levy — Based on the recommendations of Akhilesh Ranjan Committee in 2016, India became the
first country to implement the equalisation levy

e It was levied at 6% on online advertisement services earned by non-residents and at 2% on e-commerce
operators.

What are the expected benefits?

e The agreement will stop the countries racing against each other to cut taxes to attract
businesses.

e It will increase the tax revenues and help governments invest in social development.
What are the challenges in the agreement?

¢ Oxfam International has criticised the deal, arguing that the minimum corporate tax rate of 15%
is too low.

e Some view that it may hamper the various economic benefits that come with tax competition among countries.

e The so-called tax havens such as Ireland, Switzerland, Bermuda etc. are defended as they benefit citizens of
high-tax countries.

e Higher taxes in the home countries will suppress the ability of the companies to serve the consumers in their
countries.

e India would have to reconsider the equalisation levy and address issues such as the share of profit allocation
and the scope of subject-to-tax rules.

e Simultaneous implementation of the law by all the signatories will be a tedious process.
e India’s Direct Tax Code has to be revamped in accordance with the concept of global minimum tax.

e Th agreement if achieved may herald the dawn of the ‘Golden Era’ of direct taxes.

1.6 Where and How Inflation Hits
Why in news?
Over the last few months, as most economies have started to recover, inflation has emerged as an important challenge.
What is the issue?
e Data from October showed the highest year-on-year spike in inflation in over 30 years in the United States.

e There are other countries too - inflation in Germany is 4.5%, Russia over 7%, Brazil 10%, Turkey 20%, and
Argentina over 50%.

e The sharp and steady increase in prices has been mainly due to the unexpectedly fast demand recovery along
with supply bottlenecks.

e The term “stagflation” which was popular in the 1960s and the 70s has regained currency.

e Inflation is the rate of increase in prices over a given period of time. Stagflation describes a situation of stagnant
economic growth, along with persistently high inflation.

What is the situation in India?

¢ India does not face a serious stagflation situation, but it has its own set of inflation worries.
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Over the past few months, headline retail inflation  chart 2: Core inflation stays elevated, at close to 6%  ¢&iained.
measured by the Consumer Price Index (CPI) has

been well within the RBI’s comfort zone of 6% at 7.0% = Core CPI ~Core-core inflation

the upper end. 6.5% | (¥YoY)

But Indians are likely to face sustained
inflationary pressures till the next financial year
(2022-23).

In India, high inflation occurred even before the
start of the pandemic, mostly in food and fuel
prices which is usually a temporary phenomenon
due to short-term or seasonal factors.

But if these prices stay up for long, they tend to
seep through the core inflation which is now
higher than headline inflation.
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A major reason for high headline inflation in India was the high inflation in food prices but food price inflation
has simmered down over the past few months.

Core inflation is close to 6% now, and unless international crude prices come off sharply, core goods inflation
may stay elevated.

The headline inflation measure demonstrates overall inflation in the economy. It is more volatile compared to core
inflation.

Core inflation is the change in the costs of goods and services but does not include those from the food and energy

sectors.

‘Who has been worst affected by high inflation of late?

1.7

Crisil Research published a detailed paper explaining how the same level of inflation affects different sections
of India differently.

During the last of 2020-21 and in the first half of 2021-22, it was the urban poor (bottom 20% in the income
category) that faced the highest inflation rate.

But since April, food prices inflation have  SeSained
come down sharply, fuel inflation has Table 1: CPl inflation across different income

soared, while core inflation has stayed classes* (y-o-y %)

high.

In the urban areas, fuel price inflation Income FY21 H1FY22

has been soaring at almost 15% and the segment Rural Uiban Rural Ot
worst affected are the urban poor who

spend almost 11% of their income on Top 20% 5.9 6.4 5.4 5.4
buying fuel. Middle 60% 5.9 6.8 5.2 5.5

In rural areas, people belonging to the Bottom 20% 5.9 7.0 5.2 5.6

oA
bottom 20% income bracket have some *with share of commodity groups in basket as weights

relief as food and beveragES. which Source: NSSO, National Statistics Office (NSO), CEIC, CRISIL
account for over 60% of their total

consumption, has an inflation rate of just

3.5%.

The rich who spend much of their total consumption on goods and services that are neither food nor fuel will
face a tougher time since core inflation is likely to stay high for some time.

US Inflation and Impact on India

What is the issue?

The United States’ Labor Department reported that retail inflation had spiked to 6.2 % in October whereas India’s
National Statistical Office data showed that retail inflation rose to 4.5 % for the same month.

What is inflation rate?

It is the rate at which prices increase over a given period.

In India, the inflation rate is calculated on a year-on-year basis.
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A high inflation rate erodes the purchasing power of people.

Since the poor have less money to withstand fast-rising prices, high inflation hurts them the hardest.

What has caused the inflation surge in the US?

Increase in demand - the unexpectedly fast recovery spurred an all-round demand from consumers.

This recovery was further fuelled by billions of dollars pumped by the government to provide relief to consumers
and those who lost their jobs and to stimulate demand.

Decrease in supply - The pandemic in 2020 led to widespread lockdowns and disruptions across the world.

Companies let go of employees and sharply curtailed TRAJECTORY OF INFLATION RATES (%)
the production. [inoi] [UNiTeD STATES |
80 8 80
The supply chains of production spanning several | = /f\\ \Vadh — -
countries and continents were bent out of shape. o 7/ ' ”\l o —~
40 /338 A6Z 40
Since the pace of economic recovery has been much | s{ ed 30{250 - =
faster than the supply chain recovery, this has | V4 BN
worsened the mismatch between demand and supply | ol 0
thus triggering a sustained price rise. ws a0 200 wn aw o 0% 2

Why is US inflation a matter of concern?

The Federal Reserve, the US central bank, targets an inflation rate of 2 %.
The 6.2 % inflation rate in the the US is the largest year-on-year increase in the last three decades.
The retail inflation in the US has been rising sharply almost every passing month since May 2020.

Hence, the US inflation rate has become a massive concern for its citizens.

What is happening in India?

India was one of those rare major economies where high inflation occurred even before the pandemic.

The retail inflation had frequently been above the comfort zone of the RBI between 2 % and 6 % for an extended
period since late 2019.

Despite India entering a technical economic recession in 2020, RBI has not lowered its benchmark interest rates
since May 2020 because India’s retail inflation has stayed above or near the RBI’s upper limit for the last two
years.

It is only in the last couple of months that the headline retail inflation rate has reduced to below 5 %.

While the overall inflation average appears manageable at present, the core inflation is now over 6 % which
threatens to breach the RBI’s comfort zone.

What will be the impact of US inflation on India?

1.8

When prices increase globally, it will lead to higher imported inflation i.e. Indians import will become costlier.

High inflation in the advanced economies, especially the US, will likely force their central banks to adopt a tight
money policy which will lead to higher interest rates.

So, Indian firms trying to raise money outside India will find it costlier.

Also, RBI will have to align its monetary policy at home by raising interest rates domestically.

RBI Retail Direct Scheme and the Integrated Ombudsman Scheme

Why in news?

Prime Minister Narendra Modi has recently launched two customer-centric initiatives of the RBI — the RBI Retail Direct
Scheme and the Integrated Ombudsman Scheme.

What is RBI Retail Direct Scheme?

The scheme allows retail investors to buy and sell government securities (G-Sec) online, both in the primary and
secondary markets.

The retail investors can now invest in G-Secs by opening a gilt securities account called Retail Direct Gilt
(RDG) Account with the RBI.
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Only one bid per security is permitted and payment to the aggregator/receiving office can be made through
using the net-banking or UPI facility from the linked bank account.

Registered investors can access the secondary market transaction link on the online portal to buy or sell
government securities through NDS-OM.

For buying of government bonds, payment can be made by transfer of funds to the designated account of CCIL
(Clearing Corporation of India NDS-OM).

A "Gilt Account" means an account opened and maintained for holding Government securities. Instead of money,
the account is debited or credited with treasury bills or government securities.

Retail Investors are non-professional investors who buy and sell securities or funds that contain a basket of
securities such as mutual funds and exchange traded funds (ETFs).

What is RBI Integrated Ombudsman Scheme?

Ombudsman is an appellate body where customers can escalate complaints if the financial institution fails to address
the complaint within 30 days. The banking ombudsman scheme was launched in 1995.

The integrated ombudsman scheme amalgamates 3 ombudsman scheme of RBI - banking ombudsman scheme
of 2006, ombudsman scheme for NBFCs of 2018 and ombudsman scheme of digital transactions of 2019.

Itis based on “One Nation-One Ombudsman” with one portal, one email, and one address for the customers
to lodge their complaints.

The new scheme also includes non-scheduled primary co-operative banks with a deposit size of Rs 50 crore and
above.

The responsibility of representing the Regulated Entity and furnishing information in respect of complaints
filed by customers would be that of the Principal Nodal Officer in the rank of a General Manager in a Public
Sector Bank or equivalent.

It will improve the grievance redress mechanism for resolving customer complaints against RBI’s regulated
entities.

RBI’s Executive Director-in charge of Consumer Education and Protection Department would be
the Appellate Authority under the integrated scheme.

Customers will be able to file complaints, submit documents, track status, and give feedback through a single
email address.

There will be a multilingual toll-free number that will provide all relevant information on grievance redress.

It will be cost-free for customers of banks and members of the public.

What are the importance of these schemes?

1.9

The schemes were launched at a time when rising inflation adds pressure on the RBI to lift rates.

Tighter monetary policy is likely to weaken the demand for bonds and this slew of measures aim to ease the
financial sector.

These people centric initiatives will be a major structural reform that will deepen the financial inclusion.

RBI data shows that with increased awareness, digital penetration and financial inclusion, there was a steep rise
in the number of complaints against various regulated entities.

The retail participation will see higher participation of retail investors which would imply better and wider
understanding of the market.

Digital Lending Draft Rules

Why in news?

The ‘Report of the Working Group on Digital Lending including Lending through Online Platforms and Mobile Apps’
has been released by the RBI.

What is digital lending?

Digital lending is the process of availing credit online

Digital lending is mostly preferred by those who are generally not able to avail any credit through the formal
sources of finance like banks.
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What digital lending models have been in place?
e Presently, there are three digital-lending models seen through the regulatory-approach lens.
¢ Bank/NBFC-owned digital platforms — They operate under the direct regulatory purview of RBI.

¢ Fintech companies’ proprietary digital platforms - They work in partnership with banks/NBFCs,
typically under an outsourcing arrangement to support sourcing of borrowers, assess creditworthiness using
alternative data and recover the dues.

e Being mere intermediaries, these platforms are not required to seek any registration with RBI and are only
indirectly regulated through RBI’s outsourcing guidelines applicable to Banks/NBFCs.

o Peer-to-peer (P2P) lending platforms - They usually involve the otherwise unregulated retail lenders.

e  RBI has mandated such platforms to seek registration as NBFC-P2P and thus they are directly regulated by
RBI.

What is the significance of digital lending?

e Instant disbursal of funds DIGITAL LENDING PROCESS

e Customer friendly application Customer Assessment Sanction .
S : Collections
p ] Acquisition & Analytics & Repayment
o aperless process > = > S .
p p Jlt ,I é t, l;f'c'ent custom:
. . A A nstant payment, ici u: er
e Transparent and simplified s e el reduced cost management
process
e Reasonable interest rates
¢ Ensure swift payback
ceoeooooeoeoees oo eos oo oo oo oo ee cPeooeoeoooeoee
. L] L]
* Reduced credit gap ’ Customer engagement :
. . . " N
e Operating cost effieciency . s
e | d t i .
3 3 3 4 _ mproved customer experience,
e Financial inclusion : o engidainy !
Example— JAM (Jan Dhan— . increased crosselling opportunities .
Aadhaar-Mobile) trinity cecccccecs cocecccce cocccccce coccccons e see

What are the concerns of digital lending?

e Unauthorised lenders

e Exorbitant rates of interest

e  Use of coercive repayment methods

e Non consensual collection of user data
RBI report finds 600 illegal loan apps operating in India which are available on several app stores for Android users.
What are the key recommendations on digital lending?

e The working group was set up on January 13, 2021 with Jayant Kumar Dash, Executive Director of RBI as the
Chairman.

¢ Loan servicing - The balance-sheet lending through the apps should be restricted to RBI-regulated entities.

e Allloan servicing should be executed directly in a bank account of the balance-sheet lender and disbursements
should always be made into the bank account of the borrower.

e Nodal agencies - Nodal agencies must be set up to run digital lending applications through stringent
verification processes .

e Legislative measures - The group has recommended that in the medium term, the government may consider
bringing in legislation to prevent illegal lending activities by introducing the ‘Banning of Unregulated Lending
Activities Act’.

¢ Technology standards - Certain baseline technology standards should be developed when it comes to digital
lending apps and compliance with those standards as a pre-condition.

e Algorithmic features used in digital lending has to be documented to ensure transparency.

e The group recommends that auditable logs should be kept for every action that a user performs on the app and
that every fintech app must be signed/ verified in a secured manner.
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Data collection and usage - Data should be collected from the borrower with prior information on the
purpose, usage and implication of such data and with the explicit consent.

All such data must be stored in servers located in India.

Reporting oflending activities - Lending by regulated entities (REs) through lending apps must be reported
to credit bureaus.

And only regulated entities can access bureau data for the purpose of collecting or reporting data on behalf of
borrowers.

Interest calculation - Interest must be calculated on the basis of the actual number of days and no
prepayment penal rate of interest for short-term consumer credit.

Shaping the Self- Regulatory Organisations (SRO)- Standardised code of conduct for recovery to be
framed by the proposed SRO in consultation with RBI.

The group recommended the maintenance of a ‘negative list’ of Lending Service Providers by the proposed SRO.

What does the draft rule imply?

1.10

The panel wants to encourage more legitimate lenders while enhancing customer protection and making the
digital lending ecosystem safe and innovative.

The digital lending market in India is evolving fast, and with the Fourth Industrial Revolution it is a matter of
time for a shift from digital-too to digital-first to digital-only.

It is now up to digital apps to play by the rules and self-regulate themselves.

As the universe of fintech grows, RBI must arm itself with the necessary technology and technical expertise
needed to track lending apps on a real-time basis.

Equalisation Levy: Prevailing Issues

What is the issue?

Due to the amendments made in the Finance Act 2021 to widen the equalisation levy provisions, various interpretational
issues have arisen.

What is Equalisation Levy?

Equalization Levy 1.0 —Commonly known as Google Tax, EL 1.0 was introduced in 2016 as a withholding
tax.

It covered only services and is introduced via part of Finance Act and not by way of amendment to the Income
Tax Act 1961.

It charged an equalisation levy at the rate of 6% of the amount of consideration for any specified service
received or receivable by a -resident from a person resident in India or a non-resident having a permanent
establishment in India.

Equalization Levy 2.0 - Commonly known as the Amazon Tax, EL 2.0 was introduced in 2020 which is
directly levied on the Non-resident.

EL 2.0 covered e-commerce supply or services and was made by way of amendment to Finance Act 2016.

It charged an equalisation levy at the rate of 2% of the amount of consideration received or receivable by an e-
commerce operator (non-resident) from e-commerce services to a person resident in India or a non-resident
or a person who buys goods and services using internet protocol address located in India.

EL 2.0 is applicable to e-commerce operators (ECO) having sales, turnover, or gross receipts of Rs20 million in
a financial year.

What amendments were made in the Finance Act 2021?

Any foreign company providing services/goods in India through a digital platform could be within the scope of
the levy.

Given the expanded definition of ‘online sale of goods’, a mere payment that is made through an online mode
can potentially be subject to the transaction to equalisation levy.

The compliance obligation to discharge the levy in India is on the non-resident company.
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e Pure traditional brick and mortar businesses that use a fair degree of digitisation, (website, digital payments)
may also come under the net of EL 2.0.

What issues need to be addressed under EL 2.0?

¢ Interplay between EL and Royalty/Fees for Technical Services (FTS) - The classification of income
as royalty/FTS/business income has been a subject matter of prolonged litigation.

e Royalty and FTS are subject to withholding tax on gross basis but if an enterprise has a Permanent
Establishment in other country then such income is taxable as business profits on net basis.

e The present provisions are silent on the treatment of EL already paid by the taxpayer.

e There is a lack of clarity on whether the EL paid by the enterprise shall be allowed as credit against the tax
liability arising on account of taxability as Royalty/FTS or refunded to the taxpayer and if it is to be refunded
what is the mechanism to claim such refund.

¢ Non-availability of foreign tax credit (FTC) - The question whether the ECO will be eligible to claim the
FTC of EL paid will depend on the local tax laws in home jurisdiction.

e The taxes covered under the respective Double Taxation Avoidance Agreements (DTAA) between India and
foreign countries generally do not cover the EL and it is likely that the tax credit may not be available for the EL
paid in India.

e  With countries with which India does not have a DTAA , if the home country jurisdiction of ECO recognises EL
as a type of direct tax and entitles the ECO, the ECO may be able to claim the tax credit.

¢ Applicability to inter company transactions and reseller arrangements - The EL 2.0 provisions do
not provide any exemption for inter-company/ intra-group transactions.

e The present scope of EL 2.0 is widely worded and could cover such inter-company transactions provided they
qualify within the definition of ‘ECO’ and ‘e-commerce supply or services’ as provided in EL laws.

¢ Technological challenges in locating IP address - Transactions between two non-residents where either
the marketplace is in India or the IP address is located in India have been brought under the ambit of the EL
2.0.

e This could cover transactions of a non-resident tourist purchasing goods or services on a non-resident operated
e-commerce platform using an Indian IP address which may pose a challenge for various stakeholders.

e Meaning of the term ‘digital or electronic facility or platform’ - Neither the EL law nor the Income
Tax Act defines or explains this term.

e In the absence of any definition, the term is capable of being interpreted in different ways and can potentially
cover ubiquitous digital communication tools like emails or calls.

¢ Definition of the term ‘goods’ and ‘services’ - The term ‘goods’ and ‘services’ have neither been defined
under the Finance Act nor the Income Tax Act leading to interpretational issues.

How does the future of EL 2.0 look?
e The future of EL 2.0 depends on the adoption of OECD Pillar 1 and 2 amendments by India.

e Foreign companies need to factor in these levies as part of their global tax planning as it is likely to increase the
cost of doing business in India without the ability to claim the tax credit in the home country.

e Ttis now necessary to assess the implications of EL 2.0 and currently it requires clarity.

1.11 Sunset Clause for Bad Banks
What is the issue?

The RBI recently gave license to National Asset Reconstruction Company Limited (NARCL), popularly known as a bad
bank but the absence of a clause about the lifespan of NARCL may lead to a moral hazard problem.

What are bad banks?

e Technically, a bad bank is an asset reconstruction company (ARC) or an asset management company that takes
over the bad loans of commercial banks, manages them and finally recovers the money over a period of time.

e The bad bank is not involved in lending and taking deposits.

e It just helps commercial banks clean up their balance sheets and resolve bad loans.
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e The takeover of bad loans is normally below the book value of the loan and the bad bank tries to recover as much
as possible subsequently.

e US-based Mellon Bank created the first bad bank in 1988.

e The role of the bad bank is to establish a liquid market for NPAs to enable the banks to sell their NPAs at a fair
value.

What is the status of NPAs in India?

e Currently, the Indian banking system has one of the highest gross non-performing assets (GNPA) to total asset
ratio globally.

e Post-covid stress scenarios estimated by the RBI pegs it at an aggregate GNPA ratio in the range of 12.5- 14.7
%

What mechanisms have been initiated to recover NPAs?

e Debt recovery tribunals - under the Recovery of Debts Due to Banks and Financial Institutions (RDDBFI) Act
in 1993

e Asset Reconstruction Companies (ARCs) - a part of the Securitisation and Reconstruction of Financial Assets
and Enforcement of Security Interest Act (SARFAESI Act) in 2002

e Insolvency and Bankruptcy Code (IBC) in 2016
What is NARCL?

¢ India’s first-ever bad bank, National Asset Reconstruction Company Limited (NARCL) will acquire stressed
assets worth about Rs 2 lakh crore from various commercial banks

e It will pay 15% of the agreed price in cash and the C
o : : : . ommercial Banks
remaining 85% will be in the form of Security Receipts. Bad
a

e The rest will be paid when the assets are sold by India Loans. . Good

Debt Resolution Company Ltd (IDRCL). Assets
¢ Rs 90,000 crore of the asset will be managed in the first

hase.

P __| Mutually Agreed
e A government guarantee will back the Security Receipts Price of The NPA

for a maximum amount of Rs.30,600 crore, and the The Bad Bank

guarantee will be valid for a resolution period of five (NARCL)

years. Buy's the NPA
i i ; at a mutually Bad Bank
e The NARCL is essentially an Asset Reconstruction

Company (ARC) with only two distinguishing features agread priee
pany (ARC) y g g R e
1. NARCL is intended for dealing in big sized Funded 4
tickets by GOI
i IDRCL
2. NARCL has a partial government guarantee. i B e
o The effectiveness of ARCs hinges on (IDRCL) sells posm—
1. A focused mandate for setting up the ARCs He asse;:;:: A
2. Limited lifespan of the ARC | Buyer of Asset

3. Market-based resolution of NPAs
What are the issues in NARCL?
e The absence of a clause about the lifespan of NARCL may lead to a moral hazard problem.

e Propagation and evergreening of bad loans - Public sector banks (PSBs) which own 51 % stake in NARCL may
continue buying their own stressed assets through NARCL.

e There are question marks over the government guarantee of Rs 30,600 crore in providing liquidity and creating
a market for the NPAs.

How can the problems be addressed?

e The government should address the lifespan issue of NARCL in the form of a sunset clause to increase the
effectiveness of the NARCL.
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There should be a fair and transparent mechanism while setting the haircut on the stressed assets by the NARCL.

The net asset value of the Security Receipts must be fairly priced to boost the participation and liquidity in the
security receipts market.

There needs to be a strong political will to recognise bad loans and support legal infrastructure to address wilful
defaulters.

Unity Small Finance Bank

Why in news?

The RBI has issued a Small Finance Bank (SFB) license to the consortium of Centrum Financial Services and Digital
payments platform BharatPe.

What are SFBs?

Small Finance Banks is a specific segment of banking created by RBI with to undertake basic banking activities
to un-served and underserved sections.

The draft guidelines for licensing of small banks in the private sector were formulated and released by RBI in
2014.

Objectives - The objectives of setting up of small finance banks will be to further financial inclusion by
o Provision of savings vehicles

o Supply of credit to small business units, small and marginal farmers, micro and small industries and
other unorganised sector entities, through high technology-low cost operations.

Eligible promoters include
o Resident individuals/professionals with 10 years of experience in banking and finance
o Companies and societies owned and controlled by residents

o Existing NBFCs, Micro Finance Institutions and Local Area Banks that are owned and controlled by
residents can opt for conversion into small finance banks

There will not be any restriction in the area of operations of small finance banks.

The minimum paid-up equity capital for small finance banks shall be Rs. 100 crore.

What is the significance of this SFB?

1.13

The RBI has issued a new bank license after a gap of nearly 6 years and the new SFB has been incorporated as
‘Unity Small Finance Bank’.

The assets and liabilities of Punjab and Maharashtra Co-operative Bank will be taken over by the new entity.
This proposal sheds light on the need for traditional lenders to expand their digital infrastructure.

In the buy-now-pay-later (BNPL) and micro-lending models, companies like Paytm, Google Pay, Amazon Pay,
etc. have partnered with NBFCs to assess creditworthiness of an existing customer and present it to the lender
as a potential borrower.

For BharatPe, an SFB licence means it could expand its lending portfolio.

The lending rates offered by SFBs could be attractive for small merchants across the country looking to borrow
to fulfil their working capital needs.

RBI’s Microfinance Proposals

What is the issue?

RBI’s Consultative Document on Regulation of Microfinance which aims to promote financial inclusion of the
poor and competition among lenders is likely to unfavour the poor.

Why is microfinance crucial for rural households?

Microfinance is becoming increasingly important in the loan portfolio of poorer rural households.

Unsecured or collateral-free loans from private financial agencies (SFBs, NBFCs, NBFC-MFIs and some private
banks) forms the major chunk.
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These loans were of disproportionate significance to the poorest households and to persons from Scheduled
Castes and Most Backward Classes.

These microfinance loans were rarely for productive activity and used mainly for house improvement and
meeting basic consumption needs.

Poor borrowers took microfinance loans, at reported rates of interest of 22% to 26% a year against the low
interest offered by institutional mechanisms such as PACS.

Why are microfinance loans costlier?

Method of repayment - An official flat rate of interest used to calculate equal monthly instalments which
rises the effective rate of interest over time.

Processing fee and insurance premium — A processing fee of 1% is added and the insurance premium is
deducted from the principal.

As the principal is insured in case of death or default of the borrower or spouse, the interest rate is higher in
response to high risk of default.

What is different about the recent phase of growth of financial services?

The privately-owned for-profit financial agencies are regulated entities and are promoted by RBI.
Lending by small finance banks (SFBs) to NBFC-MFTIs has been recently included in priority sector advances

In the 1990s, given the lack of regulation and scope for high returns, several for-profit financial agencies such
as NBFCs and MFIs emerged involving in malpractices.

The microfinance crisis of Andhra Pradesh led RBI to formulate a regulatory framework for NBFC-MFIs in 2011
based on the recommendations of the Malegam Committee.

Later RBI permitted SFBs to take banking activities to the “unserved and underserved” sections of the
population.

The RBI’s consultative document notes, 31% of microfinance is provided by NBFC-MFIs, and another 19% by
SFBs and 9% by NBFCs.

What will be the implications for the poor?

1.14

The current share of public sector banks in microfinance (SHG-bank linked microcredit) of 41%, is likely to fall
sharply.

This privatisation of rural credit will reduce the share of direct and cheap credit from banks and leave the poor
borrowers at the mercy of private financial agencies.

It has also raised concerns about the implications for women borrowers.

To meet the credit needs of poorer households strengthening of public sector commercial banks and firm
regulation of private entities is needed.

Need for a Vibrant Corporate Bond Market

What is the issue?

As India’s corporate bond market is expected to boom and with the vacuum created by erstwhile development finance
institutions (DFIs), the time is ripe for developing a deep, liquid and vibrant corporate bond market.

What is the status of Indian corporate bond market?

Since 2008, corporate bond market has been witnessing higher investment flows.
It was mainly due to

o Simplification of procedures

o Sophisticated clearing and settlement of trades

o Focus on better disclosure standards

o Issue of exotic bonds (Masala bonds, Green Bonds, etc.)

o Raising the quantitative limits for foreign institutional investors

While primary corporate bond issuances were of ¥7.8 lakh crore during FY2020-21, outstanding corporate debt
stood at ¥35.1 lakh crore (18.2 % of India’s GDP).
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The Indian bond market has been dominated by sovereign bonds and the corporate bond market has a meagre
share of 27% during the last decade.

What are the problems in Indian corporate bond market?

Crowding out by issuance of G-Secs

Private placement

Persistent inflation coupled with higher interest rates
Information asymmetry

Limited diversified basket of instruments

Mliquid secondary market

Non-availability of repo options

Absence of broad investor base

Lack of credit default swaps/insurance

What measures can be suggested to overcome this issue?

1.15

Financial literacy and education - Since over 76 % of adults in India do not even understand the basic
financial concepts, audio-visual contents/booklets may be developed as part of the digital literacy drive.

Incentives for retail investors - Indian corporate bond market is dominated by a few institutional investors
and professional fund managers, mainly concentrated in financial services sector (72.1 %).

The government may provide tax incentives to channelise household savings into financial assets such as
corporate bonds from real estate and gold.

ESG framework - Corporates following the ESG (Environmental, Social, Governance) framework may have
greater strategic freedom and will be the primary choice of market-savvy investors.

Credit guarantee enhancement: At present, credit guarantee fund scheme exists for MSMEs to extend
collateral-free credit.

Similar one can be provided for enhancement of corporate bonds through creation of an earmarked fund by
collecting cess from the cash-rich companies.

Maintaining price stability - The government’s public debt needs to be gradually downsized for effective
transmission of monetary policy in order to crowd in private investment.

Enhancing liquidity - Tri-party repo market may be developed for corporate bonds to provide liquidity for
the participants in the market.

The regulators may act together to allow ‘A’ rated corporate bonds as collateral to expand the issuers and the
investor base.

Functional autonomy - Independent directors and credit rating agencies should have functional
independence to improve corporate governance and to boost the investors’ confidence.

Corporate bond index - A dedicated corporate bond index enables real time monitoring of the market and
fosters price discovery, thereby increasing investor’s buoyancy.

Fed's Dot Plot

Why in news?

The Federal Reserve announced that it will reduce its asset purchases by $15 billion a month in November and December
2021 which made commentators to look forward to the actual US Fed dot plot on interest rates.

What is the concern associated with Fed Reserve’s reduction of asset purchase?

Tapering means gradual slowing down of purchases of securities and bonds.

Once the tapering is complete, the Fed may go for reduction in the size of the balance sheet to slowly remove
the monetary stimulus.

In 2013, a similar announcement led to a ‘tantrum’ across financial markets.

CHENNAI | SALEM | MADURAI | COIMBATORE DELHI g | BANGALORE | THIRUVANANTHAPURAM

SINGE 2000


http://www.shankariasacademy.com/
http://www.iasparliament.com/
https://www.iasparliament.com/current-affairs/us-federal-reserves-stance-and-india

IAS PARLIAMENT 20

Information is a Blessing

www.shankariasacademy.com
www.iasparliament.com

What is US Fed dot plot?
¢ The dot plot is the expected trajectory of interest rate hikes proposed by US Fed members in graphical form.

o The US Federal Reserve’s Federal Open Market Committee (FOMC) releases its dot plot along with its
projections on other major economic indicators like GDP, inflation, etc.

e 18 members participate and every member of the committee offers their prediction on where the policy rate
should be over the next three years.

e Each member’s interest rate forecast is then plotted on a graph in the form of a dot plot.

e The dot plot was introduced by the Fed in 2012 and is published four times a year (once a quarter) in March,
June, September and December.

Why is it important?
e The Fed’s dot plot tells the market in advance where interest rates could be heading in future.

e The dot plot is particularly important because the US central bank has been maintaining its interest rates near
zero for a prolonged period.

e The dot plot will give a hint to the markets on when the rate hike cycle may begin and, more importantly, what
could be the possible pace of increases in rates.

What does the dot plot say?

e The dot plot released in June 2021 had shown 12 members out of 18 predicting that rates would remain at the
current levels of 0-0.25 per cent.

e But in September, this had come down to nine indicating that the first-rate hike is possible in 2022 itself.

e It also showed that there could be three rate hikes in 2023.

1.16  RBI caps IPO Funding by NBFCs
Why in news?

The RBI has issued a fresh set of rules for non-banking finance companies (NBFCs) which limits lending to IPO investors
to Rs 1 crore per borrower from April 1, 2022.

What is an Initial Public Offering (IPO)?

e An initial public offering (IPO) refers to the process of offering shares of a private corporation to the public in a
new stock issuance.

¢ Companies must meet requirements by exchanges and the Securities and Exchange Commission (SEC) to hold
an IPO.

e IPOs provide companies with an opportunity to obtain capital by offering shares through the primary market.
How does IPO funding work?

e IPO Funding is a loan offered for applying in primary stock market by NBFC's to high net worth individuals
(HNT).

e The investor pays only small margin for applying in IPO and rest amount is funded by the lender.
e Interest is charged between 8 to 12% and it varies by the lender.

e Through TPO Funding, an investor can leverage its own funds in primary market and thereby maximize the
profits in a very short span of time.

e IPO Funding loans are short term loans, where in most cases they are for 7 days, from the IPO closing day to
date of listing of IPO shares.

e Repayment of these short term loans is up to 3 months.

What are the advantages of IPO funding?
e Investor can apply for more shares, thus increasing the chances of a large allotment.
e Offers good opportunity to make huge profits in a short span.

e Only small amount of margin is needed which increases the profits multifold.
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Funding cost came down significantly in recent time because of quick IPO listings and reduced interest rates.

Simple Documentation and streamlined speedy processing of loans.

What are the concerns of IPO funding?

It is a high risk high reward investment that could result in to massive losses.
Since investor pays only small amount of margin money, the losses could be multi fold.
It is not for investors applying in retail category.

Borrowing limit varies as per the scheme launched for the IPO, and on the level of subscription under the HNI
category.

Interest rate varies as per the scheme launched for the IPO, and is charged upfront.

What is the new RBI framework?

Layer-based structure - Under the new framework, the regulatory structure for NBFCs shall comprise four
layers — base, middle, upper and top layer.

The first category primarily entails non-deposit taking NBFCs with less than Rs 1,000 crore in assets.
The second category includeall deposit taking NBFCs irrespective of asset size.

The Upper Layer will comprise the top ten eligible NBFCs in terms Proposed NBFC categories
of their asset sizes.

) » NBFCs needing
higher regulation/

Depending on sudden risk factors, the RBI can move Upper Layer
supervision

companies to the Top or fourth category, citing systemic risks.

» Systemically

Sensitive exposure — Exposure to the capital market and significant

commercial real estate shall be the sensitive exposure for NBFCs.

The RBI has proposed sensitive sector exposure norms for NBFCs
in the middle and upper layers.

Base Layer

3 . Non-deposit taking NBFCs,
owned fund for NBFC-Investment and Credit Companies, NBFC- P2P .enﬁmg p|atfo§ms, etc

MFTI and NBFC-Factors shall be increased to Rs 10 crore by March
2027.

Minimum net owned fund - The regulatory minimum net

Management of NBFC affairs - At least one of the directors should have relevant experience of having
worked in a bank or an NBFC.

Why has the RBI come out with this rule?

Non-banks are able to borrow funds at 4-5 % and interest rates on such loans have dropped to 7-8 %.

Leveraged IPO bids unfairly tilt the allotment process in favour of short-term bettors removing the genuine
long-term investors and distorting price discovery.

The new rule aims to moderate the over-subscription numbers and listing gains.

The RBI aims to put the NBFCs on line with banks that already has Rs.10 lakh limit.

What implication will the RBI rule have for upcoming IPOs?

1.17

The new rules might reduce the quantum of funds available with high networth investors (HNI) for bidding in
IPOs.

The number of oversubscriptions in the HNI category will come down which will benefit the price discovery
process.

The NBFC sector has undergone considerable evolution in terms of size, complexity, and inter-connectedness
and hence there is a need to align the regulatory framework for NBFCs.

SEBI - ESG Funds

Why in news?

SEBI recently came out with a consultation paper for introducing disclosure norms for ESG (environment sustainability
and governance) mutual fund schemes.
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What are ESG funds?

ESG Mutual Funds are Thematic Mutual Funds that invest in socially responsible companies.

ESG funds are those funds whose asset allocation mostly includes shares and bonds of companies that are
evaluated based on the environmental, social, and governance factors.

An organisation is said to be ESG compliant if it meets all the criteria of environmental, social, and governance
standards.

The ESG companies are assessed on their sustainability before they are given the tag.

The ESG parameters reflect on an organisation’s culture, the risk involved, and management, among other
things.

Criteria included, among others

Environment: Companies that -

put out carbon or sustainability reports

Limit harmful pollutants and chemicals

Seek to lower greenhouse gas emissions

Use renewable energy sources

Companies that -

operate an ethical supply chain

support LGBTQ rights and encourages diversity
have policies to protect against sexual misconduct

pay fair wages

Governance: Companies that —

embrace diversity on their board
embrace corporate transparency

employ a CEO independent of the board chair

What are the SEBI’s recent proposals?

Earlier in 2017, SEBI had said that sectoral or thematic funds must have at least 80% of investments in specific
sectors or themes.

Now, SEBI has specified that ESG funds should have at least 80% of their total assets in securities following the
sustainable theme, since these funds fall under the thematic category.

The rest 20% assets should not be in stark contrast with the ESG philosophy.

The AMCs (Asset Management Companies) should disclose the nature and extent of the scheme’s ESG-related
objectives and the approach used for screening companies.

This will help investors judge if the fund meets their requirements.

ESG funds should only invest in companies which have filed Business Responsibility and Sustainability Report
(BRSR) from October 1, 2022.

What is the rationale?

With the increased emphasis on adopting sustainable growth, there has been a surge in ESG investing globally.
ESG assets surpassed $35 trillion by the end of 2020.

The momentum is expected to continue with ESG funds accounting for a third of global assets under
management in 5 years.

Investing based on the ESG theme is beginning to attract higher interest in India too.

As per SEBI data, at the end of September 2021, there were 8 ESG thematic equity schemes with assets under
management (AUM) of 12,085 crore.

However, the regulation of this segment is at a nascent stage, globally and nationally.

CHENNAI | SALEM | MADURAI | COIMBATORE DELHI @ | BANGALORE | THIRUVANANTHAPURAM

SINGE 2000


http://www.shankariasacademy.com/
http://www.iasparliament.com/

IAS PARLIAMENT 13

Information is a Blessing

www.shankariasacademy.com
www.iasparliament.com

e SEBI’s recent norms is an effort to tighten the disclosure, strategies and practices of funds based on the ESG
theme.

e It will help check ambiguity and usher in transparency.

1.18 The Mauritius route of Tax Evasion
What is the issue?

The Financial Action Task Force (FATF) has removed Mauritius from its ‘grey list’ of countries which may indirectly
lead to higher investment to India from the Island nation.

What is the status of Mauritius in FATF’s list?

e Mauritius was put on the list in February 2020 for its weak system to counter money laundering and terror
financing.

e Mauritius has been one of the largest contributors of FDI to India but due to this restriction RBI had last year
directed that financial firms should not be set up with funds from Mauritius.

e  Mauritius has strengthened its anti-money laundering and terror financing process and has addressed related
technical deficiencies to meet the commitments in its FATF action plan.

e FATF, therefore, informed that Mauritius is no longer subject to its increased monitoring process.
Why was Mauritius preferred for routing foreign investments into India?

¢ India-Mauritius double tax avoidance agreement (DTAA)— DTAA is a tax treaty signed between India
and another country so that taxpayers can avoid paying double taxes on their income earned from the source
country as well as the residence country.

e This allowed foreign investors to avoid capital gains tax on investments.

¢ Weak regulatory system in Mauritius - Loose regulations have made it easy for companies to round-trip
money into India through name-plate entities.

e  But with the adoption of the General Anti Avoidance Rules in 2017 and changing of the DTAA which removed
the tax benefits, the Mauritius route has become less attractive.

e Towards the beginning of 2012, FPIs from Mauritius were the largest holders of Indian equity and debt
instruments but Mauritius has slipped to second position in the last five years.

e Foreign direct investors are also increasingly preferring the Singapore route where the regulations are tighter.
e After the US, Mauritius is the second largest route for inflow from foreign portfolio investors.

What will be the implications of removing Mauritius from the grey list?
e Removal of Mauritius from grey listing will help regain its status as a financial centre.

e This would enable Indian non-banking and other financial services companies to receive FDI from funds and
vehicles incorporated by international investors in Mauritius.

e Itis also expected that now there would be less scrutiny by custodian banks on the 'beneficial ownership’ (BO)
of Mauritius vehicles coming in as FPI and FDI.

e Many offshore funds continue to prefer Mauritius which is comparatively inexpensive and serves as a gateway
for investments in African countries.

1.19  Refining India’s Oil Purchasing Strategy
Why in news?

Government is looking at bringing together the domestic refiners (both public and private sector players) to strategise
and negotiate with the oil producers.

What is the present scenario with crude oil?

e International crude oil prices have been consistently surging in October 2021, with an increase of around $10 a
barrel in average prices compared to September.

e The rising fuel prices are creating a huge burden on the consumers.
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It is also denting the country’s trade balance, as over 85% of India’s crude oil requirements are met through
imports.

What has the Standing Committee on Petroleum & Natural Gas (2013-14) recommended?

Instead of all oil PSUs carrying out purchase of crude oil, it is recommended to form a joint venture company
promoted by all interested PSUs.

This will be entrusted with the work of importing of crude oil required for them in line with their refining
specifications.

This company may be given enough flexibility enjoyed by private sector refineries.

They can thus carry out their operations including price negotiation, hiring of ships and negotiate better terms
on freight etc. which will help PSUs save work relating to imports.

Till July 1998, the entire requirement of crude oil imports was canalised through Indian Oil Corporation (I0C),
the sole canalising agency.

Thereafter, private and joint sector refineries were allowed to procure their own requirement of crude oil.

Import of crude oil was further decanalised from April 2002, with all PSU oil companies being permitted to
import crude oil independently.

What is the recent proposal?

The Ministry of Petroleum and Natural Gas has initiated efforts to bring together oil refiners.

This time the government is attempting to bring all refiners, both public sector as well as private players,
together.

Initially the group will meet once a fortnight and exchange ideas on crude purchases.
The refiners can form joint strategies and even do joint negotiations wherever they are comfortable.
There will be no direct involvement of the government as it will just facilitate making of a consortium.

The deals will be struck by the players with the producers.

What is the significance?

1.20

Purchase of crude oil is a complex process.

It involves negotiations of contract floating of tenders, shipping arrangements, unloading at ports, transporting
to refineries etc, refinery complexity and most importantly the discounts offered by the sellers.

Also, private sector refiners have more flexibility in their crude sourcing mechanism than a public sector entity.

So, forming a consortium or a structured body can go a long way in planning the requirement and working out
the logistics.

It can help the entities analyse together the data of the country they want to import from.

They can better understand the procurement requirements and then order together with stronger bargaining
power.

However, the commercial agreements or deals will be independently struck by the refiners as the purchase order
will be separate.

The concept is still at a nascent stage; the nuances of terms of reference and how it will operate has to be worked
out.

Trade Union-Gig Economy Interplay

What is the issue?

Trade unions are actively engaging with the emergent gig economy, bridging the gaps between platforms and workers.

What are the recent developments?

Trade unions are adapting quickly to new-age ways of organising and collective bargaining.

Gig worker federations have initiated social media training for members as a newer means of organising
workers.
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e Urban Company (a home-based service platform) announced a 12-point agenda to improve the working
conditions of its worker-partners after social media highlighted lapses.

e GST Council considered making e-commerce operators (ECOs) in food delivery such as Swiggy and Zomato
liable to pay the GST on restaurant services supplied through them.

Significance

e Trade unions are predicated on traditional employment, while the gig economy relies on flexibility and
heterogeneity.

¢ Given this inherent dichotomy, the trade union-gig economy interplay is noteworthy.
What are the notable developments globally?

e California’s AB5 law (passed with the efforts of trade unions) - Entitles independent contractors to ‘employee’
status.

e The recent invalidation of Proposition 22 (enacted in opposition to AB5) has resulted from trade union activity.

e New York - Platforms and trade unions are negotiating a middle-path, ensuring minimum pay and other benefits
to independent contractors.

e This is in exchange for trade unions giving up demands for ‘employee’ status; a legislation is expected soon.

e The recently proposed Protecting the Right to Organise Act, 2021 (PRO Act) in the US expands the scope of
worker rights to organise and collectively bargain.

e UK - The Supreme Court unanimously held that drivers on a popular ride-hailing platform were “workers,”
making them eligible for social security benefits.

e This improves the potential for collaboration between platforms and trade unions on issues including earnings,
representation, organising and pensions.

How is the trade union-gig economy interplay in India?
e  Multiple gig worker organisations have emerged in India.

e (Claiming significant membership, they seek to address wide-ranging concerns (including wages, compensation
and working conditions) and not solely social security.

¢ Formation of an ‘umbrella union’ of gig workers across the country.

e A petition is filed at the Supreme Court, seeking social security benefits for gig and platform workers as
“workmen” under existing legislation.

What are the long-pending demands and concerns?
e Call for reduction in commissions
e Call for waiver of vehicle loans
e  Gig worker organisations remain dispersed.
e  Gig worker organisations not gaining stronghold in India due to -
1.The dearth of traditional employment opportunities in India, and the low entry barriers for gig work.
ii.In the absence of traditional jobs’, gig workers may lack the incentive to organise and bargain for ‘rights’.
What has led to the recent attention on gig economy?
e Pandemic-induced dependence on gig workers
e Issues highlighted via gig worker unions
¢ Enactment of the Code on Social Security, 2020

e Increasing social media engagement - Becoming a potent tool to represent issues and negotiate with platforms.

1.21  Trade Protectionism in India
What is the issue?

The trade protectionism measures in India is at rise and could potentially hamper the international trade limiting the
trade gains.
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What reflects India’s protectionist regime?

Tariff measures - The average of India’s tariffs has increased by almost 25 per cent to 11.1 per cent in 2020-
21 since the past decade.

These increases in tariff rates have reversed the political consensus on tariff liberalisation that India followed
since 1991.

Anti-dumping measures - According to the WTO, from 2015 to 2019, India initiated 233 anti-dumping
investigations.

The anti-dumping initiations by India from 1995 till 2020 stand at 1,071 which is higher than the initiations by
the US,the EU and China.

Ban on import or export - India recently amended Section 11(2)(f) of the Customs Act of 1962, giving the
government the power to ban the import or export of any good if it is necessary to prevent injury to the economy.

This provision was applied earlier only to gold and silver and is consistent with Article XX(c) of the GATT.

The amendment is non-accordance with the GATT provisions that impose certain conditions for imposing
import bans such as

o Ifasudden, significant and sharp increase in imports causes serious injury to the domestic industry
o On trade on account of balance of payment difficulties
o For national security purposes
o Must not be applied in an arbitrary or discriminatory manner
o Must not restrict the international trade
Expanding the scope of Article 11(2)(f) to cover any good is inconsistent with India’s WTO obligations.

FTA restrictions — Rules of origin determine the national source of a product and helps in deciding whether
to apply a preferential tariff rate (if the product originates from India’s FTA partner country) or to apply the
most favoured nation rate (if the product originates from a non-FTA country).

India amended the rules of origin requirement under the Customs Act imposing burdens on importers to
dissuade them from importing goods from India’s FTA partners.

Vocal for local — India’s Atmanirbhar bharat (self reliant India) gives preference to domestically made goods
creating an ecosystem where imports are undermined, upsetting the trading partners.

What are the implications?

1.22

Protectionist steps are justified on the ground that they would help domestic companies grow into viable
competitors.

But the fact is that protectionism does not benefit the domestic economy.
It rather encourages inefficiency of domestic manufacturers.

It is likely to hurt exports, make domestic goods costlier and reduce benefits to consumers from increased
competition.

So in the long term, protectionism is likely to have only a negative effect on industry’s ability to compete globally.

For India to reap the benefits of the summits and partnerships like Quad, there needs to be a fundamental shift
in policy.

Amore pragmatic approach in line with the recent initiatives to reverse the retrospective tax legislation and
provide support to the flailing telecom sector must be expanded.

WTO’s 12th Ministerial Conference

Why in news?

The World Trade Organization's 12th Ministerial Conference (MC12), a forum to ensure trade rules will take place from
30 November to 3 December 2021.

What is the WTO Conference (MC12)?

The WTO is an inter-governmental organization for negotiating trade agreements, settling trade disputes,
monitoring trade policies and delivering technical assistance on trade to developing countries.
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The Ministerial Conference is the highest decision making body of the WTO.

Trade ministers generally meet at the Ministerial Conference every two years, but MC12 was postponed due to
COVID-19.

MCi2 will be chaired by Timur Suleimenov, the Kazakhstan President’s Envoy for International Trade.

‘What will happen at the WTO Conference in December?

MC12 Multilateral Discussions

Vaccines and other critical supplies - Vaccine distribution, export restrictions, trade facilitation and
improved transparency in medical supply chains needs to be discussed.

Temporary intellectual property (IP) waivers have been debated.

Saving fish stocks - Negotiations have been ongoing since 2001 to eliminate harmful fishing subsidies and a
revised text is being discussed ahead of MC12.

Food and Agriculture - Developing countries are keen to see a permanent solution preventing challenges to
government food purchase programmes when these breach certain trade-distorting limits.

Some countries are also pushing to reduce farming subsidies and some for new market access talks.

Electronic tariffs - A temporary prohibition on customs duties on electronic transmissions is up for debate
again.

MC12 Plurilateral Discussions

Services trade - 65 WTO members accounting of 90% of global services trade have agreed to cut red tape in
the way they regulate services.

Its implementation could result in small businesses benefiting from an additional 2-3% cost reduction compared
to large firms.

Sustainable trade - Three sustainable trade coalitions will be launched on environmental sustainability,
phasing out fossil fuel subsidies and on tackling plastic pollution.

Boosting investment - Negotiations are looking at issues like streamlining the administrative procedures to
make an investment in a country.

Going digital - Talks on digital trade continue with text finalized on spam, e-signatures, e-contracts, consumer
protection and open government data and paperless trading.

Addressing gender inequalities - A group of WTO members will issue a joint declaration on improving
gender-disaggregated data for better trade policymaking and ensuring gender-mainstreaming in the WTO’s
development work.

In which issues does India have major stake?

WTO reforms on special and differentiated treatment (S&DT) of developing countries
Public procurement for food security
Response to Covid-19

A patent waiver proposal floated by India and South Africa to fight the pandemic

What is India’s stand on S&DT?

India is concerned that developed nations are pushing on reforms that would dilute provisions on S&DT (special
and differential treatment) for developing countries

S&DT allows developing and less developed countries to enjoy certain benefits such as longer time periods for
implementing agreements and binding commitments, measures to increase trading opportunities, etc.

Currently, any WTO member can designate itself as a developing country and avail these benefits but developed
countries believe that self-declaration will put the WTO on a path to failed negotiations and institutional
irrelevance.

However, India is open to discussions on classification of developing countries.

India’s best strategy at the ministerial is to make constructive suggestions on strengthening WTO as it has vital
interests in a rules-based multilateral trading order while firmly standing up for the developing world.
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1.23 Nobel Prize 2021 for Economics - Public Policy Relevance

What is the issue?

e David Card, Joshua Angrist and Guido Imbens were the 2021 Nobel Prize winners in Economics for their
contribution in the field of labour economics.

e Here is how their work, based on cause-and-effect related issues, is particularly relevant in public policy.
What is the normal practice?

¢ Randomised experiments are carried out to find out the cause and effect of any economic phenomenon.

e Question is posed to the participants without telling them the purpose.

e  But this has the problem of selection bias and tends to be narrow.

e E.g.the impact of the pandemic on schooling and children is hard to be analysed through random trials.

e To overcome this shortcoming, Card, Angrist and Imbens used the observational data approach for answering
questions of causation.

What is the observational data approach?
e This approach is within the realm of natural experiments which cannot be influenced by the analyst.
e In other words, it involves observing people's behaviour in the environment in which it typically occurs.

e It makes observations as unobtrusively as possible so that participants are not even aware that they are being
studied.

e The 2019 prize too had gone to Abhijit Banerjee, Esther Duflo and Michael Kremer for their work based on the
‘experimental approach’.

e Evidently, both sets of theories have their place in economics and add value.
Applications
e To study the results of any action taken by, say, the government on the stakeholders concerned over a period.
e To answer simple questions on, say, a course which must be offered to students in an university.
e For companies, to fine tune their marketing plans.
What are the key questions in labour economics answered by their work?
Do more years of education lead to higher future income?
e Their experiments showed that students who studied more earned higher income.
e [Notably, this study cannot be done with a fixed set of respondents.

e Understanding the socio-economic conditions and observing the target populations over a time period is
important, which the observational data approach helped.]

Does an increase in minimum wage lead to lower employment?
e This is a critical question for the labour market to find a balance.
e Thelabour wants a higher wage. But companies like to be selective in paying higher wage to the more efficient.
e David Card’s analysis shows that employment does not suffer with an increase in minimum wage.

e Because, when minimum wage increases labour tends to become more efficient which helps the organisation to
increase output.

¢ So, labour costs do not get burdensome.
Do immigrants create problems to the local labour force?

e This was one of the key issues in the US that came up especially under the Trump regime.

e It was alleged that immigrants tend to take over the jobs of the local population.

e David Card’s analysis shows this does not necessarily happen, and it depends on the level of work.
What are the challenges?

e The larger question is whether corporates can wait for long to get these results before launching a product.
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1.24

Often the product is differentiated and cannot be compared with stories of other companies.

So, such natural experiments tend to work better for government-driven programmes where experiences from
the past provide signals for the future.

In other words, from the public policy point of view, these theories are very relevant and more likely to be
pursued.

Ease of Doing Business Rankings - A Controversy

What is the issue?

IMF MD Kristalina Georgieva is under scrutiny for her role in alleged rigging of the World Bank’s Ease of Doing Business
rankings when she was chief executive there.

What is the controversy around Georgieva?

Georgieva is a Bulgarian economist who held several high-profile positions in European politics.

In January 2017, she was appointed the chief executive of the World Bank group.

In January 2019, she took over as the interim president of the WB group after Jim Yong Kim resigned.
In October 2019, she took over as Managing Director of the IMF.

In January 2018, Paul Romer, then the chief economist of the World Bank told that the World Bank’s EoDB
rankings were tweaked for political reasons and he resigned.

In August 2020, the World Bank suspended its EoDB rankings after finding some data irregularities in the
2018 and 2020 reports.

It was alleged that the EoDB rankings were tweaked to inflate the ranks for China (in EoDB 2018) and Saudi
Arabia, UAE and Azerbaijan (EoDB 2020).

China is the third-largest shareholder in the World Bank after the US and Japan.

Wilmerhale’s investigations found that the World Bank staff compromised the data to help China’s ranking
under pressure from Georgieva.

The report states that Georgieva punished the World Bank’s country director for mismanaging the Bank’s
relationship with China.

Why do EoDB rankings matter?

The EoDB rankings indicate how easy or difficult it is for anyone to do business in a country.

It maps whether and by how much a country improves on a number of parameters, such as the time taken to
start a business, how costly it is to get a construction permit, etc.

EoDB is used by international investors to assess risk and opportunity across the globe.

It is used by political leaders to either claim success or criticise the existing government.

How reliable are the rankings?

Cherry-picking of top cities - Top cities such as Beijing and Shanghai in China, Mumbai and Delhi in India
are selected to make the ranking go high.

Suspicion on data integrity - There is a disconnect between the rise in EDB index rank and economic
outcomes.

Changes to the data - There were reported changes in the data, inconsistent with the Doing Business
methodology.

How can the ranking methodology be improved?

A substantial methodological shift towards data collection from representative samples of actual business
owners and operators is needed.

Government functions that provide essential public goods to the private sector should not be ignored.
Countries should not be ranked on their tax rates.

The indicators “protecting minority shareholders” and “resolving insolvency” shall be eliminated.
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e  “Employing Workers” indicator shall be restored and improved countries should not be ranked based on this
information.

e The transparency and oversight of Doing Business needs improvement.

1.25 Questions arising from QES data
What is the issue?

The Labour Bureau’s All-India Quarterly Establishment-based Employment Survey (QES) for the first quarter of 2021
(April to June) throws up some perplexing numbers raising suspicions on reliability.

What is the survey about?
e The objective of the QES is to enable the government to frame a “sound national policy on employment”.

e It covers establishments employing 10 or more workers in the organised segment in 9 sectors - manufacturing,
construction, trade, transport, education, health, accommodation and restaurants, IT/BPO, and financial
services.

e These sectors account for 85% of the total employment in establishments employing 10 or more workers as per
Sixth Economic Census which serves as the basis of QES survey.

e The QES has reported a simple growth rate of 29% in employment in FQ2021 over 2013-14.

What are the other surveys regarding employment? Gender-wise Estimated Employment Share in Sectors

(in Percentages, Quarterly Employment Survey April-June 2021)

e  While the QES provides a demand side picture, Periodic
Labour Force Survey (PLFS) gives the supply side
picture of the labour market.

e The release of the PLFS results in 2019 showed the
highest-ever unemployment rate of 6.1%.

e CMIE data has been projecting a distressed labour
market scenario especially during the pandemic.

e PLFSis released by National Sample Survey Office
(NSSO) under MoSPI to generate estimates of various
labour force indicators.

What cautions were raised from QES data?

° Limited coverage - establishments with ten or Sector-wisg Estimated Workers according to terms of Employment
more workers account f()r a There 1 66% as per (in Percentages, Quarterly Employment Survey April-June 2021)
the Sixth Economic Census.

@ regular Employee @ Contractual Employee @ Casual Employee Ml Self Employed @ Fixed Term Employee

e Also, a disproportionately 81.3% of workers are in
unorganised sector as per the PLFS data.

¢ Employment growth despite economic
slowdown- The QES provides very broad
employment figures — 3 .8 crores approximately in FQ-
2021.

e But CMIE data revealed a discouraging picture in April
where salaried class shed around 3.4. million jobs
compared to March 2021 and the urban unemployment
rate was as high as 9.78%.

e The real national income growth rates also declined

FAGILY
from 2017-18 onwards.

¢ Credibility of statistics — QES reports that 87.5% of the estimated workers were regular workers and just
about 2.1% were casual workers.

e Also it mentions that 66-86% of estimated employees received full wages in contrary to other reports including
those by the Central government.

e Overlaps between the registrations — AES says that contract workers accounted for overall 7.8% .

e But Annual Survey of Industries for 2017-18 mentions that 36.37% of the total workers are employed in the
organised factory sector.
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Methodological shortcomings - An outdated sample frame, non-comparability of employment numbers
from EC-2013 with QES and differences in methods used for gathering information adds to unreliability.

What can be inferred from the survey?

2.1

It would have been more prudent to await the release of a newly updated frame in the EC-2020
and then canvass for the QES.

F12021 QES must be considered as a starting point of the new data set rather than as a continuum of the Sixth
EC.

The Labour Bureau could have put a high-frequency labour market information base like most advanced
economies.

2. INFRASTRUCTURE

Need to Cure Discoms’ Health

What is the issue?

With the threat of climate change looming, nations have to relook and reconfigure their energy sourcing basket to ensure
it is Clean and Green.

What is the status of energy consumption in India?

According to The Energy Statistics India 2021 report published by MoSPI, India is one of the largest
producer and consumer of coal in the world.

The consumption of energy from Coal and Lignite was highest which accounted for about 45.34% of the total
consumption during 2019-20 followed by Crude Oil (32.76%) and Electricity (14.3%).

What efforts have been taken to diversify the energy basket?

India has been carving out its own strategy to make energy produced from other sources including renewable
more accessible.

Amendments to Energy Conservation Act, 2001 — It aims to enhance the demand for renewable energy
at the end-use sectors such as industry, buildings,
transport etc.

Fig 6.3: Consumption of Energy Resources in

It defines minimum share of renewable energy in the L e
overall consumption by the industrial units or any Mol
establishment.

There will be provision to incentivise efforts on using Nﬂ;ugz[fﬂs/\
clean energy sources by means of carbon saving ‘ »

certificate.
Crude Petroleum

The proposed amendments would facilitate development S2zo%

of carbon market in India and prescribe minimum
consumption of renewable energy either as direct
consumption or indirect use through grid.

Lignite

1.48%

This will help in reduction of fossil fuel based energy consumption and carbon emission to the atmosphere.

Bail-out option - The government has tried the bail-out option — UDAY and the recent Y900 billion injection
into the Discoms.

Draft Electricity Act - The government tried to plug the holes through
o Direct Benefit Transfer
o Cost reflecting tariffs
o Mandatory filling of average cost of supply (ACS)-average revenue realised (ARR) annually
o Contract enforcement

COP26 pledge — In the CoP26, Prime Minister Narendra Modi announced enhanced targets for India to
combat climate change.

o Increase India’s non-fossil fuel energy capacity to 500 gigawatt (GW) by 2030;
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o By 2030, meeting 50 per cent of its energy requirements from renewable sources;
o Reducing its total projected carbon emissions by 1 billion tonne from now till 2030;
o Bring down the carbon intensity of its economy to less than 45 per cent by 2030;

o Achieving its target of net zero by 2070.

What are the challenges in successful implementation of the government measures?

The success depends on how the distribution utilities (Discoms) which are the weakest link in the power space
respond to the reform measures.

The Centre’s earlier attempts at strengthening the distribution side has not really succeeded.

Since the Centre has not involved the States and Discoms directly, successful deregulation of the sector is under
suspicion.

The gvernment’s bail-out option hasn’t really made any change on the dues the Discoms owe to the power
generators.

The draft Electricity Act has also hit resistance from the Discoms.

According to the Central Electricity Authority (CEA), in 2019, India, will increase the electricity generation from
renewable to roughly 12% by 2021.

o It means that India need to increase this further to meet the 50% electricity generation target by 2030.

The solar energy installed capacity in the country has to go up to 280 GW and wind energy capacity to 140 GW
to achieve the target set in the COP26 Summit.

What has to be done regarding the telecom sector?

2.2

Without fixing the health of the Discoms the solar target is tough to reach and process may not be easy.
Capacity addition and the last mile connect are the twin objectives that needed focus.
The other option is to take a route which eliminates the critical involvement of Discoms in the sale of power.

The government is leaning towards trading of power (exchange-focused) but needs to keep a keen eye on it
turning speculative.

The government is trying to introduce the market mechanisms but that is new for the Indian power sector but
it has to be understood to reach the lofty target by 2030.

Air India Privatisation

What is the issue?

Tata Sons’ subsidiary Talace Pvt. Ltd. was the winning bidder for the 100% stake in Air India, the national carrier of
India. Here is all about the transaction.

What is the Air India privatisation deal?

The government, in 1953, had taken control of the airline (founded as Tata Airlines) from the Tata Group in
1932.

Air India is now sold back to the Tata group, reportedly for Rs. 18,000 crore. 20% over its reserve price plus
aircraft debt of Rs.15,300 crore.

The government has got a paltry Rs. 2,750 crore in cash and keeps a debt of Rs. 61,000 crore that is transferred
out of Air India’s books to another entity.

Tata Sons will thus regain control of Air India, a first step in the Centre’s mega privatisation push.

Notable features in the transaction

The enterprise valuation has been used to arrive at the bid value, which is the norm in M&A (Mergers and
acquisitions) deals. The non-core assets of the company are not part of the sale.

The non-core assets have been hived off to a special purpose vehicle, along with a part of the debt.
[Air India owns valuable real estate in Mumbai, Delhi and other cities.

It would have become controversial if these had been transferred to the buyer along with the core assets.]
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What were the challenges involved?

Accumulated losses of minus Rs 44,000 crore of net worth
Huge pile of debt despite continuous infusion of funds
Powerful employee unions

Sorry state of the airline industry globally, post-Covid

Why is the move so significant?

This time the government had kept itself open in terms of what the bidding parameters would be.

The decision comes as a clear signal of the government’s commitment to reforms and readiness to move ahead
in sync with market realities.

A transaction as “tough and complex” as Air India’s in an open, transparent and competitive bidding process,
will boost future privatisation.

The bureaucracy can now focus on larger policy issues that plague the airline industry without worrying about
running an airline.

What is the future scope?

Air India, despite its fall in recent years, still enjoys brand equity.

It owns prized assets in the form of landing slots in airports across the world.

It owns flying rights on some of the most sought-after routes.

It’s technical resources and staff are highly valued though the fleet itself may need modernisation.

But the airline also comes with accumulated losses of about Rs 70,000 crore apart from the Rs.15,300 crore
debt transferred in the sale.

The Tatas will need to keep investing in the airline and also find a way to harmonise its functioning with their
other two airline ventures.

What led to Air India’s downfall?

Ordering new fleet of 111 Boeing aircraft in 2005-06 - A closer look reveals that the Boeing order was
placed with the tacit approval of the then PM as a quid pro quo for waiver of NRC (Nuclear Regulatory
Commission) action against India by the US Congress.

Air India’s miniscule equity capital was quickly wiped out, and with accumulated losses the airline’s net worth
turned negative.

Faulty aircraft configuration - The long haul B777 and B747 aircraft had “vanity first class cabin” that was
rarely filled.

This added to its operating losses by an estimated Rs. 350-400 crore per year.

Inability to offer direct non-stop flights from major growth centres - E.g. It forced passengers going
from Kerala to the Middle East or from Bengaluru to the US to travel via Mumbai/Delhi, adding 8-16 hours to
total travel time.

Heterogeneity of fleet - Indian Airlines as well as Air India had historically used Airbus (A-319/320/321)
fleet for short-haul services.

Adding Boeing 737s for short-haul flights added to Air India’s inventory costs and further training of the crew.

Forced (failed) merger between Air India and Indian Airlines - These were merged in 2006-07 to
facilitate better synergies of their resources.

But resources, aircraft, men, material and machines remained divided, and the merger has remained only on
paper.

The merger without employee lay-offs simply magnified problems like excess manpower.

Rich employees - Air India paid a heavy price for “buying peace” with unions during mid-1990s.

Paying huge salaries to its pilots and aircraft maintenance engineers (AMEs) hit the airline hard.

Inability to face change - The change brought in by liberalisation of the airline industry post 2005 had an
impact.
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2.3

The reactive management style (instead of proactive) showed that Air India was poorly placed to face the
challenges of liberalisation.

Lack of customer focus, bad financial management, and firm unionised employees made things even worse.
Lack of professional management - There was a lack of continuity or accountability of the top leadership.
Failure of asset monetisation - Air India, during its golden days, invested in the entire aviation value chain.

These assets were ill-managed and were later sold unprofitably.

Coal Shortage in India

What is the issue?

India’s thermal power plants are facing a severe coal shortage, with coal stocks having come down to an average of 4
days of fuel across an increasing number of thermal stations.

What is the current status of coal stocks?

Coal fired plants makeup nearly 70% of India’s power source mix.

On October 4, 16 thermal power plants with a power generation capacity of 17,475 MW (mega watts) had zero
days of coal stock.

An additional 45 thermal power plants with a power generation capacity of 59,790 MW had coal stock only for
up to two days.

It is way below the government recommendations of holding 14 days worth of coal stock.

The non-pithead plants or plants which are not located close to coal mines have critical levels of stock i.e under
8 days.

What is the reason behind India’s coal shortage?

Increased power demand - A sharp uptick in power demand as the economy recovers from Covid-19
pandemic coupled with supply issues have led to coal shortage.

India consumed 124 billion units of power in August 2021 compared to 106 billion units of power in August
2019.

Supply crunches - Lower than normal stock accumulation by thermal power plants in the April-June period
is another reason.

Continuous rainfall in coal bearing areas in August and September caused fewer despatches of coal from coal
mines.

Fall in imports — There has been sharp fall in imports due to high international prices.

Non-payments of coal dues - The non-payments of coal dues by States such as Maharashtra, Rajasthan,
Tamil Nadu, Uttar Pradesh and Madhya Pradesh also resulted in inadequate supplies.

What will be the impact of coal shortage?

The electricity shortages could delay India’s economic reopening.
It might lead to downscaling of business productions.

India’s population and under developed energy infrastructure will mean the power crisis could hit long and
hard.

What measures is the government taking to address the situation?

The Power Ministry has constituted a Core Management Team to monitor and manage the fuel on daily
basis to improve supplies to power plants.

Coal India, the state-owned miner claims that it has ramped up supplies to thermal power plants by nearly 12
per cent annually.

The government is pressing thermal plants with captive coal mines to boost their coal output to meet their own
demand.

The Power Ministry is trying to expedite the start of production from a number of mines that already have all
requisite clearances.

The government has also boosted the number of rakes of coal being transported to thermal power plants daily.
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What is the way forward?

2.4

State run Coal India and NTPC Ltd. can work together to raise the output from mines.
India has to ramp its imports despite the financial cost.

Advance preparation and ensuring sufficient stocks ahead of monsoons is a well known strategy.

Gati Shakti National Master Plan

Why in news?

Prime Minister Narendra Modi has launched the ambitious Rs 100 lakh crore Gati Shakti Master Plan to provide multi-
modal connectivity to more than 1,200 industrial clusters.

What is Gati Shakti?

The plan aims to transfer India into a hub of world class infrastructure by providing integrated and seamless
connectivity for movement of people, goods and services.

A digital platform will be created to bring 16 ministries including rail and roadways together for integrated
planning and coordinated implementation of infrastructure projects.

Comprehensiveness: It will incorporate the existing infrastructure schemes of different departments and
state governments like Bharatmala, Sagarmala, inland waterways, UDAN etc.

Analytical -It will offer 200 layers of geospatial data, including on existing infrastructure as well as geographic
information about forests, rivers and district boundaries.

Dynamic: The portal will allow various government departments to track the progress of various projects in
real time and at one centralised place.

Prioritization: Different Departments will be able to prioritize their projects through cross—sectoral
interactions.

Optimization- For the transportation of goods from one place to another, the plan will help in selecting the
most optimum route in terms of time and cost.

Synchronization: PM GatiShakti will help in synchronizing the activities of each department in a holistic
manner by ensuring coordination of work between them.

The project will be spearheaded by the logistics division in the commerce ministry and the implementation will
be monitored by a monitoring group under the Department for Promotion of Industry and Internal Trade
(DPIIT).

What are the targets to be achieved under Gati Shakti?

11 industrial corridors and two new defence corridors in Tamil Nadu and Uttar Pradesh

4G connectivity in all villages

Increasing renewable energy capacity to 225 GW from 87.7 GW

Expanding the national highway network to 2 lakh km

Increasing length of transmission network to 4,54,200 circuit km

Creation of 220 new airports, heliports and water aerodromes

Increasing cargo handling capacity of railways to 1,600 million tons from 1210 million tons
Adding 17,000 km to gas pipeline network

202 fishing clusters/harbours/landing centres and more

What are the existing challenges in the infrastructure creation?

Lack of coordination between different Departments
Wasteful expenditure

Time-taking approval process

Multiplicity of regulatory clearances

Hostile land acquisitions
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Difficulties in getting environmental clearance

What will be the benefits of the Gati Shakti plan?

2.5

The plan aims to build Next Generation Infrastructure which will improve Ease of Living as well as Ease of
Doing Business.

It will facilitate the last mile connectivity of infrastructure and also reduce travel time for people.

It will provide the public and business community information regarding the upcoming connectivity projects,
other business hubs, industrial areas and surrounding environment

The plan enables the investors to plan their businesses at suitable locations leading to enhanced synergies.
It will create multiple employment opportunities and give a boost to the economy.
It will improve the efficiency of port operations and cargo handling capacity and cut the vessel turnaround time.

Studies estimate that logistics costs in India are about 13-14% of GDP as against about 7-8% of GDP in developed
economies.

The plan will improve the global competitiveness of local products by cutting down the logistics costs and
improving the supply chains.

Indian Ports Bill 2021

Why in news?

Maritime States (Tamil Nadu, Kerala, Andhra Pradesh, Odisha and Maharashtra) have expressed dissatisfaction over

the Indian Ports Bill 2021.

What is the bill about? . MAJOR %]%A PORTS
e The Indian Ports Bill 2021 seeks to replace more o o I
than a century old Indian Ports Act 1908.
e The new Bill incorporates international ok | @ Major ports
regulatory developments in the national Intermediate ports

legislation namely the -

1. International Ship and Port Facility
Security (ISPS) Code 2004

~~~~~~~

2. International Convention for the
prevention of pollution from ships
(MARPOL) (1983, 2005)

3. International Ballast Water Management ;
(BWM) convention (2017) Jawaharla

Nehru port
What are the welcome features? Ratnagiri

The Bill mandates port authorities to provide
adequate “reception facilities” to ships to dispose
of their waste.

It contains provisions for the safety and security
of ports and for the prevention and containment
of pollution at ports.

These provisions will apply to all ports in India
(major and non-major ports).

The ports are required to prepare a “Security Plan” and a waste reception and handling plan.

The Ports will also be subject to periodic audits by the Union government to ensure compliance.

What are the contentious provisions?

Maritime State Development Council

The Council will be established by the Centre with the Union Minister of Ports, Shipping and Waterways as the
Chairperson.

The Ministers in charge of ports in the Maritime States will be the members.
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It also includes the Secretary and Joint Secretaries of the Ministry dealing with ports.

But neither the State Maritime Boards nor expert members on port administration and trade interests find a
place in the Council.

The Bill also proposes to make the Council a permanent body with wide-ranging powers to -
i.  formulate a national plan for development of existing and new ports and revise the plan periodically

ii.  monitor the development of major and non-major ports to ensure their integrated development with
the national plan

Powers

The Union government can make a port non-operational if it is not in consonance with the national plan.

Heavy penalties for administrative lapses on Port authorities and officials ranging from Rs. 50,000 to Rs. 2 lakh
or imprisonment up to 6 months or both.

The excessive authority and power concentrated in the Union government relegate the maritime States into a
secondary position.

What is the changing trend with Indian ports?

India has 12 major ports and about 212 non-major ports.
Major ports come under the direct control of the Centre.
All non-major ports come under the control of the respective State governments.

In 2000-01 Indian ports handled total traffic of 369 million tonnes, with 76% share with major ports and 24%
with non-major ports.

In 2020-2021 the total traffic handled at Indian ports reached 1,250 million tonnes.
But the share of major ports declined to 54% while that of non-major ports increased to 46%.
In this line, by 2030 non-major ports could overtake the major ports in cargo handling.

Clearly, the maritime State governments will be the main driving force to effect such developments.

What does this call for?

3.1

Port handling requires more decentralization.
India’s maritime States have, in the past, executed a number of port development projects successfully.

E.g. Mundra Port, handling the highest volume of cargo (144.4 MT in 2020-2021), has been developed on a
concession granted by Gujarat Maritime Board.

Krishnapatnam, Kakinada and Gangavaram ports have been developed on a concession by the Andhra Pradesh
Maritime Board.

So, the Centre must step back and give more autonomy to States.
Major ports can offer “brownfield sites” while the Maritime States can offer “greenfield sites” for development.

The Union government should thus take the Maritime States with it as equal partners in the growth and
development of ports in India.

3. AGRICULTURE

Repeal of Farm Laws

What is the issue?

Prime Minister Narendra Modi has announced the repeal of the three contentious farm laws which had witnessed
protests from farmers, mainly from Punjab and Haryana for more than a year.

What is the status of agriculture sector in India?

As per MOSPI data, the share of GVA of Agriculture and Allied sector to total economy in 2020-21 is 20.2%.

The small and marginal holdings constitute almost 90% of our total agricultural land holdings.
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The top 10%of the households are today cultivating almost 50% of India’s total cultivable lands whereas the
bottom 50% are cultivating less than 0.5 % of India’s cultivable lands.

Almost two thirds of Indian agriculture is rainfed.

The income levels of farmers on an average have come down to roughly Rs. 9,000 per month per various
government reports.

What were the farm laws that have been repealed?

The Farmers Produce Trade and Commerce (Promotion and Facilitation) Act, 2020

The act aimed at allowing trade in agricultural produce outside the existing APMC (Agricultural Produce Market

Committee) mandis. CHANGING LANDSCAPE

It seeks to provide for the creation of an ecosystem where the
farmers and traders have the choice relating to sale and purchase
of farmers' produce.

The new bills aim to strengthen the link between
farmers and market forces

HOW CURRENT WHATTHE LATEST
This facilitates remunerative prices through competitive [‘;\FS%BHHER Rfrggmmlg 10
alternative trading channels. WORKS? 4
It thus promotes efficient, transparent and barrier-free inter- y Former B @
State and intra-State trade and commerce of farmers' produce. ' e
The produce will have a reach outside the physical premises of ARG - - . | NS |
markets or deemed markets notified under various State 1 : APMC - mmes
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The Farmers (Empowerment and Protection) Agreement of Price Assurance and Farm Services Act,

2020

The act seeks to provide a framework for contract farming.

It thus seeks to protect and empower farmers to engage with agri-business firms, processors, wholesalers,
exporters or large retailers.

They can take up farm services and sale of future farming produce at a mutually agreed remunerative price
framework.

It will also enable the farmer to access modern technology and better inputs.
It will reduce the cost of marketing and improve income of farmers.
Farmers will engage in direct marketing thereby eliminating intermediaries resulting in full realization of price.

Effective dispute resolution mechanism has been provided for with clear time lines for redressal.

The Essential Commodities (Amendment) Act, 2020

The Act seeks to remove commodities like cereals, pulses, oilseeds, edible oils, onion and potatoes from the list
of essential commodities.

This will remove fears of private investors of excessive regulatory interference in their business operations.

The freedom to produce, hold, move, distribute and supply will lead to harnessing of economies of scale and
attract private sector/foreign direct investment into agriculture sector.

What is the need for implementation of the three laws?

Agricultural Marketing -There were restrictions for farmers in selling agri-produce outside the notified
APMC market yards.

The farmers were also restricted to sell the produce only to registered licensees of the State Governments.

Further, barriers existed in free flow of agriculture produce between various States owing to the prevalence of
various APMC legislations enacted by the State Governments.

High Risks - Indian agriculture is characterized by fragmentation and the average operational farm size in
India today stands at 1.13 hectares.
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It has certain weaknesses such as weather dependence, production uncertainties and market unpredictability.
This makes agriculture risky and inefficient in respect of both input and output management.

In this context, a legislation is needed to transfer the risk of market unpredictability from the farmer to the
sponsor.

Price instability - India has become surplus in most agri-commodities but farmers have been unable to get
better prices due to lack of investment in cold storage, warehouses, processing and export.

Farmers suffer huge losses when there are bumper harvests, especially of perishable commodities.
There needs a law that will help both farmers and consumers while bringing in price stability.

There is a need to create competitive market environment and to prevent wastage of agri-produce that happens
due to lack of storage facilities.

How new bills will help farmers'

Source: https://www.businesstoday.in/current/s y-politi bill P y/419144.html

FARMERS' PRODUCE TRADE AND COMMERCE
(PRONOTIONAND FACILTTION) L 2020 %’%ﬁéﬂgﬁ‘&"ﬁ% MD PRICE ESSENTIAL COMMODITIES (AMENDMENT) BILL, 2020
cl mumc[i"n MR“ SERWCES B“_l_ 2020 Takes out most food items from list of essential commodities
\ullmml fmlm'u ork, jar comract, fmvnmg agreements with
Jarge i for farm services and sale n/’ﬁl‘l‘u’rx g How willit help?

produce Gt a mutually agreed remunerative price

= Pulses, onion,
2 d h
How willit help? tat i Is,

cereals, and edible

oils, etc. are removed _

hm:gbum| a“"am"“ from essential
and exporters commodities list
© Farmers know the Except under unusual circumstances, it does
traders B ket away with the imposition of stock fimit
© Market risk gets Business and traders get rid of harassment
transferred to s
sponsor from With the improvement of storage facilities, the
© Free movement of agro products from farmers wastage s likely to get reduced
surplus to deficit regions = R > i
© Creates a unified national market © Ee'ﬂ"‘ql“::y ‘;:‘: pesticides and fertiisers can Aims for a stable price which will eventually
© End consumer gets better products at o by iy help in raising farm incomes
cheaper prices o

© Adoor to the global market

Why were the reasons for opposition against the farm laws?

APMC mandis - Farmers feared that the existing APMC mandis where they sell their produce would be shut
down once private players started trading in agri-produce outside the mandi premises.

MSP demand - MSP matters more in the states of Punjab and Haryana where the government purchases over
80% of wheat and rice output for NFSA supply.

There has been fear that that once the APMC mandi system became redundant, procurement based on MSP too
would come to an end leading to demands of legal backup for MSP.

Also, the government fixes MSP at 1.5 times the cost of production using A2 formula of calculating cost of
production.

But farmers are demanding the government to rely on C2 formula as recommended by the National
Commission for Farmers headed by agricultural scientist M S Swaminathan.

‘A2’ covers all paid-out costs directly incurred by the farmer in cash and kind on seeds, fertilisers, pesticides, hired
labour, leased-in land, fuel, irrigation, etc.

A2+FL’ includes A2 plus an imputed value of unpaid family labour.

‘C2’is a more comprehensive cost that factors in rentals and interest forgone on owned land and fixed capital assets,
on top of A2+FL.

Cooperative federalism - Agriculture and markets are State subjects — entry 14 and 28 respectively in List
II.

So the farm legislations are being seen as a direct encroachment upon the functions of the States against the
spirit of cooperative federalism enshrined in the Constitution.

The Centre, however, argued that trade and commerce in food items is part of the concurrent list.
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No mechanism for price fixation - The Price Assurance Act does not prescribe the mechanism for price
fixation.

There is apprehension that the free hand given to private corporate houses could lead to farmer exploitation.

Farmers are apprehensive about formal contractual obligations owing to the unorganised nature of the farm
sector.

There is also the lack of resources for a legal battle with private corporate entities.

Food security - Easing of regulation of food commodities in the essential commodities list would lead to
hoarding of farm produce during the harvest season when prices are generally lower.

This could undermine food security since the States would have no information about the availability of stocks
within the State.

Method of implementation - The government initially cleared them as ordinances with haste that ignited
the protests.

The communication to the people, in general, and farmers, especially added to the issue.

The demand for scrutiny of the Bills by a parliamentary panel was dismissed and the government rushed the
passage of legislation.

What were the consequences of the passage of the farm acts?

The sporadic protests against the farm laws later expanded to a nationwide road blockade where farmers’ unions
in Punjab and Haryana gave a call for a ‘Delhi Chalo’ movement.

The protests that began in Punjab moved to the outskirts of the national capital and involved farmers from
Punjab, Haryana, Rajasthan, western Uttar Pradesh and Madhya Pradesh.

11 rounds of talks were held between the government and representatives of farmer leaders between October 14,
2020 and January 22, 2021 but yielded no result.

In January 12, 2021, the Supreme Court stayed the implementation of the three laws and since the stay, the laws
have been suspended by the government.

What features have got lost in the outcry of protest?

Elimination of Cartelisation — The act aimed to prevent the pressure under which the farmers were put by
the trader cartels.

A few big traders with well-connected networks played a big role in markets distrupting the fair pricing
mechanism.

Solving the middlemen issue - The farmers were at the mercy of the presidents of APMC yards who were
more powerful than village and wielded political clout.

The act gave farmers choices of selling their produce beyond the APMCs.

Product quality - The quality of the produce has been a point of dispute between traders and farmers and the
act ensured farmers to take their produce to any part of the country or sell to anyone with whom they were
comfortable in case of such dispute.

Contract farming - The Price Assurance Act enabled contract farming where the buyer couldn’t have backed
off after entering into an agreement but its impact was lost in the political outcry.

Distress sale - The objective of Essential Commodities Act’s amendment was to ensure that farmers didn’t
have to resort to distress sale.

This amended provision too got buried in the sand of protests.

Strengthening the output side - It was for the first time that any government at the Centre focussed on
strengthening the output side of farming.

These reforms would have looked at agriculture as a business and focussed on agri-produce marketing.

What does the repeal indicate?

The repeal underlines that any future attempts to reform the rural agricultural economy would require a much
wider consultation, not only for better design of reforms, but for wider acceptance.

What the agrarian structure needs is a New Deal, an assurance that the farmers’ interests would not be hitched
to immediate compulsions of interest groups, be it political or corporate.
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3.2

How to Define a Farmer?

What is the issue?

Categorising farmers based on dependence on farm income and land ownership has strirred debates.

What is the categorisation about?

The Agriculture Census for 2015-16 placed the total operational holdings in India at 146.45 million.

National Statistical Office’s Situation Assessment of Agricultural Households (SAAH) report for 2018-19 pegs
the country’s agricultural households at 93.09 million.

This wide variation has largely to do with methodology.

The Agriculture Census looks at any land used even partly for agricultural production and operated/managed
by one person alone or with others. The land does not have to be owned by that person (cultivator), who needn’t
also belong to an agricultural household.

The SAAH report considers only the operational holdings of agricultural households.

While the Census treats each of them as separate holdings, the SAAH takes all these lands as a single production
unit.

Those households whose net receipts from farming are at least 50 per cent of their total income from all sources
are categorized as full-time/regular farmers.

The mention of minimum land (more than 1 hectare or 2.5 acres) required for farming to be viable excludes
about 70 per cent of agricultural households in the country which they do not possess.

There is a suggestion that the agricultural policy should target only serious/regular farming households as they
genuinely depend on farming.

What are the flaws of the above-mentioned categorisation of farmers?

The categorization of farmer based on a single ratio of farm income dependence and a threshold of 50 per cent
ignores the differential historical trajectory of development and livelihood diversification in diverse regions of
India.

o For example, while remittances often constitute a major portion of household income in states like
Kerala, it does not make small-scale spice cultivators or rubber growers any less serious.

Farmers are not a homogenous category and a more realistic category of rich/middle/poor farmers or
capitalist/petty-producer/agricultural labour is needed to identify those engaged in agriculture.

The contribution to national production of 70 % of farmers possessing less than 1 hectare of land is under
question.

Forcing marginal farmers out of agriculture would be disastrous from the perspective of household-level food
and nutrition security.

Withdrawing state support to smallholders will have a disproportionate impact on the socially marginalised
groups and would further push them into asset poverty.

If 70% of agricultural households are identified as non-serious farmers, there lies a question of who should be
moved out of agriculture and what happens to their land resources.

o Huge land reserves will be immediately opened for corporate grabbing laying the foundation for
agribusiness monopolies.

Agriculture functions as a social safety net in providing a source of sustenance to millions and thereby providing
conditions of relatively stable growth in productive sectors of the economy.

o The crisis faced by migrant workers during the lockdown and the phenomenon of reverse migration is
a testimony to the fact that agriculture continues to provide a buffer to millions who face intermittent
unemployment.

What will be the solution to the problem of Indian farmers?

The SAAH data also shows a fall in real average crop incomes between 2013 and 2019 which is driven by rising
input prices and dwindling output prices.

Smallholders rely more on informal sources of moneylending, which adds to indebtedness.

Forced destruction of the livelihoods of millions of smallholders by withdrawal of the little they receive by the
way of state support will be a recipe for disaster.
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e The solution to the problem of Indian farmers needs a serious rethink of the economic policies and surely cannot
lie in simply excluding them by redefinition.

3.3 Need for Procurement Reforms
What is the issue?

Due to the government’s policy of open-ended procurement at MSP, the Food Corporation of India (FCI) suffers from a
problem of excess.

What is the level (excess) of FCI holding?

e In October 2021, FCI was holding 86 million tonnes of grains (including unmilled paddy) against a buffer
requirement (October 1) of 30 million tonnes.

e Notably, the annual requirement of foodgrains for distribution under the National Food Security Act is only 65
million tonne.

e  While there is increased procurement of grains, the off-take has not moved much over the past 5-6 years.
What are the concerns?

e Such massive procurement is wasteful, given the lack of storage capacity.

e It also risks making India’s procurement for food security seem market-distortionary.
What are the FCI’s measures?

e The FCI has been conducting open market auctions for part of its excess holdings.

e But this is hardly enough to take care of the problem of the excess.

e A “micro-analysis of state-wise requirements and buffer norms” is being done by the FCI.
What are the government measures?

e Given the pandemic induced income losses, the government gave beneficiaries a fixed quantity of extra grains,
over the NFSA entitlement, under the Garib Kalyan Anna Yojana.

e This raised the off-take from 65 million tonnes annually to 93 million tonnes.

e If the pain from job-losses in the unorganised sector is prolonged, the government may still be able to justify
such a move. But it is less likely to happen.

Is export an option?

e Export is obviously not an option to liquidate the excess stock.

e Because, WTO norms against market-distortion would come in the way.
What could be done?

e Paddy/rice seems to be the main reason (especially procurement from Punjab) with untold economic and
environmental consequences.

e The Centre and Punjab must work together to incentivise the state’s farmers to switch from paddy to maize and
even fruit and vegetables.

e The government can also consider limiting open-ended procurement, say, by capping procurement as per size
of individual land-holding.

e Another option is moving from price-support to a pure cost-support regime; but this will need significant
political will.

e Government can also donate surpluses to food programmes locally and overseas. But, without reforms, FCI’s
burden will only grow.

3.4 Demand for Legal Guarantee on MSP
What is the issue?

With continuous demands on a legal mandate for minimum support prices (MSP), Prime Minister Narendra Modi has
announced the setting up of a panel to deal with issues concerning MSP.
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What is MSP?

MSPs are the prices at which the government promises to procure agricultural produce from farmers.

At present, the government announces MSPs for 23 crops — 7 cereals, 5 pulses, 7 oilseeds and 4 commercial
crops.

MSPs are announced by the government at the beginning of the sowing season on the basis of the
recommendations of the Commission for Agricultural Costs and Prices (CACP).

MSP is then approved by Cabinet Committee on Economic Affairs to protect the farmers against excessive
fall in price during bumper production years.

At present there is no legal compulsion for the government to procure the crops at MSP.

What are the problems of providing statutory backup to MSP?

India has had MSPs for several crops for several decades now, but that has not resolved the problem of agrarian
distress.

Guaranteed MSP can have quite a few unintended consequences such as increased production with low demand,
similar to the Carter’s dairy support programme in the U.S.

MSPs are short-term measures and are not a sustainable solution for all of Indian agriculture.

The already procured grain stocks lying with the government are more than twice its buffer requirement and
sometimes end up rotting.

If MSP were to be extended to 23 crops, the annual budgetary support of Rs.1.3 lakh crore will have to be
multiplied several times over.

Also, the price support is restricted to the regions of Punjab and Haryana and skewed in favour of few crops
such as paddy and wheat.

Paddy cultivation is promoted in dry, non-rainfed regions creating water scarcity with monoculture adding to
pest and disease incidences.

It has been said that if MSP becomes law, then big farmers will take produce from small farmers and sell them
to the government and this will put small farmers in more trouble.

In making the MSP mandatory, there will be difficulties regarding the quality of the crop, because the
government has to decide which quality will be procured at MSP, and what will be the rate for the poor quality,
and who will buy it.

The state agencies have to end up buying almost everything and will need to resort to Open Market Sales at
lower prices while traders will buy from FCI at a lower price and make a profit with the government losing huge
sums of money.

What is the significance of constituting MSP panel?

It marks the Centre’s resolve to keep the farm reform agenda alive despite the resolute opposition by farmers
from Punjab, Haryana and Uttar Pradesh.

The intent to include Central and State government representatives, farmers, scientists and economists on the
panel will add to its credibility.

It should be perceived as an apolitical body that is open to consultations.
Its task is on three aspects of the reforms

o Introducing private wholesale markets

o Removing stockholding limits

o Promoting contract farming

How can the agrarian distress be addressed?

Boosting investment and infrastructure - The focus in agriculture should be on boosting investment
,infrastructure and marketing.

Better irrigation facilities, easier access to credit, timely access to power, creating lots of warehouses, and
ramping up of extension services including post-harvest marketing is the need of the hour.

Boosting India’s industrial and services sectors - These sectors can absorb the excess labour engaged in
extremely unremunerative farm activities and provide them with well-paying jobs.
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Since agriculture accounts for just 17% of India’s GDP while employing 55% of its population, the solution to
the economic distress of Indian farmers lies outside agriculture.

Direct income support - Instead of arbitrarily fixing prices of goods in the market, the more effective way
might be to provide direct income support to the poor farmers.

Promote innovation - The harsh truth is that the young do not see farming as a viable occupation and are
fleeing to cities.

The average income of a farmer can double from Rs. 9,000 a month over the next few years only by creating
opportunities for innovation.

How Punjab can Shine Again with Nutritional Security and Climate-friendly Agriculture

What is the issue?

Farmers in Punjab and Haryana are completely dependent on cereal crops such as paddy and wheat that poses huge
threat to the ecosysytem and nutrition security.

What is the status of agriculture in Punjab?

As per the latest Situation Assessment Survey (SAS) of agricultural households conducted by the National
Statistical Office (NSO), an average Indian farmer earned Rs 10,218 per month in 2018-19.

The highest income was received by a farming

household in Meghalaya (Rs 29,348) followed by Number of operational holdings as per different
Punjab (Rs 26,701). Agriculture Censuses
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water table, emitting methane and other greenhouse
gases and stubble burning is choking millions.

The Department of Agriculture, Co-operation and Farmers Welfare conducts agriculture census every five years.

It has been conducted since 1970-71 following broad guidelines of decennial World Census of Agriculture (WCA)
evolved by FAO.

It is a Central Sector Plan Scheme and so far 10 censuses have been conducted in the country.

How can farmers in Punjab augment their incomes with more sustainable agriculture?

Fund for switching to maize cultivation - Punjab’s idea to create a fund of around Rs 25,000 crore to help
farmers switch from paddy to maize has to be focused with certain modifications.

1. The fund should be under a five-year plan to shift at least a million hectares of paddy area to maize.
2. The corpus should have equal contributions from the Centre and state.

3. The Maize Corporation of Punjab (MCP) should be created to buy maize from farmers at MSP.

4. MCP should enter into contracts with ethanol companies to absorb the surplus in maize production.

5. The best seeds should be used to enhance the maize productivity .

e Crop diversification — More focus has to be given to fruits,vegetables, livestock and fisheries.

e It hasto be backed by proper processing, grading and packaging infrastructure to tap its full potential.

How is this plan beneficial to Punjab farmers?

e The plan aids in achieving the government’s target of 20 per cent blending of ethanol in petrol by 2030
also reduce GHG emissions in vehicular pollution.

and will
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Punjab will arrest its depleting water table as maize needs less than one-fifth the water that paddy does for
irrigation.

Punjab will save much on the power subsidy to agriculture as paddy irrigation consumes much of the power
subsidy.

There will be lesser methane emissions and less stubble burning.
This could result in a win-win situation for all — farmers, the Government of Punjab and the country
The SAS data shows that the profitability is much higher in fruits and vegetables than in crop cultivation.

Also, the horticultural crops and livestocks ensure nutritional security in line with sustainable and climate-
resilient agriculture.

The New Wave of Agritech must Respect Traditional Farmers' Knowledge

What is the issue?

With the emergence of agri-tech unicorns in the digital revolution in agriculture, farmers’ traditional knowledge are
often neglected or exploited.

What is the role of the Agri-tech start-ups in the digital revolution?

The internet penetration of about 32 % provides the basis for the growth of digital platform-based enterprises.
Agri-tech start-ups aim to address the knowledge gaps among the farmers.
They provide goods and services to farmers, such as access to quality inputs, and reasonably priced credit.

Several start-ups are providing various value chain services. ITC’s e-Choupal and related one-stop retail
formats were considered as precursors to the digital revolution in agriculture.

On the output side, start-ups are working to reduce the farm-to-fork gap, enhance market access and bargaining
power of smallholder farmers.

e-Choupal is an initiative by ITC Limited that provides Internet access to rural farmers to enable them to order
supplies, learn about best agricultural pra