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From	Editor’s	desk:

Our	endeavour	to	act	on	the	suggestions	we	receive,	we	have	some	good
news	for	the	UPSC	Civil	Services	aspirants.	Knappily’s	Online	Magazine
is	 a	 new	 initiative	 dedicated	 to	 those	 who	 aspire	 to	 be	 the	 top
bureaucrats	 of	 the	 nation.	 The	 magazine	 is	 structured	 as	 per	 the
requirements	of	UPSC	syllabus	so	that	readers	find	it	more	convenient
reading	the	Knapps.

We	have	 published	 six	 different	magazines	 for	General	 Studies	which
will	reduce	aspirant’s	burden	of	segregating	the	knapps.	The	magazine	is
our	 sincere	 attempt	 to	 smoothen	 your	 journey	 towards	 cracking	 this
prestigious	exam.

Most	 aspirants	will	write	 an	 average	 answer,	 and	 for	 you	 to	 outshine
others	 -	 you	 need	more	 relevant	 information	 which	 you	 can	 present
quickly	and	powerfully.	So	here	you	go	with	Knappily’s	online	magazine
that	is	designed	to	be	a	game-changer.



Economy	-	Will	FTAs	and	FDIs	solve	industry	woes?

“Open	 multi-brand	 retail,	 e-commerce,	 education	 to	 more	 FDI”,
demands	 India	 Inc.	 It	 also	 wants	 the	 government	 to	 review	 FTAs	 to
improve	 trade	 imbalances	 in	manufacturing.	We	 should	move	 in	 the
direction	 where	 there	 is	 only	 a	 small	 negative	 list	 of	 sectors	 and	 for
everything	 else,	 the	 FDI	 limit	 should	 be	 100%,	 says	 CII.	 Are	 FDIs	 and
FTAs	holding	the	key?
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What	is	the	current	FDI	scenario	in	India?

According	to	Department	of	Industrial	Policy	and	Promotion	(DIPP),
the	 total	 FDI	 inflows	 soared	 by	 24.5	 per	 cent	 to	 US$	 44.8	 billion
during	FY2015,	as	compared	to	US$	36.0	billion	in	FY	2014.
FDI	 into	 India	 through	 the	 Foreign	 Investment	 Promotion	 Board
(FIPB)	route	shot	up	by	26	per	cent	in	the	year	FY	2015,	 indicating
that	 government’s	 effort	 to	 improve	 ease	 of	 doing	 business	 is
yielding	results.
Data	for	FY	2015	indicates	that	the	increase	in	the	FDI	inflows	was
primarily	 driven	 by	 investments	 in	 infrastructure	 and	 services
sector.
During	 FY	 2015,	 India	 received	 the	maximum	 FDI	 equity	 inflows
from	Mauritiusfollowed	 by	 Singapore,	Netherlands,	 Japan	 and	 the
U.S.
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Why	is	FDI	so	important	for	India?

Integration	into	global	economy	-	Access	to	a	wider	global	platform
in	the	world	economy.
Economic	growth	 -	Inflow	of	FDI	has	boosted	the	economic	life	of
India.
Trade-	Wide	spectrum	of	opportunities	in	the	trading	of	goods	and
services	in	India	both	in	terms	of	import	and	export	production.
Technology	 diffusion	 and	 knowledge	 transfer	 –	 Exposure	 to
world-class	technical	expertise	and	transfer	of	technology	happens
for	the	host	country.
FDI	increases	the	competitiveness	&	quality	of	products	in	the	host
country.
Human	Resources	Development	-	Employees	could	get	acquainted
with	globally	valued	skills.
Employment–	 FDI	 can	 create	 jobs	 in	 an	 effort	 to	 increase
productivity
It	helps	to	boost	up	the	FOREX	reserves	and	helps	to	maintain	the
stability	of	rupee.
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When	was	FDI	introduced	in	India?

FDI	was	 introduced	 in	 India	 as	 part	 of	 1991	 economic	 reforms	 in
response	to	a	macro-economic	crisis.
The	 DIPP,	 Ministry	 of	 Commerce	 and	 Industry,	 GoI,	 issues	 a
“Consolidated	FDI	Policy	Circular”	on	a	yearly	basis	elaborating	the
policy	and	the	process	in	respect	of	FDI	in	India.
FDI	 in	 India	 is	 governed	 by	 the	 principles	 of	 Foreign	 Exchange
Management	Act	(FEMA),	1999.
There	are	broadly	two	routes	which	allow	FDI

Automatic:	Under	this	route,	no	approval	is	required	from	RBI
for	the	investment
Government:	 Under	 this	 route,	 the	 foreign	 investor	 or	 the
Indian	 company	 should	 obtain	 prior	 approval	 of	 the	 GoI,
Ministry	of	Finance	and	FIPB	for	the	investment.
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Where	are	the	impediments	to	FDI?

Impediments	to	more	FDI:	Unfavourable	Fiscal	Policy,	Inconsistent
Policy	 Implementation,	 Political	 Unrest,	 Corruption,	 Complicated
Bureaucracy,	 Absence	 of	 Autonomous	 Regulatory	 Bodies,
Differential	Treatment,	Insufficient	Power	Supply	etc.
Where	is	India	at	an	advantage?

Lower	inflation	levels,	weaker	currency	&	falling	labor	costs	are
making	India	competitive.
With	new	initiative	and	reforms	by	NDA	government	“Ease	of
doing	business”	has	improved.
Domestic	political	stability.
Favourable	external	environment.	India	is	not	fighting	any	real
wars	right	now	other	than	the	war	of	words	with	Pakistan.
R&D	is	booming	and	so	is	venture	capital	into	new	startups.
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Who	is	getting	impacted	by	Free	Trade	Agreements	(FTA)?

The	 exports	 and	 imports	 in	 both	 the	 countries	 and	 the	 respective
industries	get	affected	by	these	agreements.
Suggestions:

FTA	 between	 countries	 needs	 to	 be	 comprehensive	 including
goods	and	services.
Agreements	must	be	backed	by	 frameworks	on	 issues	such	as
anti-dumping,	standards,	and	dispute	resolution.
It	is	evident	that	FTAs	are	by	passing	the	WTO	framework	and
cover	 both	 extensive	 (covering	 more	 areas)	 and	 intensive
(going	deeper	into	existing	areas)	liberalisation.
Concern	 over	 the	 domestic	 economy	 should	 not	 result	 in
barriers	on	free	trade.
Finally,	one	must	not	ignore	the	role	of	trade	and	commerce	in
moderating	bilateral	relationships.
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How	is	the	regional	imbalance	in	FDI	across	India?

Post	 1991	 reforms,	 Indian	 economy	 has	witnessed	 a	 surge	 in	 FDI
inflows.	But	the	majority	of	this	flow	is	confined	to	select	states	and
regions.
The	distribution	is	so	skewed	that	the	top	five	regions	Maharashtra,
New	Delhi,	Tamil	Nadu,	Karnataka	and	Gujarat	account	for	67%	of
the	 total	 FDI	 with	 Maharashtra	 individually	 receiving	 31%	 of	 the
total	FDI	inflows.
While	 in	 1960s	 and	 1970s	 Green	 Revolution	 led	 to	 regional
imbalances,	now	FDI	is	doing	the	same,	although	both	contributed
to	economic	growth.
Incentives	 offered	 by	 state	 governments	 (like	 tax	 abatements)
played	a	significant	role	in	attracting	FDI.
The	spatial	 inequality	of	FDI	 is	one	of	 the	major	reasons	for	rising
regional	differences.
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Economy	-	Tax	on	seed	funding	to	be	scrapped

In	the	upcoming	Union	Budget,	the	government	has	decided	to	scrap	a
tax	-	introduced	in	Finance	Act	2013	-	on	seed	funding	provided	to	start-
ups	by	Indian	angel	 investors.	The	tax	is	one	reason	why	Indian	start-
ups	seek	foreign	funding.	India	is	perhaps	the	only	country	which	taxes
its	own	investors	higher	than	foreign	investors?
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What	are	the	issues	associated	with	seed	funding	in	India?

The	 existing	 tax	 provision	 takes	 away	 roughly	 30	 per	 cent	 of	 the
investment	from	the	start-up’s	cash	flow.
Domestic	angel	investments	are	subject	to	double	taxation.	This	tax
applies	only	to	domestic	investors	and	thus	acts	as	a	disincentive	to
local	funding	for	start-ups.
The	tax	is	one	of	the	key	reasons	that	90	per	cent	of	Indian	start-ups
are	financed	by	foreign	venture	capital	and	angel	funds.
Tax	is	levied	at	the	time	of	investments	not	at	the	time	of	booking
profits	which	discourages	domestic	angel	investors.

Why	has	the	government	decided	to	scrap	tax	on	seed	funding?

The	 government	 has	 taken	 the	 decision	 with	 the	 intention	 of
encouraging	 funding	 by	 Indian	 investors	 under	 its	 Start-Up	 India
campaign.
India	 is	 the	 only	 country	 in	 the	 world	 to	 penalise	 local	 angel
investors	by	treating	infusion	of	funds	by	domestic	angel	investors
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as	income	in	the	hands	of	the	start-up.
Startups	relocate	out	of	India	to	countries	like	Singapore	due	to	tax
treatment	and	difficulties	of	doing	business	in	India.	Around	65	%	of
successful	 startups	 that	 began	 in	 India	 have	 moved	 out	 of	 the
country.

When	 will	 the	 government	 implement	 “Start	 up	 India	 Stand	 up
India”	program?

Prime	Minister	Narendra	Modi	announced	a	new	initiative	Start	up
India	 Stand	 up	 India	 on	 the	 eve	 of	 Independence	 Day,	 to	 boost
employment	opportunities	in	the	country.
In	December	2015	edition	of	 ‘Mann	Ki	Baat’	radio	programme,	PM
has	promised	to	unveil	the	action	plan	for	the	program.
On	January	16,	a	detailed	plan	will	be	revealed	in	a	grand	event	that
will	be	attended	by	Uber	Technologies	founder	Travis	Kalanick,	Soft-
Bank	 founder	 Masayoshi	 Son,	 Soft-Bank	 president	 Nikesh	 Arora,
WeWork	founder	Adam	Neumann	and	others.

11



Where	are	the	top	startup	ecosystems	in	the	world?

As	per	the	2015	Global	Startup	Ecosystem	Ranking	report	conducted
by	 Compass,	 US	 continues	 to	 be	 the	 favorite	 and	 most-preferred
destination	in	the	startup	community	with	7	of	its	cities	making	it	to
the	top	20.
Silicon	 Valley,	 New	 York	 City,	 Los	 Angeles,	 Boston	 and	 Tel	 Aviv
occupy	the	top	five	positions.
The	only	Asian	cities	are	Singapore	at	10th	place	and	Bangalore	at
15th	 place.	 Bangalore	 saw	 five-fold	 positive	 growth	 in	 investment
between	2013-14
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Who	are	Angel	Investors?

They	are	wealthy	individuals	who	agree	to	invest	in	a	small	startup
company	that	has	little	access	to	capital.
They	can	be	entrepreneurs	who	may	also	be	friends	or	relatives	of
the	person	starting	the	company.
They	usually	receive	ownership	 in	 the	new	company,	often	 in	 the
form	of	preferred	stock	in	return	for	their	support.
They	 also	 can	 offer	 crucial	 insights	 and	 expertise	 to	 the	 new
company’s	management,	especially	when	the	startup	is	in	the	angel
investor’s	niche.

How	can	the	government	motivate	young	entrepreneurs	of	India?

The	 government	 should	 provide	 tax	 incentives	 by	 exempting
startups	 from	 direct	 and	 indirect	 taxes	 including	 minimum
alternative	 tax	 to	 reduce	 their	 compliance	 burden	 and	 cash
outflows.
Policy	 regulations	 like	 ease	 of	 compliance,	 reliance	 on	 self-
certification	 instead	 of	 audits	 and	 single	 window	 clearance	 for
setting	up	a	company	should	be	introduced.
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SEBI’s	 framework	 under	 which	 angel	 investors	 are	 allowed	 to
register	as	Alternative	Investment	Funds	and	decision	to	scrap	tax
on	seed	funding	are	steps	in	the	right	direction.
The	government	can	set	up	a	high-level	committee	to	evaluate	the
emerging	trends	&	technologies,	and	inputs	obtained	would	be	used
in	formulating	policy.

((( 	)))
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Economy	-	Why	is	the	government	hiking	excise	on	fuel?

The	Congress	said	the	government	is	“giving	a	penny	and	extracting	a
pound”	 when	 it	 comes	 to	 petrol	 and	 diesel	 prices.They	 blamed,	 “the
government	has	reduced	the	prices	of	diesel	and	petrol	by	a	few	paisa
today	 and	 has	 increased	 excise	 on	 petrol	 and	 diesel	 for	 the	 8th
consecutive	time.”	Is	good	economics	bad	politics?
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What	is	the	accusation	on	Government?

Government	 is	 accused	 of	 its	 strategy	 of	 “giving	 a	 penny	 and
extracting	a	pound”	in	petrol	pricing.
The	 government,	 going	 by	 the	 price	 it	 is	 paying	 for	 international
crude	 oil,	 should	 be	 selling	 petrol	 at	 Rs.19.40	 per	 liter	 instead	 of
Rs.59.03	per	liter	and	diesel	at	Rs.	15.71	per	litre	instead	of	Rs.	44.18
per	litre.
Currently	the	price	of	international	crude	oil	is	72.21	per	cent	lower
than	 what	 they	 were	 when	 the	 BJP	 government	 took	 over	 and
proportionate	reduction	in	retail	prices	have	not	been	transferred	to
the	consumer.
There	 is	 a	 small	 reduction	 in	 the	 prices	 of	 diesel	 and	 petrol;
however,	 the	 excise	 on	 petrol	 and	 diesel	 were	 hiked	 for	 the	 8th
consecutive	time.
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Why	is	it	a	good	strategy	to	not	reduce	the	price	proportionately?

It	gives	the	government	economic	cushion	to	maintain	their	budget
oriented	targets	and	keep	a	track	on	inflation.
With	 the	available	monetary	resources,	 the	government	will	 store
the	 oil	 resources	 and	 can	 ensure	 energy	 security	when	 the	prices
are	high.
If	 the	 product	 is	 priced	 below	 a	 threshold	 it	 results	 in	 increased
consumption	 and	 has	 a	 spiral	 effect	 on	 the	 economy	 and
environment.
The	 Economic	 Survey	 2014-15	 praised	 the	 government	 for	 not
decreasing	the	oil	prices	proportionately	to	the	international	prices
because	it	discouraged	increased	consumption,	thereby	preventing
the	possible	increase	in	pollution.
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When	did	the	world	face	the	worst	oil	crisis?

The	1973	oil	crisis	began	in	October	1973	when	the	members	of	the
Organization	 of	 Arab	 Petroleum	 Exporting	 Countries	 (OAPEC,
consisting	 of	 the	 Arab	 members	 of	 OPEC	 plus	 Egypt	 and	 Syria)
proclaimed	an	oil	embargo.
By	the	end	of	the	embargo	in	March	1974,	the	price	of	oil	had	risen
from	 $3	 per	 barrel	 to	 nearly	 $12	 globally;	 US	 prices	 were
significantly	higher.
The	oil	crisis,	or	“shock”	had	many	short-term	and	long-term	effects
on	global	politics	and	the	global	economy.
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Where	are	the	loopholes	in	global	oil	pricing	strategy?

Price	war	–	With	the	U.S.	trying	to	explore	shale	gas	opportunities,
the	OPEC	feels,	if	the	oil	price	is	reduced	then	the	local	production	at
US	won’t	 be	 economical	 and	 thus	many	 of	 these	 companies	may
wind	up	their	business.
Production	has	resumed	in	Libya	–	Libya	which	underwent	a	civil
war	 in	 the	 recent	 past	 has	 started	 producing	 oil,	 which	 added	 to
already	surplus	oil	supplies.
Lower	demand	in	emerging	markets	–	The	weak	demand	for	oil	in
emerging	markets	has	led	to	excess	supply	of	oil.
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Who	will	get	impacted	because	of	falling	oil	prices?

Who	gains?
India:	With	the	reduced	oil	prices,	Indian	government	is	likely
to	have	surplus	funds	available	for	its	developmental	activities
and	 energy	 security	 purposes.	 Investments	 could	 be	made	 to
explore	the	renewable	sources	of	energy.
US	will	largely	benefit.	Indirectly,	the	countries	like	India	who
are	 looking	 for	 US	markets	 (for	 export	 of	 software	 and	 other
products)	will	also	gain	in	the	bargain.

Who	suffers?
The	oil	producing	countries	such	as	Iran,	Russia	and	others	will
suffer.
Reduced	oil	prices	would	result	in	increased	usage	of	petroleum
products,	which	will	adversely	impact	the	environment.
Consequently	 it	 would	 badly	 affect	 poor	 and	 underdeveloped
countries.
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How	did	the	government	take	advantage	of	the	situation?

Union	government	has	prepared	itself	for	any	sudden	oil	price	rises
and	utilized	it	to	compensate	the	budget	deficit	targets.
In	 addition	 to	 fiscal	 stability,	 Indian	 rupee	 has	 stabilized	 due	 to
increased	FOREX	reserves.
As	per	Economic	survey	2015-16,	India	has	taken	a	number	of	green
actions,	 including	 imposing	 significantly	 higher	 taxation	 of
petroleum	products	and	reenergizing	the	renewable	energy	sector.
Unlike	 some	 countries,	 it	 has	 taken	 India	 from	 a	 carbon
subsidization	regime	to	one	of	significant	carbon	taxation	regime—
from	 a	 negative	 price	 to	 an	 implicit	 positive	 price	 on	 carbon
emissions
India	 now	 ranks	 quite	 high	 in	 terms	 of	 taxation	 of	 petroleum
products.	 The	 recent	 actions	 alone	 have	 significantly	 burnished
India’s	green	and	climate	change	credentials.

((( 	)))
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Economy	-	Start-up	India	kick-started

Start-up	India	initiative	aims	to	celebrate	the	country’s	entrepreneurial
spirit,	 and	 create	 a	 strong	 ecosystem	 for	 fostering	 innovation	 and
startups	 in	India.	 It	was	kick-started	by	Finance	Minister	ArunJaitleyin
the	 presence	 ofthe	 CEOs	 of	 top	 start-ups	 and	 over	 150	 budding
entrepreneurs.	 The	 Prime	 Minister	 launched	 an	 action	 plan	 for	 the
ambitious	mission.
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What	are	the	highlights	of	action	plan	announced	by	the	PM?

There	will	be	no	inspection	for	three	years	of	startup	businesses	in
respect	of	labor.
The	bankruptcy	bill	 in	Parliament	 once	passed	will	make	 it	 easier
for	startups	to	exit.
Startups	will	be	exempted	from	paying	income	tax	on	their	income
for	the	first	three	years.
A	dedicated	 fund	worth	Rs	10,000	crore	will	be	provided	for	credit
guaranteed	fund	and	tax	incentives	for	startups.
There	will	be	80	%	reduction	in	patent	fee	for	start-up	businesses.
Atal	 Innovation	 Mission	 will	 be	 started	 to	 give	 impetus	 to
innovation	and	encourage	talent.
Innovation	as	a	core	program	will	be	opened	for	school	children.
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Why	should	we	celebrate	“Start-up	India”?

The	 government	 from	 now	will	 act	 only	 as	 the	 facilitator	 for	 the
startups	with	no	intervention	in	day	to	day	business.
It	 is	 taking	 several	 steps	 to	 improve	 ease	 of	 doing	 business	 and
remove	red	tape.
A	 transparent	 &	 conducive	 tax	 regime,	 easier	 registration,
compliance	and	exit	norms,	 and	 stronger	 incubation	network	will
be	provided	to	give	a	boost	to	start-ups.
There	will	be	a	greater	synergy	between	the	startups,	venture	funds,
seed	funds,	incubators,	industry	and	the	government.
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When	was	‘Start-up	India’	announced?

It	was	on	the	occasion	of	India’s	69th	Independence	Day	that	Prime
Minister	Narendra	Modi	announced	the	Startup	India	initiative	from
the	ramparts	of	India’s	iconic	Red	Fort.
It	was	not	clear	then	what	shape	will	the	initiative	take.
Just	five	months	later,	on	16th	January,	the	PM	unveiled	the	historic
Startup	Action	Plan.

The	 Prime	Minister	 inspired	 the	 new	 entrepreneurs	 -	 “Those	who
run	from	water	will	never	learn	to	swim.	You	have	to	drown	once
to	be	able	to	learn	to	swim.”
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Where	can“Start-up	India”	initiative	help	education	sector?

The	 scheme	 includes	 an	 ambitious	 plan	 to	 create	 a	 network	 of
startup	centers,	technology	business	incubators	and	research	parks,
to	take	the	startup	culture	beyond	the	top-tier	education	institutions
such	as	IITs	and	IIMs.
The	Human	Resource	Development	Ministry	and	the	Department	of
Science	and	Technology	have	agreed	to	partner	in	an	initiative	to	set
up	over	75	such	startup	support	hubs.
The	hubs	will	be	set	up	in	National	Institutes	of	Technology	(NITs),
the	 Indian	 Institutes	of	 Information	Technology	 (IIITs),	 the	 Indian
Institutes	of	Science	Education	and	Research	(IISERs)	and	NIPERs	or
National	Institutes	of	Pharmaceutical	Education	and	Research.
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Who	will	benefit	from	the	Start-up	India	scheme?

It	will	help	Indian	entrepreneurs	with	ideas	and	tools,	a	friendly	tax
regime,	better	use	of	technology	and	innovation.
Job	seekers	will	benefit	as	greater	number	of	jobs	will	be	created	by
start-ups	which	will	cater	to	India’s	growing	need	of	jobs.
India	will	 benefit	 because	 in	 18	months	 patent	 dependency	 levels
will	be	same	as	the	US	and	Japan	with	recruitment	of	1,000	patent
examiners.

27



How	is	‘Stand	Up	India’	different	from	‘Start	Up	India’?

Start	Up	India	is	for	new	entrepreneurs	but	Stand	Up	India	scheme
is	 restricted	 only	 to	 scheduled	 caste,	 scheduled	 tribe	 and	 women
entrepreneurs.
The	 latter	 is	 anchored	 by	 the	 Department	 of	 Financial	 Services
(DFS).
The	Scheme	was	launched	on	January	6,	2016	and	loans	under	the
scheme	 would	 be	 given	 for	 greenfield	 projects	 in	 the	 non-farm
sector.
It	 is	 expected	 to	 benefit	 atleast	 2.5	 lakh	 borrowers	 and	 expected
date	 to	reach	out	 to	beneficiaries	 is	36	months	 from	the	 launch	of
the	Scheme.

((( 	)))
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Economy	-	Indian	basket	of	crude	goes	below	$30

India	 imports	 80%	of	 its	 crude	oil	 requirements.	Any	 fall	 in	 crude	oil
price	 has	 an	 immediate	 positive	 impact	 on	 the	 economy.	 Lately,	 the
price	of	Indian	basket	of	crude	oil	has	dived	sharply	to	 less	than	$30	a
barrel	due	to	several	factors	like	fall	in	UK	Brent	prices,	falling	Chinese
currency	and	Saudi	Arabia-Iran	dispute.
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What	is	the	“Indian	basket”	of	crude?

The	mix	 of	 crude	 that	 India	 buys	 is	 called	 the	 ‘Indian	 basket’.	 It
consists	of	different	grades	of	crude	oil	in	a	ratio	that	reflects	Indian
refiners’	preferences.
It	is	the	weighted	average	of	the	prices	of	Oman	&	Dubai	sour	crude
price	 benchmark	 and	 the	 Brent	 sweet	 crude	 (North	 Sea)	 price
benchmark	in	the	ratio	of	72:28.
In	 2005-06,	 the	 ratio	 was	 58:42	 for	 sour	 and	 sweet	 grades
respectively.	 The	 change	 is	 driven	 by	 increased	 capability	 of
handling	more	sour	grades	by	Indian	refineries.
These	benchmarks	are	calculated	and	published	by	Platts.
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Why	is	the	crude	price	falling?

United	States	domestic	production	has	nearly	doubled	over	the	last
6	years	and	imports	have	reduced	drastically.
The	oil	producers	are	 forced	 to	drop	prices	as	Saudi,	Nigerian	and
Algerian	oil	are	suddenly	competing	for	Asian	markets.
The	latest	price	drop	was	caused	due	to	further	depreciation	of	Yuan
by	China	&	the	escalation	of	tensions	between	Saudi	Arabia	and	Iran
in	the	wake	of	the	execution	of	senior	Shia	Muslim	cleric	Nimr	al-
Nimr.
Recently,	the	sweet	grade	UK	Brent	prices	fell	to	levels	last	seen	in
2004.
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When	are	oil	prices	likely	to	recover?

There	is	not	much	hope	for	recovery.	Oil	production	has	not	been
declining	enough	in	the	United	States	and	other	countries.
Saudi	Arabia	has	refused	to	cut	production	as	they	will	lose	market
share	and	merely	benefit	their	competitors.
OPEC’s	 failure	 to	 intervene	 to	 stabilize	 markets	 has	 led	 to	 fall	 of
OPEC’s	 benchmark	 crude	 oil	 price	 by	 about	 50	 %	 since	 the
organization	declined	to	cut	production	at	a	2014	meeting	in	Vienna.
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Where	are	the	differences	between	different	types	of	crude?

Oils	 vary	 dramatically	 from	 one	 another	 when	 it	 comes	 to	 their
viscosity,	volatility	and	toxicity.
The	Very	Light	Oils	 /	Light	Distillates	 to	be	highly	volatile	and	can
evaporate	within	 just	a	couple	of	days,	which	quickly	diffuses	and
decreases	toxicity	levels.
Light	 Oils	 /	 Middle	 Distillates	 are	 moderately	 volatile,	 less
evaporative	and	moderately	toxic.
Heavy	 Fuel	 Oils	 are	 very	 slow	 with	 very	 little	 evaporation	 and
therefore	toxicity	is	highly	increased.
Medium	Oils	are	less	volatility	&	have	increased	toxicity	level.
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Who	are	the	members	of	OPEC?

Organization	 of	 the	 Petroleum	 Exporting	 Countries	 (OPEC)	 was
founded	 in	 Baghdad,	 Iraq,	 by	 five	 countries	 namely	 Iran,	 Iraq,
Kuwait,	Saudi	Arabia	and	Venezuela	in	1960.
It	was	 later	 joined	by	Qatar	 (1961),	 Indonesia	 (1962),	 Libya	 (1962),
the	 United	 Arab	 Emirates	 (1967),	 Algeria	 (1969),	 Nigeria	 (1971),
Ecuador	(1973),	Gabon	(1975)	and	Angola	(2007).
Ecuador	 suspended	 its	 membership	 for	 few	 years,	 Gabon
terminated	 its	 membership	 in	 1995	 and	 Indonesia	 suspended	 its
membership	in	January	2009.
Indonesia	 reactivated	 its	 membership	 from	 1st	 January	 2016	 and
currently	OPEC	has	13	member	countries.
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How	can	India	gain	from	falling	oil	prices?

India	being	the	fourth	largest	consumer	of	oil	is	a	big	beneficiary	of
falling	oil	prices.
The	reduced	prices	will	not	only	lower	the	import	bill	but	also	help
save	foreign	exchange.
India	can	plan	to	stock	up	for	the	future	and	achieve	the	long	term
goal	of	saving	for	90	days.
Indian	 refiners	 will	 also	 benefit	 because	 their	 working	 capital
requirements	would	 reduce	along	with	 lower	 losses	on	 subsidized
sale	of	petroleum	products.

((( 	)))
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Economy	-	Multinationals	exploit	India’s	taxation	system

The	 issue	 of	 black	 money	 has	 been	 a	 matter	 of	 a	 serious	 political
debate.	 The	 illegal	 capital	 outflows	 stem	 from	 tax	 evasion,	 crime	 and
corruption.	 India	 is	 ranked	at	 fourth	place	 in	 illicit	money	 flows,	with
trade	mis-invoicing	 (of	goods)	accounting	 for	83.4	per	cent	of	 the	$510
billion	of	the	flows.	How	bad	is	this	problem?
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What	impact	do	illicit	financial	flows	have	on	India?

As	per	a	Global	Financial	 Integrity	 (GFI)	report,	 India	 is	 the	 fourth
biggest	exporter	of	illicit	capital	over	a	decade	with	annual	outflow
of	$51.03	billion	which	clearly	shows	that	economy	is	damaged.
It	has	facilitated	transnational	organized	crime,	fostered	corruption,
undermined	governance,	and	decreased	tax	revenues.
It	 has	 drained	 hard	 currency	 reserves,	 heightened	 inflation,
canceled	 investment,	 undermined	 trade,	 worsened	 poverty,	 and
widened	income	gaps.
It	can	also	have	a	terrible	impact	on	governments	and	society.

Why	is	it	difficult	to	curb	illicit	capital	flows	in	India?

Lethal	 combination	 of	 transfer	 pricing	 and	 tax	 havens	 makes	 it
impossible	to	curb	illicit	capital	flows.
Multinational	 corporations	 being	 an	 integrated	 entity,	 coordinate
the	 businesses	 of	 hundreds	 of	 subsidiaries	 spread	 across
jurisdictions.	This	 leaves	plenty	of	scope	for	profit	shifting	and	tax
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games.
Transfer	 pricing	 takes	 the	 form	 of	 a	 licensing	 fee	 or	 a	 royalty
payment	 or	 interest	 paid	 by	 a	 subsidiary	 to	 a	 parent	 company
located	offshore.
The	 issue	of	black	money	stashed	abroad	by	 the	corrupt	 takes	 the
front	 stage	 and	 distracts	 attention	 away	 from	 capital	 flows	 that
actually	account	for	the	major	share	of	illicit	capital	flight.

When	did	India	witness	major	illicit	capital	flow	by	MNCs?

In	 2007,	 Hutchison	 of	 Hong	 Kong	 sold	 its	 telecom	 business	 to
Vodafone	 through	 a	 convoluted	 and	 contrived	 transaction	 in
Cayman	Islands	to	avoid	capital	gains	tax	of	Rs	12,000	crore.
In	 2006-07,	 Cairn	 India	 failed	 to	 deduct	 withholding	 tax	 on
purported	 capital	 gains	 arising	 to	 its	 former	 parent,	 Cairn	 UK
Holdings	Ltd.
In	2013,	Nokia	was	 involved	 in	a	Rs.	21,000	crore	 tax	evasion	case
with	 the	 Income	 Tax	 Department	 for	 allegedly	 withholding	 tax
since	2006	while	making	royalty	payments	to	the	parent	company

39



in	Finland.

Where	will	Base	Erosion	and	Profit	Shifting	(BEPS)	project	of	OECD
help	India?

It	 will	 lead	 to	 increased	 transparency	 in	 business	 operations
globally;	as	there	will	be	a	greater	need	for	sharing	information	by
MNC’s.
It	will	 stop	 companies	 exploiting	 differences	 in	 national	 tax	 rules
and	bilateral	treaties.
It	 will	 prevent	 companies	 from	 shifting	 profits	 to	 lower-taxation
countries	where	their	foreign	subsidiaries	are	based.
It	will	close	 loopholes	 that	 let	companies	shift	debt	within	a	group
towards	higher-tax	countries,	allowing	them	to	declare	lower	profits
there.
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Who	occupies	the	top	positions	in	illicit	financial	flows	as	per	GFI?

China	 tops	 the	 list	 with	 USD	 139	 billion	 average	 outflow	 of	 illicit
finances	per	annum.
It	is	followed	by	Russia	with	USD	104	billion	per	annum	and	Mexico
with	USD	52.8	billion	per	annum.
India	is	ranked	at	fourth	position	and	GFI	estimates	that	more	than
half	a	trillion	(USD	510	billion)	went	out	of	India	during	decade-long
period	of	2004-2013.
The	 study	 shows	 that	 illicit	 financial	 flows	 first	 surpassed	 USD	 1
trillion	in	2011	and	have	grown	to	USD	1.3	trillion	in	2013.
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How	is	India	tackling	the	issue	of	illicit	financial	flight?

India	has	joined	the	Task	Force	on	Financial	Integrity	and	Economic
Development	 to	 bring	 greater	 transparency	 and	 accountability	 in
the	financial	system.
Double	 Taxation	 Avoidance	 Agreements	 (DTAAs)	 and	 Tax
Information	 Exchange	 Agreement	 (TIEA)	 have	 made	 it	 easier	 for
obtaining	 banking	 information	 from	a	 foreign	 country	 in	 cases	 of
cross-border	tax	evasion.
The	 Advance	 pricing	 agreement	 (APA)	 introduced	 in	 2012,	 allows
the	taxpayer	and	the	tax	authority	to	avoid	future	transfer	pricing
dispute.
General	 Anti-Avoidance	 Rules	 will	 be	 implemented	 in	 2017,	 shall
incorporate	provisions	of	the	OECD’s	BEPS	project	which	deals	with
the	problem	of	tax	avoidance	by	MNC.

((( 	)))
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Economy	-	Luxury	market	in	India

Luxury	 market’s	 growth	 in	 India	 is	 fuelled	 by	 a	 rise	 in	 disposable
income,	 brand	 awareness	 among	 the	 youth	 and	 purchasing	 power	 of
the	upper	class	in	Tier	II	and	III	cities.	The	market	is	expected	to	cross
$18.3	 billion	 by	 2016.	 However,	 certain	 challenges	 in	 luxury	 market
need	to	be	addressed	to	achieve	rapid	growth.
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What	are	the	factors	behind	the	growth	of	luxury	market	in	India?

A	 fast	 increasing	urban	middle	 class	 and	growing	number	of	high
net	worth	individuals	has	attracted	most	luxury	brands.
A	 growing	 economy	 and	 liberalisation	 of	 FDI	 has	 further	 lured
many	luxury	brands	into	India.
Other	 factors	 include	 rapid	 urbanization,	 increased	 disposable
incomes,	growth	of	luxury	outlets	and	growing	awareness	of	luxury
products.
Penetration	of	 luxury	goods	in	second	and	third-tier	cities	of	India
in	 which	 consumers	 have	 a	 substantial	 level	 of	 wealth	 at	 their
disposal.
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Why	is	there	a	slow	growth	of	luxury	retailing	in	India?

There	is	shortage	of	skilled	labor	for	the	industry	which	is	a	major
cause	of	concern.
There	has	been	increase	in	the	infrastructure	and	operational	costs.
There	 is	a	 lack	of	modernized	and	dedicated	 luxury	retail	areas	 in
protected	vicinities	such	as	airports.
The	consumer	base	in	India	is	fragmented	and	diversified.
Import	 duties	 are	 relatively	 higher	 and	 there	 is	 lack	 of	 policy
support.
There	 are	 supply	 side	 issues	 such	 as	 legal	 loopholes	 pertaining	 to
intellectual	 property	 rights,	 inadequate	means	 to	monitor	 various
emerging	channels.

46



When	will	luxury	market	boom	happen	in	India?

As	 per	 the	 recent	 ASSOCHAM	 study,	 Indian	 luxury	 market	 is
expected	 to	 cross	 $18.3	 billion	 by	 2016	 from	 the	 current	 $14.7
billion.
Over	 the	next	3	years,	 five	 star	hotels	and	 fine-dining	restaurants,
electronic	 gadgets,	 luxury	 personal	 care	 items,	 and	 the	 jewelry
sector	are	expected	to	grow	by	30-35	%.
Wealth-X	predicts	that	there	will	be	437,000	India-based	millionaires
by	 2018,	 and	 double	 that	 amount	 by	 2023.	 This	 will	 increase	 the
luxury	consumption	in	India.
Over	 the	 next	 5	 years,	 spending	 in	 the	 Indian	 luxury	 market	 is
expected	to	more	than	double	to	236	billion	rupees	from	132	billion
rupees,	according	to	Euromonitor.

47



Where	does	India	stand	when	it	comes	to	luxury	marketing?

India	 currently	 enjoys	 just	 one-two	 per	 cent	 share	 in	 the	 global
luxury	 market	 but	 it	 is	 the	 fifth	 most	 attractive	 market	 for
international	retailers.	Its	share	in	luxury	segment	is	yet	to	capture
the	top	50	for	most	categories.
India’s	 contribution	 to	 the	 luxury	 industry	 is	 less	 than	 a	 tenth	 of
that	of	China	while	Russia	is	about	half	that	of	China.
India	 is	 on	 par	 with	 the	 United	 Arab	 Emirates	 and	 considerably
stronger	than	Singapore	and	Australia.
In	terms	of	brand	presence,	out	of	500	leading	international	luxury
brands,	only	30%	are	present	in	India.
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Who	are	the	major	luxury	players	in	India?

Hermes,	 Jimmy	 Choo,	 Gucci	 and	 Burberry	 are	 some	 of	 the
household	names	in	India.
Bugatti,	Lamborghini,	Porsche	and	Ferrari	are	the	major	luxury	car
bands.
Some	of	the	brands	like	Maison	Montblanc,	Ferrari,	Alfred	Dunhill,
Alexander	 Amosu,	 Maserati	 and	 Salvatore	 Ferragamo	 which	 had
shut	shops	are	seen	returning	to	India.
GUCCI,	 Christian	 Dior,	 Louis	 Vuitton,	 Canali	 India,	 LVMH	 India,
Judith	 Leiber,	 The	 SPA	 Group,	 Starwood	 Asia	 Pacific	 Hotels	 &
Resorts,	and	Reliance	Brands	have	performed	well	in	2015.
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How	has	 relaxation	 of	 FDI	 rules	 by	 the	 government	 helped	 luxury
market?

The	 luxury	 firms	were	 taken	 for	 a	 ride	by	 Indian	partners	 before
the	FDI	relaxation.
Indian	 government	 allowed	 100	%	 FDI	 for	 single	 brand	 retail	 but
made	mandatory	requirement	of	30	%	local	sourcing.	Many	luxury
firms	had	issues	with	this	clause.
After	government	reforms	in	2012,	global	 luxury	firms	invested	in
India.	 It	 helped	 them	 in	 setting	 up	 shops,	 running	 their	 stores
according	 to	 their	 brand	 disciplines	 and	 building	 their	 own
customer	relations	as	per	global	brand	guidelines.

((( 	)))
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Economy	-	FinMin	wants	30%	dividend	from	the	PSUs

The	Finance	Ministry	has	recently	issued	dividend	payment	policy	for
public	sector	units	which	can	help	government	 tide	through	a	difficult
financial	 situation.	 The	 new	 policy	 will	 replace	 the	 ambiguous	 2004
guidelines	 on	 dividends.	 The	 government	 has	 asked	 for	 30%	dividend
and	for	cash-rich	PSUs	 like	Coal	 India	 to	 issue	bonus	shares.	Why	was
this	required?
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What	were	the	recommendations	of	14th	Finance	Commission	(FFC)
on	this	matter?

Payment	 of	 dividends	 is	 a	 policy	 matter	 in	 which	 government
should	have	the	ownership	to	decide	unlike	operational	matters	in
which	the	Board	and	management	have	autonomy.
FCC	 had	 said	 that	 the	 dividends	 policy	 should	 cater	 to	 the
requirements	of	the	government.
With	dividends	from	PSUs	being	very	low,	FCC	had	noted	that	there
is	 considerable	 scope	 in	 the	 future	 for	 obtaining	 higher	 levels	 of
dividends	through	appropriate	policy	initiatives.
FFC	has	suggested	that	the	transfer	to	reserves	may	be	allowed	only
after	 the	 entity	 had	 exhausted	 the	 options	 and	 limits	 of	 raising
additional	resources	through	debt.
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Why	 has	 government	 revised	 the	 dividend	 payment	 policy	 for
CPSEs?

The	 Finance	 Ministry	 has	 noted	 that	 many	 Central	 Public	 Sector
Enterprises	(CPSE)	were	not	adhering	to	the	guidelines	with	regard
to	dividend	payment	and	there	was	absence	of	a	clear	policy.
Due	 to	 huge	 shortfall	 in	 the	 disinvestment	 receipts	 and	 revenue
collection,	the	government	will	face	a	tough	time	in	adhering	to	the
fiscal	deficit	target	of	3.9%.
The	government	also	needs	to	cater	to	public	interest	at	the	time	of
financial	crunch.
To	 enforce	 professionalism,	 the	 central	 public	 sector	 enterprises
(CPSEs)	 have	 been	 suggested	 to	 rely	 on	 market	 borrowings	 for
capital	requirement.
The	move	 is	 expected	 to	 help	 the	 Finance	Minister,	 Arun	 Jaitley,
inch	closer	to	the	fiscal	deficit	target.	But	it	may	not	be	enough	to	go
the	distance.
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When	did	the	government	introduce	payment	of	dividend	to	CPSEs?

In	2004,	 the	Department	of	Expenditure	 laid	out	the	guidelines	for
payment	of	dividend	to	CPSEs.	It	was	20%	on	profit	after	tax	(PAT)
or	20%	on	equity,	whichever	was	higher.	However,	 it	was	30%	for
CPSEs	in	oil,	petroleum,	chemical	and	other	infrastructure	sector.
As	per	the	recent	policy	of	2016,	CPSEs	are	directed	to	pay	30	%	of
the	 PAT	 or	 30	%	 on	 equity,	 whichever	 is	 higher.	 CPSE	with	 large
cash/	free	reserves	and	sustainable	profit	may	issue	bonus	shares.
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Where	do	PSUs	play	an	important	role?

They	 have	 laid	 down	 a	 strong	 foundation	 for	 the	 industrial
development	of	the	country.
They	 play	 a	 key	 role	 in	 nation	 building	 activities,	 which	 take	 the
economy	in	the	right	direction.
They	 provide	 leverage	 to	 the	 Government	 to	 intervene	 in	 the
economy	 directly	 or	 indirectly	 to	 achieve	 the	 desired	 socio-
economic	objectives	and	maximize	long-term	goals.
They	 also	 play	 a	 substantial	 role	 in	 the	 rural	 development	 by
providing	basic	infrastructural	services	to	citizens.
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Who	confers	the	“ratna”	awards	on	CPSEs?

The	 Department	 of	 Public	 Enterprises	 confers	 the	 status	 of
Maharatna,	Navratna,	Miniratna	to	CPSEs.
The	 Maharatna	 status	 empowers	 mega	 CPSEs	 to	 expand	 their
operations	and	emerge	as	global	giants.
The	Navratna	status	empowers	PSEs	to	invest	up	to	Rs.	1000	crore	or
15%	 of	 their	 net	 worth	 on	 a	 single	 project	 without	 seeking
government	approval.
Miniratnas	can	enter	 into	 joint	ventures,	 set	 subsidiary	companies
and	overseas	offices	but	with	certain	conditions.

56



How	significant	is	the	India	Today	PSU	award?

This	 award	 is	 given	 in	 recognition	 for	 the	 efforts	 of	 Public	 Sector
Undertakings	(PSUs)	that	have	been	key	to	India’s	overall	economic
growth.
The	 awards	 are	 given	 in	 eight	 categories	 -	 best	 performing,	 most
valuable,	fastest	growing,	HR	excellence,	best	R&D	innovation,	most
eco-friendly,	best	CSR,	and	best	in	global	presence.	These	are	further
distributed	 in	 four	 segments	 -	 Maharatna,	 Navratna,	 Miniratna
(category	I	&	II)	and	Other	PSUs.
It	 encourages	 PSU’s	 towards	 achieving	 the	 larger	 goal	 of	 nation-
building	and	these	results	reflect	their	market	performance.

((( 	)))
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Economy	-	2015	-	the	record	year	for	tourism

International	 tourist	 arrivals	 reached	 a	 record	 of	 1.2	 billion	 in	 2015,
according	to	World	Tourism	Organization	(UNWTO).	Around	50	million
more	visitors	traveled	to	international	destinations	around	the	globe	last
year.	 The	 results	 were	 influenced	 by	 exchange	 rates,	 oil	 prices	 and
natural	 and	 man-made	 crises	 in	 many	 parts	 of	 the	 world.	 China
continues	to	lead	global	outbound	travel.
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What	are	the	highlights	of	the	UNWTO	report?

The	tourist	arrivals	reached	a	total	of	1,184	million	in	2015,	growing
by	4.4%.
This	 is	 the	 6th	 consecutive	 year	 of	 above-average	 growth,	 with
international	arrivals	increasing	by	4%	or	more	since	2010.
Growth	 in	 advanced	 economy	 destinations	 exceeded	 that	 of
emerging	economies	by	1%	due	to	solid	results	of	Europe	(+5%).
Europe,	 the	Americas,	Asia	and	the	Pacific	all	recorded	around	5%
growth	in	2015.
Arrivals	to	the	Middle	East	increased	by	3%	while	in	Africa,	it	is	an
estimated	3%	decrease.
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Why	are	more	people	traveling?

Low-cost	airlines	have	become	popular	across	the	world.
Tourism	 industry	 has	 started	 to	 mature	 and	 it	 can	 now	 provide
affordable	hotels	and	villas	for	the	tourists.
Globalization	 has	 increased	 the	 number	 of	 business	 travellers.
•Many	people	have	taken	up	travel	as	leisure	activity.
The	Internet	and	Media	have	exposed	people	to	more	travelling	ads
and	the	internet	has	also	made	booking	easier.
Student	travellers	in	search	of	better	opportunities	are	on	the	rise.
People	are	also	migrating	to	other	countries	for	job	opportunities.
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When	did	tourism	sector	boom	in	India?

Though	 the	 organized	 efforts	 to	 promote	 tourism	 in	 India	 were
made	in	1945,	it	was	only	after	the	80’s	that	tourism	activity	gained
momentum.
India’s	 travel	 and	 tourism	 sectors	 contribution	 to	 the	 overall
economy	is	still	relatively	low	at	7%	of	GDP,	against	a	global	average
of	9.8%.
In	 2014,	 the	 industry	 contributed	 Rs	 7.64	 trillion	 and	 36.7	million
jobs	to	the	Indian	economy.
In	2015,	it	contributed	Rs	8.22	trillion	or	7%	of	India’s	GDP	(directly
and	 indirectly)	 and	 37.4	 million	 jobs	 —	 almost	 9%	 of	 total
employment.
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Where	are	the	tourist	hotspots?

Angkor	Wat	in	Cambodia	is	the	largest	living	religious	monument	in
the	world.
The	lost	city	of	Machu	Picchu	is	the	most	famous	archaeological	site
in	all	of	South	America.
Taj	Mahal	in	India	is	world’s	most	iconic	landmarks	and	elected	as
one	of	the	New	Seven	Wonders	of	the	World.
Sheikh	 Zayed	 Grand	Mosque	 Center,	 in	 Abu	 Dhabi,	 is	 the	 central
place	of	worship	for	citizens	of	the	Emirate.
Bascilica	 of	 the	 Sagrada	 Familia	 is	 the	 most	 iconic	 structure	 in
Barcelona.
The	Golden	Gate	Bridge	in	London	which	was	introduced	in	1937	is	a
world	icon.
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Who	is	travelling	the	most?

China,	 the	 Asian	 powerhouse,	 has	 topped	 the	 list	 of	 the	 top	 10
countries	whose	travelers	spend	the	most	on	international	tourism
for	the	year	2015,	as	per	the	UNWTO	report.
The	 expenditure	 by	 China	 has	 benefitted	 Asian	 countries	 such	 as
Japan	and	Thailand,	United	States	and	various	European	countries.
It	was	followed	by	United	States	and	United	Kingdom.
Spending	from	Germany,	Italy	and	Australia	grew	at	a	slower	rate,
while	demand	from	Canada	and	France	was	rather	weak.
However,	 the	 travel	 expenditure	 of	 Russian	 Federation	 and	Brazil
declined	 significantly.	 This	 may	 have	 to	 do	 with	 their	 economic
slowdown	in	2015.
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How	does	growth	in	tourism	benefit	the	world?

The	robust	performance	of	the	tourism	sector	makes	it	a	key	driver
of	socio-economic	progress.
It	has	become	one	of	the	major	players	in	international	commerce,
and	represents	at	the	same	time	one	of	the	main	income	sources	for
many	developing	countries.
It	 has	 produced	 economic	 and	 employment	 benefits	 in	 many
related	 sectors	 -	 from	 construction	 to	 agriculture	 or
telecommunications.
Modern	tourism	is	closely	linked	to	development	and	encompasses
growing	number	of	new	destinations.

((( 	)))
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Economy	-	India	may	cease	to	be	a	Global	Pharmacy

India	has	the	second	highest	incidence	of	Hepatitis-C	cases	in	the	world.
Voluntary	 Licensing	 agreements	 have	 been	 signed	 between	 11	 Indian
generic	drug	makers	and	Gilead	Science	 to	bring	 the	Hepatitis	C	drug,
Sovaldi	to	Indian	markets.	The	government	fears	that	India	will	cease	to
be	 a	 “Global	 Pharmacy”	 if	 pharmaceutical	 companies	 fail	 to	 make
cheaper	generic	versions.
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What	is	Voluntary	License	agreement	on	Sovaldi	about?

There	 was	 a	 Voluntary	 Licence	 (VL)	 agreement	 signed	 between
Gilead	Science	and	11	Indian	generic	drug	makers	to	bring	Hepatitis
C	drug	(Sovaldi)	to	Indian	markets.
The	 licensed	 companies	 are	 given	 Gilead’s	 technology	 to
manufacture	large	volumes	of	drug	in	return	for	7%	royalty.
Although	Gilead	has	 lost	 one	 of	 its	 patent	 claims	 on	 sofosbuvir	 in
India	and	Egypt	which	has	also	 rejected	 it,	 the	US	drug	major	has
pre-empted	 any	 real	 competition	 by	 locking	 top	 Indian	 producers
into	restrictive	voluntary	licensing	agreements.
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Why	may	India	cease	to	be	a	Global	Pharmacy?

Today	generic	manufacturers	face	major	constraints	to	produce	and
supply	generic	versions	of	new	patented	medicines.
India’s	reliance	on	imported	expensive	medicines	is	increasing	and
it	is	shutting	down	as	the	pharmacy	of	the	developing	world.
Intellectual	 Property	 Rights	 (IPR)	 and	 pricing	 has	 continued	 to	 be
contentious	issues	in	the	market.
Pharmaceutical	companies	are	being	lured	by	Voluntary	Licensing
agreements,	instead	of	making	cheaper	generic	versions.
Exports	of	pharmaceutical	products	to	Africa	are	being	affected	due
to	 port	 delays	 and	 prolonged	 custom	 valuation,	 testing	 and
certification	requirements	and	registration	process	 for	any	generic
pharmaceutical	drug	is	time	consuming.
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When	did	India	emerge	as	a	Global	Pharmacy?

India’s	 pharmaceutical	 industry	 has	 emerged	 as	 a	 global	 force,
supplying	low-cost,	quality	off-patent	medication.
In	2010-11,	India’s	pharmaceutical	exports	grew	to	$10.3bn,	nearly
double	the	level	of	five	years	earlier.
In	2015,	it	accounted	for	8	percent	of	global	production	and	nearly
20	percent	of	the	world’s	generic	supply.	The	industry	ranks	fourth
in	terms	of	volume	and	13th	in	terms	of	value	globally.
It	is	estimated	that	around	40	per	cent	of	the	generic	drugs	in	the	US
come	from	India.
This	sector	has	attracted	one	of	the	highest	FDI	inflows	in	India.
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Where	 are	 the	 differences	 between	 Compulsory	 licensing	 and
Voluntary	Licensing?

Compulsory	licensing	(CL)	allows	a	drug	to	be	produced	cheaply	by
a	domestic	generic	manufacturer	because	it	was	been	deemed	to	be
too	costly	or	inaccessible	to	patients	who	needed	it.
On	 the	 other	 hand,	 voluntary	 licensing	 (VL)	 is	 mutually	 agreed
terms	with	a	local	partner	under	which	it	not	only	help	drug	makers
expand	the	market	but	also	avoid	CL	action.
While	government	 intervention	 in	case	of	CL	will	 lead	 to	a	drastic
reduction	in	price	as	it’s	generally	without	the	consent	of	the	patent
owner,	VL	will	still	ensure	the	companies	make	a	profit	at	a	 lower
price.
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Who	is	impacted	because	of	VL	agreement	on	Sovaldi?

As	 per	 the	 Voluntary	 License	 (VL)	 agreement	 on	 Sovaldi,	 Indian
made	 generic	 versions	 of	 the	 drug	 could	 not	 be	 exported	 to	 50
middle-income,	high	burden	countries,	or	any	high	income	nations
including	much	of	Western	Europe,	and	the	U.S.
There	 are	 over	 49	 million	 Hepatitis	 C	 patients	 living	 in	 middle
income	 countries	 who	 will	 be	 excluded	 under	 the	 VL’s	 anti-
diversion	program.
China	has	the	highest	incidence	of	HepC	cases,	close	to	30	million	is
excluded	from	the	VL	ambit.
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How	can	the	Indian	government	solve	this	issue?

There	are	around	19	million	Hepatitis	C	patients	in	India,	and	most
cannot	afford	even	part	of	the	discounted	price.
The	 government	 has	 expressed	 concerns	 about	 patients	 grappling
with	 increasing	 drug	 prices	 and	 has	 told	 that	 generic	 companies
shouldn’t	give	up	the	fight	for	access	to	affordable	drugs.
The	 policy	 allowing	 foreign	 investment	 into	 the	 Indian	 pharma
sector	has	to	play	a	balancing	act	between	meeting	the	needs	of	the
people	and	the	capital	needs	of	the	industry.
The	government	should	 tweak	 its	policies	by	restricting	Voluntary
License	for	life	saving	drugs.

((( 	)))
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Economy	-	India	ranked	22nd	in	WEF	list

The	 inaugural	 list	 of	 the	 world’s	 best	 countries	 was	 released	 on	 the
sidelines	of	WEF	Annual	Meeting.	India	is	ranked	22nd	and	Germany	is
the	best	country	in	the	world.	India	has	topped	the	list	for	the	category
of	 economic	 growth.However,	 there	 are	 categories	 where	 India’s
performance	has	been	lackluster.	What	can	we	learn	from	the	toppers?
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What	did	the	report	say	about	India?

The	report	said	there	are	international	and	domestic	challenges	that
India	faces.
Though	 India	 has	 a	 fast-growing,	 diverse	 economy	 with	 a	 large,
skilled	workforce,	it	still	remains	one	of	the	poorest	countries	in	the
world	 based	 on	 income	 and	 gross	 national	 product	 per	 capita
because	of	its	population.
Services	are	the	major	source	of	economic	growth	in	India	and	due
to	 its	 educated,	 English-speaking	workforce;	 India	 has	 become	 an
important	 center	 of	 information	 technology	 services,	 business
outsourcing	services	and	software	workers.
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Why	is	Germany	ranked	number	one?

Germany	secured	the	top	spot	for	various	reasons,	economy	being
the	key	factor.
The	country	has	low	unemployment,	is	popular	around	the	world,	is
known	for	 its	high-quality	brands	and	 is	adept	at	using	soft	power
abroad,	noted	the	report.
It	 mentioned	 that	 the	 Germany	 as	 a	 world	 leader	 comes	 largely
from	the	work	of	Angela	Merkel.
It	 scored	 high	 in	 categories	 like	 the	 entrepreneurship,
infrastructure,	education	and	skill	level	of	their	labor	force.
Other	 categories	where	 it	 fared	well	 include	power	 and	quality	 of
life.
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When	was	World	Economic	Forum	established?

Around	400	of	Europe’s	top	CEOs	were	invited	to	promote	American
forms	 of	 business	 management	 called	 European	 Management
Forum	in	1971.
It	was	created	by	Klaus	Schwab	who	still	heads	the	event	today.
The	Forum	changed	its	name	in	1987	to	the	World	Economic	Forum
after	growing	into	an	annual	get-together	of	global	elites.
The	major	advances	of	WEF	include	-	the	rise	of	the	financial	sector,
the	 spread	 of	 corporate	 trade	 agreements	 and	 the	 integration	 of
emerging	economic	powers	into	the	global	economy.
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Where	did	the	other	countries	perform	better?

Prime	Minister	Narendra	Modi	and	his	initiatives	have	put	India	on
top	 for	 its	 up-coming	 economy,	 though	 it	 was	 ranked	 at	 22nd
overall.
Sweden	 ranked	 first	 for	 being	 the	 best	 country	 for	 citizenship,
raising	kids	and	green	living.
Brazil	 topped	 for	 adventure,	 Luxembourg	 for	 starting	 a	 new
business,	France	for	cultural	influence,	Canada	for	quality	of	life	and
Italy	for	heritage.
Germany	 topped	 for	 entrepreneurship	 and	 for	 its	 overall
performance.
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Who	are	the	Top	Five	as	per	the	WEF	ranking?

Germany	has	been	deemed	the	best	country	in	the	world.
It	 is	 followed	 by	 Canada	 and	 UK	 which	 ranked	 second	 and	 third
respectively.
The	 United	 States	 of	 America	 being	 the	 most	 powerful	 and
influential	 country	 came	 fourth	 in	 the	 list.	 It	 had	 high	 scores	 in
“power”	 and	 “cultural	 influence”	 but	 scored	 low	 for	 its	 relatively
stagnant	education	levels.
Sweden	 took	 the	 fifth	 place	 followed	 by	 Australia	 (6),	 Japan	 (7),
France	(8),	Netherlands	(9)	and	Denmark	(10).
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How	were	the	rankings	calculated?

60	 countries	 in	 the	world	were	 examined	 across	 24	 categories	 on
the	 basis	 of	 sustainability,	 adventure,	 cultural	 influence,
entrepreneurship,	 movers,heritage,openness	 for	 business,	 power,
and	economic	influence.
More	 than	16,200	people	were	 surveyed	 to	gather	 the	data,	which
included	4,500	business	leaders	and	the	rest	were	the	general	public.
The	 report	 has	 been	prepared	by	US	News	 and	World	Report	 and
New	 York-based	 brand	 consultancy	 BAV	 Consulting	 and	Wharton
School	of	Business.

((( 	)))
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Economy	-	Fed	leaves	interest	rates	unchanged

The	U.S.	Federal	Reserve	has	kept	interest	rates	unchanged	and	said	it
was	 “closely	 monitoring”	 global	 economic	 developments.	 It	 is	 an
acknowledgement	that	turmoil	in	financial	markets	threatens	its	upbeat
view	 of	 the	 US	 economy,	 leaving	 the	 chances	 of	 a	 March	 hike
diminished	 but	 alive.	 What	 makes	 the	 actions	 of	 the	 “Fed”	 powerful
enough	to	influence	the	global	markets?
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What	makes	the	“Fed”	powerful?

The	Fed	(Federal	Reserve)	is	the	USA’s	central	bank.	One	of	its	main
missions	is	to	make	sure	the	economy	is	healthy.
The	most	important	way	to	do	so	is	setting	a	target	for	the	interest
rate	that	banks	pay	to	borrow	money	from	each	other	overnight	–
the	federal	funds	rate.
It’s	one	of	the	least	risky	loans	of	all,	so	it	essentially	sets	the	basis
for	all	other	borrowing	across	the	country.
So,	why	 should	 the	world	 care	 about	 the	 Fed?	 Because	 the	world
cares	 about	 the	 US	 dollar	 and	 the	 Fed	 controls	 the	 supply	 of	 the
USD.
US	 dollar	 is	 the	 most	 popular	 reserve	 currency	 and	 the	 Fed	 has
control	over	the	monetary	policy	of	the	United	States.	That	provides
the	Fed	a	great	deal	of	influence	over	the	world’s	economy.
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Why	has	Fed	moved	away	from	keeping	the	rates	low?

The	American	jobless	rate	is	down	from	a	high	of	10	%	just	after	the
recession.	 Low	 unemployment	 is	 a	 sign	 that	 the	 consumers	 will
start	spending	more	freely.
That	allows	companies	to	charge	more	for	their	products,	which	in
turn	 encourages	 workers	 to	 demand	 higher	 wages,	 and	 inflation
starts	to	rise.
Because	monetary	policy	operates	with	long	lags,	any	action	by	the
Fed	now	could	take	a	year	or	more	to	filter	through	to	the	economy.
Also,	many	years	of	easy	money	–	near-zero	interest	rates	after	the
recession	of	2008-09	-	are	creating	dangerous	risks	for	the	economy.
The	 (until	 recently)	 record	highs	 in	 stock	markets,	 the	 record	 low
yields	in	bond	markets,	even	the	long-awaited	but	now	substantial
rise	 in	housing	prices	 –	 all	 have	been	 labeled	with	 the	dreaded	b-
word:	bubble.
So	according	 to	 this	 thinking,	 the	Fed	 should	 raise	 rates	 to	 reduce
the	incentives	for	investors	to	make	risky	bets.
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When	did	the	low	interest	regime	begin?

The	Fed	needs	 to	decide	whether	 to	 raise	 the	 fed	 funds	 rate	 -	 and
consequently,	all	interest	rates	-	or	stay	put.
The	decision	has	been	a	long	time	coming.	The	Fed	has	repeatedly
pushed	 back	 the	 goal	 post	 since	 slashing	 its	 target	 rate	 to	 zero
during	the	financial	crisis	in	2008.
First	it	promised	to	stay	at	zero	at	least	until	2012.	Then	2013.	Then
mid-2015.
Then	until	the	jobless	rate	fell	to	6.5	percent	or	inflation	rose	above
2.5	percent.
After	 seven	years	of	 the	most	 accommodative	monetary	policy	 in
U.S.	 history,	 the	 Fed	 on	 16	 December	 2015,	 as	 widely	 expected,
approved	a	quarter-point	increase	in	its	target	funds	rate.
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Where	does	the	discrepancy	lie?

It	 is	 not	 really	 so	 clear	 that	 the	 American	 economy	 -	 and	 more
precisely,	the	jobs	market	-	is	really	as	strong	as	it	seems.
Even	though	the	unemployment	rate	is	5	%,	there’s	a	large	shadow
workforce	 that	 isn’t	reflected	 in	 that	number.	They	 include	people
who	have	dropped	out	of	the	labor	market.
Others	 are	working	 part-time	 but	would	 really	 like	 full-time	 jobs.
Even	 those	with	 full-time	 jobs	may	have	 settled	 for	 positions	 that
don’t	use	all	of	their	skills.
Wage	 growth,	meanwhile,	 has	 been	 stuck	 at	 about	 2	%	 for	 years,
well	below	the	3	to	4	%	average	of	previous	decades.
Even	 though	 financial	markets	 have	 stabilized,	 China,	 the	world’s
second-largest	 economy	 is	 clearly	 slowing	 down.	 Other	 countries
may	suffer	collateral	damage.
If	America	hits	another	pothole,	the	Fed	could	be	forced	to	reverse
course	and	cut	interest	rates.
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Who	is	Janet	Yellen?

Janet	Yellen	is	the	chair	of	the	Fed,	taking	over	the	post	in	2015	from
Ben	Bernanke	before	her	and	Alan	Greenspan	before	him.
She	is	the	first	woman	to	ever	hold	the	position.
She	 is	 philosophically	 close	 to	 Bernanke	 and	 served	 as	 vice	 chair
during	his	tenure.
She	 is	 a	 staunch	 supporter	 of	 the	 massive	 stimulus	 the	 Fed
unleashed	under	Bernanke	to	help	the	country	avoid	another	Great
Depression.
She	 is	 less	worried	about	prices	 spiraling	out	of	 control	 and	more
worried	 about	 the	 number	 of	 people	 who	 are	 unemployed	 or
underemployed.
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How	would	the	rate	tightening	by	Fed	affect	India?

India	has	benefited	tremendously	from	foreign	capital	attracted	by
the	large	interest	rate	differential	between	India	and	the	US.
A	 steady	 increase	 in	 rates	 in	 the	 US	 is	 bound	 to	 cause	 a	 flight	 to
safety	 by	 foreign	 investors	 preferring	 the	 stable	 and	 less	 risky
returns	back	home.
A	series	of	hikes	will	also	raise	the	borrowing	costs	for	carry	trade
and	 reduce	 the	 risk	 adjusted	 returns	 investors	 receive	 from	 India
thus	making	it	less	attractive.
The	immediate	impact	of	the	hike	in	India	could	be	the	weakening
of	Rupee	against	US	dollar.
Although,	this	will	make	India	more	competitive	in	terms	of	exports
to	 the	 US,	 it	 is	 uncertain	 if	 India	 can	 take	 full	 advantage	 of	 this
seeing	how	exports	have	declined	for	12	straight	months.
A	 silver	 lining	 is	 the	plunging	 crude	prices	 that	will	 likely	 offset	 a
weak	rupee	and	keep	imports	and	trade	deficits	in	check.

((( 	)))
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Economy	-	ONGC	gets	nod	for	KG	Basin	project

ONGC	 has	 got	 environmental	 clearance	 for	 drilling	 45	 development
wells	 with	 a	 budget	 of	 over	 Rs	 53,000	 crore	 in	 the	 Krishna-Godavari
basin	in	Andhra	Pradesh.	It	is	expected	that	the	proposed	project	would
lead	to	production	of	51.33	billion	cubic	meters	of	gas	over	a	period	of	16
years	and	26.71	million	cubic	meters	of	oil	in	12	years.
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What	is	ONGC	required	to	do?

Among	 specific	 conditions,	 ONGC	 has	 been	 asked	 to	 obtain	 CRZ
(coastal	 regulation	 zone)	 clearance,	 approval	 from	 Directorate
General	 of	 Shipping	 for	 commencement	 of	 drilling,	 and	 comply
with	 all	 recommendations	 and	 conditions	 specified	 by	 Andhra
Pradesh	Coastal	Zone	Management	Authority.
ONGC	 has	 also	 been	 asked	 to	 use	 high	 efficiency	 diesel	 generator
sets,	 adopt	 conservation	 measures	 to	 protect	 marine	 life	 and
develop	waste	minimisation	plan,	among	others.
ONGC’s	 proposal	 is	 to	 drill	 45	 development	 wells,	 set	 up	 a	 FPSO
(Floating	Production	Storage	and	Offloading)	facility,	offshore	fixed
platform,	 subsea	 production	 systems	 and	 subsea	 pipelines
connecting	 landfall	 point	 to	 existing	onshore	 terminal	 for	 custody
transfer	to	GAIL.
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Why	is	KG	basin	famous?

Krishna-Godavari	Basin	is	a	peri-cratonic	(an	old	and	stable	part	of
the	 continental	 lithosphere)	 passive	 margin	 basin	 in	 India.	 It	 is
spread	 across	more	 than	 50,000	 square	 kilometres	 in	 the	 Krishna
and	Godavari	river	basins	in	Andhra	Pradesh.
The	 site	 is	 known	 for	 the	 D-6	 block	 where	 Reliance	 Industries
discovered	the	biggest	natural	gas	reserves	in	India	in	2002.
KG	inland	and	offshore	basins	have	good	prospects	of	tight	oil	and
tight	gas	reserves	from	the	conducted	field	studies.
Most	of	the	conventional	wells	drilled	and	operated	have	shorter	life
span	than	envisaged	life	and	with	erratic	production.
This	may	be	due	 to	drilling	of	 conventional	wells	 in	 tight	 oil	 /	 gas
fields	without	horizontal	 drilling	 in	 the	 shale	 rock	 formations	 and
hydraulic	fracturing.
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When	was	gas	discovered	in	KG	Basin?

ONGC	made	 the	 first	discovery	 in	 the	KG	basin	 in	 the	early	 ‘80s	at
Razole	in	Andhra	Pradesh	which	was	an	in-land	well.
But	 it	was	 only	 after	Reliance	 Industries	 announced	 in	 2002	 a	 gas
discovery	 in	 the	deep	waters	of	 the	KG	basin	 that	 the	 gas	 trapped
there	caught	worldwide	attention.
For	the	first	time,	there	was	a	belief	that	India	could	meet	its	energy
security	with	domestic	gas.
By	2006,	Reliance	Industries	said	that	14	trillion	cubic	feet	 (tcf)	gas
reserves	were	lying	in	its	KG-D6	block,	at	1,800	metre	below	the	sea
bed.
In	 June	 2005,	 Gujarat	 State	 Petroleum	 Corporation	 (GSPC)
announced	it	had	discovered	gas	in	its	KG-8	well.
In	June	2009,	ONGC	too	came	up	with	a	10	tcf	reserve	estimate	for
its	 two	 blocks	 in	 the	 same	 basin,	 though	 it	 later	 revised	 the
estimated	gas	reserves	to	1.7	tcf.
Cut	to	the	present:	Reliance	Industries’	estimates	are	down	by	85	%
to	2.9	 tcf,	and	 its	actual	production	 is	down	 to	a	dismal	11	million
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standard	 cubic	 metre	 a	 day	 (mmscmd)	 from	 the	 peak	 of	 65
mmscmd	in	2010.
ONGC	has	 discovered	 that	 only	 385	 billion	 cubic	 feet	 (bcf)	 natural
gas	 can	 now	 be	 produced	 because	 of	 the	 continuity	 of	 undersea
reservoir	between	its	lease	areas	with	those	of	Reliance	Industries.

Where	will	the	project	be	implemented?

The	 proposed	 project	 will	 be	 implemented	 in	 the	 northern
discovery	area	of	NELP-I	offshore	block	KG-DW	N-98/2	 that	 covers
an	area	of	7,294.6	sq	km	and	is	located	near	Rajahmundry.
The	 block	 is	 divided	 into	 Northern	 Discovery	 Area	 (NDA)	 having
deep	waters	with	depth	of	up	to	1,800	meters	and	the	other	one	is
Southern	Discovery	Area	(SDA)	which	has	ultra-deep	waters	having
depth	of	upto	3,100	meters.
NDA	has	two	clusters	—	Cluster	1	predominately	has	gas	and	Cluster
2	mixture	of	oil	and	gas.
From	 Cluster	 1,	 de-hydrated	 gas	 will	 be	 transferred	 to	 already
existing	 onland	 terminal	 at	 Odalarevu,	 East	 Godavari	 district,	 by
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subsea	pipeline.
From	 Cluster	 2,	 the	 hydrocarbon	 fluids	 will	 be	 taken	 to	 an	 FPSO
facility	through	dual	subseas	pipeline.
This	 is	 a	 unique	 basin	 in	 the	 sense	 that	 hydrocarbons	 have	 been
discovered	both	in	onland	and	offshore	parts	of	the	basin.

Who	are	busy	exploring	oil	in	KG	basin?

India’s	three	major	oil	and	gas	producing	upstream	companies	are
at	sea,	literally.
Oil	 and	 Natural	 Gas	 Corporation,	 Reliance	 Industries	 and	 Gujarat
State	Petroleum	Corporation	had	all	banked	heavily	on	their	deep-
water	 discoveries	 in	 the	 Krishna	 Godavari	 basin	 in	 the	 Bay	 of
Bengal.
But	the	dream	of	making	the	basin	into	India’s	North	Sea	is	turning
sour,	bringing	down	with	it	the	hope	of	attracting	investment	in	the
upstream	oil	and	gas	producing	industry.
While	 Reliance	 Industries	 blames	 sand	 and	water	 ingress,	 besides
unpredictability	 of	 reservoir,	 as	 the	 main	 reasons	 for	 the	 fall,	 in
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GSPC’s	case,	 the	estimates	are	down	by	90	per	cent	to	2	tcf	mainly
because	of	high	undersea	temperature	and	tight	permeability	of	the
reserves.

How	factors	other	than	geology	are	playing	spoilsport?

The	slowness	of	clearances,	lack	of	any	assurance	on	market-driven
prices	that	could	justify	the	high	levels	of	investment	and	slowness
in	defence	ministry	go-ahead	created	problems	for	them.
During	 the	 crucial	 phase	 of	 exploration	 and	 development	 for	 all
these	companies,	crude	oil	prices	crossed	$100	a	barrel,	and	drilling
costs	 escalated	 as	 rig	 rentals	 shot	 up.	 Government	 delayed	 rig
moratorium	policy.
Deep-water	 technology	 is	not	 available	off	 the	 shelf	but	 is	 a	niche
area.
Directorate	 general	 of	 hydrocarbons	 has	 not	 played	 its	 role	 as	 a
technical	regulator.	The	government	has	reacted	to	the	situation	by
not	 focusing	 on	 the	 technicalityof	 the	 KG	 basin	 but	 has	 instead
decided	to	concentrate	on	commercial	and	contractual	issues.
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Economy	-	Could	RuPay	take	on	Master	and	VISA	systems?

PM	Modi’s	Jan	Dhan	Yojana,	which	is	a	massive	success,	is	triggering	a
new	 wave	 of	 financial	 revolution	 in	 India	 which	 has	 never	 been
witnessed	before.	As	per	reports	coming	in,	transactions	on	RuPay	cards
have	 now	 breached	 all	 records.	Why	was	 RuPay	 launched?	Will	 it	 be
able	to	take	on	the	two	giants,	VISA	and	Mastercard?
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What	is	the	current	state	of	RuPay	cards?

As	 per	 reports	 coming	 in,	 transactions	 on	 RuPay	 cards	 have	 now
breached	all	records.
27	lakh	transactions	are	happening	daily	using	RuPay	cards,	which
is	an	increase	of	25%	compared	to	October,	2015.
Out	of	20	Cr	Jan	Dhan	Accounts	and	related	RuPay	cards	issued	so
far,	around	9	Cr	are	being	actively	used,	on	a	daily	basis.
As	 per	 National	 Payments	 Corporation	 of	 India	 (NPCI)	 latest	 data,
each	transaction	done	via	RuPay	card	is	worth	an	average	Rs	2000,
which	means	that	more	than	Rs	5	lakh	Cr	worth	of	transactions	are
happening	solely	using	RuPay	cards	daily.
In	fact,	as	more	and	more	users	are	slowly	warming	up	to	the	idea,
the	transactions	are	also	increasing.
Rs	30,000	Cr	has	been	deposited	across	20	Cr	Jan	Dhan	accounts	as	of
now.
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Why	is	RuPay	required	for	India?

The	RBI	has	been	pushing	the	NPCI	to	introduce	domestic	ingenious
payment	system	and	RuPay	is	the	result	of	that.
Data	Security:	Why	should	so	much	sensitive	financial	information
about	the	country	be	handled	by	overseas	firms?
Another	 aim	 is	 the	 creation	 of	 an	autonomous	 financial	 system.
Currently,	 Russia	 is	 struggling	 to	 launch	 its	 own	 domestic	 card
payment	 network,	 after	 Visa	 and	 Mastercard	 stopped	 payment
services	 in	 the	 country	 as	 part	 of	 the	 sanctions	 by	 the	U.S.	 in	 the
Ukrainian	crisis.
RuPay	 will	 provide	 affordable	 electronic	 transactions	 for	 local
banks.
Also,	it	could	be	used	to	promote	financial	inclusion.
The	 idea	 of	 a	 domestic	 card	 is	 to	 break	 the	 dominance	 of
international	majors	such	as	Visa	and	MasterCard.
A	 switchover	 to	 RuPay	 Card,	 the	 Indian	 version	 of	 Visa	 or
MasterCard,	 can	 help	 Indian	 banks	 save	 as	 much	 Rs	 500	 crore
annually	in	transaction	fees.
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From	when	did	it	gain	popularity?

The	RuPay	system	was	launched	on	26	March	2012.
The	initial	response	from	the	banks	and	customers	from	India	was
tepid.
On	 8	 May	 2014,	 RuPay	 was	 dedicated	 to	 India	 by	 the	 President,
Mr.	 Pranab	 Mukherjee	 which	 resulted	 in	 a	 surge	 of	 news	 about
RuPay	in	all	papers	and	finance	websites.
After	the	launch	of	Jan-Dhan	Yojana,	which	made	RuPay	debit	card
as	part	of	the	program,	the	system	gained	popularity.
Overall,	 there	 are	 170	 million	 RuPay	 cards	 issued	 so	 far	 all	 over
India	 and	 as	 per	 rough	 estimates,	 around	 100	 million	 are	 being
actively	used	on	a	monthly	basis.
A	 P	 Hota	 -	 the	 Managing	 Director	 and	 Chief	 Executive	 Officer	 of
National	Payments	Corporation	of	 India	 -	has	 specifically	 said	 that
this	 is	a	significant	number,	considering	that	RuPay	cards	and	Jan-
Dhan	 accounts	were	primarily	 designed	 for	weaker	 section	 of	 the
society.
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Where	are	the	key	strengths	of	RuPay	system?

Lower	cost	and	affordability:	Since	the	transaction	processing	will
happen	 domestically,	 it	 would	 lead	 to	 lower	 cost	 of	 clearing	 and
settlement	for	each	transaction.
Customized	 product	 offering:Being	 a	 domestic	 scheme,	 it	 is
committed	towards	development	of	customized	product	and	service
offerings	for	Indian	consumers.
Protection	 of	 information	 related	 to	 Indian	 consumers:
Transaction	 and	 customer	data	 related	 to	RuPay	 card	 transactions
will	reside	in	India.
Provide	 electronic	 product	 options	 to	 untapped/unexplored
consumer	 segment:	 There	 are	 under-penetrated/untapped
consumers	 segments	 and	 unexplored	 product	 variants	 in	 India.If
targeted	properly,	 it	 could	help	 in	 financial	 inclusion	 and	 cheaper
products.
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Who	initiated	RuPay	system?

The	 IndiaPay	 scheme	 was	 conceived	 by	 the	 National	 Payments
Corporation	of	India	(NPCI)	as	an	alternative	to	the	MasterCard	and
Visa	 card	 schemes	 and	 to	 consolidate	 and	 integrate	 various
payment	systems	in	India.
It	 was	 renamed	 RuPay	 to	 avoid	 naming	 conflicts	 with	 other
financial	institutions	using	the	same	name.
The	RuPay	card	was	launched	on	26	March	2012.
NPCI	 has	 been	 incorporated	 as	 a	 Section	 25	 company	 under	 The
Companies	Act	1956	and	is	now	under	Section	8	of	The	Companies
Act,	2013.
The	formation	of	NPCI	is	aimed	to	operate	for	the	benefit	of	all	the
member	banks	and	their	customers.
NPCI	 entered	 into	 a	 strategic	 partnership	 with	 Discover	 Financial
Services	 (DFS)	 for	 RuPay	 Card,	 enabling	 the	 acceptance	 of	 RuPay
Global	Cards	on	Discover’s	global	payment	network	outside	of	India.
RuPay	card	payment	system	symbolizes	the	capabilities	of	banking
industry	 in	 India	 to	 build	 a	 card	 payment	 network	 so	 that
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dependency	on	international	card	schemes	is	minimized.

How	could	RuPay	end	monopoly	of	Master	and	VISA	systems?

Visa	 and	 Mastercard	 have	 dominated	 the	 payment	 gateway	 eco-
system	ever	since	cash-less	transactions	was	introduced.

But	with	 RuPay	 system	 coming	 into	 the	 picture,	 the	market	 is	 set	 for
disruption	because	-

RuPay	and	Jan-Dhan:	As	per	the	recent	stats,	36%	of	all	debit	cards
in	 India	 are	 RuPay	 enabled,	 which	 means	 that	 it	 has	 already
snatched	36%	share	from	Visa	and	Mastercard,	in	terms	of	number
of	cards.	As	per	RBI’s	data,	there	are	603	million	debit	cards	in	India,
out	of	which	222	million	are	RuPay	enabled	debit	cards.
Increasing	 transactions:	 RuPay	has	 now	managed	 to	 garner	 20%
share	in	transactions,	all	over	the	country.	As	per	NPCI,	there	are	10
million	transactions	done	every	day	using	debit	cards	in	India,	and	2
million	of	them	are	coming	from	RuPay	cards.
Lesser	 service	 charge:	 Visa	 and	Mastercard	 charge	 a	 variable	 fee
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for	 every	 e-Commerce	 and	 Point	 of	 Sale	 transaction,	while	 RuPay
charges	a	fixed	fee	of	90	paisa	for	every	transactions.

((( 	)))
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Economy	-	Jaitley	vows	more	reforms

Finance	Minister	Arun	Jaitley	has	asserted	that	India	has	the	potential
to	grow	at	8-9	%.	To	achieve	this,	it	is	imperative	to	carry	on	structural
reforms	 with	 focus	 on	 infrastructure	 sector,	 irrigation,	 improving
agriculture	 productivity	 and	 manufacturing.	 Low	 labor	 cost,	 trained
minds,	 large	markets	and	 innovative	skills	are	 the	 factors	 favorable	 to
achieve	this	feat.	Can	India	do	it?
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What	are	the	reforms	taken	by	the	government	so	far?

The	government	has	focused	on	reviving	Indian	economy	through
major	reforms	in	manufacturing	and	export	sectors.
It	eased	FDI	norms	in	15	major	sectors	including	Defense,	Insurance
and	Railways	and	also	raised	Foreign	Investment	Promotion	Board
(FIPB)	approval	 limit	 to	Rs	5,000	crore	 from	Rs	3,000	crore.	 •It	has
encouraged	privatization	of	loss-making	public	sector	companies.
The	 government	 has	 already	 begun	 work	 on	 connecting	 major
metros	under	Diamond	Quadrilateral	 rail	 corridor	project	and	has
developed	several	roads	and	ports	on	the	infrastructure	front.
Major	programs	 launched	by	 the	government	 include	 -	 100	Smart
Cities,	 Clean	 Ganga	Mission,	 Digital	 India,	 Skill	 India	 and	Make	 in
India.
Though	much	more	needs	 to	 be	done,	 the	 government	has	 taken
modest	steps	towards	labor	reforms.
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Why	has	India	failed	to	reach	8%	growth	rate	last	year?

The	 rainfall	 during	 the	 monsoon	 season	 recorded	 at	 14	 per	 cent
below	average	–	it	contributed	to	lower	growth	because	agricultural
production	has	cascading	effects	through	the	economy.	52	per	cent
Indians	are	directly	employed	in	farming	and	the	common	man	is
impacted	too	–	due	to	food	inflation	after	poor	monsoons.
The	 private	 consumption	 had	 also	 moderated	 compared	 to
preceding	quarters.
The	 exports	 declined	 for	 13	 months	 in	 a	 row	 and	 weak	 global
demand	also	attributed	to	lower	growth.
The	 dismal	 electricity	 sector	 performance	 pulled	 down	 industrial
growth	to	6.5	%	from	7.7	%
The	 currency	 volatility	 and	 current	 account	 deficit	 instability	 has
hindered	growth.
The	 lack	 of	 progress	 on	 big	 ticket	 reforms	 such	 as	 the	 Land
Acquisition	 Amendment	 Bill	 and	 the	 Goods	 and	 Services	 Tax	 also
led	to	lower	growth	rate.
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When	did	India	achieve	its	highest	growth	rate?

GDP	Annual	Growth	Rate	in	India	averaged	6.02	%	from	1951	until
2015.
The	 time	 period	 from	 2003-04	 to	 2007-08	 saw	 5	 most	 progressive
years	in	India’s	economic	history	with	a	8.8%	annual	average	GDP
growth	rate.
India’s	highest	GDP	growth	 rate	 (annual)	 came	 in	2006-07	when	 it
grew	at	a	phenomenal	9.62	%
If	we	look	at	quarterly	figures:	GDP	growth	rate	reached	an	all-time
high	of	11.40	%	in	the	first	quarter	of	2010.	The	other	instance	when
it	recorded	double	digits	quarterly	growth	was	10.2%	in	1988-89.	A
record	low	of	-5.20	%	was	in	the	fourth	quarter	of	1979.
India	is	one	of	the	few	economies	that	survived	2001,	2008	and	2015
global	crises.
The	 economy	 grew	 over	 nine	 percent	 for	 three	 years	 before	 the
2008	global	crisis	and	the	average	rate	stood	close	to	9.5	per	cent.
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Where	are	further	reforms	required?

Though	 several	 structural	 reforms	 have	 been	 introduced,	 the
government	has	failed	to	fast	track	the	reform	process.
The	 four	 problems	 that	 should	 be	 looked	 into	 are	 ramping	 up
investment,	 rationalizing	 subsidies,	 creating	 a	 competitive,
predictable,	 and	 clean	 tax	 policy	 environment,	 and	 accelerating
disinvestment.
The	 main	 challenges	 for	 India	 lies	 in	 addressing	 labor	 market
rigidness	 and	 creating	 jobs	 for	 8	 million	 new	 entrants	 to	 the	 job
market	every	year.
The	 other	 reforms	 include	 -	 bridging	 the	 yawning	 infrastructure
gap,	making	 Indian	 firms	 globally	 competitive,	 and	 strengthening
the	public	sector	banks.
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Who	are	bullish	about	India’s	growth	rate?

Moody’s	expects	 India’s	economy	to	grow	at	7.5%	this	year	as	 the
domestic	 demand	has	 increased	 due	 to	 interest	 rate	 cuts	 that	will
increase	private	sector	spending.
As	 per	 IMF’s	 World	 Economic	 Outlook,	 growth	 will	 benefit	 from
recent	policy	reforms,	increase	in	investment,	and	lower	oil	prices.
World	 Bank	 has	 noted	 the	 growth	 will	 be	 driven	 by	 business-
oriented	 reforms	 and	 improved	 investor	 sentiment	 and	 it	 could
reach	8	per	cent	in	fiscal	year	2017-18.
CRISIL	has	opined	that	India	is	better	prepared	to	handle	any	shock
from	a	US	Federal	Reserve	hike.
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How	can	India	achieve	more	than	9%	growth	rate?

In	 India,	we	 have	 two	 problems:	 surplus	 labor	 and	 labor	without
skills.	 Programs	 like	 Skill	 India	 and	Make	 in	 India	 can	 utilize	 this
potential.
There	must	be	focus	on	infrastructure	sector,	irrigation,	improving
agriculture	productivity	and	manufacturing.
For	 economy	 to	 grow	 at	 9%	 requires	 our	 exports	 have	 to	 rise	 by
around	20	per	cent.
Growth	 can	 receive	 a	 boost	 from	 lower	 oil	 prices,	 from	 likely
monetary	 policy	 easing	 facilitated	 by	 lower	 inflation	 and	 lower
inflationary	expectations.
There	is	also	need	for	a	robust	global	economy	to	reach	double	digit
growth	rate.
It	does	seem,	however,	that	India	is	poised	for	propulsion.

((( 	)))
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Economy	-	RBI’s	sixth	Monetary	Policy	Review

Putting	 the	 ball	 in	 Finance	Minister’s	 court,	 RBI	 governor	 Raghuram
Rajan	 said	 that	 further	 rate	 cuts	 by	 the	 central	 bank	 will	 depend	 on
reform	measures	 announced	 in	 the	 Union	 Budget	 2016.	 RBI	 kept	 the
benchmark	 interest	 rates	 unchanged	 while	 keeping	 its	 stance
“accommodative”.	What	explains	the	current	stance	of	RBI?	Why	does
RBI	need	the	help	of	Finance	Ministry?
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What	are	the	key	takeaways	from	the	policy	statement?

Over	 to	 Union	 Budget:	 Structural	 reforms	 in	 the	 forthcoming
Union	 Budget	 that	 boost	 growth	 while	 controlling	 spending	 will
create	 more	 space	 for	 monetary	 policy	 to	 support	 growth,	 while
also	ensuring	that	inflation	remains	low.
Growth	 to	 strengthen:	 For	 2016-17,	 growth	 is	 expected	 to
strengthen	gradually.	Expectations	of	a	normal	monsoon	after	two
consecutive	years	of	rainfall	deficiency,	 the	 large	positive	terms	of
trade	gain,	 improving	real	 incomes	of	households	and	lower	input
costs	 of	 firms	 should	 contribute	 to	 strengthening	 the	 growth
momentum.
Outlook	 on	 inflation:	 With	 unfavorable	 base	 effects	 going	 away
and	benign	prices	of	fruits	and	vegetables	and	crude	oil,	the	January
2016	target	of	6%	should	be	met.
Steps	 for	 ease	 of	 doing	 business:	 In	 line	 with	 the	 Start-up	 India
initiative,	the	RBI	will	take	steps	to	contribute	to	an	ecosystem	that
is	conducive	for	growth	of	start-ups.
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Why	is	India	viewed	as	a	“beacon	of	stability”?

According	to	RBI’s	report	-

The	 Indian	 economy	 is	 currently	 being	 viewed	 as	 a	 beacon	 of
stability	 because	 of	 the	 steady	 disinflation,	 a	 modest	 current
account	deficit	and	commitment	to	fiscal	rectitude.
This	needs	 to	be	maintained	 so	 that	 the	 foundations	of	 stable	 and
sustainable	growth	are	strengthened.
The	 current	 momentum	 of	 growth	 is	 reasonable,	 though	 below
what	should	be	expected	over	the	medium	term.
The	revival	of	private	 investment,	 in	particular,	has	a	 crucial	 role,
especially	 as	 the	 climate	 for	 business	 improves	 and	 fiscal	 policy
continues	to	consolidate.
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When	does	RBI	release	monetary	policy	reports?

Monetary	 policy	 is	 the	 process	 by	which	monetary	 authority	 of	 a
country,	generally	a	central	bank	controls	 the	supply	of	money	 in
the	economy	by	its	control	over	interest	rates	in	order	to	maintain
price	stability	and	achieve	high	economic	growth.
In	 India,	 the	 central	 monetary	 authority	 is	 the	 Reserve	 Bank	 of
India	 (RBI).	 It	 is	 so	 designed	 as	 to	 maintain	 price	 stability	 in	 the
economy.
Currently	RBI	 is	announcing	 its	monetary	policy	bi-monthly	 (once
every	two	months).
But	it	could	announce	the	policy	as	and	when	it	feels	required.
The	first	bi-monthly	monetary	policy	statement	for	2016-17	will	be
announced	on	Tuesday,	April	5,	2016.
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Where	is	Indian	Economy	struggling?

Primary	 sector:	 On	 the	 domestic	 front,	 economic	 activity	 lost
momentum	 in	 Q3	 of	 2015-16,	 pulled	 down	 by	 slackening
agricultural	and	industrial	growth.	The	north-east	monsoon	season
ended	in	December	with	a	deficiency	of	23	per	cent	relative	to	the
long	period	average	(LPA).
Manufacturing:	 In	 the	 first	 2	months	 of	 Q3	 of	 2015-16,	 industrial
activity	 slowed	 in	 relation	 to	 the	 preceding	 quarter.	 January	 2016
was	a	better	month,	however.
Services:	Construction	activity	is	still	tepid.	Railway	freight	growth
is	still	weak.
Retail	inflation	measured	by	 the	consumer	price	 index	 (CPI)	 rose
for	the	fifth	month	in	December.

India’s	 exports	 remained	 in	 contraction	 mode	 for	 the	 13th

successive	month	in	December,	although	there	are	indications	of	a
sequential	bottoming	out.
Net	foreign	direct	investment	(FDI)	and	non-resident	deposits	have
remained	robust	in	relation	to	last	year.	The	persisting	decline	in	oil
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prices	may,	however,	impact	the	flow	of	remittances	from	the	Gulf
region.

Who	said	what	regarding	inflation?

RBI	-	“Going	forward,	under	the	assumption	of	a	normal	monsoon	and
the	current	level	of	international	crude	oil	prices	and	exchange	rates,
inflation	is	expected	to	be	inertial	and	be	around	5	per	cent	by	the	end
of	fiscal	2016-17.	However,	the	implementation	of	the	VII	Central	Pay
Commission	award	will	impart	upward	momentum	to	this	trajectory
for	a	period	of	one	to	two	years.”
Moody’s	 Investors	 Service	 –	 “RBI’s	 target	 to	 bring	 down	 retail
inflation	 at	 5%	 by	 March	 2017	 will	 face	 some	 risks	 from	monsoon
uncertainty	 and	 execution	 of	 7th	 Pay	 Panel	 recommendations.	 The
current	policy	statement	suggests	that	policy-makers	too	are	focused
on	 the	 combination	 of	 macro-economic	 variables	 (growth,	 inflation,
fiscal	and	current	account	deficits),	rather	than	growth	alone.”
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How	is	the	global	economy	doing,	as	per	RBI?

Global	 growth	 has	 slowed	 down	 as	 the	 ongoing	 weakening	 of
activity	in	major	emerging	market	economies	(EMEs)	outweighs	the
recovery	in	some	advanced	economies	(AEs).
In	 the	 United	 States,	 an	 improving	 labour	 market	 continues	 to
support	a	consumption-led	recovery.
In	 the	 Euro	 area,	 improving	 labour	 market	 and	 financing
conditions	 are	 supporting	 consumer	 spending	 and	 business
investment.
In	 Japan,	 the	 combination	 of	 exceptional	 monetary
accommodation	 and	 fiscal	 stimulus	 has	 failed	 to	 spur	 sustainable
domestic	demand	so	far.
In	China,	 growth	 in	Q4	of	2015	was	 the	 slowest	 since	2009,	pulled
down	by	manufacturing,	residential	investment	and	exports.
Crude	oil	prices	 fell	below	US	$	30	per	barrel	–	a	12-year	 low	–	on
expectations	of	Iran	adding	to	the	supply	glut.
Bearish	 commodity	 price	 dynamics	 are	 also	 likely	 to	 impact
investor	sentiment.
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Economy	-	Could	new	Defense	Procurement	Procedure	lead
to	indigenization?

Attempting	to	streamline	defense	acquisitions	and	give	a	big	 impetus
to	indigenization	through	the	‘Make	in	India’	initiative,	the	government
has	 recently	 approved	 major	 changes	 to	 the	 Defense	 Procurement
Procedure	 (DPP).	 The	 Defense	 Acquisition	 Council	 (DAC)	 chaired	 by
Defense	Minister	Manohar	Parrikar	 gave	 its	 approval	 to	 the	new	DPP.
What	are	the	major	changes	and	can	they	work?
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What	are	the	highlights	of	the	new	DPP?

The	 government	 will	 privatize	 R&D	 for	 creating	 a	 defense
technology	base	in	India	and	for	recognition	of	MSMEs.
The	 new	 category,	 ‘Indigenously	 Designed,	 Developed	 and
Manufactured’	 (IDDM)	 platforms,	 will	 be	 the	 primary	 route	 for
defense	procurements.

Under	the	IDDM	platforms,	there	will	be	two	sub-categories,

Category	1:	40	%	of	domestic	content	for	a	domestic	design.
Category	2:	60	%	of	local	content	if	the	design	is	not	domestic.

The	share	offset	has	been	changed	from	the	current	Rs	300	Cr	to	Rs	2,000
Cr	to	give	flexibility	to	foreign	companies.

Current	offset	laws	say	that	a	foreign	company	should	invest	at	least
30	 percent	 of	 the	 contract	 value	 back	 into	 the	 manufacturing
country	in	order	to	improve	technology.
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Why	is	this	new	policy	important	for	India?

New	DPP	will	change	India	from	being	a

Destination	 for	 low-cost	 manufacturing	 to	 a	 starting	 place	 for
cutting-edge	innovation
Consumer	 of	 out-dated	 equipment	 to	 a	 producer	 of	 innovative
technology
World’s	 largest	 importer	 to	 self-reliance	 and	 a	 leader	 in	 export	 of
defense	equipment.

The	 new	 category	 of	 IDDM	 equipment	 is	 indigenous	 and	 will	 have	 a
cascading	effect.

Government	 funding	 private	 entities	 in	 R&D	will	 encourage	more
local	 development	 and	 results	 in	 enormous	 opportunities	 for
MSMEs.
With	design	and	development	being	done	by	Indian	companies,	the
quality	of	the	products	will	meet	the	tough	evaluation	process	of	the
Indian	armed	forces.
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This	will	help	India	retain	intellectual	property	rights	(IPRs).
Reduction	in	the	validity	of	the	Acceptance	of	Necessity	(AoN)	to	six
months	 from	 the	 earlier	 one	 year	will	 help	 the	 defense	 forces	 to
issue	tenders	faster.

When	was	the	DPP	drafted	in	India?

DPP	was	 drafted	 in	 1992,	 comprehensively	 reviewed	 in	 2002,	 and
revised	in	2003,	2005,	2006,	2008,	2011	and	2013.
The	 Ministry	 of	 Defense	 has	 made	 public	 the	 report	 of	 the	 10-
member	Experts	Committee,	headed	by	Dhirendra	Singh,	a	former
Director	General	(Acquisition)	(DG	(Acq.)).
Dhirendra	Singh	Committee	was	set	up	in	May	2015	to	both	evolve	a
policy	framework	for	facilitating	‘Make	in	India’	within	the	purview
of	 the	 Defense	 Procurement	 Procedure	 (DPP)	 and	 streamline	 the
procurement	process.
The	 revised	 DPP	 will	 allow	 foreign	 arms	 companies	 to	 engage
“authorised	Indian	representatives	(agents)”.
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Where	is	the	new	DPP	being	criticized?

In	 the	 new	DPP,	 the	Ministry	 has	 revised	 the	 offset	 clause,	which
will	now	be	applied	to	contracts	of	more	than	Rs.2000	Cr	instead	of
the	 current	 Rs.300	 Cr,	 thereby	 removing	 a	 hurdle	 for	 foreign
companies	eyeing	the	Indian	market.
On	 one	 hand,	 the	 government	 wants	 to	 promote	 local
manufacturing	and,	on	the	other,	it	is	increasing	the	limit	for	offset
requirements.	This	does	not	seem	to	be	in	sync	with	Make	in	India.

The	changes	are	imposing	more	conditions	on	foreign	capital.

The	 government	 is	 insisting	 on	 transfer	 of	 technology	 up	 to	 90%
while	encouraging	local	production.
Such	stringent	conditions	might	lead	to	an	obstruction	to	the	flow	of
capital	into	the	country.
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Who	are	the	major	players	in	Indian	defense	sector?

Domestic:

For	more	 than	 a	 decade,	 the	 government	 has	 tried	 to	 rope	 in	 the
private	sector	for	defense	production.
But	domestic	manufacturing	is	still	dominated	by	the	defense	public
sector	 enterprises	 and	 the	 Ordnance	 Factories	 Board,	 which
together	have	an	80-90%	share.

Foreign	investors:

Airbus	(France)
BAE	India	Systems	(UK)
Pilatus	(Switzerland)
Lockheed	Martin	(USA)
Boeing	India	(USA)
Raytheon	(USA)
MBDA	(France)
IAI	(Israel)
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Rafael	(Israel)

How	did	Indian	Defense	sector	fare	in	2015?

Important	achievements	of	the	Indian	defense	sector	in	2015	are:

Barak	8	(Surface	to	Air)	missile	test	fired	from	INS	Kolkata.
Indigenously	built	‘Kalvari’	submarine	set	afloat.
Deal	for	Apache	&	Chinook	choppers	signed	with	the	U.S.	This	is	also
the	single	biggest	defense	contract	signed	by	Modi	government,	so
far.
IAF’s	Mirage	2000	successfully	test	landed	on	Yamuna	Expressway
INS	 Kochi	 –	 it	 is	 one	 of	 the	 deadliest	 stealth	 guided	 missile
destroyers.
Agni-V	missile’s	maiden	canister-based	trial	successful.
India	may	buy	Russia’s	S-400	missile	systems.
India	to	buy	36	Rafale	jets	from	France.

((( 	)))
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Economy	-	E-Visa:	the	magic	pill	for	tourism	sector?

The	E-visa	facility	which	was	started	by	tourism	ministry	in	November
2014	 made	 2015	 a	 good	 year	 for	 tourism	 in	 India	 as	 over	 4.45	 lakh
tourists	 arrived	 through	 the	 online	 visa	 scheme.	 The	number	 of	 visas
issued	online	increased	by	1040%.	The	government	plans	to	extend	the
e-tourist	visa	(e-TV)	 to	150	countries	by	March	2016.	What	makes	e-TV
successful?
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What	do	the	numbers	speak?

Last	year,	over	4.45	lakh	tourists	arrived	in	India	through	the	online
e-visa	 scheme,	 recording	 a	 growth	 in	 issuances	 of	 these	 visas	 at
1040.4%.
This	 is	 still	 a	 small	 number	 as	 compared	 to	 the	 total	 number	 of
foreign	 tourists	coming	 to	 India	because	only	a	 fraction	of	 foreign
tourists	made	use	of	these	online	facilities.
For	example,	in	2015	alone,	India	attracted	about	70	lakh	tourists	in
2015,	which	was	 at	 a	 growth	of	 4.5%,	 out	 of	which	only	 4.45	 lakh
came	 through	 online	 visas.	 So,	 only	 6.3%	 of	 the	 total	 tourist
arrival	to	India	was	through	e-TV.
The	 British	 citizens	 comprised	 the	 maximum	 chunk	 of	 tourists
using	e-TV.
This,	however,	has	helped	India	climb	up	the	ladder	of	the	Tourism
and	 Travel	 Competitive	 Index	 as	 per	 the	World	 Economic	 Forum
report.	From	65th	rank,	we	have	moved	to	52nd.

Why	were	E-Visas	introduced?

E-Visas	were	primarily	introduced	to	tap	the	market	of	Tourism	and
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Medical	Industry.
The	Tourism	Industry,	despite	being	small,	provided	employment	to
3.74	crore	people	contributes	Rs	8.22	lakh	crore,	which	amounted	to
7%	of	India’s	GDP	in	2015.
The	medical	tourism	market	of	India	is	valued	at	$	4	billion.
A	 heart	 bypass	 procedure	 costs	 roughly	 $140,000	 without	 any
insurance	 in	 the	 US.	 The	 same	 procedure,	 however,	 costs	 only
around	$7,000	or	Rs	3	lakh	at	one	of	India’s	leading	surgery	centres.
The	 facility	 for	 online	 application	 of	 visas	 will	 vastly	 affect	 the
medical	tourism	and	the	Tourism	sector,	and	will	encourage	people
to	 come	 to	 the	 country	more	 often	 by	 reducing	 the	 bureaucratic
barriers	associated	with	getting	a	visa	in	person.

When	was	E-tourist	Visa	introduced?

In	November	2014,	the	Electronic	Travel	Authorisation	(ETA)	facility
became	 operational	 for	 citizens	 of	 over	 40	 eligible	 countries,
including	those	who	are	eligible	for	visa	on	arrival.
The	list	was	further	expanded	to	113	countries	in	August	2015.
The	scheme	was	renamed	to	e-Tourist	Visa	(eTV)	on	15	April	2015.
An	application	for	e-Tourist	Visa	must	be	made	at	least	four	days	in
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advance	of	the	date	of	arrival.
Visa	is	valid	for	a	single	entry	with	a	maximum	stay	of	30	days	from
the	date	of	arrival	and	can	be	obtained	twice	in	a	calendar	year	and
cannot	be	extended.
The	 eTV	 fees	 are	 divided	 in	 four	 slabs	 depending	 on	 nationality
(based	on	reciprocity),	plus	a	bank	fee	of	2.5%	of	the	visa	fee.

Where	did	the	old	scheme	Tourist	Visa	on	Arrival	(TVoA)	lack?

Among	the	countries	then	eligible	for	visas	on	arrival,	most	tourists
did	not	show	much	interest.
Case-in-point:	The	growth	rate	of	TVoAs	issued	to	Singaporeans	had
increased	from	2%	in	2011	to	65%	by	2013,	but	the	average	share	of
the	tourists	that	obtained	TVoA	over	the	period	2010-2013	was	less
than	2%	of	the	total	arrivals.
The	main	reason	was	poor	 implementation	of	 the	 scheme.	 India’s
official	 tourism	website	 did	 not	 clearly	 define	 the	 objective	 of	 the
scheme.
The	majority	of	 the	 first	44	eligible	 countries	had	 traditionally	not
been	 major	 source	 countries	 for	 tourists	 to	 India	 and	 had	 very
limited	trade	relations.
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E-visas	could	only	be	applied	online,	and	a	large	number	of	these	44
countries	had	limited	access	to	the	Internet.	In	countries	like	Kenya,
Cambodia,	 Thailand	 and	 Indonesia,	 for	 instance,	 less	 than	 30%	 of
their	populations	use	the	Internet.

Who	are	not	eligible	for	the	E-Visa	scheme?

Not	available	to

Diplomatic/Official	Passport	Holders.
International	Travel	Document	holders.
Tourists	involved	in	event	coverage	or	journalist	activities.
Individuals	 endorsed	 on	 Parent’s/Spouse’s	 Passport	 i.e.	 each
individual	should	have	a	separate	passport.
International	 Travellers	 having	 Pakistani	 Passport	 or	 Pakistani
origin	have	to	apply	for	regular	Visa	at	Indian	Mission.
International	 Travellers	 should	 have	 return	 ticket	 or	 onward
journey	ticket,	with	sufficient	money	to	spend	during	his/her	stay	in
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India.

How	 is	 India	 planning	 to	 make	 its	 E-tourist	 visa	 (eTV)	 scheme
convenient?

The	facility	for	e-visas,	which	was	started	with	40	countries,	has	now
been	extended	to	113	countries	and	by	March	2016	it	has	planned	to
extend	it	to	150	countries.
The	 Tourism	ministry	 has	 planned	 to	 extend	 the	 eTV	 scheme	 for
medical	tourism	as	well.
e-TV	will	allow	multiple	visits	as	compared	to	the	2	visits	per	year.
Currently,	 tourists	 can	 travel	 to	 India	 for	 a	 maximum	 stay	 of	 30
days	and	now	it	can	be	extended	to	180	days.
Tourists	arriving	in	India	on	e-TV	will	soon	start	receiving	a	‘gift	kit’
from	the	government,	comprising	a	prepaid	SIM	card	(which	needs
to	be	recharged	in	India),	maps,	booklets	and	a	CD	with	information
about	tourist	attractions,	dos	and	don’ts,	and	emergency	contacts	.

((( 	)))
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Economy	-	Will	Bitcoin	crash	and	burn?

Even	its	staunchest	advocates	admit	it	is	unclear	if	the	Bitcoin	project
would	continue	to	thrive.	The	cryptocurrency	has	split	in	two,	with	the
core	 development	 team	 going	 in	 one	 direction	 (Bitcoin	 Core),	 and	 a
group	 of	 influential	miners,	 exchanges,	 and	 startups	 going	 in	 another
(Bitcoin	Classic).	 Can	Bitcoin	 –	 the	 cash	 for	 the	 Internet	 -	 rise	 from	 its
ashes?
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What	is	bitcoin?

Bitcoin	is	a	consensus	network	that	enables	a	new	payment	system
and	completely	digital	money.
It	is	the	first	decentralized	peer-to-peer	payment	network	 that	 is
powered	by	its	users	with	no	central	authority	or	middlemen.	From
a	user	perspective,	Bitcoin	is	pretty	much	like	cash	for	the	Internet.
Bitcoin	 is	 the	 first	 implementation	 of	 a	 concept	 called
“cryptocurrency”,	which	was	first	described	in	1998	by	Wei	Dai.
The	first	Bitcoin	specification	and	proof	of	concept	was	published	in
2009	 in	 a	 cryptography	 mailing	 list	 by	 Satoshi	 Nakamoto.	 The
community	 has	 since	 grown	 exponentially	with	many	developers
working	on	Bitcoin.
Although	 most	 people	 refer	 to	 Bitcoin	 as	 a	 currency,	 it	 is	 worth
noting	 that	 for	 regulatory	 reasons,	many	countries	 -	 including	 the
United	States	-	have	decided	to	define	it	as	a	commodity	instead.
A	full	copy	of	Bitcoin’s	block	chain	contains	every	transaction	ever
executed	 in	 the	currency.	With	 this	 information,	one	can	 find	out
how	much	value	belonged	to	each	address	at	any	point	in	history.
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Why	did	the	Bitcoin	fail?

It	 has	 not	 failed.	 Yet.	 It	 can	 still	 be	 saved	 if	 the	 developing
community	comes	together	to	work	in	one	direction.
Bitcoin	 is	 an	 intriguing	 test	 case	 for	 open-source	 software,
highlighting	how	decentralized	systems	must	grapple	with	internal
conflict.
Bitter	 infighting	among	 the	 core	development	 team	has	paralyzed
the	 system,	 which	 was	 facing	 growing	 pains	 that,	 unaddressed,
would	cripple	the	currency	so	badly	it	was	unlikely	to	recover.
Let’s	not	write	 it	 off.	Bitcoin	can	be	 resurrected;	 it	has	 the	world’s
best	 coders	 behind	 it.	 But	 one	 of	 the	 modern	 world’s	 most
interesting	new	ideas,	today	valued	at	over	$5	billion,	could	just	as
easily	go	up	in	smoke.
The	 biggest	 issue	most	 bitcoin	 users	 acknowledge	 is	 how	 quickly
new	transactions	can	be	processed.
The	 size	 of	 blocks	 being	 added	 to	 the	 block	 chain	 has	 been
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increasing	 steadily	with	 the	 rise	 of	Bitcoin.	As	 a	 result,	 the	 rate	 at
which	transactions	can	be	processed	has	been	slowing.

When	did	Bitcoin	trouble	start?

2015	is	when	the	trouble	started	showing.
The	truth	is	that	Bitcoin	had	a	real	chance	of	becoming	a	competing
platform	 to	 the	 old-school	 economic	 systems	 of	 today,	 which	 are
regulated	by	the	government.
Someday,	something	similar	to	Bitcoin	will	get	popular	acceptance.
The	idea	of	a	shared,	decentralized	blockchain	has	immense	value.
That	 Bitcoin	 is	 an	 open-source	 platform	 makes	 it	 difficult	 to
compete	with	 the	 emerging	 competitors	 (such	 as	 Litecoin),	which
are	well-funded,	centralized	and	for-profit.
Bitcoin	is	still	a	valid	idea:	The	Silicon	Valley	is	perhaps	trying	to
disintermediate	 banks	 with	 the	 cryptocurrencies	 competing	 with
Bitcoin,	 but	 in	 the	 end,	 they	 may	 just	 become	 the	 banks	 which
doesn’t	 benefit	 consumers	 the	 way	 Bitcoin	 was	 intended.	 Bitcoin
will	never	become	a	bank.	Noone	controls	it.	Even	the	governments
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are	struggling	to	regulate	it.
This	 great	 experiment	 is	 not	 dead	 yet:	 It	 will	 take	 some	 years
before	 we	 have	 any	 idea	 if	 Bitcoin	 has	 “failed,”	 but	 so	 far	 it	 is
holding	up	just	fine.

Where	does	the	core	problem	lie?

How	does	the	currency	get	created?	Bitcoin	miners	use	processing
power	 to	 complete	 complex	 math	 problems,	 the	 cryptographic
proof	of	work	that	validates	bitcoin	transactions	on	an	open	ledger,
known	 as	 the	 blockchain.	Miners	 are	 rewarded	 for	 this	 validating
work	with	bitcoins.
How	is	that	a	problem?	Up	until	now,	each	block	in	the	chain	was
limited	 to	 1mb	 in	 size,	 and	 the	 rate	 at	which	 blocks	 are	mined	 is
relatively	fixed.	But	as	the	number	of	users	and	transactions	on	the
network	has	grown,	this	limit	has	begun	to	create	backlogs,	leading
to	slow	and	unreliable	payments.
So,	 the	 virtual	 currency	 has	 run	 into	 real	 world	 problems:
Merchants	can’t	rely	on	digital	transactions	that	can	take	minutes	to
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validate.	 A	 segment	 of	 the	 community	 has	 been	 arguing	 for	 an
increase	 in	 the	 block	 size,	with	 proposals	 for	 changes	 to	 the	 core
software	 that	would	 increase	 each	 block	 in	 size	 to	 2,	 4,	 or	 even	 8
megabytes.	Others	 argue	 that	 increasing	 the	block	 size	 erodes	 the
core	feature	of	Bitcoin:	decentralization.

Who	can	use	Bitcoin?

Bitcoin	 is	 not	 intended	 to	 be	 an	 investment	 and	 has	 always	 been
advertised	as	an	experimental	currency	which	you	shouldn’t	buy
more	of	than	you	can	afford	to	lose.
Bitcoin	as	a	form	of	payment	for	products	and	services	has	grown,
and	merchants	have	had	an	incentive	to	accept	it	because	fees	were
generally	 lower	 than	 the	 2–3%	 typically	 imposed	 by	 credit	 card
processors.
Various	central	bank	authorities	have	warned	that	bitcoin	users	are
not	protected	by	refund	rights	or	chargebacks.
The	 use	 of	 bitcoin	 by	 criminals	 has	 attracted	 the	 attention	 of
financial	regulators,	legislative	bodies,	law	enforcement,	and	media.
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Case-in-point:	 The	 Bitcoin-accepting	 drug	 marketplace	 Silk	 Road
was	the	first	modern	darknet	market,	best	known	as	a	platform	for
selling	 illegal	 drugs.	 In	 October	 2013,	 the	 Federal	 Bureau	 of
Investigation	 shut	 down	 the	 website	 and	 arrested	 Ross	 William
Ulbricht,	who	has	now	been	imprisoned	for	life.

How	is	Bitcoin	doing	in	India?

In	 June	 2013,	 the	 Reserve	 Bank	 of	 India	 (RBI)	 formally	 touched
upon	 the	 topic	 of	 virtual	 currencies	 in	 a	 report	 related	 to	 the
regulations	 and	 infrastructure	 of	 the	 financial	 sector.	 The	 report
said,	 “…these	 developments	 pose	 challenges	 in	 the	 form	 of
regulatory,	legal	and	operational	risks.”
The	 stance	 of	 the	 apex	 bank	 only	 got	 more	 rigid	 as	 it	 issued	 an
advisory	titled	as,	“RBI	cautions	users	of	Virtual	Currencies	against
Risks”	 in	 a	 press	 release	 in	 December	 2013.	 The	 caution	 note
resulted	 in	 temporary	 or	 indefinite	 suspension	 of	 operations	 by
many	such	websites	and	services.
In	fact,	 the	first	bitcoin	raid	by	a	 team	of	Enforcement	Directorate
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(ED)	officials	was	carried	out	just	three	days	after	the	issue	of	RBI’s
warning.	The	ED	maintains	that	bitcoin	trading	practices	violate	the
Foreign	Exchange	Management	Act	(FEMA)	rules.
But	 then	 the	 Bitcoin	 got	 a	 surprising	 boost	 by	 an	 answer	 the	 RBI
Governor	 Raghuram	 Rajan	 gave	 during	 a	 television	 show	 in
December	2014:	 “I	 think	 these	virtual	 currencies	will	 certainly	get
much	 better,	 much	 safer	 and	 over	 time	 will	 be	 the	 form	 of
transaction,	that’s	for	sure.”
The	big	problem:	The	entities	engaged	in	Bitcoin	(and	other	virtual
currency)	 operations	 have	 to	 overcome	 the	 issues	 like	 ‘hawala’
transactions	(money	laundering)	by	following	strict	KYC	(know	your
customer)	guidelines.
The	 bottom	 line:	 Bitcoin	 is	 not	 illegal	 in	 India	 but	 lives	 under	 a
constant	threat	of	beind	deemed	so.	India	has	around	50,000	bitcoin
enthusiasts,	with	30,000	of	them	actually	owning	the	currency

((( 	)))
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Economy	-	Commerce	Ministry	opposes	the	Sunset	Clause
for	SEZs

The	 Finance	 Ministry	 is	 considering	 to	 gradually	 remove	 tax
exemptions	to	various	sectors,	including	Special	Economic	Zones	(SEZs).
The	 “sunset	 clause”	 is	 strongly	 opposed	 by	 the	 Commerce	 Ministry
which	 has	 called	 upon	 its	 finance	 counterpart	 not	 to	 abolish	 the	 tax
incentives	being	enjoyed	by	SEZs	as	their	removal	would	“hurt	exports
and	employment	generation”.	Is	India’s	SEZ	story	over?
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What	is	the	proposed	Sunset	Clause	about?

The	Central	Board	of	Direct	Taxes	(CBDT)	plans	to	introduce	sunset
clause	for	exemptions	to	SEZs	from	March	2017.	The	move	is	in	line
with	 Finance	 Minster	 Arun	 Jaitley’s	 proposal	 to	 phase	 out
exemptions	and	reduce	corporate	tax	rate	to	25%	in	four	years.
The	CBDT	plans	to	phase	out	profit	and	investment-linked	and	area
based	tax	deductions	for	companies.
The	sunset	clause	provides	that	exemptions	will	go	unless	they	are
extended.

What	are	the	incentives	being	enjoyed	now?

100	%	Income	Tax	exemption	on	export	income	for	SEZ	units	under
Section	10AA	of	the	Income	Tax	Act	for	first	5	years,	50	%	for	next	5
years	and	50	%	of	the	ploughed	back	export	profit	for	next	5	years.
External	commercial	borrowing	by	SEZ	units	is	allowed	up	to	US	$
500	 million	 a	 year	 without	 any	 maturity	 restriction	 through
recognized	banking	channels.
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Exemption	from	Central	Sales	Tax,	Service	Tax,	State	Sales	Tax	and
other	levies	are	extended	by	the	respective	State	Governments.

Why	were	tax	incentives	provided	to	SEZ’s?

The	 SEZs	 attract	 foreign	 and	 domestic	 investment	 in	 enclaves.
Because	of	the	provision	of	facilities	and	amenities	on	the	one	hand
and	incentives	on	the	other,	the	capital	flows	in.
The	SEZs	stimulate	exports.	This	is	the	major	purpose	of	the	SEZ’s.
The	 SEZs	 cannot	 be	 counted	 as	 a	 solution	 to	 the	 unemployment
problem,	for	they	are	a	viable	source	of	employment	creation.
The	creation	of	SEZs	leads	to	balanced	development	of	the	region.
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When	was	the	first	SEZ	setup	in	India	and	how	has	it	helped	India?

Special	Economic	Zone	(SEZ)	was	structured	with	the	establishment
of	the	first	Export	Processing	Zone	(EPZ)	at	Kandla	in	1965.
With	a	view	to	overcome	the	shortcomings	experienced	on	account
of	the	multiplicity	of	controls	and	clearances;	absence	of	world-class
infrastructure,	 and	 an	 unstable	 fiscal	 regime	 and	 with	 a	 view	 to
attract	 larger	 foreign	 investments	 in	 India,	 the	 Special	 Economic
Zones	(SEZs)	Policy	was	announced	in	April	2000.
The	 Special	 Economic	 Zones	 Act,	 2005,	 supported	 by	 SEZ	 Rules,
came	 into	 effect	 on	 10th	 February,	 2006,	 providing	 for	 drastic
simplification	 of	 procedures	 and	 for	 single	 window	 clearance	 on
matters	relating	to	central	as	well	as	state	governments.
The	SEZ	Act	2005	envisages	key	role	 for	 the	State	Governments	 in
Export	Promotion	and	creation	of	related	infrastructure.

147



Where	are	the	exemptions	given	to	the	SEZ	developers?

Exemption	from	customs/excise	duties	for	development	of	SEZs	for
authorized	operations	approved	by	the	BOA.
Income	 Tax	 exemption	 on	 income	 derived	 from	 the	 business	 of
development	 of	 the	 SEZ	 in	 a	 block	 of	 10	 years	 in	 15	 years	 under
Section	80-IAB	of	the	Income	Tax	Act.
Exemption	from	minimum	alternate	tax	under	Section	115	JB	of	the
Income	Tax	Act.
Exemption	from	dividend	distribution	tax	under	Section	115O	of	the
Income	Tax	Act.
Exemption	from	Central	Sales	Tax	(CST).
Exemption	from	Service	Tax	(Section	7,	26	and	Second	Schedule	of
the	SEZ	Act).
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Who	is	responsible	for	the	failure	of	SEZs	in	India?

Under	the	original	scheme,	businesses	in	SEZs	were	exempted	from
the	minimum	alternate	 tax	 (MAT)	on	book	profits	and	developers
were	 exempted	 from	 payment	 of	 the	 dividend	 distribution	 tax
(DDT).
But	with	 indications	 that	 companies	were	misusing	 the	 policy	 for
real	 estate	 arbitrage	 and	 that	 information	 technology	 companies
were	using	the	policy	to	recoup	tax	benefits	that	they	lost	when	the
Software	Technology	Parks	of	India	(STPI)	scheme	ended,	 these
exemptions	were	withdrawn	and	thus	reduced	investments.
The	 creation	 of	 complementary	 infrastructure,	 power,	 roads	 and
ports	for	the	success	of	SEZs	is	lacking	in	India.
Only	state	government	are	allowed	 to	set	up	SEZs	and	 the	powers
for	 foreign	 investment	 approval	 is	 with	 Union	 government.	 This
complicates	matters.
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How	has	China	outperformed	India	in	Special	Economic	Zones?

SEZs	 in	 China	 are	 located	 strategically.	 Many	 are	 located	 close	 to
ports.	This	makes	water	 transport	cheaper	 than	 it	already	 is.	Only
some	 are	 not	 located	 close	 to	 ports.	 They	 are	 located	 close	 to
borders.	This	facilitates	easy	trade	with	nearby	nations.
China’s	zones	are	not	many	in	number	but	they	are	huge	in	size.
Case-in-point:	 The	 entire	 province	 of	 Hainan	 is	 an	 SEZ.	 Hainan
covers	an	area	of	33,000	sq.	km.	Mumbai	covers	an	area	of	almost
1000	sq.	km.	This	means	that	China	has	an	SEZ	almost	33	times	the
area	of	Mumbai!
India	has	SEZs	which	are	barely	10-20	hectares	in	size.	You	cannot
fit	 in	huge	 industries	 in	 such	a	minuscule	area.	Also,	 Indian	SEZ’s
are	not	strategically	located.
China	-	being	a	dictatorship	(almost!)	-	can	acquire	land	quite	easily.
In	India,	if	a	developer	has	to	acquire	and/or	develop	a	huge	piece	of
land,	he	should	be	prepared	for	a	prolonged	legal	battle.

((( 	)))
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Economy	-	Spiritual	Capitalism	growing	in	India

Forbes	 magazine	 calls	 Baba	 Ramdev’s	 Patanjali	 Empire,	 the	 “Indian
version	 of	 Body	 Shop”.	 Months	 ago,	 when	 Maggi	 was	 mired	 in
controversy,	 he	 jumped	 in	 on	 the	 opportunity	 and	 announced	 that
under	 Patanjali,	 he’d	 be	 launching	 a	 safe,	 no	 maida	 version	 of	 the
noodles.	He	is	not	the	only	baba	with	a	business	sense.	What	is	making
India’s	gurus	go	capitalistic?
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What	is	Spiritual	Capitalism?

There	 are	 different	 ways	 of	 looking	 at	 the	 concept	 of	 Spiritual
Capitalism.

First:	Some	experts	define	it	as	–	“Spiritual	capitalism	doesn’t	mean
prayer	 sessions	 on	 the	 shop	 floor	 and	 guided	 meditations	 in	 the
boardroom.	 At	 least	 it	 doesn’t	 have	 to.	What	 it	 does	mean	 is	 the
success	 of	 an	 enterprise	 is	measured	by	values	 like”integrity"	 and
“commitment”	 as	 much	 as	 by	 targets	 like	 “efficiency”	 and
“profitability.”	 It’s	 based	 on	 the	 recognition	 that	 the	 services
rendered	must	benefit	not	just	yourself	and	your	shareholders,	but
the	planet	and	other	people	as	well.	The	first	commandment	of	the
growing	spiritual-capitalism	movement	is:	Taking	care	of	business
means	taking	care	of	others.”
Second:	The	entry	of	 spiritual	 leaders	and	gurus	as	 capitalists	and
establishing	their	own	trademark	businesses.
Third:	Some	other	defines	it	as	“Capitalists	entering	into	spiritual	or
religious	business.”

153



Clearly,	the	second	form	of	spiritual	capitalism	is	alive	and	kicking
in	India.
The	 unique	 selling	 proposition	 (USP)	 of	 all	 these	 capitalists	 is
“INDIAN	MADE”.

Why	 is	 Ramdev	 Baba	 successful	 and	what	 are	 the	 lessons	 for	 new
entrepreneurs?

On	 one	 hand	 he	 brought	 an	 old	 Indian	 art	 of	 meditation	 and
exercise	to	mainstream	and	on	another,	with	his	Patanjali	range	of
Ayurvedic	products,	he	has	created	a	more	than	1200	Cr	business.
He	 is	 definitely	 touching	 the	 lives	 in	 ways	 that	 a	 Flipkart	 or	 a
Unilever	may	not.

Following	 are	 some	 of	 his	 strengths	 and	 some	 takeaways	 for	 new
entrepreneurs.

Stronghold	 and	 expertise	 on	 the	 subject:	 He	 is	 no	 overnight
success.	There	lies	years	of	practice	in	his	expertise	in	Yoga.
Hires	 the	 best:	 He	 understands	 that	 building	 a	 business	 means
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hiring	the	best.	So,	Patanjali	does	not	hire	MBAs	or	“Digital	Ninjas”,
but	hard	core	experts	in	the	field	which	includes	Masters	in	Science,
Biology	and	preference	is	given	to	PhDs.
Understands	 the	 market:	 He	 reaches	 to	 larger	 audience	 with
programs	in	regional	languages.
Low	 Cost	 Marketer:	 While	 major	 companies	 invest	 a	 lot	 in
marketing	 their	 business,	 he	 spends	 a	 very	 little	 amount	 in
marketing.	But	he	does	effective	and	efficient	marketing.	However,
in	recent	times,	he	has	started	aggressive	marketing.
Building	personal	brand:	He	became	synonymous	with	yoga	and
Patanjali	as	Steve	Jobs	was	with	Apple	and	Richard	Branson	is	with
the	Virgin	group.
Has	a	profit	making	venture	that’s	constantly	growing:	Patanjali
Ayurveda	venture	is	continuously	yielding	profits.

When	did	Sri	Sri	start	Art	of	Living	(AOL)?

The	 success	 story	 of	 Sri	 Sri	 Ravi	 Shankar’s	AOL,	 headquartered	 in
Bangalore,	is	no	less	fascinating.
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The	organization’s	crowning	glory	is	its	international	appeal.
Founded	 in	 1981	 by	 the	 soft-spoken	 guru,	 AOL	 has	 become	 an
educational	 and	 humanitarian	 movement	 across	 150	 countries
claiming	 to	 have	 touched	 370	 million	 lives,	 with	 its	 stress
management	and	other	spiritual	initiatives.
A	3-day	course	in	Sudarshan	Kriya	in	the	ashram	costs	more	than	Rs
3,000	 for	 an	 individual,	with	 accommodation	 and	 food.	And	 there
are	many	such	programs	and	associated	cost	with	them.
One	has	to	admire	the	efficient	business	model	of	the	AOL.
When	a	person	 is	 interested	 in	 joining	a	course	or	a	program,	 the
AOL	website	guides	him/her	to	a	name	and	a	number	of	a	teacher
who	would	 be	 conducting	 the	 program.	Within	minutes	 a	 person
calls	you	with	all	the	information	you	need.
Its	 online	 portal	 Sattva	 Store	 also	 offers	 apparels,	 wellness	 and
personal	care	products,	food,	handicrafts,	among	other	things.
Sri	Sri	Ayurveda	is	expanding	both	in	the	brick-and-mortar	format
as	 well	 as	 on	 the	 technology	 highway	 through	 tele-shops	 and	 e-
commerce.
Thousands	 of	 people	 daily	 take	 the	 courses	 and	 purchase	 the
products.
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Where	are	the	strengths	of	these	spiritual	capitalists?

Branding:	The	society	 in	which	we	 live	 today	 is	a	brand-obsessed.
They	 are	 successful	 in	 creating,	 developing,	 implementing	 and
maintaining	successful	their	own	brands.
Package	For	various	Diseases:	Medicines	and	practices	are	claimed
to	 be	 100%	 natural	 and	 no	 or	 very	 little	 side	 effects.	 They	 have
proven	extremely	effective	for	combating	all	forms	of	sickness	and
disease.
USP:	 It	 is	 claimed	 that	 after	 extensive	 research	 of	 the	 valuable
effects	of	Pranayama,	it	has	been	proved	now	that	proper	breathing
technique’s	 practice	 can	 cure	 all	 diseases	 completely	 without
medicines	or	surgery.	And	this	is	their	USP.
Customer	Management:	 The	 Customer	 is	managed	well	 and	 they
eventually	 become	 brand	 evangelists.	 They	 have	 customers	 from
all	segments	of	society,	both	rural	and	urban.
Pricing	 Strategy:	 The	 performance	 of	 the	 product,	 or	 the	 value
associated	with	it	should	always	be	higher	than	the	price.	Patanjali
Ayurveda’s	products	are	on	an	average	15-20%	cheaper	than	those
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of	established	brands.
Unlimited	Choice:	 These	 gurus	 cover	 the	 entire	 spectrum	 -	 from
daily	needs	to	luxury	needs.
Social	 Causes:	 They	 claim	 that	 the	 funds	 received	 via	 all	 these
business	 models	 or	 charity	 will	 be	 used	 for	 non-profit	 social	 and
development	causes.

Who	are	the	other	famous	spiritual	capitalists?

Mata	Amritanandamayi	Devi	or	Amma	or	“The	Hugging	Saint”:
She	 spontaneously	 embraces	 people	 to	 comfort	 them	 she	 is
probably	 the	 richest	 god	woman	 in	 the	 country.	Main	 sources	 of
Income	are	Amrita	Viswa	Vidyapeetham	colleges,	Amrita	 Institute
of	Medical	Science	(Kochi),	Amrita	Schools,	TV	channel.	Adding	to	it
are	 the	 contributions	 from	 her	 millions	 of	 Indian	 and	 foreign
devotees.	Even	by	modest	estimates,	this	trust	is	said	to	have	assets
worth	over	Rs	1,500	Cr.
Isha	 Business	 Private	 Ltd	 (IBPL)	 is	 promoted	 by	 Sadguru	 Jaggi
Vasudev.	While	it	has	an	online	portal	selling	crafts,	clothings,	food
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and	 health	 and	 beauty	 items,	 IBPL	 has	 also	 ventured	 into
construction	and	architecture.

Apart	 from	many	other	 spiritual	 leaders,	 they	are	private	 firms	which
are	playing	their	part	in	establishing	spiritual	capitalism.

Goonjan	Mall,	Founder	of	Online	Prasad,	not	only	now	brings	you
prasad	 from	different	 temples,	 but	 has	 also	 launched	 a	 first-of-its-
kind	private	label	brand,	Zevotion,	of	hand-picked	Rudraksha	beads
and	yantras,	connecting	people	to	their	faith.
For	Muslims,	there	is	ProudUmmah.	Hyderabad-based	mechanical
engineer	Abid	Khan	quit	Google	to	launch	this	startup	that	provides
customized	kits	with	24	products	related	to	Islamic	pilgrimages	Hajj
and	Umrah.

How	are	they	being	perceived	by	different	people?

In	Indian	markets	and	abroad	as	well,	these	spiritual	capitalists	have
become	the	talk	of	boardroom	discussion.
Not	 just	 small	 kiranas	 but	 big	 retailers	 like	 Reliance	 Retail,	 Big
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Bazaar,	Hyper	City	and	Star	Bazaar	are	also	stocking	their	products.

Critics:

The	 ancient	 knowledge	 is	 being	 abused	 for	 commercial	 purposes.
These	products	could	be	made	available	at	even	cheaper	prices.
Majority	 of	 Self-proclaimed	 gurus	 were	 proved	 to	 use	 this
knowledge	 for	 selfish	 motives.	 e.g.	 Nityananda	 sex	 scandal.	 And
because	of	such	gurus,	the	true	saints	/	seers	are	losing	credibility.

Supporters:

These	players	have	made	all	the	products	affordable	to	every	class
of	the	society.
For	 charitable	 activities,	 these	 spiritual	 leaders	 need	 funding.	 So,
having	 their	 own	 financial	 model	 ensures	 stability	 and	 focus	 on
their	activities.
“When	 someone	 becomes	 capitalist	 and	 then	 spiritual,	 you
appreciate	it	but	if	someone	spiritual	becomes	a	capitalist,	then
you	question	it.	Why	the	double	standards?”

((( 	)))
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Economy	-	Indian	Economy	slows	down

India	 has	 recorded	 a	 growth	 of	 7.3%	 for	 October-December	 quarter,
lower	than	the	last	two	quarters.	Government	has	forecasted	a	growth
rate	of	7.6	%	for	financial	year	2016	but	there	are	doubts	over	meeting
this	 target	given	 the	modest	capital	 formation	and	 fall	 in	 farm	output.
Can	the	upcoming	Union	budget	be	the	magic	pill	for	Indian	Economy?
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What	are	the	latest	results?

The	 gross	domestic	 product	 (GDP)	 growth	has	 slowed	 in	 the	 fiscal
third	quarter.	It	grew	at	7.3	%	in	the	October-December	quarter.
Many	 economists	 say	 the	 official	 data	 continues	 to	 overstate	 the
economy’s	strength.
This	rate	of	growth	was	faster	than	the	6.8	%	posted	by	China	in	the
same	quarter.
The	government	also	has	forecasted	that	GDP	growth	for	fiscal	year
2015-16	 would	 accelerate	 to	 7.6	 %	 from	 a	 revised	 7.2	 %	 a	 year
earlier.
For	that	forecast	to	materialize,	the	economy	would	have	to	grow	at
a	rate	of	7.8	%	in	the	last	quarter.
Economic	growth	for	the	April-June	quarter	was	7.6%	and	7.7	%	in
July-September	quarter.
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Why	is	the	growth	sluggish?

The	growth	is	sluggish	due	to	weak	exports,	railway	freight,	cement
production,	 investment	 and	 commodities	 such	 as	 steel,	 iron	 and
aluminium	slowing	down.
India’s	 exports	 have	 contracted	 for	 the	 13th	 time	 in	 a	 row	due	 to
tepid	global	demand	and	a	volatile	global	currency	market.
The	 nominal	 growth	 is	 weakening	 because	 of	 the	 global
commodities	slump.
The	 government’s	 failure	 to	 get	 support	 in	 parliament	 for	 long-
pending	land,	labor,	bank	and	tax	reforms	has	begun	to	take	a	toll
on	investor	confidence.
Though	 manufacturing	 registered	 a	 sharp	 pickup	 in	 the	 third
quarter,	agriculture	sector	saw	negative	growth.
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When	will	the	economy	perform	better?

The	government	has	to	quickly	deliver	on	implementing	the	Goods
and	Services	Tax.
The	disputes	related	to	retrospective	tax	claims	should	get	resolved
as	expeditiously	as	possible.
The	weaker	commodity	prices	should	help	to	cool	India’s	 inflation
and	improve	its	fiscal	and	external	balances.
The	government	must	expedite	stalled	reforms	in	the	next	session
of	parliament.
It	 should	make	more	 efforts	 to	 encourage	 private	 investments	 in
infrastructure	projects.
Steps	should	be	taken	to	revive	rural	demand	and	rejuvenate	public
sector	banks.
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Where	is	the	controversy	regarding	the	revised	GDP	methodology	of
India?

India’s	GDP	data	has	been	under	scrutiny	since	January	2015,	when
statisticians	unveiled	new	methodology.	It	is	a	better	way	to	capture
value	addition	in	the	goods	and	services	supply	chain.
Both	policymakers	and	private	economists	are	complaining	 that	 it
portrays	an	overtly	robust	picture	of	the	Indian	economy	while
other	macro	 indicators	 such	as	bank	credit	growth,	 rural	demand,
and	 revenue	 growth	 of	 listed	 firms,	 tax	 collections,	 project
announcements	and	data	on	India’s	BOP	are	out	of	sync.
The	 new	 GDP	 numbers	 overturn	 a	 fundamental	 principle	 of
economic	 growth	 as	 they	 suggest	 the	 growth	 acceleration	 of	 the
past	three	years	occurred	even	as	the	rate	of	investment	fell.
The	 most	 controversial	 aspect	 of	 the	 new	 series	 relates	 to	 the
methodological	 changes	which	have	 inflated	 the	 final	estimates	of
corporate	sector	growth.
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Who	will	benefit	from	India’s	growing	economy?

Growth	 has	 a	 positive	 effect	 on	 government	 finances,	 which	 will
boost	tax	revenues	and	help	to	reduce	the	budget	deficit.
Indian	intellectuals	and	businessmen	have	argued	persuasively	that
the	 free	market,	 and	 resulting	 economic	 growth,	 is	 the	 only	 long-
term	solution	to	India’s	battle	with	poverty.
More	people	 in	work,	 rising	 spending	and	higher	 company	profits
all	contribute	to	an	increased	flow	of	revenue.
Real	economic	growth	stimulates	higher	employment	and	improves
living	standards.
Sustained	 economic	 growth	 should	 have	 a	 positive	 impact	 on
company	profits	and	business	confidence.
Rising	 demand	 and	 output	 encourages	 further	 investment	 in	 new
capital	machinery.
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How	can	the	budget	do	the	trick?

The	upcoming	Budget	should	carry	out	structural	reforms	and	focus
on	infrastructure,	irrigation	and	farm	productivity.
Jaitley’s	third	annual	budget	on	Feb.	29	is	also	expected	to	include
measures	to	address	rural	distress	and	boost	investment.
There	 is	heightened	anticipation	 that	 this	budget	would	announce
measures	to	create	more	jobs.
The	 government	 should	 stick	 to	 fiscal	 consolidation	 and	 improve
the	quality	of	spending	to	lift	growth.
The	 budget	 should	 provide	 adequate	 funds	 to	 recapitalize	 banks
weighed	down	with	bad	loans	and	exempt	life	insurance	premiums
from	service	tax.

((( 	)))
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Economy	-	Make	in	India	Week	starts	in	Mumbai

Make	 in	 India	 Week	 is	 the	 flagship	 event	 to	 provide	 greater
momentum	 to	 the	 Make	 in	 India	 initiative.	 This	 largest-ever
manufacturing	 summit	 was	 launched	 by	 Prime	 Minister	 Narendra
Modi.	 It	will	 showcase	 to	 the	world	 the	achievements	of	 the	nation	 in
the	manufacturing	sector.	Is	Make	in	India	working	on	the	ground	or	is
it	just	a	fancy	slogan?
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What	is	the	agenda	of	this	event?

The	event	is	an	effort	to	provide	greater	impetus	to	“Make	in	India”
initiative.
The	event	will	highlight	design,	innovation	and	sustainability	as	its
key	 markers.	 It	 will	 also	 showcase	 the	 people,	 policies	 and
partnerships	driving	India’s	new	manufacturing	revolution.
It	is	being	hosted	to	kindle	a	sense	of	pride	in	Indian	manufacturing
and	take	corporate	and	public	participation	to	the	next	level.
It	 will	 offer	 access	 and	 opportunities	 to	 connect	 with	 Indian	 and
global	industry	leaders	and	central	and	state	governments.
The	 Prime	 Minister	 is	 expected	 to	 hold	 bilateral	 meetings	 with
senior	foreign	leaders	from	different	countries	during	the	week.
Several	MoUs	are	expected	to	be	signed	during	the	event.
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Why	has	Make	in	India	not	taken	off	yet?

The	manufacturing	 sector	 in	 India	 is	 struggling	due	 to	 regulations
relating	 to	 land	and	 labour,	complex	 taxation,	challenges	 faced	by
energy	 sector,	 lack	 of	 ease	 of	 doing	 business,	 and	 absence	 of
adequate	infrastructure.
Indian	 manufacturing	 is	 skill	 intensive	 but	 natural	 comparative
advantage	lies	in	making	use	of	its	vast	pool	of	unskilled	labor.
The	 manufacturing	 landscape	 in	 India	 is	 dominated	 by	 small
enterprises	and	most	of	the	activity	is	in	the	informal	sector.
Though	FDI	inflow	has	increased,	the	money	has	not	gone	into	the
manufacturing	 sector;	 instead	 it	 has	 gone	 into	 the	 technology
sector.
At	 the	 present	 pace,	 it	 will	 be	 difficult	 to	 meet	 the	 goal	 of
manufacturing	accounting	for	25%	of	India’s	GDP	and	generating
100	million	jobs	by	2022.

170



When	was	the	Make	in	India	program	launched?

Prime	Minister	Narendra	Modi	had	first	mentioned	the	key	phrase
in	his	first	Independence	Day	address.
The	 flagship	 initiative	 was	 launched	 in	 September	 2014,	 to
encourage	 international	 companies	 to	manufacture	 their	 goods	 in
India.
It	 aims	 to	 facilitate	 investment,	 foster	 innovation,	 enhance	 skill
development,	protect	intellectual	property,	and	build	best-in-class.
The	program	aims	to	increase	the	contribution	of	manufacturing	in
GDP	to	25%
The	 initiative	 also	 aims	 to	 identify	 domestic	 companies	 having
leadership	 in	 innovation	 and	 provide	 new	 technology	 for	 turning
them	into	global	players.
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Where	are	major	deals	signed	under	“Make	in	India”	campaign?

Chinese	 smartphone	 maker	 Xiaomi	 has	 set	 up	 a	 manufacturing
center	on	the	subcontinent.
Japan	will	 import	 cars	 for	 the	 first	 time	 from	 India	 and	Maruti
Suzuki	will	manufacture	it.
German	carmaker	Volkswagen	has	invested	Rs	720	crore	to	roll	out
an	India-specific	compact	sedan	from	its	Pune	plant.
General	Electric	Co	will	build	a	manufacturing	facility	in	Bihar	and
supply	1,000	diesel	locomotives.
Electronics	major	Sony	India	will	manufacture	more	domestically
made	products,	beginning	with	flat	TV	panels.
German	 engineering	 company	Siemens	 said	 it	will	 invest	 over	 Rs
7,400	crore	in	India.
Intel	in	August	has	unveiled	the	Intel	India	Maker	lab	and	the	Intel
India	Maker	showcase	in	its	Bengaluru	campus.
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Who	are	participating	in	Make	in	India	week?

Government	 delegations	 from	 49	 countries	 and	 business
delegations	from	68	countries	are	expected	to	attend	the	event.
Some	of	the	key	government	delegations	include	Prime	Minister-led
teams	 from	Finland,	 Sweden	and	Deputy	Prime	Minister-led	 team
from	Poland.
2,500	 foreign	 delegates	 and	 8,000	 representatives	 of	 Indian
companies.
Senior	 Union	 Cabinet	 ministers,	 chief	 ministers,	 government
officials,	select	CEOs	from	leading	firms	and	senior	industry	leaders
will	also	participate	in	the	event.
Various	 Indian	 states	 like	 Haryana,	 Chhattisgarh,	 Maharashtra,
Gujarat,	Madhya	Pradesh,	Odisha,	Andhra	Pradesh,	 Jharkhand	and
Himachal	 Pradesh	 will	 organize	 their	 respective	 investment
seminars,	 showcasing	 their	 key	 strengths	 and	 business
opportunities.
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How	can	“Make	in	India”	become	a	successful	program?

In	 the	 first	 half	 of	 calendar	 year	 2015,	 India	 (with	 $31	 billion)
surpassed	China	($28b)	and	the	US	($27b)	as	the	top	destination	for
Foreign	Direct	Investment	after	the	initiative	was	launched.
India	 climbed	 16	 places	 to	 rank	 at	 55	 in	 the	 2015	 Global
Competitiveness	 Index.	 With	 this,	 India	 has	 ended	 five	 years	 of
decline	with	a	16-place	jump	to	55th	position.

However,	there	are	areas	of	improvement:

The	existing	labor	laws	should	be	replaced	with	a	new	set	suited	to
the	21st	century	to	revive	India’s	manufacturing	sector.
There	 is	 also	 a	 desperate	 need	 for	 fair	 and	 equitable	 land
acquisition	bill	and	implementation	of	goods	and	services	tax.
India	 still	 ranks	 poorly	 in	 World	 Bank’s	 Ease	 of	 Doing	 Business
Index,	so	the	government	should	reduce	red	tape.
Government	should	work	towards	a	transparent	and	predictable
tax	regime	to	make	the	country	a	global	manufacturing	hub.
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Economy	-	Government	to	revive	Disinvestment	Panel

In	 order	 to	 push	 strategic	 stake	 sales	 in	 state-run	 companies,	 the
government	will	set	up	a	Disinvestment	Commission	to	offload	20-26%
in	 IDBI	 Bank	 through	 a	 Qualified	 Institutional	 Placement	 (QIP).
Disinvestment	 Commission	 is	 once	 again	 being	 created	 so	 that	 the
government	can	go	ahead	with	strategic	disinvestments.	Strategic	sales
in	PSUs	are	expected	to	be	the	big	theme	of	2016-17.

176



What	does	a	strategic	sale	in	IDBI	bank	mean?

In	the	strategic	sale	of	a	company,	the	transaction	has	two	elements:

1.	 Transfer	of	a	block	of	shares	to	a	Strategic	Partner	and

2.	 Transfer	of	management	control	to	the	Strategic	Partner.

Strategic	 sales	 such	 as	 that	 in	 IDBI	 Bank	 could	 help	make	 up	 for
some	of	the	shortfall,	besides	bringing	in	quality	investors.
The	 IDBI	Bank	stake	sale	 is	primarily	aimed	at	professionalising	 it
on	the	lines	of	private	counterparts	such	as	Axis	Bank.
Unlike	other	state-run	banks,	 IDBI	Bank	is	governed	by	a	separate
legislation.	The	IDBI	Act	allows	the	government	to	lower	its	stake
to	49%.	 In	 other	 state-run	 banks,	 the	 government	 has	 pledged	 to
keep	a	majority	52%	stake.
This	means	the	government	can	lower	its	holding	in	IDBI	to	give	it	a
private	 sector	 character	 without	 having	 to	 go	 through	 any
legislative	changes.
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Why	is	the	government	reviving	the	Disinvestment	panel?

Budget	2015-16	had	targeted	raising	Rs	69,500	crore	from	PSU	stake
sale	 (Rs	41,000	crore	 from	minority	 stake	 sale	and	Rs	28,500	crore
from	 strategic	 sale),	but	 the	 Centre	 has	 been	 able	 to	mop	 up	Rs
13,344	crore.
The	government	is	now	re-looking	at	its	strategy	by	considering	the
privatisation	route	and	setting	up	a	Disinvestment	Commission	that
was,	at	the	time	of	the	Vajpayee	government,	used	very	successfully
to	both	divest	shares	as	well	as	privatise	firms.
The	first	Disinvestment	Commission	was	set	up	in	1996	and	two
subsequent	panels	 recommended	 strategic	 sales	 in	 some	state-run
companies	 and	 helped	 cut	 delays	 in	 resolving	 interministerial
issues.
The	 government	 had	 planned	 to	 push	 through	 strategic	 sales	 in
2015-16	but	policy	hurdles	prevented	it	from	pursuing	the	idea.	The
Narendra	 Modi	 administration	 now	 seems	 determined	 to	 push
through	strategic	sales.

178



When	was	the	Disinvestment	commission	setup	and	why?

Ministry	 of	 Industry	 (Department	 of	 Public	 Enterprises)	 vide	 a
resolution	 dated	 7	 August	 1996,	 constituted	 a	 Public	 Sector
Disinvestment	Commission	for	a	period	of	3	years	under	Shri	G.V.
Ramakrishna	along	with	4	other	members.
The	term	was	further	extended	till	30	November	1999.
The	Commission	was	reconstituted	vide	Ministry	of	Disinvestment
resolution	 dated	 24	 July	 2001	 for	 a	 period	 of	 2	 years	 under
Dr.	R.H.Patil	as	Chairman	along	with	4	other	members.
The	 term	 of	 the	 Commission	 was	 subsequently	 extended	 till
October	2004.
Between	these	2	commissions,	they	submitted	24	reports	on	95	PSUs
that,	 in	 some	 cases,	 recommended	 privatisation	 and,	 in	 others,
selling	part	of	the	government	stake	in	PSUs.
Subsequent	 to	 the	 formation	 of	 the	 UPA	 Government,	 all	 the
members	 and	 the	 Chairman	 of	 the	 Disinvestment	 Commission
resigned	 in	May	2004	and	the	Commission	was	wound	up	 in	end
October	2004.
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Where	 is	 the	 criticism	 against	 the	 setting	 up	 of	 a	 Disinvestment
commission?

There	are	enough	reports	on	what	needs	to	be	done	in	most	PSUs,
and	how	many	of	them	just	cannot	be	revived.
The	government	simply	has	to	take	a	call	on	whether	it	wants	to
privatise	a	unit	or	not.
And	a	suitably	strengthened	disinvestment	department	is	perfectly
capable	of	doing	this	and	can,	if	need	be,	get	help	from	professional
firms	 in	 the	 case	of	 specific	PSUs—once	 this	decision	 is	 taken,	 the
rest	of	the	process	is,	in	any	case,	handled	by	lawyers	and	merchant
bankers.
In	 the	 case	 of	 others,	 as	 in	 the	past,	 the	 government	 continues	 to
persist	with	the	fiction	of	terming	LIC	buying	shares	of	a	PSU	as
disinvestment;	 certain	 PSUs	 are	 to	 be	 asked	 to	 buy	 back	 their
shares	and	this,	too,	is	going	to	be	counted	as	disinvestment.
What’s	missing	is	the	will	to	divest,	not	the	plans	on	how	to	do	so.
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Who	is	responsible	for	the	low	proportion	of	Disinvestment	proceeds
in	India?

Unfavourable	market	conditions	are	the	main	reason	responsible
for	this	downward	trend	of	disinvestment.
The	proceeds	 realised	 through	disinvestment	were	not	paid	 to	 the
enterprise	concerned	for	its	expansion	and	improving	efficiency	but
the	 government	 has	 been	 using	 such	 disinvestment	 proceeds	 to
bridge	the	budget	deficit.
The	offers	made	by	the	government	for	disinvestment	of	PSUs	are
not	 attractive	 and	 stringent	 bureaucratic	 procedures	 are	 causing
discouragement	to	the	private	sector	investors.
Undervaluation	of	assets	 leading	 to	 ‘under-pricing’	of	public	sector
enterprises	shares	resulting	in	considerable	loss	to	the	Government.
The	 government	 does	 not	 have	 a	 comprehensive	 policy	 on
disinvestment	 of	 its	 PSUs.	 The	 procedures	 adopted	 for
disinvestment	suffered	from	adhocism.	It	narrowly	focused	only	on
disinvestment	of	shareholdings.
The	 government	 is	 not	 transparent	 about	 its	 approach	 towards
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sequencing	 the	 restructuring	 and	 the	 methods	 of	 privatisation	 of
PSEs.

How	is	Disinvestment	carried	out	in	India?

Public	Offer:	Offering	shares	of	public	sector	enterprises	at	a	fixed
price	through	a	general	prospectus.	The	offer	is	made	to	the	general
public	through	the	medium	of	recognised	market	intermediaries.
Sale	of	Equity:	 It	 is	done	 through	auction	of	 shares	amongst	pre-
determined	clientele,	whose	number	can	be	large.
Offer	for	Sale:	It	involves	determining	the	fixed	price	for	sale	of	a
public	 enterprise,	 inviting	 open	 bidders	 and	 accepting	 highest
bidder’s	quotation	for	sale.
Cross	Holding:	The	government	would	simply	sell	part	of	its	shares
of	one	PSU	to	one	or	more	PSUs.
Golden	Share:	 The	 government	 can	 hold	 less	 than	 51	%	 in	 state-
owned	 banks,	 but	 still	 retain	 control	 as	 it	 has	 the	 power	 to	 veto
changes	 to	 the	 company’s	 charter.	 This	 type	 of	 share	 controls	 at
least	51	%	of	voting	rights	in	a	company.
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Warehousing:	 The	 government	 owned	 financial	 institutions	 were
expected	to	buy	the	government’s	share	in	select	PSUs	and	holding
them	until	third	buyer	emerged.
Strategic	 Sale:	 The	 government	 sells	 a	 major	 portion	 (51	 %	 and
above)	 of	 its	 stake	 to	 a	 strategic	 buyer	 and	 also	 gives	 over	 the
management	control.

((( 	)))
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Economy	-	Social	Sector	–	expectations	from	Union	Budget

Finance	Minister	 Arun	 Jaitley	 expects	 states	 to	 increase	 spending	 on
poverty	 alleviation	 schemes	 as	 the	 14th	 Finance	 Commission	 has
devolved	 higher	 funds	 to	 them.	 Social	 sector	 groups	 want	 Finance
Minister	 to	 review	 the	 implementation	 of	 alternative	 subsidy	 systems
before	 going	 ahead	 with	 Direct	 Benefit	 Transfer	 (DBT).	 	 The	 FinMin
needs	to	look	at	all	aspects	as	he	presents	the	next	Budget.
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What	does	the	social	sector	want	from	the	budget?

The	 government	 must	 look	 into	 pegging	 the	 funds	 for	 mid-day
meals	 in	 schools	 to	 inflation.	 There	 are	 many	 schools	 across	 the
country	not	serving	dal	for	the	past	few	months	because	dal	prices
went	high.
Another	 recommendation	 is	 for	 the	 MGNREGA	 budget	 to	 also	 be
inflation-indexed,	and	measured	as	a	per	cent	of	GDP	rather	than
in	absolute	terms.
One	of	the	recommendations	made	is	for	a	system	similar	to	that	in
Thailand	where	 doctors	 have	 to	 compulsorily	work	 for	 the	 public
sector	 for	 a	 few	 years	 before	 they	 can	 get	 a	 license	 to	 practice
privately.
The	unanimous	appeal	from	all	the	bodies	is	for	additional	funds	for
the	social	sector.
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Why	has	India	changed	its	approach	towards	subsidies?

Most	of	the	subsidies	are	ill-targeted	and	badly	structured	as	proved
by	the	Economic	Survey	2015.
Subsidies	such	as	those	on	LPG,	Kerosene,	Electricity	and	Drinking
water	are	used	more	by	well-offs	than	those	who	actually	require	it,
hence	making	the	subsidies	regressive.
The	subsidies	distort	the	market	as	in	Agriculture	Minimum	Support
Price;	 railway	 subsidies	 making	 freight	 rates	 high	 consequently
putting	 higher	 pressure	 on	 roads;	 subsidies	 on	 electricity	 and
fertilizers	lead	to	degradation	of	soil.
The	prevalence	of	high	leakages	in	Public	Distribution	System	(PDS)
has	led	to	support	for	Direct	Benefit	Transfer.	This	would	also	give
choice	to	the	user	regarding	his	expenses.
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When	is	social	subsidy	required?

Subsidies	are	 required	when	a	 section	of	population	 is	not	able	 to
meet	its	basic	needs	of	food,	education,	health,	sanitation	etc.
In	India	about	29%	of	the	population	is	below	the	poverty	line.
About	half	of	India’s	females	suffer	from	some	degree	of	Anaemia,
about	 30%	of	 the	 children	are	malnourished,	 infant	mortality	 and
maternal	mortality	is	more	than	poorer	neighbours	like	Bangladesh
and	Sri	Lanka.
Although	 India	 has	 achieved	 universal	 primary	 education,	 the
quality	of	education	remains	poor	as	pointed	out	by	ASER	and	PISA
surveys.	The	dropout	rate	is	high	and	only	8%	of	the	population	is
graduate.
More	than	50%	of	the	population	defecates	in	the	open	and	chronic
diseases	are	leading	causes	of	mortality.	Unclean	drinking	water	is
the	cause	of	many	diseases	like	Diarrhea.
All	 these	 point	 out	 towards	 the	 need	 for	 social	 sector	 subsidy	 in
India.
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Where	can	the	subsidies	be	reformed	or	rationalised?

The	focus	should	be	on	physical	achievements	and	not	on	financial
disbursements.
The	 effects	 of	 subsidies	 should	 be	 measurable,	 verifiable	 and
repeatable	in	terms	of	quality	or	quantity.
Subsidies	should	be	given	as	a	one-	time	help	or	for	a	short	period.
Subsidies	on	continuing	basis	should	be	avoided.
The	parameters	fixed	on	subsidy	should	be	transparent.
Subsidies	 should	 be	 cost-	 effective.	 Most	 of	 the	 assistance	 should
reach	 the	 intended	 beneficiary	 and	 very	 small	 amount	 should	 be
spent	on	administrative	arrangements.
Subsidies	should	be	properly	 targeted,	 i.e.	benefit	should	go	to	 the
really	 deserving.	Who	 is	 poor	 and	who	 is	 not	 should	 be	 clearly
defined.
Timing	of	subsidies	should	be	made	proper.	For	example,	free	seed
distribution	should	be	just	before	sowing.
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Who	is	responsible	for	social	sector	–	central	or	state?

The	2015	Budget	seen	in	totality	seemed	to	represent	a	retreat	from
a	model	of	direct	provision	of	 social	 sector	 spending	 to	one	based
entirely	on	an	investment-led	growth	providing	it.
It	 can	 be	 said	 that	 the	 Modi	 government	 has	 decentralised	—	 or
outsourced	—	welfarism	to	the	State	governments.	How	evenly	the
states	will	rise	up	to	meet	this	responsibility	(in	absence	of	Central
Government	monitoring)	remains	to	be	seen.
The	Central	Government	justifies	cut	in	the	social	sector	schemes	by
pointing	 out	 that	 greater	 devolution	 of	 net	 tax	 proceeds	 as
recommended	 by	 the	 Fourteenth	 Finance	 Commission	 would
provide	states	with	sufficient	money.
This	would	do	away	with	one	size	fits	all	approach	and	promote
co-operative	and	competitive	federalism.
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How	is	India’s	performance	in	social	sector?

An	analysis	of	trends	reveals	that	not	much	priority	is	given	in	India
to	social	sector	expenditure.
Since	 the	 mid-1990s,	 though	 a	 higher	 proportion	 of	 government
expenditure	has	been	allocated	to	the	social	sector,	as	compared	to
the	first	years	of	the	1990s,	social	sector	spending	as	a	proportion
of	GDP	has	not	increased	much.
While	 few	 states	 like	 Kerala,	 Tamil	 Nadu	 and	 Himachal	 Pradesh
have	 consistently	 performed	 well	 in	 social	 sector,	 BIMARU	 states
i.e.	Bihar,	Madhya	Pradesh,	Rajasthan	and	Uttar	Pradesh	have	been
the	worst	performers.
Even	by	world	standards,	India’s	expenditure	on	social	sectors	has
been	consistently	less	as	a	percentage	of	GDP.
Around	 2.5-3	 per	 cent	 of	 GDP	 should	 be	 on	 healthcare.	 We	 are
currently	at	around	1	per	cent.

((( 	)))
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Economy	-	Coal	auction	allowed	for	non-power	sectors

The	 government	 has	 recently	 cleared	 a	 policy	 that	 allows	 auction	 of
coal	 to	 non-regulated	 sectors.	 The	 sectors	 included	 are	 cement,
steel/sponge	 iron,	 aluminum	 but	 fertilizer	 is	 excluded.	 Coal	 India	will
auction	about	24	million	tons	of	coal	to	non-power	sectors.	The	sale	will
only	 be	 through	 the	 auction	 route	 to	 ensure	 transparency	 and	 the
process	will	be	executed	by	April.
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What	prompted	this	move?

The	 Coal	 Ministry	 had	 been	 drawing	 up	 a	 plan	 for	 auctioning
linkages	to	the	non-power	sector	over	2015.
An	Inter-Ministerial	Committee	was	constituted	 in	January	2015	to
vet	various	structures	and	models	for	competitive	bidding.
The	 existing	 process	 of	 granting	 coal	 linkage	 was	 not	 fully
transparent	and	several	complaints	were	raised	about	the	process.
To	cater	 to	 the	huge	demand	 for	 coal	 from	non-	 regulated	 sectors
such	 as	 steel,	 cement,	 and	 aluminum,	 coal	 linkages	 or	 long-term
supply	of	fuel	will	be	granted	only	through	electronic	auctions.
This	move	attempts	 to	ensure	an	optimal	allocation	of	 coal	across
user	industries	and	geographies.
The	auction	will	bring	transparency	and	provide	equal	opportunity
for	all	consumers,	irrespective	of	size.

193



Why	did	the	Supreme	Court	(SC)	cancel	the	coal	block	award	in	2014?

The	 SC	 ruled	 that	 allocation	 of	 all	 coal	 blocks	 from	as	 far	 back	 as
1993	and	until	2010	were	illegal.
It	 cancelled	 the	 allocation	 of	 214/218	 coal	 blocks,	 including	 42
operational	ones.
The	 allocation	 of	 coal	 blocks	 as	 recommended	 by	 the	 Screening
Committee	 and	 the	 allocation	 made	 through	 the	 government
dispensation	route	suffered	from	the	vice	of	arbitrariness	and	legal
flaws.
The	process	of	allotting	the	mines	was	“ad	hoc	and	casual,	arbitrary
and	without	application	of	mind”	as	per	SC.
However,	the	allocations	made	through	competitive	bidding	for	the
lowest	 tariff	 for	 power	 for	 Ultra	 Mega	 Power	 Projects	 were	 not
cancelled.
The	 SC	 told	 that	 allocation	 of	 captive	 coal	 blocks	 through
competitive	 bidding	 instead	would	 have	 brought	 in	 transparency,
objectivity	and	given	a	level	playing	field	to	all	applicants.

194



When	were	recent	reforms	introduced	in	coal	sector?

An	 Ordinance	 was	 promulgated	 to	 enable	 the	 Government	 to	 re-
allocate	204	cancelled	mines	after	the	apex	court	order	of	cancelling
the	coal	blocks.
The	Parliament	passed	the	Coal	Mines	(Special	Provisions)	Bill	2015
on	March	20,	2015	which	replaced	the	Ordinance.
The	Central	Government	has	auctioned	31	coal	mines	 in	 the	 three
phases	 and	 allotted	 42	 coal	mines	 to	 central	 or	 state	 government
companies.
To	maintain	 the	 planned	 growth	 in	 production	 and	 evacuation	 of
coal,	 MOUs	 were	 signed	 for	 development	 of	 rail	 infrastructure
through	formation	of	Joint	Ventures	(JVs).
Coal	Projects	Monitoring	Portal	has	also	been	set	up	in	the	Ministry
to	 fast-track	 the	 clearances	 and	 pending	 issues	 of	 coal	 mining
projects.
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Where	are	the	recent	issues	with	coal	production?

Coal	India	Limited	(CIL)	is	facing	dilemma	over	the	production	and
finding	it	difficult	to	further	stock	the	fuel	due	to	sluggish	demand.
Dumping	more	 coal	 to	 power	plants	 is	 getting	difficult	 as	 average
stock	to	them	has	gone	up	to	25	days	against	11	days	last	year.	Also
due	to	security	reasons,	further	dumping	becomes	difficult.
There	has	been	lower	demand	from	state	generation	companies	and
continuing	 easing	 of	 international	 coal	 price	 has	 increased	 the
problem.
In	spite	of	prevailing	situation,	government	wants	coal	production
growth	to	continue	at	the	same	rate	of	over	9%.
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Who	decides	the	coal	prices	in	India?

The	pricing	of	coal	was	controlled	by	the	Central	Government	since
1945,	under	Colliery	Control	Order	of	1945.
In	2000,	 the	coal	pricing	was	 totally	deregulated	after	 the	Colliery
Control	Order,	2000	and	was	to	be	decided	by	Coal	India	Limited
(CIL).
The	 price	 of	 the	 coal	 depends	 on	 the	 input	 cost,	 mining	 cost,
inflation	and	other	factors.
The	pricing	of	the	coal	was	done	on	Useful	Heat	Value	(UHV)	basis
till	Dec,	2011	and	it	was	changed	to	Gross	Calorific	value	(GCV)	in
2012.
The	 Ministry	 of	 Power	 has	 been	 pressing	 for	 appointing	 an
independent	 regulatory	 body	 for	 price	 determination	 due	 to	 the
prevailing	 monopoly	 situation	 in	 the	 coal	 market	 leading	 to
arbitrary	increase	in	price	levels.
CIL	plans	to	switch	to	market	pricing,	where	prices	would	be	aligned
to	international	ones.
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How	will	speeding	up	work	on	rail	lines	help	coal	industry?

It	will	help	in	transporting	100	million	tonnes	of	coal	per	year	from
remote	mines.
It	can	solve	issues	like	higher	imports	and	shortage	of	coal	used	in
power	generation	which	leads	to	frequent	blackouts.
Better	 connections	 could	 push	 CIL’s	 annual	 production	 up	 by	 as
much	as	300	million	tonnes	from	462	million	now.
However,	works	on	some	railway	lines	are	hampered	due	to	delays
in	land	acquisition,	environmental	clearance	and	complex	relations
between	regional	and	central	government.

((( 	)))
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Economy	-	The	never-ending	Vodafone	Tax	Case

Vodafone	 Group	 is	 angry	 over	 an	 Income	 Tax	 (IT)	 notice	 to	 pay	 Rs
14,200	 crore	 in	 taxes	 and	penalties.	 It	 has	 been	warned	 that	 its	 assets
will	 be	 seized	 if	 it	 fails	 to	 pay.	 The	 company	 feels	 it	 is	 unfair	 that	 the
Prime	Minister	 promotes	 Make	 in	 India	 as	 the	 IT	 department	 makes
their	life	difficult	in	India.	What	is	the	truth?
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What	happened	in	the	Vodafone	–Hutch	deal?

In	 2007,	 Vodafone	 International	 Holdings	 B.V.,	 a	 Dutch	 based
Vodafone	 entity,	 acquired	 a	 controlling	 stake	 in	 Hutchison	 Essar
Limited	 (HEL)	 from	 Cayman	 Islands	 based	 Hutchison
Telecommunications	International	Limited	(HTIL).
Vodafone	 International	 did	 so	 by	 acquiring	 shares	 of	 CGP
Investment	 (CGP),	 a	 subsidiary	 of	 HTIL.	 The	 deal	was	worth	 $	 11
billion.
CGP	 held	 various	 Mauritian	 companies,	 which	 in	 turn	 held	 a
majority	stake	in	HEL.
Hutchinson	 Essar	 Limited	 (HEL)	 is	 now	 known	 as	 Vodafone	 Essar
Limited	(VEL),	an	Indian	company.
In	 September	 2007,	 the	 Revenue	 Authorities	 issued	 a	 show-cause
notice	 to	VIHB	 for	 failure	 to	withhold	 tax	on	 the	amount	paid	 for
acquiring	 the	said	stake	 (Tax	Deducted	at	Source),	as	 the	Revenue
Authorities	 believed	 that	 HTIL	 was	 liable	 for	 capital	 gains	 it
earned	from	the	transfer	of	shares	of	CGP.	This	is	the	crux	of	the
case:	 the	 deal	 was	 done	 outside	 India	 with	 the	 primary	 and
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perhaps	the	only	intent	to	avoid	paying	tax	to	India.
VIHB	maintains	 that	 the	 Revenue	 Authorities	 had	 no	 jurisdiction
over	 the	 transaction,	 as	 the	 transfer	 of	 shares	 had	 taken	 place
outside	 India	 between	 two	 companies	 incorporated	 outside.
Basically,	it	says	that	there	was	nothing	illegal	about	the	deal.

Why	does	the	IT	department	think	that	the	deal	is	devious?

The	IT	department	has	the	following	arguments:

The	primary	aim	of	this	transaction	was	to	acquire	67%	controlling
interest	in	Hutchison	Essar	Limited,	a	company	resident	in	India.
This	 makes	 Vodafone	 liable	 to	 pay	 tax	 from	 capital	 gains	 under
Section	9(1)(i)	of	the	Indian	Income	Tax	Act	1961	(2)	arising	from
the	sale	of	the	share	capital	of	what	was	essentially	an	Indian	asset.
According	to	the	tax	authorities	the	profit	made	by	Hutchison	Hong
Kong,	 while	 it	 sold	 its	 shares	 of	 Hutch-Essar	 to	 Vodafone,	 was
generated	 in	 India.	 Therefore,	 Vodafone,	 the	 buyer	 of	 the	 shares,
had	 an	 obligation	 to	 withhold	 and	 pay	 the	 tax	 in	 India,	 before
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making	the	payment	to	Hutchison.

When	did	Vodafone	find	relief	from	Indian	judicial	system?

Vodafone	believed	that	authorities	do	not	have	any	jurisdiction	over
the	case	because	share	transfer	took	place	between	two	companies
incorporated	outside	India.
Vodafone	 filed	a	writ	petition	 in	Bombay	HC	but	 the	decision	 (in
2012)	went	against	them	and	then	they	moved	the	Supreme	Court.
In	 2015,	 however,	 the	 Bombay	 HC	 ruled	 in	 favour	 of	 Vodafone,
saying	 it	was	not	 liable	 to	pay	Rs	3,100	crore	 in	additional	 tax	 in	a
transfer	 pricing	 case.	 But	 this	 was	 only	 for	 the	 transfer	 pricing
related	claim	by	IT	department,	not	the	entire	claim.

The	Supreme	Court	verdict	(2012):

The	SC	ruled	in	favour	of	Vodafone,	citing	following	arguments:

Share	Transfer	vs.	Capital	Asset	Transfer:	SC	said	that	 the	share
transfer	of	company	is	not	the	same	as	the	asset	transfer.	Company
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and	its	shareholders	are	two	different	entities.
‘Look	at’	vs	‘Look	through’	test:	SC	suggested	the	tax	authorities	to
apply	‘Look	At’	test	and	not	‘Look	Through’	test	which	they	applied
while	 determining	 the	nature	 of	 the	deal.	Look	at	means	 the	 deal
should	be	viewed	as	it	took	place	in	its	entirety	and	the	deal	should
not	be	dissected	through.

Where	did	the	government	attempt	to	bypass	the	SC’s	decision?

Since	the	legal	option	went	against	the	government,	the	latter	tried
to	make	 changes	 in	 the	 law	 itself.	 This	 attempt	 was	made	 in	 the
Parliament	of	India.
Perhaps	the	most	controversial	of	all	decisions	made	by	the	Finance
Ministry	 in	 the	 last	 few	 years	 was	 the	 introduction	 of	GAAR	 (in
2012,	when	Pranab	Mukherjee	was	the	Finance	Minister).	He	had	to
role	it	back	after	a	strong	market	backlash	(the	stock	markets	nose-
dived).
GAAR	 (General	 Anti-Avoidance	 Rule)	 implemented	 retrospectively
could	have	nullified	the	SC’s	decision.
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GAAR	empowers	officials	to	deny	the	tax	benefits	on	transactions	or
arrangements	 which	 do	 not	 have	 any	 commercial	 substance	 or
consideration	other	than	achieving	tax	benefit.
It	 contained	 a	 provision	 allowing	 the	 government	 to	 retroactively
tax	overseas	deals	involving	assets	in	India.
However,	 FM	minister	 Arun	 Jaitely	 has	 made	 it	 clear	 that	 GAAR,
which	 will	 be	 implemented	 from	 the	 fiscal	 2017-18,	 will	 not	 be
retrospective	in	nature.
For	GAAR,	there	is	a	fear	that	it	may	be	misused	as	a	tool	for	 ‘Tax
Terrorism’.	Tax	Terrorism	is	a	term	used	to	describe	the	adversarial
approach	of	the	IT	authorities	towards	the	corporates.

Who	gained	and	who	lost?

This	 case	 is	 playing	 out	 like	 a	 movie,	 only	 that	 the	 script	 is	 so
complicated	that	the	common	man	finds	it	difficult	to	follow.	Vodafone
and	the	Income	Tax	department	of	India	are	at	war.	This	war	is	playing
out	one	battle	(legal	or	legislative)	at	a	time.
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Vodafone:	The	winner	so	far,	it	has	been	exploiting	the	tax	related
legal	loopholes	in	India.
IT	 department:	 Apart	 from	 the	 revenue	 loss	 from	 the	 Vodafone
case,	 the	 department	 may	 lose	 revenue	 from	 other	 similar	 cases
(such	as	Cairns	India	and	Sanofi	Pasteur)	due	to	non-applicability	of
GAAR	retrospectively.
Indian	Economy:	 The	 decision	 to	 not	 apply	 GAAR	 retrospectively
brings	 clarity	 in	 the	 mind	 of	 investors.	 FM’s	 remark	 on	 the
implementation	of	GAAR	as	a	prospective	and	not	retrospective	tax
will	boost	foreign	investment	in	India.

How	do	some	companies	take	advantage	of	tax	havens?

The	Vodafone–Hutch	deal	was	inked	in	the	Cayman	Island.	Cayman
Island	is	a	British	Overseas	Territory,	and	it	has	evolved	as	a	major
tax	haven	of	the	world.
In	1982,	India	signed	the	double	tax	avoidance	agreement	(DTAA)
with	Mauritius	in	order	to	attract	foreign	investments.
According	 to	DTAA,	 the	 taxpayer	 can	pay	 tax	 in	 either	 of	 the	 two
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countries.	But	Mauritius	has	no	capital	 gains	 tax,	 so	 a	 company
doing	a	Vodafone-like	deal	in	Mauritius	will	escape	without	paying
any	tax	at	all.
Over	 15,000	 international	 companies	 have	 set	 up	 affiliate	 or
associate	firms	in	Mauritius.
Mauritius	 is	 an	 economy	 of	 $11	 billion	 (same	 as	 the	merger	 deal
being	 discussed	 here)	 and	 yet	 it	 is	 the	 single	 largest	 source	 of
foreign	investment	for	India.

((( 	)))
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Economy	-	The	new	face	of	Insider	Trading

The	Securities	and	Exchange	Commission	of	the	US	has	charged	9	new
defendants	over	a	$100	million	international	scheme	to	hack	into	news
wires	 that	distribute	corporate	press	releases.	 In	 this	 technically	savvy
insider	trading	crime,	Ukrainian	hackers	were	able	to	make	profit	from
the	release	data	on	the	servers	of	news	distributors.	A	new	era	of	insider
trading	has	begun.
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What	is	Insider	Trading?

It	is	the	trading	of	a	public	company’s	stock	or	other	securities	(such
as	bonds	or	stock	options)	by	individuals	with	access	to	non-public
information	about	the	company.
In	various	countries,	trading	based	on	insider	information	is	illegal.
This	 is	 because	 the	 investor	 with	 insider	 information	 could
potentially	 make	 far	 larger	 profits	 that	 a	 typical	 investor	 could
make.
The	 punishable	 form	 of	 insider	 trading	 is	 the	 illegal	 use	 of
undisclosed	material	information	for	profit.
It	 is	 important	 to	 remember	 that	 this	 can	 be	 done	 by	 anyone,
including	company	executives,	their	friends	and	relatives,	or	just	a
regular	 person	 on	 the	 street,	 as	 long	 as	 the	 information	 is	 not
publicly	known.
It	 is	 not	 difficult	 to	 detect	 insider	 trading.	 Volumes	 commonly
increase	 after	material	 news	 is	 issued	 to	 the	 public,	 but	when	 no
such	 information	 is	 provided	 and	 volumes	 rise	 dramatically,	 this
can	act	as	a	warning	flag.
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Why	has	insider	trading	through	hacking	been	in	news	recently?

In	 the	 US,	 32	 Ukraine-based	 people	 fraudulently	 obtained	 inside
information	and	then	used	that	knowledge	to	make	millions	in	the
market.
The	 inside	 information	 was	 taken	 from	 “secure”	 public	 relation
company	 sites	 and,	 in	 some	 cases	 the	 trades	 were	 made	 a	 mere
minutes	after	the	cyber	breaches.
The	hackers	collected	 information	 from	yet-to-be	distributed	press
releases	 and	 shared	 them	 with	 traders	 who	 quickly	 executed
transactions	before	the	information	became	public.
These	 traders	 and	 hackers	 have	 been	 charged	with	 reaping	more
than	$100	million	 in	 illegal	proceeds	by	using	nonpublic	corporate
news	releases	 in	a	sophisticated	and	brazen	scheme	that	“blended
the	 dark	 world	 of	 online	 hacking	 and	 old-fashioned	 insider
trading”.
They	have	been	asked	to	settle	SEC	charges	over	allegations	of	the
theft	 of	 more	 than	 150,000	 press	 releases	 from	 Business	 Wire,
Marketwired	and	PR	Newswire	before	the	news	became	public.
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When	did	SEBI	wake	up	to	the	menace	of	insider	trading?

The	Securities	and	Exchange	Board	of	India	(SEBI),	the	stock	market
watchdog	 and	 regulator,	 has	mechanisms	 in	 place	 to	 prevent	 and
control	insider	trading	in	India.
The	 long	 awaited	Prohibition	 of	 Insider	 Trading	 Regulations	 of
SEBI	was	notified	in	January	2015,	replacing	the	old	insider	trading
norms.
A	stricter	set	of	insider	trading	norms	to	check	illicit	transactions	in
shares	 of	 listed	 firms	 by	 management	 personnel	 and	 ‘connected
persons’	came	into	force	from	April	2015.
Now,	SEBI	has	been	granted	access	to	Call	Details	Records,	although
it	cannot	wiretap	or	conduct	surveillance.
However,	 the	 technological	 prowess	 of	 hackers	 has	 outpaced	 the
detection	 mechanisms	 and	 preparedness	 of	 regulators,	 having
grave	implications	for	Indian	stock	markets	as	well.
The	 new	 avatar	 of	 insider	 trading	 falls	 outside	 the	 regulator’s
perimeter,	and	even	corporations	or	their	employees	might	not	be
aware	 of	 information	 theft.	 Such	 instances	 would	 become	 legally
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challenging	to	determine	liability	or	penalty.

Where	were	the	loopholes	which	the	Ukrainian	hackers	exploited?

The	wide	variety	of	infiltration	methods	the	hackers	used	is	impressive.

For	 example,	 the	 hackers	 allegedly	 employed	 “bruting”	 which	 is
defined	 as	 the	 decrypting	 of	 data	 “by	 running	 programs	 that
systematically	 check	 all	 possible	 passwords	 until	 the	 correct
password	is	revealed.”
In	 addition	 to	 malware	 and	 phishing,	 the	 hackers	 also	 allegedly
used	 “structured	 query	 language”	 or	 “SQL”	which	 is	 “a	 computer
programing	 language	 designed	 to	 retrieve	 and	 manage	 data	 in
computer	databases.”
Also,	 it	seems	that	 the	PR	companies	did	not	do	enough	to	protect
their	clients’	financial	information.
Although	 some	 security	 seems	 to	 have	 been	 in	 place	 since	 the
alleged	hackers	switched	from	one	source	to	the	other	as	they	lost
access	due	to	detection	and	increased	security	measures.
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On	the	other	hand,	the	fact	that	the	hacking	took	place	over	a	5-year
period	 reveals	 that	 the	 security	 measures	 may	 not	 have	 always
been	adequate.

Who	have	been	the	biggest	practitioners	of	insider	trading?

Michael	Milken:	Known	as	the	Junk	Bond	King,	he	was	a	pioneer	of
trading	lowly	rated	corporate	“junk”	debt.	In	1989,	he	used	“inside
knowledge”	 of	 the	 debt	 being	 used	 in	 corporate	 takeover	 deal	 to
make	 plays	 in	 the	 stocks	 of	 the	 related	 companies.	 He	 settled	 in
1990	by	paying	a	$600	million	fine.
R.	Foster	Winans:	A	former	Wall	Street	Journal	writer	who	penned
the	influential	“Heard	on	the	Street”	column	in	the	early	1980s,	he
was	able	to	move	markets	with	his	words.	He	was	convicted	in	1985
for	2	decades.
Jeff	 Skilling:	 As	 the	 CEO	 of	 notorious	 energy	 firm	 Enron
Corporation,	 he	 sold	 his	 shares	 in	 the	 company	 despite	 knowing
that	it	was	in	far	different	shape	than	the	public	was	led	to	believe.
SAC	Capital:	 The	 giant	 hedge	 fund,	managed	 by	 superstar	 trader
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Steven	A.	Cohen,	pleaded	guilty	to	failing	to	prevent	its	employees’
insider	trading	activity	and	paid	a	record	$1.8	billion	fine	as	part	of
its	settlement	with	federal	prosecutors.
Raj	 Rajaratnam:	 The	 Galleon	 Group	 founder	 (shown	 above)	 was
convicted	 for	 spearheading	 the	 largest	 insider	 trading	 scheme	 to
ever	involve	a	hedge	fund.

How	has	the	insider	trading	game	changed?

Now,	to	rob	a	bank,	one	does	not	need	to	skydive	onto	the	building,
flash	 a	 gun,	 terrorize	 the	 cashier	 and	 escape	 like	 there	 is	 no
tomorrow!
Organized	 gangs	 of	 international	 hackers	 have	 replaced	 the	 old
tools	 and	 techniques	 of	 the	 trade	 with	 skills	 and	 technology	 that
yield	results	and	efficiencies	unimaginable	to	even	the	most	prolific
robbers	and	thieves	of	the	past	era.
There	is	an	advanced	hackers’	syndicate,	called	FIN4,	which	targets
the	 email	 correspondence	 of	 top	 executives	 and	 advisors	 of	 large
pharmaceutical	and	financial	companies.
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Since	a	lot	of	information	exchanges	take	place	through	email,	the
hacker	 group	 specifically	 targets	 email	 accounts	 to	 get	 business
information	that	could	be	leveraged	to	trade	in	stocks.
A	 large	 syndicate	 of	 hackers	 and	 stock	 market	 brokers	 or	 hedge
fund	 managers	 can	 collude	 to	 manipulate	 both	 national	 and
international	stock	markets.	This	is	the	new	game.

((( 	)))
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Economy	-	What’s	cooking	this	Budget	Session?

The	 Budget	 session	 of	 Parliament	 has	 started	 with	 the	 President’s
address	to	both	the	houses.	16	important	bills	await	the	approval	of	the
Parliament.	 The	 nation	 expects	 the	 Parliamentarians	 to	 show	 their
nationalism	by	doing	 their	duty	–	discussing	and	passing	bills	–	not	by
disrupting	the	proceedings	in	the	name	of	nationalism.	Will	they	listen?
Probably	not.	

215



What	are	the	key	bills	in	this	session?

According	 to	 PRS	 Legislative,	 there	 are	 12	 bills	 to	 be	 considered	 and
passed,	 4	 bills,	 including	 the	 Finance	 Bill,	 listed	 to	 be	 introduced,
considered	and	passed,	 2	new	bills	 to	be	 introduced	and	other	2	 to	be
withdrawn.

The	Constitution	 (122nd	Amendment)	 (GST)	Bill,	 2014	 envisages
India	 as	 a	 single	 market	 and	 absolves	 various	 taxes	 into	 one.
Economists	have	said	the	GST	will	help	lift	the	GDP	growth	by	about
2	percent	in	the	long	run.
The	 Anti-Hijacking	 Bill,	 2014:	 It	 replaces	 the	 Anti-Hijacking	 Act,
1982.	It	defines	hijacking	and	awards	death	penalty	for	hijacking	in
cases	 where	 the	 offence	 results	 in	 death	 of	 hostage	 or	 security
personnel.
The	Whistle	Blowers	Protection	(Amendment)	Bill,	2015:	It	seeks
to	 dilute	 the	 The	Whistle	 Blowers	 Protection	 Bill,	 2014,	which	 has
already	got	President’s	approval.	The	proposed	changes	will	remove
some	 of	 safeguards	 the	 original	 bill	 accorded	 to	 whistle	 blowers
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from	the	Official	Secrets	Act.
The	Bureau	of	Indian	Standards	Bill,	2015:	It	replaces	the	Bureau
of	 Indian	 Standards	 Act,	 1986.	 It	 establishes	 the	 Bureau	 of	 Indian
Standards	 as	 the	 national	 standards	 body	 in	 the	 country	 and
addresses	mandatory	standardization	of	products.
The	 National	 Waterways	 Bill,	 2015:	 It	 identifies	 additional	 101
waterways	as	national	waterways	and	repeals	five	Acts	that	govern
the	existing	national	waterways.	Once	the	Bill	gets	operationalised,
India	will	have	111	waterways	in	total.

Why	is	a	logjam	expected	in	this	session	of	the	Parliament?

The	 Budget	 Session	 of	 the	 Parliament	 is	 expected	 to	 witness	 a
stormy	 start	 with	 Congress	 led	 Opposition	 preparing	 to	 corner
Prime	 Minister	 Narendra	 Modi-led	 government	 over	 JNU	 row,
suicide	 of	 Hyderabad-based	 research	 scholar	 Rohith	 Vemula,	 the
political	 crisis	 in	 Arunachal	 Pradesh,	 DDCA	 issue	 and	 the	 issue	 of
land	allotment	in	Gujarat.
Regarding	the	Goods	and	Services	Tax	(GST)	Bill,	the	Opposition	has
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made	it	clear	that	it	will	not	allow	passage	of	any	key	bill	in	the	first
half	of	the	session.	The	Opposition	says	it	will	“on	merit”	allow	the
passage	of	only	the	bills	with	general	consensus.
The	 remarks	 made	 by	 Narendra	 Modi	 in	 Assam	 about	 Congress
president	Sonia	Gandhi	and	vice	president	Rahul	Gandhi	 that	 ‘one
family	is	indulging	in	negative	politics’	and	the	National	Herald
case,	which	forced	top	leadership	to	be	present	before	court,	have
made	the	Congress	leaders	more	aggressive.
The	 government	 has	 agreed	 to	 discuss	 all	 the	 issues	 in	 the
Parliament	including	ongoing	‘anti-national’	debate	after	JNU	row.

Since	when	have	some	of	the	key	bills	been	pending?

The	 Real	 Estate	 (Regulation	 and	 Development)	 BilI,	 2013:	 It
regulates	transactions	between	buyers	and	promoters	of	real	estate
projects	and	sets	up	state	level	regulatory	authorities	to	regulate	the
sector.	The	Standing	Committee	submitted	its	report	on	the	Bill	on
13	February,	2014,	and	the	RS	Select	Committee	submitted	its	report
on	30	July,	2015.
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The	Lokpal	and	Lokayuktas	and	other	related	Law	(Amendment)
Bill,	2014:	It	modifies	the	composition	of	the	selection	committee	to
include	 the	 leader	 of	 the	 single	 largest	 opposition	 party	 in	 the	 LS
and	 the	 manner	 of	 declaration	 of	 assets	 of	 public	 servants.	 The
Standing	Committee	submitted	its	report	on	the	Bill	on	7	December,
2015.
The	Anti-Hijacking	Bill,	2014:	The	Standing	Committee	 submitted
its	report	in	this	regard	on	11	March,	2015.
The	 Whistle	 Blowers	 Protection	 (Amendment)	 Bill,	 2015:	 It
prohibits	reporting	of	corruption	related	complaints	that	fall	under
10	 specified	 categories.	 The	 Bill	 has	 been	 passed	 by	 the	 LS	 and	 is
pending	in	the	RS.
The	National	Waterways	Bill,	2015:	The	Bill	has	been	passed	by	the
LS	and	is	pending	in	the	RS.

Where	are	the	other	reasons	for	parliamentary	logjam?

Increasingly	 combative	 and	 retaliatory	 politics	 and	 tactics	 the
political	 class	 has	 employed	 over	 the	 years	 such	 as	 corruption

219



allegations	and	resignation	demands.
Shielding	of	the	MPs	and	other	CMs	of	ruling	parties	who	are	facing
corruption	charges	by	Ministers	and	senior	members	of	the	party.
Party	 members	 treasuring	 the	 “martyr”	 status	 arising	 out	 of
suspension	from	the	Parliament.
Misleading	the	public	over	the	implications	of	key	bills	like	Goods
and	Services	Tax,	Juvenile	Justice,	Land	acquisition	etc.
Bizarre	Statements	by	MPs,	MLAs	-	evoking	criticism.
The	general	public	and	sometimes	even	the	leading	political	parties
being	 guided	 by	 media	 propaganda.	 In	 this	 era	 of	 24x7	 breaking
news,	 petty	 statements	 by	 political	 nobodies	 are	 discussed	 for
hours.

Who	can	resolve	the	logjam?

Speaker	 of	 LS	 and	 Chairperson	 of	 RS:	 Impartial	 behavior	 and
consensual	measures	must	be	adopted	 to	prevent	 and	 resolve	 the
logjam.
President:	Regular	advice	to	be	rendered	based	on	past	parliament
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analytics.	 In	his	 customary	address	 to	 the	 joint	 sitting	 of	 both	 the
Houses	of	Parliament,	President	Pranab	Mukherjee	called	upon	all
MPs	to	discharge	their	responsibilities	in	a	spirit	of	cooperation	and
mutual	 accommodation.	 “Our	 Parliament	 reflects	 the	 supreme
will	 of	 the	 people.	 Democratic	 temper	 calls	 for	 debate	 and
discussion,	and	not	disruption	of	obstruction.”
Government	should	take	necessary	steps	to	maintain	the	peace	and
stability	in	the	country	and	act	strictly	on	fringe	elements.
Judiciary:	 The	 judges	 can	 act	 on	 behalf	 of	 the	 people	 of	 India	 to
either	 inspire	or	 force	 the	Parliament	 to	 legislate.	However,	 in	 the
normal	 course,	 such	 judicial	 activism	will	 violate	 the	 principle	 of
separation	of	powers.
Media	 should	 play	 a	 constructive	 role	 in	 educating	 people	 about
loss	incurred,	better	legislative	approaches	in	an	unbiased	way.
People:	 People	must	 raise	 their	 voice	 for	matured	 behavior	 from
their	 elected	 leaders	 and	 vote	 accordingly	 in	 the	 elections	 rather
than	sticking	blindly	to	any	single	party	or	person.

How	was	the	previous	budget	session?
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The	productivity	of	Lok	Sabha	(LS)	in	budget	session	of	2015	was	122%
and	of	Rajya	Sabha	(RS)	was	102%.

This	 session	 saw	 the	highest	 instances	of	recorded	voting	 in	 the
past	15	years.
Financial	 business	 in	 Lok	 Sabha	 comprised	 of	 26%	 of	 the	 total
business.	 Lok	 Sabha	 discussed	 the	 demands	 for	 grants	 of	 six
ministries.
After	many	years,	an	amendment	to	the	Motion	of	Thanks	for	the
President’s	 Address	 was	 passed	 in	 Rajya	 Sabha.	 The	 motion
expressed	 regret	 that	 the	 government	 has	 not	 taken	 any	 steps	 to
curb	corruption	and	black	money.
In	the	 last	47	years,	no	Private	Member	Bill	was	passed	by	either
House.	In	this	session,	a	Private	Member	Bill	moved	by	Mr.	Tiruchi
Siva,	 the	 Rights	 of	 Transgender	 Persons	 Bill,	 2014,	 was	 passed
unanimously	by	Rajya	Sabha.
Legislative	 business	 comprised	 28%	 of	 the	 total	 business.	 Bills
replacing	Ordinances	were	39%	of	the	total	Bills	introduced.

((( 	)))
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Economy	-	India	–	the	start-up	nation

Taking	a	positive	step	to	back-up	the	start-up	sector	of	the	country,	the
government	has	put	an	additional	condition	for	ventures	to	be	eligible
for	being	covered	as	a	‘start-up’	under	its	Start-up	India	initiative,	while
sticking	to	the	basic	age	criteria	of	five	years	and	turnover	being	under
Rs	25	crore.	India	seems	set	to	be	a	start-up	nation.
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What	does	the	notification	say?

To	 bring	 uniformity	 in	 the	 identified	 enterprises,	 an	 entity	 shall	 be
considered	as	a	‘startup’:

Up	to	5	years	from	the	date	of	its	incorporation/registration
If	 its	 turnover	 for	 any	 of	 the	 financial	 years	 has	 not	 exceeded
Rupees	25	crore,	and
It	 is	 working	 towards	 innovation,	 development,	 deployment	 or
commercialization	of	new	products,	processes	or	services	driven	by
technology	or	intellectual	property;

If	 any	 entity	 is	 formed	by	 splitting	up	 or	 reconstruction	 of	 a	 business
already	in	existence,	it	shall	not	be	considered	a	‘startup’.

In	 order	 to	 obtain	 tax	 benefits	 a	 startup	 shall	 be	 required	 to	 obtain	 a
certificate	 of	 an	 eligible	 business	 from	 the	 lnter-Ministerial	 Board	 of
Certification	consisting	of:

Joint	Secretary,	Department	of	Industrial	Policy	and	Promotion,
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Representative	of	Department	of	Science	and	Technology,	and
Representative	of	Department	of	Biotechnology.

Why	was	the	uniformity	in	definition	required?

The	 government	 has	 laid	 out	 a	 concrete	 definition	 of	 the	 word
“start-up”,	so	that	only	innovative	companies	could	benefit	from
the	“Start	Up	India,	Stand	Up	India”	initiative.
The	definition	also	ensures	–	more	or	less	–	that	big	companies	don’t
spin-off	start-ups	only	to	benefit	from	tax	exemptions.
Now	 only	 deserving	 companies	 can	 gain	 from	 the	 ‘Startup	 India
Action	 Plan’	 and	 the	 government	 will	 “create	 a	 conducive
environment	for	start-ups	in	India”.
Notifying	 the	 definition,	 the	 Department	 of	 Industrial	 Policy	 and
Promotion	(DIPP)	said	it	would	bring	about	‘uniformity’	and	ensure
that	only	genuine	start-ups	get	the	benefits.
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Start-up	India-	when	was	it	launched?

Start-up	India,	launched	on	16	January	2016,	is	based	on	an	action
plan	 aimed	 at	 promoting	 bank	 financing	 for	 start-up	 ventures	 to
boost	entrepreneurship	and	encourage	start-ups	for	job-creation.
The	campaign	was	first	announced	by	the	Prime	Minister	in	his	15th
August	address	from	the	Red	Fort.
It	is	focused	on	to	restrict	role	of	States	in	policy	domain	and	to	get
rid	of	“license	raj”	and	hindrances	like	in	land	permissions,	foreign
investment	 proposal,	 environmental	 clearances.	 It	 was	 organized
by	Department	of	Industrial	Policy	and	Promotion	(DIPP).
The	Reserve	Bank	of	India	said	it	will	take	steps	to	help	improve	the
‘ease	 of	 doing	 businesses	 in	 the	 country	 and	 contribute	 to	 an
ecosystem	that	is	conducive	for	the	growth	of	start-up	businesses.
Note:	 The	 Stand-up	 India	 initiative	 is	 aimed	 at	 promoting
entrepreneurship	among	SCs/STs,	women	communities.
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Where	 do	 the	 Indian	 start-ups	 expect	 more	 help	 from	 the
government?

India	has	rapidly	emerged	as	a	global	start-up	hub,	boasting	of	the
third	highest	number	of	technology-	driven	product	start-ups	in
the	world.
Indian	start-ups	have	also	managed	to	scale	fast,	with	some	joining
the	USD	1	billion	valuation	Unicorn	club.
While	 the	 progress	 thus	 far	 has	 been	 impressive,	 sustaining	 this
momentum	 calls	 for	 some	 proactive,	 positive	 steps	 from	 the
Government.

The	Union	Budget	can	help	the	start-ups	by	looking	into	these	issues:

Rationalization	 of	 the	 tax	 regime	 for	 Employee	 Stock	 Options
(ESOPs),	a	staple	of	start-ups,	is	required.	Presently,	tax	is	triggered
on	 exercise	 of	 ESOPs	 by	 employees,	 rather	 than	 on	 actual	 sale	 of
shares.
The	present	indirect	tax	regime,	where	there	is	a	dual	levy	of	VAT

228



and	 Service	 Tax	 on	 software	 purchases	 has	 particularly	 impacted
start-ups	which	tend	to	be	technology	focussed.
The	 Government	 should	 keep	 in	mind	 the	 adverse	 impact	 of	 any
increase	 in	 the	Service	Tax	rate	 (to	align	with	 the	proposed	Goods
and	Service	Tax)	on	service-based	start-ups.

Who	are	the	top	angel	investors	in	Indian	Start-ups?

An	angel	investor	is	an	affluent	individual	who	provides	capital	for	a
business	 start-up,	 usually	 in	 exchange	 for	 convertible	 debt	 or
ownership	equity.
India’s	 booming	 startup	 culture	 has	 not	 only	 attracted	 marquee
global	 venture	 capital	 firms	 but	 also	 hundreds	 of	 angel	 investors,
including	Bollywood	actors	and	cricket	players.
In	 the	 last	 year	 alone,	 according	 to	 industry	 body	 Nasscom,	 the
number	of	angel	investors	in	India	almost	tripled	to	nearly	300.
But	 there’s	a	select	group	of	10	 that	has	backed	some	425	startups
over	the	last	decade.	They	are	Rajan	Anandan,	Anupam	Mittal,	Sajay
Mehta,	 Zishaan	 Hayath,	 Sharad	 Sharma,	 Anand	 Ladsariya,	 Sunil

229



Kalra,	Rajesh	Sawhney,	TV	Mohandas	Pai	and	Rehan	Yar	Khan.
In	 2015,	 India’s	 most	 prominent	 business	 name	 –	 Ratan	 Tata	 –
turned	angel	and	he	has	invested	in	a	number	of	exciting	start-ups.
There	is	another	trend	to	–	the	founders	of	the	well-funded	start-ups
such	as	Flipkart	and	Snapdeal	themselves	turning	angels.

How	is	India	turning	into	a	Start-up	nation?

India’s	 Demographic	 Dividend:	 Any	 product	 developed	 for	 the
Indian	 market	 becomes	 available	 to	 a	 huge	 population	 that	 is
earning	and	can	afford	to	pay	for	the	product	or	service.
Nascent	 Infrastructure	 gives	 rise	 to	 Opportunity:	 The	 nascent
stage	of	infrastructure	in	India	is	presenting	a	huge	opportunity	for
companies	to	find	white	space	and	bridge	the	gap	between	what	is
and	what	could	be.
Changing	 Job	 Preferences:	 The	 new	 age	 India	 is	 ready	 to	 break
away	from	the	typical	career	paths,	to	take	a	chance,	to	follow	their
hearts	and	this	is	clearly	evident	from	the	hiring	trends	that	we	are
currently	seeing	in	the	country.
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Mid	and	Senior	Management	turns	to	Start-ups:	The	opportunity
and	challenges	 that	 start-ups	and	growth	companies	are	providing
today	is	really	proving	to	be	irresistible	for	even	the	top	managers
of	large	organizations.
Digital	 connectivity:	 India	 is	 getting	 connected	 online	 and	 the
government	plans	to	substantially	increase	the	reach	of	broadband.
This	is	opening	a	number	of	opportunities	for	mobile	and	web	based
start-ups.

((( 	)))
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Economy	-	Is	the	Great	Indian	Middle	Class	mythical?

India’s	 economic	 liberalization	 in	 1991	 promised	 the	 creation	 of	 a
robust	middle	class.	In	the	early	years	of	reforms,	political	and	business
leaders	 and	 mainstream	 media	 discourses	 presented	 sharply	 inflated
figures	of	a	large	untapped	middle-class	consumer	market.	What	is	the
status	of	India’s	middle	class	today?	How	does	it	compare	with	China’s
middle?
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What	 are	 the	 various	 estimates	 of	 the	 size	 of	 the	 middle	 class	 in
India?

According	to	a	report	by	Credit	Suisse,	Global	Wealth	Report	2015,
664	million	 adults	 belonged	 to	 the	 global	middle	 class	 in	 2015,	 or
14%	 of	 the	 adult	 population.	 India	 has	 23.6	 million	 adults	 who
qualified	as	middle	class	in	2015.
India	 accounts	 for	 only	 3%	 of	 the	 global	 middle	 class	 with	 23.6
million	people.
With	 23.6	 million	 people,	 the	 Indian	 middle	 class	 holds	 almost	 a
quarter	of	the	country’s	wealth	at	$780	billion	(Rs	5,070,000	Cr).
There	 is	no	 clear	definition	of	middle	 class	 in	 India,	 but	 the	 latest
definition	dramatically	lowers	the	number	of	Indians	considered	to
fall	in	that	category.
A	McKinsey	Global	Institute	study	in	2005	using	National	Council
of	Applied	Economic	Research	(NCAER)	data	said	50	million	people
were	middle	 class,	 using	 the	 definition	 of	 real	 annual	 household
disposable	income	between	Rs	200,000	and	Rs	1	million.
At	 the	 other	 end	 of	 the	 spectrum,	 a	 study	 by	 the	World	 Bank	 in
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2005	 estimated	 the	middle	 class	 at	 264	million,	 using	 the	median
poverty	line	in	70	countries	at	the	lower	extreme	($2	per	day)	and
the	United	States	poverty	line	($13	per	day)	as	an	upper	extreme.

Why	is	the	Indian	Middle	Class	considered	economically	weak?

While	 estimates	 of	 the	 size	 of	 the	middle	 class	 vary	 significantly,
depending	on	 the	definition,	a	 large	segment	of	 India’s	population
has	benefitted	from	economic	growth.
Since	 India	 liberalized	 25	 years	 ago,	 millions	 of	 people	 have
successfully	 moved	 from	 lower	 than	 $5,000	 annual	 income	 to
higher	levels,	with	the	greatest	increase	coming	in	the	past	12	years.
Unlike	 China,	 however,	 which	 moved	 more	 than	 half	 of	 its
households	out	of	poverty	 to	annual	 income	 levels	above	$10,000,
India	has	been	able	to	shift	fewer	than	20%	of	 its	households	over
this	mark.
Instead,	 India’s	 population	 has	 primarily	 shifted	 to	 the	 $5,000-
10,000	income	level,	which	is	considered	vulnerable.
More	pertinently,	this	middle	class	holds	less	wealth:	India’s	middle
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class	possesses	less	than	a	quarter	of	the	country’s	wealth;	in	China
and	Brazil,	the	middle	class	holds	almost	one-third	of	the	wealth.
What	 lies	 ahead?	 India	 and	 China	 have	 been	 on	 a	 similar	 GDP
growth	 trajectory	 since	 the	 introduction	 of	 economic	 reforms	 in
each	country,	but	 India	has	 lagged	behind	China,	given	 it	 initiated
reforms	almost	a	decade	later.
This	 lagging	 behind	 in	 getting	 middle	 class	 at	 par	 with	 world
economies	 and	 increasing	 the	 disposable	 income	 and	 choices
available	 for	 them	makes	 the	economic	 strength	of	 Indian	middle
class	appear	to	be	a	myth	than	reality.

When	did	the	economic	liberalization	start	in	India?

The	 economic	 liberalization	 in	 India	 refers	 to	 the	 ongoing
economic	 reforms,	 initiated	 in	 1991,	 of	 the	 country’s	 economic
policies,	 with	 the	 goal	 of	 making	 the	 economy	 more	 market-
oriented	and	expanding	the	role	of	private	and	foreign	investment.
Liberalization	 has	 been	 credited	 by	 its	 proponents	 for	 the	 high
economic	 growth	 recorded	by	 the	 country	 in	 the	1990s	and	2000s
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while	its	opponents	have	blamed	it	for	increased	poverty,	inequality
and	economic	degradation.
India	grew	at	a	slower	pace	than	China,	which	has	been	liberalizing
its	economy	since	1978.
There	has	been	significant	debate,	however,	around	liberalization	as
an	 inclusive	 economic	 growth	 strategy.	 Since	 1992,	 income
inequality	 has	 deepened	 in	 India	 with	 consumption	 among	 the
poorest	 staying	 stable	while	 the	wealthiest	 generate	 consumption
growth.
Today,	 India	 is	 on	 a	 key	 inflexion	 point:	 The	 International
Monetary	Fund	(IMF)	expects	India’s	GDP	growth	to	exceed	China’s
and	that	of	all	emerging	markets	in	aggregate	for	the	remainder	of
the	decade.
Such	momentum,	along	with	an	increasingly	technologically	savvy,
young,	 urban	 working	 population,	 will	 create	 a	 growing	 and
increasingly	secure	middle	class.

Where	are	the	positives	about	middle	class?
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A	number	of	 factors	are	 likely	 to	grow	 the	middle	 class	over	 the	next
two	decades.

First,	the	proportion	of	people	 in	the	workforce	has	risen	and	will
continue	to	rise	considerably.	By	2030,	India	will	constitute	28%	of
the	 world’s	 workforce	 with	 the	 workers-to-dependents	 ratio
expected	to	be	higher	than	2.1	(up	from	1.4	in	1990).
Second,	the	country	has	seen	steady	urbanization	over	the	past	30
years,	bringing	a	major	 shift	 in	 the	 labor	market	 from	 low-paying
agricultural	jobs	to	better-paying	manufacturing	and	service	jobs.
Third,	 India	 is	 one	 of	 the	 few	 countries	 with	 a	 third-quartile
median	age	of	27	years,	which	represents	a	younger,	 increasingly
connected	 and	 digitally	 savvy	 population.	 As	 Internet	 penetration
grows	 steadily,	 this	 demographic	 is	 likely	 to	 change	 consumption
patterns	and	see	quicker	responses	to	new	consumer	opportunities.

Who	targeted	middle	class	effectively	/	creatively?

FMCG	firms	in	China	managed	to	capture	the	middle-class	market
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by	investing	heavily	in	commercials	to	create	brand	awareness	long
before	their	products	hit	the	market.
Similarly,	 a	 beverage	 company	 in	 Brazil	 created	 customized,
affordable	offerings	that	uniquely	targeted	the	Brazilian	market.	 It
reintroduced	returnable	glass	bottles	and	matched	the	price	of	 the
local	 brand	 leader	 to	 make	 its	 drinks	 more	 competitive.	 It	 also
partnered	with	a	local	distributor	to	accelerate	penetration.
Not	 just	 consumer	 products,	 but	 healthcare,	 education,
communication	and	 transportation	are	all	poised	 for	consumption
growth.
In	India,	middle-class	consumers	contribute	sizeably	 to	Unilever’s
business,	 a	 segment	which	 is	 under	pressure	 across	 the	world.	 So
much	so	that	Unilever	is	creating	a	segment	—	affordable	luxury	—
to	cater	to	these	customers.
Both	 public	 and	 private	 sector	 providers	 need	 to	 cater	 to	 the
increasing	aspirations	of	the	new	middle-class	consumer	who	wants
convenience,	 quality	 and	 variety	 and	 is	 willing	 to	 pay	 an
appropriate	price	for	them.
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How	are	the	consumer	patterns	changing?

Consumption	patterns	tend	to	change	ahead	of	incomes.	Even	while
the	 size	 of	 India’s	 middle	 class	 falls	 short	 of	 expectations,
consumption	patterns	reflect	aspirations	well	beyond	income	levels.
In	 the	 decades	 after	 liberalization,	 consumption	 growth	 has	more
than	doubled	from	4%	(1990-2002)	to	11%	(2003-14).
Notably,	non-food	consumption	in	India	has	increased	from	53%	in
1990	to	69%	in	2014,	according	to	Euromonitor	data,	narrowing	the
gap	 with	 China	 (74%	 in	 2014)	 further	 than	 income	 distribution
comparisons	would	suggest.
This	 indicates	 increased	 availability	 of	 income	 for	 more
discretionary	 spending	 in	 education,	 healthcare,	 recreation,
communication	and	personal	products.

Challenges	for	companies

One	 of	 the	 biggest	 challenges	 is	 the	 population’s	 sheer	 diversity:
India’s	 citizens	 are	 a	 heterogeneous	 group,	 geographically	 spread
out	and	with	varied	preferences,	and	most	still	in	the	lower-income
segment.
Consumer	goods	companies	need	 to	 increase	penetration	with	 the
right	combination	of	products,	pricing	and	distribution.
Companies	 must	 innovate	 and	 focus	 equally	 on	 aspirational	 and
affordable	products	even	as	they	draw	from	the	experience	of	firms
in	China	and	Brazil.

((( 	)))
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Economy	-	Prabhu’s	dilemma

As	 hopes	 run	 high,	 Railway	 Minister	 Suresh	 Prabhu	 –	 who	 is
economists’	 favourite	 minister	 in	 the	 current	 cabinet	 -	 faces	 a	 tough
dilemma	on	the	question	of	raising	passenger	fares	and	frieght	rates	in
his	 second	 Rail	 Budget	 as	 railway	 finances	 stagger.	 The	 odds	 and	 the
fiscal	numbers	are	stacked	against	him.	Will	India’s	Minister	of	Railways
carry	the	country	forward?
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What	is	the	dilemma	he	faces?

He	has	to	balance	two	extremes:

Fiscally,	 the	burden	of	 the	payout	on	account	of	 the	Seventh	Pay
Commission’s	 recommendations	 and	 declining	 freight	 volumes
have	left	the	railways	severely	cash	strapped.
At	the	same	time,	expectations	are	building	up	for	Indian	Railways
to	 step	 up	 public	 investment	 —	 not	 only	 will	 it	 expand
infrastructure	 capacity	 (which	 India	 terribly	 lacks),	 it	 also	 has	 the
potential	to	be	a	force	multiplier	to	economic	growth.

Basically,	he	is	expected	to	expand	Railways	infrastructure	projects,	but
without	adding	burden	to	its	finances!

The	 obvious	 way	 out	 is	 to	 involve	 the	 private	 sector	 in	 the	 infra
projects	as	a	major	partner.
But	 the	private	 sector	won’t	be	 forthcoming	 if	 financial	 incentives
are	not	provided.	So,	here	we	are	again	–	even	the	private	sector	will
want	fiscal	gifts	to	help	the	government.	A	tough	dilemma	indeed.
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Adding	to	this	dilemma	is	the	fact	that	the	NDA	is	facing	elections	in	four
states	this	year.	There	has	to	be	immense	pressure	on	Suresh	Prabhu	to
launch	new	trains	to	win	over	the	masses!

Why	 is	 Suresh	 Prabhu	 considered	 one	 of	 the	 best	Ministers	 of	 the
current	cabinet?

Consider	 this:	 In	 2015,	 Suresh	 Prabhu	 changed	 the	 rules	 of	 the
Railways	 game	 dramatically	 when	 he	 became	 the	 first	 rail
minister	in	memory	to	not	announce	a	single	new	train	or	a	new
railway	line!
The	process	of	 “the	depoliticisation	of	 the	Railways”	began	with
last	budget.	Perhaps	it	is	for	the	first	time	that	we	have	a	Railways
Minister	 of	 India,	 not	 a	 Railways	 Minister	 of	 a	 party	 or	 (as	 his
predecessors	have	demonstrated)	a	particular	state	of	India.

Also,	 the	 announcements	 he	 made	 in	 Railways	 Budget	 2015	 were
commendable:

Plan	to	invest	Rs	8.5	lakh	crore	in	Railways	in	5	years.
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No	increase	in	passenger	rail	fares.
‘Operation	5	mins’:	Passengers	travellling	unreserved	can	purchase
a	ticket	in	5	min.
Bio	toilets	and	airplane-type	vaccum	toilets	in	trains.
Surveillance	cameras	in	select	coaches	and	ladies	compartments	for
women’s	safety.
Advance	rail	ticket	booking	time	extended	to	120	days.
Speed	on	nine	railway	corridors	raised	to	200	km	per	hour.
2700%	higher	allocation	at	Rs	96,182	crore	for	77	projects	covering
9,400	km.
Acceleration	 of	 pace	 of	 Railway	 electrification:	 6,608	 route	 km
sanctioned	for	2015-16.

When	will	it	be	the	right	time	to	invest	more	in	Railways?

Right	now!

Indian	Railways	suffers	with	a	terrible	lack	of	capacity	creation.

Successive	 plans	 have	 allocated	 less	 resource	 to	 the	 railways
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compared	to	the	entire	transport	sector.
The	share	of	railways	in	total	budget	outlay	is	currently	only	5.5	%
vis-à-vis	about	11	%	for	the	other	transport	sectors	and	its	share	in
overall	 development	 expenditure	has	 remained	 low	at	 below	2	%
over	the	past	decade.

This	has	led	to	negative	results	for	the	Railways:

With	lack	of	capacity	addition,	the	share	of	railways	in	the	GDP	is
only	around	1	%	in	recent	years.
This	 has	 effectively	 led	 to	 railways	 losing	 significant	 share	 in
passenger	and	especially	freight	traffic	to	the	road	sector.
The	 modal	 share	 in	 freight	 traffic	 stands	 at	 36	 per	 cent	 for	 the
railways	vis-à-vis	57	per	cent	for	roads.

Where	 are	 the	 immediate	 problems	 for	 Indian	 Railways	 coming
from?

Cross-subsidy
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Train	 fares	 are	 cross-subsidized	 by	 freight	 fares.	 Basically,	 the
businessmen	are	paying	more	 so	 that	 the	 common	man	does	not
have	to	pay	more.
The	cross-subsidy	 from	 freight	 to	passenger	operation	has	 crossed
Rs	30,000	crore	in	the	last	year.
Also,	 this	 goes	 against	 the	 spirit	 of	 improving	 the	 “ease	 of	 doing
business”	in	India.

Seventh	Pay	Commission	(SPC)

The	 SPC	 burden	 on	 India’s	 biggest	 employer	 is	 likely	 to	 weigh
heavily,	at	about	Rs	32,000	crore.

Operating	Ratio

88.5	%	 is	 the	 target	 for	 operating	 ratio	 railways	 for	 2015-16	 fiscal
year.	 In	 simple	 terms,	 it	means	 that	 the	 railways	wants	 to	 spend
88.5	paise	for	each	rupee	of	revenue.	If	railways	achieves	this	target,
it	will	be	its	best	performance	in	a	decade.

Burden	on	existing	lines

23	million	 is	 the	 number	 of	 passengers	 railways	 carry	 every	 day.
That’s	equivalent	to	moving	the	entire	population	of	the	Australia	in
a	day!
The	 railways	 runs	 21,000	 passenger	 and	 freight	 trains	 per	 day
connecting	 over	 7,000	 stations	 across	 the	 country.	 But	 they	 are
clearly	not	sufficient.

Dedicated	Freight	Corridors

We	need	more	investment	in	dedicated	freight	corridors	(DFCs)	that
can	 parallel	 the	 golden	 quadrilateral,	 along	 with	 associated
industrial	corridors.
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With	 the	 separation	of	 freight	 traffic	 passenger	 trains	 can	 then	be
speeded	up	substantially	with	marginal	investments.

Who	can	give	a	welcome	boost	to	Indian	Economy	now?

There	 is	 merit	 in	 considering	 the	 case	 for	 reviving	 targeted	 public
investment	 as	 a	 key	 engine	 of	 growth	 in	 the	 short	 run	 –	 because
private	 sector	will	not	 invest	more	when	 the	economic	 conditions	are
uncertain.

So,	 the	 question	 is:	 should	 the	 government	 give	 a	 greater	 priority	 to
Roads	or	Railways?

The	 impetus	 to	 roads	 was	 imparted	 by	 the	 previous	 NDA
government	 under	 the	 then	 Prime	 Minister	 Atal	 Bihari	 Vajpayee
[the	 National	 Highways	 Development	 Project	 (NHDP)	 and	 the
Pradhan	 Mantri	 Gram	 Sadak	 Yojana	 (PMGSY)]	 and	 the	 evidence
suggests	 that	 the	 payoffs,	 especially	 with	 regard	 to	 rural
employment,	were	large	in	villages	that	were	not	already	connected
to	the	road	network.
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The	present	government	can	now	do	for	the	neglected	railways
sector	what	 the	previous	NDA	government	did	 for	 rural	 roads.
This	 impetus	 has	 the	 potential	 to	 crowd	 in	 greater	 private
investment	without	adding	to	the	debt	burden.

Public	investment	should	be	targeted	to	the	sector	where	it	can	generate
the	largest	spillover	–	Indian	Railways.

How	can	Indian	Railways	be	revived,	financially	and	operationally?

The	 Indian	 Railways	 find	 themselves	 in	 a	 pathetic	 situation:
underinvestment	resulting	 in	 lack	of	capacity	addition	and	congestion;
below-potential	 contribution	 to	 economic	 growth;	 neglect	 of
commercial	objectives,	poor	service	provision,	and	consequent	financial
weakness.

Greater	 public	 investments,	 once	 utilized	 efficiently,	 can	 help	 the
railways	to	overcome	some	of	these	problems.
Everywhere	 in	 the	world,	railway	operations	are	profitable	 largely
because	 30-40%	 of	 total	 revenue	 of	 railways	 comes	 from	 non-
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railway	 operations.	 In	 India,	 it	 is	 not	 even	 1-2%.	 This	 needs	 to
improve.
Many	projects	are	languishing	due	to	shortage	of	funds;	the	minister
should	 provide	 external	 budgetary	 support	 and	 expand	 public-
private-partnership	(PPP)	projects.
The	Ministry	 needs	 to	 improve	 railway	 services	 and	 then	 ask	 for
price	hike	from	the	passengers.
Dedicated	 Freight	 Corridors	 and	 rationalization	 of	 cross-subsidies
are	needed.

To	put	it	bluntly,	Railways	needs	three	things:	Investment,	Investment
and	Investment.

The	question	is:	How,	How,	How?

Only	Budget	2016	will	tell…

((( 	)))
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Economy	-	Rail	Budget	2016-17:	Five	Stars	to	Prabhu

Suresh	Prabhu	–	the	Minister	even	the	Opposition	admires	–	continues
to	 depoliticise	 the	 Railway	 Budget.	 The	 Chartered	 Accountant	 in	 him
took	 the	numbers	and	did	 the	best	 that	 can	be	done,	 even	 if	 it	meant
shunning	populism	 in	 favour	of	 fiscal	maths.	Capacity	expansion,	 cost
control,	modernisation	and	bringing	 in	managerial	efficiency	were	 the
themes	of	Rail	Budget	2016-17.				
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What	are	the	broad	themes	of	Railway	Budget	2016-17?

The	Official	Theme	of	the	budget	is	3Rs:	Reorganising,	Restructuring
and	Rejuvenating	Indian	railways.

From	our	analysis	of	the	announcements,	we	can	identify	the	following
attributes:

Capacity	 expansion:	 Rs.	 1,21,000	 crore	 have	 been	 allocated	 for
Capital	Expenditure	in	2016-17.	This	is	an	increase	of	21%	over	the
previous	year.
Completion,	 not	 new	 announcements:	 This	 is	 a	 first	 in	 Union
Budget.	The	Rail	Minister	chose	 to	complete	many	announced	but
incomplete	 projects	 by	 allocating	 more	 funds	 than	 to	 make	 new
announcements.
Zero-based	budgeting:	It	is	intended	to	enhance	accountability	and
quality	 of	 the	 budgeted	 expenditure,	 aligning	 the	 process	 with
international	best	practices	and	increasing	scope	of	innovation.
Controlling	 costs:	 Through	better	 negotiations	with	 suppliers	 and
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use	of	e-auctions.
Realism:	Operating	Ratio	 (OR)	 target	has	been	revised	 to	92%	(last
year,	it	was	an	ambitious	88.5%).	Note	that	OR	is	simply	the	amount
of	money	Railways	has	to	spend	to	earn	a	Rupee.	92%	means	it	has
to	spend	92	paise	to	earn	a	Rupee.	The	lower	the	OR,	the	better	it	is.
Modernizing	 Railways:	 17,000	 biotoilets,	 autobooking	 of	 tickets,
WiFi	to	100	stations	in	2016	and	400	more	in	2017,	SMS	based	ticket
booking,	Vision	2020.	These	are	incremental	changes,	which,	when
put	together,	show	the	thrust	towards	modernisation.
Management	 efficiencies	 in	 operations:	 Railway	 Board	 –	 often
criticised	 for	 its	 slow	decision	making	 -	 to	be	run	 like	a	Company.
The	Babus	will	be	made	accountable.
Concern	for	the	common	man	and	the	common	businessman:	No
hike	in	fares.	But	the	justification	is	not	political	but	economic:	the
demand	 for	 passenger	 and	 freight	 services	 of	 Railways	 has	 been
going	 down	 (5%	 last	 year).	 You	 do	 not	 increase	 the	 price	 when
demand	is	low!

Why	is	this	a	good	Budget	for	the	common	man?
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Instead	 of	 unscientifically	 and	 irrationally	 announcing	 new	 trains,
Suresh	Prabhu	has	chosen	to	have	a	long	term	vision	for	the	common
man.	He	has	focused	on	amenities	and	services,	rather	than	launch	new
trains.	He	has	introduced	new	train	types,	not	new	train	routes.

The	Vision	2020	document	aims	at	“fulfilling	the	long-felt	desires	of	the
common	man”,	such	as:

Reserved	accommodation	on	trains	being	available	on	demand.
Time	tabled	freight	trains	with	credible	service	commitments.
High	end	technology	to	significantly	improve	safety	record.
Elimination	of	all	unmanned	level	crossings.
Punctuality	increased	to	almost	95%.
Increased	 average	 speed	 of	 freight	 trains	 to	 50	 kmph	 and
Mail/Express	trains	to	80	kmph.
Semi	high	speed	trains	running	along	the	golden	quadrilateral.
Zero	direct	discharge	of	human	waste.

When	 will	 the	 financial	 burden	 on	 the	 common	 passenger	 come
down?
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First,	the	passenger	fares	have	not	been	hiked.	So	there	is	no	additional
burden.

More	 importantly,	 the	minister	 has	 proposed	 the	 introduction	 of	 new
train	 services	 specifically	 aimed	 at	 people	 from	 lower-income
backgrounds	and	to	evolve	new	methods	of	revenue	generation.

The	 Antyodaya	 Express	 –	 Aimed	 at	 people	 from	 low-income
backgrounds,	this	will	be	a	long-distance,	fully	unreserved	superfast
train	that	will	operate	on	dense	routes.
Deen	Dayalu	Coaches	(not	trains)	-	The	addition	of	2-4	Deen	Dayalu
coaches	in	some	long	distance	trains	for	unreserved	passengers	will
enhance	carrying	capacity.	These	coaches	will	also	have	facility	for
potable	 drinking	 water	 and	 a	 higher	 number	 of	 mobile	 charging
points.
The	UDAY	Express	–Utkrisht	Double	Decker	Air	Conditioned	Yatri
(UDAY)	Express	with	an	increased	carrying	capacity	of	almost	40%.
The	Humsafar	Express	 –	This	will	be	a	 fully	air-conditioned	 third
AC	express	with	an	optional	service	for	meals.
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Where	will	the	money	come	from?

The	 investment	 for	 railway	modernisation	will	 go	 up	 to	 Rs.	 1.21	 lakh
crore	 in	 2016-17,	 up	 21	 per	 cent	 from	 last	 year.The	 Railways	 is	 cash-
strapped.	 Big	 announcements	 need	 big	money.	 The	 good	 old	 saviour
comes	into	play,	again.

State-run	Life	Insurance	Corporation	of	India	(LIC)	has	agreed	to
fund	 Rs.	 1.5	 lakh	 crore	 on	 “very	 favourable	 terms”	 for
development	of	various	commercially	viable	projects.
The	investment	would	be	made	over	a	period	of	five	years.	LIC	will
invest	 through	 railway	 entities	 such	 as	 Indian	 Railways	 Finance
Corporation	(IRFC).
Rs	1.5	lakh	crore	will	come	from	the	government’s	eternal	cash-cow
LIC	over	the	next	five	years	and	the	rest	from	the	market	through
issuance	of	instruments	such	as	Rupee	bonds	overseas.
Note:	As	announced	in	the	previous	Budget,	the	railways	intends	to
spend	 Rs.	 8.5	 lakh	 crore	 over	 five	 years	 towards	 its	 ambitious
modernisation	programme.
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Who	are	criticising	this	Budget	and	why?

Like	the	previous	year,	even	this	year	the	Rail	Budget	was	criticized	for
not	presenting	the	fine	print.	Suresh	Prabhu	maintains	that	the	Budget
speech	should	outline	the	philosophy	and	those	who	want	the	material
details	 can	 get	 them	 from	 the	 documents	 on	 Railways	 Finances
uploaded	on	the	Ministry’s	website.

“We	all	were	a	bit	mystified	whether	a	budget	was	really	presented	or
not”:	Congress	MP	Shashi	Tharoor
“Where	 is	 the	 Budget?	 Budget	 is	 the	 ‘statement	 of	 vision’,	 when	we
read	 the	 fine	 print	 then	 we	 will	 come	 to	 know	 what	 is	 the	 failure
report”:	Former	railway	minister	Dinesh	Trivedi

Another	thread	of	criticism	ran	around	the	use	of	LIC	to	fund	railways’
requirements.

The	 idea	of	 state-owned	LIC	 funding	Railways	growth	plans	would
ultimately	 mean	 government	 indirectly	 taking	 up	 additional
burden!	This	is	against	the	spirit	of	larger	idea	of	driving	the	growth
of	railways	on	the	back	of	private	investments.
If	 the	 revival	plans	don’t	materialise,	Railways	 can	 fall	 into	a	debt
trap	like	in	the	case	of	many	other	public	sector	units.
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How	does	Indian	Railways	plan	to	recover	the	business	it	has	lost	to
the	Roads?

2015-16	was	not	a	good	year	 for	 Indian	Railways,	 financially	 speaking.
Its	expected	tariff	collection	was	short	of	target	by	around	8%.

In	 this	 Budget,	 four	 measures	 have	 been	 announced	 to	 tackle	 this
problem.	 These	 are	 expanding	 the	 basket	 of	 items	 carried,
rationalising	 of	 rates,	 signing	 of	 long-term	 contracts	 and	 building
terminal	capacity.

Currently,	the	freight	basket	is	dominated	by	10	commodities	which
have	an	88	per	 cent	 share.	 There	 is	 a	need	 to	diversify	 into	more
commodities.
With	 low	 demand	 from	 the	 core	 sector	 (due	 to	 economic
slowdown),	the	Railways	have	set	a	lower	target	for	freight	traffic	at
Rs	 1,11,853	 crore	 for	 2015-16	 (revised	 downward	 from	 1,21,423
crore).	For	2016-17,	it	expects	freight	revenue	of	Rs	1,17,932	crore.
The	Railways	would	also	explore	the	possibility	of	signing	long-term
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rate	 contracts	 with	 key	 freight	 customers,	 using	 predetermined
price	escalation	principles.
Railside	logistics	parks	and	warehouses	will	be	created	under	public-
private	partnerships.
A	 review	 will	 be	 undertaken	 to	 evolve	 a	 competitive	 set	 in
comparison	 with	 other	 modes	 of	 transport.	 Such	 a	 review	 is
expected	 to	 permit	 multi-point	 loading	 and	 unloading	 and	 to
apply	differentiated	rates.

((( 	)))

257



Economy	-	Budget	2016:	“A	Budget	for	Bharat”?

Indian	 agriculture	 sector	 accounts	 for	 17	%	 of	 India’s	 gross	 domestic
product	(GDP)	and	engages	almost	52	%	of	the	country’s	workforce.	It	is
expected	 that	 Budget	 2016-17	 will	 focus	 on	 “Bharat”	 (rural	 India),
especially	the	agriculture	sector	which	needs	all	the	support	it	can	get.
What	does	this	sector	need	and	what	can	it	possibly	get?
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What	is	the	current	scenario	in	agricultural	sector	in	India?

GDP	of	agriculture	and	allied	sectors	 in	 India	was	recorded	at	US$
259.23	billion	in	FY15	–	this	is	17%	of	the	total	GDP	of	India.
The	growth	rates	in	agriculture	have	been	fluctuating	at	1.5	per	cent
in	2012-13,	4.2	per	cent	in	2013-14,	(-)	0.2	per	cent	in	2014-15	and	a
likely	 growth	 of	 1.1	 per	 cent	 in	 2015-16	 (as	 per	 the	 Economic
Survey	2015-16).
This	 pathetically	 low	 growth	 in	 agriculture	 has	 been	 blamed	 on
back	to	back	drought	caused	by	strong	El	Nino.	The	Survey	hopes
that	 2016-17	 will	 be	 a	 La	 Nina	 year,	 with	 bountiful	 rainfall,	 and
agriculture	hopefully	will	be	back	on	track.
Agricultural	 constitutes	 10	 %	 of	 the	 country’s	 exports	 and	 is	 the
fourth-largest	exported	principal	commodity.
In	 the	 survey,	 it	 has	 been	 emphasized	 there	 is	 a	need	 to	 increase
productivity	of	water	in	agriculture.	i.e.	to	get	‘more	from	less’.
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Why	is	there	a	need	for	‘more	for	less’	in	water?

Although	 water	 is	 one	 of	 India’s	 most	 scarce	 natural	 resources,
India	uses	2	to	4	times	more	water	to	produce	a	unit	of	major	food
crop	 than	 does	 China	 and	 Brazil.	 Hence,	 it	 is	 imperative	 that	 the
country	 focus	 on	 improving	 the	 efficiency	 of	 water	 use	 in
agriculture.
Since	 independence,	 India	 has	 invested	 numerous	 resources	 on
irrigation,	both	public	(canal	irrigation)	and	private	(tube	wells).	In
both	cases,	water	has	been	deployed	via	“flood”	irrigation,	which	is
an	extremely	inefficient	use	of	water.
It	has	 long	been	recognized	 that	a	key	 factor	undermining	 the
efficient	 use	 of	 water	 is	 subsidies	 on	 power	 for	 agriculture	 -
apart	from	its	benefits	towards	farmers	it	incentivizes	wasteful
use	of	water	and	hasten	the	decline	of	water	tables.
India	has	been	“exporting	water”	as	a	result	of	distorted	incentives.
Water	 “embedded”	 in	 crops	 is	 the	water	 content	of	 each	crop	and
once	the	crop	is	exported,	it	cannot	be	recovered.
In	 2010,	 India	 exported	about	 25	 cu	km	of	water	 embedded	 in	 its
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agricultural	exports.	This	is	equivalent	to	the	demand	of	nearly	13
million	people.
India	 was	 a	 “net	 importer”	 of	 water	 until	 around	 1980s.	 With
increases	 in	 food	 grain	 exports,	 India	 has	 now	 become	 a	 net
exporter	of	water	–	about	1	per	cent	of	total	available	water	every
year.

When	can	we	overcome	micro	irrigation	challenges?

Challenges

The	key	bottlenecks	in	the	adoption	of	this	technology	are	the	high
initial	cost	of	purchase	and	the	skill	required	for	maintenance.
Until	now,	micro-irrigation	techniques,	owing	to	high	fixed	costs	of
adoption,	have	mostly	been	used	for	high	value	crops.
Lack	of	awareness	about	the	benefits	of	these	methods	discourages
the	farmers	from	adopting	them.

Solutions
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Awareness	 levels	 have	 to	 be	 raised	 among	 the	 farmers	 to	 adopt
these	techniques.
Money	 saved	 from	 rationalizing	 subsidies	 should	 be	 invested	 to
provide	 credit	 to	 farmers	 to	 incentivize	 greater	 adoption	 of	 this
technology.
Increase	in	yields	and	reduction	in	costs	of	power	and	fertilizer	use
can	help	farmers	recover	the	fixed	cost	quickly.

How	can	micro	irrigation	help?

In	micro	 irrigation,	water	 is	 directed	more	 precisely	 to	 crops	 that
need	it.
It	 reduces	 consumption	 of	 fertilizer	 (through	 fertigation).	 Water
soluble	fertilizers	are	supplied	directly	to	the	roots	of	the	plant	and
hence	there	is	less	wastage	and	more	yields.
It	results	in	substantial	reductions	in	irrigation	costs	and	savings	on
electricity	and	fertilizers.

Where	were	the	hits	and	misses	of	2015-16	Budget?
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2015-16	Budget	focused	on

Soil	 health	 is	 one	 of	 the	 factors	 for	 sustainable	 agriculture
production,	and	will	help	in	better	nutrient	management.
Farm	credit:	The	focus	on	farm	credit	continued	to	be	a	priority	of
the	government.
Irrigation:	 Irrigation	 for	 each	 farm	 is	 possible	 only	 through	 the
involvement	of	innovative	micro	irrigation	techniques	knowing	the
scope	and	limitation	of	irrigation	potential.
Rural	 Infrastructure	 Development	 Fund	 (RIDF):	 The	 details	 on
how	the	government	will	pursue	it	were	not	clear.

Service	 tax	 exemption	 on	 pre-cold	 storage	 infrastructure	 to
generate	value	addition	for	fruits	&	vegetable	value	chain.

But	it	missed	out	on

Food	processing	sector:	The	Budget	remained	silent.
Agro	 exports:	 It	 needed	 a	 push	 towards	 greater	 international
competitiveness	but	the	Budget	did	not	provide	any.
Crop	insurance:	Bringing	insurance	facilities	for	the	farmers	is	one
of	the	desirable	aspects	which	was,	however,	not	covered	under	last
Budget.
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Who	said	what	about	agriculture?

Economic	Survey	2015-16

Indian	 agriculture	 is	 in	 a	 way,	 a	 victim	 of	 its	 own	 past	 success	 -
especially	the	Green	Revolution.
It	has	become	cereal-centric	and	as	a	result,	regionally-biased	and
input-intensive	(land,	water,	and	fertiliser).
Rapid	 industrialization	and	 climate	 change	are	 raising	 the	 scarcity
value	of	land	and	water,	respectively.
Evolving	dietary	patterns	are	favoring	greater	protein	consumption.

Kishor	Tiwari	Task	Force

He	is	an	activist,	who	heads	a	task	force	set	up	to	recommend	action
to	tackle	farmer	suicides	in	western	Maharashtra	state.
In	his	report	he	said,	“The	need	of	the	hour	is	a	focus	on	the	dying
farmer	community.”
Debt	is	a	core	issue,	and	it	needs	a	long-term	plan	to	resolve	it.
While	inter-generational	bonded	labor	in	the	farming	community	is
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no	 longer	as	common	as	before,	 the	number	of	poor	and	 landless
workers	 who	 are	 in	 debt	 bondage	 is	 rising,	 particularly	 in
agriculture,	brick	kilns	and	stone	quarries.
Tiwari,	 in	 a	 plan	 submitted	 to	 the	 Maharashtra	 government,	 has
recommended	 direct	 cash	 subsidies	 for	 farmers	 instead	 of	 the
current	indirect	agriculture	credit.
Loan	waivers	are	not	the	solution;	it	is	like	a	simple	dressing	for	a
cancer	tumor.	You	need	to	excise	the	tumor	and	address	the	cause
of	the	disease.

How	could	aggressive	targeting	of	NPAs	be	a	problem?

Current	 Non-Performing	 Assets	 (NPAs)	 are	 increasing	 at	 alarming
rates.	[Nearly	8-10	lakh	crores	now].
Given	the	global	economic	situation,	 the	 falling	commodity	prices,
continuous	fall	in	exports,	and	the	decline	in	corporate	profitability,
the	NPAs	could	rise	more	and	there	could	be	more	defaults.
On	one	side,	we	need	to	address	this	systemic	lapse	that	has	infested
the	financial	system	of	India	for	decades,	and	on	the	other	side,	the
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banking	 system	has	 to	 ensure	 that	 the	money	 is	 available	 for	 the
farming	community	with	in-built	checks	and	balances.
For	 two	 years	 in	 a	 row,	 the	 rainfall	 has	 played	 havoc	 on	 the
majority	of	 the	population	 that	depends	on	agriculture,	and	 if	 this
gets	 repeated	 for	 the	 third	year,	we	are	 in	 for	 the	biggest	NPA	 in
our	country	i.e.	agriculture.
This	is	something	our	country	cannot	afford.
It	 is,	 therefore,	 imperative	 that	 the	 government	must	 plan	drastic
increase	in	investment	in	agriculture	and	allied	industries,	and	steps
to	control	price	rise	in	case	the	rains	fail	us	this	year.
Also,	 this	 could	 have	 cascading	 impact	 on	 India’s	 consumption
story,	 the	 consequent	 slack	 in	 industrial	 production	 (due	 to	 low
demand	 and	 finally	 -	 the	 job	 market;	 as	 agriculture	 supports
majority	of	the	population	and	the	rural	demand	(economy).

((( 	)))
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Economy	-	Pre-Budget	2016:	e-commerce	industry	seeks
clarity

Convergence	of	technology,	government	support	and	preferred	choice
of	 investors	 –	 all	 have	 given	 a	 boost	 to	 e-commerce	 marketplaces	 in
India.	However,	lack	of	clarity	on	the	definition	of	marketplaces	and	on
the	 ambit	 of	 FDI	 rules	 are	 troubling	 the	 industry.	 The	 industry	 also
expects	a	simplified	tax	structure.	Will	this	be	a	“defining”	budget	for	e-
commerce?
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What	is	the	size	of	Indian	e-commerce	industry?

Electronic	 commerce,	 commonly	 written	 as	 e-commerce,	 is	 the
trading	 or	 facilitation	 of	 trading	 in	 products	 or	 services	 using
computer	 networks.	 The	 companies	which	 follow	 this	model	 also
referred	to	as	Marketplaces.
With	 the	 convergence	 of	 technology	 on	 mobile	 phones,	 the	 e-
commerce	 industry	 in	 India	 and	 world-wide	 has	 seen	 a	 major
thrust.
Despite	having	 the	 second	 largest	 internet	user	base	 in	 the	world,
the	 penetration	 of	 e-commerce	 is	 low	 in	 India.	 However,	 the
industry	 is	 growing	 at	 an	 unprecedented	 rate	with	6	million	 new
entrants	being	added	every	month.
The	e-commerce	industry	is	slated	to	touch	the	size	of	$38	billion	in
2016.	Around	two-third	of	the	e-commerce	market	is	travel	related.
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Why	is	there	a	doubt	on	the	status	of	e-commerce	marketplaces?

Delhi	HC	order

Marketplaces	 are	 allowed	 to	 engage	 only	 in	 Business	 to	 Business
(B2B)	e-commerce	and	not	in	retail	trading.
Foreign	 Direct	 Investment	 (FDI)	 is	 allowed	 only	 in	 those
marketplaces	which	connect	buyers	to	sellers	and	provide	services
such	as	payments,	promotion	and	delivery.
It	 is	 often	 complained	 that	 the	 marketplaces	 are	 involved	 in
retailing	and	the	heavy	discounts	they	offer	are	funded	from	their
own	pockets.
A	petition	was	filed	by	a	retail	industry	body	against	21	e-commerce
companies	 in	 November	 2015	 for	 violating	 FDI	 norms.	 Delhi	 HC
ordered	government	to	investigate	the	acts	of	these	companies.

Karnataka’s	crackdown

E-commerce	currently	falls	in	services	category	and	companies	are
not	liable	to	pay	Value	Added	Tax	(VAT).	Sellers	end	up	paying	not
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only	VAT	but	service	taxes	as	well,	along	with	commissions.
The	state	of	Karnataka	sent	notices	to	the	marketplaces	asking	them
to	pay	VAT	as	marketplaces	are	generating	invoices	and	storing
products	in	their	own	warehouses.
The	industry	refused	to	do	so	claiming	that	paying	tax	on	behalf	of
sellers	will	be	violation	of	FDI	rule.

When	can	confusion	be	avoided?

Clarity	on	law:	Department	of	Industrial	Policy	&	Promotion	(DIPP)
allows	all	small	merchants	to	sell	on	e-commerce	marketplaces	like
Flipkart,	Snapdeal	and	Amazon.	However,	these	marketplaces	have
their	 own	 preferred	 partner	 sellers	 like	 Prione,	 Cloudtail	 and	WS
Retail,	 the	products	from	whom	constitute	60%	of	their	total	sales.
Small	 retailers	 who	 use	 the	 marketplaces	 have	 taken	 their
objections	to	the	Delhi	High	Court	saying	that	these	marketplaces
are	direct	sellers	and	not	commission	agents.
Mediators	 or	 sellers:	 The	 definition	 of	 e-commerce	 retailers	 is
vague	due	to	which	it	 is	difficult	to	indentify	whether	e-commerce
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retailers	should	be	treated	as	sellers	or	as	vendors.	Clarity	on	law
and	 on	 definition	 of	 marketplace	 will	 help	 evolution	 of
regulations	for	the	e-commerce	industry.

Where	do	the	expectations	of	e-commerce	industry	from	the	Budget
come	from?

Capital	Gains	Tax	on	 investment	money:	 Currently,	 if	 an	 Indian
company	domestically	 raises	capital	 in	excess	of	 its	 fair	value,	 the
raised	 capital	 is	 considered	 as	 income	 which	 is	 taxed.	 Equity
investments	from	angel	investors	should	not	be	taxed	in	the	hands
of	 the	 startup,	 irrespective	 of	 valuation.	 The	 government	 has
already	agreed	that	capital	gains	tax	on	investment	money	will	be
removed.	Budget	2016	will	lay	down	the	ground	rules.
Taxation	 rule	 for	 ESOPs:	 Most	 of	 the	 start-ups	 incentivise	 their
employees	with	Employee	Stock	Options	(ESOPs).	Currently,	ESOPs
are	taxed	when	they	are	converted	to	shares	and	not	when	cash	is
realized	 from	 them.	Deferment	 of	 tax	 till	 liquidation	 of	 ESOP	will
help	the	industry.
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Tax	Waiver:	E-commerce	 industry	hopes	 for	 tax	waiver	 for	more
than	 the	 existing	 three	 year	 period.	 The	 government	 could
additionally	 extend	 the	 tax	 shield	 for	 losses	 of	 start-ups	 despite
ownership	change.	Only	49%	of	losses	are	allowed	to	carry	forward
in	 case	of	 change	of	 ownership.	Due	 to	 its	nascent	 stage	and	 long
gestation	 period,	 change	 of	 ownership	 frequently	 happens	 in	 e-
commerce	industry.

Who	are	the	key	stakeholders?

Marketplaces:	The	importance	of	e-commerce	in	the	modern	India
can	be	gauged	 from	the	 fact	 that	out	of	 the	country’s	nine	startup
Unicorns	 (greater	 than	 1	 billion	 USD	 valuation),	 three	 are	 major
online	 commerce	 players:	 Flipkart	 (valued	 at	 $15.5	 billion),
Snapdeal	($6.5	billion),	and	ShopClues	($1.1	billion).
Investors:	Most	of	the	e-commerce	companies	are	loss	making	but
they	are	valued	very	high	by	the	investors.	Investors	are	the	biggest
stakeholders	 as	 they	provide	 capital	 for	 expansion	with	 a	hope	 to
exit	when	the	valuations	go	still	higher.
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Offline	 retailers:	 The	 biggest	 losers	 of	 the	 e-commerce	 boom	are
the	offline	retailers;	especially	 the	small-sized	who	 lack	bargaining
power.
Government:	 E-commerce	 industry	 has	 been	 one	 of	 the	 biggest
beneficiaries	 of	 the	 ‘Startup	 India’	 action	 plan	 rolled	 out	 by	 the
government.	The	need	of	the	hour	is	clarity	in	definition	and	roles
of	marketplace.

How	did	last	Budget	affect	e-commerce	industry?

Last	budget	had	favourable	offerings	for	the	e-commerce	industry.

It	 allocated	 Rs.	 1000	 crore	 to	 fund	 the	 start-ups,	 especially	 the
technology	based	companies.
Corporate	tax	was	reduced	from	30%	to	25%.	Tax	on	royalty	fees	for
technical	services	was	reduced	from	25%	to	10%.
Cashless	 transaction	 for	 customers	 was	 given	 a	 push	 through
introduction	of	RuPay	debit	cards.
For	travel	 industry,	 the	big	push	came	in	the	form	of	extension	of
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VISA	on	arrival	scheme	from	43	countries	to	150	countries.

((( 	)))
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Economy	-	How	India	makes	its	Budget

Under	Article	112	of	 the	Constitution,	 the	Budget,	which	 is	presented
by	means	of	the	Financial	Bill	and	Appropriation	Bill,	has	to	be	passed	by
the	House	before	it	can	come	into	effect	on	April	1,	the	start	of	financial
year.	 Today,	 Finance	 Minister	 Arun	 Jaitley	 will	 carry	 the	 hopes	 of	 a
nation	to	the	Parliament	in	a	special	briefcase…
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What	inputs	go	into	the	Budget	process?

Outside	Boundary	Setting:	At	 the	onset	of	 the	budget	preparation
process,	 finance	 ministry	 officials	 meet	 with	 the	 Niti	 Aayog	 and
other	 planning	 entities	 to	 extensively	 discuss	 the	 potential	 size	 of
gross	budgetary	support	that	would	be	provided	for	the	annual	plan
of	next	financial	year.
Discussions	 with	 Stakeholders	 –	 Industry,	 Economics,	 Lobby
Groups	and	Political	Parties:	The	importance	of	these	discussions
is	 evident	 from	 the	 fact	 that	 the	 finance	 minister	 himself	 sits	 in
some	of	these	discussions.	These	discussions	yield	specific	inputs	to
the	 minister	 regarding	 expectations	 of	 various	 sections	 of	 the
society.
Expense	 Planning:	 Each	 ministry	 and	 department	 along	 with
States,	 Union	 Territories,	 and	 autonomous	 units	 prepare	 their
planned	 expenditure	 proposals	 based	 on	 continuing
programs/schemes	and	new	initiatives	and	submits	 final	proposals
to	the	Secretary	of	Expenditure	in	finance	ministry.
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Why	is	the	Secrecy	in	the	Budget	making	process	not	justified?

Such	 secrecy	may	have	been	 justified	 in	 an	 era	where	 tax	 rates	were
unconscionably	high,	and	it	was	easy	to	manipulate	transactions	to	take
advantage	of	the	amendments.

Today,	 with	 a	 majority	 of	 the	 amendments	 not	 having	 an
immediate	impact,	particularly	in	relation	to	income-tax,	where	the
amendments	come	into	effect	more	than	a	month	after	the	budget
is	 announced,	 the	 secrecy	 of	 the	 budget-making	 process	 certainly
needs	a	relook.
There	 should	 be	 open	 discussions	 between	 the	 government	 and
various	sections	of	the	public	at	various	fora	on	what	amendments
are	in	the	best	interests	of	the	country	as	a	whole.
This	 will	 help	 ensure	 that	 the	 amendments	 are	 well	 thought
through	 and	 balanced	 after	 taking	 into	 account	 various	 points	 of
view.
The	only	beneficiaries	of	 the	 large	number	of	 changes	 in	 tax	 laws
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every	year	are	tax	professionals,	who	need	to	be	consulted	on	the
impact	of	such	changes	and	publishers	of	tax	books,	who	churn	out
new	editions	of	tax	law	books	and	commentaries	every	year.

When	does	the	Budget	making	process	start?

In	 the	 Union	 government,	 there	 is	 a	 budget	 division	 in	 the
department	of	economic	affairs	under	the	Ministry	of	Finance.	This
division	starts	the	process	of	formulation	of	the	next	financial	year’s
Union	budget	in	the	months	of	August–September	every	year.
The	budget	division	issues	a	budget	circular	to	kick-off	the	activities
for	 the	 budget.	 The	 circular	 contains	 detailed	 instructions	 for
various	 stakeholders	 (including	 the	ministries,	 departments,	 PSUs,
and	 states/UTs)	 for	 providing	 relevant	 inputs	 for	 budget
preparations	 along	with	 specific	 forms/templates	 for	 statement	 of
estimates,	reporting	timelines	and	other	constraints.
This	circular	marks	the	start	of	6	months	of	hectic	activities	within
the	Finance	Ministry	and	other	concerned	entities	 to	race	 towards
the	final	budget.
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Where	does	the	Revenue	for	the	Budget	estimation	come	from?

The	 revenues	 for	 the	 government	 come	 in	 two	 forms	 –	 Capital	 and
Current	receipts.

Capital	receipts	 include	the	payment	received	by	the	government
against	the	repayment	for	loans	given	or	from	the	disinvestment	of
government	assets	and	public	sector	equity.
Current	receipts	 include	mainly,	 tax	revenues,	receipts	by	way	of
dividends	from	public	sector	units	and	interest	payments	on	loans
given	out	by	the	central	government.
The	amounts	to	be	received	by	way	of	tax	revenues	is	estimated	on
the	basis	of	existing	rates	of	taxation	and	taking	into	consideration
the	likely	growth	and	inflation	rate	over	the	ensuing	fiscal	year.
On	 the	 capital	 receipts	 side,	 estimation	 of	 targeted	 amounts	 to	 be
realized	through	divestment	of	public	sector	equity	and	amounts	to
be	realized	by	way	of	repayments	of	loans	is	made.
All	 the	 estimates	 are	 provided	 to	 the	 Revenue	 Secretary	 who
collates	the	numbers	across	various	sources	and	comes	up	with	the
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final	size	of	expected	revenue	inflow	into	the	government	treasury.

Who	gives	final	approval	to	the	Budget?

Minister’s	 Budget	 Speech:	 The	 finance	 minister	 seeks	 the
permission	 of	 the	 President	 of	 India	 to	 allow	 him	 to	 present	 the
budget	 in	 Parliament.	 Conventionally,	 the	 budget	 has	 been
presented	in	Lok	Sabha	by	the	finance	minister	on	the	last	working
day	of	 the	month	of	February.	 The	annual	 financial	 statement	 is
laid	on	the	table	of	Rajya	Sabha	after	the	finance	minister	concludes
his	budget	speech	in	Lok	Sabha.
Debate	 in	House:	 Once	 the	 budget	 is	 presented	 in	 the	 house,	 the
provisions	are	debated	for	about	2-3	days,	after	a	short	interval	for
a	few	days.	The	Finance	Minister	responds	to	the	debate	and	tries	to
address	 concerns	 of	 various	 parliamentarians.	 Meanwhile	 the
budget	 is	 also	 forwarded	 to	 Rajya	 Sabha	 for	 comments	which	 are
not	binding	on	Lok	Sabha.
Vote	 on	 Account:	 Since	 Parliament	 is	 not	 able	 to	 vote	 the	 entire
budget	 before	 the	 commencement	 of	 the	 new	 financial	 year,	 the
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necessity	to	keep	enough	finance	at	the	disposal	of	Government	in
order	to	allow	it	to	run	the	administration	of	the	country	remains.	A
special	provision	is,	therefore,	made	for	“Vote	on	Account”	by	which
Government	obtains	the	Vote	of	Parliament	for	a	sum	sufficient	to
incur	expenditure	on	various	items	for	a	part	of	the	year.

How	does	the	Budget	get	printed	securely?

The	 process	 of	 printing	 generally	 starts	 10	 days	 before	 the	 final
document	is	presented.	The	press	is	situated	in	the	basement	of	the
North	Block,	one	of	 the	wings	of	 the	Secretariat	Building	of	Union
Government.	 The	 area	 which	 is	 usually	 a	 high	 security	 zone	 is
further	 fortified	 to	 ensure	 that	 budget	 printing	 is	 undertaken	 in
most	secure	and	quarantined	premises.
The	 entire	 quarantine	 of	 the	 official	 starts	 with	 a	 traditional
“halwa”	ceremony	as	part	of	which	a	special	sweet	dish	is	prepared
and	 served	 in	 North	 Block.	 This	 officially	marks	 the	 beginning	 of
budget	printing	and	lock-in	of	over	100	officials	into	the	basement
of	North	Block.
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The	entire	North	Block	is	set	up	as	an	electronic	cocoon.	No	one	is
allowed	to	carry	a	communication	device	into	the	basement	and	the
workers	have	no	contact	with	their	families.	They	eat	and	sleep	in
the	workshop.	 These	 officers	 gain	 touch	with	 their	 near	 and	 dear
ones	only	after	the	Union	Budget	is	presented!
Intelligence	Bureau	(IB)	assumes	charge	of	the	surveillance	over	the
premises.
Once	printed,	sealed	trunks	of	the	budget	copies	are	transferred	to
the	 Parliament	 in	 the	 dead	 of	 night	 at	 an	 undisclosed	 time	 and
through	an	undisclosed	route.

((( 	)))
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Economy	-	Pre-Budget	2016:	Automobiles

Auto	industry	is	now	an	important	contributor	to	Indian	economy,	not
only	in	terms	of	growth,	but	also	employment.	The	industry,	which	has
not	been	in	the	best	of	health	off-late,	with	poor	rural	demand	and	not-
so-favourable	policy	changes,	is	hoping	Union	Budget	2016	will	provide
the	much	needed	push	in	the	direction	of	growth.
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What	are	the	expectations	of	the	Automobile	Industry?

The	 Society	 of	 Indian	Automobile	Manufactures	 (SIAM)	wants	 the
government	in	the	upcoming	Budget	to	reduce	excise	duty	on	large
cars	 and	 SUVs	 to	 20	 percent	 from	 the	 current	 rates	 of	 up	 to	 30
percent.
The	 reduction	 would	 also	 open	 the	 door	 for	 many	 new
manufacturers	 to	 enter	 India.	 Industry	 reports	 indicate	Hyundai’s
Kia	 and	 Toyota’s	 Lexus	 brands	 are	 currently	 planning	 to	 start
business	 in	 India,	 and	 budget	 decisions	 will	 have	 an	 impact	 on
further	decisions.
The	Industry	is	also	expecting	a	clear	road	map	for	the	Goods	and
Services	 Tax	 (GST)	 Bill	 that	 proposes	 value-added	 tax	 from	 June
2016.	A	clarification	on	the	bill	is	expected	to	smoothen	the	process
of	doing	business	in	the	country.
Complementing	the	Make	in	India	initiative,	there	is	also	a	request
for	 incentives	 for	 research	 and	 development	 as	 well	 as	 financial
support	for	development	of	e-mobility	products	to	auto-component
companies.
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A	clear	roadmap	for	reduction	 in	corporate	 tax	rate	 from	30	 to	25
per	cent	will	help	in	boosting	business.

Why	should	the	Automobile	Sector	be	given	due	importance?

The	automobile	industry	in	India	is	expected	to	be	the	world’s	third
largest	by	2016.
India’s	 automotive	 industry	 is	 one	 of	 the	most	 competitive	 in	 the
world.	Though	it	does	not	cover	100	%	of	technology	or	components
required	to	make	a	car	but	it	is	getting	there.
Leading	 auto	 maker	 Maruti	 Suzuki	 expects	 Indian	 passenger	 car
market	to	reach	4	million	units	by	2020,	up	from	1.97	million	units
in	2014-15.
The	 Indian	 automotive	 sector	 has	 the	 potential	 to	 generate	 up	 to
US$	 300	 billion	 in	 annual	 revenue	 by	 2026,	 create	 65	 million
additional	 jobs	 and	 contribute	 over	 12	 per	 cent	 to	 India’s	 Gross
Domestic	 Product,	 as	 per	 the	 Automotive	 Mission	 Plan	 2016-26
prepared	jointly	by	the	Society	of	Indian	Automobile	Manufacturers
(SIAM)	and	government.
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India	 is	 also	 a	 prominent	 auto	 exporter	 and	 has	 strong	 export
growth	expectations	for	the	near	future.	In	FY	2014-15,	automobile
exports	grew	by	15	per	cent	over	the	last	year.

When	did	the	first	car	run	on	Indian	roads?

It	 was	 in	 1897	 that	 a	 resident	 of	 Calcutta	 brought	 the	 first	 car	 to
India.	The	next	year,	there	were	four	cars	in	Bombay,	one	of	them
owned	by	 Jamshedji	 Tata	 and	 the	other	 three	 also	by	Parsis.	 That
same	 year,	 the	 first	 pneumatic	 tyres	 arrived	 in	 Bombay,	 with
Dunlop	opening	an	office	in	the	city.
Indian	 market	 before	 Independence	 was	 seen	 as	 a	 market	 for
imported	 vehicles	 while	 assembling	 of	 cars	 manufactured	 by
General	Motors	and	other	brands	was	the	order	of	the	day.
Indian	 Automobile	 industry	 mainly	 focussed	 on	 servicing,
dealership,	financing	and	maintenance	of	vehicles.	Later,	only	after
a	 decade	 from	 Independence	 manufacturing	 started.	 India’s
transportation	 requirements	were	met	 by	 Indian	 railways	 playing
an	important	role	till	the	1950’s.
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There	was	no	expertise	or	research	&	development	initiative	taking
place.	 Initially	 labour	 was	 unskilled	 and	 had	 to	 grow	 through	 a
process	of	learning	through	trial	and	error.

Where	 has	 the	 Government	 supported	 the	 Automobile	 sector	 in
2015?

The	 Government	 of	 India	 encourages	 foreign	 investment	 in	 the
automobile	sector	and	allows	100	per	cent	FDI	under	the	automatic
route.
Government	of	India	aims	to	make	automobiles	manufacturing	the
main	 driver	 of	 ‘Make	 in	 India’	 initiative,	 as	 it	 expects	 passenger
vehicles	market	to	triple	to	9.4	million	units	by	2026,	as	highlighted
in	the	Auto	Mission	Plan	(AMP)	2016-26.
In	 the	 Union	 budget	 of	 2015-16,	 the	 Government	 announced	 to
provide	 credit	 of	 Rs	 850,000	 crore	 (US$	 127.5	 billion)	 to	 farmers,
which	is	expected	to	boost	the	tractors	segment	sales.
The	Government	plans	to	promote	eco-friendly	cars	in	the	country
i.e.	CNG	based	vehicle,	hybrid	vehicle,	and	electric	vehicle	and	also
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made	5	per	cent	ethanol	blending	in	petrol	mandatory.
The	government	aims	to	develop	India	as	a	global	manufacturing	as
well	 as	 a	 research	 and	 development	 (R&D)	 hub.	 It	 has	 set	 up
National	 Automotive	 Testing	 and	 R&D	 Infrastructure	 Project
(NATRiP)	 centres	as	well	as	a	National	Automotive	Board	 to	act	as
facilitator	between	the	government	and	the	industry.

Who	were	the	major	investors	in	Indian	Automobile	sector	2015-16?

Global	auto	major	Ford	plans	to	manufacture	in	India	two	families
of	engines	by	2017,	a	2.2	litre	diesel	engine	codenamed	Panther,	and
a	1.2	litre	petrol	engine	codenamed	Dragon,	which	are	expected	to
power	270,000	Ford	vehicles	globally.
The	world’s	largest	air	bag	suppliers	Autoliv	Inc,	Takata	Corp,	TRW
Automotive	 Inc	 and	 Toyoda	 Gosei	 Co	 are	 setting	 up	 plants	 and
increasing	capacity	in	India.
General	Motors	plans	to	invest	US$	1	billion	in	India	by	2020,	mainly
to	increase	the	capacity	at	the	Talegaon	plant	in	Maharashtra	from
130,000	units	a	year	to	220,000	by	2025.
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US-based	 car	maker	Chrysler	has	planned	 to	 invest	Rs	 3,500	 crore
(US$	 525	 million)	 in	 Maharashtra,	 to	 manufacture	 Jeep	 Grand
Cherokee	model.
Mercedes	Benz	has	decided	 to	manufacture	 the	GLA	entry	 SUV	 in
India.	 The	 company	 has	 doubled	 its	 India	 assembly	 capacity	 to
20,000	units	per	annum.
Germany-based	luxury	car	maker	Bayerische	Motoren	Werke	AG’s
(BMW)	 local	 unit	 has	 announced	 to	 procure	 components	 from
seven	India-based	auto	parts	makers.
Mahindra	 Two	 Wheelers	 Limited	 (MTWL)	 acquired	 51	 per	 cent
shares	in	France-based	Peugeot	Motorcycles	(PMTC).

How	is	the	Automobile	sector	at	a	critical	stage	in	India?

The	sector	is	facing	three	important	issues

Emission	 and	 safety:	 The	 regulation	 on	 emission	 and	 safety	 is
likely	 to	 have	 an	 impact	 on	 the	 sector	 in	 the	 immediate	 to	 long
term.	A	clear	regulation	with	consensus	of	all	 stakeholders	will	be
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key.	 The	 government	 wants	 to	 directly	 move	 to	 Bharat	 Stage	 VI
norms	by	2020.	The	industry	will	need	sops	to	get	there.
Transformation:	 The	 auto	 industry	 is	 going	 through	 a
transformation.	 In	 the	 future,	 vehicles	 will	 not	 only	 provide
mobility	 but	 also	 act	 as	 connected	 devices.	 Changing	 customer
preferences	will	have	an	 impact.	The	 sector	has	 to	answer	 –	 to	 go
electric	or	not?

((( 	)))
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Economy	-	Pre-Budget	2016:	Healthcare

India	 allocates	 just	 1.3%	 of	 the	 GDP	 for	 public	 expenditure	 on
healthcare	-	much	lower	than	the	global	average	of	5%.	Indian	Economy
can	 flourish	 only	 if	 healthcare	 is	 given	 its	 due	 importance.	 Can	 this
Budget	make	provisions	 for	 improving	health	 services,	 especially	with
regard	to	improving	access,	affordability	and	quality?	This	sector	awaits
its	magic	pill.
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What	did	the	healthcare	sector	get	from	last	year’s	budget?

There	was	a	total	outlay	of	Rs	33,150	crore	for	the	heath	sector	last
year.	 The	 allocated	 amount	 did	 not	 translate	 to	 the	 much
anticipated	 increase	 of	 GDP	 spend	 from	 1.2	%	 to	 2	 %,	 which	was
projected	as	the	government	intent	before	and	after	the	elections.
It	 increased	 the	 tax	 deduction	 limit	 of	 health	 insurance	 premium
from	Rs.	15,000	to	Rs.	25,000.	The	senior	citizens	above	the	age	of	80
years	were	allowed	tax	deduction	of	up	to	Rs.	30,000.
The	 ‘Swachh	 Bharat’	 mission	 aims	 for	 a	 healthy	 India	 and
contributions	 towards	 the	 Swachh	 Bharat	 Fund	 were	 exempted
from	tax.
It	announced	the	formation	of	All	India	Institute	of	Medical	Sciences
(AIIMS)	in	five	states	including	J&K,	Punjab,	Tamil	Nadu,	Himachal
Pradesh	and	Assam.
However,	 the	 budget	 was	 silent	 on	 the	 promise	 of	 the	 National
Health	 Assurance	 programme	 and	 reduction	 in	 minimum
alternate	tax	for	pharmaceutical	units	involved	in	R&D.
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Why	healthcare	should	be	given	first	priority?

India	accounts	for	21%	of	the	world’s	global	burden	of	disease.	It	is
home	 to	 the	 greatest	 burden	 of	 maternal,	 new-born	 and	 child
deaths	in	the	world.
The	emergence	of	non-communicable	diseases	due	to	changing	life
styles	is	responsible	for	two-thirds	of	the	total	morbidity	burden	and
about	53%	of	total	deaths.
There	 is	 massive	 mismatch	 between	 the	 declared	 objective	 of
universal	 healthcare	 through	 the	 public	 health	 system	 and	 the
actual	level	of	expenditure	remains.
The	 loss	 in	productive	 years	 is	 enormous	 in	 India.	According	 to	 a
2010	World	Bank	report,	the	country	is	losing	more	than	6	%	of	its
GDP	annually	due	to	premature	deaths	and	preventable	illnesses.
A	major	cause	of	indebtedness	in	India	is	due	to	hospitalization	for
major	illnesses,	especially	for	the	poor	people.
If	 healthcare	 is	 given	 its	 due	 importance,	 recognition	 and	 an
ecosystem	to	flourish,	as	per	estimates,	by	2050,	India	is	expected	to
become	world’s	third	biggest	economy.
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When	can	the	health	sector	improve	in	India?

India	has	had	a	history	of	underutilising	the	health	budget	and	the
finance	ministers	have	failed	to	address	this.
A	 minuscule	 1.3%	 of	 the	 GDP	 has	 been	 allocated	 for	 public
expenditure	on	healthcare.	The	total	public	funding	on	core	health
should	be	 increased	 to	 2.5	%	of	GDP	as	 per	 the	Twelfth	 Five	Year
Plan.
The	massive	infrastructure	gap	that	exists	in	the	Indian	healthcare
system	needs	to	be	filled.
One	way	to	cross	that	vast	divide	and	make	healthcare	available	to
all	 is	 by	 using	 technology.	 The	 government	 should	 provide
incentives	to	encourage	the	use	of	technology	such	as	telemedicine,
electronic	health	records,	and	mobile	health,	among	others.
The	 longstanding	 demand	 of	 the	 sector	 to	 accord	 the	 sector	 the
status	 of	 infrastructure	 to	 the	 healthcare	 sector	 should	 be
considered.
The	 process	 of	 obtaining	 licenses	 (74	 licenses	 required	 to	 be
operationalized)	should	be	made	simpler	and	quicker.
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Special	incentives	such	as	tax	breaks	and	land	at	concessional	rates
to	the	health	sector	to	set	up	medical	colleges	and	training	services
should	be	provided.

Where	are	the	positives	seen	in	health	sector	in	recent	times?

Foreign	 Direct	 Investment	 (FDI)	 worth	 US$	 3.21	 billion	 was
attracted	by	the	hospital	and	diagnostic	centres,	between	April	2000
and	September	2015.
A	 unique	 initiative	 for	 healthcare	 ‘SEHAT’	 (Social	 Endeavour	 for
Health	 and	 Telemedicine)	 has	 been	 launched	 to	 empower	 rural
citizens	 by	 providing	 access	 to	 information,	 knowledge,	 skills	 and
other	services	in	various	sectors	through	the	intervention	of	digital
technologies.
GOI	 has	 launched	 the	 National	 Deworming	 initiative	 aimed	 to
protect	more	than	24	crore	children	in	the	ages	of	1-19	years	from
intestinal	worms.
National	Health	Assurance	Mission	once	rolled	out	would	provide
all	 citizens	 with	 free	 drugs	 and	 diagnostic	 treatment,	 as	 well	 as
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insurance	cover	to	treat	serious	ailments.
Government	has	set	a	target	of	95	%	immunisation	cover	by	end	of
2016.
Mission	 Indradhanush	 was	 launched	 which	 aims	 to	 immunise
children	 against	 seven	 vaccine	 preventable	 diseases	 namely
diphtheria,	 whooping	 cough,	 tetanus,	 polio,	 tuberculosis,	 measles
and	hepatitis	B	by	2020.
E-heath	 initiative	 was	 launched,	 which	 aims	 to	 make	 use	 of
technology	and	portals	to	facilitate	people	maintain	health	records
and	 book	 online	 appointments	 with	 various	 departments	 of
different	hospitals	using	eKYC	data	of	Aadhaar	number.

Who	will	benefit	from	targets	set	for	health	under	SDGs?

India	has	signed	up	to	the	Sustainable	Development	Goals	(SDG)	of
United	Nations	in	September,	2015.
It	which	provide	the	road	map	for	global	health	up	to	2030.

The	Health	Goal	has	nine	targets,	incorporating	three	core	clusters:
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Women	and	Children:	Continued	commitment	 to	 the	carried-over
agenda	from	the	Millennium	Development	Goals	on	maternal	and
child	health	and	major	infectious	diseases.
General	 Public:	 The	 new	 agenda	 of	 non-communicable	 diseases,
mental	health,	road	safety	and	pollution	control.
Marginalized	group:	A	health	system	revamp	to	provide	Universal
Health	 Coverage	 (UHC)	 and	 ensure	 unimpeded	 access	 to
reproductive	and	sexual	health	services.

How	can	medical	tourism	flourish	in	India?

The	Indian	medical	tourism	industry	is	pegged	at	US$	3	billion	per
annum,	 with	 tourist	 arrivals	 estimated	 at	 230,000.	 India	 delivers
world-class	healthcare	at	a	tenth	of	the	cost	in	the	US,	a	fifth	of	that
in	Singapore	and	a	third	of	the	cost	in	Thailand.
‘Medical	Tourism’	has	vast	potential	of	growth	and	can	help	beef	up
the	healthcare	ecosystem	in	the	country.
Medical	tourism	will	not	only	contribute	to	the	GDP,	but	it	can	also
create	 an	 eco-system	 of	 excellence	 for	 every	 Indian	 by	 providing
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healthcare	of	the	highest	standard.

To	ensure	medical	tourism	flourishes,	following	can	be	done:

There	 was	 no	 focus	 on	 this	 sector	 in	 the	 last	 Budget.	 Therefore,
better	allocation	for	this	sector	in	the	upcoming	budget	is	the	key.
A	taskforce	under	the	Prime	Minister’s	Office	can	be	set	up	to	drive
the	Medical	Value	Travel	(MVT)	agenda.
Special	branding	 initiatives	 to	promote	 Indian	Medical	Tourism	 in
all	Indian	Embassies.
Option	of	Visa	on	arrival	for	all	countries	and	option	of	online	visa
at	overseas	Indian	Embassies.
India	needs	to	have	a	policy	where	it	can	issue	medical	visa	within
one	week	of	applying	with	the	embassy.

((( 	)))
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Economy	-	Pre-Budget	2016:	Infrastructure

Infrastructure	–	or	rather	the	lack	of	it	-	has	been	a	serious	roadblock	in
India’s	 path	 of	 economic	 progress.	 While	 many	 advanced	 economies
and	 fiscally	 constrained	 developing	 countries	 have	 developed	 their
physical	 infrastructure	 successfully,	 India	 is	 still	 struggling	 to	meet	 its
needs.	What	makes	infrastructure	critical	to	India’s	growth?	Why	can’t
the	PPP	model	be	the	panacea	to	all	problems?
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What	is	the	current	scenario	in	infrastructure	sector	of	India?

India	 needs	 Rs	 31	 trillion	 (US$	 465	 billion)	 to	 be	 spent	 on
infrastructure	 development	 over	 the	 next	 five	 years,	 with	 70	 per
cent	 of	 funds	 needed	 for	 power,	 roads	 and	 urban	 infrastructure
segments.
The	 Indian	power	 sector	 itself	 has	 an	 investment	potential	 of	US$
250	billion	 in	 the	next	4-5	years,	providing	 immense	opportunities
in	power	generation,	distribution,	transmission	and	equipment.
The	Indian	construction	equipment	industry	is	reviving	after	a	gap
of	four	years	and	is	expected	to	grow	to	US$	5	billion	by	FY2019-20
from	current	size	of	US$	2.8	billion.
Foreign	 Direct	 Investment	 (FDI)	 received	 in	 construction
development	sector	from	April	2000	to	September	2015	stood	at	US$
24.16	billion.
India	 is	witnessing	significant	 interest	 from	international	 investors
in	 the	 infrastructure	 space.	Many	Spanish	 companies	 are	keen	on
collaborating	 with	 India	 on	 infrastructure,	 high	 speed	 trains,
renewable	energy	and	developing	smart	cities.
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The	 government	 has	 rolled	 out	 stuck	 projects	worth	 Rs	 4	 lakh	 Cr
(US$	 60	 billion)	 in	 the	 past	 six	 months	 (ending	 November	 2015);
infrastructure	 development	 seems	 to	 be	 the	 government’s	 top
priority	in	order	to	improve	economic	growth.

Why	should	the	government	be	concerned	about	this	sector?

Economic	 Survey	 2015-16	 has	 termed	 infrastructure	 as	 “sine	 qua
non”	 for	 achieving	 robust	 growth	 and	 said	 that	 government	 has
accorded	 top	 priority	 to	 the	 sector	 and	 has	 undertaken	 a	 slew	 of
steps	to	augment	it.
This	 sector	 is	 considered	 important	because	of	 the	 ripple	effects	 it
has	 on	 the	 economy.	 For	 example,	 when	 the	 infrastructure
development	 gets	 a	 boost,	 there	 is	 automatic	 generation	 of
employment.	With	increased	employment,	there	is	raised	standard
of	living.
When	the	 infrastructure	gets	developed,	other	sectors	of	economy
will	reap	 the	benefits	by	decrease	 in	 the	 input	costs	and	 increased
profits.
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On	 the	 flip	 side,	when	 there	are	more	 stalled	projects,	 it	 increases
the	 Non-Performing	 Assets	 (NPAs)	 of	 banks	 and	 hence	 affects	 the
banking	industry	as	well.
Hence,	the	government	is	concerned	about	taking	measures	which
will	impact	this	sector	positively	without	adding	to	the	NPAs.

When	could	Public-Private-Partnership	model	be	revitalized?

The	leading	reason	for	slowdown	in	the	investment	in	the	last	few
years	has	been	 “stalling	of	projects”.	 The	public	 investment	may
need	 to	 step	 in	 to	 recreate	 an	 environment	 to	 crowd-in	 private
sector	investment.

This	model	can	be	improved	in	the	following	ways.

Undertake	restructuring	of	the	existing	PPP	contracts,	with	burden
sharing	among	different	stakeholders.
Various	issues	which	have	slowed	down	private	investments	in	the
roads,	 electricity	 and	 port	 sectors	 would	 need	 to	 be	 addressed	 to
revive	PPPs	in	these	sectors.

302



There	is	a	need	to	put	in	place	dedicated	institutional	structures	to
ensure	the	enforcement	and	monitoring	of	concession	agreements.
There	is	also	a	need	to	put	in	place	an	effective	dispute	resolution
mechanism	expeditiously.
Finally,	there	is	a	need	to	formulate	a	comprehensive	National	PPP
policy	 which	 should	 clearly	 spell	 out	 the	 objectives,	 scope	 and
implementing	 principles	 of	 the	 PPP	 program	 envisaged	 by	 the
Government.

Where	 were	 the	 allocations	 for	 infrastructure	 made	 in	 the	 last
Budget?

Finance	Minister	Arun	Jaitley,	in	his	Budget	2015-16,	underlined	the
government’s	 commitment	 to	 reviving	 the	 investment	 cycle	 to
spur	 growth	 by	 increasing	 public	 expenditure	 in	 capital
formation.
He	 announced	 a	 significant	 increase	 of	 Rs.70,000	 Crore	 in
investment	in	infrastructure	in	2015-16	over	the	current	year,	with	a
focus	on	railways	and	roads.
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Government	 announced	 to	 set-up	 National	 Investment	 and
Infrastructure	 Fund	 (NIIF)	 for	 addressing	 financial	 concerns
affecting	 the	growth	of	 infrastructure	sector.	The	 fund	 is	yet	 to	be
constituted.	The	operational	framework	was	approved	on	20	August
2015.	 NIIF	 got	 registered	 with	 SEBI	 as	 Category	 II	 Alternative
Investment	Fund	(AIF)	on	December	28,	2015.

Who	said	what	about	infrastructure	sector?

Economic	survey	2015-16	said	–

The	infrastructure	sector	has	seen	impressive	growth.	Many	policy
measures	taken	by	the	government	have	started	showing	its	impact
on	 increased	 FDI	 inflows,	 better	 performance	 of	 infrastructure
sector.
The	 landmark	 initiatives	 like	 Make	 in	 India	 would	 also	 help	 in
transforming	 infrastructure	 sector	which	 is	 essential	 for	achieving
and	sustaining	higher	economic	growth.
Enhanced	public	investment	in	infrastructure	has	been	emphasized
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to	‘crowd-in’	private	investments.
The	contribution	of	five	sub-sectors	-	mining,	iron	and	steel,	textiles,
infrastructure	and	aviation	to	the	total	stressed	advances	was	53	%.
To	augment	road	 infrastructure	 in	 far-flung	 tough	 terrains,	border
and	coastal	areas,	the	government	proposes	to	spend	Rs	2.67	lakh	Cr
under	 its	 ambitious	 Bharatmala	 project.	 The	 programme	 is
targeted	for	completion	by	2022

For	 the	 better	 performance	 of	 infra	 sector	 analysts	 opine	 that
newer	 and	 innovative	 funding	 techniques	 and	 sources	 are	 to	 be
devised,	 changes	 in	 the	 regulatory	 environment	 in	 which
infrastructure	 companies	 operate	 and	 the	 tax	 framework	 which
applies	to	the	sector	are	to	be	made	favorable.

How	infrastructure	fared	in	FY16?

According	 to	 Economic	 Survey	 2015-16,	 below	 is	 the	 performance	 of
infra	sub	sectors.

Power
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In	the	nine	months	of	FY16,	generation	stood	at	829.85	units,	up	4.43
percent	over	 the	same	period	 last	year.	The	growth	was	primarily
driven	 by	 strength	 in	 thermal	 power	 generation,	 which	 forms	 a
bulk	of	the	country’s	power	generation.
Under	the	Integrated	Power	Development	Scheme	and	Deendayal
Upadhyaya	Gram	Jyoti	Yojana,	schemes	to	strengthen	distribution
also	saw	traction	this	year.
The	government	also	undertook	the	UDAY	program	that	aims	to	fix
state	discoms’	broken	balance	 sheets	by	aiming	 to	 convert	part	of
their	debt	into	state	bonds.
Besides,	 a	 national	 LED	 program	 is	 expected	 to	 result	 in	 annual
electricity	saving	and	reduction	in	demand.

Roads:	Under	the	National	Highways	Development	Program	(NHDP),
the	 government	 has	 completed	 26177	 kms	 of	 highway,	 out	 of	 a	 total
sanctioned	56071	kms.

Civil	aviation:	There	has	been	strong	growth	in	traffic	at	Indian	airports
during	2015-16.	Both	 international	and	domestic	passengers	and	cargo
has	increased	significantly.

Telecommunications

The	performance	of	the	telecommunications	sector	during	2015-16
has	been	encouraging.
Overall	 tele-density	 in	 the	 country	 increased	 from	79.4	 percent	 at
the	 beginning	 of	 the	 financial	 year	 to	 81.5	 percent	 at	 the	 end	 of
October	 2015,	 while	 total	 broadband	 connections	 have	 touched
120.9	million.

((( 	)))
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Economy	-	Pre-Budget	2016:	Children

Children	in	India	constitute	one-third	of	its	population	and	it	is	critical
that	 every	 child	 is	 given	 the	 right	 to	 development.	However,	 children
were	the	most	neglected	lot	in	last	year’s	Budget	with	overall	allocations
down	 by	 29%.	 There	 are	 high	 hopes	 about	 increased	 allocation	 this
Budget.	 India	 –	 if	 it	 has	 to	 move	 ahead	 –	 cannot	 leave	 its	 children
behind.

308



What	do	India’s	children	expect	from	this	Budget?

The	key	nodal	Ministries	and	 flagship	 schemes	 should	get	 enough
financial	resources	to	meet	the	need	of	children.
Children	related	legislation	and	commitments	must	have	financial
backing	and	be	adequately	resourced	in	the	upcoming	Budget.
Central	 government	 should	 be	 the	 primary	 duty	 bearer	 to
implement	children	related	schemes	as	they	are	one	of	the	critical
elements	of	National	Development	Agenda.
There	 is	 a	 need	 for	 adequate	 budgetary	 support	 for	 the	 much-
awaited	new	education	policy.
Integrated	 Child	 Protection	 Scheme	 (ICPS)	 was	 envisaged	 to
create	a	protective	environment	for	children	in	the	country	but	has
been	ignored	completely.	At	least	a	three-fold	increase	in	budgetary
allocation	is	required	here.
There	 is	 a	 need	 for	 increased	 allocation	 to	 address	 the	 needs	 of
children	 with	 disabilities,	 for	 quality	 food	 distribution	 under	 the
Mid-Day	 Meal	 scheme,	 investment	 towards	 skilling	 Anganwadi
workers,	 increasing	 the	 number	 of	 qualified	 teachers	 for
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elementary	 education	 and	 increasing	 investment	 in	 secondary
education.

Why	should	children	be	given	the	first	priority?

India’s	children	account	for	over	40%	of	its	total	population	but	its
budgetary	priorities	have	never	reflected	their	needs	enough.
India	spends	just	3%	of	 the	GDP	on	education,	which	 is	half	of	 the
UNESCO-prescribed	norm	of	6%.
The	 allocation	 of	 the	 total	 budget,	 which	 stands	 at	 3.26%	 for
children,	has	never	crossed	5%	in	the	past.
Millions	 of	 children	 still	 remain	 out	 of	 school	 or	 don’t	 complete
primary	education	even	to	this	day.
As	 a	 country	 that	 is	 reaping	 rich	 democratic	 dividends,	 it	 is
absolutely	crucial	that	we	invest	more	in	children.
UN	 Human	 Rights	 Council	 and	 the	 Sustainable	 Development
Goals	 talk	 about	 better	 investment	 in	 order	 to	 achieve
developmental	needs	but	 India	has	been	 reducing	 its	 spending	on
children.
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Therefore,	 children	 need	 to	 be	 prioritised	 for	 their	 all-round
development	 by	 allocating	 appropriate	 resources	 to	 meet	 their
needs.

When	did	India	perform	better	in	areas	related	to	children?

India	has	made	make	tremendous	progress	in	its	efforts	to	achieve
the	 Millennium	 Development	 Goals	 which	 ended	 in	 2015.
Comparatively	 fewer	 children	 die	 of	 preventable	 causes,	 more
mothers	survive	childbirth	and	many	children,	especially	girls,	are
in	school.
Close	to	15%	of	people	below	poverty	the	line	have	moved	up	which
indicates	 better	 health	 and	 nutrition	 to	 the	 children	 from	 such
families.
India	 has	 also	 committed	 to	 achieving	 the	 Sustainable
Development	Goals,	initiated	in	2015.
In	 recent	 times,	 the	 country	 has	 made	 noteworthy	 progress	 in
improving	the	status	of	undernourished	children.
There	 is	 a	 decline	 in	 malnourishment	 and	 stunting,	 as	 per	 the
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Rapid	Survey	on	Children	2013-14.	The	government	has	credited	the
ICDS	and	National	Rural	Health	Mission	(NHRM)	for	it.
Almost	two	million	children	in	the	6-14	age	group	have	enrolled	in
both	 government	 and	 private	 elementary	 schools	 across	 the
country,	 after	 RTE	 was	 rolled	 out	 with	 initiatives	 such	 as	 Sarva
Shiksha	Abhiyan	(SSA),	launched	in	2000-01.

Where	 are	 improvements	 required	 for	 sectors	 like	 education	 and
health	for	children?

The	 Right	 to	 Education	 (RTE)	 Act	 has	 not	 been	 properly
implemented	because	of	resource-crunch.	Only	8%	of	government
schools	are	RTE	compliant.
The	 major	 gaps	 in	 area	 of	 budgetary	 allocation	 for	 RTE
implementation	 are	 in	 retention,	 access,	 enhancing	 quality	 and
school	infrastructure.
For	 every	 Rs	 100	 allocated	 for	 children	 in	 the	 budget,	 Rs	 79	 is
allocated	for	education	and	Rs	16	for	development;	however	health
and	child	protection	needs	received	only	Rs	5.	This	imbalance	needs
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to	be	addressed.
In	 the	 absence	 of	 a	 sound	 public	 health	 care	 system	 delivering
services	 for	 children,	 it	 is	 not	 possible	 to	 improve	 child	 health
outcomes,	 particularly	 for	 the	 poor.	 So	 robust	 heath	 care	 system
should	be	put	in	place.

Who	has	asked	for	what?

Nobel	 laureate,	Kailash	Satyarthi	 has	 asked	 for	higher	budgetary
allocation	on	children’s	health,	education	and	safety.	He	said,	 “the
money	government	spends	on	children	is	dismal”.
Child	 Rights	 and	 You	 (CRY),	 a	 non-governmental	 organisation,
which	works	 for	 child	 rights,	has	 sought	more	allocation	 for	 child
development	 from	 the	 upcoming	 Union	 Budget.	 With	 increasing
crimes	against	children,	the	NGO	has	sought	robust	mechanism	for
child	 protection,	 especially	 in	 rural	 areas	 while	 pointing	 out	 the
need	 for	 training	 of	 concerned	 officials	 and	 awareness	 generation
among	people.
Parliamentarian	 Rajeev	 Chandrasekhar	 has	 written	 to	 FM	 Arun
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Jaitley	 seeking	 an	 enhancement	 of	 budgetary	 allocations	 to	 the
Ministry	of	Women	and	Child	Development,	specifically	in	the	areas
to	ensure	child	safety	against	abuse.

How	did	last	year’s	budget	impact	children?

The	children	received	an	inadequate	share	of	3.26%	out	of	the	total
allocation	 in	 Budget	 2015-16,	 a	 substantial	 reduction	 of	 29%	 from
the	Budget	2014-15.
The	 cuts	 have	 been	 in	 schemes	 launched	 to	 address	 a	 range	 of
issues	 including	malnutrition,	 right	 to	 education,	 health	 and	 child
protection.
The	allocations	cut	down	funds	by	51%	for	Ministry	of	Women	and
Child	Development	(MWCD),	17%	for	Ministry	of	Human	Resource
Development	 and	 13%	 for	 The	 Ministry	 of	 Health	 and	 Family
Welfare.
There	 were	 cuts	 for	 child	 related	 schemes	 which	 included	 both
health	 and	 education:	 The	 Integrated	 Child	 Development	 Services
(54.19%),	 NHRM	 -	 Reproductive	 and	 Child	 Health	 (21.63%),	 The
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Sarva	 Shiksha	 Abhiyan	 (20.74%)	 and	 Mid-Day	 Meal	 scheme
(30.11%).
Allocations	 for	 pre-matric	 and	 post-matric	 scholarships	 for
minorities	 neglected	 and	 resources	 for	 child	 protection	 were	 the
lowest	again.

However,	 only	 positive	 announcement	 was	 seen	 in	 senior	 secondary
education:

To	ensure	there’s	a	senior	secondary	school	within	five	kilometers
of	every	child
To	 upgrade	 over	 80,000	 secondary	 schools	 and	 add	 or	 upgrade
75,000	junior/middle	schools	to	the	senior	secondary	level.

((( 	)))
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Economy	-	Budget	2016:	What	India	needed,	more	or	less

The	opposition	claims	“there	was	nothing	spectacular	in	this	Budget”.
They	 are	 right.	 Everyone	 –	 except	 the	 rich	 –	 got	 something	 from	 this
budget	and	the	farmers	got	the	most.	The	Finance	Minister	retained	the
fiscal	 deficit	 targets.	 The	 stock	market	 did	not	 like	 the	Budget	 but	 the
markets	have	a	short	memory.	We	give	this	Budget	4	out	of	5	stars.
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What	was	the	format	of	the	Budget	speech?

There	were	two	parts	of	the	announcements

Part	A	 dealt	with	Agriculture	 and	 Farmers’	Welfare,	 Rural	 Sector,
Social	 Sector	 including	 Health	 Care,	 Education,	 Skills	 and	 Job
Creation,	 Infrastructure	and	Investment,	Financial	Sector	Reforms,
Governance	and	Ease	of	Doing	Business	and	Fiscal	Discipline.
Part	 B	 dealt	 with	 Tax	 Reforms.	 This	 was	 sub-divided	 into	 nine
sections	-	Relief	to	small	tax	payers,	Measures	to	boost	growth	and
employment	 generation,	 Incentivising	 domestic	 value	 addition	 to
help	 Make	 in	 India,	 Measures	 for	 moving	 towards	 a	 pensioned
society,	 Measures	 for	 promoting	 affordable	 housing,	 Additional
resource	 mobilization	 for	 agriculture,	 rural	 economy	 and	 clean
environment,	 Reducing	 litigation	 and	 providing	 certainty	 in
taxation,	 Simplification	 and	 rationalization	 of	 taxation	 and	 use	 of
Technology	for	creating	accountability.
Annexures	were	provided	at	the	end	–	one	set	of	each	part.	Like	the
last	year,	this	year	too,	the	Finance	Minister	(FM)	did	not	delve	into
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the	 fine	print	 of	 the	 announcements,	 encouraging	 everyone	 to	 go
through	the	annexures	for	the	details.

Why	are	we	giving	4	stars	(out	of	5)	to	Budget	2016-17?

The	FM,	against	what	was	expected,	has	courageously	retained	the
ceiling	of	an	unchanged	fiscal	deficit	target	at	3.9	%	for	FY	16	and
3.5%	 for	 FY17.	 The	 path	 of	 fiscal	 consolidation	 has	 not	 been
abandoned	in	the	true	spirit	of	the	Fiscal	Responsibility	and	Budget
Management	(FRBM)	Act.
His	resource	base	increased	by	just	Rs	90,000	crore.	Of	this,	he	will
spend	Rs	25,000	 crore	 to	 recapitalize	banks	 (lesser	 than	expected),
and	 another	 Rs	 40,000	 crore	 for	 capital	 investment	 (including	 Rs
17,000	crore	for	irrigation	projects).
For	the	markets,	the	two	biggest	positives	were	-	no	increase	in	the
services	tax,	which	was	speculated	to	rise	by	2	%,	and	no	change	in
capital	gains	tax.
Cess	remains	in	fashion	as	the	favoured	mechanism	to	raise	funds.
0.05%	 ‘Krishi	 Vikas	 Cess’	 on	 all	 services	 to	 fund	 rural	 welfare
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schemes;	infrastructure	cess,	of	1%	on	small	petrol,	LPG,	CNG	cars,
2.5%	 on	 diesel	 cars	 of	 certain	 capacity	 and	 4%	 on	 other	 higher
engine	 capacity	 vehicles	 and	 SUVs	 ‘Clean	 Energy	 Cess’	 levied	 on
coal,	 lignite	 and	 peat	 has	 been	 renamed	 as	 ‘Clean	 Environment
Cess’	 and	 its	 rate	 increased	 from	 Rs	 200	 per	 tonne	 to	 Rs	 400	 per
tonne.
Infrastructure	remains	in	focus	with	a	total	allocation	of	2.21	lakh
crore	of	which	97,000	crore	is	for	roads.
As	was	expected,	the	FM	gave	special	attention	to	agriculture,	with
an	allocation	of	35,000	crore.
For	 the	 common	man,	 the	 Income	Tax	did	not	 change.	However,
House	 Rent	 Allowance	 has	 been	 increased	 from	 Rs	 24,000	 to	 Rs
60,000.
In	 taxation,	 a	 number	 of	 announcements	were	made	 to	 simplify
and	 rationalise	 our	 tax	 administration	 regime.	 Perhaps
controversially,	 another	 Voluntary	 Disclosure	 Scheme	 for
unaccounted	money	has	been	announced.

When	will	the	Indian	farmer	benefit	from	this	Budget?
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With	an	allocation	of	Rs	35,984	crore	for	Agriculture	and	Farmers’
welfare,	 the	 FM	 asserted	 the	 need	 to	 think	 beyond	 ‘food	 security’
and	give	back	to	our	farmers	a	sense	of	‘income	security’.
He	promised	that	the	Government	will	reorient	its	interventions	in
the	farm	and	non-farm	sectors	to	double	the	income	of	the	farmers
by	2022.
28.5	 lakh	 hectares	 will	 be	 brought	 under	 the	 ‘Pradhan	 Mantri
Krishi	 Sinchai	 Yojana’	 which	 will	 be	 implemented	 in	 mission
mode	(target	based).
Implementation	 of	 89	 irrigation	 projects	 under	 Accelerated
Irrigation	Benefits	Programme,	which	have	been	languishing,	will
be	fast	tracked.
A	dedicated	Long	Term	Irrigation	Fund	will	be	created	in	NABARD
with	an	initial	corpus	of	about	Rs	20,000	crore.
A	major	programme	for	sustainable	management	of	ground	water
resources	 has	 been	 prepared	 with	 an	 estimated	 cost	 of	 Rs	 6,000
crore.
The	target	under	the	Soil	Health	Card	Scheme	(launched	last	year)
is	to	cover	all	14	crore	farm	holdings	by	March	2017.
‘Parmparagat	 Krishi	 Vikas	 Yojana’	 and	 ‘Organic	 Value	 Chain
Development	 in	 North	 East	 Region’	 have	 been	 launched	 to
promote	Organic	Farming.
Unified	 Agriculture	 Marketing	 Scheme,	 which	 envisages	 a
common	 e-market	 platform	 that	 will	 be	 deployed	 in	 selected	 585

regulated	wholesale	markets,	will	be	launched	on	14th	April.
19,000	 crore	 have	 been	 allocated	 for	 the	 Pradhan	 Mantri	 Gram
Sadak	Yojana	(PMGSY).
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Where	are	the	reasons	for	the	disappointment	of	the	stock	market?

To	 begin	 with,	 there	 was	 bloodbath	 happening	 across	 the	 Asian
stock	exchanges;	so	the	setting	was	gloomy.
The	rich	investors	have	a	reason	to	hate	the	Budget.	Individuals	and
firms	 with	 a	 dividend	 income	 of	 more	 than	 Rs.10	 lakh	 will	 be
charged	additional	tax	at	the	rate	of	10%.	This	will	be	in	addition	to
the	 20%	 corporate	 dividend	 distribution	 tax	 (DDT)	 already	 being
charged.	In	an	immediate	reaction	to	this	development,	apart	from
other	announcements,	BSE’s	Sensex	fell	as	much	as	2.85%
Also,	 banks	 have	 been	 allocated	 only	 Rs	 25,000	 crore	 for
recapitalisation,	which	is	considered	grossly	inadequate.
Sale	of	spectrum	has	been	brought	under	the	net	of	service	tax.	This
is	bad	news	for	the	struggling	telecom	sector.
On	the	positive	side,	the	Service	Tax	was	not	increased	(as	was	being
speculated)	 and	 no	 changes	 were	 done	 to	 the	 Long	 Term	 Capital
Gains	lock-in	period.	Also,	the	FM	offered	a	settlement	opportunity
to	 companies	 (Vodafone,	 Cairns	 India)	 which	 are	 fighting	 a	 legal
battle	for	retrospective	taxation.
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The	markets	recovered	from	their	lows	to	end	around	0.66%	lower.

Who	was	ignored	in	this	Budget?

A	capital	infusion	of	only	Rs	25,000	crore	has	been	announced	for
government-banks,	and	the	FM	said	his	ministry	is	open	to	bringing
down	government	stake	in	IDBI	below	51	%.
Given	the	stressed	asset	situation	in	the	banking	sector	(14%	of	total
assets	 are	 stressed),	 the	 financial	 sector	 was	 expecting	 more
infusion.	The	banks	were	clearly	ignored	and	their	stocks	crashed.
The	 FM	 continues	 to	 underestimate	 the	 capital	 needs	 of	 state-run
banks.	In	his	first	budget,	he	allocated	only	Rs	11,200	crore	and	has
so	far	refused	to	think	of	radical	reforms	in	the	banking	sector	such
as	merging	small	banks	and	bringing	in	private	capital.
Arguably,	 the	 ‘Indradhanush’	 package	 announced	 by	 the	 FM	 last
year	 to	 revive	 Public	 Sector	 Banks	 isn’t	 adequate	 to	 set	 these
institutions	on	safer	path.	They	need	money.	Now.
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How	well	has	the	FM	‘balanced’	taxation	concerns?

Last	 year,	 he	 had	 promised	 to	 bring	 down	 the	 Corporate	 Income
Tax	rate	to	25%	from	30%	in	4	years.	This	year,	he	has	not	cut	the
tax	 at	 all,	 except	 for	 new	 manufacturing	 units	 (without	 any
exemption)	 which	 will	 be	 charged	 25%	 and	 enterprises	 with	 a
turnover	of	less	than	5	crore	which	will	pay	29%.
He	pleased	the	foreign	investors	who	had	disputes	with	the	Indian
government	 on	 retrospective	 taxation.	 A	 new	 scheme	 of	 dispute
resolution	for	such	foreign	investors	were	announced	in	the	Budget,
which	could	open	 the	doors	 for	 companies	 like	Vodafone	 to	 settle
their	long	pending	tax	disputes.
For	the	domestic	tax	payers	too,	Jaitley	announced	a	limited	period
compliance	window	that	could	run	from	June	1	to	September	30	to
enable	 them	 to	 come	 clean	 before	 the	 tax	 department.	 However,
this	will	come	with	a	cost	(45%).
The	securities	transactions	tax	(STT)	in	case	of	 ‘Options’	is	hiked	to
0.05	per	cent	from	0.017	per	cent	earlier.
Taxing	dividend	income	above	Rs	10	lakh	at	10	%	is	something	that
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serious	long	term	inventors	will	worry	about.
Steps	 have	 been	 taken	 to	 reduce	 the	 discretionary	 powers	 of	 the
Income	Tax	officials.
Service	 tax	 has	 not	 been	 hiked.	 No	 change	 has	 been	 done	 to	 the
long	term	capital	gains	taxation	policy.

((( 	)))
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Economy	-	Budget	2016:	Health	Sector	disappointed

The	 Union	 Budget	 2016-17	 has	 spelt	 out	 incremental	 schemes	 for
improving	 healthcare.	 They	 include	 a	 new	 insurance	 scheme	 for	 BPL
families	 and	 senior	 citizens;	 National	 Dialysis	 Program	 to	 address	 the
problem	of	 high	 cost	 of	 renal	 dialysis;	 and	 around	 3000	 Jan	Aushadhi
stores	 to	 provide	 quality	 medicines	 at	 affordable	 prices.	 However,
experts	feel	that	the	health	sector	deserved	more.

325



What	are	the	announcements	about	health	sector	in	Budget	2016-17?

The	 Union	 Budget	 2016-17	 announced	 by	 Finance	 Minister	 Arun
Jaitley,	 includes	 incremental	 schemes	 for	 improving	 healthcare
coverage	and	some	duty	sops	for	selected	treatment	segment.
The	 government	 will	 launch	 a	 new	 health	 protection	 scheme	 to
provide	health	 insurance	coverage	of	Rs	1	 lac	 to	BPL	 families	and
senior	citizen.	The	increased	insurance	coverage	is	a	welcome	step.
The	 move	 to	 provide	 affordable	 medicines	 was	 long	 overdue.
Hence,	 the	budget	has	proposed	 for	setting	up	3,000	 Jan	Aushadhi
stores	under	PM	Jan	Aushadi	Yojana.
A	National	Dialysis	programme	 has	 also	been	devised,	 given	 the
high	costs	of	renal	dialysis.
9,000	crore	have	been	allocated	for	Swachh	Bharat	Abhiyan.
The	 announcement	 of	 tax	 holiday	 for	 start-ups	 for	 three	 of	 five
years	 of	 setting	 up	 the	 company	 might	 encourage	 innovative
healthcare	firms	to	come	up.
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Why	has	budget	disappointed	the	health	sector?

This	year	again	the	Budget	has	neglected	the	overall	development
of	the	healthcare	sector,	as	per	experts.
Though	the	sector	has	an	intense	demand	supply	gap,	the	finance
minister	 (FM)	 has	 failed	 to	 bring	 a	 fundamental	 change	 by
increasing	public	healthcare	spending.
Despite	 the	 hope	 built	 up	 by	 the	 government	 to	 give	 special
emphasize	to	health,	the	FM	failed	to	cheer	the	sector.
It	has	again	disappointed	the	sector	on	the	larger	schemes	such	as
National	Health	Mission	and	universal	coverage.
The	 pressing	 matters	 like	 increased	 national	 spend	 for	 overall
healthcare;	larger	insurance	coverage;	infrastructure	development
and	 increased	 access	 to	primary	 and	 secondary	 healthcare	 were
left	unattended	once	again.
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When	was	Rashtriya	Swasthya	Bima	Yojana	(RSBY)	launched?

RSBY	 was	 launched	 by	 the	 Labour	 and	 Employment	 Ministry	 on
April	1,	2008.
Its	 objective	 is	 to	 provide	 health	 insurance	 coverage	 to	 Below
Poverty	Line	families.
Its	beneficiaries	are	entitled	to	hospitalisation	coverage	of	up	to	Rs
30,000	for	most	diseases.
The	 coverage	 extends	 to	 five	members	 -	 including	 family-head	 of
the	household,	spouse	and	up	to	three	dependents.
Beneficiaries	 have	 to	 pay	 only	 Rs	 30	 as	 registration	 fee,	 while
Central	and	state	governments	pay	premium	to	the	insurer.
In	2013,	Delhi	Medical	Association	expressed	concern	that	lakhs	of
people	 had	 been	 cheated	 in	 the	 scheme	 even	 after	 holding	 smart
card	and	lots	of	false	hopes	as	the	scheme	was	a	failure.
United	 India	 Insurance	which	was	 looking	 after	 the	 scheme	 until
March,	2013,	had	not	 reimbursed	Rs	1.5	 crore.	The	hospitals	have
incurred	huge	losses	due	to	this.
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Where	will	the	new	health	insurance	scheme	help?

At	 present,	 RBSY	 is	 the	 only	 health	 insurance	 in	 India	 which
provides	coverage	to	BPL	families.
As	per	various	estimates,	inflation	in	health	insurance	is	in	double
digits.	Health	insurance	costs	are	high	for	senior	citizens	 because
risks	associated	with	them	are	high.
The	budget	proposal	to	launch	a	new	health	protection	scheme	will
ensure	 penetration	 of	 health	 insurance	 and	 promote	 financial
inclusion.
This	scheme	will	offer	a	health	cover	of	up	to	Rs	1	lakh	per	family
and	for	senior	citizens	in	age	group	of	60	years	and	above.
The	 proposal	 for	 additional	 Rs	 30,	 000	 health	 cover	 for	 senior
citizens	will	help	reduce	the	burden	of	healthcare	expenditure	for
the	aged
FM	Arun	Jaitley	said,	“Catastrophic	health	events	are	the	single	most
important	 cause	 of	 unforeseen	 out-of-pocket	 expenditure	 which
pushes	lakhs	of	households	below	the	poverty	line	every	year.	Serious
illness	 of	 family	 members	 causes	 severe	 stress	 on	 the	 financial
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circumstances	 of	 poor	 and	 economically	weak	 families,	 shaking	 the
foundation	of	their	economic	security”.

Who	will	benefit	from	National	Dialysis	Program?

The	 patients	 suffering	 from	 kidney	 diseases,	 who	 need	 dialysis
services	will	benefit	from	this	program.
There	 are	 approximately	 4,950	 dialysis	 centres	 in	 the	 country,
largely	 in	 the	private	sector	and	concentrated	 in	 the	major	 towns.
Hence,	the	demand	is	only	half	met.
Every	 dialysis	 session	 costs	 about	 Rs	 2,000	 leading	 to	 an	 annual
expenditure	of	more	than	Rs	3	lakh.
It	 will	 help	 those	 families	 that	 have	 to	 undertake	 frequent	 trips,
especially	 rural	 people	 who	 often	 cover	 long	 distances	 to	 access
dialysis	services,	incurring	heavy	travel	costs	and	loss	of	wages.
The	 National	 Dialysis	 Services	 Programme	 works	 through	 PPP
Mode	and	funds	will	be	made	available	to	provide	dialysis	services
in	all	district	hospitals.
There	is	also	proposal	to	exempt	certain	parts	of	dialysis	equipment

330



from	basic	customs	duty,	excise	or	Countervailing	Duty	(CVD)	and
Special	Additional	Duty	(SAD).

How	will	opening	of	Jan	Aushadhi	stores	help?

The	 government	 will	 provide	 for	 setting	 up	 3,000	 Jan	 Aushadhi
stores	 under	 Prime	 Minister’s	 Jan	 Aushadhi	 Yojana.	 They	 will	 be
opened	during	2016-17.
The	 Yojana	 was	 started	 in	 2008	 with	 the	 aim	 to	 make	 quality
medicines	 and	 seeks	 to	 popularise	 the	 use	 of	 unbranded	 generic
medicines	 to	 bring	 down	 actual	 expenses	 on	 medicines	 for	 the
common	man	and	make	health	care	affordable	and	safe.
Opening	 these	 medical	 stores	 across	 the	 country	 is	 to	 provide
quality	medicines	at	affordable	prices	with	focus	on	rural	areas.
The	 government	 aims	 at	 “reinvigorating”	 the	 supply	 of	 generic
drugs	as	making	quality	medicines	available	at	affordable	prices	has
been	a	key	challenge.
The	 poor	 and	 disadvantaged	 will	 benefit	 the	 most	 through	 these
specialised	outlets.
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Economy	-	Budget	2016:	Infrastructure	gets	its	due

India	needs	 infrastructure	–	as	much	as	 it	 can	get.	Progress	 in	 Indian
infrastructure	has	been	painstakingly	 slow	 in	 recent	years.	To	address
this	 concern,	 Finance	 Minister	 Arun	 Jaitley,	 announced	 a	 slew	 of
measures	to	boost	infrastructure	and	investment,	with	a	focus	on	roads
and	highways.	He	also	announced	steps	to	re-vitalize	PPPs.	Is	it	a	good
start?
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What	is	announced	in	the	budget	regarding	infrastructure?

Total	 investment	 in	 the	 road	 sector,	 including	 Pradhan	 Mantri
Gram	Sadak	Yojana	(PMGSY)	allocation,	would	be	97,000	cr	during
2016-17.
India’s	highest	ever	kilometers	of	new	highways	were	awarded	 in
2015.	 Government	 is	 going	 to	 approve	 nearly	 10,000	 kms	 of
National	Highways	in	2016-17.
Allocation	of	55,000	crore	in	the	Budget	for	Roads.	Additional	15,000
crore	to	be	raised	by	NHAI	through	bonds.
Total	outlay	for	infrastructure	is	2,21,246	crore.
Amendments	to	be	made	in	Motor	Vehicles	Act	to	open	up	the	road
transport	sector	in	the	passenger	segment.
Action	plan	for	revival	of	un-served	and	underserved	airports	 to
be	drawn	up	in	partnership	with	State	Governments.
To	 provide	 calibrated	 marketing	 freedom	 in	 order	 to	 incentivize
gas	 production	 from	 deep-water,	 ultra	 deep-water	 and	 high
pressure-high	temperature	areas
Comprehensive	plan,	spanning	next	15	to	20	years,	to	augment	the

334



investment	in	nuclear	power	generation	to	be	drawn	up.
The	Finance	Minister	 said	as	high	as	85	per	cent	of	 “the	70	 stuck
road	projects	have	been	put	back	on	track”.
To	 bolster	 ports	 sector,	 Rs	 8,000	 crore	 has	 been	 provided	 for	 the
Sagarmala	project.

Why	did	government	focus	more	on	this	sector	in	this	budget?

Economic	Survey	2015-16	 has	 termed	 infrastructure	as	 “sine	qua
non”	(indispensable	and	essential)	for	achieving	robust	growth.
This	 sector	 is	 considered	 important	 because,	 when	 infrastructure
develops,	then	there	is	automatic	generation	of	employment.
When	infrastructure	gets	developed,	other	sectors	of	economy	reap
benefits	by	decrease	in	the	input	costs	and	increased	profits.
Also,	 when	 there	 are	 less	 stalled	 projects,	 it	 decreases	 the	 Non-
Performing	Assets	(NPAs)	of	banks.
Hence,	the	government	is	concerned	about	taking	measures	which
will	impact	this	sector	positively.
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However,	there	are	challenges:

Risks	of	further	global	slowdown	and	turbulence.
Additional	 fiscal	 burden	 due	 to	 7th	 Central	 Pay	 Commission
recommendations	and	OROP.
Higher	 allocations	 are	 needed	 to	 provide	 financial	 security	 to	 the
farmers	who	provide	us	with	food	security.

When	was	PMGSY	launched?

The	 Pradhan	 Mantri	 Gram	 Sadak	 Yojana	 or	 PMGSY	 is	 a
nationwide	 plan	 in	 India	 to	 provide	 good	 all-weather	 road
connectivity	to	unconnected	villages.
This	Centrally	Sponsored	Scheme	was	 introduced	 in	2000	 by	 the
then	Prime	Minister	of	India	Shri	Atal	Bihari	Vajpayee.
It	is	under	the	authority	of	the	Ministry	of	Rural	Development	and
is	fully	funded	by	the	central	government.
In	 order	 to	 implement	 this,	 an	Online	Management	&	Monitoring
System	 (OMMS)	GIS	 system	was	developed	 to	 identify	 targets	 and
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monitor	progress.
In	 the	 current	budget	 allocations	Finance	Minister	has	 said	 –	 “We
are	 implementing	 the	 Pradhan	 Mantri	 Gram	 Sadak	 Yojana
(PMGSY)	as	never	before.	This	Scheme	had	suffered	in	the	past
because	of	underfunding.”
This	 budget	 have	 substantially	 increased	 the	 allocation	 for	 this
program	in	the	last	two	years	and	have	now	allocated	19,000	crore
in	2016-17.
Together	 with	 States’	 share,	 totally	 about	 Rs	 27,000	 crore	 will	 be
spent	on	this	Yojana	in	2016-17.
The	goal	 is	 to	advance	 the	completion	 target	of	 the	program	from
2021	to	2019	and	connect	 the	remaining	65,000	eligible	habitations
by	constructing	2.23	lakh	kms	of	roads	and	also	to	step	up	the	pace
of	construction	of	roads.

Where	are	the	initiatives	to	revitalize	the	Public	Private	Partnership
(PPP)	model?

There	 has	 been	 sharp	 decline	 in	 private	 investment	 during	 the
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Twelfth	 Plan	 period,	 which	 has	 adversely	 impacted	 infrastructure
investment	 in	 the	 country.	 It	 may,	 therefore,	 be	 imperative	 to
revitalize	the	PPPs	for	boosting	infrastructure	investment.
The	leading	reason	for	slowdown	in	investment	in	the	last	few	years
has	been	“stalling	of	projects”.	Public	investment	may	need	to	step
in	 to	 recreate	 an	 environment	 to	 crowd-in	 private	 sector
investment.

Steps	taken	in	Budget	2016-17	to	revitalize	PPP	model:-

Public	 Utility	 (Resolution	 of	 Disputes)	 Bill	 will	 be	 introduced
during	2016-17.
Guidelines	for	renegotiation	of	PPP	Concession	Agreements	will	be
issued.
New	 credit	 rating	 system	 for	 infrastructure	 projects	 to	 be
introduced.
Reforms	are	to	be	brought	in,	in	FDI	policy	in	the	areas	of	Insurance
and	Pension,	Asset	Reconstruction	Companies,	Stock	Exchanges.
100%	 FDI	 to	 be	 allowed	 through	 Foreign	 Investment	 Promotion
Board	 (FIPB)	 route	 in	 marketing	 of	 food	 products	 produced	 and
manufactured	in	India.
A	new	policy	for	management	of	government	investment	in	Public
Sector	 Enterprises,	 including	 disinvestment	 and	 strategic	 sale,
approved.
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Who	will	get	impacted?

The	steps	announced	as	part	of	budget	will	bring	on	track	derailed
projects	which	had	been	waiting	for	that	last-mile	funding.
Bharatmala	 and	 Sagarmala:	 These	 ambitious	 schemes	 would
provide	access	to	better	road	infrastructure	across	the	country.	Also,
having	a	better	connectivity	along	the	7500km	coastline	of	India	will
help	in	creating	an	economic	corridor	by	connecting	the	port	cities
and	increasing	foreign	trade.
Banking	sector:	The	infrastructural	sector	getting	a	boost	from	the
government	 would	 lead	 to	 the	 completion	 of	 stalled	 projects	 and
reductions	of	NPAs	for	banks.
Transport	 industry:	 The	 passenger	 and	 freight	 fares	 could
drastically	 come	 down	 and	 speed	 would	 increase	 with	 well-
developed	and	connected	roads.
As	 part	 of	 its	 boost	 to	 affordable	 housing,	 by	 giving	 incentives,
government	has	encouraged	the	real	estate	players	and	new	home
buyers.
The	 infrastructure	 cess,	 to	 be	 imposed	 on	 small	 petrol,	 LPG	 and
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CNG	cars,	diesel	 cars	of	 certain	 capacity	and	on	other	high	engine
capacity	vehicles	and	SUVs,is	set	to	impact	the	price	of	automobiles.

How	 has	 the	 government	 performed	 in	 boosting	 infrastructure	 in
India?

Apart	from	the	thrust	on	the	roads	sector,	the	Union	Budget	has	laid
out	 a	 five-pronged	 route	 to	 step	 up	 public	 investment	 in
infrastructure.
This	includes	a	sharp	surge	in	capital	expenditure	of	state-owned
enterprises.
National	Investment	and	Infrastructure	Fund	(NIIF)	isto	be	set	up
to	leverage	an	annual	fund	flow	of	Rs	20,000	crore.
Government	is	planning	to	“revisit	and	revitalize”	the	PPP	mode	of
infrastructure	 development.	 The	 major	 issue	 involved	 is
rebalancing	of	risk.
The	Oil	Industry	(Development)	Act,	1974,	is	being	amended	so	as
to	reduce	the	cess	on	domestically	produced	crude	oil	from	Rs	4,500
per	tonne	to	20	per	cent	ad	valorem.
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With	near	stagnation	in	domestic	production	and	consequent	rapid
increase	 in	 imports,	 the	 government	 is	 considering	 incentivizing
gas	 production	 from	 deep-water,	 ultra	 deep-water	 and	 high
pressure-high	 temperature	 areas,	 which	 are	 presently	 not
exploited	on	account	of	higher	cost	and	higher	risks.

((( 	)))
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Economy	-	Budget	2016:	Women	and	Children

The	 Union	 Budget	 2016-17	 has	 bracketed	 women	 and	 child
development	 under	 the	 ‘social	 sector’.	 The	 government	 calls	 it	 a	 pro-
women	budget	due	to	higher	budgetary	allocation.	However,	it	has	only
marginally	 focused	 on	 children.	 Has	 the	 Budget	 missed	 another
opportunity	 to	 lift	 Human	 Development	 Score	 of	 India	 by	 failing	 to
infuse	sufficient	funds	for	education	and	health	of	children?
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What	does	Budget	2016-17	offer	women?

To	avoid	confusion,	let	us	be	clear	with	this	–	the	Budget	allocated	some
money	 for	 women-only	 schemes;	 however	 many	 other	 schemes	 too
have	components	for	women.	It	becomes	extremely	difficult	to	quantify
numbers	specific	to	women	from	the	latter	category.

A	cursory	glance	at	the	annexure	tells	us	that	“schemes	for	welfare
of	women”	 have	 seen	 an	 allocation	 of	 Rs	 90,625	 crore	which	 is	 a
modest	increase	of	9%	over	the	revised	estimate	of	last	year.
The	 budget	 has	 proposed	 to	 increase	 spending	 on	women-specific
schemes	across	ministries	by	55%.
The	 funds	 directed	 to	 women-only	 schemes	 have	 increased	 from
Rs.11,388.41	crore	in	2015-16	to	Rs.17,412.01	crore	in	2016-17.
The	budget	also	announced	Rs.2,000	crore	 for	 liquefied	petroleum
gas	connections	in	the	name	of	women	in	rural	households.
It	has	allocated	of	Rs.500	crore	for	SC/ST	and	women	entrepreneurs
under	the	Stand	Up	India	scheme.
Allocation	 to	 schemes	 such	 as	 the	 National	 Mission	 for
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Empowerment	of	Women	has	been	doubled.
The	Nirbhaya	fund	will	receive	an	additional	Rs.470	crore	and	One
Stop	 Centres	 for	 women	 affected	 by	 violence	 will	 receive	 Rs	 75
crores.
The	government	has	announced	 it	will	also	be	 focusing	on	setting
up	shelter	homes	 for	women	and	equipping	 these	homes	with	all
facilities	to	teach	them	skills	and	employment	opportunities.

Why	should	minors	rejoice	Budget	2016-17?

The	budget	has	allocated	Rs.72,394	crore	 to	education	which	 is	an
increase	of	around	5%	over	the	2015-16	estimate.
The	department	of	school	education	has	been	given	Rs.43,554	crore
and	higher	education	has	got	Rs.28,840	crore.
62	 new	 Navodaya	 Vidyalayas	 will	 be	 opened	 in	 the	 remaining
uncovered	districts	over	the	next	two	years.
300	 schools	 will	 be	 catered	 to	 through	 online	 entrepreneurship
courses
Rs	 16120	 crore	 has	 been	 allotted	 for	 various	 Intergrated	 Child
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Development	 Services	 which	 includes	 Rs.	 300	 crores	 for	 the
National	Nutrition	Mission.
Mid-Day	 Meal	 scheme	 has	 been	 allocated	 of	 Rs	 9700	 crores,	 an
addition	of	Rs	464	crores	when	compared	to	the	2015-16	budget.
Beti	Bachao	Beti	Padhao	scheme	has	received	Rs	100	crore.

When	could	the	Budget	2016-17	be	called	completely	pro-women?

The	Budget	has	been	a	mixed	bag	 for	women.	 It	would	be	called	pro-
women	if	the	following	were	addressed:

The	allocation	for	the	Ministry	of	Women	and	Child	Development	is
almost	the	same	as	last	year	and	it	has	invited	criticism.
There	 are	 still	 no	 programmes	 for	 adolescent	 girls,	 or	 for	 skill
enhancement	of	women.
The	number	of	ministries	and	departments	reporting	in	the	Gender
Based	Budgeting	has	reduced	from	34	to	31	this	year.
The	 scheme	meant	 for	 implementation	of	 the	Domestic	 Violence
Act	has	not	received	any	allocation.

345



The	 current	 fund	 allocation	 Rs	 400	 crore	 will	 be	 insufficient	 for
implementing	 Indira	 Gandhi	 Matritva	 Sahyog	 Yojana	 in	 all
districts.

Where	are	the	loopholes	in	this	budget	when	it	comes	to	children?

All	schemes	related	to	children	in	the	Budget	have	a	total	allocation
of	Rs	 65758.45	 crore.	 This	 is	 an	 increase	 of	 just	 Rs	 1123.36	 crore
when	compared	to	last	year.
Though	 the	 budget	 mentioned	 about	 commitment	 of	 the
government	 to	 improving	 quality,	 there	 are	 no	 indications	 how
millions	of	government	schools	will	be	improved	to	provide	quality
school	education.
The	allocation	under	 the	Integrated	Child	Protection	Scheme	 has
marginally	decreased	from	Rs	402	crore	to	Rs	397	crore.
The	demand	 for	grants	 for	 school	education	by	MHRD	was	Rs.	63,
826.7	 crores,	 but	 only	Rs	 43,	 554	 crores	 has	 been	 allocated	by	 the
Finance	ministry.	This	is	a	whopping	shortfall	of	Rs	20,	273	crores.
The	 budget	 proposal	 does	 not	 talk	 about	 Right	 to	 Education,
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Rashtriya	 Madhyamik	 Shiksha	 Abhiya	 and	 Rashitriya
Uchchatar	Shiksha	Abhiyan.
The	 allocation	 for	 Sarva	 Shiksha	 Abhiya	 has	 gone	 up	 by	 a
negligible	Rs.	500	crores.
Girl’s	 education	 also	 continues	 to	 be	 a	 challenge,	 but	 the	 focus
seems	to	have	shifted	away	from	addressing	that	this	year.	National
Scheme	 for	 Incentives	 to	 Girls	 for	 Secondary	 Education	 has	 been
allocated	just	Rs	3	crores.

Who	says	what	about	the	Budget?

Child	Rights	and	You	 (CRY),	 has	 stated	 that	 not	 enough	 attention
has	been	paid	to	child	welfare	initiatives	in	the	Budget.
Komal	Ganotra,	 Director	 of	 CRY’s	 Policy,	 Research	 and	 Advocacy
wing,	said	“The	non-voting	population	(children)	of	the	country	has
yet	again	not	received	adequate	resources	in	the	Union	Budget	2016-
17.	The	increased	outlays	in	social	sector	in	the	2016-17	Union	Budget
has	focused	marginally	on	children’s	issues.”
Sushma	 Paul	 Berlia,	 chairperson,	 National	 Economic	 Affairs
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Council	at	ACCI	said	“The	long-pending	demand	of	6%	GDP	outlay	for
education	sector	has	also	not	been	considered	and	there	is	no	clarity
on	100%	utilization	of	education	cess.”
Yamini	Mishra,	 gender-responsive	 budget	 specialist	 for	 the	 Asia-
Pacific,	 UN	 Women	 said	 “While	 some	 schemes	 have	 seen
improvement	 in	 allocation,	which	 is	 commendable,	 it	 is	 a	matter	 of
concern	that	several	others	like	the	one	for	the	protection	of	domestic
violence	victims	has	not	seen	any	allocation.”
Jagmati	 Sangwan,	 General	 Secretary	 of	 the	 All	 India	 Democratic
Women’s	 Association	 said	 “The	 Modi	 government	 only	 pays	 lip
service	to	the	welfare	of	mothers	and	the	girl	child	while	the	trend	to
cut	actual	spending	continues.”

How	will	higher	education	sector	benefit	from	recent	budget?

The	Department	of	Higher	Education	has	been	allocated	Rs	28,840
crore	this	year	compared	to	Rs	25,399	crore	for	the	year	2015-16.
There	 is	 a	 provision	 for	 setting	up	 a	Higher	 Education	 Financing
Agency	(HEFA)	with	an	initial	capital	base	of	Rs.1,000	crore.
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HEFA	will	 be	 a	not-for-profit	 organization	 that	will	 leverage	 funds
from	 the	 market	 and	 supplement	 them	 with	 donations	 and	 CSR
fund.
There	 will	 be	 scheme	 formulated	 for	 enabling	 regulatory
architecture	 to	 10	public	 and	10	private	 institutions	 to	 emerge	 as
world-class	 Teaching	 and	 Research	 Institutions.	 This	 will
enhance	 affordable	 access	 to	 high	 quality	 education	 for	 ordinary
Indians.
There	 is	 a	 proposal	 for	 digitizing	 all	 education	 credentials	 of
students	 from	 Class	 X	 onwards	 and	 keeping	 them	 in	 a	 demat
format.	This	can	cover	1.4	million	schools,	45,000	colleges	and	700
universities.	 This	 academic	 depository	 move	 will	 help	 curb
educational	 fraud	and	help	employers	verify	potential	 job	seekers’
educational	qualifications.

((( 	)))
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Economy	-	Budget	2016:	Automobile	Industry

New	cars	in	India	are	set	to	become	expensive	as	the	Finance	Minister
announced	 new	 taxes	 on	 all	 the	 passenger	 cars,	 from	 entry	 level	 to
luxury	 ones.	 But	 the	 increased	 expenditure	 on	 infrastructure	 projects
may	help	the	industry.		Overall,	this	is	not	the	budget	the	auto	industry
was	hoping	for.	India’s	auto	industry	needs	to	adapt.	Now.
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What	were	the	announcements	in	the	Union	Budget	2016?

The	 Finance	 Minister	 (FM)	 announced	 additional	 taxes	 (again!)	 on
passenger	vehicles:

1	%	infrastructure	cess	on	small	petrol/LPG/CNG	cars	of	length	not
exceeding	4-metre	with	an	engine	capacity	below	1200cc.
2.5	 %	 additional	 tax	 on	 sub-4	 metre	 diesel	 cars	 with	 engine	 not
exceeding	1500cc.
1%	luxury	tax	on	all	the	cars	above	Rs	10	lakh.
4	 %	 tax	 on	 bigger	 sedans,	 MPVs	 and	 SUVs	 with	 higher	 engine
capacity.
Electrically	 operated	 vehicles,	 hybrid	 vehicles,	 hydrogen	 vehicles
based	on	 fuel	cell	 technology,	vehicles	which	after	clearance	have
been	 registered	 for	 use	 solely	 as	 taxi,	 cars	 for	 physically
handicapped	 persons	 and	 vehicles	 cleared	 as	 ambulances	 or
registered	 for	 use	 solely	 as	 ambulance	 will	 be	 exempt	 from	 this
cess.
The	 government	 also	 announced	 Rs	 55,000	 crore	 for	 roads	 and
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highway	and	a	total	of	Rs	97,000	crore	for	new	roads.
If	the	roads	become	better,	more	vehicles	will	be	bought.	But	that	is
a	long	term	plan.	In	the	short	run,	the	auto	majors	have	reasons	to
sulk.

Why	 does	 the	 Union	 Budget	 2016	 negatively	 impact	 the	 Auto
Industry?

Joe	 King,	 Head	 of	 Audi	 India	 summed	 it	 up	 correctly:	 “We	 are
disappointed	that	the	industry’s	demand	on	reducing	excise	duty	has
not	been	addressed.	On	the	contrary,	1%	infrastructure	cess	on	petrol,
CNG,	 LPG	 cars,	 2.5%	 on	 small	 diesel	 cars	 and	 4%	 on	 bigger	 diesel
cars	and	SUV’s	has	been	added	which	will	further	affect	the	price	and
consequently	affect	the	demand.	Also	we	need	to	evaluate	the	impact
of	 extra	 tax	 levy	 of	 1%	 on	 purchase	 of	 cars	 above	 Rs	 10	 lakh.
Government	has	not	announced	any	positive	 initiatives	 for	 the
industry	 which	 contributes	 so	 heavily	 to	 the	 manufacturing
sector	and	the	overall	economy.”
The	additional	taxes	will	be	an	extra	burden	for	the	consumers	and
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would	 lead	 to	 lower	 demand	 at	 a	 time	 when	 the	 industry	 is
already	under	pressure	to	upgrade	their	products	to	new	safety
and	emission	standards.
The	Vehicle	Scrapping	Scheme	which	could	have	been	a	big	support
to	the	industry	didn’t	find	mention	in	the	budget.
The	Original	 Equipment	Manufacturers	 (OEM)	might	 not	 consider
India	as	a	market	 to	export	big	cars	due	to	additional	 taxes	which
are	2.5	times	more	than	the	tax	on	smaller	cars.

When	was	FAME-India	scheme	launched?

The	 government	 introduced	 FAME-India	 (Faster	 Adoption	 and
Manufacturing	 of	 Hybrid	 and	 Electric	 vehicles)	 scheme	 in	 the
country	as	part	of	the	National	Electric	Mobility	Mission	Plan.
The	scheme,	which	was	launched	in	April	last	year,	envisages	Rs	795
crore	support	in	the	first	two	fiscals	starting	with	the	current	year.

Objective	 -	 To	 support	 the	 hybrid	 or	 electric	 vehicles	 market
development	and	its	manufacturing	eco-system	in	the	country	in	order
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to	achieve	self-sustenance	in	stipulated	period	of	6	years	i.e.	till	2020.

Phase-1	will	be	implemented	over	a	two	year	period	in	FY15-16	and
FY16-17.	Based	on	the	outcome	and	experience	from	Phase-1,	it	will
be	 reviewed	 for	 implementation	 after	 31	 March	 2017.	 Then
appropriate	fund	will	be	allocated	for	future.
In	 the	 Union	 Budget	 2015-16	 FM	 Arun	 Jaitley	 said	 that	 “The
exemption	 rate	 of	 duties	 which	 existed	 on	 parts	 of	 environment
friendly	vehicles	with	expiry	on	March	31	this	year	I	am	planning	to
continue	that.”

Where	are	the	positives	for	the	Automotive	Industry	in	this	Budget?

Let’s	 discuss	 some	 economics	 first.	 What	 should	 matter	 to	 the	 auto
industry	 is	 not	 just	 how	 much	 more	 the	 cars	 will	 cost	 but	 also	 how
much	more	disposable	income	the	potential	buyers	will	have.	Also,	the
willingness	of	 the	buyers	 to	buy	 the	 cars	also	depend	on	1)	Fuel	 costs
(which	 have	 come	 down)	 and	 2)	 Roads.	 So	 it	 is	 not	 entirely	 unfair	 to
charge	an	 infrastructure	cess	which	will	boost	 the	demand	in	 the	 long
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run.

Getting	into	specifics:

Relief	 has	 been	 given	 to	 those	 in	 rented	 houses;	 deduction	 raised
from	 24,000	 to	 60,000	 under	 Section	 88G	 (House	 Rent	 Allowance).
This	may	result	in	a	little	more	money	in	the	pockets	of	the	salaried
class	and	may	give	impetus	to	demand.
Government	 allocates	 Rs	 200	 crore	 jointly	 for	 NATRiP	 (National
Automotive	Testing	&	R&D	Infrastructure	Project)	&	FAME	 (Faster
Adoption	 and	 Manufacturing	 of	 Electric	 vehicle)	 projects.	 This
should	help	 in	making	 India	 self-reliant	 in	 the	 field	of	automotive
testing	and	have	tests	more	suited	to	India.	Incentives	under	FAME
would	encourage	people	to	buy	alternate-fuel	vehicles.
Under	 the	 Pradhan	 Mantri	 Kaushal	 Vikas	 Yojana	 (PMKVY),	 1500
multi	skill	training	institutes	will	be	set	up	for	which	Rs.	1700	crore
have	 been	 set	 aside.	 This	 would	 address	 the	 grievance	 of	 the
industry	of	not	getting	enough	skilled	workers.

Who	benefitted	the	most	from	the	2016	Budget?
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An	 allocation	 of	 Rs.	 55,000	 crore	 in	 the	 Budget	 for	 Roads	 and
Highways	 has	 been	 proposed	which	will	 be	 further	 topped	 up	 by
additional	Rs.	15,000	crore	to	be	raised	by	NHAI	through	bonds.	The
total	investment	in	the	road	sector	including	Pradhan	Mantri	Gram
Sadak	Yojana	allocation	would	be	97,000	crore	during	2016-17.
The	FM	announced	that	nearly	10,000	KMs	of	National	Highways
are	 expected	 to	be	 approved	 in	 2016-17.	 In	 addition	nearly	50,000
KMs	of	 State	Highways	 will	 also	 be	 taken-up	 for	 up-gradation	 as
National	Highways.	The	total	outlay	for	infrastructure	in	budgetary
estimates	2016-17	stands	at	Rs.	2,21,246	crore.
The	FM	said	that	infrastructure	and	investment	are	the	fifth	support
pillar	 of	 Budget	 Theme	 ‘Transform	 India’.	 A	 total	 outlay	 of	 Rs.
2,18,000	 crore	 will	 be	 spent	 on	 capital	 expenditure	 of	 roads	 and
railways	in	2016-17.

How	did	the	Automobile	Industry	react?

R.C.	Bhargava,	Chairman	Maruti	Suzuki:	“The	vehicle	manufacturers
are	being	directed	to	get	to	Euro	VI	by	2020	and	vehicles	contribute
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so	little	to	pollution.	Main	pollutant	in	Delhi	for	example	is	PM	2.5,
which	is	dust.	Cars	only	contribute	2	percent	to	that	according	to	IIT
Kanpur	study.	So	why	only	cars	are	being	targeted	for	pollution,
especially	 when	 they	 are	 being	 pushed	 to	 incur	 the	 higher	 cost	 for
Euro	 6	 is	 something	which	 is	 difficult	 to	 understand	 and	 accept	 as
being	fair	and	reasonable.”
Vishnu	 Mathur,	 Director	 General	 SIAM	 is	 relieved	 that	 hybrids,
electrics	 and	 fuel	 cell	 vehicles	 have	 been	 left	 out	 of	 the
additional	 cess	 regime	 as	 the	 Union	 Government	 has	 been
promoting	clean	and	green	mobility	under	the	Faster	Adoption	and
Manufacturing	 of	 Hybrid	 and	 Electric	 Vehicles	 (FAME)	 scheme
rolled	out	last	April.

The	message	is	clear:	the	carbon	emitting	big	passenger	vehicles	are
becoming	to	pollution	(as	per	the	government)	as	cigarette	is	to	lung
cancer.	 The	 government	wants	 the	 automobile	 industry	 to	undergo	 a
paradigm	shift	–	move	towards	the	hybrid	and	electric	vehicles.	The	big
auto	 majors	 can	 complain	 about	 this,	 or	 can	 act	 upon	 it	 to	 their
advantage.

((( 	)))
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Economy	-	Budget	2016:	Start-ups

The	 rule	 about	 building	 expectations	 is	 that	 you	 have	 to	 live	 up	 to
them.	The	government	has	made	“start-up”	a	theme	of	its	governance.
So,	it	was	natural	for	the	entrepreneurs	of	India	-	a	fast	emerging	start-
up	nation	-	to	expect	much	more	than	what	they	got	from	the	Budget.
The	 start-up	 community	 feels	 that	 its	 near-term	 concerns	 remain
unaddressed.
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What	was	announced	in	the	Union	Budget	2016	for	the	Start-Ups?

Start-ups	 will	 not	 be	 brought	 under	 Income	 Tax	 and	 Minimum
Alternate	Tax	will	be	applicable.
100%	deduction	on	profits	 for	 start-ups	 for	3	out	of	 first	 5	years	 if
approved	before	FY2019	under	the	Start-up	India	scheme.
The	 corporate	 income	 tax	 rate	 for	 the	 next	 financial	 year	 of
relatively	 small	 enterprises	 i.e.	 companies	 with	 turnover	 not
exceeding	 Rs.	 5	 crore	 is	 proposed	 to	 be	 lowered	 to	 29	 %	 plus
surcharge	and	cess.
The	 new	manufacturing	 companies	which	 are	 incorporated	 on	 or
after	1.3.2016	are	proposed	to	be	given	an	option	to	be	taxed	at	25%
plus	surcharge	and	cess	provided	they	do	not	claim	profit	linked	or
investment	 linked	 deductions	 and	 do	 not	 avail	 of	 investment
allowance	and	accelerated	depreciation.
Registration	of	a	company	will	take	no	longer	than	just	a	day	under
the	 Government’s	 One	 Day	 Incorporation	 Policy	 due	 to
amendments	in	Companies	Act,	2013.
The	 FM	 also	 announced	 the	 setting	 up	 of	 a	 fund	 to	 raise	 Rs	 2500

359



crore	for	4	years	to	finance	start-ups.

Why	are	the	Start-Ups	not	excited	about	Budget	2016?

The	 start-up	 community	 in	 the	 State	 felt	 that	 the	 Union	 budget
could	have	been	a	little	more	generous.
Though	start-ups	have	been	given	a	3	year	tax	holiday	and	capital
gains	exemption,	but	 the	100	percent	tax	deduction	programme	is
only	for	start-ups	approved	before	FY2019	under	the	Start-up	India
scheme	thus	very	few	start-ups	come	under	this	ambit.
Regarding	 long	 term	Capital	 Gains	 Tax,	 the	 Finance	Minister	 (FM)
has	reduced	the	holding	period	from	3	to	2	years	but	countries	like
Singapore	have	0	%	Capital	Gains	Tax	making	 it	attractive	 to	have
companies	located	there.
There	is	no	mention	of	exit	policy	or	 listing	norms	for	start-ups	 in
the	Budget	presentation.
There	is	no	indication	of	setting	off	of	losses	made	in	start-ups	which
could	boost	angel	investment.

360



When	was	Start-Up,	Stand-Up	India	launched?

Start-up	India,	 launched	on	16	January	2016,	 is	based	on	an	action
plan	 aimed	 at	 promoting	 bank	 financing	 for	 start-up	 ventures	 to
boost	entrepreneurship	and	encourage	start-ups	with	jobs	creation.
The	 Standup	 India	 initiative	 is	 also	 aimed	 at	 promoting
entrepreneurship	among	SCs/STs,	women	communities.
It	is	focused	on	getting	rid	of	“license	raj”	and	removing	hindrances
like	 land	 permissions,	 foreign	 investment	 proposal	 and
environmental	clearances.	It	will	be	conducted	by	the	Department
of	Industrial	Policy	and	Promotion	(DIPP).
In	line	with	the	launch	of	Startup	India	Action	Plan,	the	FM	in	the
Budget	 said	 the	 government	 is	 working	 to	 enable	 registration	 of
new	companies	in	just	one	day.	Accordingly,	the	government	plans
to	 introduce	 a	 bill	 to	 amend	 the	 Companies	 Act,	 2013	 during	 the
current	session	of	parliament.
The	budget	has	proposed	an	allocation	of	Rs	500	crore	 for	women
entrepreneurs	and	entrepreneurs	belonging	to	scheduled	castes	and
scheduled	tribes.
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Where	does	Budget	2016	support	SC/ST	and	Women	Entrepreneurs?

Government	 has	 allocated	 Rs	 500	 crore	 for	 Scheduled	 caste,
Scheduled	tribes	and	women	entrepreneurs	in	the	Budget	under	the
Stand-Up	India	scheme.
The	scheme	will	facilitate	at	least	2	such	projects	per	bank	branch,	1
in	each	category	of	entrepreneurs	and	will	benefit	at	least	2.5	lakh
entrepreneurs	in	this	category.
It	will	also	set	up	a	national	hub	in	the	Ministry	of	Micro	Small	and
Medium	 Enterprises	 (MSME)	 in	 partnership	 with	 industry
associations	 to	 provide	 professional	 support	 to	 scheduled
caste/scheduled	tribes	(SC/ST)	entrepreneurs.
Anisha	 Singh,	 CEO	 and	 co-founder	 of	 Mydala,	 an	 online	 deals
website,	 said.	“Allocation	of	Rs	500	crore	 to	women	and	categorised
entrepreneurs	seems	to	be	insufficient	when	it	comes	to	fostering	pan
India	 growth.	 Given	 the	 fact	 that	 there	 are	 over	 19,000	 startups	 in
India,	 supplementary	 allocation	 of	 funds	 to	 this	 category	 would	 be
warranted	 in	 order	 to	 actually	 aid	 startups	 and	 make	 this
programme	a	success.”
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Who	said	what?

Vijay	Shekhar	Sharma,	Founder	and	CEO,	Paytm	 said	 “Finally,	 the
government	has	provided	legislative	backing	that	will	unleash	the	full
potential	of	such	an	incredible	platform.	Overall,	the	budget	creates	a
strong	foundation	for	sustainable	growth	in	rural	&	urban	India.”
Siddhartha	 Roy,	 CEO	 of	 Hungama.com	 opines-	 “The	 Union	 Budget
2016	has	stepped	in	the	direction	to	pave	the	way	for	rural	digitization
with	a	focus	on	digital	literacy.	The	digital	literacy	scheme	announced
by	Mr.	Arun	Jaitley	in	rural	India	will	not	only	give	rise	to	increased
manpower	but	also	boost	employment	generation.”
Manish	Kumar,	Co-founder	&	CEO,	GREX	said,	“We	believe	the	Union
Budget	2016-17	is	well	aligned	with	Prime	Minister’s	 ‘Make	in	India’
and	‘Startup	India’	campaign.	The	budget	focuses	clearly	on	growth,
development,	job	creation	and	creating	a	better	environment	for	doing
business	in	India.”
Govind	 Rajan,	 Chief	 Operating	 Officer,	 FreeCharge	 said	 “We	 are
excited	to	see	Government’s	push	towards	research	&	innovation	and
80%	 discount	 on	 filing	 patent	 applications	 by	 start-ups	will	 further
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see	new	home-grown	innovations	coming	from	start-ups.”

How	 do	 the	 efforts	 of	 the	 government	 fall	 short	 of	 start-ups’
requirements?

There	are	two	threads	which	run	to	contradict	government’s	claims	of
doing	enough	for	the	start-ups	in	India

1.	 What	is	being	done	is	not	enough

The	 tax	 exemption	 comes	 for	 3	 of	 the	 first	 5	 years.	 Very	 few
start-ups	 make	 profits	 in	 the	 first	 few	 years.	 So,	 this	 tax
exemption	is	redundant,	unless	it	is	made	for	“first	3	years	after
the	start-up	starts	making	profit”.
The	definition	of	a	start-up	under	the	Startup	India	Action	Plan
(SIAP)	 is	 so	 stringent	 (original	 innovation	 +	 patent)	 that	 very
few	will	become	eligible	in	the	first	place.	So,	if	someone	wants
to	start	an	ecommerce	company	 to	 taken	on	Flipkart,	 she	will
have	 no	 support.	 By	 the	 way,	 Flipkart	 itself	 is	 copy-pasted
version	of	Amazon.
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2.	 Not	enough	if	being	done

The	 biggest	 problem	 which	 a	 start-up	 faces	 is	 that	 of
funding.	The	greatest	saviours	are	the	angel	investors.	The
angels	are	not	provided	any	tax	incentives.
Employee	 Stock	 Options	 (ESOPs)	 are	 used	 by	 start-ups	 to
retain	 employees,	 but	 the	 holder	 is	 subject	 to	 tax	 at	 the
time	 of	 exercise	 of	 the	 option.	 Therefore,	 tax	 is	 payable
even	before	the	employee	has	sold	the	shares.	This	makes	it
difficult	for	the	start-ups	to	attract	and	retain	talent.

Do	you	know	that	Flipkart	-	the	posterboy	of	Indian	start-ups	-	is
not	an	Indian	company?	It	is	registered	in	Singapore.	It	makes	it
easier	for	Flipkart	to	get	investment	and	save	taxes.

((( 	)))
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Economy	-	The	great	EPF	debate

Budget	 2016-17	 has	 proposed	 taxing	 60	 %	 of	 the	 withdrawal	 from
employees’	provident	fund	(EPF)	on	contributions	to	be	made	after	April
1,	2016.	The	purpose	of	 this	 taxation	 is	 to	encourage	people	 to	remain
invested	in	annuity	or	pension	schemes.	Facing	stiff	opposition	to	taxing
the	EPF	withdrawals,	the	government	has	hinted	at	a	partial	rollback.
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What	is	making	people	unhappy?

There	was	a	proposal	in	Budget	for	2016-17	which	seeks	to	impose	a
retirement	 tax	 at	 the	 time	 of	 final	 withdrawal	 on	 60%	 of
contributions	made	after	April	1,	2016,	to	EPF.
This	proposal	is	draconian	in	nature	and	will	be	a	killer	blow	to	the
already	 tax	 burdened	 salaried	 class	 which	 pays	 30%	 income	 tax
along	with	many	indirect	taxes.
The	money	which	 is	 left	 after	 paying	 taxes	 is	 saved	 into	 EPF	 and
used	for	retirement	planning.	People	are	angry	as	this	corpus	will	be
snatched	away	to	a	major	extent.
A	majority	of	low	income	workers	withdraw	their	EPF	money	in	full
at	 the	 time	 of	 retirement	 to	 buy	 a	 house	 or	 for	 other	 important
purposes.	Restricting	 them	by	 imposing	 tax	on	60	%	of	 the	corpus
will	erect	hurdles	in	their	achieving	such	a	goal.
Over	4,000	people	signed	up	seeking	immediate	withdrawal	of	EPF
tax	in	an	online	petition	on	Change.org.
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Why	has	this	move	been	taken?

The	intention	behind	the	move	is	to	make	India	more	insured	and
pensioned	society.
The	proposed	provision	 in	 the	Budget	 provides	 for	 no	 tax	 on	EPF
withdrawal	if	it	is	invested	in	pension-based	annuities.
It	is	intended	to	incentivise	people	in	the	private	sector	to	use	it	as	a
kind	 of	 pension	 fund	 and	 to	 disincentive	 those	 who	 otherwise
would	indulge	in	consumption	of	that	fund.
The	objective	behind	the	proposal	was	that	no	tax	is	levied	on	40%
of	 the	 withdrawal	 which	 can	 be	 used	 for	 meeting	 retirement
commitments.	 The	 remaining	 60%	 can	be	 converted	 into	 annuity
and	the	person	would	get	a	regular	pension.
Experts	 say	 that	 the	 government’s	 move	 will	 make	 the	National
Pension	Scheme	(NPS)	more	popular	among	investors,	as	it	allows
investments	to	be	routed	to	equity	markets	that	have	the	potential
to	generate	higher	returns.	The	money	can	therefore	be	routed	 to
equity	markets	and	can	be	used	in	the	growth	of	the	economy.
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When	was	EPF	introduced	in	India?

EPF	came	into	existence	with	the	promulgation	of	the	Employees’
Provident	Funds	(EPF)	Ordinance	on	the	15th	November,	1951.
It	was	replaced	by	the	Employees’	Provident	Funds	Act,	1952	and	is
now	referred	as	the	Employees’	Provident	Funds	&	Miscellaneous
Provisions	Act,	 1952	which	 extends	 to	 the	whole	 of	 India	 except
Jammu	and	Kashmir.	The	Act	has	been	amended	15	times	till	now.
It	is	one	of	the	main	platforms	of	savings	for	all	employees	working
in	 Government,	 Public	 or	 Private	 sector	 Organizations.	 EPF	 is	 a
retirement	benefit	scheme	that	was	structured	to	provide	financial
security	 to	 employees	 of	 factories	 and	 other	 establishments	 post-
retirement
The	Employees	Provident	Fund	Organisation	(EPFO)	is	a	statutory
body	 under	 the	 Ministry	 of	 Labour	 and	 Employment,	 that
administers	social	security	schemes	framed	under	the	Act,	namely
Provident	Fund,	Pension	and	Insurance	to	industrial	employees.
The	 PF	 account	 benefits	 are	 extended	 to	 all	 the	 establishments
which	employ	20	or	more	persons.
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Where	is	the	rationale	behind	change?

The	 government	 in	 its	 Budget	 document	 had	 argued	 that	 it	 was
being	done	to	bring	greater	parity	in	the	tax	treatment	of	different
types	of	pension	plans.
The	government	has	claimed	that	the	new	tax	proposal	was	aimed
at	taxing	only	the	high	salaried	individuals	totalling	about	70	lakh
people	out	of	the	3.7	crore	EPF	members.
The	3	crore	 individuals	come	under	the	statutory	wage	limit	of	Rs
15,000	per	month	will	not	be	affected	by	the	proposed	changes.
The	purpose	of	 this	proposal	 is	not	 to	mobilise	revenue	 but	 the
government	 wants	 people	 to	 move	 towards	 a	 pensioned	 society.
Hence,	 it	 has	 given	 another	 incentive	 wherein	 the	 investment	 in
annuity	products	will	be	tax	exempt.	Even	after	death	of	a	person
when	the	money	is	transferred	to	legal	heir,	there	is	tax	exemption.
However,	 there	 is	 an	 argument	 that	 while	 the	 government	 is
continuing	with	the	Exempt-Exempt-Exempt	(EEE)	tax	benefit	for
equity	 linked	 savings	 schemes	 by	mutual	 funds	 and	 unit	 linked
insurance	plans	where	middle	and	large	income	investors	invest,	it
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is	proposing	to	remove	EEE	benefit	from	EPF,	where	the	majority	of
contributors	are	assumed	to	be	in	the	low	income	bracket.
The	critics	argue	that	it	is	a	clever	attempt	by	the	government	to
move	people’s	money	towards	equities.

Who	have	opposed	this	move?

The	 proposal	 triggered	 heated	 discussions	 inside	 and	 outside	 the
Parliament.	The	political	parties	have	termed	it	as	“an	attack	on	the
working	class	and	a	clear	case	of	double	taxation.”
Salaried	 people	 across	 income	 levels	 have	 reacted	 with	 anger
against	the	proposal	to	tax	60%	of	the	EPF	corpus.
Concerns	 and	 apprehensions	 have	 been	 raised	 from	 various
quarters	 including	 employees’	 representatives	 on	 the	 Central
Board	of	Trustees.
The	 proposal	 came	 under	 immediate	 attack	 from	 various
employees’	unions	including	RSS-backed	Bhartiya	Mazdoor	Sangh.
Experts	 say	 that	 this	 proposal	 will	 allow	 investors	 to	 choose	 a
product	based	on	the	returns	 they	generate	and	the	risk	exposure
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they	carry,	and	not	on	the	basis	of	the	tax	benefit	they	offer.

How	things	have	changed	after	the	budget	announcement?

The	government	has	promised	to	consider	demands	for	a	rollback
of	 the	 proposal	 to	 tax	 60	 per	 cent	 of	withdrawals	 from	 provident
fund.
It	has	also	made	it	clear	that	all	contributions	and	interest	accrued
to	EPF	before	April	1,	2016,	will	not	attract	any	 tax	on	withdrawal
and	PPF	will	continue	to	be	exempt	from	tax.
The	Revenue	Secretary	Hasmukh	Adhia	has	said	that	the	proposal
is	to	tax	the	interest	accrued	on	PF	contributions	made	after	April
1,	2016.	The	principal	amount	will	not	be	taxed	and	will	continue	to
remain	tax	exempt	on	withdrawal.
However,	 the	government	press	note	has	made	no	mention	about
taxing	only	the	interest.
Arun	Jaitley	has	said	that	he	will	spell	out	the	final	decision	on	the
matter	when	he	replies	to	the	debate	on	Budget	in	Parliament.
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Economy	-	“Make	in	India”	needs	Swadeshi	2.0

What	do	you	buy	when	you	buy	–	an	Indian	product	or	the	cheapest
product?	In	all	likelihood,	the	latter	would	be	made	in	China.	So	far,	the
debate	on	Make	in	India	has	focused	on	the	supply	side	–	but,	we	–	the
consumers	-	can	make	“Make	in	India”	successful.	We	just	have	to	start
buying	Indian.	Is	it	time	for	Swadeshi	again?
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What	can	make	“Make	in	India”	really	work?

The	traditional	instruments	to	encourage	manufacturing	viz.	graded
tariff	protection,	direct	 tax	exemptions	and	 indirect	 tax	 incentives
—	are	all	blunted	now.
Fortunately,	 the	 current	 government	 is	 doing	 the	 right	 thing	 by
addressing	some	of	the	root	causes	of	disabilities.
The	multi-pronged	 reforms	 in	 infrastructure,	 laws,	 skills	would	be
beneficial,	though	only	in	the	long	run.
Reforms	 in	 the	 power	 sector,	 as	 an	 example,	 will	 in	 a	 few	 years
make	 electricity	 available	 at	 globally	 competitive	 rates	 with
reasonable	quality	to	the	industry.
Once	 this	 is	 done,	 there	 will	 be	 no	 further	 need	 for	 subsidies	 or
incentives	on	this	account.
By	 leveraging	demographic	dividend,	we	as	 consumers	can	play	a
significant	role	-	by	buying	products	that	are	made	in	India.
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Why	is	demand-pull	needed	to	help	Make	in	India?

India	has	a	rich	experience	 in	manufacturing.	Several	sectors	 that
have	 done	 well	 for	 over	 three	 or	 four	 decades	 are	 now	 feeling
threatened.
The	 high	 costs	 of	 finance,	 energy	 and	 logistics,	 compounded	 by	 a
complex	 transactional	 environment	 (English	 for	 Inspector	 Raj!)
have	rendered	most	sectors	noncompetitive.
The	 impact	 of	 these	 disabilities	 is	 directly	 proportional	 to	 the
amount	 of	 value	 added.	No	wonder,	manufacturers	 have	 turned
traders.
We	do	not	need	to	pay	a	higher	price	for	turning	the	tables.	A	clear
preference	 for	 “made	 in	 India”	 products	 is	 all	 that	 is	 required	 to
trigger	the	movement.
Japan	and	South	Korea	have	succeeded	by	preferring	the	products
manufactured	in	their	own	country	over	others.
The	 great	 Indian	 market	 is	 being	 seduced	 by	 foreign	 firms	 and
nations.	This	powerful	market	can	give	the	greatest	boost	to	India’s
own	 industry	 –	 especially	 the	 small-scale	 enterprises,	 which	 are
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terribly	impacted	by	the	competition	from	outside.
The	 government	 cannot	 discourage	 the	 foreign	 firms	 from	 selling
its	 products	 –	 it	 needs	 the	 investment	 and	 it	 needs	 to	 satisfy	 the
World	 Trade	 Organization’s	 (WTO)	 rules.	 But,	 if	 Indian	 people
themselves	 start	 preferring	 Indian	 goods,	 the	 dying	 small
enterprises	will	come	back	to	life.

When	did	“Make	in	India”	first	get	a	push?

No,	not	after	the	current	government	came	to	power.	The	Make	in
India	story	began	much	earlier	and	it	was	in	the	form	of	a	powerful
movement	–	India’s	answer	to	an	empire.
The	Swadeshi	movement	(prominently	from	1905	to	1911),	as	a	part
of	 the	 Indian	 independence	movement,	was	an	economic	strategy
aimed	at	 removing	 the	British	Empire	 from	power	and	 improving
economic	 conditions	 in	 India	 by	 following	 the	 principles	 of
Swadeshi	(self-sufficiency),	which	had	some	success.
Strategies	 of	 the	 Swadeshi	 movement	 involved	 boycotting	 British
products	 and	 the	 revival	 of	 domestic	 products	 and	 production
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processes.
The	 swadeshi	 spirit	 also	 found	 expression	 in	 the	 establishment	 of
swadeshi	 textile	mills,	 soap	 and	match	 factories,	 tanneries,	 banks,
insurance	companies,	shops	etc.	These	enterprises	were	based	more
on	patriotic	zeal	than	on	business	acumen.

Other	phases	of	Swadeshi	were:-

1918	 to	 1947:	 Swadeshi	 thought	 shaped	 by	 Mahatma	 Gandhi,
accompanied	by	the	rise	of	Indian	industrialists.
1948	 to	 1991:	 Widespread	 curbs	 on	 international	 and	 inter-state
trade.	 India	 became	 a	 bastion	 of	 obsolete	 technology	 during	 the
licence-permit	raj.

Where	is	the	hub	of	manufacturing	today?

Globalisation	has	meant	 that	manufacturing	 (make)	has	moved	 to
wherever	it	is	the	cheapest.
A	key	instrument	used	in	WTO	agreements	has	been	the	reduction/
elimination	of	import	duties.
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Open	market	access	is	what	the	developed	world	seeks.
This	means	that	today	China	is	the	factory	of	the	world.
This	 also	 means	 that	 many	 nations	 in	 Africa	 will	 probably	 never
make	 a	 light	 bulb.	 The	 higher	 cost	 of	 manufacturing	 —	 finance,
energy,	 logistical	 and	 manufacturing	 infrastructure,	 compounded
with	 the	 absence	 of	 skilled	 labour	 and	 lack	 of	 scale	 economies	—
will	perpetuate	itself.

Who	designed	the	Make	in	India	campaign?

Ironically,	 the	 campaign	 itself	 was	 not	 designed	 in	 India.	 It	 was
designed	by	Wieden+Kennedy.
Wieden+Kennedy	is	an	independently	owned	American	advertising
agency	best	known	for	its	work	for	Nike.	Founded	by	Dan	Wieden
and	 David	 Kennedy,	 and	 headquartered	 in	 Portland,	 Oregon,	 it	 is
one	of	the	largest	independently	owned	advertising	agencies	in	the
world.
Under	 the	 initiative,	brochures	on	 the	25	sectors	and	a	web	portal
were	 released.	 Before	 the	 initiative	 was	 launched,	 foreign	 equity
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caps	in	various	sectors	had	been	relaxed.
The	 application	 for	 licences	 was	 made	 available	 online	 and	 the
validity	 of	 licences	 was	 increased	 to	 three	 years.	 Various	 other
norms	and	procedures	were	also	relaxed.

How	can	demand-pull	be	leveraged?

A	 voluntary	 declaration	 of	 the	 percentage	 of	 value	 added	 per
product	can	help	the	customers	know	which	product	is	India	and	to
what	 extent.	 This	 will	 enable	 a	 differentiation	 between
manufacturers,	 assemblers,	 traders	 posing	 as	 manufacturers	 and
importer	traders.
The	 government	 can	 help	 by	 appointing	 a	 watchdog	 to	 monitor
such	a	voluntary	disclosure.
Our	role	as	citizens	is	to	show	a	clear	preference	for	goods	“made	in
India”.	It	is	such	a	“patriotic”	choice	that	has	partly	made	Japan	and
Korea	what	 they	 are.	 If	we	do	not	believe	 in	 our	products,	 how
can	we	expect	the	world	to	believe	in	them?
A	Japanese	expat	in	India	would	prefer	to	rent	a	Japanese	car,	over
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any	other.	Will	“Make	in	India”	remain	yet	another	political	slogan?
The	government	 is	 trying,	our	start-ups	want	 to	 take	 the	world	by
storm,	but	they	should	get	support	from	their	own	people	first.
Yes,	you	may	have	to	pay	a	few	extra	bucks	to	buy	Indian.	But	this
money	will	 be	 re-invested	 to	 improve	 the	 competitiveness	 of	 our
industry	 and	 then,	 there	 will	 emerge	 a	 situation	 where	 you	 will
have	to	pay	much	less	than	what	you	need	to	pay	for	the	cheapest
goods	now.
In	 1905,	 our	 nationalist	 leaders	 launched	 the	 powerful	 Swadeshi
Movement	 to	 prove	 to	 the	 British	 that	 we	 can	 take	 care	 of	 our
needs.	Today,	we	need	to	prove	to	the	world	that	we	–	as	a	nation	–
will	do	whatever	it	takes	to	restore	the	pride	of	our	manufacturing.

((( 	)))
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Economy	-	Chasing	Rainbows:	Can	PSBs	be	revived?

The	 7-pronged	 strategy	 ‘Indradhanush’	 was	 announced	 last	 year	 to
improve	the	condition	of	India’s	state-run	banks,	and	Budget	2016	takes
it	 forward.	 This	masterplan	 touches	 upon	 several	 incremental	 reform
measures	 such	 as	 the	 creation	 of	 a	 Bank	 Board	 Bureau	 (BBB),
performance-based	compensation	to	top	management,	and	focusing	on
quality	of	business	rather	than	the	quantity.	Does	it	have	enough	to	go
the	distance?
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What	is	Indradhanush?

The	plan	has	7	steps,	ABCDEFG	(!):

A	 for	Appointments:	 Separation	 of	 the	 posts	 of	MD	 &	 Chairman;
allowing	 private	 sector	 candidates	 for	 the	 post	 of	 MD	 &	 CEO;
transparency	is	appointments
B	 for	Bank	Board	Bureau:	 “A	 body	 of	 eminent	 professionals	 and
officials”	will	 replace	 the	 Appointments	 Board	 for	 appointment	 of
Whole-time	Directors	as	well	as	non-Executive	Chairman	of	PSBs.
C	for	Capitalization:	The	government	will	make	available	Rs	70,000
crore	 to	 the	 PSBs	 towards	 meeting	 their	 total	 (estimated)
requirement	of	Rs	1,80,000	crore	for	the	Basel	III	norms.
D	 for	 De-stressing:	 Reducing	 the	 burden	 of	 NPAs	 by	 various
measures,	such	as	fast-track	clearance	of	stalled	projects,	long	term
availability	of	coal/iron,	better	risk	control	measures,	and	tightened
norms	for	Asset	Reconstruction	Companies.
E	 for	Empowerment:	 Empowering	 the	banks	 to	 take	autonomous
decisions,	especially	in	hiring,	but	with	more	accountability.
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F	 for	 Framework	 of	 Accountability:	 A	 new	 framework	 of	 Key
Performance	 Indicators	 (KPIs),	 with	 100	 marks,	 split	 across	 the
following	-	efficiency	of	capital	use,	diversification	of	business,	NPA
management,	financial	inclusion	&	strategic	initiatives.
G	for	Governance	Reforms:	“Gyan	Sangam”	-	a	conclave	of	PSBs	in
Pune	 was	 attended	 by	 all	 stake-holders	 including	 Prime	Minister,
Finance	 Minister,	 MoS	 (Finance),	 Governor,	 RBI	 and	 CMDs	 of	 all
PSBs	and	Financial	Institutions.	There	was	consensus	on	optimizing
capital,	 digitizing	 processes,	 strengthening	 risk	 management,
improving	managerial	performance	and	 financial	 inclusion.	These
projects	will	be	taken	up.

Why	are	PSBs	“stressed”?

The	 Public	 Sector	 Banks	 (PSBs)	 have	 been	 under	 severe	 stress
arising	 out	 of	 delinquency	 in	 loans	 mostly	 belonging	 to
infrastructure,	power	and	steel	sectors.
Public	 Sector	 Banks	 -	 which	 have	 got	 predominant	 share	 of
infrastructure	financing	-	have	been	sorely	affected.
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As	on	September	2015,	the	stressed	asset	ratio	—	combination	of	bad
loans	and	recast	assets	—	of	PSBs	stood	at	14.1%,	compared	to	4.6%
in	private	sector	banks.
It	 has	 resulted	 in	 lower	 profitability	 for	 PSBs,	 mainly	 due	 to
provisioning	for	the	restructured	projects	as	well	as	for	gross	NPAs.
The	current	problem	of	mounting	bad	loans	on	the	books	of	public
sector	banks	first	caught	public	attention	in	early	2012	when	a	spurt,
especially	 in	 their	 restructured	 standard	 loans	 (uncollectible	 loans
that	have	been	given	a	fresh	lease	of	life)	happened.
“We	are	now	confronted	with	the	problem	of	stressed	assets	in	public
sector	banks,	which	is	a	legacy	from	the	past.	We	are	not	interfering
in	lending	and	personnel	matters	of	the	banks.	Structural	issues	have
been	addressed	 in	various	sectors	 like	power,	coal,	highways,	sugar
and	steel.”	the	Finance	Minister	said	in	his	Budget	speech.
It	was	also	announced	 in	 the	Budget	 that	 the	Bank	Board	Bureau
will	be	operationalised	during	2016-17	(with	Vinod	Rai	as	its	first
Chairman)	and	a	roadmap	for	consolidation	of	public	sector	banks
will	be	spelt	out.
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When	did	the	RBI	start	implementing	Basel	III	norms?

The	Basel	III	standards,	which	came	after	the	financial	crisis	of	2008,
aim	 at	 improving	 the	 banking	 sector’s	 ability	 to	 absorb	 shocks
arising	 from	 financial	 and	 economic	 stress,	 risk	management	 and
governance,	 and	 strengthening	 banks’	 transparency	 and
disclosures.
The	RBI	began	implementing	the	Basel-III	standards	from	2014.	The
reforms	 of	 the	 Basel-III	 call	 for	 bank-level	 or	 macro-prudential
regulation.
All	 commercial	 banks	 in	 India,	 excluding	 regional	 rural	 banks,
come	under	the	Basel-III	regulations.
Indian	 banks	 remain	 compliant	 with	 the	 key	 components	 of	 the
Basel	capital	framework:	minimum	capital	requirements	in	Pillar
1,	supervisory	review	process	in	Pillar	2,	and	market	discipline
in	Pillar	3.
The	minimum	capital	 requirement	 in	 India	 is	higher	 at	 9%	of	 the
risk-weighted	 assets,	 as	 compared	 to	 minimum	 of	 8%	 under	 the
Basel	framework.
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Where	are	the	problem	areas	in	Indradhanush?

There	are	3	broad	problem	areas,	all	of	them	relating	to	Non-Performing
Assets	(NPAs):

1.	 Public	Sector	Banks	do	NOT	have	real	autonomy.	The	government
remains	 the	 single	 largest	 stake	 holder	 in	 these	 entities,	 and
therefore	the	responsibility	of	financial	inclusion	largely	rests	with
the	PSBs,	while	private	sector	banks	play	safe.	e.g.	Providing	start-
up	capital	to	Adivasis,	Jan	Dhan	Yojana

2.	 There	is	NO	action	plan	to	recover	the	existing	bad	loans	from	large
wilful	 defaulters	 such	 as	 Vijay	 Mallya-owned	 Kingfisher	 Airlines.
The	government	must	step	to	facilitate	recovery	in	such	cases.

3.	 India	 does	 NOT	 have	 a	 strong	 bankruptcy	 law,	 like	 in	 the	 west,
which	 is	 necessary	 for	 banks	 to	 deal	with	 crisis-ridden	 companies
and	 promoters.	 The	 government	 is	 strongly	 considering	 a	 law	 on
Bankruptcy,	 and	 it	 was	 announced	 in	 Budget	 2016,	 as	 it	 was
announced	in	Budget	2015.	Not	just	intent,	we	need	action	in	2016-
17.
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Who	are	brainstorming	to	revive	the	PSBs?

All	the	heads	of	the	PSBs	themselves	are	brainstorming	to	find	out
ways	 to	 revive	 the	 banking	 system.	 They	 did	 so	 recently	 at	 the
second	edition	of	Gyan	Sangam,	a	two-day	retreat	of	heads	of	public
sector	financial	institutions.
At	 Gyan	 Sangam	 this	 year,	 the	 heads	 of	 financial	 institutions
debated	on	 two	 focus	areas	of	 the	present	government	which	are:
financial	 inclusion	 and	 the	 direct	 benefit	 transfer	 scheme.	 This
edition	 of	 Gyan	 Sangam	 also	 reviewed	 Pradhan	Mantri	 Jan	 Dhan
Yojana	in	detail.

The	first	Gyan	Sangam

The	 first	 Gyan	 Sangam	 was	 held	 last	 year	 in	 Pune	 where	 Prime
Minister	Narendra	Modi	had	addressed	heads	of	PSBs	and	insurers
and	financial	regulators.	PM	had	promised	banks	of	no	interference
from	any	government	functionary	in	their	commercial	decisions.
Focused	 discussions	 were	 held	 in	 groups	 on	 six	 topics.	 Specific
decisions	 were	 taken	 for	 optimising	 capital	 digitising	 processes,
strengthening	 risk	 management,	 improving	 managerial
performance	and	financial	inclusion.
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How	far	can	Indradhanush	go	in	revitalizing	the	PSBs?

The	 government	 claims	 these	 7	 steps	 are	 the	 biggest	 banking
reforms	 after	 nationalization	 of	 banks	 in	 1969.	 However,	 experts
believe	the	reforms	fall	short	of	what	was	required.
Take	capitalization.	As	per	the	RBI,	the	total	capital	required	for	all
the	PSBs	to	meet	the	Basel	III	requirements	before	the	deadline	of
2019	 is	 Rs	 2.40	 lakh	 crore.	 The	 government	 will	 only	 provide	 Rs
70,000	crore	 in	 the	next	4	years.	And	 the	biggest	 letdown	came	 in
Budget	 2016	when	 the	 Finance	Minister	 announced	 that	 (only)	 Rs
25,000	crore	will	be	made	available	in	2016-17.
The	 government	 needs	 to	 incentivise	 performance	 for	 all
employees	 to	 get	 the	 best	 out	 of	 every	 employee	 of	 the	 bank.	 At
present	incentives	are	provided	only	at	the	level	of	MDs	and	EDs.
Indradhanush	 just	 mentions	 that	 the	 government	 will	 take	 steps
towards	governance	reforms.	It	has	not	been	outlined	how	exactly
it	will	do	so.
There	is	no	focus	on	the	customers.	The	PSBs	need	to	improve	their
standards	of	customer	service	in	order	to	successfully	compete	with
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the	private	banks.

((( 	)))
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Economy	-	IRCTC	–	the	lifeline	of	Indian	Railways

IRCTC	(not	Flipkart!)	is	the	biggest	ecommerce	enterprise	of	India	with
5.5	 lakh	 bookings	 per	 day.	 To	 provide	 a	 simple	 interface	 that	 can
support	 35,000+	 unique	 visitors	 during	 peak	 hours	 and	 to	 ensure	 that
every	single	ticket	reaches	the	consumer	in	remote	locations	across	the
country	 is	 no	mean	 feat.	What	makes	 it	 so	 successful?	What	 are	 the
recent	announcements	to	make	it	better?
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What	are	the	latest	developments	/	amendments	brought	in	IRCTC’s
existing	working	system?

In	 the	Railway	budget	2016,	 it	was	announced	 that	 in	order	 to	 tap
the	 potential	 of	 e-commerce	 and	 increase	 its	 door-to-door
connectivity,	 Indian	Railways	will	 initiate	a	pilot	project	 for	online
booking	of	parcels.
Recently,	with	an	aim	to	offer	a	convenient	booking	platform,	IRCTC
has	tied	up	with	a	private	chain	of	hotels,	OYO	rooms,	for	providing
hassle-free	and	standardised	accommodation	to	the	train	travellers
across	 170	 cities	 in	 the	 country.	The	partnership	 symbolises	 the
growing	leverage	of	synergy	between	the	government	and	home-
grown	 Indian	 businesses.It	 contributes	 another	 chapter	 to	 the
successful	 narrative	 of	 ‘Make	 in	 India’	 initiatives	 and	 how	 tech-
enabled	solutions	will	power	innovation.
Now	 it	 is	 not	 possible	 to	 book	 ticket	 online	 before	 35	 seconds
mandatory	wait	–	this	restriction	has	been	put	up	to	prevent	faster
booking	by	unscrupulous	elements	using	any	other	means.
The	Railway	Ministry	said,	regarding	new	booking	rules,	 in	a	press
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release,	“This	has	been	done	keeping	in	view	the	analysis	of	usage	of
quota	of	10	 tickets	which	 indicated	 that	ninety	per	cent	of	users	are
booking	up	 to	 six	 tickets	 in	a	given	month	and	only	10	per	 cent	are
making	more	than	six	tickets.
The	revised	rules	have	come	into	effect	from	February	15,	2016.

Why	is	IRCTC	so	successful	in	its	reach?

The	 IRCTC	 success	 story	 is	 undoubtedly	 an	 inspiration	 for	 the	 entire
generation	 of	 e-commerce	 portals	 in	 India.	 The	 reasons	 behind	 its
success	are:

Cheap	and	convenient	–	The	convenience	of	tickets	being	delivered
at	the	doorstep	for	a	very	low	service	charge.
Quick	 and	 efficient	 delivery	 –	 IRCTC’s	 policy	 of	 awarding	 the
delivery	 contract	 to	 only	 one	 courier	 company	 has	 given	 more
control	 to	 IRCTC	 over	 delivery,	 with	 just	 a	 single	 channel	 of
communication	 to	 take	 care	 of.	 The	 delivery	 happens	 within	 24
hours	 in	 Delhi	 and	 Mumbai	 where	 tickets	 are	 printed.	 For	 other
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parts	of	the	country,	the	upper	limit	is	three	days.
Easy	 to	 navigate	 web	 interface	 –	 Easily	 customizable	 search
options	 based	 on	 start	 and	 end	 stations,	 desired	 dates,	 routes	 and
possible	fare	classes	offered.	The	interface	also	allows	one	to	keep	a
record	of	all	past	bookings,	cancellations	and	upcoming	trips.
Highly	 secure	 payment	 gateways	 –	 The	 IRCTC	 site	 is	 VeriSign
certified	with	more	than	ten	options	of	using	credit	and	debit	cards,
and	you	have	a	safe,	hassle-free	platform.
Last,	but	certainly	not	 the	 least,	 it	 is	 the	marketing	arm	of	 Indian
Railways	–	the	world’s	largest	employer	that	also	transports	a	mind-
boggling	6	billion	passengers	annually.

When	did	IRCTC	come	into	existence?

Indian	Railway	Catering	and	Tourism	Corporation	Ltd.	 (IRCTC)	 is	a
Public	Sector	Enterprise	under	Ministry	of	Railways.
IRCTC	was	 incorporated	on	 27th	 September,	 1999	 as	 an	 extended
arm	of	the	Indian	Railways	to	upgrade,	professionalize	and	manage
the	catering	and	hospitality	services	at	stations,	on	trains	and	other
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locations	 and	 to	 promote	 domestic	 and	 international	 tourism
through	 development	 of	 budget	 hotels,	 special	 tour	 packages,
information	&	commercial	publicity	and	global	reservation	systems.
Throughout	 its	 journey,	 IRCTC	 has	made	 a	 significant	mark	 in	 its
passenger-services	 oriented	 business	 lines	 like	 setting	 up	 of	 Food
Plazas	 on	 Railway	 premises,	 ‘Rail	 Neer’,	 Rail	 Tour	 Packages	 and
‘Internet	 Ticketing’	 bringing	 great	 deal	 of	 professionalism	 into	 the
operations.
In	addition	to	above,	IRCTC	is	managing	On-Board	Catering	Services
in	 some	 trains	 and	also	 Static	 Catering	Units	 such	as	Refreshment
Rooms,	 Book	 Stalls,	 and	 Stalls	 for	 sweets	 and	 Confectionaries	 etc.
across	the	Indian	Railway	Network.

Where	is	IRCTC	struggling?

Even	 though	 IRCTC	has	emerged	as	 the	one	of	most	 successful	 Indian
firms,	 the	 customers	 who	 accessed	 online	 booking	 had	 to	 deal	 with
certain	major	 issues	 like	–	crashing	at	many	 intervals,	extremely	slow
browsing	and	performance	and	unreliability.
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The	challenges	IRCTC	faces	today	are:

Increasing	 load	 on	 the	 website:	 The	 site	might	 soon	 become	 ill-
equipped	 to	 handle	 16	 million	 users	 who	 book	 about	 9	 million
tickets	every	month	online.	About	40%	of	these	are	booked	during
the	morning	hours	(8	AM	IST	to	11	AM	IST	approx)	leading	to	failed
transactions,	failed	login	attempts	and	other	request	failures.
The	 launch	 of	 Centre	 for	 Railway	 Information	 Systems	 (CRIS)
during	 the	 Railways	 budget	 2011	was	 primarily	 driven	 by	 IRCTC’s
lack	of	support	and	infrastructure	failure.
In	Railways	Budget	2010,	a	catering	business	worth	Rs	300	crore	was
taken	away	from	IRCTC.
Owing	 to	 the	 increasing	 numbers	 of	 malpractices,	 IRCTC	 had
recently	 deactivated	 IDs	 of	 1.4	 million	 users	 suspected	 to	 be
indulging	in	such	practices.

Analysts	 opine	 that	 the	 real	 problem	 here	 is	 not	 IRCTC’s	 speed	 or
capability.	The	real	problem	is	that	there	are	simply	not	enough	trains
and	seats	as	required	to	meet	the	hugely	increasing	traveling	demands.
Also,	 Indian	 Railways	 cannot	 work	 as	 a	 free	 market	 enterprise	 and
increase	 the	 fares	 due	 to	 huge	 demand	 (which	 would	 lead	 to	 the
demand	coming	down	on	its	own).

396



Who	are	involved	in	the	making	of	IRCTC?

IRCTC	website	was	designed	by	BroadVision	along	with	CRIS.
BroadVision	 Inchas	 been	 responsible	 for	 providing	 eCommerce
software	 upon	 which	 the	 IRCTC	 booking	 application	 is	 built	 in
handling	 the	 web	 platform	 and	 the	 Android	 app.	 BroadVision
doesn’t	own,	or	host	the	servers	on	which	the	application	runs.	The
complete	 infrastructure	 is	 owned	 by	 IRCTC	 and	 they	 solely
determine	the	deployed	capacity	of	servers.
CRISis	 a	 separate	 organization	 under	 Indian	 Railways	 which
executes	 all	 information	 technology	 related	 projects	 for	 railways.
IRCTC	 is	 mere	 front	 end	 service	 provider	 for	 ticketing,	 it	 relies
completely	on	CRIS	and	operates	on	data	&	services	provisioned	by
CRIS.	CRIS	maintains	the	site,	while	IRCTC	manages	the	commercial
interfaces	of	the	system.
The	new	IRCTC	NGeT	 (Next	Generation	e-Ticketing)	 site	has	been
developed	completely	by	CRIS.
CRIS	 added	 a	 completely	 new	 application	 along	 with	 the
incorporation	of	a	new	technology	and	the	system	was	designed	in
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such	 a	 way	 that	 each	 of	 its	 layer	 provided	 high	 performance,
scalability,	 availability	 and	 a	 lot	more	 at	 the	 backend,	 that	would
support	the	smooth	functioning	of	the	system	smoothly.
And	due	to	such	great	features,	the	system	is	now	easily	managing
sales	of	more	than	10,000	per	minute.

How	has	Tatkal	Scheme	evolved	over	time?

The	 Tatkal	 Scheme	 is	 an	 Indian	 Railways	 scheme	 for	 journey	 at
very	short	notices.
A	new	booking	system	called	Premium	Tatkal	was	 introduced	on
October	1,	2014	wherein	half	of	the	tickets	on	certain	trains	will	be
dynamically	 priced.	 These	 tickets	 can	 be	 purchased	 only	 by
passengers	online.
Fraud	 with	 Tatkal	 Scheme	 and	 Prevention	 Measures:Owing	 to
endless	 list	 of	 complaints	 from	 the	 customers	 regarding	 the	 non-
availability	 of	 tickets	 (because	 of	 corporate	 bookings	 and	 a	 nexus
between	 agents	 and	 fringe	 employees),	 IRCTC	 has	 now	 barred
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authorized	agents	from	booking	e-tickets.

The	road	ahead:

IRCTC	has	the	absolute	potential	to	overcome	all	of	its	problems	and
continue	to	dominate	the	online	booking	space.
With	 additions	 such	 as	 flight,	 hotel	 and	 cab	 booking	 as	 well	 as
booking	 packages,	 IRCTC	 may	 well	 become	 a	 competitor	 to	 the
more	 established	 travel	 portals	 like	 Cleartrip,	 Makemytrip,	 Yatra,
Meru	and	Easycab	soon.
However,	this	being	a	different	segment,	IRCTC	will	definitely	need
to	 significantly	 up	 its	 interface	 and	 usability	 to	 break	 into	 this
slightly	more	elite	market.
Moreover,	 it	 needs	 to	 realize	 one	 thing:	 air,	 hotel	 and	 cab
bookings	 are	 only	 ancillary	 revenue	 categories.	 Its	 core
competency	is,	and	will	remain,	train	booking.

((( 	)))
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Economy	-	India’s	exports	continue	to	fall

Falling	for	the	15th	month	in	a	row,	exports	dipped	5.66	%	in	February
to	USD	20.73	billion	due	to	contraction	in	shipments	of	petroleum	and
engineering	goods	amid	tepid	global	demand.	This	is	not	an	immediate
cause	 for	 concern	 because	 imports	 have	 been	 falling	 too.	 Are	 our
exports	 falling	 due	 to	 global	 factors	 or	 is	 it	 due	 to	 lack	 of
competitiveness?

400



What	is	the	current	trade	scenario	of	India?

Trade	 deficit	 fell	 to	 near	 five-year	 low	 of	 USD	 6.54	 billion	 during
February	as	 imports	 too	slowed	down.	 Imports	declined	5.03	%	 to
USD	27.28	billion	last	month,	leading	to	a	lower	trade	deficit	of	USD
6.54	billion	compared	to	that	of	USD	6.74	billion	in	February	2015.
The	trade	deficit	-	difference	between	imports	and	exports	-	is	the
lowest	since	March	2011	when	it	was	USD	5.6	billion.
“Going	by	the	current	trend,	we	would	touch	USD	260	billion	in	2015-
16,	a	 drop	 of	 about	 USD	 50	 billion	 in	 exports	 as	 compared	 to
2014-15,”	FIEO	said	in	a	statement.
When	 compared	 to	 February	 2015,	 overseas	 shipments	 of
petroleum	products	shrank	28.27	%,	while	that	of	engineering	goods
declined	by	11.22	%.
For	April-February	2015-16,	cumulative	exports	declined	by	16.73
%	 to	 USD	 238.41	 billion,	 as	 against	 USD	 286.3	 billion	 in	 April-
February	period	of	 2014-15.	Oil	 imports	declined	40.52	%	 to	 USD
77.86	 billion	 and	 non-oil	 imports	 dipped	 by	 2.75	%	 to	 USD	 273.94
billion.
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The	 sectors	 which	 recorded	 negative	 export	 growth	 in	 February
include	 tea,	 coffee,	 rice,	 cashew,	 oil	 meals,	 oil	 seeds,	 marine
products	and	leather	goods.

Why	are	the	exports	falling?

There	 are	 three	 possible	 reasons:	 the	 adverse	 effect	 of	 fall	 in
crude	 prices;	 the	 relative	 appreciation	 of	 rupeevis-à-vis	 other
currencies	like	the	euro,	real,	ruble	or	Yuan;	and	slower	growth	in
world	trade.
It	 is	not	 just	 the	exports	of	petroleum	products	 that	are	declining;
exports	of	other	items	have	also	trended	lower.
The	 Economic	 Survey	 2015-16	 says	 that	 Indian	 Economy	 is
integrated	 with	 the	 World	 Economy	 to	 the	 extent	 of	 42%
(correlation	coefficient	is	0.42).	So,	when	the	world	economy	does
not	do	well,	Indian	Economy	will	be	impacted	too.

Other	reasons:

Low	 Diversification	 levels:	 India’s	 merchandise	 exports	 have	 a
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narrow	base,	with	the	top	20	categories	accounting	for	78	%	of	the
total.
India’s	manufacturing	exports	are	fast	losing	price	competitiveness,
primarily	because	of	poor	logistics	infrastructure	compounded	by
a	weak	trade	facilitation	regime.
India’s	 over-dependence	 on	 road	 freight	 means	 that	 the	 cost	 of
logistics	 as	 a	%age	 of	 GDP	 remains	 as	 high	 as	 13-14	%,	 compared
with	7-8	%	in	developed	countries.
Exports	 incentives	 in	 the	 range	of	 2	 to	 3	%	of	 export	 value	 can’t
fully	compensate	for	the	additional	cost	 incurred	on	account	of	an
inefficient	trade	infrastructure.

When	did	foreign	trade	policy	start	in	India?

EXIM	(Export-Import)	Policy	or	Foreign	Trade	Policy	 is	 a	 set	 of
guidelines	and	instructions	established	by	the	Directorate	General
of	 Foreign	 Trade	 (DGFT)	 in	 matters	 related	 to	 the	 import	 and
export	of	goods	in	India.
This	 policy	 is	 regulated	 by	 the	 Foreign	 Trade	 Development	 and
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Regulation	Act,	1992.
The	 main	 objective	 of	 the	 Foreign	 Trade	 (Development	 and
Regulation)	 Act	 is	 to	 provide	 the	 development	 and	 regulation	 of
foreign	 trade	by	 facilitating	 imports	 into,	 and	augmenting	 exports
from	India.

EXIM	 Policy	 aims	 at	 developing	 export	 potential,	 improving
export	 performance,	 encouraging	 foreign	 trade	 and	 creating
favorable	balance	of	payments	position.
Trade	 Policy	 is	 prepared	 and	 announced	 by	 the	 Central
Government	(Ministry	of	Commerce).

Stages	of	Indian	EXIM	Policy:

Phase	I	–	 Import	Restriction	and	Import	Substitution	(From	1950’s
to	1970s)
Phase	II	–	Export	Promotion	&	Import	Liberalization	(From	1970s	to
1990s)
Phase	 III	 –	 Outward	 Orientation	 –	 Export	 promotion	 (From	 1990
onwards).

On	1st	April	2015,	the	new	Foreign	Trade	Policy	(FTP)	for	the	period	2015-
20	was	announced	which	replaces	the	2009-14	FTP	which	expired	on	31st
March	2014.
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Where	could	we	improve	and	make	better	exports	in	future?

The	roots	of	India’s	declining	exports	are	deeper,	and	have	no	short-
term	fix,	such	as	letting	the	rupee	depreciate	against	the	dollar.

Fixing	 the	 trade	 regime	 should	 be	 the	 top	 priority	 for	 the
government.

India’s	 ill-conceived	 trade	 pacts	 have	 resulted	 in	 inverted	 duty
structure	–	high	import	duties	on	raw	materials	and	intermediates,
and	lower	duties	on	finished	goods	–	that	discourage	the	production
and	 export	 of	 value-added	 items.	 SAFTA,	 India-ASEAN	 FTA,	 India-
Japan	CEPA	are	few	such	examples.
India	 is	 also	 going	 slow	 on	 trade	 pacts	 that	 could	 be	 immensely
beneficial	like	the	trade	pact	with	EU.
Trans-Pacific	 Partnership	 (TPP)	 could	 be	 highly	 damaging	 for
India’s	 exports.	 A	 tighter	 intellectual	 property	 regime	 may
adversely	 affect	 India’s	 export	 of	 generic	 medicines	 to	 TPP
countries,	the	U.S.	in	particular.
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Being	Competitive	and	Productive

There	is	a	need	to	improve	productivity	to	achieve	the	objective	of
remaining	competitive	in	the	market	and	push	export	growth.
Productivity	 could	 be	 improved	 by	 building	 infrastructure,
improving	 human	 capital,	 vocational	 and	 on-the-job	 training,
simplifying	 business	 regulation	 and	 taxation	 and	 improvement	 in
access	to	finance.

Who	said	what	on	exports?

The	 Commerce	 Ministry	 said	 the	 trend	 of	 falling	 exports	 is	 in
tandem	 with	 that	 in	 other	 major	 world	 economies.It	 said,	 “The
growth	in	exports	have	fallen	for	the	US	(10.35	%),	European	Union
(7.62	%)	and	China	(1.67	%)”.
FIEO	 said	 that	 exports	 will	 continue	 to	 face	 challenging	 times	 in
2016	and	improvement	is	expected	from	the	last	quarter	of	2016.

Raghuram	Rajan,	RBI	Governor
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He	dismissed	 the	 idea	 that	devaluation	 of	 the	 currency	would	be
the	right	tool	to	push	exports	of	goods	and	services.
He	 instead	 advocated	 on	 the	 need	 to	 improve	 productivity	 to
achieve	 the	objective	of	 remaining	 competitive	 in	 the	market	and
push	export	growth.
He	 added	 that	 if	 all	 countries	 are	 experiencing	 slower	 trade,	 the
remedies	may	be	beyond	the	control	of	Indian	authorities.

How	impactful	is	the	new	Foreign	Trade	Policy	(FTP)	–	2015-20?

This	FTP	aims	at	“Simplicity	and	Stability”.	Accordingly,	the	policy
seeks	to	realign	the	multiple	schemes	with	the	objective	of	reducing
complexities.	 It	 also	 aims	 to	 promote	 the	 increased	 use	 of
technology	to	reduce	the	transaction	cost	and	manual	compliances.
A	big	step	is	cleaning	up	the	plethora	of	export	promotion	schemes
and	 clubbing	 them	 under	 two	 schemes,	 one	 for	 goods
(Merchandise	Exports	from	India	Scheme)	and	one	for	services
(Services	 Exports	 from	 India	 Scheme).The	 duty	 scripts	 under
these	 schemes	 come	 without	 conditions	 and	 can	 be	 freely
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transferred.
The	 FTP	moves	 away	 from	 relying	 largely	 on	 subsidies	 and	 sops.
Critics	point	out	that	this	is	prompted	by	World	Trade	Organization
(WTO)	 requirements	 that	 export	 promotion	 subsidies	 should	 be
phased	 out,	 but	 there	 are	 ways	 of	 getting	 around	 it	 and	 other
countries	are	doing	it	all	the	time.	May	be	this	is	not	the	right	time
for	India	to	deprive	its	export	oriented	businesses	from	subsidies?
The	 policy,	 fortunately,	 turns	 its	 attention	 to	 other	 sectors,	 apart
from	 IT/ITES	 sectors,	 where	 India	 has	 inherent	 advantages	 like
healthcare	and	education.
Its	 priority	 areas	 are	 technology-driven,	 labor-intensive-driven
and	environment-driven	sectors.
It	 is	 also	 looking	 at	 traditional	 markets,	 emerging	 markets	 and
diversifying	into	new	markets.

((( 	)))
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Economy	-	Deregulating	Small	Savings	Rate

The	 government	 has	 finally	 bitten	 the	 bullet	 on	 deregulating	 small
savings	rates.	The	government	last	week	sharply	reduced	interest	rates
on	 small	 savings	 schemes	 across	 the	 board,	 including	 that	 on	 Public
Provident	 Fund,	 Senior	 Citizen	 Savings	 Scheme	 and	 announced	 the
highest	 reduction	 of	 130	 basis	 points	 in	 the	 case	 of	 one-year	 time
deposit.	What	is	the	economic	logic	behind	this	move?
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What	has	the	Government	done?

It	has	done	two	things	here:

One,	 it	 has	 removed	 the	 spread	which	 some	 schemes	 such	 as	 the
Kisan	 Vikas	 Patra	 and	 the	 post-office	 term	 deposits	 enjoy	 over
market	rates.
Two,	 it	 has	 introduced	 a	 quarterly	 reset	 of	 interest	 rates	 on	most
schemes	 compared	 to	 an	annual	 change.	 The	net	 result	 is	 a	 steep
fall	in	interest	rates	on	most	schemes.

The	interest	rate	was	cut	from	8.7	percent	to	8.1	percent	on	PPF,	from
8.5	 percent	 to	 8.1	 percent	 on	 National	 Savings	 Certificate,	 from	 8.7
percent	to	7.8	percent	for	Kisan	Vikas	Patra	and	from	8.4	percent	to	7.4
percent	 on	 five-year	 recurring	 deposit.	 Even	 the	 girl	 child	 scheme
Sukanya	Samridhhi	Account	 (SSA)	was	not	spared,	with	a	cut	from	9.2
percent	to	8.6	percent.
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Why	were	the	rates	cut?

The	Reserve	Bank	of	India	lowered	its	key	policy	rate	by	125	basis
points	(1.25%)	in	2015.	However,	banks	have	lowered	their	deposit
rate	by	up	to	100	basis	points	in	2015	and	lending	rates	by	around	60
basis	points.
The	banks	 said	 they	 could	not	 cut	 their	 retail	 deposit	 and	 lending
rates	substantially	when	the	small	savings	schemes	offered	higher
rates.	That	slowed	the	process	of	banks	passing	through	the	central
bank	rate	cuts	to	boost	economic	growth.
Economy	needs	 lower	 interest	 rates	 to	become	more	efficient	and
high	deposit	rates	would	keep	it	“sluggish.”
Interest	 rates	 had	 risen	 a	 lot,	 so	 the	 cost	 of	 borrowing	 for	 the
government	and	others	was	high,	but	now	they	have	come	down.
The	way	the	economy	is	moving,	we	cannot	have	a	situation	where
lending	 rates	 are	 going	 down	but	 deposit	 rates	 remain	high.	 Both
rates	are	 linked.	To	make	 the	economy	more	efficient	rather	 than
sluggish,	 the	 country	 has	 to	move	 towards	 lower	 interest	 rates	 in
both.
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When	will	the	banks	respond?

For	the	time	being,	banks’	response	may	have	to	wait.	Banks	are	in
the	 midst	 of	 a	 large	 balance	 sheet	 clean-up	 exercise,	 and	 many
skeletons	 may	 tumble	 out	 of	 their	 broom	 closets	 when	 they
announce	March	quarter	numbers.
With	falling	profits	and	rising	provisions,	they	may	just	be	tempted
to	hang	on	to	margins	and	not	cut	lending	rates.	In	the	near	future
the	 banks	 may	 not	 reduce	 their	 lending	 rates	 but	 will	 use	 this	 -
interest	cut	on	small	savings	schemes	-	to	mobilize	more	deposits.
On	the	other	hand,	the	change	to	the	new	marginal	cost	of	lending
rules	might	just	lead	to	a	drop	in	bank	lending	rates.	Whether	or	not
the	 common	 man’s	 loan	 gets	 cheaper	 any	 time	 soon,	 the
government	 can	 expect	 lower	 borrowing	 costs	 the	 next	 financial
year.
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Where	should	we	invest	now?

Though	this	is	good	news	for	equity	and	long	dated	bond	investors,
it	is	bad	news	for	small	savings	investors.	So	they	need	to	align	their
strategies	accordingly.
Savers	 will	 now	 put	 some	 part	 of	 their	 money	 in	 the	 capital
markets,	mutual	funds	and	others	that	give	higher	returns.
As	a	first	step,	they	need	to	segregate	the	small	schemes	where	the
interest	rates	are	fixed	for	the	entire	tenure.	In	schemes	like	senior
citizen	savings	scheme,	NSC,	KVP,	etc,	the	new	rates	are	applicable
only	for	new	customers.	So	Investors	should	rush	and	invest	before
March	31.
PPF	rate	now	is	already	at	all-time	low	and	is	expected	to	go	down
further	if	 the	government	continues	with	the	same	formula	in	the
coming	quarters.
The	 small	 savings	 investors	 also	 need	 to	 look	 outside	 now.	 There
will	be	a	lot	of	fixed	maturity	plan	(FMP)	launches	before	March	31
that	investors	can	consider.	Investing	into	three-year	plus	FMPs	(ie
1,110	days)	is	a	good	option	now,	as	the	four-year	indexation	makes
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it	tax	efficient.

Who	will	be	affected?

Though	the	reduction	in	the	small	savings	schemes’	interest	rates	to
align	it	with	the	bank	fixed	deposit	rates,	which	has	been	seen	as	a
hindrance	 for	 cutting	 the	 lending	 rates	 may	 be	 justified	 citing
economic	 logic,	 the	 decision	 goes	 against	 senior	 citizens	 and
many	others	who	look	at	these	schemes	as	their	social	security.
In	the	absence	of	other	safe	avenues	to	get	better	returns,	the	option
for	 these	 people	 is	 to	either	 accept	 the	 lower	 interest	 rate	 from
April	 1	 or	 shift	 to	 risky	 investments	 like	 the	 private	 deposit
schemes	that	robbed	many	people	of	their	savings	in	West	Bengal’s
Saradha-type	fraudulent	schemes.
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How	does	this	matter	in	the	larger	scheme	of	things?

The	 overall	 small	 savings	 corpus	was	Rs.	 6,40,000	 crore	 in	August
(latest	 available	 data),	 or	 about	 7%	 of	 total	 bank	 deposits	 at	 that
time.	 Consider	 those	 schemes	 where	 government	 has	 removed
extra	spread	over	market	rates—they	amount	to	Rs.	2,00,000	crore,
an	even	smaller	portion	of	bank	deposits.	So,	are	they	competition
to	banks	at	all?
Nomura	Research	has	found	out	that	historically,	whenever	there	is
a	huge	interest	rate	gap	between	small	savings	and	banks	deposits,
household	 savings	 in	 bank	 deposits	 tend	 to	 go	 down	 and	 small
savings	scheme	collections	rise	sharply.
In	 any	 case,	 banks	 have	 been	 whining	 about	 high	 small	 savings
interest	as	one	reason	why	they	haven’t	fully	passed	on	the	Reserve
Bank	of	India’s	rate	cuts	to	their	customers.
Whether	the	small	savings	are	competition	or	not,	banks	no	longer
have	any	excuse	not	to	pass	on	rate	cuts.	A	quarterly	reset	for	the
small	 savings	 also	 would	 mean	 faster	 monetary	 policy
transmission,	as	rates	would	be	more	in	sync	with	the	market.
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Economy	-	Indian	Ecommerce:	The	Evolution

The	 last	 few	 years	 have	 witnessed	 a	 massive	 transformation	 in	 the
services	provided	online	with	cheaper	and	faster	connectivity,	growing
penetration	of	internet	and	smartphones	in	India.	The	ecommerce	firms
are	bullish.	They	are	willing	to	splurge	on	acquiring	customers	through
promotions	 and	 discounts.	 They	 vow	 to	 transform’s	 India’s	 consumer
behaviour	-	how	India	buys	and	sells.	Where	does	this	confidence	stem
from?
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What	are	the	inadvertent	benefits	of	ecommerce?

The	 two	 obvious	 benefits	 that	 were	 predicted	 when	 commerce
moved	online	were	lower	and	more	uniform	prices,	and	an	increase
in	the	range	of	products	available	for	selection.

In	the	Indian	context,	here	are	the	inadvertent	benefits:

Financial	development:

Payment	 gateways	 have	 allowed	 the	 customers	 to	 pay	 bills	 and
transfer	 money.	 Paytm	 now	 has	 120	 million	 accounts	 in	 India,
which	 is	 six	 times	 as	many	 as	 credit	 cards.	 (It	 is	 now	 run	 by	Ant
Financial,	which	also	 successful	 runs	Alipay,	 an	arm	of	Alibaba	 in
China.)
Amazon	India	is	currently	helping	small	sellers	on	its	website	raise
loans,	which	 they	have	otherwise	 struggled	 to	 raise.	 Snapdeal	has
tied	up	with	State	Bank	of	India	for	easier	processing	of	loans.

Improving	infrastructure:
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Over	 the	 years	 ecommerce	 firms	 have	 had	 to	 overcome	 India’s
shoddy	infrastructure	to	deliver	goods	on	time	to	customers.	More
than	 50%	 of	 Flipkart	 and	 Snapdeal’s	 customers	 are	 outside	 Tier	 1
cities.
To	 assist	 their	 delivery,	 they	 are	 focussing	 on	 the	 distribution
network	by	melding	warehouses	and	local	outposts.

Reviving	retail:

In	 a	 country	 of	 1.3	 billion,	 organised	 retailing	 contributes	 to	 less
than	 10%	 of	 the	 total	 retail	 sales.	 However,	 ecommerce	 giants
Flipkart,	Snapdeal	and	Amazon	have	surpassed	the	tally	of	 the	ten
largest	offline	retailers,	thanks	to	the	tech-savvy	generation.
“We	could	actually	be	a	catalyst	to	transform	India:	how	India	buys,
how	 India	 sells,	 and	 even	 transform	 lives,”	 says	 Amit	 Agarwal,	 the
managing	director	of	Amazon	India.

Why	are	firms	interested	in	India?

Over	65%	Indians	are	below	35.	In	these	people,	the	companies	see
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a	 willingness	 to	 transact	 online	 and	 experience	 shopping
differently.
Every	second,	 three	new	Indians	take	to	the	internet.	The	internet
penetration	is	expected	to	grow	from	32%	in	2015	to	59%	in	2020.	By
2030,	the	size	of	India’s	digital	market	is	expected	to	be	one	billion.
In	 June	 2015,	 one	 of	 four	 mobile	 phones	 used	 in	 India	 was	 a
smartphone,	up	from	one	in	five	in	December	2014.
Last	 year’s	 online	 sales	were	 $16	billion.	By	 2020,	Morgan	Stanley
anticipates	that	the	online	market	will	grow	at	least	seven	times	as
much.
At	a	time	when	the	world	economy	is	mired	in	crisis,	India	boasts	of
being	 the	 world’s	 fastest	 growing.	 That	 the	 Indian	 market	 can
become	as	big	as	China	makes	it	even	more	attractive.
India	also	poses	many	challenges	for	these	firms.	However,	India	is
considered	a	better	 template	 than	China	 in	 that	 the	 Indian	model
can	be	mimicked	across	other	emerging	countries.
“What	is	remarkable	for	me	is	that	in	a	very	short	time,	e-commerce
has	 become	 half	 of	 what	 the	 organised	 market	 is,”	 says	 Abheek
Singhi	 of	 the	 Boston	 Consulting	 Group.	 “Two	 years	 down	 the	 line,
three	years	down	the	line,	the	e-commerce	market	could	be	larger.”
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When	did	Indian	ecommerce	take	off?

Online	 shopping	 might	 be	 a	 fad	 today	 but	 it	 was	 not	 when	 the
concept	was	introduced	in	the	late	1990s.
Since	1999,	Rediff	has	been	trying	to	capture	the	Indian	market.	A
few	months	later	IndiaTimes	and	IndiaPlaza	entered	online	retail.
The	 three	 companies	 haplessly	 tried	 to	 convince	 customers	 shop
online.	Interestingly,	IndiaPlaza	endured	the	dot	com	bubble	burst
and	the	global	economic	meltdown,	but	shut	down	its	operations	in
2013	because	it	couldn’t	raise	funds!
In	 2000,	 Baazee.com	 built	 a	 platform	 that	 allowed	 users	 to	 sell
preowned	products.	It	was	later	acquired	by	eBay.
In	2002,	IRCTC,	which	allowed	online	train	ticket	reservations,	was
one	of	 the	 first	websites	 to	 convince	customers	 to	 transact	online,
albeit	 because	 it	 is	 under	 government	 surveillance.	 Even	 today,
IRCTC	is	the	biggest	and	the	most	profitable	ecommerce	firm	 in
the	country.
In	2003,	Air	Deccan	introduced	a	platform	for	air	ticket	aggregation.
MakeMyTrip	and	Yatra	followed	suit	in	2005	and	2006.
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BookMyShow,	 currently	 India’s	 entertainment	 ticketing	 website,
and	Flipkart,	 the	 largest	ecommerce	player,	arrived	 in	2007,	 from
where	India’s	ecommerce	took	off.

Where	is	Indian	ecommerce	different?

Comparison	with	the	West:

The	top	ecommerce	players	in	India	Flipkart,	Amazon	and	Snapdeal
have	adopted	a	marketplace	model	where	thousands	of	sellers	are
allowed	 to	 sell	 anything	 from	 books	 to	 apparels	 to	 electronic
devices.
Indian	 Foreign	 Direct	 Investment	 laws	 bar	 foreign-backed
companies	 from	 holding	 their	 own	 inventory.	 In	 the	 west,	 firms
including	Amazon	hold	their	own	inventory.

Comparison	with	China:

When	 Alibaba	 established	 itself	 in	 a	 post-2000	 China,	 the	 country
was	a	home	of	manufactures	looking	for	avenues	to	sell	their	excess
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production	and	inventories.	India’s	manufacturing	base	is	small	for
such	a	large	economy.
India	 is	 relatively	 poorer,	 more	 heterogeneous,	 and	 have	 fewer
people	transacting	online	(32%	in	2015	as	opposed	to	52%	in	China).
Resistance	 to	 Goods	 and	 Services	 Tax	 (GST)	 which	 promises	 to
homogenise	tax	structure	across	the	country	will	make	life	harder
for	ecommerce	firms.

Who	are	the	major	players?

In	2014,	a	day	after	Flipkart	announced	the	plans	for	 its	big	billion
day	sales,	Amazon	founder	Jeff	Bezos	announced	that	he	is	going	to
pump	in	$2	billion	into	Amazon	India.
Three	 months	 later,	 Snapdeal	 announced	 its	 arrival	 into	 the	 big
league	by	raising	$627	million	from	Japan’s	SoftBank	Group,	which
is	 also	 the	 largest	 investor	 in	 Chinese	 online	 giant	 Alibaba	 Group
Holdings	Ltd.
At	 the	moment,	 Flipkart,	 Amazon	 and	 Snapdeal	 are	 engaged	 in	 a
three-way	 tug-of-war	 that	 has	 seen	 millions	 of	 dollars	 spent	 in
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promotions,	diversification	of	product	range,	building	warehouses,
recruiting	man	power,	etc.
These	 firms	 along	 with	 Paytm	 and	 other	 hyperlocal	 ecommerce
firms	 have	 vowed	 to	 transforms	 the	 experience	 of	 buyers	 and
sellers	alike.

How	fierce	is	the	rivalry?

The	firms	are	engaged	in	a	price	war	as	they	continue	to	cut	prices
to	 attract	 buyers	 as	 they	 see	 benefits	 in	 the	 long	 run.	 Last	 year,
Amazon’s	sales	were	two-thirds	the	size	of	its	losses.
“The	 priority	 is	 growth,”	 the	 Amazon	 India	 managing	 director
explains.	This	remains	the	priority	of	all	ecommerce	companies	in
India.	But	growth	is	coming	with	a	(huge)	cost.
Indian	ecommerce	 firms	 is	 expected	 to	 take	 close	 to	 five	years	 to
achieve	 profitability.	 However,	 if	 firms	 can	 cut	 discounts	 and
operating	costs,	their	average	gross	margins	will	jump	to	about	15%
in	2020	from	8%	currently,	according	to	a	new	report	by	the	Indian
financial	services	unit	of	UBS	Group	AG.
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The	ecommerce	firms	are	further	engaged	in	decisions	that	will	require
millions	of	dollars,	and	will	delay	profitability.	For	example,

Flipkart,	which	 is	already	moving	 from	an	 inventory-based	model
to	 a	 marketplace	 model,	 is	 now	 shifting	 to	 an	 advertising-led
model	 from	a	commission-based	one,	which	 is	 the	mainstay	of	a
marketplace.
Snapdeal,	owned	by	Jasper	Infotech	Pvt.	Ltd,	is	investing	heavily	on
logistics	 via	 GoJavas.	 Snapdeal	 had	 picked	 up	 stake	 in	 GoJavas	 in
2015.
Ola,	 the	biggest	cab	service,	 is	now	planning	 to	buy	cars	and	 lease
them	 to	 drivers	 as	 opposed	 to	 its	 original	 plan	 of	 just	 connecting
drivers	with	customers.

((( 	)))
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Economy	-	Indian	Ecommerce:	The	needle	above	the
bubble

In	World	War	I,	the	German	and	Franco-British	armies,	in	an	attempt	to
outflank	each	other	wound	up	in	the	Belgian	coasts	as	their	two-month
struggle	 ended	 in	 a	 stalemate.	 As	 India’s	 ecommerce	 companies	 are
waging	 a	 price	war	without	 imminent	 signs	 of	 profitability,	 it	 appears
that	 they	 are	 locked	 in	 a	 stalemate.	 Is	 there	 a	 needle	 dangling	 above
India’s	ecommerce	bubble?

426



What	is	a	bubble?

In	physics,	a	bubble	has	very	high	surface	area	enclosing	very	little
intrinsic	 value.	 The	 high	 surface	 tension	 causes	 it	 to	 burst	 when
touched/pricked.
In	 economic	 terms,	 it	 is	 a	 period	 when	 the	 price	 of	 an	 asset	 is
inflated	beyond	its	intrinsic	value.	The	intrinsic	value	is	determined
by	 supply	 and	 demand	 factors.	 In	 a	 bubble,	 investors
overestimate	the	future	cash	flows	of	the	asset	until	they	realise
that	the	collective	market’s	estimate	falls	below	their	estimation.
If	the	demand	for	the	asset	doesn’t	increase	anymore,	the	prices	will
not	 go	 up.	 As	 they	 realise	 this,	 investors	 would	 begin	 selling	 the
asset	to	match	price	to	value	triggering	a	collapse	of	the	bubble.
On	seeing	the	market	value	decrease,	the	market	descends	in	panic,
where	 the	 investors	become	desperate	 to	 get	 rid	of	 the	asset	 they
are	holding	leading	to	a	vicious	cycle.	As	each	investor	aspires	to	be
the	first	to	get	out	of	the	murk,	the	bubble	bursts.
There	is	a	huge	amount	of	wealth	that	gets	destroyed	after	a	bubble
bursts.	 Companies	 collapse	 overnight.	 Governments	 have	 to
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sometimes	intervene	and	splurge	tax	payer	money	in	order	to	stall
the	collapse	to	some	extent.
Bubbles	 can	 occur	 in	 any	 financial	 instrument	 like	 gold,
government	bonds,	real	estate,	derivatives,	etc.

Why	are	the	Indian	ecommerce	firms	running	in	losses?

The	change	in	consumer	buying	behaviour	is	primarily	attributed	to
the	 lucrative	 discounting	 in	 product	 prices	 and	 the	 variety	 of
products.
Discounts	 are	 essential	 for	 ecommerce	 firms.	 Typically	 an	 online
buyer	is	assumed	to	go	online	for	price	benefits.	One	is	expected	to
relentlessly	pursue	the	lowest	possible	price	for	the	product	one	is
searching.
Due	 to	 FDI	 regulations,	 marketplaces	 like	 Flipkart,	 Amazon	 and
Snapdeal	are	not	allowed	to	control	 the	prices	at	which	the	sellers
list	their	product	on	their	sites.
However,	 a	 Mint	 report	 revealed	 that	 the	 ecommerce	 giants
circumvent	 the	 regulations	 to	 fund	part	 or	 sometimes	 the	 entire
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discount	in	an	indirect	manner.	These	companies	pay	the	discounts
back	 to	 sellers	 by	 cheque,	 forgo	 commissions/listing	 fees,	 etc.	 to
encourage	sellers	to	provide	these	discounts.
The	 total	 share	 of	 internet	 users	 purchasing	 online	 is	 expected	 to
increase	from	15%	in	2014	to	32.5%	by	2020.	The	Internet	user	base
itself	is	expected	to	grow	from	302	million	in	2014	to	673	million	by
2020.
Ecommerce	 companies	 spent	 about	Rs.	 2,000	 crore	 on	 advertising
and	 marketing	 in	 2015	 of	 which	 Flipkart,	 Amazon,	 Snapdeal	 and
Paytm	account	for	nearly	90%.
The	commerce	companies	are	engaged	in	a	war	chasing	growth	and
market	share	as	they	aspire	to	tap	into	the	potential	of	this	market.

When	are	these	firms	expected	to	achieve	profitability?

The	 ecommerce	 giants	 Flipkart,	 Amazon	 and	 Snapdeal	 are	 all
reporting	a	sales	growth	of	over	100%	but	this	is	caused	mainly	by
aggressive	campaigning	and	deep	discounts.
The	elephant	 in	 the	room	is	 the	question	of	whether	 this	business
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model	is	capable	of	generate	profits.
In	2015,	the	investors	marked	up	Flipkart’s	valuation	to	$15	billion
from	less	than	$3	billion	at	the	beginning	of	2014,	even	though	the
company	hasn’t	come	anywhere	near	profitability.
Each	of	these	firms	is	running	in	huge	losses	prompting	analysts	to
raise	 questions	 about	 the	 revenue	 model	 and	 profitability	 to	 the
firms.
“Profitability	 has	 to	 happen	 much	 before	 2020,	 otherwise	 investors
will	be	in	trouble,	as	it’ll	be	tough	to	justify	valuations.	However,	I	do
think	it’ll	actually	happen	before	2020	as	discounts	reduce	over	time,”
said	 Abhishek	 Goyal,	 a	 former	 investor	 with	 Accel	 Partners	 who
now	 runs	 a	 start-up	 called	 Tracxn	 which	 sells	 data	 on	 private
companies	to	investors.

Where	is	the	scene	headed?

The	Hong	Kong	Stock	Exchange	noted	 that	 Snapdeal	 splurged	$25
million	a	month	for	funding	discounts	and	promotions	as	its	losses
rose	 from	around	Rs	270	crore	 in	2014	 to	nearly	Rs	1,350	crore	 in
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2015.
Flipkart’s	 losses	 quadrupled	 from	Rs	 400	 crore	 in	 2014	 to	 Rs	 2000
crore	in	2015	according	to	filings	with	Registrar	of	Companies	(RoC).
Amazon	India’s	 loss	widened	from	Rs	321	crore	 in	2014	to	Rs	1724
crore	in	2015	even	as	its	sales	increased	six	times.
The	 combined	 losses	 of	 the	 three	 firms	 account	 for	 Rs	 5074
crores.
However,	Flipkart	and	Snapdeal	valuations	stood	at	$	15	billion	and
$4.7	 billion	 by	 the	 end	 of	 2015.	 Flipkart	 commands	 the	 largest
market	share	of	44%	in	India.
While	the	potential	of	India’s	retail	market	is	huge,	the	ecommerce
valuations	 are	 considered	 to	 be	 driven	 by	 the	 hyper-demand
created	 by	 investors	 without	 measurable	 improvements	 in	 the
companies’	 financial	 performance	 leaving	many	wondering	 if	 the
needle	is	dangling	above	this	bubble.

Who	all	have	sent	out	warning	signals?

Questions	over	ecommerce	valuations	became	shrill	after	the	following
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incidents:

Morgan	Stanley	slashes	Flipkart’s	value

Morgan	Stanley,	a	mutual	fund	investor	in	Flipkart	Ltd.,	slashed	the
value	of	its	holdings	by	27%	last	month	by	valuing	its	stake	at	$58.9
million	as	 of	 31	December	 2015,	 down	 from	$80.6	million	 in	 June
2015.
This	means	that	Morgan	Stanley	now	values	Flipkart	at	$11	billion
signalling	 that	 the	 company’s	 valuation	 (at	 $	 15	 billion)	 had	 run
ahead	of	itself.
Mutual	 funds	 constitute	 one	 of	 the	 largest	 institutional	 buyers	 of
shares	 in	 stock	 markets.	 As	 a	 result	 the	 valuation	 estimates	 of
mutual	funds	will	be	a	key	indicator	of	how	stock	market	investors
will	value	the	company.

Jack	Ma	backs	off

Alibaba	Group	recently	backed	out	 from	buying	 stake	 in	Snapdeal
after	Alibaba	sought	at	under	$5	billion	while	Snapdeal	sought	at	$6-
7	billion.
This	 is	 another	 clear	 indication	 that	 investors	 begin	 to	 realise	 the
perils	 of	 the	 ever-rising	 valuation	 graph	 and	 falling	 a	 prey	 to	 the
euphoria	surrounding	the	sector.
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How	are	these	companies	valued?

Gross	Merchandise	Value	(GMV)	of	a	retail	company	is	equivalent
to	its	gross	revenue.

i.e.,	GMV	=	Sale	price	charged	to	 the	customer	X	Number	of	 items
sold.

GMV	doesn’t	 factor	 in	discounts,	shipping	and	other	 internal	costs.
So	if	a	product	with	a	Maximum	Retail	Price	(MRP)	of	Rs	100	is	sold
at	Rs	90,	its	Rs	90	is	what	is	accounted	for	in	the	GMV.
GMV	 is	 used	mainly	 in	 the	 context	 of	marketplaces	 to	 distinguish
between	 company’s	 sales	 for	 accounting	 from	 the	 consumer
purchases.
In	a	market-place	model,	 the	company’s	 income	 is	 calculated	as	a
certain	percentage	of	its	GMV	as	its	revenue	is	via	commissions.
GMV	 is	 considered	 to	 be	 a	 good	 indicator	 of	 the	 growth	 of	 the
company,	as	 this	measures	 the	volume	and	value	of	merchandise
sold	or	the	number	of	transactions	handled.
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Investors	in	ecommerce	keep	track	of	the	Net	GMV	and	its	growth
to	estimate	commission	income	and	measure	the	profit	potential	in
future.

((( 	)))
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Economy	-	Air	India	gives	wings	to	Khadi

Air	India	has	decided	to	experiment	with	Khadi	garments	after	Khadi
and	 Village	 Industries	 Commission	 (KVIC)	 requested	 all	 public	 sector
units	to	use	Khadi.	 It	will	go	for	a	makeover	of	 its	Air	India	One	cabin
crew	members	in	a	bid	to	promote	“khadi	culture”.	PM	Modi	has	been
urging	 people	 to	 use	 khadi	 in	 a	 bid	 to	 revive	 Gandhi’s	 legacy	 and
generate	jobs.
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What	purpose	will	this	move	serve?

The	purpose	of	this	move	is	to	promote	khadi	culture.	Air	India	has
agreed	 to	 go	 for	 a	 makeover	 of	 its	 Air	 India	 One	 cabin	 crew
members	who	will	wear	 khadi	 silk	 clothes	 supplied	 by	Khadi	 and
Village	Industries	Commission	(KVIC).
The	 idea	of	 introducing	khadi	garments	 for	 its	 crew	 is	 to	promote
adoption	of	the	fabric	among	the	youth.
The	 female	 crew	members	will	 wear	 a	 silk	 saree	 and	 their	male
counterparts	will	 turn	up	with	Jodhpuri	bandgala	coats,	 trousers
and	jackets.
Air	India	had	also	decided	to	give	KVIC	amenity	kits	to	its	first	class
and	 business	 class	 international	 passengers.	 The	 kit	 will	 include
khadi	 moisturiser,	 khadi	 rose	 face	 wash,	 khadi	 handmade	 soap
among	other	things.	This	will	popularize	khadi	products.
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Why	is	the	government	promoting	Khadi?

The	 promotion	 by	 the	 government	will	 help	 take	 Khadi	 to	 newer
heights	both	locally	and	globally.
Khadi	 fabric	 production	 is	 mostly	 labour	 intensive	 and	 human
input	 is	 the	 prime	 factor.	 Therefore	 more	 production	 will	 boost
rural	economy.
It	will	promote	PM	Narendra	Modi’s	Make	in	India	campaign.
Greater	 production	 of	 khadi	will	 also	mean	 that	 the	 industry	will
require	more	workers	who	are	skilled	in	tailoring	and	production.
Thus	it	will	lead	to	providing	more	employment	opportunities	and
helps	in	empowering	rural	families.
Khadi	is	symbolic	of	homogeneity,	status	neutrality	and	simplicity.
Promotion	will	 help	 in	 sensitizing	 the	 present	 generation	 towards
the	significance	of	Khadi	and	charkha.
Embracing	 Khadi	 as	 a	 uniform	 in	 office	 would	 go	 well	 with	 the
values	that	are	inseparable	from	it.
It	will	 also	 try	 to	 remove	 the	perception	 that	khadi	 products	 are
only	meant	for	old	people	or	politicians.
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The	 government	 is	 targeting	 that	 at	 least	 10%	 of	 women	 in	 rural
areas	be	linked	with	Khadi	production.

When	was	KVIC	established?

Khadi	and	Village	Industries	Commission	(KVIC)	is	a	statutory	body
established	 by	 Union	 Government	 under	 the	 Khadi	 and	 Village
Industries	Commission	Act,	1956.
It	 is	an	apex	organisation	 that	 functions	under	 the	aegis	of	Union
Ministry	of	Micro,	Small	and	Medium	Enterprises.
It	was	established	with	 the	aim	of	providing	employment	 through
the	production	 of	 saleable	 articles	 and,	 through	 this,	 creating	 self-
reliance	 among	 the	 poor	 and	 building	 a	 strong	 rural	 community.
Over	seven	lakh	artisans	registered	under	the	commission.
Its	 main	 function	 is	 planning,	 promotion,	 organisation	 and
implementation	 of	 programmes	 for	 development	 of	 Khadi	 and
other	village	industries	in	the	rural	areas	in	coordination	with	other
agencies	engaged	in	rural	development
The	 commission	 works	 towards	 supplying	 raw	 material	 and
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implements	 to	 producers,	 promoting	 research	 in	 production
techniques,	 quality	 control	 of	 khadi	 products	 and	 promoting	 the
sale	and	marketing	of	these	products.
KVIC	also	encourages	Khadi	and	Village	Industries	to	participate	in
International	Trade	Fair/	Exhibitions

Where	does	Khadi	business	in	India	stand	today?

Khadi	production	in	the	country	will	cross	Rs	1,300	crore	in	2016-17
and	 create	 19.5	 lakh	 jobs,	 as	 per	 the	 projections	 of	 the	 MSME
Ministry.
The	 production	 and	 sales	 of	 khadi	 was	 increasing	 at	 6%	 on	 an
average	in	the	last	six	decades.
India	currently	produces	over	100	million	square	metres	of	khadi.
Khadi	 sales	 figures	 were	 in	 the	 negative	 zone	 in	 the	 first	 half	 of
2014-15	but	there	was	a	sudden	jump	in	the	second	half	of	the	year.
In	 the	 last	 one	 year	 production	 has	 increased	 by	 20	 %	 and	 sales
have	gone	up	by	30	per	cent.
In	his	 first	 radio	address,	Mann	ki	Baat,	 Prime	Minister	Narendra
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Modi	 had	 initiated	 a	 campaign	 to	 encourage	 the	 purchase	 and
promotion	of	khadi.
The	main	 items	exported	under	Khadi	 are	 Silk	 and	Muslin,	Ready
Made	Garments,	Textile	Based	Handicraft	and	Charkha.
KVIC	has	separately	entered	into	multi-crore	deals	with	both	private
and	public	organisations	in	recent	times.
These	 include	 government	 schools,	 defence	 forces,	 Air	 India,	 JK
Cement,	FabIndia,	Raymond,	among	others.

Who	promoted	khadi	in	India?

Khadi	first	caught	the	imagination	of	the	nation	during	the	freedom
movement	under	Mahatma	Gandhi.
He	propagated	it	as	not	just	a	fabric,	but	a	way	of	life.	Khadi	was
meant	to	become	a	supplementary	industry	to	agriculture,	a	crucial
element	in	a	self-sustaining	economy.
He	 advocated	 ‘Khadi’	 as	 the	 beginning	 of	 economic	 freedom	 and
equality	for	all.
Adopting	 khadi	 as	 a	 lifestyle	 choice	 symbolised	 the	 move	 away
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from	British	textiles	and	products	and	the	promotion	of	all	things
Indian.
Charkha	and	Khadi	were	an	expression	of	economic	development
which	focused	on	the	poor	and	the	under	privileged.
Narendra	 Modi	 had	 advocated	 the	 khadi	 products	 as	 homage	 to
Mahatma	Gandhi	on	October	2,	2014.	He	had	asked	people	to	use	at
least	one	khadi	product.

How	is	the	government	promoting	Khadi?

The	 Government	 has	 given	 deemed	 Export	 Promotion	 Council
status	to	KVIC,	in	order	to	boost	export	of	khadi	products.
Ministry	of	Micro,	Small	and	Medium	Enterprises	(MSME)	is	trying
to	 promote	 khadi	 products	 in	 government	 schools,	 police	 forces,
government	hospitals,	railways	and	airlines.
There	 is	 a	 big	 market	 for	 school	 uniforms	 in	 the	 country	 as	 per
MSME	 and	 khadi	 will	 become	 a	 fashion	 statement	 if	 school
students	wear	khadi	uniforms.
KVIC	is	also	in	the	process	of	opening	khadi	outlets	at	some	airports
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in	the	country
Indian	Railways	is	already	using	khadi	bed-sheets.	There	are	plans
to	 use	more	KVIC	 products	 that	will	 be	 used	 in	 the	 railways	 over
time.
If	 a	 proposal	 from	 the	 KVIC	 is	 accepted,	 casual	 Fridays	 might
become	khadi	days	for	government	employees.
Recently,	a	noted	designer	Ritu	Beri	has	been	appointed	advisor	to
KVIC	 for	 promotion	 of	 khadi	 in	 India	 and	 across	 the	 world.	 She
would	 advise	 on	 introduction	 of	 state	 of	 the	 art	 multi-fashion
designs	and	styles	in	khadi	readymade	garments	and	on	promotion
of	Khadi	in	the	country	and	abroad

((( 	)))
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Economy	-	Jewellers	strike	is	a	month	old	now

A	 large	number	of	 jewellers	 and	bullion	 traders	 in	 the	 country	have
been	 striking	 for	 a	month	 to	 protest	 the	 proposed	 1%	 excise	 duty	 on
non-silver	 jewellery.	 Jewellers,	 bullion	 traders	 and	 artisans	have	been
on	strike	to	protest	the	duty.	They	have	urged	Prime	Minister	Narendra
Modi	 and	 Finance	Minister	 Arun	 Jaitley	 to	 intervene	 in	 the	matter	 to
resolve	the	issue.
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What	has	the	government	announced	in	the	Budget	2016?

Financial	 Minister	 Arun	 Jaitley	 had	 proposed	 to	 levy	 1	 per	 cent
excise	 duty	 on	 jewellery	 without	 input	 credit	 or	 12.5	 percent
excise	with	input	credit.
The	domestic	imitation	jewellery	sector	has	received	an	impetus	as
the	government	has	increased	the	basic	customs	duty	on	imported
imitation	jewellery	from	10%	to	15%.
The	 government	 has	 also	 made	 the	 permanent	 account	 number
(PAN)	mandatory	 for	purchase	of	 jewellery	worth	more	 than	Rs	2
lakh.
The	ministry	 of	 finance	 said	 that	 the	 additional	 levy	 will	 only	 be
imposed	on	jewellers	whose	turnover	was	more	than	Rs.	12	crore	in
the	previous	financial	year.
Jewellers	 having	 turnover	 below	 Rs.12	 crore	 during	 preceding
financial	year	will	be	eligible	for	exemption	up	to	Rs.6	crore	during
next	 financial	 year.	 Such	 small	 jewellers	 will	 be	 eligible	 for
exemptions	up	to	Rs.50	lakh	for	the	month	of	March	2016.
The	government	move	is	aimed	at	bringing	the	gems	and	jewellery
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industry	that	is	still	largely	an	unorganised	sector	into	the	tax	net.

Why	are	the	Jewellers	disappointed	and	on	strike?

The	 move,	 according	 to	 Jewellers,	 will	 not	 only	 put	 additional
burden	 on	 buyers,	 but	 also	worsen	 the	market	 sentiment	 already
hit	by	the	decision	to	make	PAN	a	must.	This	will	discourage	 the
use	of	black	money	for	buying	jewellery.
The	 excise	 duty	 would	 mean	 more	 paperwork,	 pressure	 for
compliance	and	“unnecessary	harassment”.
Then,	there	are	other	“irritants”	such	as	tax	collection	at	source	on
sales	of	Rs.	2	lakh	and	above	and	the	system	of	unique	identification
number	(UID)	on	each	jewellery	item	hallmarked	in	India	aimed	to
curb	duplication	and	ensure	traceability.
Jewellery	 retailers	 have	 been	 having	 issues	 with	 the	 extent	 and
mode	taxation	since	long.
However,	Vinod	Talwar,	 the	president	of	the	Jewellers’	Association
of	Chandigarh,	says	jewellers	do	not	have	a	problem	with	paying	1%
more	 tax,	 but	 they	 do	 not	 want	 interference	 of	 the	 excise
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department.
“I	 agree	 that	 the	maximum	amount	 of	 black	money	 is	 spent	 on
gold,	but	people	use	it	to	buy	pure	gold,	not	jewellery.	The	government
can	ban	the	sale	of	pure	gold,”	he	suggests.

When	is	Excise	criticised?

An	excise	tax	is	an	inland	tax	on	the	sale,	or	production	for	sale,	of
specific	goods	or	a	tax	on	a	good	produced	for	sale,	or	sold,	within
the	country	or	licenses	for	specific	activities.
Critics	of	excise	 tax	have	 interpreted	and	described	excise	duty	as
simply	 a	 government’s	 way	 of	 levying	 further	 and	 unnecessary
taxation	on	the	population.
Excise	 is	 often	 somewhat	 similar	 to	 other	 taxes	 and	 sometimes
doubles	up	with	them,	 as	 in	 the	case	of	customs	duties	 (since	 the
two	 taxes	 largely	 apply	 to	 the	 same	 types	 of	 goods,	 people	 are
forced	 to	 pay	 tax	 twice	 on	 the	 same	 items	 (except	 in	 the	 case	 of
duty-free	items)	–	once	through	excise	upon	purchase	and	a	second
time	through	customs	duties	upon	transportation.
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A	 justification	 for	 this	 is	 that	 the	 country	 the	 items	 are	 being
imported	into	is	applying	the	customs	partly	for	the	same	reasons	as
the	original	excise	was	charged,	as	it	is	the	country	of	import	which
will	 suffer	 the	environmental,	health	and	social	effects	of,	 say,	 the
cigarettes	and	alcohol	being	brought	in.

Where	 are	 the	 government	 initiatives	 in	 the	 Gem	 and	 Jewellery
industry?

100	 per	 cent	 Foreign	 Direct	 Investment	 (FDI)	 is	 allowed	 in	 this
sector.
The	 Reserve	 Bank	 of	 India	 has	 announced	 norms	 for	 gold
monetisation	scheme,	which	allows	individuals,	trusts	and	mutual
funds	 to	 deposit	 gold	 with	 banks	 in	 return	 for	 interest,	 to	 help
reduce	gold	imports	and	alleviate	pressure	on	trade	balance.
The	Reserve	Bank	of	India	(RBI)	has	liberalised	gold	import	norms.
With	 this,	 star	 and	 premier	 export	 houses	 can	 import	 the
commodity,	while	banks	and	nominated	agencies	can	offer	gold	for
domestic	use	as	loans	to	bullion	traders	and	jewellers.
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Due	to	shortage	of	skilled	manpower,	the	Gems	and	Jewellery	Skill
Council	 of	 India	 is	planning	 to	 train	over	 four	million	people	by
2022.	 The	 council	 aims	 to	 train,	 skill	 and	 enhance	 4.07	 million
people	by	2022.
In	 September	 2015,	 the	 Government	 of	 India	 approved	 the	 gold
monetisation	 plan	 in	 the	 form	 of	 revamped	Gold	Deposit	 Scheme
(GDS)	and	the	Gold	Metal	Loan	(GML)	Scheme	to	mobilise	tonnes	of
gold	stored	in	households	and	temples	across	the	country.

Who	has	supported	the	Jewellers?

The	 Delhi	 assembly	 on	 Tuesday	 29th	 March	 2016	 passed	 a
resolution	against	 the	 central	 government’s	proposition	 to	 impose
one	 percent	 excise	 duty	 on	 the	 jewellers	 and	 urged	 the	 prime
minister	to	roll	it	back.
The	 resolution	 read:	 “This	 house,	 having	 understood	 the	 hardships
being	 forced	by	both	 the	 jewellers	and	prospective	 customers	 in	 the
wake	 of	 recent	 proposal	 in	 the	 union	 budget	 to	 impose	 one	 percent
excise	 duty	 on	 non-silver	 jewellery,	 resolves	 that	 such	 a	 move	 is
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detrimental	to	the	interest	of	all	concerned	and	urges	upon	the	prime
minister	of	 India	to	direct	the	union	finance	minister	to	 immediately
roll	back	the	proposed	excise	duty.”
Delhi	 Chief	 Minister	 Arvind	 Kejriwal	 termed	 the	 BJP-led	 central
government	“arrogant”.
“On	one	side	our	government	has	reduced	taxes	while	on	the	central
government	 had	 imposed	 one	 percent	 excise	 duty	 on	 the	 jewellers.
They	 (jewellers)	 are	 peaceful	 people	 but	 today	 they	 are	 forced	 to
protest	on	the	roads,”	Arvind	Kejriwal	said.

How	big	is	the	Gems	and	Jewellery	industry	in	India?

The	 overall	 gross	 exports	 of	Gems	&	 Jewellery	 in	 FY2014-15	were
US$	 39.9	 billion,	 which	 reflected	 a	 growth	 of	 0.43	 per	 cent	 over
FY2013-14.	 The	 overall	 gross	 imports	 of	 Gems	 &	 Jewellery	 in
FY2014-15	was	US$	31.5	billion,	which	reflected	a	growth	of	2.65	per
cent	over	FY2013-14.
This	year’s	gems	and	jewellery	(G&J)	exports	from	India	are	 likely
to	 be	 the	 lowest	 in	 six	 years	 because	 of	 weak	 overseas	 demand
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following	a	sharp	cut	in	luxury	spending	by	global	consumers.
According	 to	 a	 report	 by	 Research	 and	 Markets,	 the	 jewellery
market	in	India	is	expected	to	grow	at	a	Compound	Annual	Growth
Rate	(CAGR)	of	15.95	per	cent	over	the	period	2014-2019.
The	cumulative	Foreign	Direct	Investment	(FDI)	inflows	in	diamond
and	gold	ornaments	in	the	period	April	2000-September	2015	were
US$	750.87	million.
Imports	of	cut	and	polished	diamond	and	gold	bar	fell	by	60	per	cent
and	32	per	cent	respectively	to	$2.29	billion	and	$3.09	billion	in	the
first	10	months	of	2015-16.
With	an	8	per	cent	 share	 in	polished	diamonds,	 India	has	become
the	world’s	third	largest	diamond	consumer.

((( 	)))
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Economy	-	Tata	steel	to	sell	UK	business

With	thousands	of	jobs	at	risk	following	Tata	Steel’s	move	to	sell	its	UK
business,	 British	 PM	 David	 Cameron	 is	 likely	 to	 hold	 an	 emergency
meeting.	The	Tatas	have	burnt	billions	of	pounds	in	the	last	eight	years.
The	European	Steel	industry	is	a	victim	of	cheap	Chinese	steel.	There	is
no	solution	in	sight.	Is	it	time	to	experiment	with	‘People’s	Quantitative
Easing’?

451



What	is	the	reason	behind	UK	steel	crisis?

Demand	for	steel	worldwide	has	not	returned	to	pre-financial	crash
levels.	 With	 economies	 -	 particularly	 China’s	 -	 still	 seeing	 weak
growth,	 global	demand	 for	 steel	 is	 set	 to	 remain	 low,	 falling	 by
1.7%	in	2015	and	rising	by	0.7%	in	2016.
Global	 steel	 prices	 have	 fallen	 sharply.	 Meanwhile,	 China’s	 own
economic	 slowdown	 has	 led	 Chinese	 producers	 to	 seek	 export
markets	as	their	home	demand	has	stagnated.
As	a	result,	UK	imports	of	Chinese	steel	have	increased	dramatically.
In	 2014	 the	 UK	 imported	 687,000	 tonnes	 of	 steel	 from	 China
compared	to	303,000	tonnes	the	year	before.
It	 is	 true	 that	 the	 UK’s	 steel	 imports	 from	 the	 rest	 of	 the	 EU	 are
much	 higher	 -	 4.7	 million	 tonnes	 in	 2014,	 but	 crucially	 China	 is
selling	its	steel	at	much	lower	prices	(10	year	low	now).
Other	factors	affecting	the	wider	UK	steel	industry	include	relatively
high	energy	prices	and	the	extra	cost	of	climate	change	policies.
Government	policies	to	compensate	steel	companies	for	these	extra
costs	have	been	coming	in	too	slowly.
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Why	has	Tata	decided	to	sell	its	UK	business?

Tata’s	 Port	 Talbot	 site	 alone,	 which	 employs	 5,500	 people,	 is
estimated	to	be	losing	1	million	pounds	a	day.
Explaining	 its	 decision	 sell	 the	 UK	 business,	 Tata	 said	 trading
conditions	had	“rapidly	deteriorated”	in	the	UK	and	Europe	due	to	a
global	 oversupply	 of	 steel,	 cheap	 steel	 imports,	 high	 costs	 and
currency	volatility.
“These	 factors	 are	 likely	 to	 continue	 into	 the	 future	 and	 have
significantly	 impacted	 the	 long-term	 competitive	 position	 of	 the	 UK
operation,”	it	said.
Tata	must	 cut	 its	 losses	 in	 the	UK,	where	 it	had	 lost	 £2bn	 in	 five
years,	 and	 the	 sale	 price	 was	 not	 the	 most	 important	 issue:	 “It
[Tata’s	 UK	 steel	 business]	 has	 become	 quite	 a	 burden	 for	 the
company.	It	is	not	a	valuation	exercise,	it	is	an	exposure	exercise”.
Tata	has	written	off	£2bn	from	the	value	of	 its	UK	assets,	meaning
they	are	effectively	worthless.	So,	selling	them	may	not	be	easy.
The	 government	 of	 UK	 is	 considering	 providing	 financial	 support
for	Tata	Steel’s	UK	business,	to	allow	time	for	a	buyer	to	be	found.
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When	did	Tata’s	troubles	in	UK	start?

Tata	 Steel’s	 problems	 in	 Britain	 arose	 almost	 as	 soon	 as	 it	 bought
Anglo-Dutch	steelmaker	Corus	in	2007.	Industry	bankers	said	Tata
overpaid	 for	 Corus	 at	 the	 peak	 of	 the	 market.	 Despite	 heavy
investment,	Tata	Steel	struggled	to	compete.
In	 January	 the	company	announced	more	 than	1,000	UK	 job	cuts,
including	 750	 in	 Port	 Talbot,	 where	 it	 employs	 4,000	 staff	 and	 a
further	3,000	contractors	and	temporary	workers.
Last	October	Tata	Steel	said	nearly	1,200	jobs	would	go	at	plants	in
Scunthorpe	and	Lanarkshire.
In	June	2015	a	strike	in	all	Tata	Steel	plants	in	UK	was	called	off	after
settlement	 over	 proposed	 changes	 to	 their	 final	 salary	 pension
scheme.	 The	pension	costs	 too	 are	 hurting	 Tata	 Steel	 badly.	 Tata
warned	last	year	that	it	faced	a	£2bn	pension	deficit	in	the	UK.
Now	 Indian	 owner	 Tata	 Steel	 is	 planning	 to	 sell	 its	 entire	 UK
business,	which	employs	about	15,000	people.
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Where	would	the	workers	go?

Tata	Steel	has	15,000	workers	in	the	UK.	Of	those,	5,000	are	at	plants
in	Lanarkshire	 and	 Scunthorpe,	which	are	 in	 the	process	 of	 being
sold	to	Liberty	Group	and	Greybull	Capital.
The	future	of	the	remaining	10,000	will	depend	on	the	response	of
the	UK	government	to	this	steel	crisis.
The	workers	 and	 their	 unions	 had	 hoped	 to	 garner	 support	 from
Tata	 for	 their	 ambitious	 turnaround	 plan,	 which	 would	 turn
hundreds	of	millions	 in	 losses	 to	profit	within	 two	years,	with	 the
help	 of	 additional	 Tata	 investment.	 That	 plan	 was	 rejected	 on
Tuesday	as	“unaffordable”	and	“risky”.
The	British	government	said	yesterday	it	was	looking	at	“all	options”
including	 taking	 a	 temporary	 stake	 in	 the	 country’s	 biggest
steelworks	at	Port	Talbot	to	save	thousands	of	jobs.
The	 Scottish	 government	 temporarily	 took	 ownership	 of	 Tata’s
Lanarkshire	 sites	 to	 help	 bridge	 a	 transaction	 to	 Liberty,	 but	 that
was	on	a	much	smaller	scale.
At	the	moment,	the	workers	at	Port	Talbot	have	seen	their	best	hope
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dashed,	with	no	Plan	B	and	time	running	out.

Who	would	buy	Tata	Steels	business	in	UK?

The	company	announced	 late	on	Tuesday	night	 that	 its	board	had
rejected	 an	 “unaffordable”	 turnaround	 plan	 for	 Port	 Talbot	 and
instead	given	the	green	light	to	a	sale	of	its	UK	business.
However,	 it	may	 be	 difficult	 to	 find	 a	 buyer	 for	 an	 establishment
which	has	limited	capital	and	is	losing	£1m	a	day.
The	company	is	already	in	the	process	of	selling	its	business	in	the
Scunthorpe	site	to	Greybull	Capital,	an	investment	firm.
In	 a	 statement,	 Tata	 Steel	 confirmed	 its	 board	 had	 recommended
exploring	 “all	 options	 for	 portfolio	 restructuring	 including	 the
potential	divestment	of	Tata	Steel	UK,	in	whole	or	in	part”.
It	said	it	had	been	in	deep	engagement	with	the	government	about
“seeking	its	support	to	achieve	the	best	possible	outcome	for	the	UK
business,	within	the	restrictions	of	state	aid	rules	and	other	statutory
limits”.
Analysts	said	Tata	would	likely	struggle	to	find	a	buyer	for	the	entire
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UK	division	but	could	try	to	sell	it	in	parts.

How	should	the	UK	government	respond?

The	 government	 has	 certainly	 been	 caught	 unaware.	 The	 Prime
Minister	and	other	ministers	are	abroad.	There	was	no	minister	in
India	negotiating	with	Tata.

But	the	firefighting	has	begun	now.

Labour	leader	Jeremy	Corbyn’s	petition	calling	for	David	Cameron
to	recall	parliament	over	the	Tata	steel	crisis	has	taken	a	fairly	big
jump	in	the	past	few	hours.	It’s	now	close	to	50,000.
Sajid	 Javid,	 the	 business	 secretary,	 is	 on	 his	 way	 home	 from
Australia	 to	 tackle	 the	 crisis,	 and	David	Cameron	 is	 also	 returning
from	a	holiday	in	Lanzarote.

That	 Britain	 needs	 a	 steel	 industry	 for	 its	 wider	 manufacturing,
infrastructure	and	defence	needs.	That	is	why	it	is	actively	considering
some	form	of	state	aid.
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The	 problem	 is	 that	 there	 are	 constraints	 on	 government	 action
here.	 Can	 it	 afford	 to	 subsidise	 steel	 in	 the	 long	 run?	Will	 the	 EU
allow	it?

Perhaps	 it	 is	 time	 to	 experiment	 with	 what	 the	 Labor	 Party	 calls
‘People’s	Quantitative	Easing’	 -	 the	policy	of	using	money	created	by
the	 central	 bank	 (Bank	 of	 England	 in	 this	 case)	 to	 invest	 in	 public
infrastructure	 projects,	 at	 the	 same	 time	 as	 boosting	 employment
and	economic	growth.

((( 	)))
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Economy	-	Indian	Ecommerce:	End	of	discounts?

In	an	attempt	to	legitimise	the	ecommerce	sector,	the	government	on
Tuesday	 permitted	 100%	 Foreign	 Direct	 Investment	 (FDI)	 in	 the
marketplace	model.	While	 this	 looks	 like	 something	 to	 cheer	 for,	 the
government	 has	 put	 sub-clauses	 to	 the	 new	 regulations	 which	 might
effectively	 alter	 the	way	 the	major	 players	 such	 as	 Flipkart,	 Amazon,
Snapdeal,	and	Paytm	have	been	functioning.
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What	is	FDI	and	is	it	allowed	in	ecommerce?

FDI	 is	when	a	company	 in	one	country	builds	or	buys	and	runs	a
company	 in	 another	 country.	 For	 example,	 IBM	 India	 is	 a	 fully
owned	subsidiary	of	IBM.

There	are	two	types	of	FDI:

Greenfield	 FDI	 is	 when	 an	 overseas	 company	 builds	 a	 company
from	scratch.	For	example,	Google,	Amazon	set	up	new	business	in
India.
Brownfield	 is	 when	 an	 overseas	 company	 buys	 a	 local	 company
and	runs	it.	For	example,	Vodafone	bought	Hutch	in	2007.

FDI	flows	into	the	primary	market	as	it	increases	production,	brings	in
more	 and	 better	 products	 and	 services	 besides	 increasing	 the
employment	opportunities	and	revenue	for	the	Government	by	way	of
taxes.

This	 is	 in	 contrast	 with	 Foreign	 Institutional	 Investments	 (FIIs)

460



under	 which	 overseas	 companies	 buy	 shares	 or	 bonds	 of	 a	 local
company.	For	example,	 if	Alibaba	 invests	 in	Snapdeal,	 it	would	be
considered	an	FII.
An	RBI	study	revealed	that	in	India,	attracting	FII	is	easier	than	FDI
because	of	the	policy	uncertainty	and	procedural	delays.

The	 department	 of	 industrial	 policy	 and	 promotion	 (DIPP)	 said	 100%
FDI	is	allowed	only	in	e-commerce	marketplaces,	and	not	inventory-
based	models.	This	may	be	good	news	for	 firms	such	as	Snapdeal	but
really	bad	news	for	exclusively	inventory	based	firms	such	as	Bigbasket.

Why	did	the	government	need	to	intervene?

A	marketplace	model,	 ideally,	 is	 supposed	 to	be	a	platform	where
buyers	and	sellers	meet	and	interact.
These	companies	are	expected	 to	only	provide	support	services	 to
the	 product	 or	 service	 offered	 by	 third	 parties	 on	 their	 platform
such	as	warehousing,	logistics,	order	fulfilment,	and	transactions.
So	 far,	 India	 had	 allowed	 100%	 foreign	 investment	 in	 business-to-
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business	 (B2B)	 e-commerce	 but	 none	 in	 business-to-consumer
(B2C).
As	FDI	 is	banned	in	multi-brand	retail,	 the	ecommerce	firms	were
considered	 to	 be	 spinning	 off	 the	 existing	 regulations	 to	 their
advantage.
“They	 have	 been	 using	 interest-free	 investor	 money	 for	 predatory
pricing.	 How	 can	 we	 compete	 against	 them	 by	 borrowing	 money
from	 banks	 at	 more	 than	 12%	 interest?”	 Praveen	 Khandelwal,
secretary	general	for	Confederation	of	All	India	Traders	(CAIT),	said
to	TOI.

When	does	the	new	rule	come	into	effect?

The	 press	 note	 issued	 by	 the	 department	 of	 industrial	 policy	 and
promotion	(DIPP)	has	the	following	regulations:

100%	 FDI	 under	 automatic	 route	 permitted	 in	 the	 marketplace
model	of	e-commerce.
Marketplace	e-commerce	entity	may	enter	into	transactions	with	its
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registered	sellers	on	B2B	basis.
Marketplace	e-commerce	entity	may	provide	logistic,	warehousing,
order	fulfilment,	call	centre,	payment	collection	and	other	services.
More	than	25%	of	the	total	sales	should	not	be	done	by	one	vendor
or	its	group	companies.
The	 name,	 address	 and	 contact	 details	 of	 seller	 should	 be	 clearly
mentioned.
The	 seller	 shall	 be	 responsible	 for	 post	 sales,	 warranty	 and
guarantee	of	goods	sold	by	it.
Marketplace	 e-commerce	 entity	should	 not	 influence	 the	 pricing
of	goods	sold	on	its	platform.

It	comes	at	a	time	when	discounts	are	considered	to	be	the	lifeline	of	the
e-tail	 sector	 so	 much	 so	 that	 the	 brick-and-mortar	 retailers	 started
seeking	government	intervention.

Billions	of	dollars	have	flown	into	the	sector	and	have	been	used	to
fund	 discounts,	 making	 people	 wonder	 if	 they	 are	 “burning”
investors’	money,	and	question	their	very	business	model.
In	 the	 fiscal	 year	 2014-15,	 Snapdeal,	 Amazon	 and	 Flipkart	 posted
combined	losses	of	close	to	Rs	7,000	crore,	a	majority	of	which	was
due	 to	 high	 marketing	 costs	 and	 undercutting	 product	 costs	 for
customers.
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Where	will	this	affect	the	etailers?

As	the	sales	by	a	single	seller	cannot	be	more	than	25%,	Flipkart	and
Amazon	must	 find	more	 sellers	 to	 reduce	 the	 contribution	 of	WS
Retail	 and	 Cloudtail	 respectively.	 WS	 Retail	 and	 Cloudtail	 on
Amazon’s	 platform	 account	 for	 substantial	 shares	 of	 the	 sales	 on
these	platforms.

The	 new	 regulations	 have	 effectively	 discouraged	 discounts.	 A	 Mint
story	 last	 year	 revealed	 how	 etailers	 influence	 sellers	 in	 imaginative
ways	to	fund	their	discounts:

Amazon	 allegedly	 does	 it	 through	 promotional	 funding	 where	 it
pays	back	the	discounts	the	sellers	offer	with	a	cheque.
Paytm	 does	 it	 through	 cashbacks.	 For	 instance,	 if	 there	 is	 a	 20%
cashback	on	a	product,	that	20%	is	credited	to	the	ewallet	which	is
used	for	other	transactions.

The	 regulations	 might	 be	 a	 hindrance	 for	 Amazon	 and	 Flipkart	 -	 the
companies	to	conduct	Big	Billion	days.
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The	regulations	also	mean	that	Flipkart	and	Amazon	must	find	new
seller	 entities	 on	 their	 platforms	 in	 order	 to	 reduce	 the
contributions	 of	WS	 Retail	 and	 Cloudtail	 to	 their	 revenues	 to	 less
than	25%.

Who	will	be	affected	by	the	change	and	how?

Consumers:

The	 main	 reason	 why	 consumers	 took	 to	 online	 shopping	 apart
from	convenience	and	product	range	is	because	they	were	lured	by
discounts.	 The	 shopping	 habits	 that	 started	with	 books	 have	 now
transitioned	 to	 electronic	 goods	 and	 jewelleries	 being	 bought
online.	 Now	 with	 the	 regulations	 placing	 a	 restriction	 on	 etailers
influencing	sellers,	this	might	effectively	discourage

Companies:

While	 industry	 has	 been	 growing	 at	 a	 rapid	 pace	 with	 the	major
players	 Flipkart,	 Snapdeal	 and	 Paytm	 being	 valued	 at	 $15	 billion
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(though	this	has	been	cut	by	25%	by	Morgan	Stanley	recently),	$6.5
billion,	and	$3	billion	respectively,	 the	growth	 in	sales	and	 in	 turn
the	 valuations	 can	 be	 attributed	 to	 the	 deep	 discounting	 that
attracted	consumers	online.

Bricks	and	mortars:

The	 etailers	 have	 been	 putting	 offline	 retailers	 out	 of	 business	 by
luring	customers	with	their	discounting.	TOI	reveals	that	Paytm	was
burning	around	$15	million	a	month	to	offer	discounts	and	expand
operations.

How	might	these	companies	react?

While	 the	 regulations	have	 acknowledged	 the	 reality	 and	brought
some	clarity	to	the	online	retail	sector,	 the	ecommerce	companies
might	still	find	ways	to	flout	rules.
The	regulations	restrict	the	way	these	in-house	sellers	function.	But
these	 companies	 might	 circumvent	 the	 rule	 by	 spinning	 off
multiple	such	sellers	through	holding	companies.

466



They	 might	 also	 divide	 the	 main	 seller	 on	 their	 platform	 into
smaller	entities	and	continue	the	same	behaviour.
“The	stake	they	have	in	the	main	seller	companies	can	be	divided	into
new	 entities	 which	 will	 help	 them	 to	 continue	 as	 they	 are,”	 said	 a
senior	 executive	 from	 an	 e-commerce	 company	 told	 Business
Standard.

((( 	)))
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Economy	-	Undervaluation	–	a	solution	or	a	problem?

Ever	since	world	currencies	abandoned	the	gold	standard	and	allowed
their	 exchange	 rates	 to	 float	 freely,	 there	 have	 been	 many	 currency
devaluation	events	 that	have	hurt	not	only	 the	citizens	of	 the	country
involved,	but	have	also	rippled	across	the	globe.	If	the	fallout	can	be	so
widespread,	 why	 do	 countries	 devalue	 their	 currency?	 Is
undervaluation	an	option	to	boost	India’s	economy?
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What	did	Raghuram	Rajan	say	about	undervaluation?

RBI	Governor	Raghuram	Rajan,	at	the	India	MSME	Summit	hosted
by	 CII,	 emphasized	 that	 neither	 the	 RBI	 nor	 the	 Centre	 favor	 the
undervaluation	of	the	exchange	rate	as	a	way	to	sustain	growth	in
the	economy.
Dr.	 Rajan	 believes	 that	 undervaluation	 comes	 with	 its	 own
problems,	 some	 of	 which	 are	 reflected	 in	 the	 conditions	 many
countries	find	themselves	in	today.

He	briefed	upon	the	following	points:

Sustained	undervaluation	over	a	long	period	of	time	is	not	a	feasible
or	 desirable	 strategy	 and	 that	 is	 the	 reason	 he	 believes	 in	 RBI’s
philosophy	of	not	focusing	on	the	level	of	exchange	rate	or	trying
to	 manipulate	 it	 up	 or	 down,	 but	 trying	 instead	 to	 minimize
situations	 of	 extreme	 volatility,	 and	 intervening	 in	 situations
when	 the	 exchange	 rate	 becomes	 extremely	 volatile	 in	 either
direction.
Exchange	 rate	 should	 not	 be	 a	 source	 of	 either	 comparable
advantage	 or	 comparable	 disadvantage	 and	 should	 ideally	 be
“reasonably	predictable	and	reasonably	stable”.
The	advantage	for	SMEs	(small	and	medium	enterprises)	must	come
instead	 from	 their	 own	 capabilities,	 from	 their	 cost-effectiveness,
innovativeness,	 ideas	and	system	and	not	from	any	exchange	rate
undervaluation.
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Why	do	countries	resort	to	undervaluation?

To	 Boost	 Exports:	 On	 a	 world	 market,	 goods	 from	 one	 country
must	compete	with	those	from	all	other	countries.	For	instance,	car
makers	 in	America	must	 compete	with	 car	makers	 in	Europe	and
Japan.	If	the	value	of	the	euro	decreases	against	the	dollar,	the	price
of	the	cars	sold	by	European	manufacturers	in	America,	in	dollars,
will	 be	 effectively	 less	 expensive	 than	 they	were	 before.	 In	 other
words,	 exporters	 become	 more	 competitive	 in	 a	 global	 market.
Exports	are	encouraged	while	imports	are	discouraged.
To	 Shrink	 Trade	Deficits:	 Exports	will	 increase	 and	 imports	will
decrease	 due	 to	 exports	 becoming	 cheaper	 and	 imports	 more
expensive.	This	favors	an	improved	balance	of	payments	as	exports
increase	and	imports	decrease,	shrinking	trade	deficits.
To	 Reduce	 Sovereign	 Debt	 Burdens:	 A	 government	 may	 be
incentivized	 to	encourage	a	weak	currency	policy	 if	 it	has	a	 lot	of
government	 issued	sovereign	debt	 to	service	on	a	regular	basis.	 If
debt	payments	are	fixed,	a	weaker	currency	makes	these	payments
effectively	 less	 expensive	 over	 time.	 Take	 for	 example	 a
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government	 who	 has	 to	 pay	 $1	 million	 each	 month	 in	 interest
payments	 on	 its	 outstanding	 debts.	 If	 that	 same	 $1	 million	 of
national	payments	becomes	less	valuable,	it	will	be	easier	to	cover
that	interest.

When	did	China	devalue	their	currency	recently?

Earlier	 this	 year,	 China	 surprised	 world	 markets	 and	 spurred	 the
sharpest	 drop	 in	 the	Dow	 Jones	 Industrial	 Average	 –	 falling	more
than	1000	points	at	the	open	of	Monday	August,	24	2015	–	since	the
flash	crash	of	2010,	by	taking	moves	to	devalue	their	currency.
The	Yuan	 is	now	down	over	 3.5%	against	 the	U.S.	 dollar	 over	 the
past	 twelve	months.	This	may	not	seem	like	a	 lot,	but	 the	Chinese
government	 has	 traditionally	 held	 a	 strict	 peg	 to	 the	 dollar.	 The
Chinese	economy	has	become	the	second	largest	in	the	world,	and
is	an	integral	component	of	global	trade.
The	 strong	US	dollar/weak	Yuan	benefits	American	 importers	 and
business	 and	 household	 consumers	 who	 enjoy	 cheaper	 Chinese
goods,	 but	 hurts	 US	 businesses	 and	 workers	 who	 compete	 with
Chinese	products.
China	manages	to	keep	the	Yuan	weak	by	buying	US	currency	and

471



treasury	notes	on	 the	open	market;	 China	keeps	demand	 for	 the
US	 dollar	 high.	 They	 can	 afford	 to	 buy	 and	 hold	 so	 much	 US
currency	due	to	their	huge	trade	surplus	with	America,	and	they
buy	US	currency	roughly	equal	to	this	surplus.
China’s	accumulation	of	 large	US	dollar	reserves	 is	 seen	as	a	clear
evidence	of	“manipulation”.

Where	are	the	problems	with	undervaluation?

There	 are	 some	 negative	 effects	 of	 devaluations.	 They	 create
uncertainty	in	global	markets	that	can	cause	asset	markets	to	fall	or
spur	recessions.
Countries	 might	 be	 tempted	 to	 enter	 a	 tit	 for	 tat	 currency	 war,
devaluing	 their	 own	 currency	 back	 and	 forth	 in	 a	 race	 to	 the
bottom.	This	can	be	a	very	dangerous	and	vicious	cycle	leading	to
much	more	harm	than	good.
Also,	 undervaluation	 increases	 the	 debt	 burden	 of	 foreign-
denominated	loans	when	priced	in	the	home	currency.	This	is	a	big
problem	 for	 a	 developing	 country	 like	 India	 or	 Argentina	 which
hold	lots	of	dollar-	and	euro-denominated	debt.	These	foreign	debts
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become	more	 difficult	 to	 service,	 reducing	 confidence	 among	 the
people	in	their	domestic	currency.
Moreover,	undervalued	currency	makes	 imports	expensive	which
also	leads	to	imported	inflation	i.e.	all	the	products	using	imported
components	 and	 raw	 materials	 will	 become	 expensive	 thus
effecting	the	general	price	level.
As	the	demand	for	a	country’s	exported	goods	increases	worldwide,
the	 price	 will	 begin	 to	 rise,	 normalizing	 the	 initial	 effect	 of	 the
devaluation.

Who	 would	 have	 to	 bear	 the	 potential	 consequences	 of
undervaluation	of	Yuan?

The	 cheap	 Yuan	 gives	 China	 an	 unfair	 advantage	 in	 the	 export
market,	 encouraging	 the	 United	 States’	 growing	 trade	 deficit	 with
China	 and	 keeping	 goods	 in	 markets	 like	 India	 from	 competing
locally.
Holding	so	much	US	currency	gives	China	a	 lot	of	power	over	 the
dollar,	 and	 thus	 the	 US	 economy.	 What	 if	 China’s	 central	 bank
decided	to	sell	a	large	amount	of	US	dollars	and	treasury	notes	all	at
once?	 The	 dollar	 could	 drop,	 leaving	 the	US	 economy	 gasping	 for

473



breath.
Unnaturally	 cheap	 goods	 and	 services	 from	 China	 hurt	 growing
economies	like	India.	India	has	a	trade	deficit	of	$19.2	billion	with
China.	India	has	the	potential	to	manufacture	and	sell	lower	priced
goods,	if	the	rupee	could	compete	with	the	Yuan.
By	 making	 other	 currencies	 relatively	 expensive,	 the	 booming
Chinese	population	is	discouraged	from	importing	goods	from	other
countries,	 including	 India,	 the	 United	 States,	 and	 Europe,	 because
the	cost	 is	artificially	 inflated.	This	 restricts	a	balance	 in	 trade	and
increases	other	countries	trade	deficits	with	China.
When	 currency	 is	 kept	 undervalued	 it	 leads	 to	 inflation,	 from
which	China	suffers.	As	China	powers	its	export	economy	through	a
weak	Yuan,	other	sectors	of	Chinese	economy	suffer.

How	to	identify	whether	a	country	is	undervaluing	its	currency?

A	 country	 with	 a	 massively	 undervalued	 exchange	 rate	 will
accumulate	 a	 lot	 of	 foreign	 exchange	 reserves	 while	 running	 a
current	account	surplus	–	and	its	stock	of	foreign	assets	will	become
large	 relative	 to	 its	 own	 economy	 (and	 relative	 to	 the	 world
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economy,	if	the	country	in	question	is	big).
There	 was	 really	 no	 ambiguity	 about	 what	 China	 was	 doing.
Unfortunately,	 however,	 there	 were	 political	 problems	 that
prevented	 the	 International	 Monetary	 Fund	 and	 the	 US	 Treasury
from	 being	 sufficiently	 clear	 on	 the	 nature	 and	 extent	 of	 this
manipulation.

How	can	it	be	prevented?

The	most	effective	–	and	completely	 fair	–	way	 forward	 is	 to	have
countries	 voluntarily	 agree	 not	 to	 manipulate	 their	 currencies.
Everyone	understands	that	there	is	some	leeway	provided	by	how
any	 such	negotiated	 guidelines	would	 operate	 (and	 how	 currency
undervaluation	is	measured).
The	 point	 is	 to	 get	 our	 major	 trading	 partners	 to	 agree	 not	 to
undervalue	their	currencies	on	a	massive	scale.
As	 an	 alternative,	 competing	with	 goods	 and	 services	 on	 an	 even
playing	 field	by	 focusing	more	on	 improving	 their	 functionality,
utility	and	quality	would	do	immense	good	for	their	economies	in
the	long	run	and	improve	the	safety	of	goods	world-wide.

((( 	)))
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Economy	-	Indian	Ecommerce:	To	go,	or	not	to	go	public

When	a	high-profile	start-up	raises	millions	from	venture	capitalists,	it
generates	market	buzz	for	its	whopping	valuation.	As	the	company	gets
listed,	 its	 true	value	gets	exposed,	and	 it	suffers	a	 fall	 from	grace.	This
may	 be	 the	 future	 of	 many	 of	 today’s	 hot	 companies	 as	 the	 giant
ecommerce	bubble	is	pricked.	Infibeam’s	listing	has	further	fuelled	the
pessimism.
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What	should	you	know	about	Infibeam’s	journey?

Infibeam,	like	Flipkart,	was	set	up	in	2007.
About	 29%	 of	 Infibeam’s	 revenue	 originates	 from	 B2B	 business,
which	involves	building	an	ecommerce	portal	for	third	parties.
The	 company	 has	 largely	 chosen	 to	 function	 on	 its	 own	 accord,
partnering	with	 traditional	 retailers,	 unlike	 the	 ecommerce	 giants
who	compete	with	them.
In	 doing	 so	 it	 has	 kept	 its	 bottom-line	 intact	 and	 has	 achieved
profitability.	Its	 losses	after	tax	for	financial	years	2012,	2013,	2014
and	2015	were	Rs	10.83	crore,	Rs	24.91	crore,	Rs	25.95	crore	and	Rs
9.79	 crore,	 respectively.	 While	 it	 reported	 a	 revenue	 of	 Rs.288.2
crore	at	a	net	loss	of	Rs.9.8	crore	for	the	year	ended	31	March	2015,
it	posted	Rs	6.58	crore	profit	after	 tax	 in	 the	 six	months	ended
September	30,	2015.
The	 company	 is	much	 smaller	 than	 Flipkart	 and	 Snapdeal,	 but	 is
among	the	few	profitable	Internet	companies.	However,	 the	scope
for	B2B	when	compared	with	B2C	is	low	and	therefore	the	company
is	unable	to	claim	the	same	valuation	even	though	its	business	was
profitable.
At	the	same	time,	it	is	also	said	that	the	traffic	of	Infibeam	has	taken
a	 hit	 since	 the	 company	 doesn’t	 have	 a	 proposition	 for	 the
customers.	A	customer	who	gets	hefty	discounts	 from	 the	 likes	of
Flipkart	and	Amazon	doesn’t	need	to	visit	Infibeam.
A	Business	 Standard	 report	 revealed	 as	 to	 how	 the	 company	 had
consciously	 kept	 away	 from	 private	 financial	 investors	 -	 venture
capitalists	and	private	equity-	despite	being	approached.
With	the	funds	raised	through	the	IPO,	the	company	had	planned	to
expand	its	services	in	consumer	business	(B2C)	by	setting	up	cloud
data	 centre,	 setting	 up	 corporate	 offices	 and	 logistics	 centres,
purchasing	software,	etc.
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Why	is	the	market	monitoring	Infibeam’s	IPO	closely?

Last	month,	Infibeam	Inc.	Ltd.,	became	India’s	first	online	retailed
to	go	public.	In	its	450	crore	initial	public	offering	(IPO)	it	had	fixed
the	price	band	at	Rs	360-432	per	equity	share.
The	initial	share	sale	was	fully	subscribed	on	the	last	day	of	its	IPO,
by	the	close	which	it	was	oversubscribed	1.1	times.	On	Monday,	its
first	 day	 as	 a	public	 firm,	 Infibeam’s	 share	 closed	at	Rs.445.70,	up
3.17%	from	the	issue	price.
Infibeam’s	 valuation	 is	 pegged	at	Rs	 1,800	 crore	much	 lesser	 than
Flipkart	 which	 pegs	 itself	 at	 Rs	 40,000	 crore.	 However,	 its	 IPO
became	 an	 experimental	 ground	 to	 gauge	 investor	 interests
towards	online	retailers	in	India.
The	 issue	 had	 seen	 40,000	 retail	 applications,	 only	 eight
applications	 from	 institutional	 investors	 and	 another	 106
applications	 from	 non-institutional	 or	 high	 net	 worth	 individuals.
The	Rs	450-crore	IPO	was	subscribed	only	1.31	times,	with	mutual
funds	giving	a	complete	miss	to	the	issue.
So	far	the	company	is	off	to	a	tepid	start.	The	market’s	acceptance	of
Infibeam	might	colour	their	opinion	about	Snapdeal	and	PayTM,	the
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top	two	ecommerce	firms	registered	in	India.

When	has	IPO	been	a	problem	in	India?

In	understanding	technology	companies

The	technology	companies	are	usually	not	understood	beyond	the
metro	and	Tier	I	cities	in	India.
For	 this	 reason,	 large	 tech	 companies	 are	 not	 expected	 to	 take	 to
stock	market	 for	 the	next	 several	years.	Several	 smaller	 firms	are
likely	 to	 list	 by	 2018	which	will	 help	 gauge	 the	 success	 of	 India’s
start-up	ecosystem.
These	companies	can	be	expected	to	list	abroad.	Especially	Flipkart,
registered	 in	 Singapore,	 can	 go	 public	 on	 NASDAQ	 even	 before
being	profitable.

In	accepting	technology	companies

Indian	 IPOs	 have	 had	 their	 problems	 in	 accepting	 technology
companies,	so	much	so	that	even	Infosys	had	to	be	rescued	by	an
underwriter	in	1993	after	its	public	offering	was	under-subscribed.
Over	the	 last	5	years,	 infrastructure	companies	such	as	Coal	 India,
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Coffee	 Day,	 Interglobe	 Aviation,	 JP	 Infratech,	 and	 Bharti	 Infratel,
have	dominated	 IPOs.	The	 largest	 IPO	 in	 India	has	been	 that	 of
Coal	 India,	 a	 public	 sector	 unit,	 which	 raised	 Rs	 15,199	 crore	 in
2010.

Where	are	the	opportunities/challenges	in	filing	an	IPO?

Opportunities

Going	for	an	Initial	Public	Offering	(IPO)	is	needed	for	one	of	the	three
reasons:

To	raise	funds	and	scale	up	the	business
To	identify	the	company’s	value	in	the	market
To	allow	existing	investors	to	exit	by	unloading	their	shares

The	 third	 reason	 is	 especially	 true	with	ecommerce	 companies.	Those
who	have	invested	in	ecommerce	firms	during	its	nascent	stages	have
done	so	to	gain	higher	returns	(by	investing	in	high	risk	portfolios).	Most
investors	 who	 enter	 at	 that	 stage	 plan	 on	 offloading	 stake	 for	 huge
margins	when	the	businesses	do	well.
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Challenges

In	going	public	(IPO),	the	companies	will	be	subjected	to	more	scrutiny
by	regulators	and	investors	and	will	be	required	to	sacrifice	the	amount
of	control	and	privacy	they	once	had.	In	case	of	ecommerce	firms,	here
are	a	few	things	that	will	come	up:

As	a	firm	gets	listed	on	the	stock	market,	it	has	to	file	returns	on	a
quarterly	 basis	 and	 is	 expected	 to	 show	 operational	 profitability.
Lack	of	profitability	would	lead	to	investors	beating	the	stock	down.
Investors	may	not	approve	of	the	deep	discounting	routes	that	these
companies	are	currently	taking.

Who	are	the	global	giants	to	go	public?

Technology	giants

Facebook

Facebook	was	off	to	a	treacherous	start	as	its	stock	declined	by	more
than	50%	in	2	months	(at	US$	18.06)	after	it	was	listed	in	May	2012
(at	US$	38.23	a	share).
However,	 30	months	 later,	 the	 fluctuations	 had	 cooled	 down	 and
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the	company	was	trading	steady	at	twice	its	listing	price	(at	US$	76).
In	FY	2014-15,	its	value	further	increased	by	50%.

Twitter

Twitter	 went	 public	 with	 an	 IPO	 price	 of	 $26	 on	 Nov.	 7,	 2013.	 It
ended	its	first	trading	day	at	$44.94.	However,	in	2015,	the	shares	of
the	company	dropped	below	its	IPO.	It	 is	currently	trading	for	less
than	$20.
Twitter	has	been	meted	out	with	this	punishment	for	its	slower	user
growth	 since	 it	 went	 public	 and	 over	 reports	 that	 suggested
institutional	investors	are	offloading	most	of	their	stock.

Ecommerce	giants

Amazon

Amazon	which	went	public	 in	1997,	priced	at	$18	per	share,	when
the	 company	was	only	 selling	books,	 has	 transformed	 into	 one	of
the	hottest	stocks	in	the	market.
As	of	July	28,	2015,	the	stock	is	worth	$531.52.
This	would	mean	that	a	$1,000	investment	in	1997	would	have	been
worth	$350,803	in	2015.

Alibaba

In	2014,	Alibaba	surpassed	Agricultural	Bank	of	China’s	$24.3	billion
IPO	 to	become	 the	biggest	ever	 IPO	(in	 the	world).	 It	achieved	a
valuation	of	more	than	$231	billion.
However,	the	company’s	stock	experienced	a	lot	of	turbulence	last
year	 as	 China	 slowed	 down,	 and	 questions	 were	 raised	 over	 the
company’s	accounting	policies	and	business	model.
Its	market	 value	 plunged	 to	 less	 than	 $160	 billion	 from	a	 peak	 of
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more	than	$250	billion.	It	is	currently	close	to	$200	billion

How	might	the	companies	respond	to	the	challenges?

Merger	and	Acquisition

The	giants	can	acquire	smaller	companies	and	kill	 them	to	reduce
competition.	For	example,	Flipkart	acquired	Chakpak,	Mime360,	etc
before	closing	it	down.
India’s	big	three	-	Flipkart,	Amazon	and	Snapdeal	have	an	entirely
different	DNA	and	hence	may	not	accept	a	merger.

Alternate	sources	of	capital

Instead	of	going	public,	 these	companies	can	raise	capital	 through
other	sources.	The	commercial	banks,	for	example.
But	with	defaulters	 increasing	with	 each	day,	 in	order	 to	 evaluate
the	credit-worthiness	of	 these	companies,	 the	banks	might	require
them	to	show	profitability,	which	is	unlikely	to	happen	at	least	until
2020.
They	 can	 also	 raise	 capital	 by	 offering	 stock	 ownership	 to	 third
parties	 and	 employees.	 The	 investors	 accept	 the	 valuations	 that
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companies	dictate.

((( 	)))
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Economy	-	World	Bamboo	Conference	begins

Bamboo	is	one	of	the	oldest	materials	used	by	humans.	Its	potential	in
mitigating	 deforestation	 and	 global	 warming	 is	 emphasized	 in	 the
Kohima	Declaration	 of	 2010.	 	 But	unlike	China,	 India,	while	 being	 the
second	 largest	 grower	 of	 bamboo	 in	 the	 world,	 under-utilises	 the
‘wondergrass’	(and	calls	it	a	‘tree’).	To	promote	Indian	bamboo	industry
globally,	a	three-day	‘World	Bamboo	Conference’	has	begun	at	Indore.
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What	explains	the	demand	and	supply	gap	for	bamboos	in	India?

The	 rapidly	 increasing	 level	 of	 imports	 of	 Bamboo	 into	 India
indicates	 a	 significant	 gap	 in	 India’s	 harvesting	 and	 procurement
capabilities,	 given	 that	 India	 possesses	 the	World’s	 largest	 area
under	Bamboo	plants.
The	 extent	 of	 Bamboo	 resources,	 the	 second	 largest	 in	 the	world,
indicates	the	presence	of	a	vast	pool	of	untapped	resources,	due	to
regulation	barring	access	to	these	forests	resources.
It	is	estimated	that	only	about	15.4%	of	the	total	Bamboo	resources
of	India	lie	on	private	lands;	as	a	result,	84.6%	of	the	resources	are
unavailable	 for	 utilisation	 in	 industrial	 purposes	 without
excessive	regulation	getting	in	the	way.
The	North	East	produces	66%	of	all	 the	bamboo	 grown	 in	 India,
with	 Madhya	 Pradesh,	 Maharashtra,	 Orissa,	 Andhra	 Pradesh	 and
Karnataka	producing	the	rest.
Bamboo	Products	are	usually	not	stocked	by	premier	retail	chains;
indeed,	even	state	handicrafts	emporiums	fail	 to	promote	Bamboo
products	at	times
Bamboo	 is	 still	wrongly	classified	as	a	 ‘tree’	 in	 the	 Indian	Forest
Act	 which	 makes	 harvesting	 and	 transit	 of	 bamboo	 difficult.
Declaring	 bamboo	 as	 a	 commodity	 at	 par	with	 tea,	 coffee,	 spices,
etc.	would	facilitate	easier	production	and	transportation.
Poor	productivity:	In	India,	bamboo	is	being	cultivated	in	130	lakh
hectares	area,	while	in	China	it	is	three	times	less,	which	is	42	lakh
hectares.	Despite	 that,	bamboo	production	 in	China	 is	 45	 tonnes
per	hectare,	while	in	India	it	is	just	two-three	tonnes.
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Why	is	bamboo	important	for	trade?

The	domestic	bamboo	trade	was	Rs	26,000	crore	by	end	of	2015	while	it
was	USD	20	billion	 in	 the	global	market.	 In	view	of	 the	global	market
trends	in	bamboo	usage	coupled	with	the	fact	that	India	has	the	largest
recorded	bamboo	resources	globally;	the	need	to	prioritize	this	sector	is
of	great	significance.

In	 India,	 13.47	 million	 tons	 of	 bamboo	 is	 harvested	 annually	 of
which	 11.7	 million	 tons	 is	 utilised	 industrially	 in	 paper	 mills,	 as
scaffolding	or	fencing,	for	internal	consumption	in	bamboo-growing
households,	handicrafts	and	miscellaneous	items	like	incense-sticks,
ladders,	ice-cream	sticks,	agricultural	implements,	etc.
The	Indian	agarbatti	sector,	the	world’s	largest,	producing	close	to
208	billion	sticks	a	year,	relies	on	bamboo.
Round	 Bamboo	 furniture	 in	 India	 represents	 a	 significant
opportunity	 for	 the	 Bamboo	 sector	 particularly	 in	 the	 North	 East,
which	is	traditionally	proficient	in	furniture	production.
The	popularisation	of	Bamboo	as	a	construction	material	has	been
initiated	 with	 the	 construction	 of	 the	 Golden	 Jubilee	 Park,	 being
constructed	on	the	banks	of	the	Yamuna.
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Bamboo	 flooring	 enjoys	 a	 strong	 demand	 in	 the	 European	 Union
due	 to	 high	 levels	 of	 affluence	 and	 environmental	 consciousness,
and	in	the	US	as	well.
Bamboo	Boards,	panels	and	similar	products	enjoy	a	strong	demand
within	the	west.

Since	when	has	the	government	taken	initiatives	to	increase	bamboo
production?

Way	 back	 in	 1999	 the	 Government	 of	 India	 under	 NDA
Government,	 started	 the	 process	 of	 bamboo	 development	 as	 a
mission	mode	approach	by	making	it	as	an	Agriculture	crop.
Realizing	 the	 immense	 economic	 potential,	 the	 Government	 of
Indian	 launched	 the	 National	 Bamboo	 Mission	 (NBM)	 as	 100%
centrally	 sponsored	 scheme	 under	 the	 Ministry	 of	 Agriculture
during	October	2006.	Under	this	mission,	bamboo	has	been	planted
in	3,49,864	hectare	 land.	The	NBM	today	has	been	renamed	as	the
National	Agriculture	Forest	and	Bamboo	Mission	(NABM).
For	 the	 holistic	 development	 of	 bamboo,	 Rs.	 568.23	 Crore	 was
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alloted	during	the	period	2006-07	to	the	end	of	11th	Five	Year	Plan.
The	 mission	 along	 with	 its	 limited	 resources	 implementing	 this
scheme	 in	 28	 states	 in	 the	 country	 with	 the	 assistance	 of	 State
Bamboo	Missions.

Where	are	the	biggest	challenges	for	the	growth	of	Bamboo	Industry?

The	majority	 of	 the	 Production	 of	 Bamboo	 in	 India	 occurs	 in	 the
unorganised	sector;	further,	the	existing	Bamboo	plantations	fail	to
achieve	optimal	yields	in	line	with	what	is	achieved	in	China.
Bamboo	 farmers	 are	 usually	 unaware	 of	 prevailing	market	 prices
and	rely	upon	the	traders	to	determine	their	prices	for	them.
Bamboo	processing	 is	a	 technical	activity	which	requires	a	certain
degree	 of	 technical	 proficiency.	 Further,	while	 Indian	 artisans	 are
naturally	 trained	 at	 working	 with	 Handicrafts,	 their	 skills	 are
insufficient	 to	allow	 them	to	cope	up	with	 the	requirements	of	an
industrial	process,	including	efficiency	and	speed.
There	 must	 exist	 an	 adequate	 market	 mechanism	 which	 decides
Bamboo	prices	daily	based	on	demand	and	supply.	This	mechanism
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must	 incorporate	 into	 its	 fold	 dissemination	 of	 information	 to
farmers,	who	must	be	aware	of	the	price	of	Bamboo	regularly.
Domestic	industries	may	not	be	as	efficient	at	production	as	foreign
competitors.	 This	 is	 a	 serious	 problem	 in	 the	 Bamboo	 Industry,
given	 the	 dominance	 of	 Chinese	 manufacturers	 which	 have
achieved	 extreme	 levels	 of	 productive	 efficiency	 driven	 by
specialisation,	competition	and	technical	innovations.

Who	is	the	largest	producer	of	bamboo?

China	is	the	largest	producer	of	bamboo	in	the	world.

In	China,	bamboo	is	referred	to	as	the	‘friend	of	the	people.’	Bamboo
growers	thrive	in	China	–	a	fact	well	established	by	their	millionaire
bamboo	farmers.
China’s	pre-processing	model	ensures	that	wastage	is	reduced	to	5-
10%	as	opposed	to	India’s	Direct	Supply	model	in	which	wastage	is
around	50%.
The	 value	 of	 bamboo	 is	 increased	 by	 making	 use	 of	 the	 entire
bamboo	 in	various	 industries	 that	 include	bamboo	boards	 (similar
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to	 plywood),	 handicrafts,	 disposable	 cutlery,	 soaps,	 bio-pesticide,
charcoal	for	water	treatment,	fiber	for	clothing,	etc.
China	 has	 the	 advantage	 of	 having	 the	 Monopodial	 (straight)
variety	of	bamboo	that	is	easier	to	grow	and	process	whereas	India
is	home	to	the	Sympodial	(clumpy)	variety	which	is	tougher.
Technology	that	makes	China	the	number	one	in	the	world	bamboo
market	 is	 provided	 by	 China	 National	 Bamboo	 Research	 Centre
which	was	setup	in	1986.

How	is	Bamboo	being	used	around	the	world?

Bamboo	 can	 play	 a	 big	 role	 in	 arresting	 global	 warming	 through
increased	carbon	sequestering.
It	fulfils	material	needs	such	as	housing	and	household	articles.
As	a	substitute	for	coal,	it	caters	to	almost	20%	of	the	energy	needs
in	some	countries.
Many	parts	of	Europe	use	bamboo	charcoal	in	water	purifiers.
In	Columbia,	bridges	are	made	out	of	bamboo.
Though	Europe	does	not	grow	bamboo,	Belgium	leads	the	world	in
bamboo	tissue	culture.
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In	Ethiopia,	bamboo	is	used	as	biomass	for	creating	charcoal.
The	Clinton	library	in	Germany	uses	bamboo	panelling.
The	 Chinese	 have	 mastered	 the	 art	 of	 creating	 clothing	 from
bamboo	fiber.
In	India,	bamboo	mat	corrugated	sheets	are	being	used	 in	railway
stations	 (Haridwar,	 Anand	 Vihar	 in	 New	 Delhi).	 Karnataka	 State
Road	Transport	Corporation	(KSRTC)	uses	bamboo	flooring	on	some
of	its	buses.

((( 	)))
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Economy	-	‘Dark	Fibre’	between	NSE	&	BSE?

In	a	startling	allegation,	a	Singapore	based	whistle	blower	has	told	of	a
‘dark	 fibre’	 being	 used	 by	 a	 company	 to	 the	 detriment	 of	 other
shareholders.	The	Finance	Ministry	has	asked	market	regulator	SEBI	to
probe	the	alleged	“dark	fibre	 links”	between	the	BSE	and	the	NSE,	and
has	been	informed,	in	turn,	that	a	“preliminary	fact	finding”	exercise	is
already	underway.
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What	is	dark	fiber?

The	 whistle-blower’s	 letter	 describes	 a	 dark	 fibre	 as	 “a	 dedicated
fibre	link,	which	has	no	switching	equipment	in	its	path”.
A	dark	 fibre	or	unlit	fibre	 is	 an	unused	optical	 fibre,	 available	 for
use	in	fibre-optic	communication.
The	 term	 dark	 fibre	 was	 originally	 used	 when	 referring	 to	 the
potential	 network	 capacity	 of	 telecommunication	 infrastructure,
but	now	also	refers	to	the	increasingly	common	practice	of	leasing
fibre	optic	cables	from	a	network	service	provider,	or,	generally,	to
the	 fibre	 installations	 not	 owned	 or	 controlled	 by	 traditional
carriers.
A	dark	fibre	is	run	directly	by	its	operator	over	dark	fibre	leased
or	 purchased	 from	 another	 supplier,	 rather	 than	 by	 purchasing
bandwidth	or	leased	line	capacity.
Dark	 fibre	 networks	 may	 be	 used	 for	 private	 networking,	 or	 as
Internet	access	or	Internet	infrastructure	networking.

Why	is	it	detrimental	to	shareholder’s	interest?
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By	getting	 information	on	expected	share	price	movements	even	split
seconds	earlier	than	other	investors,	any	investor	can	make	a	fortune.

In	the	cash	market	segment,	the	BSE	is	a	clear	follower	of	prices	at
the	 NSE.	 All	 price	 changes	 first	 happen	 at	 the	 NSE,	 and	 are
subsequently	reflected	at	the	BSE.	Hence,	if	a	trader	can	know	the
price	at	NSE	before	others	come	to	know	at	the	BSE	co-location,
it	is	set	to	benefit	immensely.
The	 Dark	 Fibre	 –	 the	 whistleblower	 alleges	 -	 has	 resulted	 in	 the
trading	 firm	 AlphaGrep	 (using	 the	 fibre)	 trade	 at	 a	 fifth	 of	 the
latency	as	the	rest	of	the	market.	AlphaGrep	thus	trebled	its	market
share	to	15%	between	April	and	August	2015.
A	 lower	 latency	 equals	 faster	 speed.	 Therefore,	 HFTs	 (High
Frequency	Trading)	 spend	heavily	 to	obtain	 the	 fastest	 computer
hardware,	software	and	data	 lines	to	execute	orders	as	speedily	as
possible	and	gain	a	competitive	edge	in	trading.
This	puts	ordinary	 investors	as	well	as	 large	 institutional	 investors
at	 a	 serious	 disadvantage.	 It	 also	 opens	 the	 stock	 exchanges	 to
unknown	 and	 unforeseen	 risk	 during	 periods	 of	 extreme	 price
volatility.
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When	were	the	alleged	irregularities	in	BSE	and	NSE	communicated?

A	whistle-blower	from	Singapore	has	written	three	letters,	highlighting
the	issues	of	manipulations	and	dark	fibre	at	the	NSE.

The	first	letter	spoke	about	the	manipulations	at	the	exchange’s	co-
location	 centre	 between	 2011	 and	 2014.	 The	 letter	 had	 resulted	 in
circulars	 from	 Securities	 and	 Exchange	 Board	 of	 India	 (SEBI)	 that
had	sought	tightening	regulations	on	co-location	servers.	It	had	also
become	 a	 subject	 of	 a	 Bombay	 High	 Court	 case.	 A	 co-location
centre	 is	 a	 place	 where	 computers	 owned	 by	 HFT	 firms	 and
proprietary	 traders	 are	 housed	 in	 the	 same	 premises	 where	 an
exchange’s	computers	are	kept.
The	 second	 letter	 in	 August	 2015	 had	 stressed	 on	 the	 steps	 the
market	regulator	must	take	in	order	to	prove	the	manipulation	and
take	action.
Meanwhile,	 the	third	 letter	alleges	 the	dark	fibre	 link,	which	firms
have	allegedly	used	to	obtain	price	trends	before	BSE.

Where	else	has	the	security	of	stock	exchanges	been	compromised?
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Harshad	Mehta	scam	–1992

Modus	Operandi:	Used	money	from	banks	to	make	personal	gains
via	investment	in	shares.

Ketan	Parekh	Scam	-	2001

Modus	Operandi:	 Circular	 trading	 in	 selected	 stocks	 via	 borrowed
money	from	banks	to	manipulate	share	prices.

Satyam	Scam	-	2009

Modus	 Operandi:	 The	 top	 management	 of	 the	 software	 company
cooked	up	accounts	to	show	inflated	sales,	profits	and	margins	from
2003	to	2008.

Sahara	Housing	Bonds-	2010

Modus	 Operandi:	 Bonds	 issued	 to	 29.6	 million	 investors	 without
following	 SEBI	 regulations	 and	 investor	 protection	 measures
mentioned	therein.

Saradha	Scam	-	2013

Modus	 Operandi:	 Ran	 multiple	 investment	 schemes	 collecting
money	 from	 nearly	 1.4	 million	 investors	 in	 West	 Bengal	 and
Odisha.

NSEL	Scam	–	2013

Modus	Operandi:	Investors	were	wooed	by	offering	fixed	returns	on
paired	 contracts	 with	 agri	 and	 industrial	 commodities	 as
underlying.	 The	 stocks	 were	 missing	 and	 money	 was	 allegedly
siphoned	by	so-called	borrowers.
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Who	benefited	through	this	dark	cable?

According	 to	 the	 whistle-blower,	 AlphaGrep	 Securities	 benefitted
from	this	‘dark	fibre’	link	and	managed	to	treble	its	market	share	in
a	few	months.
AlphaGrep	 describes	 itself	 a	 proprietary	 trading	 firm	 focused	 on
high	frequency	algorithmic	trading	in	asset	classes	across	the	globe.
It	has	offices	in	Mumbai,	Bengaluru,	Singapore	and	Hong	Kong.
“We	 are	 one	 of	 the	 largest	 firms	 by	 trading	 volume	 on	 Indian
exchanges,	and	have	significant	market	share	on	several	large	global
exchanges	as	well,”	the	firm	claims	on	its	website.
The	 whistle-blower	 said,	 “AlphaGrep	 figured	 out	 that	 major	 telcos
would	not	be	able	to	give	faster	access.	It	found	a	cable	operator	who
had	a	fibre	optic	network	and	was	willing	to	provide	a	dark	fibre”.
“From	April	to	August	2015,	the	market	share	of	AlphaGrep	rose	from
around	 five	per	cent	 to	15	per	cent	of	BSE	 turnover.	This	 speaks	 for
itself,”	the	whistle-blower	wrote.
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How	was	the	system	fooled?

This	 –	 if	 it	 is	 true	 –	 seems	 to	be	 a	 sophisticated	 crime	which	 involved
faster	network	 connection	 to	 save	a	 few	microseconds	 to	make	many
million	dollars!

AlphaGrep	 found	 Sampark	 Infotainment	 which	 was	 willing	 to
provide	a	near	‘dark	fibre’	with	minimal	switching	equipment.
Sampark	 was,	 however,	 not	 a	 regular	 Internet	 Service	 Provider
(ISP)	and	hence	could	not	technically	have	access	to	NSE	colocation.
It	 is	 NSE	 policy	 that	 they	 allow	 links	 to	 be	 terminated	 only	 by
approved	 vendors	 (i.e	 ISPs)	 on	 dedicated	MUX	 equipment	 at	 NSE
colocation.
AlphaGrep	with	 its	muscle	of	 volume	and	good	 contacts	managed
something	 no	 one	 is	 supposed	 to.	 It	 got	 its	 near	 ‘dark	 fibre’
terminated	across	NSE	and	BSE	colocation	without	Sampark	being
an	empanelled	vendor	in	April/May	2015.
At	 the	BSE	 end	 their	 job	was	 even	 easier	 as	BSE	does	not	 own	 its
collocation	which	is	managed	by	a	third	party	which	does	not	have
to	follow	any	standards	for	link	termination.
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The	 order	 of	 latency	 which	 they	 could	 get	 across	 the	 link	 was
around	 400	micro	 seconds.	 This	 was	 one	 fifth	 of	 what	 all	 others
were	 having.	 If	 they	 could	 trade	 at	 one	 fifth	 the	 latency	 of	 the
market	the	benefit	is	not	hard	to	fathom.
The	arrangement	was	legitimized	post	facto	through	an	agreement
with	another	 empanelled	 service	provider	after	other	algo	 traders
cried	foul.

((( 	)))
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Economy	-	Indian	IT	firms	or	immigration	agents?

In	an	 interactive	 session	at	 the	 Indian	School	of	Business,	 Infosys	 co-
founder	N	R	Narayana	Murthy	has	criticised	Indian	software	companies
for	not	acting	as	global	corporations	in	their	hiring	practices	abroad.	He
said	that	some	firms	are	acting	like	immigration	agents	to	help	Indians
move	abroad.	His	statement	has	outraged	the	IT	 industry,	but	he	may
not	be	entirely	wrong.
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What	did	Narayana	Murthy	say	in	ISB?

According	 to	 Infosys	 cofounder,	 NR	 Narayana	 Murthy,	 Indian
software	 industry	 has	 been	 acting	 as	 immigration	 agents	 for	 its
employees	and	guaranteeing	them	visas	and	green	cards.
He	has	 said	 that	 it	was	 imperative	 for	 the	 IT	 companies	 to	 create
local	jobs	as	it	was	their	responsibility	to	do	so.
He	also	said	that	a	corporation	that	has	global	aspiration	has	to	be
fair	to	its	global	employees.
Murthy’s	statement	has	given	a	big	endorsement	to	the	Republican
Presidential	candidate	Donald	Trump’s	case	against	outsourcing.
Murthy	 mentioned	 a	 visa-independent	 delivery	 model	 he	 had
introduced	when	 he	 was	 the	 chief	 executive	 officer	 of	 Infosys	 in
2011,	which	had	not	been	pursued	after	his	exit	in	2014.
However,	Nasscom	president,	R	Chandrashekhar	has	said	that	“The
industry	 has	 evolved	 hugely	 over	 the	 years,	 and	 the	 value	 and
efficiency	they	created	for	their	customers	is	tremendous.	One	should
also	not	forget	that	there	is	a	skill	shortage	in	the	US.”
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Why	are	his	remarks	significant?

Murthy’s	remark	 is	significant	because	when	unemployment	 levels	go
up,	any	country	will	automatically	 take	decisions	 that	may	discourage
outsiders	from	impacting	the	jobs	in	the	country.

There	 is	 growing	 discontent	 among	 Americans	 about	 increasing
high	skilled	Indians	 in	 the	US	and	unless	more	 local	 jobs	are	not
created,	it	will	have	an	adverse	impact	on	the	Indian	IT	firms.
There	 is	 an	 ongoing	 debate	 on	 outsourcing	 which	 has	 raised
concerns	 among	 industry	 leaders	 and	 economists	 in	 India	 as	 a
massive	 chunk	 of	 Indian	 exports	 comes	 from	 the	 export	 of	 IT
services	to	the	North	American	market.
Over	65%	of	 the	revenues	of	 the	domestic	 IT	and	ITeS	 industry
comes	from	the	US	clients.
Indian	 firms	 –	 if	 they	 are	 to	 be	 seen	 as	 truly	 global	 -	 have	 the
responsibility	 of	 creating	 jobs	 in	 American	 market	 as	 well.
American	youngsters	are	as	important	to	the	welfare	of	the	globe	as
Indian	youngsters.
Patrick	Thibodeau,	 national	 correspondent	 for	Computerworld	 in
Washington	 has	 interpreted	 his	 remarks	 and	 said	 that	 “Murthy	 is
saying,	indirectly,	that	this	election	is	different	and	the	industry	has	to
be	prepared	for	a	bad	outcome.”
However,	 many	 have	 criticized	 Murthy’s	 for	 his	 comments	 as	 it
comes	at	the	wrong	time.
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Since	when	have	Indian	IT	firms	been	working	on-site?

Although	the	IT	industry	in	India	has	existed	since	the	early	1980s,
it	was	 the	early	 ’90s	which	saw	the	emergence	of	outsourcing	and
sending	employees	at	client	location.
Indian	 IT	 firms	 such	 as	 TCS	 and	 Infosys	 have	 deployed	 people
hired	in	India	to	clients’	offices	abroad	for	years	to	help	bring	down
the	cost.
According	to	NASSCOM,	India	has	55	%	market	share	of	the	global
outsourcing	business	and	employs	3.5	million	professionals.
The	US	and	Europe	account	for	about	80%	of	the	market	for	India’s
top	information	technology	(IT)	firms.	The	US	is	the	largest	market
for	Indian	infotech	companies.
IT	 professionals	 from	 India	 and	 major	 Indian	 IT	 companies	 are
major	beneficiaries	of	H-1B,	a	non-immigrant	visa	in	the	US	which
allows	 US	 employers	 to	 temporarily	 employ	 foreign	 workers	 in
speciality	occupations.
Indian	 citizens	 are	 the	 top	 recipients	 of	 temporary	 high-skilled
worker	 H-1B	 visas,	 accounting	 for	 70	 percent	 of	 the	 316,000	 H-1B
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petitions.
The	Indian	IT	services	sector	has	about	3.5	million	employees	and	it
sends	50,000-60,000	 abroad	 a	 year	 for	 onsite	 projects.	 Every	 year,
25,000-30,000	IT	services	employees	head	for	the	US.

Where	are	the	issues	in	the	US	from	Indian	immigration?

Immigration	 and	 visa	 issues	 have	 long	 plagued	 the	 Indian
information	technology	sector.
It	 has	 come	 back	 again	 to	 hurt	 Indian	 IT	 services	 companies	 this
year	as	the	US	heads	towards	Presidential	elections	in	2016.
There	are	about	the	roughly	11	million	undocumented	immigrants
in	the	United	States
There	was	a	recent	two-fold	hike	in	the	U.S.	visa	fee	for	temporary
immigrant	workers	(categorised	as	H1B	and	L1).
The	number	of	 such	visas	apportioned	each	year	has	grown	 to	be
the	sticking	points	in	India-U.S.	relations.
There	has	been	vehement	opposition	 to	outsourcing	of	US	 jobs	 to
countries	like	India	and	China.
The	popular	perception	in	the	US	has	been	that	IT	firms	from	India
are	 taking	 away	 jobs	 from	 Americans	 because	 of	 the	 cost
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advantage	that	Indians	are	able	to	offer.
The	 Republican	 presidential	 front-runner	Donald	 Trump	 has	 said
that	“H-1B	visa	programme	he	uses	 to	 employ	highly-skilled	 foreign
workers	 at	 his	 own	 businesses	 should	 end	 as	 it	 is	 very	 unfair	 for
American	workers	and	has	been	taking	away	their	jobs.”

Who	is	the	first	immigration	agent	of	India?

Narayana	Murthy	is	the	pioneer	of	the	outsourcing	industry	and,	dare
we	say,	by	his	own	standards,	he	should	be	the	first	immigration	agent
of	India.

He	is	the	visionary	founder	of	Infosys,	who	is	regarded	as	the	father
of	Indian	information	technology.
By	building	 a	multibillion-dollar	 software	 and	 IT	 services	 firm,	 he
showed	that	 Indian	companies	could	compete	with	the	best	 in	 the
world.
In	1999,	his	company	became	the	first	Indian	company	to	be	listed
on	the	NASDAQ.
Five	years	later,	it	was	the	first	listed	Indian	company	with	revenue
of	$1	billion	a	year.
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The	 software	 industries	 like	 Infosys,	 TCS,	 Wipro	 and	 others	 have
boosted	 the	 international	 image	 of	 India	 like	 no	 other	 sector,
according	to	Murthy.
However,	 the	 do	 send	 thousands	 of	 IT	 employees	 on-site	 through
the	temporary	work	visas.

How	can	the	problem	of	immigration	be	solved?

The	 top	 Indian	 information	 technology	 companies’	 onsite
recruitment	 currently	 in	 the	 US	 is	 about	 18,000.	 This	 has	 to	 be
increased	to	ensure	that	growing	discontent	among	skilled	workers
in	the	US	is	reduced.
Indian	IT	 firms	should	 further	step	up	 their	 local	hiring	 in	 the	US,
especially	at	the	fresher	level.
India	should	start	moving	onsite	work	in	the	US	to	India	or	near-
shore	 destinations	 to	 de-risk	 itself,	 in	 case	 the	 immigration
issues	become	a	law.
Indians	should	try	to	add	value	from	within	India	by	demonstrating
their	wonderful	competence	in	software	technology.
Indian	 IT	 firms	 should	 introduce	 models	 like	 extreme	 offshore
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(moving	 most	 of	 the	 work	 to	 India),	 which	 can	 reduce	 its
dependence	on	H1	and	L1	visas.
Both,	 India	 and	 the	 US	 have	 to	 abide	 by	 WTO	 ruling	 on	 the
complaint	filed	by	India	against	the	US	decision	to	impose	high	fees
on	temporary	working	visas.

((( 	)))
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Economy	-	Triple	dose	of	good	news	for	India

Official	 data	 now	 forecast	 above-normal	 rains	 during	 the	 upcoming
monsoon	 season;	 retail	 inflation	 has	 fallen	 to	 a	 six-month	 low,	 and
factory	 output	 is	 up	 after	 three	 straight	months	 of	 decline.	 This	 triple
dose	 of	 good	 news	 along	 with	 IMF	 retaining	 India’s	 growth	 forecast
even	as	 the	world	growth	dwindles	has	recharged	the	spirits	of	 Indian
markets.	Can	India	sustain	the	momentum?
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What	is	the	good	news?

First	 came	 the	 forecast	 by	 the	 Indian	Meteorological	 Department
that	 after	 two	 straight	 years	 of	 drought,	 India	 is	 likely	 to	 be
showered	with	above-normal	rains	during	the	upcoming	monsoon
season,	with	a	probability	of	more	than	94	per	cent	precipitation.
Then	came	the	twin	dose	of	positive	news	from	the	Central	Statistics
Office	that	India’s	factory	output	for	February	logged	a	growth	of	2
per	cent	after	three	straight	months	of	decline,	even	as	annual	retail
inflation	 fell	 to	 4.83	 per	 cent	 in	March	 from	 5.26	 per	 cent	 in	 the
month	before.
The	 annual	 food	 inflation	 for	 the	month	 also	 showed	a	 decline	 to
5.21	 percent	 from	 5.30	 percent.	 But	 the	 manufacturing	 sector
continued	to	be	pressured,	barely	managing	a	growth	of	0.7	percent
in	February.
Data	on	consumer	price	index	also	showed	that	for	rural	India,	the
annual	inflation	fell	to	5.7	percent	from	6.05	percent,	while	for	the
urban	dwellers	the	price	rise	in	the	12-month	period	till	March	was
3.95	percent,	as	opposed	to	4.30	percent	for	the	like	previous	ended
February.
In	 the	 case	 of	 the	 Index	 for	 Industrial	 Production,	 the	 overall
growth	was	mainly	led	by	a	9.6	percent	growth	in	electricity	output,
even	as	mining	activity	 in	February	—	 the	 latest	period	 for	which
data	is	available	—	expanded	by	5	percent.
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Why	is	this	a	good	news	for	Indian	economy?

India	 Inc.	 was	 naturally	 elated	 by	 the	 forecast	 on	 the	 upcoming
rainy	season.
The	 prediction	 would	 be	 a	 great	 mood	 changer	 for	 industry,	 as
revival	of	 rural	demand	 leads	 to	a	 turn	 in	 investment	 cycles.	This
can	 take	 the	 economy	 to	 a	 higher	 trajectory	 of	 around	 8	 percent
growth.
The	 prospect	 of	 above-normal	 monsoon	 will	 help	 bolster	 farm
productivity,	 alleviate	 rural	 distress,	 boost	 rural	 incomes	 and
consumption	demand,	augment	food	supply	and	keep	the	inflation
under	check.
Though	 there	 were	 already	 expectations	 of	 falling	 inflation
prompting	RBI	 to	 cut	 repo	 rate	 by	 25	 bps	 in	 the	 recent	monetary
policy,	the	CPI	inflation	paves	way	for	further	easing	of	rates	during
the	rest	of	the	year.
The	Index	of	Industrial	Production	(IIP)	data	shows	that	there	is	a
pickup	 in	 demand.	 The	 falling	 inflation	 would	 increase	 the
disposable	 income	with	 the	customers,	which	would	 further	boost
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the	production.
A	 third	 trigger	 to	 growth	 is	 expected	 from	 the	 Reserve	 Bank	 of
India’s	 accommodative	 policy	 stance	 on	 both	 interest	 rates	 and
liquidity,	reiterated	in	its	recent	review.	It	is	perhaps	this,	combined
with	 the	Centre’s	 concerted	push	on	promoting	 infrastructure	and
encouraging	start-ups,	 that	has	prompted	RBI	Governor	Raghuram
Rajan	to	predict	that	India	is	poised	for	a	‘leap	in	production’.

When	can	India	grow	economically?

According	 to	 a	 research	 by	 Harvard,	 India	 is	 already	 expected	 to
have	been	 the	world’s	 fastest-growing	economy	 in	2015.	But	 India
also	has	the	best	growth	prospects	for	the	coming	decade,	based	on
the	 increasing	 variety	 and	 sophistication	 of	 the	 products	 it
exports.
India’s	 7%	 projected	 annual	 growth	 rate	 through	 2024	 (as	 per
Harvard)	would	 continue	 to	 put	 it	ahead	 of	 China,	where	 similar
advances	in	productive	know-how	propelled	the	country’s	rise	over
the	past	decade	but	are	now	closer	to	being	exhausted.
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In	India,	average	incomes	are	nearer	to	Sub-Saharan	African	levels
than	 to	 East	 Asian	 ones,	 yet	 the	 country	 has	 built	 up	 world-class
companies	 that	 export	 pharmaceuticals,	 autos	 and	 auto	 parts,
petroleum	products	and	more.	The	best	of	Indian	entrepreneurship
is	yet	to	come	and	the	government’s	push	for	Start-ups	will	ensure	it
comes	faster	now.
The	 International	 Monetary	 Fund	 (IMF)	 retained	 India’s	 GDP
forecast	for	this	fiscal	year	and	the	next,	confirming	its	status	as	the
world’s	 fastest-growing	 major	 economy,	 as	 it	 trimmed	 global
expansion	 estimates	 citing	 weakening	 worldwide	 recovery	 amid
increasing	financial	turbulence.
India’s	growth	 in	FY17	and	FY18	was	pegged	at	7.5%	 in	 the	World
Economic	 Outlook	 (WEO),	 the	 Fund’s	 flagship	 publication,
unchanged	from	January.

Where	is	the	inflation	headed	to	in	future?

The	 central	 bank	 (RBI)	 said	 headline	 Consumer	 Price	 Index	 (CPI)-
based	 inflation	 is	 projected	 to	moderate	 in	 2016-17	 to	 around	 5%
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and	 real	 gross	 domestic	 product	 (GDP)	 growth	 is	 projected	 to
improve	gradually	to	7.6%	in	2016-17.	RBI	has	set	the	retail	inflation
target	at	5%	for	March	2017.
However,	 the	Asian	Development	Bank	 in	 its	outlook	released	 last
month	projected	retail	inflation	to	accelerate	to	an	average	of	5.4%
in	 2016-17	 and	 5.8%	 in	 2017-18	 as	 global	 oil	 prices	 firm	 up	 and
domestic	demand	strengthens.
RBI	 said	 there	are	uncertainties	over	 the	 inflation	projection	 from
recent	 unseasonal	 rains,	 the	 likely	 variation	 in	 distribution	 of
monsoon,	 the	 low	 reservoir	 levels	 by	 historical	 averages,	 and	 the
strength	of	the	recent	upturn	in	commodity	prices,	especially	oil.
The	 implementation	 of	 one-rank-one-pension	 (OROP)	 for	 retired
defence	 employees	 and	 the	 7th	 Central	 Pay	 Commission	 (CPC)
award,	 particularly	 with	 regard	 to	 house	 rent	 allowances,	 poses
upward	 risks	 to	 the	 baseline	 inflation	 path,	 especially	 as	 state
governments	also	start	implementation.

Who	plays	the	most	prominent	role	among	the	three?

While	 the	stimulus	measures	will	 take	some	time	 to	play	out,	one
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factor	 that	 could	 have	 an	 immediate	 impact	 on	 the	 economy	 is	 a
bountiful	monsoon.
The	IMD’s	forecast	that	there	is	a	high	probability	of	the	South	West
monsoon	 bringing	 in	 above-normal	 or	 excess	 rain	 is	 indeed	 good
news	after	two	consecutive	seasons	of	drought-like	conditions.
Erratic	growth	in	agriculture	has	been	the	wild	card	in	India’s	GDP
estimates	 in	 recent	 years.	 In	 2015-16,	 industry	 and	 services	 were
estimated	 to	 grow	 at	 7.3	 and	 9.2	 per	 cent,	 respectively,	 while
agriculture	played	spoilsport	at	just	1.1	per	cent.
Though	 the	 farm	 economy	 contributes	 just	 17	 per	 cent	 of	 India’s
GDP,	 the	 last	 two	 years	 have	 provided	 ample	 proof	 that	 rural
distress	has	a	disproportionate	impact	on	consumption.
Given	that	the	sector	employs	nearly	half	the	workforce,	everyone
from	toilet	soap	manufacturers	to	light	commercial	vehicle	makers
looks	at	rural	spends	to	shore	up	profits.
Policymakers	may	not	like	it,	but	at	this	juncture	it	appears	India’s
economic	prospects	 are	 still	 dependent	on	 the	benevolence	of	 the
rain	gods.

How	 does	 the	 data	 not	 offer	 a	 conclusive	 evidence	 of	 sustained
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growth?

While	 three	data	points	 suggest	 that	 the	economy	may	be	 turning	 the
corner,	they	don’t	offer	conclusive	evidence	that	there	will	be	a	period
of	sustained	growth.

While	 it	 is	 significant	 that	 industrial	 activity	 is	 returning	 to	 the
expansionary	mode,	 the	cumulative	growth	rate	of	2.6	per	cent	 in
the	first	eleven	months	of	this	fiscal	isn’t	a	reason	for	celebration	–
at	 least	not	yet.	After	all,	 this	 is	 lower	 than	 last	year’s	2.8	per	cent
and	also	well	below	the	6	per	cent	expansion	in	output	the	country
has	averaged	in	the	last	ten	years.
Low	 inflation	 rates	 have	 a	 flip	 side	 too.	 By	 hurting	 nominal	 GDP
growth	 and	 corporate	 revenues,	 very	 low	 inflation	 can	 adversely
impact	job	prospects	and	income	growth,	both	of	which	are	crucial
for	the	feel-good	factor	in	the	economy.

((( 	)))
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Economy	-	IMF	cuts	global	growth	forecast,	again

The	 International	 Monetary	 Fund	 highlighted	 the	 risk	 of	 political
isolationism,	 notably	 Britain’s	 possible	 exit	 from	 the	 European	Union,
and	the	risk	of	growing	economic	inequality	as	it	cut	its	global	economic
growth	forecast	for	the	fourth	time	in	a	year.	According	to	IMF	there	is
high	 risk	 of	 stagflation	 and	 strong	 actions	 are	 anticipated	 to	 avoid	 it.
India’s	ratings	have	been	retained.
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What	has	IMF	forecasted?

The	IMF’s	latest	World	Economic	Outlook	predicts	global	growth	of
3.2%	this	year	and	3.5%	in	2017.
Launching	 the	 report,	 the	 agency’s	 chief	 economist,	 Maurice
Obstfeld,	 described	 the	 pace	 of	 growth	 as	 “increasingly
disappointing”.
The	 downgrades	 reflect	 what	 Mr	 Obstfeld	 calls	 a	 widespread
slowdown	 across	 all	 types	 of	 economies.	 He	 said	 it	 left	 the	world
economy	more	exposed	to	negative	risks.
Before	the	latest	downgrade,	the	IMF	had	expected	global	growth	of
3.4%	this	year	and	3.6%	next	year.
One	danger	highlighted	is	a	return	of	 the	financial	market	turmoil
that	hit	the	world	earlier	in	the	year.

Why	is	the	risk	of	stagflation	high?

The	 report	 cites	 a	 worsening	 spillover	 from	 China’s	 economic
slowdown	 as	 well	 as	 the	 impact	 of	 low	 oil	 prices	 on	 emerging
markets	 such	 as	 Brazil.	 It	 also	 highlighted	 persistent	 economic
weakness	in	Japan,	Europe	and	the	United	States.
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“Scarring	effects”	from	years	of	tepid	growth	could	in	turn	weaken
demand,	 thin	 the	workforce,	 and	 reduce	 potential	 output	 further,
creating	a	scenario	of	“secular	stagnation.”
In	 its	 report,	 the	 IMF	warned	 that	 the	rise	of	nationalist	parties	 in
Europe,	the	June	23	“Brexit”	referendum,	and	anti-trade	rhetoric	in
the	U.S.	presidential	campaign	posed	threats	to	the	global	economic
outlook.
A	 British	 exit	 from	 the	 EU	 could	 do	 severe	 regional	 and	 global
damage	by	disrupting	established	trading	relationships.
The	 IMF	 pointed	 to	 stagnant	 wage	 growth	 as	 fueling	 a	 growing
sense	of	economic	inequality	that	is	spilling	into	the	voting	booth	in
many	countries.

When	did	we	have	recession	before?

The	 International	Monetary	 Fund	 defines	 a	 global	 recession	 as	 “a
decline	 in	 annual	 per-capita	 real	 World	 GDP	 (purchasing	 power
parity	weighted),	backed	up	by	a	decline	or	worsening	for	one	or	more
of	 the	 seven	 other	 global	 macroeconomic	 indicators:	 Industrial
production,	trade,	capital	flows,	oil	consumption,	unemployment	rate,
per‑capita	investment,	and	per‑capita	consumption”.
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According	 to	 this	 definition,	 since	World	War	 II	 there	 were	 only
four	global	 recessions	 (in	 1975,	 1982,	 1991	 and	2009),	 all	 of	 them
only	lasting	a	year.
The	2009	global	recession,	also	known	as	 the	Great	Recession,	was
by	far	the	worst	of	the	four	postwar	recessions,	both	in	terms	of	the
number	of	countries	affected	and	the	decline	in	real	World	GDP	per
capita.
The	effect	of	 2009	 recession	 is	 far	 from	dying	and,	 as	a	 result,	 the
world	is	experiencing	slowdown.

Where	is	the	action	required	according	to	IMF?

The	IMF	urged	policymakers	 to	boost	growth	with	actions	such	as
deregulating	 certain	 industries	 and	 raising	 labor	 market
participation.
It	 recommended	 nations	 with	 fiscal	 breathing	 room	 to	 boost
investments	in	infrastructure	and	cut	labor	taxes,	and	it	encouraged
central	banks	to	keep	monetary	policy	accommodative.
Obstfeld	 repeated	 the	 IMF’s	 demand	 for	 a	 bailout	 program	 that
would	put	Greece	on	a	path	 to	 sustain	 its	debt	 and	begin	growing
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again,	 adding	 that	 there	 should	 be	 some	 flexibility	 to	 help	 its
government	deal	with	the	massive	numbers	of	refugees	who	have
fled	to	Greece	from	war-torn	countries.

Who	is	holding	the	world	economy	back?

Worries	about	China’s	true	economic	strength	are	at	the	heart	of	the
jitters.	 After	 more	 than	 a	 decade	 of	 double-digit	 growth,	 during
which	 it	 overtook	 Japan	 to	 become	 the	 world’s	 second	 largest
economy,	 things	 have	 inevitably	 slowed	 down.	 Last	 year	 China’s
GDP	officially	expanded	by	6.9%,	the	slowest	pace	for	25	years.
Other	 economic	 data	 from	 China	 has	 underscored	 the	 country’s
mammoth	task	of	rebalancing	the	economy	away	from	reliance	on
its	vast	manufacturing	sector	and	exports	to	a	more	diverse	mix.
China’s	woes	are	being	felt	in	other	economies	because	it	is	such	a
big	 commodities	 consumer:	 the	 slowdown	 in	 the	 world’s	 biggest
energy	user	is	weighing	on	oil	prices.
More	worrying	are	the	moves	in	China’s	currency.	Beijing	stunned
markets	 last	 August	 by	 devaluing	 the	 yuan,	 taken	 by	 some	 as	 a
distress	 signal.	 A	weaker	 yuan	 cheapens	 Chinese	 exports,	 shoring
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up	its	manufacturing	sector.
But	the	fear	is	that	China	will	“export”	deflation	because	a	cheaper
yuan	cuts	the	price	of	its	imports	in	advanced	economies.
Finally,	there	is	scant	confidence	among	investors	in	Beijing’s	ability
to	manage	economic	transition	following	a	string	of	seemingly	futile
interventions	 in	 markets	 and	 confused	 messages	 from
policymakers.	 Six	 interest	 rate	 cuts	 since	 November	 2014	 have
failed	to	halt	the	economic	slowdown.
Note:	 China	 –	 for	 all	 its	 rapid	 growth	 -	makes	up	 only	 13%	of	 the
world	economy.	The	US,	the	eurozone	and	Japan	together	account
for	nearly	half	of	the	world	economy.

How	have	different	countries	contributed	to	this	slowdown?

The	 largest	downgrade	of	all	 is	 for	Nigeria,	which	has	been	hit	by
the	 low	price	 of	 crude	 oil,	 but	Brazil,	 Russia	 and	many	others	 are
also	 now	 expected	 to	 experience	 weaker	 performance	 than
previously	anticipated.
India’s	 forecast,	 however,	 is	 unchanged	 and	 there	 is	 even	 an
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upgrade	 for	 China,	 reflecting	 strong	 growth	 in	 the	 services	 sector,
offsetting	the	weakness	in	manufacturing.
China’s	 efforts	 to	 shift	 the	 national	 economy	 more	 towards
consumer	 spending	 and	 services	 are	 described	 as	 something	 that
will	eventually	benefit	China	itself	and	the	world.
It	 is	worth	emphasising	 that	 there	are	only	a	 few	countries	where
the	IMF	predicts	economic	activity	will	actually	decline.
Greece,	 yet	 again,	 is	 one.	 Brazil,	 which	 has	 been	 beset	 by	 a
widespread	political	crisis,	 is	 forecast	 to	see	its	economy	shrink	by
3.8%,	the	same	amount	as	last	year.
Russia,	too,	is	facing	another	year	of	decline,	hit	by	low	commodity
prices	 (notably	 oil)	 and	 Western	 sanctions	 over	 the	 situation	 in
Ukraine.

((( 	)))

524



Economy	-	Dry	season	for	Indian	start-ups

Venture	capital	 (VC)	and	private	equity	 (PE)	 firms	cut	 investments	 in
Indian	start-ups	by	a	quarter	on	a	sequential	basis	in	the	three	months
to	March,	the	second	consecutive	quarter	they	did	so,	as	they	-	starved
of	exits	and	fearful	of	souring	bets	-	hold	back	cash.	VCs	throughout	Asia
are	 losing	their	 investment	appetite	as	 they	fear	the	bubble	may	burst
anytime	now.
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What	is	the	investment	scenario	in	2016?

Investors	infused	some	$1.15	billion	into	Indian	start-ups	in	the	first
quarter	 of	 this	 year,	 down	 as	 much	 as	 24%	 from	 the	 December
quarter,	which	itself	had	seen	a	slump	in	investments	of	48%	from
the	 preceding	 three	months,	 according	 to	 a	 joint	 report	 by	 KPMG
and	CB	Insights.
The	$1.15	billion	reported	by	KPMG	includes	at	least	$150	million	of
secondary	 share	 sales	 that	 went	 from	 one	 set	 of	 investors	 in
Snapdeal	(Jasper	Infotech	Pvt.	Ltd)	to	another.
The	number	of	venture	capital	deals	fell	by	35	per	cent	during	the
first	quarter	of	2016	 to	90,	as	 compared	 to	138	 in	 the	 same	period
one	year	ago.
The	total	value	of	venture	capital	invested	took	a	drastic	fall	of	over
80	per	cent	during	the	first	quarter	of	2016	to	US	$337	million	from
US	 $1.79	 billion,	 as	 mega-financing	 rounds	 disappeared	 and	 deal
sizes	turned	modest.
Vikram	 Vaidyanathan,	 MD-Venture	 Funds,	 Matrix	 Partners	 India,
said	 “A	 lot	 of	 companies	 were	 overfunded	 last	 year.	 A	 $25-million
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round	last	year	 is	today	at	maximum	a	US	$9-10-million	round,	and
those	 cheques	 are	 being	 written	 by	 traditional	 venture	 capital
investors	like	us.”
Though	 the	 start-up	 sector	 received	 a	 thumping	 support	 from	 the
government,	 but	 still,	 it	 has	 not	managed	 to	 allure	 the	 interest	 of
Venture	Capital’s	investors.

Why	is	investment	drying	up?

With	mounting	 investor	hesitation	and	concerns	of	overvaluation,
investment	in	Indian	start-up	space	continues	to	decline.
After	pumping	more	than	$9	billion	 into	Indian	start-ups	since	the
beginning	 of	 2014,	 investors	 started	 pulling	 back	 late	 last	 year
because	 of	 a	 mix	 of	 global	 macroeconomic	 factors	 like	 rising
interest	rates	in	the	US	and	concerns	over	massive	losses	incurred
by	start-ups.
Some	of	 the	factors	driving	VC	investors	 to	 take	a	more	measured
investment	 approach	 include	 an	 economic	 slowdown	 in	 China,
approaching	election	in	the	US,	and	a	June	referendum	over	the
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UK’s	future	in	the	European	Union.
This	year,	 investor	caution	has	 increased	manifold,	resulting	 in	an
acute	 slowdown	 in	 funding,	 fall	 in	 valuations	 and	 delayed	 deal
closures.
Interestingly,	 bigger	 players	 too	 are	 feeling	 the	 heat	 as	 investors
wait	and	watch.	About	15	investors,	with	whom	Flipkart	held	talks
over	the	past	six	months	over	raising	funds,	refused	to	infuse	fresh
money	 in	 the	 online	 retailer	 citing	 its	 high	 valuations	 of
approximately	$15	billion.	Morgan	Stanley	reduced	the	valuation	of
Flipkart	 by	 25%,	 adding	 to	 the	 fears	 that	 the	 big	 Indian	 start-ups
have	reached	the	peak	of	valuation.

When	did	the	investment	flow	reach	its	peak?

2015	 was	 a	 watershed	 year	 on	 many	 counts	 for	 the	 entire	 startup
ecosystem	 in	 the	country	which	 included	 the	entrepreneurs,	 investors
and	governments.

Start-ups	really	picked	up	pace	with	India	being	ranked	third	among
global	 startup	 ecosystems,	 having	 around	 4,200	 companies
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emerging.
Q1	and	Q2	of	2015	were	fantastic	 for	startups	 in	India.	But	Q3	was
even	 better	 for	 those	 startups	 that	 were	 showered	 with	 funding.
2015	Q3	funding	showed	a	growth	of	about	2x	from	that	of	Q1	and
Q2.	Crunching	the	numbers	from	2014	Q4	also	showed	a	growth	of
about	200	percent.
Funding	 grew	by	 125%	 from	$2.2	 billion	 in	 2014	 to	 $4.9	 billion	 in
2015,	according	a	report	by	Nasscom.
This	funding	was	much	higher	as	compared	to	cumulative	funding
of	$3.2	billion	over	the	2010-14	period.
The	total	number	of	active	investors	grew	by	2.3x	from	220	in	2014
to	490	in	2015.

Where	are	the	start-ups	struggling	to	raise	money?

Though	 each	 start-up	 may	 have	 its	 own	 reason	 (business	 model,
regulation,	 competition,	 management…),	 broadly	 speaking	 there	 are
two	most	common	reasons:

First,	 companies	have	been	using	 investor	money	 for	giving	away
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discounts	(price	discounting)	that	have	beefed	up	top-line	numbers
but	 have	 not	 been	 able	 to	 create	 brand	 loyalty.	 Due	 to	 this,	 the
percentage	 of	 revenue	 that	 comes	 through	 discounts	 is	 very	 high
and	has	put	doubts	on	the	business	model.
The	second	reason	is	that	of	unit	economics.	There	are	businesses
that	are	solving	a	problem,	but	the	margins	are	too	low	for	them	to
be	sustainable	or	operationally	profitable.

Who	were	successful	in	closing	investment	deals	recently?

The	largest	deal	in	the	January	quarter	is	$150	million	received	by
online	grocer	BigBasket.
The	latest	round	of	funding,	which	had	been	in	the	works	since	July
2015,	saw	participation	 from	new	investors,	 such	as	private	equity
(PE)	 firm	 The	 Abraaj	 Group,	 venture	 capital	 firm	 Sands	 Capital
Management	Llc	and	International	Finance	Corp.	(IFC),	the	private
sector	lending	arm	of	the	World	Bank.
Shopclues	 which	 had	 raised	 $150	 million	 from	 Singapore
government’s	 GIC	 a	 few	 months	 ago	 from	 its	 existing	 investors
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Tiger	Global	and	Nexus	Venture	Partners	has	now	become	the	first
ecommerce	company	to	get	listed	in	India.
Snapdeal,	 India’s	 second	 most	 valuable	 e-commerce	 firm,	 has
successfully	raised	$50	million	from	eBay.	This	seems	to	be	a	good
investment,	 considering	 the	 government’s	 new	 FDI	 rules	 for	 e-
commerce	are	in	favour	of	marketplace	models.

How	has	the	government	added	new	trouble	to	the	start-ups?

The	 government	 has	 added	 to	 the	 troubles	 of	 start-ups	 with	 new
regulations	governing	e-commerce.

India	on	29	March	allowed	100%	foreign	direct	investment	in	online
retail	of	goods	and	services	under	the	so-called	marketplace	model
through	 the	 automatic	 route,	 which	 would	 legitimize	 existing
businesses	of	e-commerce	companies	operating	in	India.

Three	 conditions	 attached	 to	 the	 government’s	 approval,	 however,
could	 either	 hurt	 e-commerce	 companies	 or	 force	 them	 to	 find	 new
ways	to	get	around	them.
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No	group	company	or	seller	on	a	marketplace	can	contribute	more
than	25%	of	the	sales	generated.
Marketplaces	cannot	influence	product	prices	by	discounting.
Small	sellers	will	now	have	to	take	responsibility	of	quality	of	goods
and	after-sales	support.

Many	 Indian	 e-commerce	 companies	 will	 have	 to	 restructure	 their
businesses	as	a	result	of	the	new	regulations.

((( 	)))
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Economy	-	Aviation	turns	profitable,	for	now

2015	was	 the	best	year	 for	 the	 Indian	aviation	sector	 in	 two	decades.
Reduced	 cost	 of	 Air	 Turbine	 Fuel	 (ATF)	 played	 a	 key	 role	 in	 turning
aviation	 around.	 The	 delayed	 National	 Civil	 Aviation	 policy	 will
determine	the	future	trajectory	of	the	aviation	sector.	As	this	sector	gets
set	to	expand	and	create	a	positive	economic	impact,	the	environmental
effects	too	need	to	be	addressed	soon.
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What	has	happened	to	the	Indian	aviation	sector	in	2015,	and	since?

It	has	been	the	best	year	for	the	aviation	sector	in	two	decades.

The	 sector	witnessed	 12%	air	 traffic	 growth,	which	 outstripped	 all
other	nations	in	the	first	six	months.
Four	out	of	seven	large	airlines	recorded	profits.
At	least	three	of	these	four	could	afford	to	lower	their	average	fare
by	8	to	14	percent	from	the	previous	year.
Stock	value	of	the	listed	airlines	increased	substantially.
Newer	airlines	witnessed	good	passenger	traffic	growth.

Why	has	the	aviation	sector	soared?

Airlines	have	enjoyed	the	double-benefits	of	higher	revenue	and	lower
costs.

A	 deep	 cut	 in	 Aviation	 turbine	 fuel	 cost	 translated	 into	 a
corresponding	cut	in	airlines’	expense	as	this	fuel	comprises	over	40
percent	of	an	airline’s	operating	cost.
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In	case	of	IndiGo	Airlines,	a	fuel	cost-cut	of	15	percent	resulted	in	a
17	per	cent	reduction	in	fuel	expenditure	compared	to	2014.
The	 significant	 savings	 enabled	 Airlines	 to	 introduce	 lower-priced
tickets	and	flexible	travel	schemes.
Consequently,	 there	was	 a	 20	 per	 cent	 rise	 in	 domestic	 air	 traffic
over	2014,	thereby	providing	higher	revenue.

The	 sector	 witnessed	 a	 virtuous	 cycle	 of	 lower	 costs	 translating	 into
lower	 prices	 translating	 into	 greater	 demand	 translating	 into	 higher
revenue!

When	can	this	sector	continue	to	soar?

The	National	Civil	Aviation	policy,	 expected	 to	be	 released	 this	month
holds	the	key	to	the	future	of	the	Indian	aviation	industry.

A	 draft	 of	 this	 policy	 was	 released	 in	 2015.	 The	 airlines	 sought
clarification	on	the	5/20	rule	 for	 international	 flights	and	inclusion
of	some	other	points.
A	salient	point	in	the	draft	was	the	emphasis	on	promoting	regional
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connectivity	and	to	reach	a	target	of	30	crore	domestic	air	tickets
by	2022.
Incentives	 to	 the	 airlines	 to	 implement	 the	 Regional	 Connectivity
scheme	included	a	reduction	of	tax	on	sale	of	Aviation	Turbine	Fuel
(ATF)	and	exemption	from	levy	of	service	tax	on	sale	of	air	tickets
for	 airlines	 flying	 through	 specific	 routes.	 This	 could	 open	 up
opportunities	for	low-cost	carriers.
However,	additional	measures	such	as	an	upper	limit	on	airfare	of
the	tickets	for	specific	routes	and	extra	2	per	cent	levy	may	prove
counteractive.
High	State	taxes	on	ATF	and	a	hike	in	excise	tax	on	the	fuel	from	8
to	14	percent	could	push	up	airfare	prices	and	reverse	the	growth	of
the	aviation	industry.
The	National	Civil	Aviation	Policy’s	effectiveness	in	addressing	these
issues	will	determine	the	aviation	industry’s	further	trajectory.

Where	is	the	loophole?

The	 draft	 civil	 aviation	 policy	 has	 mainly	 been	 delayed	 due	 to	 the
government’s	unclear	stand	on	the	5/20	rule	and	the	aviation	 industry
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players’	conflicting	interests.

The	5/20	is	a	ten-year	old	rule	that	mandates	5	years	of	domestic	flying
and	 a	 fleet	 of	 20	 aircraft	 for	 airlines	 in	 India	 to	 provide	 international
services.

The	private	airlines	which	are	allowed	 to	 fly	abroad	—	IndiGo,	 Jet
Airways,	 SpiceJet	—	have	 all	 opposed	 abolishing	 the	 rule	 to	 avoid
competition	from	new	entrants.
However,	the	newer	airlines	—	Vistara	and	AirAsia	India	—	want	the
rule	to	be	dropped	as	they	find	it	restrictive.
National	carrier	Air	India	initially	opposed	it,	and	then	changed	its
stand	 on	 the	 rule	 stating	 that	 it	 would	 support	 the	 Government’s
decisions	if	it’s	in	the	national	interest.	This	gives	more	room	to	the
Government	to	remove	the	rule.

Who	benefitted	(more)	from	this	surge	in	demand	for	air	travel?

Low	cost	carriers	that	currently	fly	60	per	cent	of	air	travellers.
Customers	who	got	the	best	of	convenience	and	affordability.
Investors	who	hold	stock	of	the	listed	airlines.
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Fledgling	carriers	who	made	the	entry	at	the	right	time.
The	Indian	economy,	by	virtue	of	percentage	increase	in	GDP.

How	does	the	environmental	impact	count?

Aviation	 is	 the	 only	 sector	 that	 emits	 the	 bulk	 of	 its	 gases	 at	 higher
altitudes,	which	leads	to	stronger	climate	effects	than	from	emissions	on
the	ground.

A	2011	study	by	Centre	for	Science	and	Environment	on	the	impact
of	Indian	aviation	on	the	environment	came	up	with	a	set	of	policy
recommendations.
A	2013	government	report	estimates	that	carbon-dioxide	emissions
are	projected	to	increase	to	11	million	tonnes.
As	India’s	aviation	sector	emerges	and	makes	a	positive	impact	on
its	 economy,	 its	 detrimental	 environmental	 impact	 must	 be
properly	assessed	to	maintain	a	balance.

((( 	)))
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Economy	-	Surge	Pricing:	don’t	play	politics	with	economics

Delhi	Chief	Minister	Arvind	Kejriwal	has	said	the	ban	on	surge	pricing
will	 stretch	 beyond	 the	 duration	 of	 odd-even	 scheme	 which	 ends	 on
April	 30.	 By	 doing	 so,	 he	 has	 reignited	 the	 debate	 on	 whether
government,	 in	 the	 name	 of	 promoting	 consumer	 welfare,	 should
indulge	 in	 price-fixing	 at	 all.	 Should	 the	 government	 interfere	 in	 the
movements	of	the	invisible	hand?
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What	is	the	issue?

The	odd-even	experiment,	which	restricts	cars	based	on	the	numbers	on
their	licence	plates	in	order	to	control	pollution,	began	on	Monday	when
offices	 reopened	 after	 a	 four-day	weekend,	 the	 demand	went	 soaring
and	the	prices	skyrocketed.

Angry	commuters	took	to	social	media	to	vent	their	frustrations	as
to	how	taxi	aggregators	such	as	Uber	and	Ola	have	been	charging
four	to	five	times	the	standard	rate.
Delhi	 Chief	 Minister	 Arvind	 Kejriwal	 compared	 surge	 pricing	 to
daylight	 robbery	 and	 went	 on	 to	 say	 that	 his	 government	 is	 not
going	to	allow	it	anymore.

Why	don’t	people	like	a	‘surge’	in	cab	fares?

The	 algorithm	 of	 the	 cab	 aggregators	 functions	 in	 a	 way	 that	 adjusts
itself	to	supply	and	demand.	The	process	is	dynamic	and	data-based.

This	 means	 that	 Uber,	 Ola,	 and	 other	 cab	 aggregators	 use	 surge
pricing	whenever	there	is	high	demand	and	low	supply.
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However,	 while	 people	 welcome	 price	 cuts	 and	 freebies	 with	 a
smile,	 nobody	 wants	 to	 pay	 more.	 The	 popularity	 of	 ecommerce
companies	and	even	the	cab	aggregators	illustrate	this.
These	companies	have	allowed	us	to	pay	a	price	that	is	lower	than
their	offline	 counterparts	 –	 retailers,	 and	 regular	 taxis.	That,	 to	be
on	the	right	side	of	economics,	was	a	manipulation	of	markets.	They
deliberately	 kept	 the	 fares	 low	 by	 discounting	 (burning	 cash).	 In
doing	 so,	 they	 may	 have	 spoiled	 the	 customers	 who	 will	 find	 it
difficult	to	adjust	to	the	new	normal.

What	should	be	the	new	‘normal’?

The	economics	of	Supply	and	Demand	determining	price.	Actually,
that	is	what	the	surge	pricing	algorithm	does!

When	is	surge	pricing	used?

During	peak	hours,	there	are	fewer	cabs	around,	as	a	result	of	which	the
prices	surge.	Peak	hours	refer	to	the	time	when	the	road	is	congested	or
there	are	too	many	people	booking	cabs	(e.g.	when	it	rains).
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The	 aggregators	 also	 charge	 extra	 past	 midnight.	 This	 is	 again
determined	by	 supply	and	demand	as	 fewer	drivers	are	willing	 to
drive	 at	 that	 time	 of	 the	 day.	 Basically,	 this	 time	 around,	 the
demand	has	not	surged	–	just	that	the	supply	has	come	down.

Surge	pricing	in	these	cases	is	usually	a	multiple	of	the	usual	price.	That
is	 if	 the	 usual	 price	 is	 x,	 the	 surge	 price	 could	 be	 1.4x,	 2x,	 3x,	 or	 4x
depending	on	the	demand	and	supply.

The	official	Uber	video	explains	 it	 thus:	“Prices	go	up	 to	encourage
more	 drivers	 to	 go	 online.	 The	 increase	 in	 price	 is	 proportionate	 to
demand.”
The	average	charge	Uber	or	Ola	 levies	comes	 to	around	Rs	15	per
km	and	the	range	can	be	anywhere	between	Rs	7	per	km	to	Rs	35
per.
Meru	cabs,	another	app-based	service	that	uses	a	different	business
model,	charges	Rs	23	a	km	but	without	any	surge	price	mechanism
thrown	in.

If	we	 have	 to	 talk	 economics	 here	 (and	 only	 economics),	 this	 is	what
happens	when	prices	‘surge’:

The	 demand	 curve	 shifts	 to	 the	 right	 (meaning	 that	 there	 is	 a
greater	demand	now,	at	each	price	point)	leading	to	an	increase	in
price	at	the	same	level	of	supply.
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Where	is	the	problem	with	the	move	to	ban	surge	pricing?

It	is	counterintuitive

The	 taxi	 aggregators,	 as	 the	 name	 suggests,	 have	 no	 control	 over
when	the	drivers	switch	their	apps	on	and	off.
Removing	surge	prices	would	mean	that	the	cab	driver	doesn’t	have
the	 incentive	 to	 hit	 the	 already	 congested	 road.	 While	 Kejriwal
considers	this	as	“blackmailing”,	the	taxi	aggregators	don’t	have	any
control	over	this.
This	would	mean	even	 fewer	cabs	on	 the	 road,	which	would	only
hurt	customers	more.

The	customer	is	the	best	judge

The	customers	opt	for	a	cab	that	charges	3x	over	other	alternative
because	 the	 cab	 serves	 his	 needs	 –	 convenience,	 urgency,	 zero
haggling,	 etc.	 The	 customer	 can	 take	 it	 or	 leave	 it.	 He/she	 will
anyway	 have	 the	 other	 modes	 of	 commute	 available.	 Cab
aggregators	 are	 not	 a	monopoly.	 If	 you	 cannot	 afford	 it,	 just	 use
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what	you	would	have	used	had	these	apps	not	existed	(bikes,	cars,
buses,	walks,	pooling,	metro…).

Not	so	business	friendly

At	a	 time,	 the	Prime	Minister	 exhorts	 the	world	 to	Make	 in	 India,
the	 state	 governments	 intervening	 in	 what	 is	 a	 fair	 competition
would	 only	make	 Indian	market	 look	more	 unpredictable	 than	 it
already	 is.That	 these	decisions	are	made	 in	metro	and	 tier-1	 cities
makes	the	country	an	unattractive	business	destination.

Reminiscent	of	the	Licence	Raj	era

These	 types	 of	 regulations	 take	 us	 back	 to	 the	 pre-1991	 era	when
government	 controlled	 the	 prices	 and	 output	 of	 businesses	 to
protect	the	interests	of	customers	and	domestic	players.	It	backfired
as	the	economy	grew	at	less	than	4%	for	over	four	decades.

Who	are	the	others	to	have	banned	surge	pricing?

Karnataka	introduced	a	regulation	for	taxi	aggregators	by	putting	a
cap	on	prices	at	Rs	18.5	per	km.
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Maharashtra	went	one	step	ahead.	The	government	proposed	rules
to	not	 just	ban	surge	pricing	but	also	fixed	fares	at	which	the	cabs
must	operate	and	the	rate	at	which	taxi	aggregators	could	expand
their	fleets.

At	the	core	of	these	decisions	lies	the	misconception	that	the	customers
are	protected	from	being	exploited.

In	the	name	of	preserving	consumer	interests,	the	government	has
been	tinkering	with	the	free	market,	and	not	for	the	better.

Here	is	an	example	of	what	can	go	wrong.

Let	us	say	the	government	continues	to	find	ways	to	prevent	the	cab
aggregators	from	making	money.	Since	most	of	them	are	already	in
losses,	 they	will	 bleed	 even	more.	Many	 of	 them	will	 shut	 down.
This	will	leave	very	few	players	in	the	market.	The	supply	will	come
down	 so	much	 that	 the	 price	 will	 rise	much	more	 than	 it	 would
have,	had	the	surge	not	been	repressed!

How	do	cab	drivers	respond	to	surge	pricing?
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A	 study	 by	 Washington	 Post	 reveals	 as	 to	 how	 surge	 pricing
redistributed	the	drivers	on	the	road	instead	of	bringing	more.

For	example,	if	neighbourhood	has	more	demand	and	surge	pricing
has	 kicked	 in,	 the	 drivers	 from	 the	 existing	 places	 are	 pushed
toward	that	neighbourhood.
As	 this	 happens	 the	 supply	 increases,	 which	 automatically	 brings
down	the	price.	However,	this	also	means	that	the	migration	to	the
high	surge	price	neighbourhood	decreases	the	supply	in	the	existing
place.

Surge	pricing	is	not	illegal.	Only	if	it	can	be	proved	that	the	algorithms
are	being	manipulated,	 there	 can	be	a	 case	 for	a	ban	on	 these	 surges.
Otherwise,	 every	 surge	 is	 temporary	 as	 every	 surge	 incentivizes	 an
increase	in	supply	which	leads	to	fall	in	fares.

((( 	)))
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Economy	-	The	anatomy	of	a	leaderless	protest

The	decision	to	revoke	the	move	to	disallow	withdrawal	of	employee
savings	from	EPF	came	after	two	days	of	rioting	by	garment	workers	in
Bengaluru,	who	torched	buses	and	attacked	police	stations.	But	how	and
why	did	only	the	garment	workers	of	the	city	erupt	in	protest,	that	too
with	no	visible	trade	union	leadership?	They	did	not	have	a	leader;	yet
they	won.

548



What	was	surprising	about	the	Bengaluru	textile	workers’	protest?

There	 is	 still	 an	 air	 of	 confusion	 over	 how	 protests	 by	 garment
factory	workers	erupted	and	galvanised,	which	crippled	normal	life
in	Bengaluru	for	two	days	and	turned	‘extremely	violent’	by	the	IT
city’s	standards.
It	started	at	one	factory,	where	photocopies	of	a	newspaper	report
stating	 that	 workers	 cannot	 withdraw	 employer’s	 contribution	 to
their	provident	fund	(PF)	till	58	years	of	age	were	circulated.
A	 rage	 erupted,	 and	workers,	 predominantly	 women,	 took	 to	 the
roads	in	what	was	described	by	the	police	force	as	a	“flash	strike”.
Word	 spread	 like	 wildfire	 to	 other	 garment	 factories	 in	 the	 area:
there	are	about	8-10	in	the	cluster.	In	under	an	hour,	workers	from
all	the	factories	poured	out,	paralysing	Hosur	Road.
No	high-tech	device	could	have	predicted	the	event	or	how	it	would
galvanise	the	second	day.
Garment	 factory	 workers	 in	 several	 other	 parts	 of	 the	 city,	 again
where	factories	exist	in	clusters,	came	out	to	the	streets.	Corporate
offices	and	police	stations	were	attacked,	buses	set	on	fire	and	roads
blocked	for	hours.
Trade	union	leaders	were	clueless	—	they	were	planning	a	protest,
but	no	one	anticipated	a	sudden	burst	of	anger,	of	this	nature.
The	 police	 were	 equally	 clueless,	 as	 one	 officer	 was	 reported	 as
saying,	“When	we	wanted	 to	 talk	 to	 their	 leader,	 they	were	 clueless
and	so	were	we.”
This	protest	had	no	one	leader	or	negotiator	for	demands,	 it	was	a
sudden	burst	of	pent-up	anger,	triggered	by	the	new	PF	‘reform’.
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Why	is	this	a	wake-up	call	for	national	planners	and	politicians?

_The	 recent	 protests	 in	 Bengaluru	 demonstrates	 how	 radically
networked	 societies	 (RNS)	 challenge	 the	 conventional,
bureaucratic,	and	hierarchical	power	structures.
The	 protesters	 were	 Dalits,	 Other	 Backward	 Classes	 (OBCs),	 some
even	 from	 forward	 castes	 and	different	 religions,	 but	united	 by	 a
common	economic	plight.
They	proved	that	 they	can	come	out	 in	their	 thousands	to	protest,
suddenly,	without	 any	 concrete	 effort	 at	mobilisation.	When	 they
did,	 they	 paralysed	 a	 city,	 one	 portrayed	 to	 the	 world	 as	 India’s
Silicon	Valley,	its	IT	powerhouse.
What	 happened	 in	 Bengaluru	 this	 week	 has	 a	 lesson	 for	 every
Indian	city.	There	 is	a	giant	underbelly	of	disparity	and	discontent
that	exists	and	it	can	erupt,	suddenly.
It	 can	 challenge	 the	myths	 of	 economic	progress	 and	 images	 that
governments	 have	 cautiously	 projected	 before	 the	 world.	 Images
laced	in	terms	like	‘investor	confidence’	and	‘ease	of	doing	business’.
The	garment	workers	have	proved	that	there	is	a	vast,	angry	India
outside	swanky	offices.	And	their	protest	is	a	strong	message	to	the
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government	 and	 the	 ‘booming	 economy’	not	 to	 tamper	with	 the
little	they	have.

When	can	the	trust	of	these	workers	be	really	restored?

The	PF	issue	is	only	the	tipping	point	for	anger	built	up	over	several
years	now	for	the	working	class.
It	is	pertinent	to	note	that	in	India	there	are	no	effective	mandatory
or	guiding	standards	complying	with	the	internationally	applicable
standards	for	most	of	 the	aspects	pertaining	to	working	conditions
of	workers	in	industry.
Amendments	to	labour	laws	proposed	for	enactment	in	Karnataka,
like	 in	 many	 other	 States,	 increase	 work	 hours	 for	 workers	 and
arguably	shifts	the	balance	in	favour	of	factory	owners.
As	we	build	 and	 showcase	 a	 new	 economy,	 there	 is	 little	 forward
movement	in	ensuring	social	security	for	the	millions	in	the	lower-
to-middle	income	groups.
In	this	situation,	when	savings	like	the	Provident	Fund	(PF),	which
for	 decades	 the	 working	 class	 in	 India	 has	 taken	 as	 the	 ultimate
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security,	 can	 become	 inaccessible	 at	 a	 time	 of	 need,	 it	 shakes	 the
workers’	faith	completely.
It	is	not	anger	but	desperation	to	save	the	little	they	have.
It	is	time	to	focus	on	building	systems	and	policies	that	offer	them	a
larger	stake	in	economic	and	social	progress	to	restore	the	workers
trust.

Where	did	the	government	go	wrong	in	making	changes	in	PF	rules?

The	main	category	of	people	for	whom	EPF	scheme	was	created	are
the	 members	 of	 EPFO	 who	 are	 within	 the	 statutory	 upper	 wage
limit	of	Rs	15,000	per	month.	Out	of	around	3.7	crores	contributing
members	of	EPFO	as	on	today,	around	3	crore	subscribers	are	in	this
category.
_In	 this	 case,	 both	 Union	 Labour	 Ministry	 and	 the	 PF	 authorities
simply	 failed	 to	consider	 the	 fact	 that	most	of	 industrial	workers
have	no	social	security,	other	than	PF.	For	many	of	them,	PF	is	the
only	savings	they	have.
The	Government	 failed	 to	 address	 the	 difference	 in	 the	way	 PF	 is
looked	at	by	those	surging	with	a	booming	corporate	economy	and
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workers,	like	those	in	garment	factories.
The	violent	protests	in	Bengaluru	were	driven	by	a	perception	that
the	government	was	taking	away	the	last	bit	of	financial	security	left
to	the	workers.
The	contradictory	statements	by	the	Union	labour	ministry,	on	the
one	 hand,	 and	 the	 workers’	 representatives	 on	 the	 Employees’
Provident	Fund	Organisation’s	(EPFO)	Central	Board	of	Trustees,	on
the	 other,	 show	 how	 the	 government	 failed	 to	 build	 adequate
consensus	among	the	various	stakeholders.
Denying	 the	 government’s	 version	 that	 the	 February	 notification
was	issued	at	the	behest	of	some	trade	unions	and	workers	who	had
demanded	 restrictions	 on	 PF	 withdrawals,	 the	 workers	 said	 the
notification	was	a	case	of	“bureaucratic	bungling”.

Who	 should	 be	 at	 the	 center	 of	 every	 policy	 decision	 involving
employees?

Nearly	58	%	of	India’s	GDP	comes	from	the	service	sector	which	has
sidelined	 the	manufacturing	 sector	 to	 a	 great	 extent.	 This	has	not
only	 hurt	 the	 workers’	 interests	 but	 has	 also	 dampened	 the
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country’s	employment	to	population	ratio.
For	factory	workers,	life,	accidental,	property	insurances	have	very
low	penetration	(

How	did	the	government	come	up	with	the	new	PF	scheme?

The	 EPF	 scheme	 has	 always	 been	 positioned	 as	 a	 retirement
product:	 even	before	 the	new	rules	were	announced,	withdrawals
were	allowed	only	under	certain	circumstances.
While	 complete	 withdrawal	 was	 allowed	 if	 a	 person	 was
unemployed	 for	 more	 than	 two	 months,	 partial	 withdrawal	 was
allowed	in	certain	cases	such	as	medical	emergencies	or	funding	a
child’s	marriage	or	education.
What	 was	 happening	 however	 in	 reality	 was	 that	 because	 of	 a
number	 of	 loopholes,	 private-sector	 employees	 often	 withdrew
their	whole	EPF	corpus	when	changing	jobs.
While	EPF	eventually	became	portable	through	the	introduction	of
a	 ‘Universal	Account	Number’	 (UAN),	before	 that	people	 could	get
withdraw	 their	 PF	 completely	 and	 get	 a	 different	 EPF	 account
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number	every	time	they	switched	jobs.
While	there	are	a	number	of	perfectly	understandable	reasons	why
people	would	do	so	—	a	classic	example	is	moving	to	a	job	abroad	or
switching	 to	 a	 start-up	 that	 doesn’t	 offer	 EPF	—	 the	 government’s
stance	is	that	perhaps	people	are	taking	undue	advantage	of	the	EPF
scheme.
Central	 Provident	 Fund	 Commissioner	 K	 K	 Jalan	 underscores	 this
point	by	stating:	“If	one	withdraws	 the	 full	amount	every	 time,	 then
where	 is	 the	 use	 of	 UAN?	 No	 country	 in	 world	 allows	 full
withdrawal	before	retirement.”
The	 new	 rules,	 according	 to	 EPFO	 officials,	 were	 put	 in	 to	 “lend
stability	 to	 UAN	 and	 to	 discourage	 employees	 to	 close	 their	 UAN
accounts”.

((( 	)))
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Economy	-	The	(re)rise	of	the	price	of	pulses

The	government	is	monitoring	rising	pulse	prices	and	is	acting	against
hoarders.	 It	 has	 created	 a	 stock	 of	 50,000	 tons	 of	 pulses	 and	 state
governments	have	been	asked	to	place	their	demand	for	timely	release
of	stock	for	retail	distribution.	Despite	government	efforts,	the	prices	of
pulses	 keep	 rising.	 Is	 this	 a	 result	 of	 high	 demand	 or	 short	 supply	 or
speculation	(or	all)?
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What	is	the	trend	in	pulses’	prices?

After	witnessing	a	downward	trend	over	the	last	three	months,	the
prices	of	pulses,	mainly	tur	dal	and	urad	dal,	have	rebounded	over
the	past	couple	of	weeks	on	account	of	a	squeeze	in	supplies	amidst
rising	demand.
Trade	analysts	expect	 this	 trend	 in	prices	 to	remain	over	 the	next
few	months	 till	 the	 onset	 of	 the	 South-West	monsoon.	While	 the
price	of	 chana	dal	 continues	 to	 rule	 firm	amidst	 thinning	arrivals,
that	of	moong	dal	has	been	largely	stable.
Retail	 prices	 of	 pulses	 have	 increased	 in	 the	 past	 two	 weeks	 (see
table).	 The	 forecast	 of	 an	 above	 normal	 monsoon	 in	 the	 year
ahead	and	record	import	of	5.5	million	tons	(mt)	of	pulses	during
2015-16	has	not	had	any	impact	on	the	prices.
Bimal	 Kothari,	 Vice-Chairman	 of	 the	 Indian	 Pulses	 and	 Grains
Association	 (IPGA),	 attributed	 the	 latest	 price	 hike	 to	 the
constraints	 in	 the	 supply	 chain,	 while	 growing	 consumption	 is
driving	the	demand.	“There	is	an	acute	short	supply	of	tur	and	urad,
which	has	resulted	in	prices	rebounding.	There	are	not	enough	stocks
and	the	pipeline	has	dried	up.”
Traders	believe	price	will	remain	elevated	till	the	new	crop	arrives.
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Why	are	the	prices	rising	again?

Supply	constraints:	The	rise	in	prices	of	pulses	is	primarily	due	to
supply	bottlenecks.	 The	 rising	demand	of	 the	pulses	has	not	 been
catered	to	with	adequate	supplies	due	to	shortages	in	stocks.
Less	 availability	 of	 fresh	 vegetables:	 Between	 December	 and
March,	 the	 greater	 availability	 of	 fresh	 vegetables	 had	 prompted
consumers	 to	switch	over	 from	pulses.	With	 the	onset	of	 summer
[between	 April	 and	 June],	 the	 supply	 of	 fresh	 vegetables	 is
dwindling	and	demand	for	pulses	has	picked	up	resulting	in	a	price
rise.
Hoarding:	 The	 government	 feels	 traders	 are	 hoarding	 again	 in
anticipation	of	a	weak	rabi	harvest	due	to	drought	 in	Maharashtra
and	Madhya	Pradesh.
Failure	of	Monsoon:	Successive	deficient	monsoons	have	impacted
the	production	of	both	kharif	and	rabi	pulses,	 resulting	 in	a	 sharp
surge	in	prices,	which	affected	both	consumers	and	retailers.
Decrease	in	area	under	pulse	cultivation:	There	was	a	significant
drop	in	the	area	under	pulses	in	Andhra	Pradesh	and	Telangana	last
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year.	With	the	failure	of	both	the	seasons	owing	to	severe	drought
conditions,	production	levels	have	dropped	sharply.	The	wholesale
markets	 expect	 lower	 inflows	 of	 pulses,	 particularly	 tur	 and	 urad
this	year.

When	can	the	prices	come	down?

The	hope	is	that	these	counter-measures	taken	by	the	government	start
showing	results	-

Releasing	 stocks	 from	 the	 buffer,	 empowering	 states	 to	 impose
stock	 limits,	 conducting	 tax	 raids	 on	 traders	 in	Maharashtra,	 and
sharply	increasing	the	margin	on	chickpeas	futures.
The	Centre	released	10,000	tons	of	pulses,	mainly	tur	and	urad,	from
buffer	 stocks.	 States	 have	 been	 asked	 to	 release	 stocks	 available
with	them	and	they	can	approach	the	Centre	for	more.
The	Union	food	and	consumer	affairs	ministry	has	advised	the	state
governments	to	focus	on	the	rise	in	pulses	prices.
The	 income	 tax	 department	 searched	 several	 traders	 across	 the
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country	 to	unearth	possible	 links	between	hoarding	of	 pulses	 and
the	price	rise.	It	raided	22	offices,	including	those	in	Delhi,	Mumbai,
Akola,	 Baroda	 and	 Indore,	 and	 found	 incriminating	 documents
those	points	towards	cartelization	of	pulses	and	a	tax	evasion	to	the
tune	 of	 Rs	 700	 crore.	 The	 raids	 were	 intended	 to	 create	 panic
among	hoarders	and	push	them	into	releasing	their	stocks.

Where	is	the	fundamental	problem	with	Future	contracts	in	pulses?

The	 futures	 contracts	 in	 pulses	 are	 mostly	 based	 on	 speculation
about	 the	 future	prices	and	hence	prevent	 the	price	discovery	of
pulses.	 This	 is	 against	 free	market	 economics	where	demand	and
supply	 play	 their	 role	 in	 determining	 the	 actual	 price	 of	 a
commodity	or	service.
The	Security	and	Exchange	Board	of	India	(SEBI)	has	taken	several
actions	to	control	the	speculative	interest	in	chana	contract,	so	that
the	price	discovery	does	not	get	distorted.	Its	surveillance	system	is
closely	monitoring	the	contract	to	ensure	market	integrity.
For	example,	SEBI	has	told	the	National	Commodity	and	Derivatives
Exchange	(NCDEX)	to	levy	a	special	margin	of	25	%	(in	cash)	on	the
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long	side	and	5	%	(in	cash)	on	the	short	side	on	all	running	and	yet
to	be	launched	chana	contracts.	This	is	second	such	action	by	SEBI

on	chana.	The	regulator	on	April	13th	had	imposed	5%	special	and
5%	additional	margin.	The	total	margin	on	chana	comes	to	50	%.	In
October	 last	 year,	 SEBI	 had	 imposed	 virtually	 100	 %	 margin	 on
chana	futures.
Note:	 Price	 discovery	 refers	 to	 the	 act	 of	 determining	 the	 proper
price	 of	 a	 security,	 commodity,	 or	 good	 or	 service	 by	 studying
market	 supply	 and	 demand	 and	 other	 factors	 associated	 with
transactions.

Who	are	impacting	the	prices	of	pulses?

India	imports	around	4-5	MMT	of	pulses	to	meet	its	domestic	demands.
The	 shortage	 in	 the	 production	 to	meet	 domestic	 demand	 have	 been
seized	 as	 an	 opportunity	 to	 make	 a	 quick	 killing	 by	 traders	 -	 both
domestic	and	global.

Domestic	 traders:	 A	 recent	 report	 from	 the	 Intelligence	 Bureau
said	that	of	the	151,000	tons	of	pulses	imported	in	January	this	year,
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63,000	 tons	 were	 deliberately	 left	 at	 the	 port.	 The	 traders	 were
aware	 that	 pulse	 crops	 would	 be	 harvested	 in	March-April	 and	 if
these	 63,000	 tons	 were	 kept	 away	 from	 the	 market,	 it	 would
automatically	hit	supply	in	the	domestic	market	and	escalate	prices.
Exporters	 from	abroad:	 Exporters	 in	 touch	with	 producers	 from
Canada	 (mainly	 lentil	 or	 masur),	 Myanmar	 (mainly	 tur)	 and
Australia	 (mainly	 chickpeas	 or	 Kabuli	 chana)	 have	 hiked	 up	 the
rates	 because	 India	 is	 the	 biggest	 player	 in	 the	 pulses	 import
market.

Who	are	supplying	pulses	to	India?

The	shortfall	between	production	and	consumption	 is	made	up	by
imports,	 mainly	 from	 Canada,	 Myanmar	 and	 some	 African
countries.

How	 are	 the	 patterns	 in	 pulses’	 production	 and	 consumption	 in
India?

India’s	 agriculture	 has	 become	 cereal-centric	 after	 the	 Green
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Revolution.	Production	of	 other	 crops	 such	as	pulses,	 oilseeds	 etc.
has	lagged	behind	that	of	wheat	and	rice.	In	the	Economic	Survey
2015-16,	the	need	to	switch	towards	pulses	has	been	emphasized.
Low	 Productivity:	 India	 has	 low	 yields	 comparable	 to	 most
countries.	 Some	 states	 do	much	better	 than	 the	 all-India	 average.
But	 even	 the	 key	 pulse	 producing	 state	 of	Madhya	 Pradesh	 has

yields	 barely	 3/5th	 that	 of	 China’s.	 In	 pulses,	 if	 all	 states	 were	 to
attain	 even	 Bihar’s	 level	 of	 productivity,	 pulses	 production	would
increase	by	an	estimated	41	%	on	aggregate.	Therefore,	India	could
make	 rapid	 gains	 in	 productivity	 through	 convergence	 _within
_India.
Production	Pattern:	Most	of	the	land	dedicated	to	growing	pulses	in
each	 state	 is	 un-irrigated.	 In	 contrast,	 a	 large	 share	 of	 output	 in
wheat,	rice	and	sugarcane	is	 from	irrigated	land.	Meeting	the	high
and	 growing	 demand	 for	 pulses	 in	 the	 country	 will	 require	 large
increases	in	pulses	production	on	irrigated	land,	but	this	will	not
occur	if	agriculture	policies	continue	to	focus	largely	on	cereals	and
sugarcane.
Minimum	 Support	 Price	 is	 disproportionately	 focused	 on	 wheat,
rice	and	sugarcane	at	the	expense	of	other	crops	such	as	pulses	and
oilseeds.

((( 	)))
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Economy	-	India	starts	anti-dumping	investigation	on	steel
imports

In	 an	 attempt	 to	widen	 the	 scope	 of	 protection	 provided	 to	 domestic
steel	manufacturers,	 India	 has	 initiated	 an	 anti-dumping	 investigation
on	cold-rolled	steel	product	imports	from	China,	Japan,	South	Korea	and
Ukraine.	 Once	 the	 investigation	 is	 over,	 the	 government	 may
recommend	 the	 amount	 of	 anti-dumping	 duty	 to	 compensate	 for	 the
losses	borne	by	the	domestic	industry.	How	is	China	killing	India’s	steel
industry?
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What	is	the	investigation	about?

A	week	after	launching	investigation	for	levying	anti-dumping	duty
on	hot-rolled	(HR)	coil,	the	Directorate	General	of	Anti-Dumping	&
Allied	Duties	 (DGAD)	has	 launched	a	similar	process	 for	a	slew	of
other	steel	imports	including	cold-rolled	(CR)	coils.
The	 investigation	 will	 reveal	 whether	 imports	 from	 China,	 Japan,
Korea	and	Ukraine	have	hurt	Indian	steel	companies.
Prima-facie,	the	DGAD	has	found	sufficient	evidence	of	dumping	of
steel	 products	 by	 these	 countries	 which	 has	 caused	 significant
injury	to	the	domestic	steel	industry.
The	products	that	are	covered	under	the	investigation	include	cold
rolled,	 cold	reduced	 flat	 steel	products	of	alloy	and	non-alloy	steel
besides	other	alloy	steel	of	all	widths	and	thickness,	 including	cold
rolled	full	hard.
The	 import	 trend	between	 July	 and	December	 last	 year	would	 be
considered	during	the	investigation.
In	 the	 case	 of	 aluminium,	 the	 Directorate	 General	 of	 Safeguards
(DGS)	 has	 initiated	 a	 probe	 into	 increased	 import	 of	 unwrought
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aluminium	allegedly	 injuring	the	domestic	 industry.	The	period	of
investigation	is	2011-12	till	2015-16.

Why	is	the	investigation	initiated?

If	the	price	is	going	down	and	the	quantity	supplied	going	up,	the	needle
of	suspicion	points	towards	dumping.

Cold	Rolled	steel	imports	from	the	four	countries	have	increased	80
per	 cent	 to	 1.7	million	 between	 July-December,	 2015,	 against	 0.94
million	tonnes	imported	in	the	financial	year	2013-14.
Incidentally,	the	average	import	prices	have	decreased	45	per	cent
to	$400	a	tonne	in	December	from	$727	in	FY’14.
The	investigation	is	based	on	an	application	filed	by	Steel	Authority
of	India,	JSW	Steel,	Essar	Steel	India	and	JSW	Steel	Coated	Products.
Some	of	the	importers	have	also	imported	HR	coil	under	the	garb	of
CR	rolled	full	hard	steel	to	circumvent	punitive	duty	imposed	by	the
Centre.
Alongside,	 Vedanta	 and	 Hindalco	 have	 sought	 imposition	 of
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safeguard	duty	on	import	of	unwrought	aluminium.	Investigations
have	begun	on	both.
In	 the	 latest	 available	 data,	 China	 has	 had	 166	 anti-dumping
investigations	initiated	against	it,	with	duty	imposed	on	134	of	those.
There	are	11	new	cases	currently	being	 investigated	 in	 the	case	of
China,	of	a	total	of	32.

When	can	we	say	that	China’s	exports	are	unhealthy	for	India?

Chinese	exports	 to	 India	are	coming	under	 intense	scrutiny	 in	 the
wake	 of	 India’s	 high	 trade	 deficit	with	 its	 neighbour,	 though	New
Delhi	has	categorically	ruled	out	any	blanket	ban	on	imports.
India	 has	 already	 started	 as	 many	 as	 177	 dumping	 probes	 on
Chinese	items	and	raised	the	duties	on	steel	and	car	parts.	Besides,	it
has	banned	sub-standard	milk	and	illegal	mobiles.
Trade	 deficit	 with	 China	 increased	 to	 $51.86	 billion	 in	 2015	 after
being	a	tad	over	$48.68	billion	in	2014-15	and	at	a	much	lower	$36
billion	in	2013-14.
However,	 a	 blanket	 ban	 on	 the	 import	 of	 Chinese	 goods,	 as
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demanded	by	some	Lok	Sabha	ministers,	is	“just	not	possible”	under
the	World	Trade	Organisation	(WTO)	norms.
India	has	launched	probes	against	a	range	of	Chinese	products,	from
automobile	parts	to	tyres,	steel	and	even	windmills.
However,	unless	it	can	establish	a	case	of	dumping	by	the	Chinese
manufacturers	no	punitive	increase	in	duties	can	be	ordered.
China’s	huge	manufacturing	capacity	(in	some	cases	over-capacity)
allows	 it	 to	 both	 manufacture	 cheap	 and	 even	 dump	 goods	 at
throwaway	rates	to	keep	its	mills	open.
Exports	to	China	are	limited	to	just	raw	materials	-	raw	cotton	and
cotton	 yarn,	 petroleum	 products,	 iron	 ore,	 granite,	 copper	 and
metal	products,	and	spices	 -	which	account	for	over	70	per	cent	of
the	exports.
In	2014-15,	imports	from	China	rose	by	more	than	16	per	cent	to	$60
billion.	 However,	 exports	 fell	 to	 $11.9	 billion	 from	 $14.8	 billion	 a
year	ago.
Officials	 point	 out	 that	 the	 planned	 devaluation	 of	 the	 Yuan	 has
helped	 to	push	more	Chinese	goods	 into	markets	 like	 India,	while
making	Indian	exports	costlier.

Where	do	the	internal	challenges	of	Steel	Industry	in	India	lie?
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Capital:	 Iron	 and	 steel	 industry	 requires	 large	 capital	 investment
which	a	developing	country	like	India	cannot	afford.
Lack	 of	 Technology:	 Initially	 characterized	 by	 high	 technological
efficiency	 (mainly	 from	abroad),	during	 the	 following	 two	decades
after	the	oil	crisis,	steep	hike	in	energy	costs	and	escalation	of	costs
of	other	inputs,	reduced	the	margin	of	profit	of	the	steel	plants.	This
resulted	 in	 lower	 levels	 of	 investment	 in	 technological
developments.	Material	value	productivity	in	India	is	still	very	low.
Low	Productivity:	The	per	capita	labour	productivity	in	India	is	at
90-100	 tonnes	which	 is	one	of	 the	 lowest	 in	 the	world.	The	 labour
productivity	in	Japan,	Korea	and	some	other	major	steel	producing
countries	is	about	600-700	tonnes	per	man	per	year!
Inefficiency	 of	 public	 sector	 units	 (PSU):	 Most	 of	 the	 PSUs	 are
plagued	 by	 inefficiency	 caused	 by	 heavy	 investment	 on	 social
overheads,	 poor	 labour	 relations,	 inefficient	 management,	 under-
utilisation	 of	 capacity,	 etc.	 This	 hinders	 proper	 functioning	 of	 the
steel	plants	and	results	in	heavy	losses.
Low	potential	utilisation:	The	potential	utilisation	in	iron	and	steel
is	very	low.	Rarely	the	potential	utilisation	exceeds	80	per	cent.	For
example,	 Durgapur	 steel	 plant	 utilises	 only	 50	 per	 cent	 of	 its
potential.	 This	 is	 caused	 by	 several	 factors,	 like	 strikes,	 lockouts,
scarcity	 of	 raw	materials,	 energy	 crisis,	 inefficient	 administration,
etc.
Heavy	demand:	Even	at	low	per	capita	consumption	rate,	demand
for	 iron	 and	 steel	 is	 increasing	 with	 each	 passing	 day	 and	 large
quantities	 of	 iron	 and	 steel	 are	 to	 be	 imported	 for	 meeting	 the
demands.	Production	has	 to	be	 increased	 to	 save	precious	 foreign
exchange.
Shortage	of	metallurgical	coal:	Although	 India	has	huge	deposits
of	 high	 grade	 iron	 ore,	 her	 coal	 reserves,	 especially	 high	 grade
cooking	 coal	 for	 smelting	 iron	 are	 limited.	 Many	 steel	 plants	 are
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forced	 to	 import	metallurgical	 coal.	 Serious	 thought	 is	 now	 being
given	 to	 replace	 imported	 coal	 by	 natural	 gas	 from	 Krishna-
Godavari	basin.
Inferior	quality	of	products:	 Such	a	 situation	 forces	us	 to	 import
better	 quality	 steel	 from	 abroad.	 Thus	 there	 is	 urgent	 need	 to
improve	 the	 situation	 and	 take	 the	 country	 out	 of	 desperate
position.

Who	is	in	charge	of	anti-dumping	investigations?

The	 designated	 authority	 in	 the	 Directorate	 General	 of	 Anti-
dumping	 &	 Allied	 Duties	 (DGAD),	 Ministry	 of	 Commerce	 and
Industry	 initiates	 necessary	 action	 for	 investigations	 and
subsequent	imposition	of	antidumping	duties.
The	 DGAD	 acts	 when	 there	 is	 sufficient	 evidence	 that	 dumped
imports	are	causing	or	are	 threatening	 to	cause	material	 injury	 to
the	 Indian	 industry	 producing	 like	 articles	 or	 are	 materially
retarding	the	establishment	of	industry.
Director	 General	 of	 Safeguards	 under	 Department	 of	 Revenue,
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Ministry	of	Finance	is	responsible	for	imposing	safeguards.
While	the	department	of	commerce	recommends	an	Anti-Dumping
Duty	(ADD),	it	is	the	finance	ministry	which	levies	it.

Safeguard	 duty	 is	 allowed	 under	 the	 WTO	 rules	 as	 a	 temporary
measure.	The	purpose	of	ADD	 is	 to	rectify	a	 trade-distortive	effect
when	goods	are	exported	by	one	country	to	another	at	a	price	lower
than	its	normal	value.

Who	can	appeal	for	investigation?

The	 petitioners	 should	 account	 for	 at	 least	 25	 per	 cent	 of	 total
domestic	 production	 to	 appeal	 for	 an	 investigation.	 The	 probe
normally	takes	a	year	and	may	be	extended	by	six	months.
Preliminary	findings	are	normally	to	be	made	within	60-70	days	and
a	provisional	duty	may	be	imposed,	for	six	months	and	extendable
till	nine	months	in	certain	circumstances.

How	is	the	government	responding?

Last	September,	the	Centre	imposed	a	provisional	safeguard	import
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duty	of	20%	on	some	steel	products	for	200	days	and	extended	it	till
March	2018	to	protect	domestic	manufacturers	from	cheap	imports.
The	Centre	imposed	a	Minimum	Import	Price	on	173	steel	products
as	an	additional	measure	of	protection	in	February	for	six	months,
while	retaining	the	safeguard	duty.
The	anti-dumping	duty	once	 finalized	will	 be	a	permanent	 fixture
for	longer	tenure	unlike	the	present	safeguard	duty	and	Minimum
Import	Price.
The	 steel	 ministry	 is	 working	 with	 the	 finance	 ministry	 on	 a
financial	package	for	the	sector.

((( 	)))
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Economy	-	India	receives	highest	ever	FDI

In	a	proof	of	ease	of	doing	business	improving	in	India,	Foreign	direct
investment	(FDI)	touched	a	new	peak,	clocking	$51	billion	—	the	highest
ever	 received	 in	 less	 than	 a	 year.	 Data	 from	 the	 Department	 of
Industrial	Policy	and	Promotion	(DIPP)	showed	that	FDI	rose	nearly	15%
over	the	previous	year	to	reach	$51	billion	during	April-February,	2016.
What	is	pulling	more	FDI	to	India?
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What	are	the	latest	numbers	on	FDI	in	India?

Foreign	 direct	 investment	 (FDI)	 inflow	 to	 India	 touched	 a	 record
level	 of	 $51	 billion	 during	 the	 April-February	 period	 of	 the	 last
financial	year.	This	is	the	highest	ever	FDI	received	by	India.
Net	FDI	inflows	into	India	hit	an	all-time	high	in	January	2016	at	$3
billion	on	a	12-month	moving	average	basis.
In	fiscal	year	2011-12,	India	had	attracted	FDI	worth	$46.55	billion.
In	 financial	 year	 2014-15,	 it	 was	 $44.29	 billion.	 This	 FDI	 includes
equity,	re-invested	earnings	and	other	capital.
According	 to	 data	 from	 the	DIPP,	 the	 previous	 highest	 FDI	 inflow
was	in	FY12	when	the	country	received	$46.55	billion,	which	was	a
34	per	cent	increase	over	$34.8	billion	it	got	in	FY11
However,	India	recorded	its	largest-ever	percentage	increase	in	FDI
when	it	received	$22.8	billion	 in	FY07,	representing	a	155	per	cent
increase	over	the	$8.9	billion	in	FY06.
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Why	is	India	able	to	attract	higher	FDI?

Numbers	do	not	 lie.	 The	FDI	numbers	 show	 that	 the	 government
has	 been	 able	 to	 create	 a	 suitable	 climate	 in	 which	 foreign
investors	feel	confident	that	their	interests	are	protected.
The	 government	 is	making	 a	 lot	 of	 effort	 to	 improve	 the	 ease	 of
doing	 business	 which	 is	 critical	 for	 creating	 a	 suitable
environment.
The	 complex	 procedures	 and	 delays	which	were	 the	 bane	 of	 our
system	for	so	many	decades	are	now	being	gradually	dismantled.
Efforts	 are	 being	 made	 to	 make	 sure	 that	 common	 citizen	 and
business	 both	 have	 an	 easy	 time.	 More	 importantly,	 the
government	 is	 seen	 as	 making	 efforts	 to	 ensure	 that	 foreign
investors	find	India	as	a	reliable	and	safe	investment	destination.
The	 government	 had	 brought	 in	 FDI-related	 reforms	 and
liberalisation	 touching	upon	15	major	 sectors	 of	 the	 economy	 by
putting	more	FDI	proposals	in	the	automatic	route.
Caps	have	been	raised	in	key	sectors,	such	as	insurance	(up	to	49%
FDI	allowed	now).
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Protection	 of	 creativity	 and	 innovation	 is	 important	 to	 create	 a
suitable	climate	in	the	country	for	technology	to	be	developed	or	to
come	from	outside.

When	can	India	surpass	China	in	attracting	FDI?

India	 may	 this	 year	 surpass	 China	 in	 attracting	 foreign	 direct
investment,	in	terms	of	percentage	of	its	GDP,	as	the	gap	in	inflows
between	 the	 two	 has	 been	 narrowing	 on	 the	 back	 of	 ongoing
reforms	in	the	country,	says	a	Nomura	report.
According	to	the	Japanese	financial	services	firm,	the	trend	of	rising
inflows	to	India	and	moderating	inflows	to	China	began	in	2013	and
FDI	inflows	to	India	can	surpass	those	into	China	this	year.
“We	 believe	 FDI	 inflows	 to	 India	 (as	 a	 percentage	 of	 GDP)	 can
surpass	 those	 into	 China	 in	 2016,	 as	 India	 already	 has	 large
investment	commitments	from	MNCs	in	sectors	such	as	electronics,
solar	 energy,	 auto,	 defence	 and	 railways,”	 Nomura	 said	 in	 a
research	report.
FDI	inflows	to	India	are	picking	up.	They	rose	from	1.7	per	cent	of
GDP	in	2014	to	2.1	per	cent	in	2015,	narrowing	the	gap	with	China
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(2.3	per	cent	of	GDP	in	2015).
These	 trends	 of	 rising	 inflows	 to	 India	 and	moderating	 inflows	 to
China	are	likely	driven	by	a	mix	of	pull	and	push	factors,	such	as
divergent	 growth	 outlooks,	 ongoing	 FDI	 liberalisation/	 economic
reforms	in	India	and	rising	labour	costs	in	China.

Where	is	India	getting	FDI	from	and	where	is	it	getting	invested?

India	 received	FDI	 equity	 (excluding	 the	 re-invested	 earnings	 and
other	 capital)	worth	$29.4	billion	during	April-December	period	 in
FY16.	 Of	 this,	 $10.98	 billion	 was	 from	 Singapore	 and	 $6.1	 billion
from	Mauritius.
Computer	 software	 and	 hardware	 sectors	 received	 $5.3	 billion
while	services	 sector	 accounted	 for	 $4.2	 billion.	Automobile	 and
telecom	sectors	received	$1.7	billion	and	$1.07	billion	respectively.
Region-wise,	the	National	Capital	Territory	(comprising	Delhi,	part
of	Uttar	Pradesh	and	Haryana)	received	$10.6	billion	while	Mumbai
got	$5.2	billion.

Where	do	FIPB	and	DIPP	come	under	picture?

Under	 the	 current	 system,	 the	 Foreign	 Investment	 Promotion
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Board	(FIPB)	 is	housed	in	the	finance	ministry	and	chaired	by	the
secretary	of	the	department	of	economic	affairs.
While	the	Department	of	Economic	Affairs	looks	at	formulation	of
FDI	policies	along	with	the	DIPP,	it	is	the	FIPB	that	notifies	all	such
policy	decisions.
The	FIPB	offers	a	single	window	clearance	for	applications	on	FDI	in
India	that	are	under	the	approval	route.

DIPP	is	mainly	entrusted	with	the	responsibility	of

Formulation	 and	 implementation	 of	 the	 industrial	 policy	 and
strategies	for	industrial	development	to	ensure	conformity	with	the
development	and	industry	needs.
Formulation	of	FDI	Policy	and	promotion,	approval	of	FDI	and	 its
facilitation.

Who	governs	FDI	in	India?

An	Indian	company	may	receive	Foreign	Direct	 Investment	under	 the
two	routes	as	given	under:

579



Automatic	Route

FDI	 is	allowed	under	the	automatic	route	without	prior	approval
either	 of	 the	 Government	 or	 the	 Reserve	 Bank	 of	 India	 in	 all
activities/sectors	as	specified	 in	 the	consolidated	FDI	Policy,	 issued
by	the	Government	of	India	from	time	to	time.

Government	Route

FDI	 in	 activities	 not	 covered	 under	 the	 automatic	 route	 requires
prior	 approval	 of	 the	 Government	 which	 is	 considered	 by	 the
Foreign	 Investment	 Promotion	 Board	 (FIPB),	 Department	 of
Economic	Affairs,	and	Ministry	of	Finance.
The	 Indian	 company	 having	 received	 FDI	 either	 under	 the
Automatic	 route	 or	 the	 Government	 route	 is	 required	 to	 comply
with	provisions	of	the	FDI	policy	including	reporting	the	FDI	to	the
Reserve	Bank.

Note:	Foreign	 investment	 is	 reckoned	as	FDI	only	 if	 the	 investment	 is
made	 in	 equity	 shares,	 fully	 and	 mandatorily	 convertible	 preference
shares	 and	 fully	 and	 mandatorily	 convertible	 debentures	 with	 the
pricing	being	decided	upfront	as	a	figure	or	based	on	the	formula	that	is
decided	upfront.
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How	would	FDI	help	India?

India	needs	growth	rate	of	double	digits	for	the	next	three	decades
to	 improve	 the	 quality	 of	 life	 and	 eliminate	 poverty	 but	 that
requires	 huge	 efforts	 on	 the	 investment	 side,	 the	 Intellectual
Property	(innovation)	side	and	on	other	fronts.
Credit	 rating	 agency	 Moody’s	 Investors	 Service	 said	 earlier	 this
month	 that	 India’s	 rising	 FDI	 inflows	 help	 reduce	 the	 current
account	deficit	and	also	the	external	financing	needs.
Rising	 FDI	 inflows	 not	 only	 provide	a	 stable	 source	 of	 financing
the	current	account	deficit,	they	also	bring	in	technical	know-how,
which	can	boost	India’s	productivity	growth	in	coming	years.

((( 	)))
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Economy	-	Why	is	India	jobless?

Services	 sector	 is	 powering	 the	 famed	 Indian	 growth	 story	 but	 this
growth	 is	 not	 creating	 enough	 jobs.	 Macro-economic	 parameters
indicate	a	serious	slump	in	India’s	job-creating	atmosphere.	The	policies
for	 our	 workforce	 and	 trade	 need	 a	 critical	 revaluation.	 The	 role	 of
technology	 needs	 to	 be	 examined.	 The	 conditions	 of	 our	 informal
sector,	 90	 percent	 of	 our	 workforce,	 need	 to	 be	 elevated.
Entrepreneurship	needs	to	be	incentivized.
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What	is	making	India	grow	without	creating	enough	jobs?

Services	sector	is	largely	responsible	for	economic	growth	in	India.
However,	 the	nature	and	quantity	of	 jobs	generated	by	 this	 sector
are	conducive	to	barely	a	fraction	of	the	labour	supply	in	India.
The	manufacturing	sector	encompasses	labour-intensive	industries
but	the	strategies	adopted	towards	tapping	it	are	not	effective.
The	perceived	notion	is	that	reducing	the	cost	of	capital	(input	cost)
of	 a	 business	 stimulates	 investment.	 But	 this	 also	 encourages
businesses	 to	 cut	 their	 costs	 to	 a	 greater	 extent.	 As	 a	 result,	 in	 a
labour-abundant	 country	 like	 India,	 the	 labour	 force	 gets	hit	 the
most.
If	not	accompanied	by	investment	in	training	the	labour	force,	an
increase	 in	minimum	wage	will	 be	 insufficient	 to	 ensure	 that	 the
labour	force	remains	employed.	This	is	because	a	business	which	is
forced	 to	 pay	 more	 without	 a	 corresponding	 increase	 in
productivity	will	move	faster	towards	automating	its	functions.
There	 is	 a	 clear	 preference	 being	 given	 to	 larger	 firms	 at	 the
expense	of	small	and	medium	scale	industries	though	the	latter	are
four	times	labour	intensive	than	the	former.
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The	 cheap	 labour	 which	 India	 could	 provide	 is	 losing	 out	 to
advances	in	3D	printing	and	robotics.	The	machines	are	taking	the
jobs	of	poor	Indian	men.
Policy	decisions	at	the	macroeconomic	level	have	been	detrimental
to	indigenous	produces.

Why	is	this	a	big	problem	for	India?

India’s	 labour-related	 acts	 and	 regulations	 have	 led	 to	 labour-
market	 rigidity.	 This	 encourages	 shadow	 economy	 for
entrepreneurs,	an	economy	that	prefers	to	employ	informal	labour
to	avoid	the	complicated	and	opaque	laws.	Almost	90	per	cent	of	the
labour	 community	 is	 casual	 and	 not	 protected	 by	 laws	 and
regulations.
Reducing	 interests	 on	 Fixed	 Deposits	 and	 other	 small	 saving
schemes	 will	 drive	 a	 reduction	 in	 purchasing	 power,	 and	 hence
decrease	demand.	This	in	turn	is	likely	to	complete	the	vicious	cycle
by	 demotivating	 private	 investors.	 The	 profit	 margins	 will
improve	without	increasing	real	investments	or	adding	new	jobs.
The	inverted	duties	 (finished	goods	are	 taxed	at	 lower	 rates	 than
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raw	 materials	 or	 intermediate	 products)	 drive	 an	 increased
dependence	 on	 imports	 with	 domestic	 competition	 losing	 out
miserably.
The	nature	of	India’s	exports	and	its	inability	to	handle	restrictions
imposed	 by	 non-tariff	 barriers	 make	 it	 a	 weak	 exporter.	 India
produces	 most	 raw	 materials	 for	 apparels	 while	 China	 imports
them.	Despite	this	India’s	global	export	share	in	apparel	is	5	percent
compared	to	China’s	35	percent!
The	economic	and	social	strains	of	jobless	growth	will	turn	progress
on	its	head.	Idleness	means	loss	of	skills,	morale	and	socio-political
unrest.	 At	 the	 individual	 level,	 research	 links	 increases	 in	 suicide,
homicide,	 cardiovascular	 mortality	 and	 mental	 illness	 to	 high
unemployment.

Whether	 India	can	 turn	 its	 (young)	demography	 into	a	dividend	or	a
disaster	depends	on	how	many	jobs	can	the	country	create.

When	has	the	idea	of	Technological	unemployment	worried	people?

While	it	 is	generally	accepted	that	technology	displaces	workers	in
the	short-term,	long-term	consequences	are	disputed.	In	the	1930’s,
Lord	 Keynes,	 the	 famous	 economist,	 popularized	 the	 term,
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“technological	unemployment”.

In	 the	 18th	 century,	 Great	 Britain’s	 Industrial	 Revolution	 brought
about	 mass	 unemployment	 and	 the	 fear	 of	 being	 displaced	 by

machines	 intensified.	 During	 the	 second	 half	 of	 the	 19th	 century,
when	 technology’s	 benefits	 became	 apparent,	 these	 fears
diminished.
In	1930’s	and	1960’s	the	World	War	II	and	Vietnam	War	incentivized
more	intense	debates	on	technological	unemployment.

Despite	 an	 enduring	 rise	 in	 unemployment	 since	 1970s,	 the	 20th

century	 economists	 and	 interested	 public	 felt	 that	 technology’s
effect	on	unemployment	would	wear	out	in	the	long	run.

In	the	second	decade	of	 the	21st	century,	 studies	have	shown	that
concerns	over	technological	unemployment	are	on	the	rise.
A	common	view	held	is	that	low-to-medium	skilled	workers	suffer
from	 the	 impact	 of	 technology	whereas	 highly	 skilled	workers
benefit	 from	 it.	 A	 2015	 study	 on	 the	 impact	 of	 industrial	 robots
corroborated	this	view.
It	has	also	been	said	that	flexible	labour	markets	offset	the	impact	of
technological	unemployment	as	workers	can	shift	jobs	easily.

On	all	these	counts,	it	can	be	safely	assumed	that	India	can	be	severely
hit	 by	 technological	 unemployment.	 The	 country	 will	 have	 to	 take
Mahatma	Gandhi’s	advice	for	now.

We	do	 not	 need	 technology;	we	 have	 the	men	 sitting	 on	 the	 benches
doing	nothing.
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Where	are	the	parameters	alarming?

Applications	in	the	job	guarantee	scheme	(MGNREGS)	have	touched	an
all-time	high	and	a	quick	survey	of	eight	industries	done	every	quarter
by	 government	 indicates	 a	 dire	 situation.	Macroeconomic	 parameters
too	are	not	giving	any	hope.

In	2015-16,	8.4	crore	persons	demanded	work	under	MGNREGS,
an	 increase	 of	 15	 percent	 from	 the	 previous	 year.	 This	 is	 a
symptom	 of	 large	 scale	 scarcity	 of	 jobs	 because	 the	 wage
employment	scheme	provided	only	43	days	of	work	on	average	in	a
whole	year	—	instead	of	the	100	days	guaranteed	under	the	scheme
—and	that	too	manual	labour.
19	percent	of	the	applications	were	rejected,	making	this	the	highest
turn-back	 in	 the	 scheme	 till	 now.	 This	 is	 a	 strong	 indicator	 of	 the
unhealthy	job	situation	in	rural	areas.
Labour	 Bureau’s	 survey	 of	 eight	 labour-intensive	 industries
revealed	that	the	industries	had	created	the	least	number	of	jobs
in	2015,	since	2009.	The	surveyed	industries	are	Textiles	including
Apparels,	 Leather,	 Metals,	 Automobiles,	 Gems	 &	 Jewellery,
Transport,	IT/BPO	and	Handloom/Powerloom.

587



The	 index	 of	 industrial	 production	 did	 not	 rise	 sufficiently,
suggesting	that	creation	of	jobs	is	affected.
The	agricultural	output	sunk,	as	a	result	of	drought.

Who	constitutes	the	informal	economy?

The	 informal	 economy,	 better	 known	 as	 the	 shadow	 economy,
consists	 of	 the	 part	 of	 the	 economy	 that	 is	 neither	 taxed	 nor
monitored	 by	 any	 form	 of	 government.	 Those	 in	 this	 economy
include	 home-based	 workers,	 street	 vendors,	 domestic	 workers,
street	vendors	among	other	groups.
Home-based	 workers	 and	 street	 vendors	 make	 up	 about	 10-15
percent	of	 the	non-agricultural	workforce	 in	developing	countries.
In	India,	the	informal	sector	dominates	the	workforce.
On	average,	informal	workers	have	lower	earnings	and	face	higher
risks	than	formal	workers.	Lack	of	a	coherent	policy	and	regulatory
framework	make	this	sector	all	the	more	vulnerable.
Women	and	children	make	up	a	significant	portion	of	this	sector.
Integrating	 the	 informal	 economy	 into	 the	 formal	 sector	 is	 an
important	policy	challenge.
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How	can	entrepreneurship	play	a	role	in	job	creation?

Entrepreneurship	turns	job	seekers	into	job	creators.	Entrepreneurs	also
have	 the	 ability	 to	 leverage	 emerging	 trends	 to	 create	 business	 value
and	in	the	process,	create	more	jobs.

In	2015,	it	was	found	that	47%	of	entrepreneurs	(and	77%	of	world-
leading	 entrepreneurs)	 planned	 to	 increase	 the	 size	 of	 their
workforce,	 compared	 to	 29%	 of	 large	 corporations.	 As	 a	 result,
supporting	 entrepreneurs	 to	 grow	 their	 businesses	 will	 have	 an
impact	on	employment	rates.
In	India,	this	means	that	apart	from	attracting	foreign	countries	to
invest	in	and	make	products	in	this	country,	we	need	to	ensure	that
our	own	entrepreneurs	are	encouraged	and	incentivized	to	expand
in	the	home	country.
The	 number	 of	 relocations	 of	 entrepreneurs	 from	 India	 shows
that	this	is	not	happening	effectively.
To	 tackle	 the	 issue	 of	 unemployment,	 we	 need	 to	 set	 up	 and
maintain	an	entrepreneurship	culture	that	creates	jobs.

As	per	a	Nasscom	report	on	start-ups	(2015):

80,000	jobs	were	created	by	startups.
With	72	percent	of	the	founders	less	than	35	years	old,	India	is	the
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youngest	startup	nation	in	the	world.
Over	 50	 percent	 of	 the	 1200	 startups	 focus	 on	 e-commerce,
consumer	services	and	aggregators.
Only	 9	 percent	 female	 founders	 and	 co-founders	 in	 startup
ecosystem.
Total	 funding	 saw	 about	 125	 percent	 growth	 in	 2015	 compared	 to
the	previous	year.

However,	 the	 start-ups,	 even	 though	 strongly	 backed	 by	 the	 Start-up
India	scheme,	cannot	solve	the	employment	problems	of	India.	This	is
because	 most	 of	 them	 require	 skills	 which	 most	 of	 the	 unemployed
people	do	not	have,	unless	they	want	to	be	cab	drivers	or	delivery	boys.

India	will	 be	 less	 jobless	 if	 the	Make	 in	 India	 scheme	 can	 truly	work.
Labor	intensive	manufacturing	must	be	incentivized	and	protected.

((( 	)))
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Economy	-	Corrosion	eroding	4.2	%	of	India’s	GDP

As	 India	 struggles	 to	 increase	 its	Gross	Domestic	Product	 (GDP)	even
marginally,	it	comes	as	a	shock	that	it	is	losing	4.2	percent	of	its	GDP	to
corrosion,	 as	 per	 a	 study	 by	 FICCI-NACE.	 The	 quantum	 of	 loss	 on
account	of	corrosion	is	equal	to	the	revenue	contributed	by	the	Indian
Railways	to	the	exchequer.	Appropriate	strategies	are	needed	to	control
this	wastage.
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What	does	the	FICCI	-NACE	study	suggest?

Corrosion	 is	 estimated	 to	 impact	 around	 4.2%	 of	 India’s	 GDP	 and	 is	 a
menace	adversely	impacting	various	industry	sectors	including	utilities,
transportation,	 oil	 and	 gas,	 steel	 and	 infrastructure	 and	 needs	 to	 be
tackled	in	a	scientific	manner.

The	 issue	 has	 special	 importance	 for	 Indian	 chemical	 and
petrochemical	industry	as	they	play	an	important	role	in	controlling
corrosion.
These	numbers	were	revealed	 in	a	presentation	as	part	of	a	 study
conducted	by	NACE	International	Gateway	India	Section	(NIGIS)	of
NACE	International	(global	leader	in	the	corrosion	engineering	with
over	34000	members	from	130	countries).
This	study	was	conducted	by	NACE,	 jointly	with	FICCI	 (largest	and
oldest	 apex	 business	 organisation	 in	 India)	 with	 indirect
membership	 of	 over	 2,50,000	 companies	 from	 various	 regional
chambers	of	commerce	.
The	basic	purpose	of	this	program	was	to	generate	awareness	about
the	 issue	 of	 corrosion	 and	 that	 corrosion	 can	 be	 retarded	 or
controlled	by	appropriate	technologies.
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Why	is	Indian	economy	falling	victim	to	corrosion?

The	effect	of	corrosion	is	quite	prevalent	in	various	sectors	of	Indian
economy,	 including	 infrastructure,	 utility	 services,	 production	 &
manufacturing,	and	defense	and	nuclear	waste.
It	is	causing	a	vital	impact	on	the	bottom	line	of	Indian	industries	as
damage	 owing	 to	 corrosion	 often	 results	 in	 an	 increase	 in
maintenance	 cost,	 lower	 reliability	 of	 equipment,	 loss	 of
production	and	poor	product	quality.
The	costs	of	corrosion	tend	to	increase	with	factors	such	as	deferred
maintenance	and	extended	useful	lives	of	buildings	and	equipment.
Increased	 corrosion	 costs	 are	 often	 realized	 when	 higher-
performance	 specifications	 and	 more	 hostile	 environments	 are
encountered.
Government	 regulations	 that	 prohibit	 the	 use	 of	 time-honored
methods	of	protection	because	of	safety	or	environmental	damage
can	also	be	the	reasons	for	the	huge	losses	on	account	of	corrosion.
One	of	the	pivotal	reasons	of	corrosion	in	India	might	be	the	lack	of
awareness	 about	 the	 latest	 preventive	 products	 available	 in	 the
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market.
It	 is	 estimated	 that	 both	 direct	 and	 indirect	 losses	 on	 account	 of
corrosion	is	above	Rupees	1	lakh	crore	per	year.

When	does	corrosion	happen?

Corrosion	is	a	natural	process,	which	converts	a	refined	metal	to	a
more	stable	 form,	 such	as	 its	oxide,	hydroxide,	or	sulfide.	 It	 can
cause	 damage	 to	 everything	 from	 automobiles,	 drinking	 water
systems	to	pipelines,	bridges,	factories	and	public	buildings	etc.
In	other	words,	corrosion	is	degradation	of	material	properties	due
to	 interactions	 with	 their	 environments,	 and	 corrosion	 of	 most
metals	(and	many	materials	for	that	matter)	is	inevitable.
The	 fundamental	 cause	 or	 driving	 force	 for	 all	 corrosion	 is	 *the
lowering	of	 a	 system’s	Gibbs	 energy.	The	production	of	 almost	 all
metals	 (and	 engineering	 components	 made	 of	 metals)	 involves
adding	energy	to	the	system.
As	a	 result	of	 this	uphill	 thermodynamic	struggle,	 the	metal	has	a
strong	driving	force	to	return	to	its	native,	low	energy	oxide	state.
This	return	to	 the	native	oxide	state	 is	what	we	call	corrosion	and
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even	though	 it	 is	 inevitable,	 substantial	barriers	 (corrosion	control
methods)	 can	be	used	 to	 slow	 its	progress	 toward	 the	equilibrium
state.
However,	it	is	the	rate	of	the	approach	to	equilibrium	that	is	often	of
interest.	This	rate	is	controlled	not	only	by	the	nature	of	the	metal
surface,	 but	 also	 by	 the	 nature	 of	 the	 environment	 as	well	 as	 the
evolution	of	both.

The	Gibbs	free	energy**	(kJ	in	SI	units)	is	the	maximum	amount	of	non-
expansion	work	that	can	be	extracted	from	a	thermodynamically	closed
system	(one	that	can	exchange	heat	and	work	with	its	surroundings,	but
not	 matter);	 this	 maximum	 can	 be	 attained	 only	 in	 a	 completely
reversible	process.

Where	can	Corrosion	Inhibitor	(CI)	help	us?

Corrosion	is	 initiated	when	there	is	a	potential	difference	between	two
surfaces	 (or	 two	 areas	 of	 one	 surface)	 and	 there	 is	 an	 electrolyte	 to
conduct	a	current	between	them.	This	allows	a	flow	of	ions	followed	by
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removal	of	material	(corrosion).

A	 corrosion	 inhibitor	 works	 by	 “passivating”	 the	 surface	 of	 the
material,	 forming	 a	monolayer	 on	 it,	which	 blocks	 the	 electrolyte
from	contacting	 the	 surface	and	conducting	a	 current.	 In	addition
the	 corrosion	 inhibitor	will	 act	 as	 a	 buffering	 solution,	 controlling
pH,	 thus	 preventing	 changes	 of	 the	 pH	 of	 the	 electrolyte	 which
would	allow	faster	corrosion.
In	recent	years,	owing	to	the	growing	interest	and	attention	of	the
world	towards	the	protection	of	the	environment	and	the	hazardous
effects	of	using	chemicals	on	the	ecological	balance,	the	traditional
approach	on	CIs	has	gradually	changed.
An	 inhibitor,	 to	 be	 effective,	 should	 be	 readily	 adsorbed	 on	 the
metal	 surface	 through	 either	 physisorption	 or	 chemisorption
processes.
Either	 of	 these	 adsorption	 processes	 depends	 primarily	 on	 the
physicochemical	 properties	 of	 the	 inhibitor	 group	 such	 as
functional	groups,	electronic	density	at	the	donor	atom,	molecular
structure,	etc.
For	 instance,	 organic	 molecules,	 which	 have	 had	 a	 wide
applicability	and	that	have	been	extensively	studied	and	used	as	CIs,
often	 contain	 nitrogen,	 oxygen,	 and	 sulfur	 atoms,	 as	 well	 as
multiple	bonds	in	their	molecules.
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Who	else	were	impacted	by	Corrosion?

In	 2002,	 the	 US	 Federal	 Highway	 Administration	 released	 a	 study
titled	 “Corrosion	 Costs	 and	 Preventive	 Strategies	 in	 the	 United
States”	on	the	direct	costs	associated	with	metallic	corrosion	in	the
US	industry.	In	1998,	the	total	annual	direct	cost	of	corrosion	in	the
U.S.	was	 ca.	 $276	 billion	 (ca.	 3.2%	of	 the	U.S.	GDP).	 Broken	down
into	five	specific	 industries,	 the	economic	 losses	were	$22.6	billion
in	 infrastructure;	 $17.6	 billion	 in	 production	 and	 manufacturing;
$29.7	 billion	 in	 transportation;	 $20.1	 billion	 in	 government;	 and
$47.9	billion	in	utilities.
Rust	is	one	of	the	most	common	causes	of	bridge	accidents.	It	was
the	cause	of	the	collapse	of	the	Mianus	river	bridge	in	1983,	when
the	 bearings	 rusted	 internally	 and	 pushed	 one	 corner	 of	 the	 road
slab	off	its	support.
Rust	was	also	an	important	factor	in	the	Silver	Bridge	disaster	of
1967	 in	 West	 Virginia,	 when	 a	 steel	 suspension	 bridge	 collapsed
within	a	minute,	killing	46	drivers	and	passengers	on	the	bridge	at
the	time.
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How	can	this	“invisible	leakage”	be	plugged	in	the	Indian	economy?

It	 is	 important	 to	 build	 national	 infrastructure	 like	 roads,	 bridges,
railways,	 ports	 etc.	 However,	 it	 is	 equally	 critical	 to	 ensure	 long-term
durability	of	these	assets.

One	 of	 the	 major	 issues,	 which	 impact	 the	 utility	 of	 these
infrastructure	assets	and	in	turn	the	country’s	economic	growth,	is
corrosion.
Further,	 structural	 failures	 on	 account	 of	 corrosion	 may	 lead	 to
accidents	which	result	in	loss	of	precious	lives.
There	 are	 several	 technological	 solutions	 available	which	 provide
long	lasting	and	enduring	protection	against	corrosion.	It	has	been
found	 that	 adoption	 of	 these	 technologies	 not	 only	 enhances	 the
longevity	 and	 durability	 of	 the	 structure	 but	 also	 significantly
reduces	maintenance	cost.
There	is	an	urgent	need	for	exploring	low	cost	solutions	to	control
corrosion	 in	 the	 highly	 corrosive	 industries	 including	 the	 Ultra
Mega	 Power	 Projects	 (UMPP)	 as	 capex	 (capital	 expenditure)	 on
infrastructure	is	exorbitant.
The	 proper	 application	 of	 methods	 to	 control	 corrosion
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(e.g.	 coatings,	 inhibitors,	 and	cathodic	protection)	 can	be	useful	 in
reducing	the	cost	incurred	due	to	corrosion.
Approximately	one-third	of	these	costs	could	be	reduced	by	broader
application	 of	 corrosion-resistant	 materials	 and	 the	 application	 of
best	corrosion-related	technical	practices.

((( 	)))
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Economy	-	Bankruptcy	Code	and	the	kings	of	good	times

The	much-awaited	Insolvency	and	Bankruptcy	Code	2015,	which	aims
to	resolve	cases	of	corporate	and	individual	bankruptcy,	does	not	have
provisions	to	deal	with	cross-border	insolvency.	In	its	present	form,	the
legislation	is	not	equipped	to	deal	with	cases	such	as	that	of	Kingfisher
Airlines	chief	Vijay	Mallya,	where	a	debt	defaulter	has	assets	overseas.
The	Code	is	much	needed	and	is	not	without	merits.
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What	islacking	in	the	Insolvency	and	Bankruptcy	Code	2015?

Bankruptcy	Code	is	silent	on	Mallya-like	(willful)	default	cases.
It	 has	 no	 provision	 to	 deal	 with	 cross-border	 insolvency	 in	 the
current	draft.
“Ideally,	it	should	be	part	of	the	Code,	but	as	of	now	it	is	not,	because
cross-border	 insolvency	 resolution	 requires	 an	 existing	 ecosystem
and	 infrastructure,	which	has	 to	 be	put	 in	place,”	 TK	 Viswanathan,
head	 of	 the	 Bankruptcy	 Law	 Reform	 Committee	 (BLRC),	 which
formalised	the	draft	law,	said.
“In	 fact,	 the	Mallya	 case	would	 have	 played	 out	 differently	 had	 the
Code	 been	 in	 place;	 it	 would	 have	 changed	 the	 entire	 basis	 of
diagnosing	the	sickness,”	he	added.
In	 Mallya’s	 case,	 the	 enterprise	 has	 become	 terminally	 ill	 and
cannot	 be	 revived	 at	 all.	 But	 if	 the	 Code	 had	 been	 in	 force,	 the
employees	could	have	triggered	insolvency	by	moving	to	court.
Operational	 creditors	 such	 as	 suppliers	 of	 goods	 and	 workmen
could	also	have	filed	a	petition	for	insolvency,	and	then	they	would
have	seen	to	it	that	the	case	did	not	reach	this	stage.
When	 an	 insolvency	 resolution	 is	 admitted	 by	 the	 tribunal,	 the
creditor	takes	over.
An	 Independent	 Resolution	 Professional	 takes	 over	 the
management	of	the	company	from	the	promoter	and	the	directors.
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Whydoes	India	need	this	Code?

Currently	 it	 takes,	 on	 an	 average,	 more	 than	 4	 years	 to	 resolve
insolvency	in	India.
In	India,	there	are	two	Acts	that	govern	insolvency:	the	Presidency
Towns	 Insolvency	 Act,	 1909	 (PTIA),	 and	 Provincial	 Insolvency
Act,	 1920	 (PIA).	 The	 PTIA	 is	 applicable	 in	 Mumbai,	 Chennai	 and
Kolkata,	while	the	rest	of	the	country	comes	under	PIA.
Delays	 in	 making	 decisions	 on	 the	 viability	 of	 business	 are
commonplace.
Sometimes,	 company	 promoters	 try	 to	 delay	 reorganisation	 or
attempt	to	sell-off	assets	or	change	the	management.
Delays	in	disposing	off	cases	by	Debt	Recovery	Tribunal	(DRT)	are
common	 too.	 _Law	 mandates	 them	 to	 dispose	 of	 the	 cases	 in	 6
months,	but	only	1/4th	of	the	lot	is	disposed	within	time.

Continued	litigation	at	various	levels	and	delays	in	appellate	level:

Currently,	 there	 are	 4	 different	 agencies	 viz.	 the	 High	 Court,	 the
Company	 Law	 Board,	 the	 Board	 for	 Industrial	 and	 Financial
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Reconstruction	(BIFR)	and	the	DRTs	that	handle	insolvency-related
cases.
_They	 have	 overlapping	 jurisdiction	 giving	 rise	 to	 delays	 and
complexities.
Today,	 bankruptcy	proceedings	 in	 India	 are	 governed	by	multiple
laws	—	the	Companies	Act,	SARFAESI	Act,	Sick	Industrial	Companies
Act,	and	so	on.

India	is	a	capital	starved	country	and	therefore	it	is	essential	that	capital
isn’t	frittered	away	on	weak	and	unviable	businesses.	Quick	resolution
of	bankruptcy	can	ensure	this.

Since	 when	 has	 India	 become	 serious	 about	 having	 a	 bankruptcy
code?

Bad	debts,	 defaults	 and	 resultant	 increase	 in	 litigation	made	 India
serious	about	having	a	bankruptcy	code.
India	 does	 not	 have	 a	 clear	 law	 on	 corporate	 bankruptcy	 even
though	individual	bankruptcy	 laws	have	been	 in	existence	since
1874.
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The	 legal	 definitions	 of	 the	 terms	 bankruptcy,	 insolvency,
liquidation	and	dissolution	are	contested	in	the	Indian	legal	system.
There	is	no	regulation	or	statute	legislated	upon	bankruptcy	which
denotes	a	condition	of	inability	to	meet	a	demand	of	a	creditor	as	is
common	in	many	other	jurisdictions.
Winding	up	of	companies	is	 in	the	jurisdiction	of	the	courts	which
can	 take	 a	 decade	 even	 after	 the	 company	 has	 actually	 been
declared	insolvent.
On	 the	 other	 hand,	 supervisory	 restructuring	 at	 the	 behest	 of	 the
Board	 of	 Industrial	 and	 Financial	 Reconstruction	 is	 generally
undertaken	using	receivership	by	a	public	entity.

In	 the	 aftermath	 of	 thousands	 of	 crores	 of	 rupees	 being	 stuck	 with
defaulting	enterprises,	a	clear	need	has	been	felt	 to	give	a	method	this
madness	of	filing	for	bankruptcy	and	litigating	over	it.

Whereare	the	salient	features	of	the	Bill?

Insolvency	Resolution:	The	insolvency	resolution	process	(IRP)	for
individuals	varies	from	that	of	companies.	These	processes	may	be
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initiated	by	either	the	debtor	or	the	creditors.
Insolvency	professionals	and	agencies:	The	 IRP	will	be	managed
by	 a	 licensed	 professional.	 The	 Code	 also	 proposes	 to	 set	 up
insolvency	professional	agencies.
Information	 Utilities:The	 Code	 proposes	 to	 establish	 information
utilities	which	will	maintain	a	range	of	financial	information	about
firms.
Insolvency	 regulator:The	 Code	 seeks	 to	 establish	 the	 Insolvency
and	Bankruptcy	Board	of	India,	to	oversee	insolvency	resolution	in
the	country.
Insolvency	and	Bankruptcy	Fund:The	Code	creates	an	Insolvency
and	Bankruptcy	Fund.
Bankruptcy	and	Insolvency	Adjudicators:	The	Code	proposes	two
separate	 tribunals	 to	 adjudicate	 grievances	 related	 to	 insolvency,
bankruptcy	 and	 liquidation	 of	 different	 entities	 under	 the	 law:	 (i)
the	 National	 Company	 Law	 Tribunal	 will	 have	 jurisdiction	 over
companies	 and	 limited	 liability	 partnerships,	 and	 (ii)	 the	 Debt
Recovery	 Tribunal	 will	 have	 jurisdiction	 over	 individuals	 and
partnership	firms.
Offences	 and	 penalties:	 The	 Bill	 specifies	 that	 for	 most	 offences
committed	by	a	debtor	under	corporate	insolvency	(like	concealing
property,	 defrauding	 creditors,	 etc.),	 the	 penalty	 will	 be
imprisonment	 of	 up	 to	 five	 years,	 with	 a	 fine	 of	 up	 to	 one	 crore
rupees.
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Whois	affected	by	the	lack	of	such	a	law?

Lack	of	bankruptcy	law	is	hurting	India.

The	 Indian	 banks	 that	 have	 lent	 more	 than	 Rs.	 7000	 crore	 to
Kingfisher	Airlines	know	this	better.
After	 all,	 the	 absence	 of	 a	 bankruptcy	 law	 in	 India	 has	 made
recoveries	next	to	impossible	from	the	long	defunct	airline.
Moreover,	 the	management	 is	 still	 pretending	 the	 possibility	 of	 a
turnaround.
Had	Mr	Mallaya	incorporated	Kingfisher	Airlines	in	the	US,	it	would
have	 long	 been	 subjected	 to	Chapter	11,	 the	 bankruptcy	 code	 for
that	country.
But	 the	 absence	 of	 an	 equivalent	 bankruptcy	 law	 in	 India	 has
allowed	many	Indian	companies	to	dupe	their	banks	and	investors.
Now	 it	 is	 not	 unusual	 for	 even	 big	 companies	 to	 run	 into	 rough
waters.	But	having	done	so	they	need	to	evaluate	the	possibility	of	a
turnaround.
In	 most	 cases	 the	 turnaround	 is	 very	 painful	 with	 the	 company
having	to	part	with	critical	assets	and	employees.
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But	at	least	the	presence	of	a	bankruptcy	code	defines	the	rules	and
ensures	 some	hope	of	 sustenance.	 It	also	assures	 the	bankers	and
investors	of	the	possibility	of	recovering	their	money.

How	has	Bankruptcy	Law	Reforms	Committee	recommended	that	the
problem	be	resolved?

The	 Bankruptcy	 Law	 Reforms	 Committee	 (Chair:	 Dr.	 T.	 K.
Vishwanathan)	 submitted	 its	 report	 to	 the	 Finance	 Ministry	 on
November	4,	2015.	The	Committee	has	recommended	a	consolidation	of
the	existing	legal	framework,	by	repealing	two	laws	and	amending	six
others.

It	has	proposed	to	repeal	the	Presidency	Towns	Insolvency	Act,	1909
and	the	Provincial	Insolvency	Act,	1920.
In	addition,	 it	has	proposed	 to	amend:	 (i)	Companies	Act,	2013,	 (ii)
Sick	Industrial	Companies	(Special	Provisions)	Repeal	Act,	2013,	(iii)
Limited	 Liability	 Partnership	 Act,	 2008,	 (iv)	 Securitization	 and
Reconstruction	 of	 Financial	 Assets	 and	 Enforcement	 of	 Security
Interest	Act,	2002,	(v)	Recovery	of	Debts	Due	to	Banks	and	Financial
Institutions	Act,	1993	and	(vi)	Indian	Partnership	Act,	1932.
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The	 Committee	 observed	 that	 currently	 creditors	 have	 limited
power	 in	 case	 the	 debtor	 defaults	 in	 making	 the	 payment.	 This
should	change.

((( 	)))

608



Economy	-	Monetizing	the	Lord’s	gold

The	Tirumala	Tirupati	Devasthanam	(TTD),	which	manages	the	world’s
richest	Hindu	temple	of	Lord	Venkateswara,	may	move	all	of	its	7.5	tons
stashed	 gold	 under	 Gold	 Monetisation	 Scheme	 (GMS),	 launched	 by
Prime	Minister	Narendra	Modi	last	year.	However	they	have	requested
the	 government	 to	 customize	 the	 scheme	 to	 suit	 the	 requirements	 of
temple	 administration.	Why	 is	 this	 involvement	 of	 TTD	 important	 for
GMS?
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What	is	the	temple	management	considering?

Tirumala	 Tirupati	 Devasthanam	 (TTD),	 which	 manages	 the	 Sri
Venkateswara	 Swamy	 Temple	 in	 Tirumala	 -	 one	 of	 the	 world’s
richest	temples	-	may	move	all	of	its	7.5	tons	of	stashed	gold	under
the	government’s	Gold	Monetization	Scheme	(GMS).
TTD	said	that	it	has	recently	moved	over	1.3	tons	of	gold	to	Punjab
National	Bank	under	the	scheme.
It	also	requested	the	government	to	 tweak	some	rules	 to	enable	 it
move	its	entire	holding	of	the	yellow	metal	under	the	scheme.	The
changes	requested	are	with	respect	to	medium	term	and	long	term
investments	under	the	GMS.
The	government	has	made	some	changes	but	TTD	have	requested
to	make	some	more	changes	related	to	interest	rate	(currently	2.5%)
on	the	medium	and	long	term	investments.
The	 scheme	 now	mentions	 that	 the	 principal	 will	 be	 returned	 in
cash,	not	in	gold.	So,	TTD	made	request	to	return	the	principal	in
gold.	They	do	not	want	to	have	it	in	cash.
Also	it	requested	the	interest	to	be	calculated	on	the	gold	at	the	time
of	return	and	not	at	the	time	of	deposit.	This	is	because,	if	the	value
of	 the	gold	 is	more	while	 returning,	 then	 they	might	have	 to	 face
the	criticism	from	public	for	giving	away	gold	at	cheaper	rates.
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Why	will	this	be	a	great	boost	to	the	GMS?

Quantity	of	Gold	involved:

TTD’s	 participation	 in	 this	 gold	 scheme	 is	 crucial	 to	 its	 success
because	of	the	quantity	of	gold	that	will	be	deposited.
If	we	go	by	what	temple	authorities	said	–	they	have	roughly	about
7.5	tons	of	gold	and	most	of	it	is	in	the	banks.	The	entire	gold	may
be	shifted	to	the	gold	monetization	scheme	as	and	when	it	matures.
This	is	equivalent	to	about	$277	million	at	current	prices.
Also,	TTD	 receives	about	800	kilograms	 to	one	 ton	of	 gold	 in	 the
form	of	donations	and	offerings	 from	devotees	every	year.	This	 is
approximately	equal	to	Indian	yearly	imports	of	gold.

Decreased	in	Gold	imports:

India	is	the	world’s	second-biggest	consumer	of	gold	after	China	and
imports	accounted	for	about	a	quarter	of	India’s	trade	deficit	in	the
year	ending	March	2015.
GMS	 was	 launched	 to	 mobilize	 gold	 stashed	 with	 individuals,
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institutions	 and	 rich	 temples	 for	 recycling	 and	 to	 reduce	 imports.
Currently,	the	scheme	has	garnered	only	about	3	tons	of	gold	in	5
months	out	of	a	national	hoard	of	over	20,000	tons.
If	this	temple	deposits	much	of	its	gold	in	this	scheme,	they	it	would
encourage	 other	 big	 temples,	 institutions	 and	 persons	 to	 do	 the
same.	And	these	numbers	will	be	humungous.

When	was	the	Gold	Monetization	scheme	launched?

Prime	 Minister	 Narendra	 Modi	 launched	 three	 gold	 related
schemes	 viz.	 Gold	 Monetization	 Scheme	 (GMS),	 Sovereign	 Gold
Bond	Scheme	(SGBS)	and	Indian	Gold	Coins	(IGC)	in	2015.
GMS	2015	offers	option	to	resident	Indians	to	deposit	their	precious
metal	 and	 earn	 an	 interest	 on	 it	 and	 it	 replaces	 the	 Gold	 Deposit
Scheme	(GDS)	1999.	All	residents	can	invest	in	this	scheme	but	are
subjected	 to	 Know	 Your	 Customer	 (KYC)	 Scheme.	 The	 KYC	 norm
has	 acted	 as	 a	 dampener,	 because	 the	 Income	Tax	 radar	may	 get
alerted	 if	 the	 amount	 of	 deposited	 gold	 is	 disproportionate	 to	 the
income	of	the	individual!
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Impact	on	the	economy:

These	schemes	can	generate	substantial	buffer	stock	of	gold	that	can
be	 utilized	 in	 the	 international	 market.	 Indian	 households’	 gold

consumption	is	1/4th	of	the	world’s	consumption.
It	 would	 also	 lead	 to	 create	 the	 refining	 and	 standardization
infrastructure	in	the	country	which	is	absent	till	now.
However	huge	amount	of	black	gold	could	only	be	brought	out	by
providing	 tax	 immunity	 to	 gold	 bonds.	 Gold	monetization	would
help	bring	the	privately	possessed	gold	out	of	Indian	household	and
channelize	it	into	the	financial	market	which	could	better	be	utilized
in	other	developmental	activities.

Implementation:

As	 per	 Reserve	 Bank	 of	 India	 (RBI)	 directives	 all	 Scheduled
Commercial	 Banks	 (excluding	 Regional	 Rural	 Banks)	 will
implement	GMS	2015.

Where	 are	 the	 sources	 of	 the	 legend	 associated	 with	 Tirumala
Temple?
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The	 “Temple	 Legend”	 is	 made	 out	 of	 references	 from	 a	 range	 of
ancient	 scriptures	 such	 as	 Varaha	 Purana,	 Padma	 Purana,	 Garuda
Purana,	 Brahmanda	 Purana,	 Markandeya	 Purana,	 Harivamsa
Purana,	 Vamana	 Purana,	 Brahma	 Purana,	 Brahmottara	 Purana,
Aditya	Purana,	Skanda	Purana	and	Bhavishyottara	Purana.
These	 extracts	 describe	 the	 sanctity	 and	 antiquity	 of	 the	 deity,
temple	and	the	hills	around	Tirumala.
The	 legends	 taken	 from	 the	 Venkatachala	 Mahatyam	 and	 the
Varaha	 Purana,	 pertaining	 to	 the	manifestation	 of	 the	 Lord	 at
Tirumala,	are	of	particular	interest.
According	to	the	Varaha	Purana,	Adi	Varaha	manifested	himself	on
the	 western	 bank	 of	 the	 Swami	 Pushkarini	 (temple	 tank),	 while
Vishnu	 in	 the	 form	 of	 Venkateswara	 came	 in	 to	 reside	 on	 the
southern	bank	of	the	Swami	Pushkarini.

Evidences	from	Medieval	Period:

All	the	great	dynasties	of	the	southern	peninsula	have	paid	homage
to	 the	 Lord	 Sri	 Venkateswara	 in	 this	 ancient	 shrine.	 But,	 it	 was
during	the	rule	of	the	Vijayanagara	dynasty	that	the	contributions
to	the	temple	increased.
The	 Pallavas	 of	 Kancheepuram	 (9th	 century	 AD),	 the	 Cholas	 of
Thanjavur	(a	century	later),	the	Pandyas	of	Madurai,	and	the	kings
and	 chieftains	 of	 Vijayanagara	 (14th	 -	 15th	 century	 AD)	 were
devotees	 of	 the	 Lord	 and	 they	 competed	 with	 one	 another	 in
endowing	the	temple	with	rich	offerings	and	contributions.

614



Who	is	Lord	Venkateswara?

Lord	 Venkateswara	 is	 an	 incarnation	 of	 Lord	 Vishnu	 who	 is
associated	with	the	temple	at	Tirumala.
The	Hindu	scriptures	hold	the	reason	for	Vishnu’s	appearance	in	the
form	of	a	deity	as	the	Lord’s	desire	to	be	on	the	holy	seven	hills	for
the	 emancipation	 of	 the	 mankind	 from	 the	 perpetual	 trials	 and
tribulations	of	the	Kali	Yuga.

Who	have	been	taking	care	of	Temple	administration?

After	 the	 fall	 of	 the	 Hindu	 kingdoms,	 the	 Muslim	 rulers	 of
Karnataka	and	then	the	British	took	over	and	many	of	the	temples
came	under	their	supervisory	control.
In	 1843	 AD,	 the	 administration	 of	 the	 shrine	was	 entrusted	 to	 Sri
Seva	Dossji	of	Hatiramji	Mutt	at	Tirumala,	and	the	temple	remained
under	the	administration	of	the	Mahants	for	about	90	years,	till	1933
AD.
In	 1933,	 the	 Madras	 Legislature	 passed	 a	 special	 act,	 which
empowered	 the	TTD	Committee	 to	 control	 and	administer	 a	 fixed
group	 of	 temples	 in	 the	 Tirumala-Tirupati	 area,	 through	 a
Commissioner	appointed	by	the	Government	of	Madras.
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In	1951,	the	Act	of	1933	was	replaced	by	an	enactment	whereby	the
administration	of	TTD	was	entrusted	to	a	Board	of	Trustees,	and	an
Executive	Officer	was	appointed	by	the	Government.	The	provisions
of	 the	 Act	 of	 1951	 were	 retained	 by	 Charitable	 and	 Religious
Endowments	Act,	1966.

How	challenging	is	it	to	make	GMS	successful?

Challenges	involved:

Taxation	 aspects:	 Average	 Indian	 households	 are	 said	 to	 have
more	 inherited	 and	purchased	 gold	 than	bank	 savings.	As	 of	 now
there	is	no	taxation	on	the	gold	a	person	has	stocked	in	his	lockers.
There	definitely	will	be	taxable	limits	now,	which	would	not	interest
many.
Involvement	of	 income	 tax	offices	 that	would	want	 to	 know	 the
source	 if	 a	 person	 pledges	 too	 much	 of	 gold	 in	 banks	 is	 not	 a
pleasant	 thought	 for	many	and	 they	may	not	want	 to	 risk	 getting
revealed.
Purity	of	the	metal:	Jewelleries	would	have	to	be	melted	to	check
purity	of	gold	at	certified	testing	centres	or	Hallmark	centres.	People
would	usually	have	no	idea	about	the	purity	of	gold	that	has	been
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passed	on	to	them	from	their	ancestors.	What	are	they	supposed	to
do	if	the	standards	are	not	met?
Low	Interest	rates:	Currently	banks	are	offering	very	 low	interest
rates	 which	 range	 from	 1.5%	 to	 2.5%,	 which	 is	 less	 than	 savings
bank	account	interest	rate	of	(~)	4%.
Temples	and	people	around	India	are	reluctant	to	part	with	the	gold
forever	because	of	its	religious	and	emotional	significance.

For	the	scheme	to	be	successful,	gold	has	to	be	lured	out	from	being	a
dead	asset.	This	 is	not	going	to	be	an	easy	task	unless	the	government
announces	 immunity	 from	any	punitive	action	based	on	 the	worth	of
gold	being	more	than	what	can	be	accounted	for	through	the	depositor’s
income.

It	will	be	a	very	tight	rope	to	walk	as	the	opposition	will	lose	no	time	to
accuse	the	government	of	helping	the	black	money	makers.

((( 	)))
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Economy	-	Venezuela	battles	run-away	inflation

Nicolas	 Maduro	 has	 increased	 the	 minimum	 wage	 for	 Venezuela
amidst	 mounting	 inflation,	 scarcity	 of	 necessities	 and	 a	 strife-torn
population.	His	 failure	 to	 recognize	 the	 crisis’s	 core	 issues	have	 led	 to
continuous	 criticism	 and	 Venezuelans	 too	 are	 tired	 of	 the	 Chavist
regime’s	 repercussions.	 The	 government	 needs	 to	 rework	 its	 fiscal
policy	and	take	a	democratic	stance	to	manage	the	crisis	and	prevent	a
disastrous	downfall.
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What	is	going	wrong	with	Venezuela?

A	recent	International	Monetary	Fund	report	that	Venezuela	will	reach
a	 720	 per	 cent	 inflation	 rate	 this	 year	 —	 the	 highest	 in	 the	 world	 –
highlights	the	depth	of	the	problems	of	Venezuela.	In	2015,	it	had	a	180
per	cent	inflation	rate.

There	 is	 a	 critical	 scarcity	 of	 basic	 commodities	 like	 food,	 water,
medicine,	toilet	paper	and	electric	power.
The	 ever-lengthening	 lines	 in	 front	 of	 grocery	 stores	 are
increasingly	fuelling	fist	fights.	The	long	waits,	more	often	than	not
are	futile	as	only	one	or	two	items	can	be	purchased.
Medicine	scarcity	has	caused	public	hospitals	to	turn	away	patients.
Patients	 in	 turn	must	 either	 trek	 from	 one	 drugstore	 to	 the	 next
looking	for	the	medications	they	need,	or	get	someone	to	send	them
from	some	other	country,	or	resort	to	the	black	market	where	the
exorbitant	price	is	accompanied	by	non-guarantee	of	safety.
El	 Niño,	 an	 abnormal	 weather	 pattern	 has	 impaired	 Venezuela’s
hydro-power	 source.	 The	 severe	 power	 shortage	 has	 led	 its
president	to	shorten	workdays	to	just	two	days	a	week.
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Huge	price	difference	on	either	side	of	the	borders	is	increasing	the
incidence	of	smuggling.
Scarcity	has	led	to	increased	thieving	and	murders.
People	 are	 leaving	 the	 country	 en	 masse,	 placing	 extraordinary
strain	on	neighboring	states.
The	ruling	party’s	insecurity	is	reflected	by	its	repeated	use	of	force
to	counter	opposition.

Against	this	backdrop,	the	opposition	turned	in	petitions	to	Venezuelan
electoral	authorities	Tuesday	that	it	said	carried	signatures	of	2	million
voters	 seeking	 President	 Nicolas	 Maduro’s	 removal	 in	 a	 nationwide
vote.

Why	is	Nicolas	Maduro	being	criticized?

The	 President	 –	 the	 chosen	 successor	 of	 the	 ultra-socialist
flamboyant	 Hugo	 Chavez	 -	 has	 resorted	 to	 blame	 games	 and
abstract	measures.
His	 latest	 attempt	 to	 compensate	 by	 increasing	 the	 minimum
wages	 yet	 again	 has	 caused	 critics	 to	 revolt	 as	 they	 say	 that	 it
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reveals	 his	 utter	 failure	 to	 stem	 an	 inflating	 inflation	 and	 deep
recession.
He	has	also	been	criticized	for	giving	too	much	importance	to	public
opinion	at	the	cost	of	practical	issues.
His	party’s	baseless	charges	against	opposition	leaders	and	attempts
to	intimidate	opposition.	One	such	extreme	move	was	the	arrest	of
Leopoldo	Lopez,	a	co-founder	of	the	“Popular	Will”	party.
His	 redressal	 strategies	 like	 rationing	 food	 and	 energy,	 and
increasing	power	cuts	to	save	energy	have	frustrated	the	public.
His	 alternate	 use	 of	 rhetoric	 and	 violence	has	 been	 criticized	 as	 a
tool	to	distract	Venezuelans	from	core	issues.

Since	when	has	Venezuelan	economy	been	struggling?

Venezuela	has	the	world’s	 largest	oil	 (extra-heavy	crude)	reserves.
The	country’s	excessive	dependence	on	its	oil	and	its	government’s
short-sightedness	are	the	chief	reasons	for	its	downfall.
The	rise	of	oil	prices	 in	 the	early	2000s	gave	Venezuela	 its	highest
funds	 in	 20	 years.	 The	 Hugo	 Chavez	 government	 then	 initiated
populist	policies	that	initially	boosted	the	Venezuelan	economy	and
increased	 social	 spending,	 significantly	 reducing	 economic
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inequality	and	poverty.	However,	the	government	did	not	save	for
the	future.
In	2001	Chavez	attempted	 to	 take	 control	of	PDVSA	 (Petroleum	of
Venezuela)	which	he	 felt	was	not	 contributing	enough	revenue	 to
the	state.	This	provoked	protest	from	PDVSA,	a	3-month	long	strike
characterized	 by	 layoffs,	 at	 the	 end	 of	 which	 substantial
macroeconomic	damage	and	rise	in	unemployment.
To	 curb	 the	 capital	 flight	 (rapid	 outward	 flow	 of	 capital	 from	 the
country	when	capital	holders	are	taxed)	during	and	after	the	strike
Chavez	 re-introduced	 currency	 controls.	 The	 long-term	 negative
effects	of	these	controls	led	to	restriction	on	imports.	This	proved	to
be	 very	 costly	 for	 Venezuela,	 a	 country	 which	 imports	 basic
amenities.
In	2013,	after	Chavez	died,	his	successor,	Nicolas	Maduro	won	by	a
narrow	margin.
By	 2015,	 the	 decline	 which	 was	 somewhat	 offset	 during	 Chavez’s
regime	was	 driven	 further	 by	 a	 slump	 in	 oil	 prices.	At	 the	 end	 of
2015,	 75	 percent	 of	 the	 goods	 were	 said	 to	 be	 in	 shortage	 and	 a
national	food	crisis	was	declared	in	February	2016.
With	 the	 arrival	 of	 drought	 oil	 production	 has	 been	 hampered,
pushing	the	country,	already	with	a	triple	digit	inflation,	even	more
closer	to	the	edge.
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Where	are	the	reasons	for	high	inflation	in	Venezuela?

Overdependence	on	oil	led	to	a	plunge	in	agricultural	and	industrial
production.	The	 country’s	dependence	on	 food	 imports	drastically
increased.	When	these	were	affected,	scarcity	led	to	inflation.
A	number	of	production	 facilities	–	 from	beverages	 to	dairy	 farms
and	 food	 production	 have	 been	 taken	 under	 the	 government’s
control.	The	rigid	price	control	imposed	by	the	government	makes
it	unprofitable	to	produce	these	commodities.	So,	production	is	not
to	its	full	capacity.
The	government	began	to	print	money	(rookie	mistake)	in	order	to
pursue	its	projects	without	a	corresponding	increase	in	production.
The	price	of	commodities	thus	became	costlier.
The	 wide	 gap	 (about	 50-110	 bolivars	 (official	 currency	 of
Venezuela))	 between	 the	 official	 and	 unofficial	 exchange	 rates
encourages	 importers	 to	cheat	by	 first	using	 the	official	market	 to
obtain	dollars,	 importing	 a	 fraction	of	 the	 goods	 that	 are	 required
and	 using	 the	 remaining	 dollars	 in	 the	 unofficial	market	 to	 get	 a
heap	 of	 bolivars	 that	 refuel	 the	 cycle.	 The	 loss	 in	 state-revenue
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expands	the	inflation.
Venezuela’s	 oil	 production	 is	 very	 expensive	 and	 the	 slump	 in
prices	affected	it.	The	decrease	in	revenue	with	no	other	means	of
revenue	to	make	it	up	caused	inflation.

Who	was	Nicolas	Maduro	before	he	became	the	President?

On	 14th	 April	 2013,	 Maduro	 became	 the	 President	 of	 Venezuela,
following	a	short	stint	as	the	Interim	President.
He	 had	 assumed	 Presidential	 responsibilities	 since	 Chavez’s	 death

on	March	5th,	2013.

On	13th	October	2012,	Maduro	was	appointed	as	the	Vice	President
by	Chavez	who	went	on	to	declare	him	as	his	successor.

On	 9th	 August	 2006,	 Maduro	 was	 appointed	 as	 foreign	 minister.
Javier	 Corrales,	 a	 professor	 of	 political	 science	 had	 contrasted
Maduro’s	political	 approach	with	Chavez’s,	 “There	are	 two	 sides	 to
Maduro.	 On	 the	 one	 hand,	 he	 has	 been	 behind	 some	 of	 the	 most
radical,	crazy	 foreign	policy	decisions	of	 the	Chavez	administration.
Support	for	Libya,	you	name	it,	all	the	radical	decisions,	he	has	been
behind	them.	But	he	also	has	been	behind	some	of	the	most	pragmatic
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and	conciliatory	decisions,	including	the	turnaround	in	relations	with
Colombia.”
He	was	the	Speaker	of	the	National	Assembly,	and	its	member	since
2000.
In	the	early	90’s	he	joined	the	Revolutionary	Bolivarian	Movement-
200	and	campaigned	for	Chavez’s	release	and	was	later	instrumental
in	the	inception	of	a	Socialist	party	in	support	of	Chavez.
His	 political	 career	 began	 in	 the	 1980’s	 when	 he	 became	 an
unofficial	 trade	 unionist	 at	 Caracas	Metro	 system.	He	was,	 at	 that
time	a	bus	driver	in	the	company.

How	can	Venezuela	overcome	this	crisis?

Tim	Worstall,	senior	fellow	at	the	Adam	Smith	Institute	says	that	the
Venezuelan	practice	of	messing	with	the	market	by	price	fixing	to
benefit	the	poor	has	rendered	a	no-win	situation.	He	points	out	that
a	better	way	to	realize	the	Venezuelan	goal	of	reducing	inequality	is
by	 following	 the	 Nordic	 approach	 of	 taxing	 the	 rich	 more	 and
giving	the	benefits	to	the	poor.
Alejandro	 Toledo,	 former	 president	 of	 Peru,	 says	 that	 a	 proper
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fiscal	 policy	 (the	 means	 by	 which	 a	 government	 adjusts	 its
spending	 levels	 and	 tax	 rates	 to	monitor	 and	 influence	 a	 nation’s
economy)	 is	 a	 crucial	 tool.	 He	 also	 advocates	 conditional	 cash
transfers:	payments	made	directly	to	poor	families	so	long	as	they
meet	certain	conditions,	 such	as	keeping	 their	 teenage	children	 in
school.	He	is	also	strongly	critical	of	Maduro’s	stifling	of	opposition
by	intimidation	and	arresting	Opposition	Party	members.
Other	solutions,	each	backed	by	a	political	party	are	solutions	 that
fall	into	five	broad	categories:	neoliberalism,	market-based	reform,
correction	and	maintenance	of	current	policies,	socialism	with	the
state,	and	socialism	without	the	state.
In	 the	 long	 term	 Venezuela	 should	 learn	 from	 its	 debacle	 due	 to
excessive	 dependence	 on	 the	 volatile	 oil	 market	 and	 wean	 away
from	it.

((( 	)))
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Economy	-	The	curious	case	of	Indian	Tax	Payers

In	a	pleasant	deviation	from	the	regular	news	of	bureaucratic	lethargy,
this	 time	 Income	 Tax	 department	 has	 acted	 swiftly	 to	 release	 the
Income	 Tax	 data	 whose	 publication	 was	 stopped	 long	 back.	 All	 this
happened	when	Aravind	Subramanian	(Chief	Economic	Advisor)	heard

Thomas	Piketty	 (Author	of	Capital	 in	 the	21st	 century)	 complaining	of
lack	of	transparency	in	Indian	Tax	system	because	of	lack	of	data.
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What	is	surprising	about	the	released	data?

Only	 2.9	 crore	 Indians	 filed	 personal	 income	 tax	 returns	 for	 the
assessment	year	2012-13	—	that	 is	 less	than	4	per	cent	 of	 the	760
million	adults	enumerated	in	the	2011	Census.
A	total	of	2.9	crore	individuals	filed	income	tax	returns	for	that	year,
but	1.62	crore	of	them	did	not	pay	any	tax	–	leaving	the	number	of
taxpayers	at	just	about	1.25	crore	which	was	close	to	one	per	cent
of	the	country’s	total	population	of	about	123	crore	at	that	time.
The	three	individuals	in	the	top-bracket	of	Rs.	100-500	crore	paid	a
total	tax	of	Rs.	437	crore	–	resulting	in	an	average	tax	outgo	of	Rs.
145.80	crore.	As	many	as	5,430	individuals	paid	income	tax	of	over
Rs.	1	crore.
The	 data	 will	 be	 duly	 mined,	 but	 in	 broad	 brushes	 they	 paint	 a
disturbing	profile	of	India’s	political	economy.	Due	to	the	failure	in
bringing	enough	well-off	Indians	into	the	direct	tax	net,	the	country
has	been	mobilising	revenue	through	indirect	tax	collection.
In	 2015-16,	 direct	 taxes	 contributed	 only	 51	 per	 cent	 of	 the	 tax
revenue,	 lower	 than	 in	 recent	 years	 (and	 even	 the	 government’s
expectations)	and	the	lowest	since	2007-08.
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Why	is	increase	in	indirect	income	tax	alarming?

An	 increasing	 share	of	 indirect	 taxes	 in	 total	 revenue	collection	 is
cause	for	alarm	because	indirect	taxes	affect	all	people	alike,	rich
and	poor.
Indeed,	 given	 that	 the	 poor	 generally	 spend	 a	 greater	 fraction	 of
their	 income	 on	 essentials	 than	 the	 rich	 do,	 with	 wider	 indirect
taxation,	 they	 end	 up	 paying	 a	 higher	 individual	 tax	 rate	 than
people	considerably	wealthier.
For	 a	 start,	 therefore,	 the	 time	 series	 data	 should	 nudge
policymakers	 to	 reframe	 tax	 governance	 priorities	 and	 rejig	 the
direct-indirect	tax	ratio	more	equitably	and	progressively.
It	is	not	just	that	indirect	taxation	needs	to	be	rationalised.	It	is	clear
from	the	income	tax	return	statistics	that	direct	taxes	continue	to	be
evaded	in	substantial	measure.
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When	does	it	become	difficult	to	accept	the	number	of	crorepatis	in
India?

Only	18,358	individuals	declared	incomes	of	over	Rs.1	crore	in	2012-
13,	 and	 1.5	 per	 cent	 of	 taxpayers	 accounted	 for	 over	 half	 the
personal	taxes	due.
These	numbers	do	not	square	up	with	sales	of	luxury	cars,	high-end
accessories,	gold	and	real	estate.

When	did	the	direct	tax	growth	rate	slow	down?

The	data	shows	that	direct	tax	collections	have	fallen	drastically	in	the
last	 five	 years,	 growing	 at	 an	 average	 annual	 rate	 of	 8.5	 per	 cent
between	 assessment	 years	 2011-12	 and	 2015-16,	 compared	 to	 the	 14.1
per	cent	over	the	previous	five	years.

Direct	 taxes	 are	 a	 consequence	 of	 income	 earned,	 unlike	 indirect
taxes.	Corporate	profits	have	not	grown	over	the	last	five	years.	In
fact,	 their	 growth	has	 dropped	 considerably.	 The	 collections	 are	 a
reflection	 of	 how	 this	 has	moved.	 Corporate	 taxes	 contribute	 the
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bulk	of	the	growth	in	direct	tax	collections.
The	 government	 data	 supports	 this.	 The	 precipitous	 drop	 in	 the
growth	rate	of	direct	tax	collections	was	accompanied	by	an	equally
dire	slowdown	in	the	growth	of	corporate	tax.
Corporate	 tax	 grew	 at	 an	 average	 annual	 rate	 of	 7.1	 per	 cent
between	 assessment	 years	 2011-12	 and	 2015-16,	 down	 from	 the
heady	15.6	per	cent	seen	in	the	previous	five	years.
The	 personal	 income	 tax	 data	 —	 which	 also	 includes	 securities
transaction	taxes	—	on	the	other	hand,	barely	witnessed	a	change	in
growth	rates	in	this	period,	growing	at	an	annual	average	of	9.1	per
cent	between	2011	and	2015,	just	0.2	percentage	points	slower	than
the	growth	seen	in	the	previous	five	years.

Where	does	the	use	of	this	data	lie?

Detailed	 income	 tax	data	 is	 now	available	 as	 the	Central	 Board	 of
Direct	Taxes	has	made	public	 information	on	 the	 total	number	of
taxpayers	in	the	country,	income	disclosed	in	IT	returns	by	various
category	of	taxpayers	etc.
This	is	a	long	overdue	first	step	in	encouraging,	as	the	department
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has	 stated,	 wider	 use	 and	 analysis	 of	 income	 tax	 data	 by
departmental	 personnel	 as	 well	 as	 various	 stakeholders	 including
economists,	 scholars,	 students,	 researchers	 and	 academicians	 for
purposes	of	tax	policy	formulation	and	revenue	forecasting.

Where	in	India	is	tax	growth	fastest?

Among	 the	 states,	Gujarat	 saw	 the	 fastest	 growth	 in	 its	 direct	 tax
collections,	 growing	 185	 per	 cent	 in	 FY2014-15	 to	 Rs	 12,577	 crore
compared	to	its	level	in	FY2008-09.
Tamil	 Nadu	 saw	 the	 next-fastest	 growth	 in	 the	 period,	 with	 its
direct	 tax	 collections	 growing	 116	 per	 cent	 to	 Rs	 20,651	 crore	 in
FY2014-15.
Maharashtra	 (112	per	cent)	and	West	Bengal	 (105	per	 cent)	were
the	other	states	seeing	rapid	growth	in	their	direct	tax	collections.

Note:	 Tamil	Nadu	has	huge	 investments	 especially	 in	 auto	 ancillaries.
The	 situation	 is	 the	 same	 in	 Gujarat.	 The	 growth	 rate	 seems	 to	 be	 a
function	of	 industrialisation	and	where	 the	 corporates	 choose	 to	have
their	registered	offices.
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Who	is	paying	how	much	tax?

Just	 one	 per	 cent	 of	 individuals,	 who	 declared	 their	 income	 in
assessment	 year	 2012-13,	 accounted	 for	 almost	 20	 per	 cent	 of	 the
taxable	income,	according	to	the	released	data.
Among	corporates,	however,	this	 imbalance	is	starker,	with	a	 little
more	than	5	per	cent	of	the	companies	accounting	for	a	whopping
94	per	cent	of	the	taxable	income.
Interestingly,	 the	data	shows	 that	 there	were	13.3	 lakh	 individuals
declaring	an	income	of	more	than	Rs	10	lakh	a	year	—	the	section	of
people	the	government	has	excluded	from	the	LPG	subsidy.

How	is	taxation	important	for	economy?

As	stressed	in	the	Centre’s	Economic	Survey	this	year,	taxation	is	a
core	element	of	modern	citizenship	in	democracies.
India	may	have	chosen	taxation	as	citizens’	central	obligation,	but
its	 direct	 tax	 revenue	 base	 is	 too	 narrow	 —	 an	 uncomfortable
position	 for	 an	 economy	 steadfastly	 trying	 to	 scale	 up	 social	 and
infrastructure	investments	while	maintaining	a	semblance	of	fiscal
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discipline.
The	 government	 needs	 to	 push	 through	 meaningful	 reform	 like
taxing	 large	 farm	 incomes	 and	 rationalising	 bounties	 enjoyed	 by
the	well-off,	to	widen	the	base.
Most	importantly,	however,	it	needs	to	match	the	databases	already
available	to	prevent	tax	evasion,	something	that	only	needs	political
will.

((( 	)))
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Economy	-	FMCG	business:	drying	up	with	drought

Two	 years	 ago,	 when	 curious	 marketers	 visited	 villages,	 they	 were
filled	with	optimism	as	consumers	up-traded	to	cream	biscuits	and	hair
conditioners.	 Today,	 insufficient	 rains,	 reduction	 in	 subsidies	 and
prevailing	 drought	 conditions	 in	 some	 states	 have	 resulted	 in
consumers	down-trading	to	cheaper	alternatives.	The	scenario	does	not
augur	well	for	the	fast-moving	consumer	goods	(FMCG)	industry,	which
thrives	on	people	moving	up	the	value	chain.
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What	is	troubling	the	FMCG	sector?

Drought	 conditions	 have	 hit	 consumption	 in	 rural	 markets,	 with
volume	 growth	 slowing	 to	 3-4	 per	 cent	 in	 the	 past	 two	 quarters,
compared	with	the	10	per	cent	growth	at	the	start	of	financial	year
2016.
According	to	data	from	market	research	agency	IMRB,	consumption
volume	 in	 rural	 areas,	 across	 three	 categories	 –	 household	 goods,
personal	 care	 and	 food	 &	 beverage	 –	 grew	 by	 just	 4	 per	 cent	 in
January-February	versus	the	corresponding	period	last	year.
In	 terms	of	value,	 too,	growth	has	shrunk	 to	6	per	cent	compared
with	11	per	cent	growth	at	the	beginning	of	2016.
This	 is	 bad	news	 for	 FMCG	companies,	which	are	 looking	 to	 rural
consumption	 to	 fuel	 demand	 as	 the	 volume	 growth	 in	 urban
consumption	had	slowed	down	a	year	ago.

Why	is	rural	growth	slipping?

Over	 one	 to	 one-and-half	 years,	 rural	 demand	 has	 tapered	 off	 as
compared	with	urban	demand	and	it	has	now	started	to	fall	more.
This	has	happened	despite	FMCG	companies	bringing	down	prices
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and	the	government	taking	several	measures	in	the	Budget	to	spur
rural	consumption.
India	 is	 seeing	a	deteriorating	 ‘wealth	effect’	on	agri-economy	due
to	falling	prices	of	agri	products,	which	has	impacted	consumption
in	 rural	 India.	 Basically,	 the	 rural	 households	 are	 earning	 less;
therefore	they	are	spending	less.
Any	 increase	 in	 minimum	 support	 price	 (MSP)	 as	 seen	 in	 the
previous	few	years	is	going	to	have	an	incrementally	positive	effect
on	rural	wealth.
It	will	 take	at	 least	another	 two	quarters	 for	 the	benefits	 to	 trickle
down.	There	will	be	volume	growth,	but	at	 a	much	 lower	pace	 in
rural	India.

When	can	the	situation	get	worse	for	the	sector?

Volume	growth	for	the	FMCG	industry	continues	to	be	challenging
in	Q4,	 especially	 in	 rural	markets	where	 growth	has	 continued	 to
slow	down.
Prevailing	drought	conditions,	and	a	prediction	of	late	monsoon	will
reduce	the	demand	further	in	the	short	term.
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With	 crude	 oil	 prices	 recovering	 from	 their	 lows	 and	 inflation
resurfacing	 in	certain	commodities,	pricing-led	growth	 is	expected
to	come	back	in	FY17,	albeit	at	a	lower	level.
Among	the	three	broad	categories,	it	is	the	consumption	dip	in	the
food	 &	 beverage	 category	 that	 primarily	 accounted	 for	 subdued
rural	demand.
Volume	 growth	 in	 the	 food	 &	 beverage	 segment	 brought	 down
overall	 demand	 –	 from	 11	 per	 cent	 in	 the	 April-June	 quarter	 last
year	to	3	per	cent	in	the	last	quarter	and	the	first	two	months	of	this
year.

Where	can	certain	schemes	be	helpful	in	boosting	rural	demand?

Budget	2016	puts	Rural	India	in	the	forefront,	with	a	massive	hike	in
allocation.	 The	 Budget	 announcements	 will	 take	 6-12	 months	 to
show	results.
Finance	Minister	Arun	 Jaitley	 in	his	 Budget	 speech	 announced	 an
allocation	of	Rs	87,765	crore	for	the	rural	sector.	New	schemes	like
Rashtriya	Gram	Swaraj	Abhiyan	and	increased	allocation	for	 the
existing	 schemes	 like	 MGNREGA	 and	 Deendayal	 Upadhyaya
Antyodaya	Yojana	are	expected	to	boost	rural	consumption	in	the
long	run.
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If	 the	 rain	 god	 is	 kind	 this	 year	 (the	 India	 Meteorological
Department	 has	 predicted	 above-normal	 monsoon),	 the	 FMCG
sector	should	be	able	to	see	an	uptick	in	demand	in	the	rural	area
too	over	a	period	of	time.
The	 overall	 economy	 also	 has	 to	 grow	 because	 if	 the	 economy
grows	wealth	is	created	within	people	and	then	that	leads	to	higher
aspiration	levels	and	higher	spending.
Some	of	the	initiatives	which	the	government	will	have	to	take	this
year	 include	 implementation	of	 the	 Seventh	Pay	Commission	and
One	Rank	One	Pension	 (OROP).	These	should	also	start	having	 the
overall	impact	on	demand	in	urban	areas	also.

Who	is	being	affected	by	slackening	rural	demand?

Marico,	 which	 has	 a	 34	 per	 cent	 share	 coming	 from	 the	 rural
markets,	has	been	peddling	its	brands	like	Nihar	Shanti	Amla	along
with	 Parachute	 coconut	 oil	 in	 these	markets.	 In	 spite	 of	 lowering
prices	of	many	of	its	popular	mass	brands,	it	is	not	seeing	a	growth
in	rural	demand.
Rural	 consumption	 has	 been	 severely	 hit	 by	 two	 years	 of
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consecutive	 drought.	 It	 has	 hit	 valuations	 of	 many	 rural-linked
companies.
FMCG	players	such	as	Nestle	India,	Tata	Global	Beverages,	Colgate-
Palmolive	and	Dabur	India	declined	between	16	per	cent	and	25	per
cent,	while	ITC	and	Hindustan	Unilever	have	risen	mere	2	per	cent
each	during	the	last	one	year,	suggesting	volume	growth	concerns.
Some	 FMCG	 companies	 such	 as	 GCPL	 and	 Marico,	 meanwhile,
performed	well	during	the	period.

How	important	is	the	rural	sector	to	the	FMCG	sector?

The	rural	market	contributes	35-40%	sales	to	the	FMCG	industry	in
India.	 Although	 rural	 India	 still	 holds	 the	 promise	 of	 the	 bright
future	 that	 FMCG	 companies	 are	 looking	 up	 to	 for	 long-term
growth,	it	currently	poses	a	serious	challenge.
Till	 then,	 companies	 believe	 focusing	 on	 growth	drivers	would	be
critical	 to	 ensure	 overall	 sales	 don’t	 slow	 down.	 The	 top	 45,000
villages	out	of	the	total	6	lakh	villages	account	for	50%	of	the	rural
economy.
Meanwhile,	 FMCG	 companies	 are	 gearing	 up	 to	 face	 the	 drought-
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affected	markets.
Others	like	Marico	are	extending	price	drops	on	certain	products	in
drought-affected	States	–	Maharashtra	and	Telangana.

((( 	)))
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Economy	-	Revisiting	India’s	GDP	debate

With	 the	Reserve	Bank	of	 India	 (RBI)	 finally	publishing	estimates	of
gross	value	added	(GVA)	derived	from	the	Ministry	of	Corporate	Affairs
(MCA)	 database,	 it	 is	 now	 possible	 to	 examine	 whether	 the	 criticism
levied	against	the	new	gross	domestic	product	(GDP)	series	is	justified	or
not.	Of	particular	interest	is	the	rather	contentious	issue	of	just	what	has
been	driving	GDP	growth.
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What	is	revealed	by	the	RBI	data?

The	central	bank	has	released	two	data	files.

The	 first	 details	 value	 added	 by	 239,398	 non-government	 non-
financial	private	limited	companies.	These	companies	form	the	so-
called	micro,	small	and	medium	enterprises	(MSME)	sector.
The	 second	 data	 set	 pertains	 to	 16,923	 non-government	 non-
financial	 public	 limited	 companies,	 which	 are	 predominantly	 the
big	companies.

According	 to	 these	 data	 sets,	 GVA	 by	 smaller	 companies	 grew	 at	 a
staggering	pace,	 estimated	at	 16.9	per	 cent	 in	2014-15.	By	 comparison,
GVA	of	larger	companies	grew	at	a	modest	10.5	per	cent.

For	 the	manufacturing	 sector,	GVA	by	 the	MSME	 sector	 grew	at	 a
scorching	pace	of	16.2	per	cent	in	2014-15,	though	GVA	by	the	public
limited	companies	also	grew	at	a	robust	12	per	cent.

Why	is	India’s	recent	growth	rate	a	subject	of	skepticism?

643



Data	from	the	MCA	site	show	that	at	the	end	of	2012-13,	there	were	a
total	of	705,454	private	limited	companies	and	49,727	public	limited
companies.	Currently	there	are	over	a	million	active	companies.
The	 difference	 between	 the	 numbers	 of	 companies	 is	 largely
because	not	all	the	companies	in	the	MCA	database	regularly	file
returns.	 So	 the	 Central	 Statistical	 Office	 (CSO)	 takes	 data	 of	 the
companies	 that	 has	 been	 updated	 and	 blows	 it	 up	 to	 arrive	 at	 an
estimate	of	all	companies.
This	is	where	it	gets	hazy.	The	exact	blowing-up	factor	used	for	this
is	 not	 available	 in	 the	 public	 domain.	 Conversations	 with	 the
Ministry	 of	 Statistics	 and	 Program	 Implementation	 officials	 reveal
that	the	factor	used	to	blow	up	is	the	ratio	of	the	paid-up	capital	of
all	 active	 companies	 registered	 with	 the	 MCA	 to	 that	 of	 the
companies	actually	used	for	GVA	calculations.
If	this	is	correct,	then	using	data	released	by	the	RBI,	the	blowing-up
factor	for	smaller	companies	works	out	to	4.48,	while	for	the	larger
ones	it	is	3.35.
But	 this	 process	 is	 contentious.	 And	 as	 that	 in	 turn	 would	 affect
growth	 rates,	 skepticism	about	 growth	 rates	under	 the	new	 series
persists.
The	 official	 number	 (of	 companies)	 is	 spurious	 because	 large
swathes	 of	 small	 companies	 are	 fictitious/bogus/shell	 companies
which	 rarely,	 if	 ever,	 submit	 their	 audited	 balance	 sheet	 to	MCA.
Therefore,	 “blowing	 up”	 for	 the	 imaginary	 universe	 of	 active
companies	 could	 cause	 an	 over-estimation	 of	 the	 size	 and	 growth
rates	of	private	corporate	sector.
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When	did	the	new	series	show	jump	in	growth?

There	 have	 been	 heated	 debates	 over	 India’s	 recent	 growth
estimates	put	out	by	the	Central	Statistics	Office	(CSO)	—	and	rightly
so.
Till	 2014,	 concerns	 about	 the	 prolonged	 slowdown	 that	 gripped
Indian	economy	were	rampant.	But	this	gloom	would	be	dispelled
after	 the	 CSO	 released	 new	 gross	 domestic	 product	 (GDP)	 data	 in
January	2015.
The	 revised	 growth	 number	 for	 GDP	 revealed	 that	 the	 Indian
economy	had	actually	been	surging	over	the	last	two	years.
2013-14	 was,	 in	 fact,	 a	 year	 of	 sharp	 recovery	 in	 the	 Indian
economy.	 The	 2015	 fiscal	 had	 been	 even	 better,	 with	 the	 GDP
growth	by	a	solid	7.3	per	cent.
The	 revision	has	bumped	up	 India’s	 growth	numbers	 sharply	and
puts	 them	 at	 odds	 with	 other	 leading	 indicators	 of	 industrial
activity,	 such	 as	 the	 Index	 of	 Industrial	 Production	 (IIP),	 which
continues	to	show	weakness.
Economists	 are	 baffled	 at	 how	 such	 a	 sharp	 growth	 could	 go
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unnoticed	when,	at	 the	ground	level,	companies	are	still	grappling
with	weak	demand,	high	debt	and	low	earnings.

Where	does	the	new	method	differ	from	the	previous	one?

Larger	universe

The	new	GDP	incorporates	more	comprehensive	data	on	corporate
activity	than	the	old	one.
Earlier,	 data	 from	 the	 Annual	 Survey	 of	 Industries	 (ASI),	 which
comprises	over	two	lakh	factories,	was	used	to	gauge	activity	in	the
manufacturing	sector.
Now,	 annual	 accounts	 of	 companies	 filed	 with	 the	 Ministry	 of
Corporate	Affairs	—	MCA21	—	has	been	used.	This	is	said	to	include
around	five	lakh	companies,	bringing	in	more	companies	from	the
unlisted	and	informal	sectors.
Until	now,	the	manufacturing	data	was	compiled	factory-wise.	Now,
activity	 at	 the	 enterprise-level	 is	 taken.	 This	 means	 selling	 and
marketing	 expenses	 are	 also	 reckoned,	 instead	 of	 just	 production
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costs.

Beyond	factor	cost

Under	the	old	method,	GDP	was	calculated	at	factor	cost;	now	it	will
be	done	at	basic	prices.
For	 arriving	 at	 the	 new	 gross	 value	 added	 (GVA)	 at	 basic	 prices,
production	taxes,	such	as	property	tax,	are	added	and	subsidies	are
subtracted	from	GDP	at	factor	cost.	Put	simply,	GVA	at	basic	price
represents	what	accrues	 to	 the	producer,	before	 the	product	 is
sold.

What	the	customer	pays

While	the	growth	in	the	economy	under	the	old	series	was	gauged
by	 the	 growth	 in	 GDP	 at	 factor	 cost,	 under	 the	 new	 series,	 the
headline	 growth	 is	 based	 on	 GDP	 at	 constant	 market	 prices	 —
involving	more	 adjustments	 to	 the	 above	 calculated	 GVA	 at	 basic
prices.
The	price	paid	by	the	consumer	is	not	the	same	as	the	revenue
received	by	the	producer.This	is	because	of	the	taxes	that	are	paid
to	 the	 government	 in	 the	 form	 of	 indirect	 taxes.	 Similarly,	 the
consumer	may	receive	subsidies	on	food	or	petrol.
The	 indirect	 taxes	 are	 added	 while	 subsidies	 are	 subtracted	 from
GVA	at	basic	price.
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Who	calculates	GDP	in	India?

The	Central	 Statistics	Office	 (CSO),	 under	 the	Ministry	 of	 Statistics	 and
Program	 Implementation,	 is	 responsible	 for	 macroeconomic	 data
gathering	and	statistical	record	keeping.

Its	processes	involve	conducting	an	annual	survey	of	industries	and
compilation	 of	 various	 indexes	 like	 the	 Index	 of	 Industrial
Production	(IIP),	Consumer	Price	Index	(CPI),	etc.
The	 CSO	 coordinates	 with	 various	 federal	 and	 state	 government
agencies	and	departments	to	collect	and	compile	the	data	required
to	calculate	the	GDP	and	other	statistics.
For	example,	data	points	specific	 to	manufacturing,	crop	yields,	or
commodities,	which	are	used	 for	 the	Wholesale	Price	 Index	 (WPI)
and	 CPI	 calculations,	 are	 gathered	 and	 calibrated	 by	 the	 Price
Monitoring	Cell	 in	 the	Department	 of	 Consumer	Affairs	under	 the
Ministry	of	Consumer	Affairs.
Similarly,	production-related	data	used	for	calculating	IIP	is	sourced
from	 the	 Industrial	 Statistics	 Unit	 of	 the	Department	 of	 Industrial
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Policy	 and	 Promotion	 under	 the	 Ministry	 of	 Commerce	 and
Industry.
All	the	required	data	points	are	collected	and	aggregated	at	the	CSO
and	used	to	arrive	at	GDP	numbers.

How	have	economists	reacted	to	the	RBI	data?

Economist	Surjit	Bhalla,	one	of	the	few	vocal	supporters	of	the	new
GDP	series,	has	 taken	 these	growth	rates	 to	 support	his	 claim	 that
the	 controversy	 surrounding	 the	 new	 GDP	 series	 is	 completely
unwarranted.	The	small	companies	indeed	grew	at	a	furious	pace.
But	R	Nagaraj,	professor	at	Indira	Gandhi	Institute	of	Development
Research,	 highlights	 that	 the	 problem	 is	 that	 the	 contribution	 of
smaller	 companies	 to	 GVA	 is	 minuscule:	 just	 2.1	 per	 cent	 of
domestic	output.
So,	 a	 large	 number	 of	 small	 companies,	 though	 growing	 at	 a	 fast
pace,	actually	contribute	a	very	small	percentage	to	the	GDP.	How
can	they,	then,	move	the	overall	GDP	by	as	much	as	the	new	series
shows?
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The	debate	 is	 still	not	 settled.	More	numbers	are	needed	 to	 justify	 the
new	GDP	numbers	of	India.

((( 	)))
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Economy	-	Wilful	defaulters	–	the	bandits	of	tax	payer’s
money

Wilful	defaulters	owe	 India’s	public	 sector	banks	 (PSBs)	a	 staggering
Rs.	 66,190	 crore	at	 the	end	of	 2015,	up	138%	 from	 three	years	ago.	Rs
1.73	 lakh	 crore	 of	 public	 sector	 bank	money	 is	 stuck	 in	 top	 100	 non-
performing	 accounts	 as	 of	 Dec	 2015.	 At	 these	 times,	 the	 proposed
Bankruptcy	 code	 seems	 to	be	 the	only	 savior	 for	 Indian	banks,	which
have	limited	options	at	their	disposal.
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What	are	the	numbers	on	the	practice	of	wilfully	defaulting	in	India?

Jayant	 Sinha,	Minister	 of	 State	 for	 Finance,	 informed	Rajya	 Sabha
that	 the	 number	 of	 wilful	 defaulters,	 as	 of	 December	 2015,	 is
estimated	to	be	7,686	who	owe	Rs	66,190	crore	 to	 the	state-owned
banks.
He	 also	 said	 that	 the	 total	 outstanding	 amount	 in	 top	 100	 non-
performing	accounts	(NPAs)	with	public	sector	banks	(PSBs)	was	Rs
1.73	lakh	crore	as	of	December	2015.
He	said	the	number	of	wilful	defaulters	of	PSBs	rose	from	5,554	in
2012	 to	 7,686	 in	 2015	 (as	 of	 December	 2015)	 while	 the	 amount
involved	more	than	doubled	to	Rs	66,190	Cr	from	Rs	27,749	Cr.
In	his	written	reply	to	the	Upper	House,	he	mentioned	that	the	total
exposure	of	 top	50	defaulters	of	PSBs	as	of	December	2015	was	Rs
1,21,832	Cr.
He	has	also	informed	the	Parliament	that	there	were	1,365	borrower
accounts	having	outstanding	of	more	than	Rs	500	crore	at	the	end	of
December	2015.
He	said	that	the	government	has	taken	specific	measures	to	address
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issues	 in	sectors	such	as	 infrastructure,	steel	and	textiles,	where
instances	of	NPAs	are	high.
It	 is	 observed	 that	 these	 ‘wilful	 defaulters’	 have	 not	 repaid	 their
loans	to	public	sector	banks	despite	having	the	ability	to	do	so.

Why	are	big	defaults	rising	in	India?

29	state-owned	banks	wrote	off	a	total	of	Rs	1.14	lakh	crore	of	bad
debts	between	2013	and	2015,	much	more	than	they	had	done	in	the
preceding	9	years.
In	response	to	an	RTI	application,	 the	RBI	disclosed	that	while	bad
debts	stood	at	Rs	15,551	Crore	 for	 the	 financial	year	ending	March
2012,	 the	amount	had	 increased	 three	 times	 to	Rs	52,542	Crore	by
March	2015.
The	money	that	defaulters	owe	Indian	banks	has	grown	9-fold	over
13	 years,	 and	 is	 more	 than	 1.5	 times	 the	 Union	 Government’s
allocation	for	agriculture	and	farmer	welfare	(Rs	35,984	Crore)	in	the
2016-2017	Union	Budget.
It	 is	often	alleged	 that	 this	 is	not	due	 to	a	 system	failure	or	global
economic	 slowdown	 but	 due	 to	 unwritten	 and	 illegal	 directions
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from	political	bosses	to	give	tax	payer	money	as	loans	and	to	write
off	those	loans	when	unpaid.
Sanat	 Dutta,	 a	 lawyer	 who	 has	 been	 associated	 with	 nationalized
banks	 and	 debt	 recovery	 tribunals	 for	more	 than	 10	 years,	 says	 -
“Government	banks	face	immense	pressure	from	parliamentarians	to
provide	 loans	 to	 corporate.	 The	 politician-bureaucrat-corporate
nexus	is	very	strong”.

When	did	SEBI	decide	to	place	restrictions	on	wilful	defaulters?

In	 March	 2016,	 market	 regulator,	 Securities	 and	 Exchange	 Board	 of
India	(SEBI),	barred	‘wilful	defaulters’	of	bank	loans	from	accessing	the
capital	market	or	to	acquire	another	listed	entity	as	part	of	its	attempts
to	tighten	the	regulatory	framework.

The	regulator	has	decided	that	if	a	listed	entity	or	its	promoter	has
been	 declared	 a	 wilful	 defaulter	 then	 such	 an	 entity	 will	 not	 be
allowed	to	make	a	public	 issue	of	equity	shares,	debt	or	any	other
convertible	securities.
A	wilful	 defaulter	would	 also	 not	 be	 allowed	 to	 take	 control	 over
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other	listed	entities.
These	 new	 norms	 were	 based	 on	 the	 regulations	 framed	 by	 the
Reserve	 Bank	 of	 India	 (RBI)	 that	 lays	 down	 safeguards	 to	 be
exercised	 by	 banks	 to	 contain	 the	 financial	 activities	 of	 a	 wilful
defaulter.
As	per	 the	 regulatory	definition	 as	 furnished	by	 the	RBI,	 a	 ‘wilful
defaulter’	is	an	entity	that	defaults	on	its	payment	obligations	even
if	it	has	the	financial	capacity	to	pay	back	the	debts.
RBI	Governor	emphasized	that	in	cases	where	there	is	a	deliberate
attempt	to	delay	the	process	of	recovery	after	due	process	is	being
followed,	 the	 bank	 would	 declare	 such	 borrowers	 as	 ‘non-
cooperative’.

Where	can	the	banks	get	help	from?

A	 long-awaited	 Indian	 bankruptcy	 code,	 which	 may	 soon	 win
parliamentary	approval,	should	help	all	the	state	banks	trying	to	recover
bad	loans.

The	 Insolvency	 and	 Bankruptcy	 Code,	 2015	 seeks	 to	 create	 a
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unified	 framework	 for	 resolving	 insolvency	 and	 bankruptcy	 in
India.	 Insolvency	 is	a	 situation	where	 individuals	or	organizations
are	unable	to	meet	their	financial	obligations.
The	 Code	 seeks	 to	 repeal	 the	 Presidency	 Towns	 Insolvency	 Act,
1909	and	Provincial	Insolvency	Act,	1920.	 In	addition,	 it	 seeks	 to
amend	 11	 laws,	 including	 the	 Companies	 Act,	 2013,	 Recovery	 of
Debts	 Due	 to	 Banks	 and	 Financial	 Institutions	 Act,	 1993	 and	 Sick
Industrial	Companies	 (Special	Provisions)	Repeal	Act,	 2003,	among
others.
The	 Code	 will	 apply	 to	 companies,	 partnerships,	 limited	 liability
partnerships,	 individuals	 and	 any	 other	 body	 specified	 by	 the
central	government.

The	bill	was	referred	to	a	30-member	joint	committee	of	the	Parliament
for	 further	 scrutiny	 and	 a	 report	 was	 submitted	 recently	 by	 this
committee.	[As	it	is	a	Money	Bill,	the	Rajya	Sabha	cannot	vot	on	it]

The	 joint	 committee	 suggested	 inserting	 two	 new	 clauses	 in	 the
draft	 legislation	 to	 deal	 with	 cross-border	 insolvency:	 One,	 the
central	 government	 may	 enter	 into	 an	 agreement	 with	 a	 foreign
country	 for	 enforcing	 provisions	 of	 the	 Code.	 Two,	 a	 letter	 of
request	to	a	country	outside	India	seeking	information.

656



Who	are	India’s	biggest	wilful	defaulters?

Above	 is	 the	 list	of	18	 top	borrower	accounts,	who	owe	at	 least	Rs
500	 Crore	 to	 different	 banks	 and	who	 have	 been	 tagged	 as	wilful
defaulters.	 The	 RBI	 has	 handed	 over	 their	 names	 to	 the	 Supreme
Court,	but	with	a	rider.
The	RBI	had	 initially	 insisted	 secrecy	with	 respect	 to	 these	names
citing	 the	 commercial	 sensitivity	 of	 the	 issue.	 The	 apex	 bank’s
contention	was	that	if	the	name	of	a	company,	which	is	in	genuine
stress	 and	 thus	 a	 defaulter,	 is	 disclosed,	 it	 can	 damage	 the	 firm’s
health	further	and	‘may	magnify	the	failure	of	business	rather	than
mitigating	it.’

Who	was	the	head	of	high	level	Bankruptcy	Law	Reform	Committee
(BLRC)?

To	 fix	 the	 issues	with	 the	 current	 insolvency	 regime,	 the	 government
had	set	up	a	high	level	Bankruptcy	Law	Reform	Committee	(BLRC)	 in
August	2014	under	Dr.	T.	K.	Viswanathan	(former	Law	Secretary).
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This	 committee	 had	 submitted	 its	 report	 in	November	 2015	while
suggesting	new	institutions	and	structures	to	modernize	the	present
outdated	system.	The	committee	recommended	a	structure	similar
to	efficient	insolvency	regime	across	the	world.

How	 effective	 is	 the	 ‘wilful	 defaulter’	 tag	 in	 helping	 the	 banks
recover	their	dues?

The	RBI	has	mandated	that,	once	a	company	is	identified	as	a	wilful
defaulter,	such	institutions	and	their	promoters	cannot	access	funds
from	any	other	banks	or	financial	institution.
But,	according	to	senior	bankers,	the	recovery	from	wilful	defaulter
accounts	has	been	remarkably	poor.

Case-in-point:	 Kingfisher	 Airlines’	 Vijay	 Mallya	 has	 been	 tagged	 as	 a
‘wilful	defaulter’	by	at	least	three	banks,	yet,	there	has	been	no	progress
on	the	loan	recovery	process	in	this	case.	He	owes	over	Rs	9,000	Crore	to
a	 host	 of	 17-banks	 and	 left	 the	 country	 amid	 investigations	 and	 court
cases	against	him	on	the	default	case.

Compared	 with	 a	 normal	 NPA	 account,	 the	 recovery	 in	 wilful
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defaulter	 account	 is	 even	 more	 difficult	 for	 banks	 because	 these
accounts	 are	 tagged	 as	wilful	 defaulter	 accounts	 since	 there	 is	 no
intent	to	pay	back.
Also,	 such	 crony	 promoters	 are	 influential	 in	 political	 circles	 and
bureaucracy	and	have	the	money	power	to	fight	long	legal	battles.
This	leaves	the	banks	with	the	only	option	–	to	fight	these	defaulters
in	courts	for	years	by	which	time	the	value	of	the	underlying	asset
would	have	eroded	sharply	leaving	banks	with	nothing	to	recover.

((( 	)))
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Economy	-	US	economy	slowing	down?

U.S.	economic	growth	fell	sharply	to	its	slowest	pace	in	two	years	as
consumer	spending	softened	and	a	strong	dollar	continued	to	undercut
exports,	but	a	pick-up	 in	activity	 is	anticipated	given	a	buoyant	 labour
market.	Almost	all	sectors	of	the	economy	weakened	in	the	first	quarter,
except	 the	 housing	 sector.	 The	 slowdown,	 if	 not	 reversed,	 may
endanger	the	recovery	after	the	2008	Financial	Crisis.
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What	are	the	latest	growth	and	job	numbers	from	the	US?

Gross	 Domestic	 Product	 (GDP)	 increased	 at	 a	 0.5	 per	 cent	 annual
rate,	 the	 slowest	 since	 the	 first	 quarter	 of	 2014	 as	 businesses
doubled	down	on	efforts	to	reduce	unwanted	merchandise	clogging
up	warehouses.
Trade	 subtracted	 0.34	 percentage	 point	 from	 GDP	 growth,	 with
dollar	strength	weighing	on	exports	and	sucking	in	imports.
The	 dollar	 gained	 20	 per	 cent	 versus	 the	 currencies	 of	 the	United
States’	trading	partners	between	June	2014	and	December	2015.	This
adversely	affected	the	exporters.
Applications	for	unemployment	benefits	are	near	a	43-year	low	and
employment	 gains	 averaged	 209,000	 jobs	 per	 month	 in	 the	 first
quarter.
Initial	claims	for	state	unemployment	benefits	increased	9,000	to	a
seasonally	adjusted	257,000	for	the	week	ended	April	23.
Jobless	claims	have	been	below	300,000,	a	threshold	associated	with
healthy	 labor	market	 conditions,	 for	 60	weeks,	 the	 longest	 stretch
since	1973.
The	number	of	people	still	receiving	benefits	after	an	initial	week	of
aid	decreased	5,000	to	2.13	million	in	the	week	ended	April	16,	the
lowest	since	November	2000.
The	jobless	rate	remained	at	5%	and	average	hourly	earnings	rose
2.5%.
The	share	of	working-age	Americans	who	are	employed	or	at	least
looking	for	a	job	fell	0.2%	to	62.8%.
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Why	is	growth	slowing	down	in	America?

Exports,	which	are	being	made	more	expensive	by	a	strong	dollar,
are	shrinking;	and	oil	and	gas	firms	are	reducing	their	investment	in
response	to	cheap	oil.
Until	 recently,	 decent	 consumer-spending	 growth	 had	 kept	 things
moving.	 Now	 consumer	 spending	 has	 decelerated	 too,	 dragging
growth	down.
Savings	rose	to	a	lofty	$712.3	billion	from	$678.3	billion	in	the	fourth
quarter.	The	savings	rate	has	increased	from	4.8%	in	2014	to	5.4%	in
the	fourth	quarter	of	2015,	the	highest	level	in	three	years.
Consumer	spending,	which	accounts	for	more	than	two-thirds	of
U.S.	economic	activity,	 increased	at	a	1.9	per	 cent	 rate.	That	was
the	 slowest	 since	 the	 first	 quarter	 of	 2015	 and	was	 a	 deceleration
from	the	fourth	quarter’s	2.4	per	cent	rate.
Income	at	the	disposal	of	households	after	accounting	for	taxes	and
inflation	 increased	 2.9	 per	 cent	 in	 the	 first	 quarter	 after	 rising	 2.3
per	cent	in	the	prior	period.
In	 the	 first	quarter,	businesses	accumulated	$60.9	billion	worth	of

662



inventory,	down	from	$78.3	billion	in	the	fourth	quarter.

When	did	the	US	start	recovering	from	the	2008	Financial	Crisis?

In	2008	the	world	economy	faced	its	most	dangerous	crisis	since	the
Great	Depression	of	the	1930s.
The	Great	Recession	officially	began	in	December	2007	and	ended	in
June	2009,	according	to	the	National	Bureau	of	Economic	Research,
which	determines	 the	start	and	end	dates	of	U.S.	 recessions	based
on	a	range	of	economic	indicators.
Employment	fell	by	6.3	per	cent	—	more	than	twice	the	decline	in
the	 1981	 recession,	 three	 times	 the	 decline	 in	 the	 2001	 recession,
and	four	times	the	decline	in	the	1990	recession.
Early	 into	 the	 recovery,	 roughly	 11	 million	 jobs	 were	 needed	 to
restore	the	unemployment	rate	to	pre-recession	levels.
In	2014	 that	number	stood	at	an	 improved,	but	still	a	staggering	7
million	jobs	were	needed.	Less	than	40	per	cent	of	the	employment
shortfall	caused	by	the	Great	Recession	has	been	closed.
The	 economy	has	 added	 198,000	 jobs	 per	month	 on	 average	 over
the	 year	 2013.	 If	 that	 pace	 of	 hiring	was	 sustained,	 it	 would	 take
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nearly	 another	 five	 years	 to	 restore	 pre-recession	 unemployment
rates.
The	 Congressional	 Budget	 Office	 estimates	 that	 potential	 GDP
growth	averaged	2.2	per	cent	over	2002-13	(driven	by	productivity
and	population	growth)	and	is	projected	to	average	2.1	per	cent	over
2014-24.
Complete	recovery	from	the	severe	downturn	remains	years	away.

Where	are	the	strengths	and	weaknesses	in	the	US	economy?

Economic	Strengths:
The	 world’s	 largest	 economy:	 It	 is	 twice	 as	 large	 as	 its	 nearest
competitor,	China.	The	2.2%	GDP	growth	since	the	Great	Recession
ended	in	June	2009	is	not	especially	robust	but	it	is	among	the	best
in	the	developed	world.
World	 leadership:	 The	 U.S.	 dominates	 international	 finance,
technology,	 higher	 education	 and	 popular	 culture.	 ‘Made	 in
America’	carries	weight	in	international	trade.
The	U.S.	Dollar:	It	dominates	world	currency	because	of	its	strength
and	stability.	This	protects	 the	value	of	 the	dollar	relative	 to	other
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currencies.
Economic	Weaknesses:
Massive	 Debt:	 The	 public	 debt	 (on	 which	 we	 pay	 interest)	 now
stands	at	74%	of	GDP,	the	largest	since	right	after	the	end	of	WWII.
As	 the	 currently	 low	 interest	 rates	 inevitably	 continue	 to	 rise,
interest	payments	on	the	debt	will	skyrocket	creating	a	huge	burden
on	future	American	generations.
Demographic	Challenges:	Payouts	for	Social	Security,	Medicare	and
Medicaid	 are	 continuing	 to	 grow	 rapidly,	 thereby	 putting	 upward
pressure	on	annual	deficits	as	well	as	accumulated	debt.
Slow	Growth	Environment:	The	economist	Robert	Gordon	makes	a
persuasive	case	that	the	explosive	economic	growth	which	the	U.S.
enjoyed	 from	 1870	 –	 1970	 will	 be	 very	 difficult,	 perhaps	 even
impossible,	to	duplicate	in	the	future.

Who	benefitted	from	Obama’s	tenure	and	who	did	not?

During	 Obama’s	 tenure,	 the	 private	 sector	 has	 added	 jobs	 for	 73
consecutive	 months	 —	 some	 14.4	 million	 new	 jobs	 in	 all	 —	 the
longest	period	of	sustained	job	growth	on	record.
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Unemployment,	which	peaked	at	10	per	cent	the	year	Obama	took
office,	 the	highest	 it	had	been	since	1983,	under	Ronald	Reagan,	 is
now	5	per	cent,	lower	than	when	Reagan	left	office.
The	 Dodd-Frank	 Wall	 Street	 Reform	 and	 Consumer	 Protection
Act,	 commonly	referred	 to	as	 simply	 “Dodd-Frank”,	was	 signed	 to
lower	risk	in	various	parts	of	the	U.S.	financial	system.	The	law	also
provides	common-sense	protections	for	American	families,	creating
new	consumer	watchdog	to	prevent	mortgage	companies	and	pay-
day	lenders	from	exploiting	consumers.
To	Obama,	 this	was	 a	 necessary	 alliance	with	Wall	 Street	 and	 the
Republicans.	To	many	others,	it	looked	like	a	sweetheart	deal	for	the
same	people	who	created	the	mess;	some	critics	wondered	why	he
was	not	 equally	 quick	 to	 help	 aggrieved	homeowners	 through	 an
aggressive	mortgage-relief	or	forgiveness	program.
A	 large	 swath	 of	 the	 nation	 has	 dropped	 out	 of	 the	 labour	 force
completely,	and	the	reality	for	the	average	American	family	is	that
its	household	income	is	$4,000	less	than	it	was	when	Bill	Clinton	left
office.
Economic	 inequality,	meanwhile,	 has	 only	 grown	worse,	with	 the
top	1	per	cent	of	American	households	taking	in	more	than	half	of
the	recent	gains	in	income	growth.
Just	 as	 Obama	was	 trying	 to	 re-inflate	 the	 economy,	 he	 was	 also
being	 forced	 to	 cut	 government	 jobs,	 under	 pressure	 from
Republicans	who	contended	that	government	bloat	and	the	cost	of	it
could	create	the	next	financial	crisis.
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How	can	American	economy	be	‘great’	again?

The	period	from	1945	to	1975,	the	era	of	the	“American	Dream,”	was
a	 remarkable	 era	 in	 U.S.	 history.	 It	 propelled	 the	 nation	 into	 not
simply	 being	 a	military	 superpower,	 but	 the	 ideological	model	 of
modern	democracy.
To	 restore	 that	 era	 again,	 US	 could	 include	 the	 adoption	 of
comparable	tax	rates.	In	2014,	the	rate	for	the	top	income	group	had
dropped	to	39.6	per	cent	and,	in	all	likelihood,	will	continue	to	fall.
This	will	only	further	intensify	the	tax	burden	of	middle-	and	lower-
income	Americans.
More	 borrowing,	 more	 redistribution,	 and	 more	 regulation,	 all
produce	 modest	 and	 incremental	 rather	 than	 revolutionary
improvement	in	the	U.S.	and	global	economies.
US	 needs	 to	 rebuild	 manufacturing	 sector	 by	 bringing	 jobs	 back
from	 overseas	 and	 encouraging	 businesses	 to	 create	 new	 jobs	 at
home.
It	needs	to	reform	education	system	to	prepare	the	next	generation
to	compete	and	win	in	an	increasingly	global	economy.
It	 needs	 to	 invest	 in	 clean	 energy	 to	 jumpstart	 a	 new	 sector	 of
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economy	 and	 end	 the	 daily	 drain	 of	 American	 money	 paying
countries	that	don’t	like	the	US	very	much	for	foreign	oil.
The	 U.S.	 could	make	 comparable	 cuts	 in	military	 spending	 that
took	place	in	the	post-war	era.
The	 American	 Society	 of	 Civil	 Engineers	 estimates	 that	 the	 U.S.
needs	a	$3.1	trillion	investment	by	2020	for	infrastructure	repairs	to
halt	the	decline	of	the	nation’s	“greatness.”

((( 	)))
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Economy	-	New	coal	supply	policy	rewards	efficiency

The	Union	Cabinet	has	approved	a	new	policy	for	awarding	coal	supply
linkages	 to	 the	 thermal	 power	 sector.	 Under	 this	 policy,	 a	 state’s	 coal
requirement	 would	 be	 clubbed	 and	 assigned	 to	 the	 respective	 state
agencies.	While	the	amount	of	coal	that	Coal	India	can	supply	through	e-
auctions	will	 remain	unchanged,	 the	rest	of	 the	supply	will	go	 to	state
governments.	It	puts	power	in	states’	hands.
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What	are	the	highlights	of	the	new	coal	supply	policy?

Coal	linkage	would	be	put	under	the	purview	of	state	agencies.
According	 to	 senior	 officials,	 it	would	 now	 be	 in	 states’	 discretion
and	 through	a	 transparent	mechanism	 that	 coal	 linkage	would	be
awarded,	on	demand	basis.
The	state	would	award	coal	linkage	according	to	its	need,	efficiency
and	cost	of	power	to	the	power	plants	in	its	territory.
The	 policy	 also	 allows	 coal	 swaps	 from	 inefficient	 plants	 to
efficient	plants	and	from	plants	situated	away	from	coal	mines	to
minimise	coal	transportation	costs	and	thereby	cost	of	power.
For	 the	 central	 government-owned	 power	 plants,	 coal	 linkages	 of
individual	 central	 generating	 stations	 (CGS)	would	be	 clubbed	and
assigned	 to	 the	 company	 owning	 the	 CGS,	 to	 enable	 the	 efficient
coal	utilisation	amongst	end	use	generating	stations.
In	case	of	use	of	coal	in	state/central	generating	plants,	the	deciding
criteria	 shall	 be	 plant	 efficiency,	 coal	 transportation	 cost,
transmission	charges	and	the	overall	cost	of	power.
The	private-owned	independent	power	plants	(IPPs)	however	would
have	to	bid	for	the	coal	 linkage.	The	basis	of	bidding	would	be	the
location	of	source	of	coal,	quantity	of	coal,	quantum	of	power,	and
delivery	point	 for	 the	 receipt	 of	 power	which	 they	would	have	 to
indicate	upfront.
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Why	is	more	discretion	being	awarded	to	the	states?

This	 is	 in	 tune	with	 the	requirements	of	 the	power	 sector	and	 in	 sync
with	the	spirit	of	cooperative	federalism.

The	government	stated	 that	more	discretion	being	awarded	 to	 the
states	 was	 to	 optimise	 coal	 usage	 in	 the	 country	 as	 states	 have
better	understanding	of	local	coal	and	power	needs.
This	 will	 result	 in	 coal	 transportation	 cost	 reduction	 as	 well	 as
savings	 in	 energy	 used	 for	 transportation	 and	may	 also	 result	 in
removal	of	congestion	of	Railways	network.
This	will	also	be	a	more	environment-friendly	arrangement	as	less
coal	will	be	used	to	produce	more	power	and	also	the	distance	for
transportation	of	coal	would	be	optimised.
The	decision	comes	in	wake	of	mismatch	in	demand	and	supply	of
coal,	wherein	efficient	power	plants	have	shortage	of	coal	while
adequate	coal	available	with	those	running	on	lower	capacity.
For	the	operational	145,000	MW,	the	total	coal	demand	met	through
domestic	sources	is	737	million	tonnes	(mt).
Close	to	30,000	MW	is	still	awaiting	any	sort	of	allocation.	Out	of	this,
for	12,000	MW	plants	do	not	have	any	power	purchase	agreements
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for	uptake	of	power.

Since	when	are	the	power	plants	facing	coal	shortage?

In	2014,	60	of	India’s	103	power	plants	had	coal	enough	for	less	than
a	week,	mainly	due	to	lower	supplies	from	Coal	India.
Towards	 the	end	of	2015,	 five	states,	 including	Delhi	were	facing	a
power	crisis	due	to	an	unprecedented	shortage	of	coal	in	plants	run
by	the	Damodar	Valley	Corporation	(DVC).
Recently,	 the	 Minister	 of	 State	 (IC)	 for	 Power,	 Coal	 &	 New	 and
Renewable	Energy	in	a	written	reply	to	a	question	in	the	Lok	Sabha,
told	that	there	is	no	shortage	of	coal	in	the	country.	None	of	 the
Coal	 based	 power	 generation	 plants	 across	 the	 country	 have
reported	any	loss	of	generation	due	to	shortage	of	coal	during	2015-
16.
The	Minister	further	stated	that,	as	on	21st	April,	2016,	coal	stock	at
power	plants	has	been	reported	to	be	more	than	37	Million	Tonne
(MT)	 by	 power	 utilities	which	 is	 sufficient	 for	 operation	 of	 power
plants	 for	 about	 25	 days.	 Further,	 none	 of	 the	 power	 plants	 have
reported	critical	/	super	critical	coal	stock	position.
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At	present,	there	is	some	deficit	in	availability	of	domestic	gas.

Note:	 State-owned	 Coal	 India,	 the	 world’s	 largest	 miner	 of	 the	 fuel,
accounts	for	more	than	80	per	cent	of	the	country’s	total	production	but
has	failed	to	raise	its	output	fast	enough	to	cater	to	the	increasing	needs
of	the	power	sector.

Where	is	a	case	for	rewarding	efficiency	made?

The	 power	market	 rewards	 power	 generators	 for	 availability	 and
reliability,	not	efficiency.
Currently,	many	utilities	pass	100%	of	the	fuel	costs	(or	savings)	to
consumers,	giving	operators	little	incentive	to	reduce	fuel	costs.
The	 payback	 time	 required	 by	 regulated	 utilities	 is	 short,	 which
prevents	longer‐term	investments	from	being	made	and	precludes
risk‐taking	by	owner/operators.
There	 are	 uncertainties	 surrounding	 whether	 capital	 investments
will	 be	allowed	 into	 the	 rate	base	and	about	 the	 requirements	 for
full	commitment	guarantees	by	banks.
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Power	production	does	not	capture	all	costs	externalities	associated
with	the	high	carbon	content	of	coal.
The	 power	 sector	 currently	 receives	 mixed	 and	 confusing	 policy
signals.	In	such	an	uncertain	policy	environment,	owner/operators
find	 it	 difficult	 to	 predict	 regulations	 and	 face	 the	 possibility	 that
making	 efficiency	 improvements	 could	 provoke	 further
regulation.
Different	definitions	and	valuations	of	CO2	reductions	appear	to	be
inconsistent	among	energy	sources.

Who	will	benefit	from	this	policy?

The	 common	 man	 is	 expected	 to	 benefit	 from	 the	 new	 coal	 supply
policy.

This	 move	 has	 come	 in	 order	 to	 reduce	 the	 cost	 of	 power
generation.
It	 will	 help	 bring	 down	 the	 cost	 of	 power	 generation	 by	 40	 to	 50
paise	 per	 unit	 and	 eventually	 lead	 to	 yearly	 savings	 of	 up	 to	 Rs
30,000	crore	in	the	next	four-five	years.
Power	Minister	 Piyush	 Goyal	 said,	 “We	 have	 now	 allowed	 all	 coal
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linkages	which	 are	 given	 to	 plants	 of	 state	 utilities,	 central	 utilities
like	NTPC,	to	be	combined…	the	state	and	the	central	utilities	will	be
given	 freedom	 to	 utilise	 that	 coal	 in	 most	 efficient	 and	 effective
manner	to	reduce	the	cost	of	power.”
Case-in-point:	 If	NTPC	has	 40	 plants	 all	 over	 the	 country	 and	has
different	 linkages	 for	 each	 plant	 so	 all	 those	 linkages	 will	 be
considered	 as	 one.	 They	 can	 decide	 on	 the	most	 effective	way	 of
utilising	the	total	allocation	so	that	the	modern	and	new	plants	run
to	 higher	 plant	 load	 factor.	 This	 will	 reduce	 the	 cost	 of	 power
which	will	be	passed	on	to	the	consumers	of	India.
The	minister	also	said,	“Initially	this	will	be	allowed	for	central	and
state	 utilities	 and	 once	 the	 successful	 implementation	 of	 the	 first
phase	(is	over).	We	will	also	consider	it	for	the	private	sector.”

How	 can	 the	 government	 make	 the	 thermal	 power	 plants	 more
efficient?

The	government	can	help	 facilitate	collaborative	dialogue	and	provide
technical	 analysis	 that	 can	 support	 national	 initiatives	 to	 achieve	 the
efficiency	vision.
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It	can	help	the	power	plants

Identify,	implement,	and	train	workers	in	best	practices.
Incentivize	 best	 operators	 or	 employ	 a	 dedicated	 plant	 efficiency
engineer.
Optimize	processes	using	advanced	computational	tools.
Conduct	on‐line,	real	‐time	performance	monitoring	of	efficiency.
Standardize	performance	metrics.
Reduce	air,	water,	steam,	and	flue	gas	leakage.
Replace	 seals	 on	 air	 heaters,	 condensers,	 boilers,	 and	 tube
components.
Upgrade	turbines,	including	dense	pack	turbines,	increased	exhaust
areas,	and	redesigned	seals.
Use	variable	speed	motors.
Lower	stack	temperature.
Use	low‐grade	heat	for	coal	drying.
Use	flue	gas	condensing	heat	exchangers.

((( 	)))
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Economy	-	Oil	discoveries	at	a	60	year	low

Discoveries	of	new	oil	reserves	have	dropped	to	their	lowest	level	for
more	 than	60	years,	pointing	 to	potential	 supply	shortages	 in	 the	next
decade.	Oil	 explorers	 found	 2.8bn	barrels	 of	 crude	 and	 related	 liquids
last	 year,	 according	 to	 IHS,	 a	 consultancy.	 This	 is	 the	 lowest	 annual
volume	recorded	since	1954.	Due	to	depressed	demand,	the	investment
in	oil	and	gas	sector	has	come	down	drastically.
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What	is	causing	a	slump	in	oil	discovery?

This	 slump	 in	 oil	 discovery	 has	 been	 caused	 by	 a	 slowdown	 in
exploration	activity	as	hard-pressed	oil	companies	seek	to	conserve
cash.
The	slump	has	forced	deep	cuts	in	spending	across	the	industry.
Exploration	 has	 been	 particularly	 vulnerable	because	 it	 does	 not
offer	a	short-term	pay-off.
ConocoPhillips	 is	 giving	 up	 offshore	 exploration	 altogether	 and
Chevron	and	other	companies	are	cutting	back	sharply.
The	industry’s	spending	on	exploring	and	appraising	new	reserves
will	 fall	 from	$95bn	in	2014	to	an	expected	$41bn	this	year,	and	is
likely	 to	 drop	 again	 next	 year,	 according	 to	 Wood	 Mackenzie,	 a
consultancy.
There	 also	 has	 been	 a	 predominance	 of	 gas,	 rather	 than	 oil,	 in
recent	finds.
In	spite	of	the	decline	in	activity,	the	total	combined	volume	of	oil
and	gas	discovered	last	year	rose	slightly,	but	the	proportion	of	oil
dropped	from	about	35	per	cent	in	2014	to	about	23	per	cent	in	2015.
The	 two	 largest	 finds	 of	 last	 year,	 Eni’s	 Zohr	 field	 off	 the	 coast	 of
Egypt,	 and	 Kosmos	 Energy’s	 Greater	 Tortue	 off	 Mauritania	 and
Senegal,	both	hold	gas.
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Why	is	this	not	bad	news	for	the	oil	industry?

If	this	continues,	oil	price	will	move	up	gradually;	however	there	is
no	such	immediate	possibility	as	the	current	depressed	oil	and	gas
price	scenario	makes	fresh	investments	unviable.
Most	of	the	new	reserves	that	have	been	found	are	offshore	in	deep
water,	where	oilfields	take	an	average	seven	years	to	bring	 into
production,	 so	 the	 declining	 rate	 of	 exploration	 success	 points	 to
reduced	supplies	from	the	mid-2020s.
The	dwindling	rate	of	discoveries	does	not	mean	 that	 the	world	 is
running	 out	 of	 oil;	 in	 recent	 years	most	 of	 the	 increase	 in	 global
production	has	come	from	existing	fields,	not	new	finds,	according
to	Wood	Mackenzie.
But	 if	 the	 rate	 of	 oil	 discoveries	 does	not	 improve,	 it	will	 create	 a
shortfall	in	global	supplies	of	about	4.5m	barrels	per	day	by	2035.
That	could	mean	higher	oil	prices,	and	make	the	world	more	reliant
on	onshore	oilfields	where	the	resource	base	is	already	known,	such
as	US	shale.
Paal	Kibsgaard,	chief	executive	of	Schlumberger,	the	world’s	largest
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oil	 services	 company,	 told	 analysts	 last	month:	 “The	magnitude	 of
the	 E&P	 [exploration	 and	 production]	 investment	 cuts	 are	 now	 so
severe	 that	 it	 can	 only	 accelerate	 production	 decline	 and	 the
consequent	upward	movement	in	[the]	oil	price.”

Since	when	have	the	oil	prices	been	falling?

The	 slump	 in	 oil	 and	 gas	 prices	 has	 taken	 place	 since	 the	 summer	 of
2014.

The	current	situation	with	oil	price	is	really	very	simple	to	understand.

Demand	is	down	because	of	a	high	price	for	too	long.
Supply	 is	 up	 because	 of	 U.S.	 shale	 oil	 and	 the	 return	 of	 Libya’s
production.
Canadian	and	Iraqi	oil	production	and	exports	are	rising	year	after
year.
Decreased	demand	and	increased	supply	equal	low	price.

As	 far	 as	 Saudi	Arabia	 and	 its	motives	 to	 not	 cut	 production	 (so	 as	 to
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push	the	price	up),	that	is	very	simple	too.

The	Saudis	are	good	at	money	and	arithmetic.
Faced	with	the	painful	choice	of	losing	money	maintaining	current
production	at	$60/barrel	or	taking	2	million	barrels	per	day	off	the
market	 and	 losing	much	more	money	—	 it’s	 an	 easy	 choice:	 take
the	path	that	is	less	painful.
If	there	are	secondary	reasons	like	hurting	tight	U.S.	oil	producers
or	hurting	Iran	and	Russia,	that’s	great	for	them,	but	in	the	end,	it	is
really	just	about	the	money.

Where	are	the	largest	oil	reserves	located?

Based	on	data	from	OPEC,	the	highest	proved	oil	reserves	including
non-conventional	 oil	 deposits	 are	 in	 Venezuela	 (20%	 of	 global
reserves),	Saudi	Arabia	 (18%	 of	 global	 reserves),	Canada	 (13%	 of
global	reserves),	and	Iran	(9%).
Because	the	geology	of	the	subsurface	cannot	be	examined	directly,
indirect	 techniques	 must	 be	 used	 to	 estimate	 the	 size	 and
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recoverability	of	the	resource.
While	 new	 technologies	 have	 increased	 the	 accuracy	 of	 these
techniques,	significant	uncertainties	still	remain.
In	general,	most	 early	estimates	of	 the	 reserves	of	an	oil	 field	are
conservative	 and	 tend	 to	 grow	 with	 time.	 This	 phenomenon	 is
called	reserves	growth.
Many	 oil-producing	 nations	 do	 not	 reveal	 their	 reservoir
engineering	 field	 data	 and	 instead	 provide	 unaudited	 claims	 for
their	oil	reserves.
The	 numbers	 disclosed	 by	 some	 national	 governments	 are
suspected	of	being	manipulated	for	political	reasons.

Who	was	the	first	to	refine	crude	oil?

In	1847,	James	Young	had	his	attention	called	to	natural	petroleum
seepage	in	the	Riddings	colliery	at	Alfreton,	Derbyshire	from	which
he	 distilled	 light	 thin	 oil	 suitable	 for	 use	 as	 lamp	 oil,	 at	 the	 same
time	obtaining	thicker	oil	suitable	for	lubricating	machinery.
In	1848	Young	left	Tennants’,	and	in	partnership	with	his	friend	and
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assistant	 Edward	 Meldrum,	 set	 up	 a	 small	 business	 refining	 the
crude	oil.
The	 new	 oils	were	 successful,	 but	 the	 supply	 of	 oil	 from	 the	 coal
mine	soon	began	to	fail	(eventually	being	exhausted	in	1851).
Young,	noticing	that	the	oil	was	dripping	from	the	sandstone	roof	of
the	coal	mine,	theorised	that	it	somehow	originated	from	the	action
of	 heat	 on	 the	 coal	 seam	 and	 from	 this	 thought	 that	 it	 might	 be
produced	artificially.
Following	up	this	 idea,	he	 tried	many	experiments	and	eventually
succeeded	in	producing,	by	distilling	cannel	coal	at	a	low	heat,	fluid
resembling	petroleum,	which	when	treated	in	the	same	way	as	the
seep	oil	gave	similar	products.
Young	found	that	by	slow	distillation	he	could	obtain	a	number	of
useful	 liquids	 from	 it,	 one	 of	 which	 he	 named	 “paraffine	 oil”
because	 at	 low	 temperatures	 it	 congealed	 into	 a	 substance
resembling	paraffin	wax.

How	has	India’s	luck	been	in	oil	and	gas	discovery?

India	has	been	unlucky	in	oil,	but	has	struck	gas	in	plenty.
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Flagship	 explorer	 ONGC	 has	 struck	 a	 gas	 reserve	 in	 the	 form	 of
hydrates	-	otherwise	known	as	‘fire	ice’	 -	off	the	Andhra	coast	that
could	turn	out	to	be	four	times	larger	in	terms	of	yield	than	Reliance
Industries	Ltd’s	discovery	of	2002,	India’s	biggest	so	far.
The	 discovery	 was	 made	 in	 August	 last	 year	 by	 the	 second
exploratory	 expedition	 under	 the	 government’s	 gas	 hydrate
programme	 in	 collaboration	 with	 scientists	 from	 US	 and	 Japan,
which	have	separately	inked	research	MoUs	with	India.
The	 discovery	 validates	 the	 government’s	 stress	 on	 finding
alternative	 sources	 of	 energy	 and	 efforts	 to	 attract	 investments	 in
the	exploration	business.
It	is	also	a	boost	for	Prime	Minister	Modi	as	he	moves	to	promote	a
gas-based	 economy	 in	 tune	 with	 India’s	 commitment	 to	 mitigate
climate	change.

((( 	)))
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Economy	-	Bank	NPAs	could	rise	to	6.9%

The	Finance	Ministry	recently	referred	to	the	Financial	Stability	Report
(FSR)	of	the	Reserve	Bank	of	India	(RBI)	to	indicate	that	the	gross	non-
performing	assets	(NPA)	of	banks	may	soar	to	6.9%	by	March	2017	in	a
“severe	 stress	 scenario”.	 The	 gross	 NPA	 of	 the	 scheduled	 commercial
banks	may	 rise	 to	 5.4	per	 cent	by	September	2016.	The	 situation	may
worsen	further,	if	the	global	situation	deteriorates.
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What	does	the	Finance	Ministry	think	about	the	NPA	situation?

Quoting	a	Reserve	Bank	of	India	report,	 the	finance	ministry	in	its
annual	report	2015-16	has	said	that	the	gross	non-performing	assets
(GNPAs)	 of	 banks	 could	 rise	 to	 6.9	 per	 cent	 by	 March	 2017	 in	 a
“severe	stress	scenario”	due	to	sluggishness	in	the	economy.
“According	 to	 ‘Financial	 Stability	 Report	 (FSR)’,	 December,	 2015	 of
Reserve	 Bank	 of	 India	 (RBI),	 the	 macro	 stress	 test	 for	 credit	 risk
suggests	that	under	the	baseline	scenario,	the	GNPA	ratio	may	rise	to
5.4	per	cent	by	September	2016	from	5.1	per	cent	in	September	2015,
but	could	subsequently	improve	to	5.2	per	cent	by	March	2017,”	 the
finance	ministry	said.
“However,	 if	 the	 macroeconomic	 conditions	 deteriorate,	 the	 GNPA
ratio	may	increase	further,	and	it	could	rise	to	around	6.9	per	cent	by
March	2017	under	a	severe	stress	scenario,”	the	report	said.
The	Capital	to	Risk	Asset	Ratio	(CRAR),	an	indicator	of	bank’s	capital
adequacy,	 could	decline	 to	10.4	per	cent	by	March	2017	 from	12.7
per	cent	as	of	September	2015,	it	said.

686



Why	is	GNPA	rising	in	India?

The	ministry	said	that	the	main	reasons	for	increase	in	NPAs	have
been	 sluggishness	 in	 the	 domestic	 growth	 during	 the	 recent	 past,
slowdown	 in	 recovery	 in	 the	 global	 economy	 and	 continuing
uncertainty	 in	 the	 global	 markets	 leading	 to	 lower	 exports	 of
various	products.
External	 factors	 include	 the	 ban	 on	 mining	 projects,	 volatility	 in
prices	of	raw	material	and	the	shortage	in	availability	of	power	have
impacted	 the	 operations	 in	 the	 textile	 and	 iron	 and	 steel	 sectors;
delay	 in	 various	 infrastructure	 projects	 and	 aggressive	 lending	 by
banks	in	past,	have	also	resulted	in	rising	NPAs.
Also,	 the	 poverty	 elevation	 programs	 like	 Integrated	 Rural
Development	Programme	(IRDP),	Jawahar	Rojgar	Yojana	(JRY)	and
Prime	Minister’s	Rozgar	Yojana	(PMRY)	failed	on	various	grounds	in
meeting	 their	 objectives.	The	huge	amount	of	 loan	granted	under
these	 schemes	 is	 totally	 unrecoverable	 by	 banks	 due	 to	 political
manipulation,	misuse	of	funds	and	non-reliability	of	target	audience
of	these	sections.
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Loans	given	by	banks	are	their	assets	and	as	the	repayment	of	several	of
the	loans	was	poor,	the	quality	of	these	assets	is	steadily	deteriorating.

When	has	the	government	taken	steps	to	reduce	NPAs?

The	Finance	Minister	Arun	 Jaitley	said	recently	 that	 there	are	two
categories	 of	 defaulters,	 viz.	 those	who	 are	unable	 to	 pay	 back
due	to	economic	slowdown	both	in	domestic	and	global	market	and
other	reasons	outside	their	control	as	well	as	the	wilful	defaulters
including	 those	who	got	 loans	due	 to	 lack	of	 due	diligence	by	 the
banks.

In	 order	 to	 deal	 with	 default	 due	 to	 economic	 slowdown,	 the
Government	has	taken	various	measures	to	revive	the	stressed	sectors
which	mainly	include	steel,	textiles,	power	and	roads	among	others.

The	 Government	 has	 also	 done	 recapitalization	 of	 banks	 by
providing	Rs.	25,000	crore	in	the	last	year	Union	Budget	2015-16	as
well	as	in	this	year’s	budget	2016-17.	This	amount	falls	short	of	what
was	required	to	recapitalize	the	banks.
An	element	of	transparency	and	professionalism	has	been	brought
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in	appointment	process	 for	 top	management	positions	 in	 the	PSBs
including	 Chairmen	 and	 Managing	 Directors.	 This	 should	 help
tackle	corruption	at	the	top	level.
The	 Government	 has	 taken	 a	 few	 measures	 to	 make	 the
management	professional	and	giving	full	autonomy	to	the	banks	in
taking	 commercial	 decisions	 without	 any	 interference	 from	 the
Government.
The	new	Bankruptcy	Law,	which	was	passed	by	the	Parliament	in
the	 last	 session,	 creates	 time-bound	 processes	 for	 insolvency
resolution	 of	 companies	 and	 individuals.	 These	 processes	 will	 be
completed	within	 180	 days.	 If	 insolvency	 cannot	 be	 resolved,	 the
assets	of	the	borrowers	may	be	sold	to	repay	creditors.

Where	has	the	RBI	stepped	in	to	check	the	rise	in	NPAs?

The	 RBI	 has	 taken	 measures	 to	 reduce	 the	 NPAs	 by	 altering	 its
regulatory	and	supervisory	mechanism.	These	include:

Corporate	Debt	Restructuring	(CDR):	has	been	institutionalised	in
2001	to	provide	a	timely	and	transparent	system	for	restructuring	of
the	 corporate	 debts	 of	 Rs.20	 crore	 and	 above	with	 the	 banks	 and
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financial	institutions.
Recovery	 through	Lok	Adalats,	Civil	 courts	and	Debt	Recovery
tribunals:	 Lok	 Adalat	 institutions	 help	 banks	 to	 settle	 disputes
involving	 accounts	 in	 “doubtful”	 and	 “loss”	 category,	 with
outstanding	 balance	 of	 Rs.	 20	 lakh	 for	 compromise	 settlement
under	Lok	Adalats.
Debt	 Recovery	 Tribunals	 function	 as	 quasi-judicial	 forums
intended	specifically	for	facilitating	debt	recovery	by	banks.	Under
the	norms,	a	DRT	 is	 supposed	 to	dispose	of	a	matter	 referred	 to	 it
within	180	days	of	the	receipt	of	an	application.
Central	 Registry	 of	 Information	 on	 Large	 Credits	 (CRILC):	 The
main	 intent	of	 setting	up	 this	 registry	was	 to	keep	a	 record	of	 the
large	borrowers	and	those	which	are	under	stress.
Circulation	of	information	on	defaulters:	The	RBI	has	put	in	place
a	 system	 for	 periodical	 circulation	 of	 details	 of	 wilful	 defaults	 of
borrowers	of	banks	and	financial	institutions.
RBI	 has	 also	 taken	 steps	 to	 incentivise	 early	 identification	 of
problem	 cases,	 timely	 restructuring	 of	 accounts,	 which	 are
considered	 to	 be	 viable,	 and	 taking	 prompt	 steps	 by	 banks	 for
recovery	or	sale	of	unviable	accounts.
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Who	should	be	empowered	to	recover	the	pending	debts?

To	 make	 debt	 recovery	 more	 effective,	 the	 government	 has	 moved
amendments	 to	 the	 Securitisation	 and	 Reconstruction	 of	 Financial
Assets	and	Enforcement	of	Security	Interest	(SARFAESI)	Act,	and	the
debt	recovery	tribunal	(DRT)	Act.

It	 is	 proposed	 to	 give	 the	RBI	powers	 to	 audit	 and	 inspect	Asset
Reconstruction	 Companies	 (ARCs)	 and	 freedom	 to	 remove	 the
chairman	or	any	director	and	appoint	 central	bank	officials	 to	 the
board.	 The	 RBI	 will	 be	 empowered	 to	 impose	 a	 penalty	 for	 non-
compliance	with	 its	directives,	 besides	 regulating	 the	 fees	 charged
by	these	companies	to	banks	at	the	time	of	acquiring	such	assets.
The	RBI	 regulates	 these	entities	but	 the	bill	widens	 the	 regulator’s
powers.	It	also	increases	the	penalty	amount	that	can	be	levied	by
RBI	to	Rs.1	crore	from	Rs.5	lakh.
The	bill	proposes	to	widen	the	scope	of	the	central	registry	that	will
house	 the	central	database	of	all	 loans	against	properties	given	by
all	lenders.
As	 part	 of	 the	 overhaul	 of	 debt	 recovery	 tribunals	 (DRTs),	 the	 bill
proposes	 to	 speed	 up	 the	 process	 of	 recovery,	 besides	 moving
towards	online	DRTs.	To	 this	 effect,	 it	 proposes	 electronic	 filing	of
recovery	applications,	documents	and	written	statements.
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How	will	NPAs	affect	the	banking	sector?

Profitability:	NPAs	have	a	detrimental	impact	on	the	profitability	as
banks	 stop	 to	 earn	 income	 on	 the	 one	 hand	 and	 attract	 higher
provisioning	compared	to	standard	assets	on	the	other	hand.
Asset	 (Credit)	 contraction:	 The	 increased	 NPAs	 put	 pressure	 on
recycling	of	funds	and	reduce	the	ability	of	banks	for	lending	more
and	 thus	 result	 in	 lesser	 interest	 income.	 It	 contracts	 the	 money
stock	 which	 may	 lead	 to	 economic	 slowdown,	 if	 the	 problem	 is
prevalent	among	the	banks.
Liability	Management:	 In	 the	 light	 of	 high	 NPAs,	 banks	 tend	 to
lower	 the	 interest	 rates	on	deposits	on	 the	one	hand	and	 likely	 to
levy	higher	interest	rates	on	advances	to	sustain	Net	Interest	Margin
(NIM).	 This	 may	 become	 a	 hurdle	 in	 smooth	 financial
intermediation	 process	 and	 hamper	 banks’	 business	 as	 well	 as
economic	growth.
Public	 confidence:	 Credibility	 of	 banking	 system	 is	 also	 affected
greatly	due	to	higher	level	NPAs	because	it	shakes	the	confidence	of
general	public	in	the	soundness	of	the	banking	system.

692



Thus,	the	increased	incidence	of	NPAs	not	only	affects	the	performance
of	 the	 banks	 but	 also	 has	 a	 cumulative	 effect	 on	 the	 economy	 as	 a
whole.	 A	 worsening	 economy	 further	 increases	 the	 stock	 of	 NPAs.	 A
vicious	cycle	is	thus	created.

The	government	of	India	must	work	together	with	the	RBI	now,	before
the	problem	gets	out	of	control.

((( 	)))
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Economy	-	The	Big	Bank	Theory	of	India

Thousands	of	employees	of	five	associate	banks	of	State	Bank	of	India
are	 on	 a	 day-long	 nationwide	 strike	 today	 to	 protest	 the	 proposed
merger	with	their	parent	bank.	The	consolidation	in	the	banking	sector
has	 begun	 with	 the	 State	 Bank	 of	 India	 (SBI)	 evincing	 interest	 in
merging	its	five	associate	banks	with	itself	and	acquiring	the	Bharatiya
Mahila	Bank	(BMB)	to	emerge	as	a	financial	behemoth.
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What	is	the	proposed	merger	plan?

The	Indian	government	has	finally	kick-started	the	process	of	bank
consolidation,	starting	with	the	country’s	 largest	 lender	State	Bank
of	India	(SBI),	in	which	the	government	has	a	61.32%	stake.
SBI	may	merge	 its	 remaining	 five	 associate	 banks	 -	 State	 Bank	 of
Bikaner	&	Jaipur	(SBBJ),	State	Bank	of	Hyderabad	(SBH),	State	Bank
of	 Mysore	 (SBM),	 State	 Bank	 of	 Patiala	 (SBP)	 and	 State	 Bank	 of
Travancore	 (SBT),	and	 the	relatively-newer	Bharatiya	Mahila	Bank
(BMB)	with	itself.	The	BMB	was	created	by	the	UPA	government	in
2013,	and	is	a	Delhi-based	public	sector	lender	focusing	on	women,
with	Rs	1,000	crore	in	capital.
This	merger	would	create	a	banking	behemoth	with	a	balance	sheet
size	 of	 Rs.37	 trillion,	 SBI	 chairman	 Arundhati	 Bhattacharya	 said,
which	is	more	than	five	times	the	Rs.7.2	trillion	balance	sheet	size	of
India’s	second	largest	lender,	ICICI	Bank	Ltd.
The	combined	entity,	however,	would	still	be	quite	small	by	global
standards.	SBI	was	at	rank	52	in	the	world	in	terms	of	assets	in	2015
after	 the	 merger	 and	 everything	 else	 remaining	 the	 same,	 the
combined	entity	would	be	ranked	45th.
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Why	is	the	government	keen	on	creating	a	‘Big	Bank’?

One	of	the	principal	objectives	behind	the	mergers	and	acquisitions
in	the	banking	sector	is	to	reap	the	benefits	of	economies	of	scale.
The	merger	move	comes	after	 the	government	announced	a	 road
map	for	bank	consolidation	during	the	budget.
This	was	required	to	build	size,	seen	as	necessary	to	fund	the	huge
infrastructure	financing	needs	of	the	country	and	provide	credit
for	genuine	businesses	while	ensuring	 that	economic	growth	does
not	suffer.
Consolidation	 will	 also	 increase	 capital	 efficiency,	 apart	 from
improving	the	ability	of	banks	to	recover	bad	loans	which	are	rising,
experts	said.
Besides,	public	sector	banks	are	in	dire	need	of	more	funds	to	meet
the	 new	 capital	 adequacy	 norms	 under	 the	 global	 Basel	 III
standards	(the	deadline	for	implementation	is	2019).
Since	 it	 is	 not	 feasible	 to	 bring	 down	 the	 government’s	 share	 in
state-owned	banks	below	51%,	consolidation	to	create	strong	banks
seems	to	be	the	only	survival	option.
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When	can	this	move	turn	out	to	be	a	zero-sum	game?

SBI’s	employee	costs	could	rise	by	Rs	23	crore	a	month	because	the
employees	of	SBI	get	both	provident	fund	and	pension,	whereas	the
staff	of	all	the	subsidiaries	get	only	one	of	the	two.
Thus	 SBI	 will	 have	 to	 give	 the	 employees	 of	 subsidiaries	 both
benefits,	which	in	turn	will	push	up	SBI’s	staff	expenses.	The	cost	of
doing	this	works	out	to	Rs	276	crore	a	year.	So,	SBI’s	profitability	will
be	hurt	 initially	 after	 the	merger	 as	 is	 evident	 from	 the	 previous
mergers	of	State	Bank	of	Saurashtra	and	State	Bank	of	Indore	in
2008	and	2010	respectively.
Given	 the	 size	 of	 non-performing	 assets	 (NPAs)	 in	 their	 collective
portfolios,	SBI	and	its	subsidiaries	are	seeing	a	sharp	drop	in	profits.
In	the	third	quarter	of	2015-16,	SBI’s	net	profits	dropped	sharply	by
62	percent,	and	the	current	quarter	could	be	as	bad	if	not	worse.
Though	 the	 stocks	 of	 SBI’s	 associate	 banks	 have	 gone	 up	 amid
expectations	that	SBI	will	buy	them	at	premium	valuations	of	1.5-2
times	book,	 SBI	 is	unlikely	 to	pay	 such	valuations	because	 it	does
not	 require	 the	 branch	 network	 of	 these	 subsidiaries	 and	 SBI
already	owns	a	majority	of	stake	in	these	banks.
Even	 if	 it	 pays	 a	 hefty	 premium	 to	 buy	 out	 the	 remaining	 stake,
SBI’s	stock	price	will	take	a	beating,	making	this	a	zero-sum	game.
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Where	are	the	merits	in	this	merger?

There	are	 long-term	benefits	 that	SBI	can	derive	from	the	merger.
For	 instance,	 the	 total	 market	 share	 of	 the	 entire	 group	 put
together	is	22-23	per	cent	while	that	of	SBI	is	17-18	per	cent.
The	 SBI	 management	 believes	 that	 after	 the	 merger,	 its	 balance
sheet	 will	 increase	 to	 Rs	 37	 lakh	 crore	 from	 Rs	 28	 lakh	 crore
currently	and	SBI	will	get	fixed	assets	worth	Rs	4,000	crore	from	the
books	of	 its	 subsidiaries	enabling	 them	to	offer	big	 ticket	 loans	on
their	own	without	being	part	of	a	consortium.
Post	the	merger,	the	cost-to-income	ratio	will	come	down	by	1	%	in
a	 year.	 The	 cost-to-income	 ratio	 is	 that	 of	 a	 company’s	 operation
costs	in	relation	to	its	income.
The	 merger	 could	 also	 throw	 up	 opportunities	 to	 cross-sell
products.	 SBI	 is	 far	more	aggressive	 to	grow	 its	 retail	products	as
well	as	fee	income	and	this	will	rub	off	favourably	on	the	prospects
of	its	subsidiaries.
Customers	of	smaller	banks	will	get	access	to	wider	use	of	financial
instruments	 like	mutual	 funds	 and	 insurance	 products	 that	most
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big	banks	offer	and	a	wider	use	of	the	ATM	network	also	charges	on
cross-bank	ATM	usage	would	reduce	considerably.

Who	does	not	like	the	idea	of	Bank	Consolidation?

Most	 of	 SBI’s	 associate	 banks	 are	 regional	 players	 with	 focus	 on
smaller	 geographies.	 Amalgamating	 such	 banks	 requires	 their
employees	 to	 reorient	 themselves	 to	SBI’s	pan-India	presence	and
be	prepared	to	work	anywhere	in	the	country.
The	 five	 subsidiaries	 have	 about	 6,400	 branches	 and	 38,000
employees.	 As	 on	 2014-15,	 SBI	 had	 more	 than	 14000	 branches,
including	 191	 foreign	 offices	 spread	 across	 36	 countries,	 with
employee	strength	at	2,22,033.
This	 will	 be	 a	 major	 problem	 as	 employees	 do	 not	 want	 to	 be
transferred	from	their	locations	and	it	comes	as	no	surprise	that	the
All	India	Bank	Employees’	Association	(AIBEA)	has	called	a	strike	on
May	20.
“SBI	management’s	 arrogant	and	high-handed	approach	has	 forced
an	 all-India	 strike	 in	 five	 associate	 banks	 on	 May	 20	 to	 protest
against	forceful	takeover	of	the	associate	banks	by	SBI,”	the	All-India
Bank	Employees	Association	said	in	a	statement.
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How	can	SBI	overcome	its	consolidation	drawbacks?

Non-Performing	Assets	(NPA’s):	SBI	can	consider	retaining	one	of
its	smallest	subsidiaries	as	a	subsidiary,	and	transfer	the	bulk	of	the
unsalvageable	bad	loans	to	it.	This	means	one	of	the	subsidiaries
could	effectively	be	converted	into	a	bad	bank	whose	only	job	is
to	recover	what	is	possible	from	the	bad	assets.	Once	the	job	is	done,
it	can	be	wound	up	and	folded	back	into	the	main	bank.
Human	 Resources:	 SBI	 could	 offload	 26	 percent	 in	 some	 of	 its
unlisted	subsidiaries	by	selling	a	part	of	its	own	stake.	It	could	also
offload	more	in	listed	subsidiaries.	This	will	give	it	additional	capital
in	 the	 short	 run,	 even	 while	 building	 value	 in	 the	 subsidiary	 for
ultimate	 merger	 in	 the	 medium	 term.	 The	 share	 sale	 could	 help
fund	a	voluntary	retirement	scheme	for	excess	staff.

Merger	 is	a	process	and	not	an	event.	 Since	each	 subsidiary	has	 to	be
separately	integrated	with	the	parent	bank,	the	SBI	should	look	at	doing
the	mergers	one	at	a	time	and	not	all	in	one	go.
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Economy	-	High	Frequency	Trading:	Changing	the	game

SEBI	joins	its	global	peers,	 including	the	U.S.	Securities	and	Exchange
Commission,	 in	 facing	 criticism	 for	 being	 slow	 to	 address	 the	 alleged
abuses	 by	High	 Frequency	 Trading	 (HFT)	 firms.	HFT	 has	 changed	 the
way	securities	are	 traded.	 It	has	a	huge	 impact	on	 the	markets	across
the	globe.	Market	experts	opine	that	subjecting	HFT	to	more	control	and
transparency	rules	is	the	need	of	the	hour.
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What	is	High	Frequency	Transaction/Trading	(HFT)?

HFT	 refers	 to	 the	 use	 of	 electronic	 systems	 that	 can	 potentially
execute	 thousands	of	 orders	on	 the	 stock	 exchange	 in	 less	 than	a
second,	which	gives	them	an	advantage	over	conventional	traders.
It	 is	 an	 automated	 trading	 platform	 that	 uses	 algorithms	 to	make
mass	 orders	 at	 extremely	 high	 speeds.	 It	 is	 generally	 used	 by
investment	banks	and	hedge	funds,	which	can	utilize	huge	amounts
of	money	and	afford	sophisticated	computational	systems.
HFT	 systems	 scan	 and	 analyze	 multiple	 markets	 and	 exchanges
simultaneously	 and	 execute	 millions	 of	 orders	 accordingly,
exponentially	more	than	man	could	manage	alone.
They	 spot	 trends	 and	 recognize	 shifts	 in	 the	 markets	 in
milliseconds.
They	are	 limited	almost	exclusively	 to	big	corporations	and	hedge
funds.	Commercial	companies	which	offer	HFT	as	an	open	service
to	clients	are	necessarily	misleading	because	legitimate	HFT	firms
keep	their	algorithms	secret	so	as	not	to	flood	the	markets.
It	started	in	or	before	1999,	as	electronic	exchanges	were	authorized
in	1998.	Since	 then,	 it	has	become	 increasingly	quick,	and	entered
into	 the	 mainstream.	 The	 European	 Union	 definition:	 A	 high-
frequency	trader	will	be	defined	as	one	sending	at	least	two	messages
per	second	 for	a	single	 instrument	on	any	trading	venue,	or	at	 least
four	messages	per	second	in	respect	to	all	 instruments	being	traded
on	a	venue.
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Why	is	India’s	market	regulator	taking	note	of	HFT?

While	the	Securities	and	Exchange	Board	of	India	(SEBI)	has	issued
broad	 guidelines	 for	 regulating	 HFT	 dating	 as	 far	 back	 as	 2012,
critics	 argue	 they	 don’t	 do	 enough	 to	 address	 how	 traders	 should
connect	to	exchanges	and	how	orders	should	be	processed.
Experts	opine	that	India	doesn’t	have	formal	rules	for	HFT	and	SEBI
needs	to	get	pro-active	to	prevent	the	misuse	of	HFT.	Recent	cases
related	to	HFT:
The	country’s	top	brokerage	associations	are	calling	for	SEBI	to	take
action	after	an	investigation	by	one	of	its	own	advisory	committee
claimed	that	there	may	have	been	collusion	between	the	National
Stock	Exchange	of	India	Ltd.	and	an	HFT	firm.
The	 committee	 recommended	 a	 probe	 into	 whether	 NSE	 officials
worked	with	Delhi-based	OPG	Securities	Pvt	Ltd.	to	give	the	firm	a
preferential	access.	Other	reasons:	SEBI	has	realized	that	increasing
use	 of	 HFT	 is	 putting	 non-HFT	 traders	 and	 investors	 at	 a
disadvantage.
Level-Playing	Field:	 There	are	 claims	 that	high-frequency	 traders
gain	 unfair	 market	 access.	 So	 the	 regulator	 is	 thinking	 of	 such
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measures	 which	 would	 ensure	 that	 there	 is	 level-playing	 field
without	impacting	liquidity.
Steep	 Penalties:	 Although	 SEBI	 has	 issued	 guidelines	 for	 firms
participating	 in	 algorithmic	 trading,	market	 participants	 say	 some
aspects	of	HFT	are	still	too	lightly	regulated	in	India.

When	was	the	adverse	effect	of	HFT	felt	most	severely?

The	 2010	 “flash	 crash”	 in	 New	 York	 Stock	 Exchange	 has	 shown
what	 can	 happen	 if	 HFT	 gets	 out	 of	 control.	 It	 is	 thought	 to	 be
caused	by	HFT	firms	pulling	out	all	together.

Flash	Crash:

The	 best	 example	 of	 the	 cascading	 effect	 (one	 withdraws,	 then
another	withdraws	and	then	another…)	happened	on	May	6,	2010	in
what	has	become	known	as	the	“flash	crash.”	In	this	instance,	there
were	 a	 series	 of	 global	 events	 that	made	 investors	 nervous	 about
equity	markets.	This	unease	contributed	to	the	dramatic	fall	that
day.
Initially,	the	Greek	debt	crisis	 led	to	a	market	decline	early	in	the
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afternoon.	Other	traders	bet	on	a	continuous	decline	in	the	market
by	 executing	 short	 trades	 on	 the	 market.	 The	 wave	 of	 activity
triggered	HFT	models	 that	 track	 this	kind	of	activity	 resulting	 in	a
further	sell-off.
The	 large	 number	 of	 orders	 overloaded	 the	 exchange	 systems.
Information	was	delayed,	which	caused	many	trading	firms	to	exit
the	market	altogether.
The	 simultaneous	 exit	 caused	 a	 serious	 liquidity	 problem	 which
finally	led	to	this	stock	market	crash.
Although	 the	 market	 eventually	 gained	 most	 of	 the	 losses	 back,
investors	were	scared	and	shaken	by	this	incident.
This	event	shows	how	much	of	a	snowball	effect	HFTs	have	on	the
markets.	 When	 one	 big	 sell-off	 occurs,	 HFT	 traders	 using	 similar
strategies	 sell	 off	 as	 well,	 with	 dangerous	 implication	 for	 the
markets.

Where	are	the	arguments	in	favor	of	HFT?

Liquidity:
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The	amount	and	volume	of	the	trades	using	this	strategy	ensure	a
liquid	market.	HFT	 traders	act	as	makeshift-market-makers,	who
buy	and	sell	when	no	one	will.
According	to	data	available	with	SEBI,	the	share	of	HFT	as	a	percent
of	total	orders	and	turnover	has	been	rising	steadily.
In	2011-12,	HFT	orders	as	a	percentage	of	overall	orders	in	the	cash
equity	 segment	were	at	 65%.	This	has	 gone	up	 to	 94%	 in	2015-16.
Market	Efficiency
According	to	the	efficient	market	hypothesis,	stock	prices	already
have	all	 public	 and	non-public	 information	priced	 into	 them.	HFT
takes	 advantage	 of	 price	 discrepancies	 and	 arbitrages	 any
discrepancies	 away.	 In	 doing	 so,	 it	 helps	 in	 price	 discovery.
Profitability
The	major	benefit	provided	by	HFT	strategies	 is	 their	profitability.
There	 is	 no	 reliable	 information	 on	 the	 profitability	 of	HFT	 firms.
Hedge	funds	do	not	like	to	disclose	their	strategies	or	profits.	Despite
the	 lack	 of	 concrete	 information,	 HFT	 profit	 potential	 can	 be
inferred	from	statistical	data.	Why	resistance	to	HFT?	The	big	HFT
firms	tend	to	be	very	secretive,	so	as	to	limit	competitors	and	keep
their	 edge.	 This	 is	 a	 factor	 in	many	 financiers’	 resistance	 to	 HFT.
They	see	 it	as	unethical,	pushing	smaller	corporations	out	of	the
market.
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Who	gets	impacted	by	HFT	and	how?

This	algorithmic,	automated	approach	has	made	big	money	for	traders
and	 has	 caused	 waves	 in	 many	 markets.	 Some	 have	 had	 so	 much
success	that	economists	fear	the	consequences	that	HFT	could	have	on
global	economies.

Hedge	funds:	HFT	has	become	the	favorite	of	hedge	funds.	A	hedge
fund	 uses	 pooled	 funds	 to	 make	 a	 large	 number	 of	 trades.	 Since
hedge	funds	make	major	funds	accessible,	HFT	is	made	possible	and
is	seen	as	a	quick	way	to	make	fast	money.
It	is	mostly	big	companies	and	hedge	funds	that	succeed	with	HFT,
and	many	choose	to	go	international,	opening	up	offices	around	the
world.
However,	 international	 expansion	 comes	 with	 its	 own	 hurdles
because	 stocks	 must	 be	 bought	 with	 domestic	 currency,	 and	 for
HFT,	 that	means	 firms	 need	 large	 reserves	 of	 foreign	 currency	 to
trade	abroad.
So,	when	HFT	companies	choose	to	expand	globally,	 they	face	the
need	 for	 large	 reserves	 of	 foreign	 currency.	 Since	 turnover	 is	 so
huge,	small	exchange	rate	changes	can	mean	big	losses.
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With	 direct	 access	 to	 a	 bank’s	 trading	 account,	 the	 larger
corporations	can	overcome	this	problem.	Smaller	companies	have
the	opportunity	 to	 take	advantage	of	commercial	hedging	services
to	resolve	this	problem.

How	is	SEBI	planning	to	regulate	HFT?

The	stock	exchanges	have	robust	 surveillance	 systems	but	against	 the
backdrop	 of	 an	 increased	 focus	 on	 HFT	 and	 the	 possibility	 of
manipulation,	 SEBI	 feels	 an	 additional	 layer	 of	 checks	 targeted	 at	 this
segment	is	required.

SEBI	 is	 in	 discussions	with	 global	 experts	 and	 regulators	 on	 risks
from	high	frequency	trading	(HFT).
It	is	also	considering	hiring	an	external	agency	to	advise	it	on	ways
to	mitigate	risks	from	rising	HFT.
While	examining	the	exchange	surveillance	systems,	the	regulator
found	the	exchanges	lacked	an	alert-generation	system	specific	to
algorithm	trades.
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Long-term	solutions:	The	market	regulator	is	planning	to	consider
options	 like	 introducing	 speed	 bumps,	 order	 randomization,
order	 bunching	 of	 trades	 and	 limiting	 access	 to	 co-location
facility.
What	is	Co-location?	For	enabling	HFT,	brokers	set	up	servers	on
the	 exchange	 premises,	 typically	 called	 co-location.	 This	 reduces
time	 taken	 for	 an	 order	 to	 travel	 to	 the	 exchange,	 giving	 them	 a
speed	advantage	over	those	who	are	farther	away.
Near-term	 solution:	 Having	 specific	 surveillance	 teams	 at	 the
exchange	 level	 is	being	considered	as	a	near-tem	solution	so	as	 to
address	 the	 immediate	 concern	 of	 the	 possibility	 of	 market
manipulation	through	these	trades.

((( 	)))
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Economy	-	Payment	banks:	beyond	the	hype

Eleven	private	parties	were	given	licences	to	set	up	payment	banks	by
the	 RBI	 in	 2015.	 Tech	 Mahindra	 has	 recently	 announced	 that	 it	 was
dropping	its	plan	to	start	a	payment	bank	and	2	others	have	opted	out
earlier	citing	competition	and	a	long	gestation	period	as	key	issues.	Is	the
‘new	revolution’	in	the	India’s	banking	sector	getting	over	even	before	it
started?
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What	led	to	the	hype	around	the	payment	banks?

Payments	 banks	 signalled	 a	 new	 revolution	 in	 the	 country’s	 banking
sector	and	enormous	hype	was	generated	on	how	financial	inclusion	is
going	to	happen.

The	 idea	 of	 payment	 banks	 had	 sparked	 an	 informed	 debate	 on
creating	a	modern,	inclusive	financial	system	in	India.
The	 banking	 sector	 in	 India	 till	 now	 had	 only	 one	 category	 of
commercial	 banks,	 which	 was	 the	 universal	 bank	 but
differentiated	 licensing	 for	 banks	was	 recommended	 to	 bring	 in
new	varieties	of	banks	 to	 carry	out	 specific	banking	activities.	For
the	 first	 time	 corporations	 were	 being	 allowed	 to	 get	 into	 the
banking	space.
This	was	also	for	the	first	time	anywhere	in	the	world	that	licenses
had	been	given	to	banks	which	only	accept	deposits.
The	new	payment	banks	had	 the	potential	 (they	 still	 have	 it,	 only
less)	 over	 a	 period	 of	 time	 to	 change	 the	 way	 we	 had	 viewed
banking	traditionally.
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Payment	 banks	 could	 provide	 that	 push	 again	 to	 these	 traditional
banks	 to	 change	 their	 outlook	and	 reach	out	 to	newer	 customers,
especially	 in	 a	 country	 which	 has	 close	 to	 900	 million	 mobile
subscribers.
Given	 India’s	 geographical	 spread,	 regional	 disparities,	 reach	 and
connectivity,	 these	payment	banks	would	use	the	mobile	platform
to	 provide	 basic	 banking	 transactions,	 in	 particular,	 payment	 for
services	and	subsidies	through	mobile	phones.
It	would	also	help	expand	banking	services	to	the	remotest	corners
of	 the	 country	 over	 the	 medium	 and	 long	 term	 with	 huge
economic	spin	offs.

Why	are	the	license	holders	bailing	out?

Out	 of	 11	 applicants	 who	 had	 won	 “in-principle”	 approval	 to	 start
payments	 banks,	 three	 firms	 have	 now	 withdrawn	 their	 applications
—Tech	 Mahindra;	 Sun	 Pharma	 promoter	 Dilip	 Shanghvi	 and	 his
partners	 IDFC	 Bank	 Ltd	 and	 Telenor	 Financial	 Services;	 and
Cholamandalam	Investment	and	Finance.
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The	 situation	 has	 changed	 in	 the	 recent	 months	 since	 the	 RBI
released	draft	guidelines	for	the	payments	banks	in	November	2014.
The	 licence	holders	have	opted	out	 citing	competition	 and	a	 long
gestation	 period	 as	 key	 considerations	 in	 reaching	 the	 decision.
Some	are	realizing	that	the	business	may	not	be	easy	to	crack.
According	to	a	report	by	ICRA,	interest	spreads	for	payments	bank
are	not	expected	to	be	more	than	3-4%,	which	are	not	particularly
attractive.
Over	the	last	few	years,	large	banks,	including	private	lenders,	have
significantly	 expanded	 their	 networks	 in	 rural	 areas.	 This	 means
that	these	markets	are	no	longer	wide	open	for	new	business	with
limited	competition.
Banks	 are	 offering	 most	 services	 that	 payments	 banks	 can	 and
hence,	 for	 payments	 banks	 to	 offer	 a	 new	 and	 differentiated
proposition	will	not	be	easy.
The	National	Payments	Corporation	of	India	recently	introduced
its	Unified	 Payments	 Interface	 that	 is	 expected	 to	 alter	 the	 way
payment	transactions	are	conducted.
Commercial	banks	are	now	aggressively	pushing	their	own	mobile
application-based	 offerings,	 eroding	 the	 potential	 that	 payments
banks	had	for	the	banked	and	technology-savvy	segment.
The	RBI	has	put	in	place	strict	rules	on	how	to	deploy	the	deposits
one	garners.	75%	has	to	go	into	government	securities	which	limit
the	ability	to	earn	from	the	deposit	base.
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When	was	the	concept	of	Payment	Banks	introduced	in	India?

RBI	had	set	up	the	”Committee	on	Comprehensive	Financial	Services
for	 Small	 Businesses	 and	 Low	 Income	 Households”	 in	 Sep	 2013,
popularly	 known	 as	 the	 Nachiket	 Mor	 Committee,	 had
recommended	the	RBI	in	2014	to	adopt	a	vertically	differentiated
banking	 system	with	 payments	 banks	 for	 deposits	 and	 payments
and	wholesale	banks	for	credit	outreach.
41	 firms	 had	 applied	 for	 licence	 and	 the	 applicants	 were	 detailed
inspected	 by	 an	 External	 Advisory	 Committee	 under	 the
Chairmanship	of	Dr.	Nachiket	Mor.
Finally	11	were	finally	given	an	in-principle	nod	in	August	2015	and
the	 excitement	 over	 the	 model	 only	 increased	 after	 the	 list	 of
applicants	was	revealed	by	the	RBI.
The	 ‘in	 principle’	 approval	 to	 these	 11	 applicants	 to	 set	 payment
banks	wad	valid	for	18	month	period.
These	 banks	 will	 provide	 small	 savings	 accounts	 and
payments/remittance	services.	They	are	allowed	to	accept	deposits
of	 up	 to	 Rs	 1	 lakh.	 However,	 they	 cannot	 lend	 or	 issue	 credit
cards.
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Those	selected	ranged	from	units	linked	to	large	telecom	providers
such	as	Bharti	Airtel	Ltd	and	Vodafone	India	Ltd	to	technology	firms
such	as	Tech	Mahindra	Ltd	and	entities	like	the	Department	of	Posts,
which	already	had	a	wide	reach.

Where	are	the	differences	between	payment	banks	and	small	banks?

While	payment	banks	are	meant	 to	deal	mainly	 in	 transfers	and
deposits,	 small	 finance	 banks	 are	 mandated	 to	 offer	 all	 basic
banking	 services	 consisting	 of	 accepting	 deposits	 and	 lending	 to
population	which	 has	 largely	 been	 unserved	 and	 underserved	 by
banks.
While	 finance	 companies,	 business	 correspondents,	 car	 issuers,
telcos,	 retailers	and	cooperatives	are	eligible	 to	apply	 for	Payment
banks;	 professionals	 with	 10	 years	 of	 experience	 in	 finance	 are
eligible	to	apply	for	small	finance	banks.
The	capital	requirement	for	both	the	types	of	banks	is	Rs.	100	Crore.
However,	 in	 case	 of	 small	 finance	 banks,	 the	 minimum	 initial
contribution	of	 the	promoter	 to	 the	paid-up	capital	 is	 fixed	at	40%
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and	 they	 can	 bring	 down	 his	 holding	 to	 26%	 in	 12	 years	 from
commencement.	 In	 payment	 banks,	 the	 promoters	 should	 retain
40%	stake	for	the	first	five	years.
While	 the	target	group	for	small	banks	will	 include	small	business
units,	small	and	marginal	farmers,	micro	and	small	industrial	units
and	entities	in	unorganized	sector,	payment	bank	will	mostly	have
to	 target	 the	migrant	 labourers	and	 those	working	 in	unorganized
sector.	It	is	this	reason	–	that	their	customers	will	mostly	come	from
economically	underprivileged	classes	–	that	has	led	to	reluctance	on
the	part	of	new	licensees.

Who	will	benefit	from	Payment	banks?

They	 will	 bring	 the	 unbanked	 population	 within	 the	 scope	 of
formal	banking,	thereby	facilitating	financial	inclusion.
They	 will	 offer	 payments	 and	 remittance	 services	 mainly	 to
migrant	labourers	and	those	working	in	unorganized	sector	and	fill
the	 gap	 in	 providing	 financial	 services	 to	 low	 income	 households
and	small	businesses.
Banking	will	be	more	accessible	to	people	in	rural	areas	and	poorly
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connected	terrains	because	of	Payment	Banks.
Payments	 banks	 will	 make	 the	 economically-backward	 classes
more	financially	literate	and	assist	them	in	combating	poverty.
Payments	bank	license	will	also	allow	the	network	of	over	1.5	lakh
post	offices	to	offer	banking	services	to	the	country’s	masses.
People	 remitting	 money	 to	 their	 near	 and	 dear	 ones	 will	 find	 it
more	economical	and	convenient	to	do	so	now.
Payment	banks	will	also	accept	government	subsidies	and	other	aid
for	credit	to	their	beneficiary	customers.
Direct	 benefits	 transfer	 is	 intended	 to	 do	 away	 with	 the
middlemen	and	to	reduce	time	in	making	payments,	with	no	scope
of	corruption.

How	should	the	way	forward	for	Payment	Banks	be?

Some	of	those	who	are	still	in	the	race	say	that	initially	many	players	got
into	 it	 without	 fully	 comprehending	 the	 business	 model.	 Once	 they
realised	 that	 there	 was	 no	 precedence,	 they	 started	 to	 rethink	 their
plans.

For	 the	 RBI,	 the	 payments	 banking	model	 is	 an	 experiment.	 The
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experiment	 is	 still	 underway	 and	 it	 may	 be	 too	 early	 for	 the
regulator	 to	 be	 aggrieved	 at	 the	 decision	 of	 three	 applicants	 to
withdraw	their	plans.
Deputy	 Governor	 S.S.	 Mundra	 has	 said	 that	 some	 kind	 of	 a
processing	fee	could	be	considered	as	a	levy	on	those	withdrawing
their	applications.
The	challenge	in	a	payments	bank	is	that	it	will	be	a	volume	driven
business	 and	 so	 the	 payments	 bank	 proposition	makes	 sense	 for
those	 with	 a	 large	 customer	 base	 and	 ability	 to	 create	 alternate
channels	and	third	party	merchant	ecosystem
Analysts	believe	 that	 it	 is	mainly	 the	telecom	companies	 that	will
be	able	to	survive	the	heat.	They	already	have	the	pipes	in	place	and
the	incremental	cost	is	very	limited.
The	Nachiket	Mor	Committee	had	stated	on	these	niche	banks	that
the	 telecom	 companies	 that	 have	 wide	 reach	 and	 also	 have	 a
connect	 with	 the	 un-banked	 population	 will	 be	 able	 to	 establish
themselves	quickly.
Out	of	the	remaining	eight	players,	Aditya	Birla	Nuvo,	Bharti	Airtel
and	Vodafone	are	telecom	companies.

The	 payments	 banks	 remain	 hopeful,	 given	 that	 in	 urban	 areas
consumers	have	more	than	one	bank	and	therefore	there	is	still	scope	to
reach	out	to	these	players

((( 	)))
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Economy	-	PSUs:	The	life	line	of	Indian	growth	story

When	asked	about	privatization	of	PSEs,	Prime	Minister	Modi	strongly
rejected	 the	 call	 for	 complete	 privatization.	 He	 emphasized	 the	 role
played	 by	 the	 public	 sector,	 in	 any	 country’s	 economy.	 The	 basic
difference	 between	 private	 and	 public	 ownerships	 is	 the	 difference	 in
objectives,	 viz.	 welfare	 maximization	 by	 the	 public	 sector	 and	 profit
maximization	by	the	private	sector.	There	has	to	be	a	trade-off	between
the	both.
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What	did	the	Prime	Minister	comment	on	total	privatization?

On	 privatization,	 Prime	 Minister	 Modi	 sought	 to	 portray	 a	 balanced
image	of	his	government.

He	said	-	“In	any	developing	country	in	the	world,	both	the	public
and	private	sector	have	a	very	important	role	to	play.	You	can’t
suddenly	get	rid	of	the	public	sector,	nor	should	you.”
While	 saying	 this,	 he	 also	 counted	 a	 number	 of	 areas	 where	 his
government	has	allowed	private	investment.
Where?	He	said,	“In	defense,	there	was	no	private	investment.	Today,
I	have	allowed	it	to	100	per	cent.	In	insurance,	private	investment	was
not	allowed.	I	have	allowed	it.	In	the	railways,	I	have	for	the	first	time
developed	 a	 public-private	 partnership	 model	 for	 railway	 stations,
which	will	raise	the	economic	strength	and	efficiency	of	the	railways.”
Disinvestment:
The	 government	 has	 earned	 Rs	 56,425.97	 crore	 through
disinvestment	in	two	years	 -	Rs	24,277.17	crore	 in	2014-15	and	Rs
32,148.80	 crore	 in	2015-16,	as	against	Rs	84,425	 crore	 targeted	 in
the	Budgets.
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However,	Modi	did	not	speak	on	privatization	of	loss-making	public
sector	 units.	 The	 Budget	 has	 targeted	 Rs	 20,500	 crore	 from	 these
strategic	 sales	 in	 2016-17,	 after	 a	 higher	 target	 of	 Rs	 28,500	 crore
could	not	lead	to	any	proceedings	in	2015-16.

Why	is	the	Public	Sector	important	for	India?

Since	 India’s	 independence,	 Public	 sector	 enterprises	 (PSEs)	 have
laid	 a	 strong	 foundation	 for	 the	 industrial	 development	 of	 the
country.	They	are	considered	as	‘the	temples	of	modern	India’.	The
major	reasons	why	PSEs	are	of	significant	importance	to	India	are:
Economic	Development:
Economic	 development	 mainly	 depends	 upon	 industrial
development.	 Heavy	 and	 basic	 industries	 like	 iron	 and	 steel,
shipping,	mining,	 etc.	 are	 required	 for	 supplying	 raw	materials	 to
small	industries.
Huge	capital	is	required	for	establishment	of	such	heavy	industries.
This	capital	required	for	these	industries	is	easily	and	readily	made
available	by	the	public	sector	and	it	is	not	always	practically	possible
for	the	private	sector	to	run	them.
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They	also	help	the	growth	of	ancillary	industries	in	numerous	ways.
National	Income:
During	the	period	1960	to	1999,	the	public	sector	doubled	its	share	in
the	national	income	in	real	terms	and	accounted	for	25%	of	the	total
income	of	the	economy.
Employment:	Various	public	sector	units	operating	in	India	provide
employment	to	millions	of	individuals	according	to	their	education,
experience	and	abilities.	In	general,	the	public	sector	jobs	are	more
‘secure’.
Welfare	 Motive:	 These	 organizations	 are	 working	 with	 the	 only
motive	 of	 providing	 public	 utility	 services	 to	 society	 at	 large
irrespective	of	profit.

Since	when	have	the	PSEs	been	struggling	and	why?

Since	 their	 inception,	 the	 PSEs	 have	 been	 struggling.	 Also,	 the
integration	of	 the	Indian	economy	with	global	markets	resulted	in
several	 challenges.	 These	 challenges	 act	 as	 impediments	 in	 the
growth	of	 PSEs	 and	 remind	 these	units	 of	 the	need	 for	 efficiency.
Few	of	the	major	challenges	and	concerns	faced	are:
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Lack	 of	 focus:	 Most	 PSEs	 are	 plagued	 by	multiple	 principles	 and
goals	often	 resulting	 in	 conflicting	 situations	 for	 these	enterprises.
Conflicting	 goals	 often	 result	 in	 poor	 overall	 performance	 of	 the
organization.
Stiff	 competition	 from	 Private	 sector:	 The	 compensation
differentials	 between	 the	 public	 sector	 and	 their	 corporate
counterparts	are	widening.
Political	 interference:	 There	 is	 excessive	 influence	 and
interference	by	political	leaders	and	civil	servants	in	the	functioning
of	public	enterprises.	Parliamentary	control	reduces	the	autonomy
of	these	enterprises.
Low	utilization	of	installed	capacity	has	been	another	challenge	for
PSEs.	Many	undertakings	have	failed	to	make	full	use	of	their	fixed
assets.
Over-capitalization:	 Due	 to	 inefficient	 financial	 planning,	 lack	 of
effective	financial	control	and	easy	availability	of	money	from	the
Government,	several	PSEs	suffer	from	over-capitalization.
Lack	 of	 motivation:	 There	 is	 little	 incentive	 to	 work	 hard	 and
improve	efficiency.
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Where	are	the	advantages	of	the	public	sector	over	private	sector?

With	the	advent	of	globalization,	the	public	sector	gained	credence
in	 the	 face	 of	 faced	new	 challenges	 in	 developed	 economies.	 This
sector	provided	the	required	thrust	to	the	economy	and	developed
and	nurtured	human	resources,	the	vital	ingredient	for	the	success
of	any	enterprise.	Saviors	during	slowdown:
All	 the	 private	 companies	 had	 either	 cut	 down	 on	 production	 or
went	 slow	 on	 their	 investment	 plans	 during	 the	 economic
slowdown.	But	PSEs	did	not	cut	back	on	production	and	went	ahead
with	their	investment	plans.
They	 helped	 the	 country	 in	 maintaining	 the	 growth	 momentum
during	the	economic	slowdown.	Regional	Development:
Private	 sector	 usually	 neglects	 backward	 areas	 but	 public	 sector
organizations	set	up	their	units	in	economically	backward	areas.	By
this,	 the	 public	 sector	 removes	 regional	 imbalance	 and	 brings
regional	 development.	 e.g.	 BSNL,	 for	 many	 years,	 was	 the	 only
telecom	operator	in	the	North	East.	Welfare	goals:
The	 Government	 of	 India	 has	 leveraged	 on	 the	 PSEs	 to	 achieve
desired	 socio-economic	 objectives.	 Profits	 made	 by	 the	 PSEs	 are
utilized	 towards	 financing	 the	 economic	 development	 of	 the
country.
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Who,	in	the	public	sector,	are	considered	sick?

Definition:	 By	 the	 government’s	definition,	 a	 central	public-sector
enterprise	 (CPSE)	 is	 considered	 sick	 if	 its	 accumulated	 loss	 in	 a
financial	year	is	equal	to	or	more	than	50%	of	its	average	net	worth
in	the	four	immediately	preceding	years,	and/or	if	it	can	be	termed
sick	 by	 the	 meaning	 in	 the	 Sick	 Industrial	 Companies	 (Special
Provisions)	Act,	1985.
How	many?	 There	 are	 around	 79	 state-run	 companies	 that	 have
huge	accumulated	losses.
Public	sector	banks	(PSBs)	are	among	some	of	the	PSEs	which	are
struggling	to	cope	up	with	their	losses.	Main	problems	faced	by	PSBs
are	lack	of	capital	infusion,	rising	Non	Performing	Assets	etc.
Insurance	 Companies:	 The	 four	 public	 sector	 general	 insurance
companies	-	New	India	Assurance,	National	Insurance,	United	India
Insurance	and	Oriental	Insurance	-	are	facing	marginalization	with
the	 ascent	 of	 private	 players.	 These	 have	 seen	 their	 combined
market	share	fall	to	55	%	from	100	%.
Unlisted	 companies	 like	 Air	 India,	 Hindustan	 Cables,	 Hindustan
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Fertilizer	Corporation	and	Hindustan	Photo	Films	are	sick	and	listed
PSUs	 such	 as	 Hindustan	 Flourocarbons,	 Hindustan	 Organic
Chemicals,	 HMT,	 and	 ITI	 (excluding	 revaluation	 reserves)	 are
among	the	sick	PSEs.
At	present,	 the	policy	 is	 to	 first	 check	 the	viability	of	 reviving	sick
undertakings	and	if	revival	fails,	these	could	be	privatized	through
strategic	sale	of	stake	(disinvestment	or	privatization).

How	could	PSEs	be	revived	and	revitalized?

PSEs,	which	are	 the	 lifelines	 of	 Indian	 economy,	must	be	 revived	and
revitalized	 in	 order	 to	make	 them	play	 a	much	 bigger	 and	 significant
role	in	making	India	grow.	This	can	be	done	by

controlling	 the	 cost	 at	 every	 level	 of	 operation,	 increasing	 the
production,	 widening	 the	 capital	 base,	 increasing	 the	 standard	 of
PSEs	 to	manage	 the	 competition	 from	 both	 domestic	 and	 foreign
competitors,	 identifying	 redundant	manpower	 and	 dealing	with	 it
through	 means	 a	 retraining,	 redeployment	 and	 encouraging	 self-
employment	etc.	How	do	privatization	and	disinvestment	differ?
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They	 differ	 in	 the	 quantum	 of	 ownership	 of	 the	 government.
Disinvestment	means	 dilution	 of	 stake	 of	 the	 government	 in	 the
PSEs.	This	can	be	done	it	two	ways.
Case	1:	When	government	sells	a	part	of	its	equity	of	a	PSE,	which	is
less	than	50%	of	its	total	stock,	it	is	merely	called	as	disinvestment.
In	this	case	government	retains	the	ownership	of	the	enterprise.
Case	 2:	 But	 if	 the	 government	 sells	 a	 part	 of	 its	 equity	 of	 a	 PSE,
which	exceeds	more	than	50%	of	its	total	stock,	then	it	 is	called	as
privatization.	 Here,	 the	 ownership	 is	 transferred	 to	 private
enterprise.	In	the	majority	of	the	disinvestment	initiatives	taken	by
government,	it	maintains	at	least	51%	of	its	stake	in	the	company	so
that	it	retains	the	ownership.
The	 reasons	 for	 resorting	 to	 privatization	 or	 disinvestment	 are	 to
meet	government’s	obligations	or	fund	its	initiatives.	It	may	also	be
to	improve	the	efficiency	of	the	organization.

((( 	)))
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Economy	-	China	goes	down,	it	takes	the	world	with	it

Work	at	the	International	Monetary	Fund	(IMF)	suggests	that	a	1-per
cent	negative	shock	to	China’s	real	GDP	will	knock	off	0.23	percentage
points	 from	 global	 growth	 in	 the	 short	 run.	 This	mammoth	 economy
which	 worked	 as	 the	 growth	 engine	 of	 the	 world	 in	 the	 last	 decade
seems	 to	 be	 struggling	 at	 the	 moment.	 If	 the	 engine	 goes	 down,	 the
world	will	go	down	too.
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What	is	the	latest	economic	data	from	China?

Government	 data	 on	 April	 factory	 output	 were	 weaker	 than
expected,	 fueling	 concerns	 that	 a	 possible	 economic	 rebound
supported	by	government	stimulus	might	be	faltering.
It	was	 partly	 offset	 by	 strength	 in	 real	 estate	 sales	 growth,	which
accelerated	to	44	percent	over	a	year	ago.
The	data	 suggest	 the	credit-fueled	recovery	cannot	be	sustained
for	long.	Credit	growth	was	weaker	than	expected.
This	 weak	 data	 will	 play	 on	 the	 minds	 on	 investors,	 who	 were
already	cautious	of	staying	put	in	China.
Weakness	 in	 retail	 sales,	 factory	output	 and	 credit	 growth	 suggest
that	China	is	not	about	to	see	a	stimulus-led	improvement	in	growth
as	markets	had	been	hoping	earlier	in	the	year.

Why	is	this	slowing	down	more	of	China’s	own	making?

China’s	 economic	 slowdown	 is	 at	 least	 partly	 deliberate.	 The
country’s	supercharged	growth	of	the	past	quarter	century	was	built
largely	on	massive	investment	in	real	estate	and	factories,	much	of
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it	increasingly	wasteful	and	inefficient.
China’s	policy	of	transition	from	an	export-led	to	a	consumer-led
economy	has	created	its	economic	slowdown,	where	it	will	grow	by
6.3	 per	 cent	 this	 year	 and	 6	 per	 cent	 next	 year,	 according	 to	 IMF
projections.
China	 is	 not	 going	 to	 have	 a	 hard	 landing	 (sudden	 crashing	 of
economy).	 It	 is	 implementing	 a	 big	 transitional	 business	 model
essentially	 moving	 from	 heavy	 manufacturing	 to	 lighter
manufacturing	and	a	 lot	of	more	services,	and	from	investing	and
selling	to	much	more	consuming.

When	 can	 Chinese	 slowdown	 severely	 impact	 the	 South	 Asian
countries?

As	per	Raghuram	Rajan,	the	Governor	of	the	Reserve	Bank	of	India,
a	sharp	slowdown	in	China	is	a	“significant	risk”	for	global	economy
in	general	and	the	South	Asian	Association	for	Regional	Cooperation
(SAARC)	countries	in	particular.
The	 sharp	 contraction	 in	 China’s	 imports	 over	 the	 past	 year	 has
already	led	to	spillovers	through	the	trade,	confidence,	tourism	and
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remittance	channels.
SAARC	nations	have	not	been	able	to	avert	its	impact.	More	negative
externalities	could	follow	as	the	Chinese	economy	adjusts	to	a	more
sustainable	path.
China	already	suffered	from	the	twin-ailment	of	overcapacity	and
high	 leverage	 (debt-GDP	 ratio	 is	 at	 250%).	 Bad	 loans	 in	 the
banking	 system	 were	 likely	 to	 grow	 over	 current	 levels	 and	 in
addition	there	might	be	serious	weaknesses	in	the	shadow	banking
system,	which	could	feed	back	to	banks.

Possible	 rate	 hike	 by	 the	 US	 Federal	 Reserve,	 rebound	 of	 oil	 prices,
possible	 exit	 of	 Britain	 from	 the	 European	Union,	 geopolitical	 risks	 in
the	 West	 Asia	 and	 financial	 markets	 volatility	 are	 some	 of	 the
possibilities	 that	 can	 increase	macroeconomic	 risks	 for	 the	 region	and
the	risks	can	increase	even	more	if	the	Chinese	slowdown	gathers	more
speed.

Where	can	things	go	really	wrong	for	China?

Xi	Jinping,	China’s	president	since	2013,	has	adopted	the	“new	normal”,
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by	 which	 he	 means	 less	 emphasis	 on	 growth	 and	 faster	 structural
reform.

The	government	is	trying	to	guide	the	economy	toward	slower	but
more	sustainable	growth	built	on	spending	by	Chinese	consumers.
It	 is	 also	 steering	 the	 country	 away	 from	 overdependence	 on
manufacturing	toward	more	reliance	on	services	industries.
Chinese	policymakers,	 long	admired	for	their	stewardship	of	a	fast
growing	 economy,	 have	 worsened	 things	 by	 communicating
poorly,	 interfering	 clumsily	 (devaluing	 the	 Yuan)	 in	 the	 markets
and	backsliding	on	reforms.
China’s	debt-to-GDP	ratio	has	soared	from	150%	to	nearly	250%	over
a	 decade,	 the	 kind	 of	 surge	 that	 is	 usually	 followed	by	 a	 financial
bust	or	an	abrupt	slowdown.	When	the	debt	cycle	turns,	both	asset
prices	and	the	real	economy	will	be	in	for	a	shock.	This	is	the	biggest
threat	to	Chinese	economy.
China	 must	 start	 to	 curb	 the	 relentless	 rise	 of	 debt.	 Or	 it	 must
prepare	itself	for	the	worst.
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Who	can	benefit	-	if	at	all	-	from	the	Chinese	slowdown?

There	 is	 a	 theory	often	 floated	 –	 that	 India	will	 rise	 as	China	 falls	 and
China’s	loss	will	be	India’s	gain.	The	theory	is	not	sound.

True,	India’s	big	push	for	infrastructure	development	perhaps	could
get	a	boost	from	cheaper	Chinese	funds	and	resources.
Chinese	 cooperation	 in	 the	 development	 of	 India’s	 high-speed	 rail
network,	 renewable	 energy	 sector,	 smart	 cities	 and	 more
importantly,	the	manufacturing	sector,	could	become	more	feasible
in	 the	wake	 of	 reduced	 possibilities	 and	 opportunities	 for	 Chinese
companies	in	their	home	country.
However,	 a	 weak	 domestic	 demand	 in	 China	 will	 make	 imports
from	China	cheaper	and	Indian	products	more	expensive.
Slowing	 down	 of	 economy	 in	 China	 will	 also	 create	 excess
capacities,	leading	to	increased	dumping	of	cheap	products	into	the
world	markets.	India	is	China’s	favourite	dumping	ground.
Availability	of	cheaper	products	from	China	increases	the	possibility
of	intense	competition	in	global	markets	as	well.
From	 investors’	 perspective	 –	 India	 is	 not	 seen	 as	 a	 substitute	 for
China;	their	money	will	exit	China,	but	it	may	not	come	to	India.
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How	 is	 India	 bracing	 to	 grow	 in	 a	 tough	 global	 economic
environment?

India	 has	 in	 place	a	 four-pronged	defence	 against	 external	 shocks	—
good	 policies,	 prudent	 capital	 flow	 management	 and	 swap
arrangements,	 preventing	 extreme	 foreign	 exchange	 volatility,	 and
building	reasonable	dollar	reserves.

Fiscal	 consolidation	 by	 containing	 price	 rise,	 using	 better	 food
management,	 a	 new	 inflation	 framework	 and	 a	 monetary	 policy
tuned	 to	 circumstances	 were	 the	 first	 defence	 against	 the	 global
slowdown.
The	RBI	had	also	started	cleaning	up	bank	balance-sheets	to	support
growth.
Measures	 taken	 by	 the	 Centre,	 such	 as	 the	 passage	 of	 the
Bankruptcy	 Bill,	 as	 well	 as	 steps	 to	 boost	 agriculture,	 deregulate
business,	allocate	spectrum	and	mines,	appoint	the	top	brass	at	PSU
banks,	 resolve	 distress	 in	 the	 power	 sector	 and	 expand	 financial
inclusion	to	increase	transparency	in	India.
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The	RBI	 has	 been	moderating	 periods	 of	 extreme	 volatility	 in	 the
currency	 through	 exchange	 intervention,	 though	 only	 when	 the
movement	is	excessive,	and	increasing	access	to	foreign	exchange
reserves,	including	pooling	of	reserves.
Efforts	 have	 been	 taken	 in	 the	 agricultural	 sector	 to	 boost
productivity	 through	 better	 irrigation	 facilities,	 crop	 insurance,
access	to	markets.
Efforts	are	being	made	to	deregulate	businesses,	especially	the	start-
up	economy,	resolving	distress	in	power	distribution	companies	by
offering	 them	 a	 partial	 bailout	 (the	 UDAY	 scheme),	 and	 efforts	 to
expanding	financial	services	to	the	excluded	through	the	provision
of	bank	accounts	and	direct	benefit	transfers.
The	country	has	taken	measures	such	as	being	careful	about	foreign
borrowings,	 especially	 at	 the	 very	 short-term.	 In	 addition,	 foreign
direct	investment	(FDI)	norms’	liberalization	has	resulted	in	record
FDI	inflows	last	financial	year.

((( 	)))
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Economy	-	Private	insurance	is	not	the	answer

As	 per	 the	 latest	 report	 of	 National	 Sample	 Survey	Office	 (NSSO)	 on
Health	 and	 Morbidity,	 the	 percentage	 of	 persons	 covered	 under	 any
health	 insurance	 scheme	 is	 14.1%	 in	 rural	 areas	 and	 18.1%	 in	 urban
areas.	With	 a	 growing	 burden	 of	 diseases	 and	 a	 growing	 rural-urban
inequality	 in	 access	 to	 healthcare,	 it	 is	 perhaps	 natural	 that	 private
insurance	companies	are	seen	as	the	magic	pill.	But	they	alone	cannot
suffice.
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What	 makes	 the	 business	 and	 process	 of	 health	 insurance
challenging?

Health	 Insurance	 is	 more	 complex	 than	 other	 segments	 of
insurance	 business	 because	 of	 serious	 conflicts	 arising	 out	 of
adverse	 selection,	 moral	 hazard,	 unavailability	 of	 data	 and
information	gap	problems.
Health	 sector	 policy	 formulation,	 assessment	 and	 implementation
are	 an	 extremely	 complex	 task,	 especially,	 in	 changing
epidemiological,	institutional,	technological	and	political	scenario.
Proper	understanding	of	Indian	Health	situation	and	application	of
principles	 of	 insurance,	 keeping	 in	 view	 the	 social	 realities	 and
national	objectives,	are	important.

What	do	private	insurance	companies	offer?

The	privatization	of	insurance	sector	and	constitution	of	Insurance
Regulatory	 and	 Development	 Authority	 of	 India	 (IRDAI)	 envisage
improving	the	performance	of	state	insurance	sector	in	the	country
by	 increasing	 benefits	 from	 competition	 in	 terms	 of	 lowered
costs	and	increased	level	of	consumer	satisfaction.
The	 idea	 is	 tempting:	 let	 people	 choose	 between	 insurance
companies	 that	 offer	 different	 packages	 of	 treatments,	 integrate
care,	and	insure	people	against	risks	without	all	the	inefficiencies	of
the	government.
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Why	 is	 private	 insurance	 not	 the	 answer	 to	 India’s	 low	 insurance
cover?

Critics	 of	 private	 insurance	 argue	 that	 privatization	 will	 divert
scarce	 resources	 away	 from	 the	 pool,	 escalate	 health	 costs,	 allow
cream	 skimming	 and	 adverse	 selection.	 According	 to	 this	 view,
private	health	insurance	largely	neglects	the	social	aspect	of	health
protection.
Private,	 competitive	 insurance	 companies	 add	 instability,
bureaucracy,	 inequality	 and	 regulatory	 trickery	 without
contributing	any	value	to	the	healthcare	system.
Private	insurance	are	unconcerned	about	inequality	and	efficiency;
they	are	interested	in	profits,	not	welfare.
Private,	competitive	insurance	companies	fragment	risk	pools.	Each
company	 competes	 for	 the	most	 lucrative	 risk	pool,	which	means
the	richest	and	the	healthiest	people.
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When	can	private	insurance	penetrate	into	Indian	health	industry?

India,	with	relatively	developed	economy	and	a	strong	middle	class
population,	 offers	most	 promising	 environment	 for	 private	 health
insurance	development.
Health	insurance	is	very	well	established	in	many	countries,	but	in
India	it	still	remains	an	untapped	market.	Less	than	20%	of	India’s
1.2	 billion	 people	 are	 covered	 through	 health	 insurance.	 And
most	of	it	covers	only	government	employees.
At	 any	 given	 point	 of	 time,	 40	 to	 50	 million	 people	 are	 on
medication	for	major	sickness	and	share	of	public	financing	in	total
health	care	is	just	about	1%	of	GDP.	Over	80%	of	health	financing	is
private,	much	of	which	 is	out	of	pocket	payments	and	not	by	any
pre-payment	 schemes.	 Given	 the	 health	 financing	 and	 demand
scenario,	 health	 insurance	 has	 a	 wider	 scope	 in	 present	 day
situation	in	India.
Health	insurance	is	a	growing	segment	of	India’s	economy.	In	2011,
3.9%	 of	 India’s	 gross	 domestic	 product	 was	 spent	 in	 the	 health
sector.	 Out	 of	 this	 3.9%,	 health	 insurance	 accounts	 for	 5-10%	 of
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expenditure,	 employers	 account	 for	 around	 9%	 while	 personal
expenditure	 amounts	 to	 an	 astounding	 82%.	 In	 the	 developed
nations,	 personal	 expenditure	 accounts	 for	 less	 than	 20%	 of	 total
spend	on	healthcare.

Where	is	India	lacking	in	healthcare?

India’s	 health	 services,	 besides	 being	 grossly	 inadequate,	 are
inequitably	 distributed	 across	 and	 within	 states.	 Rural-urban
inequalities	 translate	 into	 differences	 in	 health	 outputs.	 For
example,	there	is	a	63%	difference	in	infant	mortality	rates	and	44%
difference	in	total	fertility	rates	of	rural	and	urban	areas	in	India.
The	 disease	 burden	 of	 India	 is	 shifting	 from	 communicable	 to
non-communicable	diseases,	but	policy	has	failed	to	catch	up	with
this	 transition.	 India	 is	 unprepared	 to	 deal	 with	 a	 growing	 urban
population	 of	 obese	 citizens	 co-existing	 with	 those	 suffering
nutrient	 deficiency;	 diseases	 like	 diabetes	 (India	 is	 called	 ‘the
diabetes	 capital	 of	 the	 world’)	 which	 have	 a	 cascading	 effect	 on
cardiovascular	 diseases;	 climate	 change-triggered	 health	 disorders
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and	mental	disorders.
The	quality	of	our	healthcare	is	also	poor	due	to	a	lack	of	regulation
as	well	as	well-trained	medical	professionals.	There	is	also	an	urgent
need	 to	 upgrade	 the	 curriculum	 in	 keeping	 with	 the	 changing
disease	spectrum	and	technological	advances.
Eighty	per	cent	of	the	1%	of	GDP	health	allocation	is	raised	and
spent	by	states.	The	government	must	give	the	state	governments
the	greatest	possible	control	in	fine-tuning	their	approach,	based	on
local	needs.
The	biggest	reason	for	the	slow	improvement	in	health	parameters
in	 the	 country,	 however,	 is	 the	 huge	 out-of-pocket	 (OOP)	 health
expenditure	 incurred	 by	 Indian	 households.	 The	 Rashtriya
Swasthya	Bima	Yojana,	2014,	aims	to	redress	this	by	expanding	the
health	insurance	cover	—	but	its	effectiveness	remains	to	be	seen.

Who	is	covered	by	health	insurance	in	India?

As	 per	 information	 received	 from	 IRDAI,	 28.80	 crore	 persons	 were
covered	under	health	 insurance	policies	provided	by	public	sector	and
private	 sector	 during	 2014-15	 (including	 Government	 sponsored
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schemes	like	RSBY)	which	is	24%	of	India’s	total	population.	The	NSSO
surveys	reveal	that	the	numbers	are	much	lower.

Rashtriya	Swasthya	Bima	Yojana	(RSBY)	is	a	centrally	sponsored
scheme	 to	 provide	 health	 insurance	 to	 Below	 Poverty	 Line	 (BPL)
families	 and	 11	 other	 defined	 categories	 of	 Unorganized	Workers
namely	 Building	 &	 Other	 Construction	Workers,	 licensed	 Railway
porters,	Street	Vendors,	MGNREGA	workers	 (who	have	worked	for
more	 than	 fifteen	 days	 during	 preceding	 financial	 year),	 Beedi
workers,	 Domestic	 workers,	 Sanitation	 Workers,	 Mine	 Workers,
Rickshaw	pullers,	Rag	pickers	and	Auto/Taxi	drivers.
Beneficiaries	enrolled	under	RSBY	are	entitled	 to	health	 insurance
coverage	 of	 Rs.	 30,000/-	 per	 annum	 to	 families	 (a	 unit	 of	 five)	 on
floater	 basis	 in	 government	 empanelled	 hospitals	 (includes	 both
private	 and	 public).	 Pre-existing	 conditions	 are	 covered	 from	 day
one	and	there	is	no	age	limit.	Transportation	cost	upto	Rs.	100	is	also
provisioned	under	this	scheme.

How	do	private	insurance	players	avoid	high	costs?
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Insurers	 solve	 this	 with	 some	 obvious	 tools.	 One	 is	 to	 just
discourage	sick	or	prospectively	sick	people	such	as	smokers	from
joining.
Another	 is	 “actuarial”	 rate-setting	 in	 which	 they	 try	 to	 match
insurance	premiums	with	likely	expenditures.	Actuarial	rate	setting
is	 a	 good	deal	 for	healthy	people	who	have	an	unexpected	 event,
but	 a	 very	 bad	 deal	 for	 people	 in	 ill	 health,	 who	 might	 find
insurance	entirely	unaffordable.
Either	 way,	 insurance	 companies	 achieve	 stability	 by	 making
healthcare	less	accessible	to	the	people	who	need	it	most.	And	even
the	healthy	 people	who	benefit	will	 not	 continue	 to	 benefit,	 since
insurance	rates	would	spike	after	a	diagnosis	of	cancer	or	diabetes,
or	just	go	up	with	age.

How	can	private	insurance	be	regulated?

Private	 insurance	 advocates	 say	 we	 can	 regulate	 these	 problems
away.	We	can	require	insurers	to	take	all	comers,	regardless	of	their
state	of	health.
We	 can	 regulate	 in	 detail	 their	 profit	margins,	 lists	 of	 treatments,
payments	by	patients,	and	procedures.
We	can	encourage	cooperation	and	subsidize	from	lucky	insurance
companies	 with	 healthy	 people	 to	 unlucky	 companies	 with	 sick
people.

((( 	)))
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Economy	-	Government	seeks	clarity	on	CSR	spending

The	Corporate	Affairs	ministry	has	amended	rules,	allowing	corporates
to	carry	out	CSR	activities	through	non-profit	entities	and	societies	set	up
by	 governments.	 While	 the	 Corporate	 Social	 Responsibility	 (CSR)
regulations	 came	 into	 force	 from	1	April,	 2014,	 a	 clear	 picture	 of	 how
much	money	has	actually	been	spent	during	2014-15	 is	yet	 to	emerge.
The	government	now	wants	to	know	if	the	companies	are	really	giving.
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What	has	made	the	Finance	Minister	seek	clarity?

Finding	 discrepancies	 in	 CSR	 spending	 data,	 the	 government	 has
asked	all	eligible	companies	 to	 furnish	details	about	 social	welfare
activities	undertaken	by	them	under	the	Companies	Act,	2013.
While	 the	 Corporate	 Social	 Responsibility	 (CSR)	 regulations	 came
into	force	from	1	April,	2014,	a	clear	picture	of	how	much	money
has	actually	been	spent	during	the	first	year	of	 implementation	—
2014-15	—	is	yet	to	emerge.
The	 corporate	 affairs	 ministry	 has	 asked	 companies	 to	 submit
details	about	utilisation	of	CSR	funds	after	noticing	discrepancies	in
the	data	submitted	by	many	of	them	in	their	statutory	filings.
A	 random	 analysis	 of	 filings	 has	 indicated	 discrepancies	 in
submissions	 about	 CSR	 activities.	 In	 some	 instances,	 firms	 have
submitted	 that	 they	 do	 not	 come	 under	 CSR	 regulations	 while
financial	data	suggest	that	they	indeed	come	under	it.
In	 this	 regard,	 the	 registrar	 of	 companies	 (RoC)	 has	 sought
information	on	CSR	works	from	the	firms	to	have	a	clearer	picture
about	compliance	with	CSR	norms.
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Why	was	CSR	made	mandatory	in	India?

Under	clause	135	of	the	Companies	Act,	2013,	certain	class	of	profitable
entities	are	required	to	shell	out	at	least	2%	of	their	three-year	average
annual	 net	 profit	 towards	 CSR	 activities.	 In	 case	 of	 non-spending,	 the
firms	have	to	furnish	reasons	for	the	same.

The	Act	—	which	is	 implemented	by	the	corporate	affairs	ministry
—	also	requires	the	eligible	entities	to	mention	about	CSR	activities
and	 related	 spending	 in	 the	 report	 prepared	 by	 their	 board	 of
directors.
Such	 entities	 would	 have	 to	 constitute	 a	 CSR	 committee	 of	 their
respective	 board	 of	 directors.	 This	 panel	 would	 formulate	 and
recommend	to	the	board	CSR	activities	that	can	be	taken	up	by	the
company.
In	March,	corporate	affairs	minister	Arun	Jaitley	had	informed	the
Rajya	 Sabha	 that	 as	 many	 as	 460	 listed	 firms	 had	 disclosed
spending	Rs.6,337.36	crore	towards	CSR	activities	in	2014-15.
The	CSR	activities	should	not	be	undertaken	in	the	normal	course	of
business	and	must	be	with	respect	to	any	of	the	activities	mentioned
in	Schedule	VII	of	the	2013	Act.
The	activities	that	can	be	undertaken	by	a	company	to	fulfil	its	CSR
obligations	range	from	promoting	education	and	gender	equality	to
protection	of	national	heritage	and	art	and	culture.
Contribution	to	any	political	party	is	not	considered	to	be	a	CSR
activity	 and	 only	 activities	 in	 India	 would	 be	 considered	 for
computing	CSR	expenditure.
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When	is	a	company	obligated	to	spend	on	CSR?

As	 per	 the	 Act,	 every	 company	 having	 a	 net	 worth	 of	 at	 least	 Rs.500
crore,	minimum	turnover	of	Rs.1,000	crore	or	a	net	profit	of	Rs.5	crore
or	more	 is	 required	 to	 spend	 at	 least	 2%	 of	 the	 average	 of	 last	 three
years’	profit	on	CSR.

The	net	worth,	turnover	and	net	profits	are	to	be	computed	in	terms
of	Section	198	of	 the	2013	Act	as	per	 the	profit	and	 loss	 statement
prepared	by	the	company	in	terms	of	Section	381	(1)	(a)	and	Section
198	of	the	2013	Act.
If	net	profits	are	computed	under	the	old	Companies	Act,	1956	they
needn’t	be	recomputed	under	the	2013	Act.
Profits	 from	any	overseas	branch	of	 the	company,	 including	those
branches	 that	 are	 operated	 as	 a	 separate	 company	 would	 not	 be
included	in	the	computation	of	net	profits	of	a	company.
Besides,	 dividends	 received	 from	 other	 companies	 in	 India	which
need	to	comply	with	 the	CSR	obligations	would	not	be	 included	 in
the	computation	of	net	profits	of	a	company.
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Note:	 India	 is	 the	 first	 country	 in	 the	 world	 to	 enshrine	 corporate
charity	into	law.

Where	are	the	challenges	in	implementing	the	CSR	law?

Like	 with	 most	 well-intended	 legislations,	 the	 problem	 is	 not	 in	 the
concept	but	its	implementation.	Section	135	of	the	Companies	Act,	2013
–	the	so-called	CSR	law	–	has	a	‘comply	or	explain’	approach.

The	 Act	 mandates	 certain	 class	 of	 companies	 to	 comply	 with	 the
provisions	 of	 the	 section,	 and	 on	 the	 other	 hand	 permits	 the
companies	 violating	 the	 provisions	 to	 provide	 necessary
explanations	in	its	Boards	report.
The	explanations	shield	the	company	from	the	penal	consequences,
i.e.,	the	defaulting	companies	and	officers	of	the	company	need	not
pay	any	penalty	and	will	not	be	charged	for	the	default.
With	 the	 enthusiasm	 shown	by	 the	Registrar	 of	 Companies	 under
the	 directions	 of	 the	 Ministry	 of	 Corporate	 Affairs	 in	 seeking
explanation	from	the	defaulting	companies,	one	can	 infer	 that	 the
companies	may	be	compelled	to	comply.	However,	as	there	are	no
stringent	 penal	 provisions	provided	 for	non-compliance	 of	 section
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135,	 numerous	 companies	 have	 just	 been	 claiming	 defence	 by
providing	 necessary	 explanations	 in	 the	 Board’s	 report	 for	 not
meeting	the	CSR	requirements.
A	survey	by	accountancy	firm	KPMG	found	that	52	of	the	country’s
largest	100	companies	failed	to	spend	the	required	2%	last	year.
A	 smaller	 proportion	 has	 gone	 further,	 according	 to	 an	 Economic
Times	 investigation,	 allegedly	 cheating	 the	 system	 by	 giving
donations	to	charitable	foundations	that	then	return	the	amount
minus	a	commission.
One	of	 the	 challenges	 for	 the	 corporate	 sector	 is	 finding	 credible
partners	and	good	projects	 that	 they	can	support.	 So	 the	bigger
charities	that	are	more	well-known	are	being	flooded	with	money.
Companies	 are	 funding	 projects	 closer	 to	 where	 they	 are	 based.
Consequently,	more	 industrialised	 states	 are	winning	over	poorer,
more	 remote	 regions	 where	 development	 aid	 is	 acutely	 needed.
This	will	add	to	regional	inequality.

However,	 the	 consensus	 is	 that	 the	 so-called	 2%	 law	has	 brought	 CSR
from	the	fringes	to	the	boardroom.	This,	in	itself,	is	a	good	beginning.
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Who	monitors	the	CSR	spend?

The	Ministry	 of	 Corporate	 Affairs	 (MCA)	 regulates	 corporate	 affairs	 in
India	through	the	Companies	Act,	1956,	2013	and	other	allied	Acts,	Bills
and	Rules.

MCA	also	protects	investors	and	offers	many	important	services	to
stakeholders.
The	Ministry	 is	also	responsible	 for	administering	 the	Competition
Act,	2002	to	prevent	practices	having	adverse	effect	on	competition,
to	 promote	 and	 sustain	 competition	 in	 markets,	 to	 protect	 the
interests	 of	 consumers	 through	 the	 commission	 set	 up	 under	 the
Act.
It	exercises	supervision	over	the	three	professional	bodies,	namely,
Institute	 of	 Chartered	 Accountants	 of	 India	 (ICAI),	 Institute	 of
Company	 Secretaries	 of	 India	 (ICSI)	 and	 the	 Institute	 of	 Cost
Accountants	 of	 India	 (ICAI)	 which	 are	 constituted	 under	 three
separate	Acts	of	the	Parliament	for	proper	and	orderly	growth	of	the
professions	concerned.
The	Ministry	also	has	the	responsibility	of	carrying	out	the	functions
of	the	Central	Government	relating	to	administration	of	Partnership
Act,	 1932,	 the	 Companies	 (Donations	 to	 National	 Funds)	 Act,	 1951
and	Societies	Registration	Act,	1980.
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How	can	CSR	be	promoted?

There	 is	 a	 need	 for	 creation	 of	 awareness	 about	 CSR	 amongst	 the
general	 public	 to	 make	 CSR	 initiatives	 more	 effective.	 This
awareness	 generation	 can	 be	 taken	 up	 by	 various	 stakeholders
including	the	media	to	highlight	the	good	work	done	by	corporate
houses	in	this	area.
Appropriate	 steps	 should	 be	 undertaken	 to	 address	 the	 issue	 of
building	 effective	 bridges	 amongst	 all	 important	 stakeholders	 for
the	 successful	 implementation	 of	 CSR	 initiatives.	 A	 long	 term	 and
sustainable	 perspective	 on	 CSR	 activities	 should	 be	 built	 into	 the
existing	 and	 future	 strategies	 of	 all	 stakeholders	 involved	 in	 CSR
initiatives.
Considering	 the	 diverse	 issues	 and	 different	 contexts	 that	 exist
currently	 in	 the	 CSR	 domain,	 the	 companies	 involved	 in	 CSR
activities	 urgently	 consider	 pooling	 their	 efforts	 into	 building	 a
national	alliance	for	corporate	social	responsibility.
CSR	 as	 a	 subject	 or	 discipline	 should	 be	 made	 compulsory	 at
business	 schools	 and	 in	 colleges	 and	 universities	 to	 sensitize
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students	about	social	and	development	issues	and	the	role	of	CSR	in
helping	 corporate	 houses	 strike	 a	 judicious	 balance	 between	 their
business	and	societal	concerns.
The	 Government	 should	 consider	 rewarding	 and	 recognizing
corporate	 houses	 and	 their	 partner	 non-governmental
organizations	implementing	projects	that	effectively	cover	the	poor
and	the	underprivileged.

Yes,	 it	 is	 a	 law	 that	mandates	 CSR	 now.	 But	 it	 shouldn’t	 be	 just	 that.
Charity	must	 come	 from	deep	within	 –	 from	 the	hearts	 of	 individuals
and	from	the	core	of	companies.

((( 	)))
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Economy	-	India’s	GDP	grows	at	7.6	per	cent

India	 has	 retained	 its	 place	 as	 the	 world’s	 fastest-growing	 major
economy	as	the	official	data	showed	that	Indian	economy	expanded	by
7.6%	 in	 the	 financial	year	2015-16,	up	 from	7.2%	the	year	before.	This
was	 also	 the	 fastest	 growth	 for	 India	 in	 five	 years.	 The	 pro-growth
policies	 helped	 GDP	 grow	 a	 faster-than-expected	 7.9%	 year-on-year	 in
the	March	quarter,	faster	than	the	December	quarter’s	7.2%.

755



What	do	the	numbers	tell	us?

As	per	the	latest	data	released	by	the	Central	Statistical	Office	(CSO),
the	growth	for	the	first	four	quarters	of	fiscal	2015-16,	starting	with
April-June	 period	 was	 7.5%,	 7.6%,	 7.2%	 and	 7.9	 per	 cent,
respectively.
The	figures	indicate	a	growth	in	2015-16	at	7.6	%	as	compared	to	the
growth	during	2014-15	at	7.2%.
The	 rate	 of	 growth	 of	 Indian	 economy	 in	 the	 quarter	 of	 January-
March	 has	 escalated	 to	 7.9%.	 This	 is	 a	 sharp	 0.6%	 increase,	 as
compared	to	the	previous	quarter	of	October-December.
The	 country’s	 GDP	 in	 actual	 numbers	 and	 in	 real	 terms	 was	 Rs
113.50	 lakh	 crore	 in	 2015-16,	 against	Rs	 105.52	 lakh	 crore	 in	 the
year	before	as	per	CSO.	The	real	per	capita	income	also	rose	6.2%	to
Rs	77,435.
Despite	 the	 country	 reeling	 under	 two	 consecutive	 droughts,	 the
performance	of	farming	sector	has	also	improved.	Most	of	the	other
sectors	have	performed	well.

The	 growth	 rate	 falls	 in	 line	 with	 the	 prediction	 of	 various	 agencies
which	stated	that	India	would	grow	between	7.5%	-	7.8%	in	the	financial
year	2015-16.
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Why	is	the	annual	growth	rate	of	7.6%	surprising?

On	an	annual	basis,	India	had	grown	by	7.2	per	cent	in	2014-15	and
6.6	per	cent	 in	2013-14,	so	growth	rate	of	7.6%	appears	to	be	a	big
leap	as	per	my	experts.
Moody’s	 Investors	 Service	 had	 said	 that	 a	 recovery	 in	 private
investment	 would	 be	 needed	 if	 India’s	 upturn	 was	 going	 to	 last,
given	the	dim	prospects	for	a	boost	from	exports.
Investment	demand	or	gross	 fixed	capital	 formation	 (GFCF)	 in	 the
economy	so	far	had	been	driven	mainly	by	public	investment,	with
private	investment	remaining	a	laggard.
The	 exports	 have	 contracted	 for	 17	 straight	months	 which	 has
raised	worries	for	the	government.
India’s	 growth	was	 been	 held	 back	 by	 back-to-back	 droughts	 that
have	hit	 the	 farm	sector,	which	employs	nearly	50	per	cent	of	 the
population	and	contributes	over	15	per	cent	to	the	GDP.
The	CSO	estimated	the	manufacturing	sector	grew	at	a	robust	pace
of	 9.5%	 in	 2015-16	 and	 12.6%	 in	 the	 third	 quarter	 which	 has
surprised	 economists.	 The	 manufacturing	 sector	 growth	 rate	 as
depicted	by	the	index	of	industrial	production	data	paints	a	different
picture.	As	per	the	Index	of	Industrial	Production	(IIP)	data,	in	2015-
16,	 the	 manufacturing	 sector	 grew	 at	 2%,	 while	 in	 the	 March
quarter,	it	contracted	3.2%
Economists	 didn’t	 expect	 a	 quick	 turnaround	with	 global	 demand
remaining	sluggish	and	domestic	demand	underwhelming,	as	there
was	 little	 reason	 for	 industries	 to	 expand	 capacity	 or	make	 fresh
investments.
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Since	when	has	India	been	releasing	its	GDP	numbers	under	the	new
method?

CSO	 had	 released	 the	 new	 gross	 domestic	 product	 (GDP)	 data	 in
January	2015.
The	Indian	statistics	ministry	had	updated	the	base	year	 (2011-12)
used	for	marking	trends	in	the	economy	and	switched	to	a	market-
price	calculation	of	gross	domestic	product	instead	factor	price.
The	 revised	 calculation	 also	 incorporates	 more-comprehensive
data	 on	 corporate	 activity	 and	 newer	 surveys	 of	 spending	 by
households	and	informal	businesses.
The	 revision	has	bumped	up	 India’s	 growth	numbers	 sharply	and
puts	 them	 at	 odds	 with	 other	 leading	 indicators.	 The	 new	 GDP
numbers	have	faced	criticism	from	many	quarters.
Both	policymakers	and	private	 economists	 complain	 that	 the	new
GDP	 numbers	 portray	 an	 overtly	 robust	 picture	 of	 the	 Indian
economy,	while	other	macro	indicators	such	as	bank	credit	growth,
rural	demand	and	 factory	output	do	not	support	 such	a	depiction.
The	most	common	criticism	is	that	it	appears	to	be	overestimating
growth,	especially	that	of	industry.
However,	 an	 experts	 committee	 headed	 by	 National	 Statistical
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Commission	chairman	Pronab	Sen	has	decided	that	India’s	growth
rate	has	been	correctly	estimated	by	the	Central	Statistical	Office.
Ashish	Kumar,	who	recently	retired	as	the	head	of	India’s	statistics
office	 has	 said	 that	 economists	 are	 using	 the	 wrong	 gauges	 to
understand	data	that	measures	value	addition.
RBI	 governor	 Raghuram	 Rajan	 has	 also	 endorsed	 the	 new	 GDP
readings,	 saying	 sliding	 input	 costs	 are	 offsetting	 shrinking
corporate	revenues	and	inflating	value-addition.

Where	does	growth	rate	have	an	impact	on	India?

India’s	 GDP	 numbers	 for	 quarter	 January-March	 makes	 it	 the	 fastest
growing	large	economy	in	the	world.	The	growth	percentage	also	falls	in
line	 with	 the	 prediction	 of	 Finance	 Minister	 Arun	 Jaitley	 who	 had
estimated	earlier	 this	month	 that	 the	 Indian	economy	 in	 the	 financial
year	of	2015-16	would	grow	at	7.6	%.

The	 annual	 estimate	 would	 reassure	 the	 government	 about	 the
growth	momentum	of	the	economy	and	would	repose	the	faith	of
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the	investor	community.
It	 will	 increase	 credibility	 of	 the	 new	 GDP	 numbers	 which	 have
faced	criticism	from	many	quarters.
With	 the	economic	growth	bordering	at	almost	8%	 (last	quarter),
the	aspiration	of	double	digit	growth	now	appears	to	be	more	than	a
distant	reality.
Agriculture	will	have	 some	positive	 impact	 from	 the	 third	quarter
onward	 in	 this	 fiscal.	Monsoons	 are	 expected	 to	be	 above	normal
this	 year.	 That	 will	 revive	 demand	 both	 in	 industry	 as	 well	 as
services
India’s	upbeat	outlook	contrasts	with	China,	where	growth	slipped
to	6.7	in	the	first	quarter	–	the	slowest	posted	by	the	world’s	second
largest	economy	in	seven	years.

However,	the	fact	that	external	demand	is	likely	to	remain	lacklustre,	a
sustained	 improvement	 in	 domestic	 private	 investment	 would	 be
required	for	the	growth	momentum	to	be	sustained.

Whose	performance	has	impacted	the	growth	rate?

Manufacturing	 growth	 for	 FY16	 has	 stood	 at	 9.3%	 up	 from	 6.6%
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(YoY).
Growth	 in	 the	 March	 quarter	 was	 driven	 by	 a	 rebound	 in	 farm
output,	an	improvement	in	mining	and	a	sharp	pickup	in	electricity
production.
Mining	 grew	 8.6%	 in	 the	 March	 quarter,	 up	 from	 7.1%	 in	 the
previous	quarter.
Electricity,	water	and	gas	production	growth	 jumped	to	9.3%	from
5.6%	in	the	December	quarter.
Growth	 of	 agriculture,	 forestry	 and	 fishing	 sector	 was	marginally
revised	upwards	to	1.2%	in	2015-16	as	against	1.1%	in	the	advance
estimates	during	the	same	period.
The	financial,	insurance	and	real	estate	sector	grew	at	9.1%,	same	as
projected	earlier.
The	trade,	hotels,	transport,	communication	and	services	related	to
broadcasting	grew	at	9%.
The	public	administration,	defence	and	other	services	sector	posted
a	growth	of	6.6%.
The	 infrastructure	 output	 grew	 at	 an	 annual	 8.5%	 in	 April,	 at	 its
fastest	pace	in	17	months.

How	important	 is	 it	 for	 India	to	maintain	 its	position	as	 the	fastest
growing	emerging	market?
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Despite	the	tough	times	for	most	emerging	markets,	India	continued	its
economic	 expansion	 becoming	 the	 fastest	 growing	 economy	 of	 2015.
The	 positive	 outlook	 is	 an	 indication	 that	 there	 is	 an	 increasing
probability	 that	 actions	 by	 policy-makers	 will	 enhance	 the	 country’s
economic	strength	over	coming	years.

Though	 India	 has	 ended	 FY16	 on	 a	 positive	 note,	 economists	 and
market	analysts	are	cautious	about	the	current	year	(FY17).
The	country’s	population	is	projected	to	be	the	world’s	youngest	by
2020,	 with	 a	 third	 of	 Indians	 aged	 15	 to	 34	 years.	 India	 needs	 to
create	10	million	 jobs	 every	 year	 to	 absorb	 its	 young	 population
entering	the	workforce.
For	 the	 Asia’s	 third-largest	 economy	 to	 achieve	 its	 true	 growth
potential	and	reach	the	point	where	China	is	today,	it	should	sustain
this	growth	momentum	over	the	next	decade.
The	country	can	attract	more	foreign	investment	only	if	it	retains	its
position	as	the	fastest	growing	emerging	market.
The	challenge	before	India	is	to	achieve	and	then	sustain	a	9-10	per
cent	growth	rate	 for	 the	next	 three	decades.	This	can	be	achieved
only	if	India	continues	to	offer	an	easy	ecosystem	for	businesses	to
flourish	and	achieves	robust	manufacturing	sector	growth.
However,	some	economists	remain	sceptical	about	the	latest	growth
figures	for	Asia’s	third	largest	economy,	considering	weak	exports,
railway	freight,	and	other	financial	data.

((( 	)))
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Economy	-	Will	India	bend	backwards	for	Apple?

The	Indian	government	said	it	was	discussing	Apple	Inc’s	foreign	direct
investment	application	that	seeks	a	waiver	from	India’s	stringent	 local
sourcing	rule.	The	Foreign	Investment	Promotion	Board	 (FIPB),	which
clears	 foreign	 direct	 investment	 applications,	 has	 asked	 the	 iPhone
maker	 to	 sell	 at	 least	 30	 per	 cent	 locally	 sourced	 goods	 if	 it	wishes	 to
open	shops	in	India.	Will	Apple	succeed	in	getting	the	waiver?
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What	does	Apple	want	from	India?

Apple	hopes	to	expand	its	retail	presence	in	India,	one	of	the	world’s
fastest-growing	 smartphone	markets,	 at	 a	 time	 when	 sales	 in	 the
United	States	and	China	have	slowed	and	India	seems	to	be	the	only
fast-growing	market	for	Apple.
In	 this	 regard,	Apple	has	 asked	 the	 government	 to	 relax	 the	 local
sourcing	 clause	 in	 its	 policy	 on	 foreign	 direct	 investment	 (FDI)	 in
single-brand	retail.
The	 company	 says	 it	 cannot	 adhere	 to	 the	mandatory	 30%	 local
sourcing	clause	as	it	uses	minimal	hardware	for	its	products.
The	sourcing	norms,	which	kick	in	beyond	51	per	cent	FDI,	stipulate
that	companies	source	from	India	30	per	cent	of	the	value	of	goods
purchased,	 preferably	 from	micro,	 small	 and	medium	 enterprises
(MSMEs),	village	and	cottage	industries,	artisans	and	craftsmen.
Officials	in	Commerce	Ministry	have	decided	to	exempt	Apple	from
the	rule	for	its	high-end	products	but	the	finance	ministry	has	taken
a	different	stand.
Also,	Apple’s	CEO	Tim	Cook	said	that	the	iPhone	was	too	expensive
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in	 India	 due	 to	 excessive	 duties	 and	 taxes	 imposed	 on	 foreign
companies,	but	said	selling	refurbished	phones	in	India	could	lower
prices.
In	 the	past	 too,	Apple	had	 requested	 the	government	 to	allow	 the
company	 sell	 its	 refurbished	 iPhones	 in	 India	 but	 the	 Indian
Ministry	 for	 Environment	 and	 Forests	 shot	 down	 the	 proposal
saying	that	it	would	add	to	the	growing	e-waste	in	the	country.

Why	are	the	big	MNCs	disconcerted	by	India’s	local	sourcing	rule?

India	refusing	 to	grant	Apple	a	waiver	 that	would	allow	 it	 to	open
branded	retail	stores	in	the	country,	and	instead	choosing	to	enforce
a	 “local	 sourcing”	 requirement	 is	 seen	 as	 a	 kind	 of	 non-tariff
barrier	that	is	solely	designed	to	make	it	more	difficult	for	foreign
companies	to	do	business	in	India.
Multinational	 companies	 rub	 shoulders	 with	 small	 players	 -	 they
fear	that	procurement	condition	poses	many	difficulties.	In	a	line	of
business	 where	 craftsmanship	 and	 quality	 are	 top	 priorities,	 the
30%	condition	restricts	those	priorities,	they	say.
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MNCs	argue	that	the	problem	when	a	high-end	crafts	and	furniture
designer	works	with	 traditional	 artisans	 and	 craftsmen	 is	 that	 the
requirements	are	first	world	but	their	work	is	third	world.
Quality	apart,	the	actual	sourcing	itself	could	pose	a	hurdle	to	some
companies,	particularly	single-brand	retailers.	Where	and	what	will
a	French	perfume	maker	procure	from	India?!

When	does	India’s	local	sourcing	rule	make	sense?

The	FDI	policy	mandates	 the	multi-brand	 foreign	 retailer	 to	 source	30
per	cent	of	its	goods	from	Indian	small	industries	with	three	objectives:

First,	 it	 encourages	 retaining	 and	 expanding	 the	 existing
manufacturing	base	and	associated	employment.
Second,	 it	 discourages	 imports	 by	 foreign	 retailers	 from	 their	 few
large	 dedicated	 suppliers.	 This	 is	 to	 check	 widening	 of	 current
account	deficit	and	the	impending	foreign	exchange	crisis.
Third,	with	jobs	being	intact,	the	purchasing	power	remains	robust
and	economic	growth	becomes	sustainable.	The	local	sourcing	rule
is	 required	 to	 retain	 the	 existing	manufacturing	base	 and	 explore
new	opportunities.	The	message	is	clear	–	if	you	are	making	money
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in	India	by	selling	to	Indians,	you	might	as	well	create	a	few	jobs	in
the	process.

Where	does	the	appeal	of	Apple’s	investment	come	from?

A	 panel	 set	 up	 by	 Nirmala	 Sitharaman,	 commerce	 and	 industry
minister	 in	 the	 union	 cabinet,	 has	 favored	 waiving	 the	 sourcing
requirement	for	the	U.S.-based	phone-maker.
The	government	panel	 led	by	Department	of	 Industrial	Policy	and
Promotion	 secretary	 suggested	 that	 Apple	 can	 be	 exempted	 from
local	sourcing	rules	as	a	pre-condition	to	set	up	single	brand	retail
stores	in	India	since	the	electronic	products	maker’s	proposal	meets
the	definition	of	‘cutting	edge	technology’.
India	last	year	exempted	foreign	retailers	selling	“state	of	the	art”	or
“cutting	edge	technology”	from	the	sourcing	rule.
Nirmala	 Sitharaman,	 however,	 said	 that	 she	was	 not	 in	 favour	 of
relaxing	rules	 for	Apple	 to	sell	refurbished	second-hand	phones	 in
India.
“We	 are	 not	 in	 favour	 of	 any	 company	 selling	 used	 phones	 in	 the

767



country,	 however	 certified	 they	 may	 be,”	 she	 said	 at	 a	 press
conference.	 In	 2012,	 Apple	 India	 changed	 its	 sales	 model	 by
appointing	retail	distributors.	Since	then,	 its	sales	have	been	rising
at	 double-digit	 pace	 and	 the	 top	 management	 of	 Apple	 has
acknowledged	the	importance	of	Indian	operations	on	analyst	calls
several	 times.	 Apple	 clearly	 needs	 India.	 Does	 India	 really	 need
Apple?
India	 would	 certainly	 want	 to	 replace	 China	 as	 the	 preferred
destination	 for	 technology	 companies	 to	 make	 their	 hardware.
Apple,	if	it	 invests	in	India,	can	be	the	best	signal	to	the	rest	of	the
world	that	India	is	ready	to	replace	China.
But	then,	India	does	not	really	need	to	give	exemptions	to	Apple.	It
is	clear	that	Apple	needs	India	to	do	well	in	the	coming	years.	Also,
Chinese	 smartphone	 makers	 such	 as	 Xiaomi	 and	 LeEco	 are
themselves	moving	to	India.

Who	are	shifting	their	manufacturing	base	to	India?

China’s	Xiaomi	has	decided	 to	manufacture	phones	 in	 India	along
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with	its	partner	Foxconn.
Xiaomi	announced	to	set	up	manufacturing	units	in	India	as	it	saw
robust	 demand	 for	 its	 phones	 in	 the	 world’s	 third	 largest
smartphone	market.
The	 world’s	 largest	 electronics	 contract	 manufacturer,	 Foxconn
Technology,	will	make	about	10,000	phones	per	day	for	Xiaomi	at	a
leased	 facility	 in	 Sri	 City,	 located	 in	 southern	 part	 of	 Andhra
Pradesh.
The	 firm	 says	 75%	 of	 the	 phones	 it	 sells	 in	 India	 are	 being	made
locally;	component	makers	too	want	to	set	up	facilities.
Foxconn	has	 said	 it	would	 set	up	10	 to	 12	manufacturing	units	 in
India	 by	 2020.	 Each	 facility	 is	 expected	 to	 employ	 at	 least	 10,000
people	and	the	company	plans	to	invest	about	$2	billion	(Rs.	12,700
crore)	towards	setting	up	these	facilities	over	the	next	five	years.
Though	 Xiaomi	 wants	 to	 increase	 its	 manufacturing	 in	 India	 and
eventually	 export	 phones	 from	 India	 to	 other	 international
markets,	 it	said	that	touching	a	100%	local	manufacturing	number
would	not	be	economically	viable.
Following	 the	 “Make	 in	 India”	 campaign	 to	 promote	 local
manufacturing	 in	 India,	 more	 than	 25	 vendors	 are	 now	 making
smartphones	 locally	 in	 India,	 according	 to	 IDC.	 More	 than	 two-
thirds	of	the	smartphones	shipped	in	the	first	quarter	of	2016	were
assembled	within	the	country.
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How	is	China	taking	Apple’s	interest	in	India?

Tim	Cook	was	in	India	recently	–	the	first	CEO	of	Apple	to	do	so.	He
has	 visited	 China	many	 times,	 but	 had	 never	 visited	 India	 before
this	‘historic’	trip.
China	suffered	a	setback	when	Apple’s	CEO	Tim	Cook	announced	in
India	 that	 Apple	 would	 set	 up	 an	 R&D	 center	 in	 the	 city	 of
Hyderabad	with	up	 to	4,000	workers.	China	has	been	 lobbying	 for
years	 for	 a	 similar	 center,	which	 creates	 the	kinds	 of	 cutting-edge
high-tech	jobs	that	developing	countries	aspire	for.
Costs	in	China	have	been	rapidly	rising	in	recent	years	as	a	result	of
the	 country’s	 economic	 growth	 and	 accompanying	 rise	 in	 living
standards.	 The	 eventual	 movement	 of	 iPhone	 manufacturing	 to
India	 (with	 or	 without	 local	 sourcing	 requirements)	 is	 almost
inevitable,	and	China	should	not	mind	it.	Perhaps	it	is	time	for	China
to	move	up	the	value	chain	as	India	does	the	catching	up.	After	all,
even	 its	 own	 companies	 –	 such	 as	 Xiaomi	 –	 as	 moving	 to	 India.
Whenever	 the	government	 takes	a	 final	 call	on	whether	or	not	 to
exempt	Apple	 from	India’s	 local	sourcing	rule,	 it	would	do	well	 to
note	that	Apple	has	no	choice	–	it	will	have	to	fall	in	India	if	it	has	to
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cut	costs	and	increase	sales.

((( 	)))
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Economy	-	India	achieves	fiscal	deficit	target

The	government	has	managed	to	rein	in	fiscal	deficit	marginally	below
the	 revised	 estimate	 for	 2015-16	 despite	 mopping	 lower	 than	 budget
taxes.	The	 fiscal	deficit	 target	of	3.9	per	cent	of	GDP	 in	FY16	has	been
met,	as	per	the	Controller	General	of	Accounts.	While	meeting	the	target
is	good,	experts	moot	on	how	it	has	been	met	and	if	it	should	be	met	at
all.
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What	is	the	latest	on	Fiscal	deficit?

The	Centre’s	fiscal	deficit	stood	at	Rs	5.32	lakh	crore	or	3.9	per	cent
of	GDP	in	FY16,	marginally	lower	than	the	revised	estimate	(RE)	of
Rs	5.35	lakh	crore.
Revenue	deficit	during	the	last	fiscal	was	2.5	per	cent	of	GDP,	which
breached	the	revised	estimate	of	Rs	3.41	lakh	crore	to	close	the	year
at	a	little	over	Rs	3.42	lakh	crore.
Fiscal	deficit	is	the	gap	between	expenditure	and	revenue.	Revenue
deficit	refers	to	the	shortfall	in	total	government	revenue	realisation
from	the	targeted	figure.
This	 was	 the	 second	 year	 in	 a	 row	 that	 the	 government	met	 the
fiscal	deficit	target	but	it	did	not	have	to	significantly	cut	spending	to
meet	 the	 projections.	 With	 private	 sector	 investment	 remaining
dull,	the	government	has	been	forced	to	step	up	public	expenditure
but	lower	oil	subsidies	last	year	helped	it	spend	less.
Total	expenditure	of	the	government	in	April	was	Rs	1.61	lakh	crore,
or	8.2	per	cent	of	the	full-year	estimate.
Of	 the	 total	 expenditure,	 Plan	 spending	was	Rs	 45,543	 crore	while
for	 non-Plan,	 it	 was	 Rs	 1,16,442	 crore.	 Revenue	 collection	 was	 Rs
22,075	crore,	or	1.6	per	cent,	of	the	estimate.
Total	 receipts	 of	 the	 government	 –	 from	 revenue	 and	 non-debt
capital	–	in	April	stood	at	Rs	24,659	crore.
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Why	is	it	important	to	keep	the	Fiscal	Deficit	in	check?

Higher	Fiscal	deficit	 leads	 to	higher	borrowing	which	also	 leads	 to
higher	 interest	 payment	 and	 debt	 burden	 on	 the	 government.
Higher	borrowing	also	increases	the	pay-out	in	terms	of	interest	and
coupon	payment	on	the	bonds.
If	the	Fiscal	deficit	and	market	interest	rate	is	already	high,	then	it
becomes	tough	for	the	government	to	borrow	cheap	money	easily
to	support	the	economy	during	financial	crisis.	We	just	have	to	look
at	 the	 never-ending	 economic	 crisis	 in	Greece	 to	 know	 what	 the
worst-case	scenario	is	for	this.
Global	 credit	 rating	 companies	 and	 foreign	 creditors	 view	 lower
fiscal	deficit	as	a	favourable	parameter	for	any	country’s	sovereign
bond	 rating.	Higher	 fiscal	deficit	 lowers	 the	 credit	 rating	of	 the
country	 and	 hurts	 the	 sentiment	 of	 the	 global	 creditors	 and
investors.
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Since	when	has	India	been	having	‘targets’	for	Fiscal	deficits?

The	Fiscal	Responsibility	and	Budget	Management	Act,	2003	(FRBMA)	is
an	Act	of	the	Parliament	of	India	to	institutionalise	financial	discipline,
reduce	India’s	fiscal	deficit,	improve	macroeconomic	management	and
the	 overall	 management	 of	 the	 public	 funds	 by	 moving	 towards	 a
balanced	budget.

The	main	purpose	was	to	eliminate	revenue	deficit	of	the	country
and	bring	down	the	fiscal	deficit	to	a	manageable	3%	of	the	GDP
by	March	2008.
However,	due	to	the	2007	international	financial	crisis,	the	deadlines
for	 the	 implementation	 of	 the	 targets	 in	 the	 act	 was	 initially
postponed	and	subsequently	suspended	in	2009.
In	2011,	given	the	process	of	ongoing	recovery,	Economic	Advisory
Council	 publicly	 advised	 the	 Government	 of	 India	 to	 reconsider
reinstating	the	provisions	of	the	FRBMA.
As	 per	 the	 amendments	 to	 the	 FRBMA	 in	 2012,	 the	 Central
Government	has	to	take	appropriate	measures	to	reduce	the	fiscal
deficit,	 revenue	 deficit	 and	 ‘effective’	 revenue	 deficit	 to
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eliminate	the	effective	revenue	deficit	by	the	31st	March,	2015	and
thereafter	build	up	adequate	effective	revenue	surplus	and	also	 to
reach	 revenue	 deficit	 of	 not	 more	 than	 2	 %	 of	 GDP	 by	 the	 31st
March,	2015	and	thereafter	as	may	be	prescribed	by	rules	made	by
the	Central	Government.
Further,	the	Central	Government	may	entrust	the	Comptroller	and
Auditor-General	 of	 India	 to	 review	 periodically	 as	 required,	 the
compliance	of	 the	provisions	of	FRBMA	and	such	reviews	shall	be
laid	on	the	table	of	both	Houses	of	Parliament.

Where	is	the	need	for	having	flexible	fiscal	targets?

The	 most	 important	 reason	 for	 flexibility	 is	 the	 need	 to	 deal	 with
cyclical	shocks.

If	 for	 some	 reason	 there	 is	 a	 temporary	 shock,	 such	 as	 a	 fall	 in
export	 demand,	 or	 a	 temporary	 choking	 of	 investment,	 or	 poor
rains,	 revenues	 could	 turn	 out	 to	 be	 lower	 than	 expected.
Expenditures	could	also	be	higher	for	cyclical	reasons,	for	example
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a	 drought	 leading	 to	 higher	 expenditures	 under	 the	 Mahatma
Gandhi	National	Rural	Employment	Guarantee	Act	(MGNREGA).
These	could	increase	the	fiscal	deficit	in	absolute	terms,	and	if	GDP
is	 also	 lowered,	 the	 deficit	 as	 a	 percentage	 of	GDP	would	 be	 even
higher.
In	a	cyclical	downturn,	it	doesn’t	make	sense	to	adhere	to	the	earlier
deficit	 target	by	 cutting	 expenditures	or	 raising	 taxes.	 Instead,	we
should	 allow	 the	 deficit	 to	 exceed	 the	 target	 as	 a	 contra-cyclical
measure.
Flexibility	may	also	be	needed	because	of	non-cyclical	shocks,	for
example	a	permanent	increase	in	oil	prices.	In	such	a	situation,	the
correct	approach	 is	 to	go	back	to	 the	drawing	board,	work	out	 the
implications	 for	 GDP	 growth	 and	 revenues,	 and	 determine	a	 new
fiscal	trajectory,	which	takes	appropriate	account	of	crowding	out
(government	borrowing	the	most,	discouraging	private	businesses)
and	the	debt/GDP	ratio.

Who	 is	 heading	 the	 committee	 to	 review	 the	working	 of	 the	 FRBM
Act?

Former	 Revenue	 Secretary	 and	 Rajya	 Sabha	 MP,	 N.K.	 Singh,	 is
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appointed	as	a	head	of	a	 five	member	 committee	 to	 review	 the	Fiscal
Responsibility	and	Budget	Management	(FRBM)	Act	of	2003.

The	other	members	of	the	committee	are	former	finance	secretary
Sumit	Bose,	chief	economic	adviser	in	the	finance	ministry	Arvind
Subramanian,	 Reserve	 Bank	 of	 India	 deputy	 governor	 Urjit	 Patel
and	National	 Institute	of	Public	Finance	and	Policy	director	Rathin
Roy.
The	ambit	of	the	committee	includes	reviewing	the	working	of	the
FRBM	 Act	 over	 last	 12	 years	 and	 to	 suggest	 the	 way	 forward,
keeping	 in	 view	 the	 broad	 objective	 of	 fiscal	 consolidation	 and
prudence	 and	 the	 changes	 required	 in	 the	 context	 of	 the
uncertainty	and	volatility	in	the	global	economy.
The	Committee	is	also	to	examine	the	feasibility	of	having	a	‘fiscal
deficit	range’	as	the	target	instead	of	the	existing	fixed	numbers.
The	 Committee	 is	 also	 tasked	 with	 examining	 the	 need	 and
feasibility	of	aligning	the	fiscal	expansion	or	contraction	with	credit
contraction	or	expansion	respectively	in	the	economy.
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How	should	a	new	fiscal	rule	look	like?

Article	 292	 of	 the	 Constitution	 mandates	 that	 the	 government	 can
borrow	within	such	limits,	if	any,	as	may	from	time	to	time	be	fixed	by
Parliament	 by	 law.	 Dr.	 B.R.	 Ambedkar	 had	 said	 that	 he	 would	 be
surprised	if	–	in	the	future	-	the	Parliament	does	not	impose	legislative
restrictions	 on	 government	 borrowing.	 He	 was	 right.	 The	 landmark
Fiscal	Responsibility	 and	Budget	Management	 (FRBM)	Act	 of	 2003	had
the	same	underlying	logic.

While	there	is	no	question	about	the	need	for	rules	to	framed	and	laws
to	 be	 followed,	 such	 rules	 should	 not	 be	 so	 rigid	 that	 they	 freeze	 the
economy.	 It	 is	 hoped	 that	 the	N	K	 Singh	 committee	will	 recommend
that	the	new	law	should	take	into	account	the	following:

Need	 for	 anti-cyclicity:	 The	 logic	 is	 simple:	 net	 government
spending	should	pick	up	when	private	spending	is	weak	but	should
retreat	 when	 private	 spending	 is	 strong.	 India	 usually	 does	 the
opposite.	 It	 tends	 to	 have	 pro-cyclical	 rather	 than	 anti-cyclical
budgets.	 India	 needs	moving	 targets	 based	 on	 business	 cycles.	 It
should	be	alright	for	the	government	to	cut	taxes	and	spend	more
when	the	economy	is	going	down.
India	should	consider	the	creation	of	an	independent	fiscal	council
on	the	lines	of	the	bipartisan	Congressional	Budget	Office	in	the	US,
which	 is	now	being	 replicated	 in	many	countries.	 It	will	 act	 as	an
independent	analyst	of	the	fiscal	numbers.	This	will	bring	credibility
to	the	method	and	the	numbers.
The	 Indian	 government	 is	 not	 exposed	 to	 the	 discipline	 of	 the
bond	 markets	 because	 it	 has	 a	 captive	 market	 for	 its	 debt:	 the
banks,	which	have	to	mandatorily	park	their	funds	in	government
securities.	 This	 should	 change	 because	 it	 makes	 the	 government
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bolder	 than	 it	 should	 be	 when	 it	 comes	 to	 making	 avoidable
expenses.

((( 	)))
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Economy	-	25	years	of	India’s	‘reform’

The	1991	reforms	 though	revolutionary	were	essential	 for	 India.	The
“temporary	detour”	taken	then	has	become	the	definitive	path	for	India.
While	these	reforms	resulted	from	a	do	or	die	crisis	 in	 ‘91,	we	need	to
critically	 examine	 their	 role	 in	 shaping	 India.	 This	 will	 help	 us
understand	 what	 we	 achieved	 and	 where	 we	 lost	 out	 and	 serve	 as	 a
reference	when	we	assess	current	reforms.
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What	has	India	achieved	from	the	1991	reforms?

On	 July	 24th	 1991	 Manmohan	 Singh,	 then	 India’s	 finance	 minister,
presented	 the	 landmark	 budget	which	would	 set	 India	 on	 the	 path	 of
Liberalization,	 Privatization	 and	 Globalization	 (LPG).	 He	 ended	 his
speech	paraphrasing	Victor	Hugo:	“No	power	on	Earth	can	stop	an	idea
whose	time	has	come.”

He	 was	 right.	 The	 reforms	 that	 India	 unleashed	 upon	 itself	 have	 not
stopped	since.	And	the	results	have	been	impressive.

India’s	 economy	 has	 more	 than	 quadrupled	 in	 size	 since	 1991,
growing	by	about	7%	a	year	on	average	over	the	past	two	and	a	half
decades	and	by	over	9%	from	2005	to	2007.
The	reforms	smoothed	out	India’s	balance	of	payments	crisis	which
had	 arisen	 due	 to	 the	 huge	 gap	 between	 imports	 and	 exports.
India’s	 current	 reserves	now	amount	 to	more	 than	$350	billion	as
opposed	to	less	than	$6	billion	in	1991.
India	has	not	experienced	a	dollar	shortage	(lack	of	sufficient	dollar
supply	 to	 engage	 in	 international	 trade)	 since	 the	 reforms.	The	25
years	since	then	are	the	longest	non-shortage	period	for	India.	From
1950	 to	 1991	a	dollar	 shortage	occurred	 every	decade.	 In	 fact,	 the
crisis	of	1991	was	due	 to	 India’s	 inability	 to	pay	 for	 its	 imports	 (in
dollars).
The	 global	 financial	 crisis	 in	 2008	 which	 wiped	 out	 banks	 in	 the
West	wasn’t	able	to	cripple	India’s	financial	system	to	a	large	extent.
The	 negative	 net	 sales	 abroad	 and	 international	 debts	 have	 been
managed	 comfortably,	 accompanied	 by	 an	 impressive	 increase	 in
fallback	 stock	 (foreign	 exchange	 reserves	 -	 money	 in	 direct	 and
indirect	 forms	 held	 by	 a	 central	 bank).	 In	 the	 past,	 fallback	 stock
had	dwindled	till	they	could	only	cover	up	to	two	weeks	imports’	in
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1991.

Why	did	India	have	to	‘reform’	in	1991?

India’s	long	term	ally	the	Soviet	Union	had	completely	collapsed
by	 1991.	 This	 had	 a	 disastrous	 impact	 on	 our	 exports	 as	 we	 had
relied	heavily	on	this	one	country.
Iraq’s	invasion	of	Kuwait	followed	by	the	US-Iraq	war	in	1991	sent
the	 oil	 prices	 skywards.	 This	 led	 to	 exorbitant	 spending	 on	 oil
imports	and	drying	up	of	the	foreign	exchange	reserves.
Political	 instability	 and	 terrible	 mismanagement	 just	 prior	 to
1991	 compounded	 India’s	 crisis	 and	 led	 to	 loss	 of	 investors’
confidence.
India’s	 credit	 rating	 (estimate	 of	 ability	 to	 fulfill	 its	 financial
commitments)	had	drastically	declined	as	we	struggled	to	repay	our
debts	leading	to	a	net	outflow	of	NRI	deposits.
The	 widening	 import-export	 gap	 (trade	 deficit)	 and	 increased
external	debt	became	unsustainable	(the	country	defaulted	on	her
loans)	and	drove	 India	 to	 seek	 IMF’s	help	by	pledging	67	 tonne	of
gold	 reserves.	 The	 conditions	 of	 the	 bailout	 necessitated	 the
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economic	reforms.

To	put	it	bluntly,	India	was	to	1991	what	Greece	is	to	2016.	Credit	must
be	 given	 to	 the	 political	 leaders	 and	 bureaucrats	 of	 the	 time	 to	 turn
humiliation	into	triumph,	to	seize	the	opportunity	with	both	hands	and
never	let	it	go.

The	 results	 have	 been	 good;	 the	 question	 is	 –	 could	 they	 have	 been
better?

When	do	these	‘reforms’	look	small?

They	look	small:

When	we	compare	the	ambitions	with	the	achievements

The	vision	of	 these	 reforms	was	 to	make	 India	a	major	 economic
power	 in	 the	 world.	 India’s	 per	 capita	 income	 (average	 income
earned	per	person	in	a	given	area)	is	still	at	a	great	distance	from	the
required	target	to	reach	economic	power	status.

IMF,	in	2015,	ranked	India	122nd	in	the	GDP	(PPP)	per	capita.	This
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parameter	 is	 sometimes	 used	 to	 infer	 the	 standard	 of	 living	 in	 a
country.	In	that	situation,	India’s	performance	is	fairly	poor.
The	most	recent	World	Bank	Data	show	that	GDP	(PPP)	over	2011-15
in	India	was	at	$5,700.	In	comparison,	Albania,	China	and	Malaysia
scored	much	better.

When	 it	 is	 taken	 into	 account	 that	 the	 increased	 economic	 growth
experienced	 after	 the	 reforms	 was	 not	 the	 first	 –	 it	 in	 fact	 had
happened	twice	earlier.

When	it	is	observed	that	the	decline	in	poverty	that	had	already	begun
in	the	70s	has	not	been	significantly	aided	by	the	reforms.

Where	 are	 the	 areas	 neglected	 in	 blind	 pursuit	 of	 market	 based
reforms?

India’s	performance	reminds	us	of	the	economist	Joan	Robinson’s	pithy
but	powerful	statement:	“Whatever	you	can	rightly	say	about	India,
the	opposite	is	also	true.”
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It	can	be	suggested	that	the	second	partition	of	India	happened	in	1991
–	when	the	country	got	divided	into	those	who	would	henceforth	benefit
from	the	economic	reforms	and	those	who	would	lag	behind.

Inequality:	 In	his	 landmark	budget	speech,	Manmohan	Singh	had
said	 that	 the	eventual	aim	of	economic	reforms	was	 to	encourage
the	growth	of	 industries	 that	use	 labour	 intensively,	create	 jobs	 in
the	 productive	 sectors	 of	 the	 economy	 and	 reduce	 income
inequalities.	 This	 has	 not	 happened.	 Millions	 of	 farmers	 remain
trapped	in	a	stagnant	agricultural	sector.	Those	who	have	managed
to	 escape	make	a	 living	 in	 tiny	 enterprises	 that	have	no	access	 to
formal	 credit,	 growing	 markets,	 technology	 or	 modern
management,	 as	 the	 new	 Economic	 Census	 has	 recently
highlighted.	 Effective	 distribution	 of	 the	 income	 to	 cater	 to
sustainable	 jobs,	 social	 health,	 education,	 water	 supply	 and
sanitation	has	not	been	achieved.	As	a	result	about	a	quarter	of	the
population	exist	below	a	 comparatively	 low	poverty	 line.	A	Credit
Suisse	report	recently	revealed	that	the	richest	1%	Indians	owned
53%	of	 the	 country’s	wealth,	while	 the	 share	of	 the	 top	10%	was
76.30%
Social	 capital	 (connections	 between	 individuals	 and	 entities	 that
can	be	economically	valuable)	and	its	importance	are	undervalued.

India	 ranked	 129th	 in	 this	 parameter	 (IMD	 World	 Competitive
Center	 rankings)	 that	 is	 increasingly	 being	 viewed	 as	 essential	 to
economic	 progress	 in	 the	 current	 context	 where	 cut-throat
competition	threatens	large-scale	destruction.
Natural	capital	in	the	form	of	natural	resources	–	finite	and	infinite
that	 provide	 a	 basis	 for	 social	 and	 economic	 growth	 -	 is	 grossly
neglected.	Plundering	of	natural	 capital	has	 led	 to	paucity	of	basic
needs	like	water.	While	India	had	strong	environmental	legislation
even	 in	 the	 pre-1991	 era	 –	 the	 Wildlife	 (Protection)	 Act	 of	 1972,
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Water	Act	of	1974,	Forest	(Conservation)	Act	of	1980,	Air	Act	of	1981,
and	the	Environment	(Protection)	Act	of	1986	–	not	much	has	been
done	 to	 protect	 environment	 in	 the	 last	 two	 decades.	 It	 can	 be
argued	that	India	has	been	polluting	its	way	to	prosperity.

Who	were	the	heroes	of	the	1991	reforms?

P.V.	Narasimha	Rao,	 the	 then	freshly	appointed	Prime	Minister	 is
often	 referred	 to	 as	 the	 “Father	 of	 Indian	 Economic	 Reforms”.
Despite	 heading	 a	 minority	 government	 the	 decisions	 of	 which
could	 be	 easily	 overturned,	 he	 introduced	 a	 paradigm	 shift	 in
policies	that	boosted	our	economic	stability	and	resilience.
Dr	 Manmohan	 Singh,	 as	 Rao’s	 Finance	 Minister,	 launched	 the
economic	reforms	that	broke	away	from	the	traditional	path	taken
till	then.
Rao	and	Singh	pushed	for	reforms	that	bailed	India	out	of	economic
difficulty	and	set	it	on	the	path	of	economic	progress.

Globalization,	 privatization	 and	 liberalization	 were	 at	 the	 crux	 of
these	reforms.

By	 Liberalization,	 import	 restrictions	 and	 licensing	 requirements
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were	 relaxed.	 The	 smooth	 flow	 of	 imported	materials	 along	with
freedom	 to	 decide	 the	 nature	 and	 scale	 of	 production	 boosted
industrial	growth.	Montek	Singh	Ahluwalia	played	a	major	role	in
these	trade	reforms.
Globalization	brought	in	foreign	investors	and	companies	to	set	up	a
base	in	India	while	privatization	boosted	efficiency.

How	are	economic	reforms	shaping	up	in	2016?

Nomura,	 a	 global	 research	 firm	 estimates	 the	 probability	 of
implementing	Goods	 and	 Services	 Tax	 (GST)	 at	 65	 percent.	 The
GST,	 if	 implemented,	will	 subsume	all	other	smaller	 indirect	 taxes
on	consumption.	It	is	being	talked	about	as	the	most	powerful	tax
reform	in	India	so	far.
Amendments	to	the	Reserve	Bank	of	India	(RBI)	act	chiefly	to	set	up
a	Monetary	 Policy	 Committee	 that	 will	 vote	 on	 policy	 decisions.
The	estimate	of	this	happening	in	2016	is	70	percent.
The	 Bankruptcy	 code	 has	 been	 passed.	 The	 code	 has	 a	 dual
objective	 of	 implementing	 ease	 of	 doing	 business	 and	 improving
India’s	global	ranking	in	terms	of	time	taken	to	close	a	business.	The
New	Code	creates	a	time-bound	process	for	insolvency	resolution	of
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individuals,	unregistered	partnership	firms	and	companies.
Labour	 reforms	 are	 again	 being	 pushed.	 These,	 while	 clearly
catering	to	profit	hikes,	are	yet	to	clarify	on	the	benefits	to	workers.
This	is	an	area	which	India	has	to	carefully	tread,	for	if	the	workers
are	left	unprotected,	income	inequality	will	increase	even	more.

((( 	)))
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Economy	-	Just	how	‘real’	is	India’s	GDP?

Officially,	the	GDP	of	India	has	grown	from	7.2%	in	the	December	2015
quarter	to	7.9%	in	the	March	2016	quarter.	However,	if	discrepancies	are
taken	out,	the	growth	would	only	be	3.9%.	The	statistics	department	will
shortly	 release	 the	 supply	 use	 table	 (SUT)	 to	 clear	 GDP	 data
discrepancies,	blamed	for	pushing	up	economic	growth	to	close	to	8%,
by	this	month-end.	What	is	really	going	on?

790



What	are	the	pointers	to	discrepancies	in	India’s	GDP	numbers?

Declining	Gross	fixed	capital	formation	(GFCF),	which	is	the	net
increase	in	physical	assets	within	a	period	or	simply	investment,	is
actually	 decreasing.	 In	 the	 data	 released	 recently	 GFCF	 in	 Q4	 is
down	by	Rs.17197	crores	or	contracted	by	1.9%.
Government	 expenditure,	 while	 having	 increased	 by	 Rs.6482
crores,	 has	 actually	 declined	 in	 comparison	 with	 Q4	 in	 2015	 by
about	Rs.	4400	crores.
Widening	 discrepancies	 between	 sectoral	 growth	 figures	 and
GDP	growth	is	also	worrying.	Industry	growth	fell	from	8.6%	in	Q3
to	7.9%	in	Q4,	while	the	Services	sector	slowed	from	9.1%	in	Q3	to
8.7%	in	Q4.
Agricultural	distress:	During	the	past	two	years	vast	parts	of	India
have	been	gripped	by	a	severe	drought.	Food	grains	production	fell
from	265.57	million	tons	in	2013-14	to	257.07	million	tons	in	2014-15.
It	is	expected	to	be	253.17	million	tons	in	2015-16.	There	are	visible
signs	 of	 stress	 on	 agriculture.	 Yet	 the	 agriculture	 data	 suggest	 an
optimism	that	flies	against	the	reality.
Increase	in	discrepancies:	This	is	the	sharp	increase	in	a	budgetary
item	called	“discrepancies”.	These	amounted	to	Rs.1,43,000	crores	in
Q4	2016	 –	a	huge	 jump	 from	Rs.29933	 crores	 in	Q4	2015.	 In	other
words	“discrepancies”	contributed	almost	50%	of	GDP	growth.
So,	the	experts	question,	if	most	indicators	reflect	a	down-trend	and
most	of	the	growth	is	driven	by	unexplained	items	(discrepancies),
what	is	really	driving	India’s	growth?
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Why	is	it	important	to	reconcile	the	discrepancies	with	the	released
data?

Economists	 raised	 the	 following	 concerns	 and	 stressed	on	 the	need	 to
reconcile	the	discrepancies	-

Ignored	deflator:	Most	 of	 the	 acceleration	 in	 FY16	was	 driven	 by
net	 indirect-taxes	 (NIT)	 and	 not	 by	 gross-value-added	 (GVA).	 It
seems	that	the	deflator	for	subsidies	may	not	have	adequately	been
captured.	The	fact	is	that	the	bulk	of	the	subsidy	reduction	was	on
account	 of	 lower	 oil	 prices	 and	 it	 should	 have	 been	 deflated	 out.
Failure	to	do	so	resulted	in	higher	NIT	and	therefore	GDP	growth.
Lag	 in	 Supply-Use	 tables	 (SUT):	 The	 “discrepancies”	 would	 be
eliminated	 only	with	 a	 lag.	 This	means	 that	 GDP	 data	 for	 2015-16
would	 still	 show	 discrepancies	 because	 the	 SUT	 for	 it	 would	 take
time	(more	on	this	later).	So	by	the	time	we	correct	these	numbers,
these	would	have	already	done	enough	damage.

Assurance:	 India	 needs	 to	 be	 fully	 assured	 of	 the	 veracity	 of	 its
numbers	 –	 though	 no	 one	 suggests	 active	 fudging,	 the	 numbers
should	not	raise	doubts	 in	 the	minds	of	 investors.	Ronald	Coase,	a
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Nobel	 laureate,	had	once	famously	said,	“If	you	torture	data	 long
enough,	it	will	confess	to	anything.”	Takeaway:
The	key,	here,	 is	not	 to	 overreact	 in	 either	direction.	 It	 calls	 for	 a
more	balanced	assessment.
If	we	get	carried	away	with	these	numbers	then	we	may	be	missing
the	challenges	ahead.
Conversely,	 if	 we	 are	 consumed	 by	 the	 data	 challenges,	 and
completely	 ignore	 the	 encouraging	 signals	 in	 the	data,	we	are	not
adequately	acknowledging	the	progress	that	has	been	made.

When	do	the	discrepancies	become	self-evident?

When	we	observe	the	following	facts:

Credit	growth	has	declined	from	9.1%	to	8.4%	in	the	last	year	due	to
a	slump	in	industrial	credit	demand.	This	suggests	that	while	some
sectors	are	clearly	back	on	the	growth	path,	overall	the	investment
scenario	is	not	looking	good.
Dismal	state	of	banks:	All	state-owned	banks	are	drowning	in	red:
Bank	of	 India	 lost	more	 than	Rs	 6,000	 crore	 in	 a	 year	 and	Canara
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Bank	is	nearly	Rs	4,000	crore	in	the	red.	Our	largest	bank,	the	state-
owned	SBI,	saw	profits	sliding	66%.	Lack	of	jobs:
It	 was	 reported	 that	 even	 the	 students	 in	 IITs	 and	 IIMs	 are
protesting	because	job	offers	have	fallen	through	for	nearly	a	year.
The	 valuation	 of	 Flipkart,	 the	 largest	 e-commerce	 firm,	 has	 been
knocked	down	several	times	by	investors.
At	the	other	end	of	the	spectrum,	the	IT	arm	of	L&T,	India’s	largest
infrastructure	 company,	 has	 reneged	 on	 1,500	 job	 offers	made	 on
campuses.
Also,	 the	 widening	 gaps	 in	 the	 sectoral	 growth	 and	 GDP	 growth,
reduced	government	expenditure,	decreased	GFCF	–	makes	it	quite
evident	 that	 the	 data	 is	 marred	 with	 discrepancies.	 These	 cases
make	 the	 experts	 opine	 that	 the	 growth	 story	 of	 India	 is	 a
numerical	mistruth	and	the	actual	growth	rate	may	be	4%,	about
half	of	what	is	being	claimed.

Where	can	Supply-Use	tables	(SUT)	help	in	resolving	the	doubts?

Measuring	 production	 in	 an	 economy	 is	 essential	 in	 order	 to
calculate	GDP.	Vast	amounts	of	 information	are	needed	to	capture
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this	process	where	inputs	of	labor,	capital,	goods	and	services	result
in	the	output	of	goods	and	services.
Statisticians	 and	 economists	 use	 a	 statistical	 and	 analytical
framework	called	supply	(S),	use	(U)	and	input-output	(IO)	tables
to	organize	this	information.	Statistical	benefits
Consistency	and	completeness	of	data:	The	SUT	serves	primarily
statistical	 purposes	 and	 provides	 an	 integrated	 framework	 for
checking	consistency	and	completeness	of	national	accounts	data.
Eliminate	discrepancies:	In	order	to	make	GDP	calculations	more
reliable,	 statisticians	use	 three	different	methods:	 the	 production,
the	 income	and	 the	 expenditure	approach;	 these	 three	methods
may	 generate	 different	 results.	 In	 order	 to	 eliminate	 those
differences	and	 to	 find	 the	most	accurate	 result,	 statisticians	often
use	 the	 SUT	 as	 a	 balancing	 framework	 that	 reconciles	 the	 three
methods	of	GDP	estimation.
The	 supply	 and	 use	 tables	 provide	 the	 main	 macroeconomic
aggregates	such	as	the	GDP,	components	of	value	added	and	output
by	industry,	import,	final	consumption,	gross	capital	formation	and
export.
The	 SUT	 can	 be	 used	 either	 in	 intermediate	 consumption	 —
meaning	 in	 the	 production	 of	 something	 else	 —	 or	 in	 final	 use,
which	in	turn	is	divided	into	consumption,	gross	capital	 formation
and	export.	Furthermore	the	use	table	shows	the	income	generated
in	the	production	process.
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Who	is	India’s	Chief	Statistician?

The	Chief	Statistician	of	India	is	a	post	specifically	created	to	head
the	National	Statistical	Office	(NSO)	after	the	establishment	of	the
National	 Statistical	 Commission	 (NSC),	 in	 line	 with	 the
recommendations	 of	 a	 commission,	 chaired	 by	 C.	 Rangarajan,	 to
review	Indian	statistical	system.
The	NSC	is	an	autonomous	body	which	set-up	in	July	2006.	The	NSC
is	headed	by	economists	Prof	TCA	Anant	(Chief	Statistician	of	India
and	Secretary	of	both	NSC	and	Ministry	of	Statistics	and	Programme
Implementation)	and	Dr.	Radha	Binod	Burman	(Chairman	of	NSC).
The	 objective	 of	 the	 NSC	 is	 to	 reduce	 the	 problems	 faced	 by
statistical	 agencies	 in	 the	 country	 in	 relation	 to	 collection	 and
interpretation	of	data.
Before	his	current	role,	Anant	was	a	professor	of	economics	at	the
Delhi	School	of	Economics	(Delhi	University)	and	has	served	as	the
member-secretary	of	the	Indian	Council	of	Social	Science	Research,
funding	organization	of	the	Central	government.
His	 research	work	has	 spanned	 a	wide	 range	 of	 areas	 from	game
theory,	industrial	organization	and	environmental	economics	to	the
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interface	between	law	and	economics.
He	 is	 also	 a	 member	 of	 the	 advisory	 committee	 on	 regulations
under	the	Competition	Commission	of	India.
He	 has	 also	 been	 associated	 as	 a	 resource	 person	 for	 projects
sponsored	 by	 the	 Asian	 Development	 Bank	 and	 the	 International
Labor	Organization.

How	challenging	is	it	for	Indian	economy	to	maintain	its	growth?

As	 per	 the	 new	 GDP	 methodology,	 where	 GDP	 is	 estimated	 at
market	prices	and	no	longer	at	factor	cost	and	from	various	other
data	sources,	it	is	certain	that	–	GDP	(growth)	accelerated	in	FY16.
Key	 factors	 to	 be	 considered	 are	urban	consumption	 which	was
lifted	 as	 purchasing	 power	 rose	 and	 an	 improved	 policy
environment	 which	 meant	 that	 mining	 and	 electricity	 growth
accelerated	impressively.
But	 there	 were	 also	 worrying	 signs	 for	 GDP.	 After	 growing
impressively	 in	 the	 first	 half	 of	 the	 year	 (8.4%),	 investment
momentum	 fell	 off	 sharply	 in	 the	 second	 half	 (-0.4%),	 as	 the
government	 wasn’t	 able	 to	 maintain	 the	 capital	 expenditure
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(capex)	thrust,	given	binding	fiscal	constraints.

With	 the	 7th	 Pay	 Commission’s	 recommendations	 being
implemented	this	year,	space	for	public	capex	looks	constrained	in
FY17.
Private	 investment	will	 have	 to	 play	 a	 great	 role,	 but	 this	 seems
difficult	when	we	look	at	the	bruised	balance	sheets	of	both	banks
and	borrowers.
Improving	 project	 viability	 by	 reducing	 implementation
bottlenecks	will	need	continuous	efforts.
Also,	weak	 global	 growth	 prospects	 suggest	 pressure	 on	 India’s
exports	is	likely	to	continue.
Even	a	normal	monsoon	which	could	boost	rural	growth	would	be
more	 than	offset	by	 the	 fact	 that	 the	benefits	 of	 lower	oil	 prices
will	fade	away	in	2016-17.

((( 	)))
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Economy	-	World	economy	to	move	at	a	snail’s	pace

Although	the	global	financial	crisis	is	now	seven	years	behind	us,	the
world	economy	is	struggling	to	regain	momentum.	Growth	continues	to
falter	 in	 advanced	 economies	 and,	 while	 there	 is	 considerable
divergence	 of	 performance	 across	 the	 ‘emerging	 economies’,	 their
overall	growth	remains	below	potential.	World	Bank,	in	its	June	global
outlook,	 has	 predicted	 doom	 and	 gloom	 over	 most	 of	 the	 world
economic	map.
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What	are	the	revised	projections	by	the	World	Bank?

The	 World	 Bank	 slashed	 its	 2016	 global	 growth	 forecast	 to	 2.4%
from	the	2.9%	estimated	in	January	2016,	but	it	has	maintained	its
growth	projections	for	East	Asia	and	Pacific	region	at	6.3%.
In	 the	United	States,	 a	 steep	 decline	 in	 energy	 sector	 investment
and	 weaker	 exports	 will	 also	 shave	 0.8%	 point	 from	 the	 World
Bank’s	2016	forecast,	bringing	growth	to	1.9%.
The	Euro	area	saw	a	slight	downgrade	of	its	2016	forecast	to	1.6%,
despite	 extraordinary	 monetary	 policy	 support	 and	 a	 boost	 from
lower	energy	and	commodity	prices.
As	advanced	economies	struggle	to	gain	traction,	most	economies	in
South	and	East	Asia	are	growing	solidly.
Among	major	 emerging	market	 economies,	 the	World	 Bank	 kept
China’s	 growth	 forecast	 unchanged	 at	 6.7%	 this	 year	 after	 2015
growth	of	6.9%.	It	expects	China’s	growth	to	slow	further	to	6.3%	by
2018	as	the	world’s	second-largest	economy	rebalances	away	from
exports	to	a	more	consumer-driven	growth	model.
Coming	 to	 BRICS,	 India’s	 robust	 economic	 expansion	 also	 is
expected	 to	 hold	 steady	 at	 7.6%,	 while	 Brazil	 and	 Russia	 are
projected	 to	 remain	 in	 deeper	 recessions	 than	 forecasted	 in
January.	South	Africa	is	forecast	to	grow	at	just	0.6%	rate	in	2016.
The	downgraded	World	Bank	forecast	follows	a	similar	move	by	the
International	 Monetary	 Fund,	 which	 cut	 its	 growth	 forecasts	 two
months	ago.
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Why	has	the	projected	growth	rate	been	slashed?

As	 per	 World	 Bank’s	 latest	 Global	 Economic	 Prospects	 report	 -
following	 are	 the	 reasons	 for	 slashing	 the	 global	 growth	 rate	 by	 0.5%
points:

The	 slash	 down	 is	 mainly	 due	 to	 stubbornly	 low	 commodity
prices,	sluggish	demand	in	advanced	economies,	weak	trade	and
diminishing	capital	flows.
Commodity-exporting	emerging	market	countries	have	struggled
to	 adapt	 to	depressed	 commodity	prices	 like	 oil,	metals	 and	other
commodities.	 The	 report	 expects	 these	 economies	 to	 grow	 at	 a
meager	0.4%	pace	this	year,	a	downward	revision	of	1.2	percentage
points	from	the	January	outlook.
Commodity-importing	emerging	market	countries	(such	as	India)
are	faring	better,	but	the	benefits	of	lower	energy	and	other	goods
have	been	slow	to	materialize.	The	World	Bank	expects	growth	 in
these	 countries	 will	 reach	 5.8%,	 down	 0.1%	 from	 the	 January
forecasts.
Emerging	 Market	 and	 Developing	 Economies	 (EMDEs)	 face
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challenges,	 including	 the	 fall-out	 of	 sluggish	 advanced	 economy
growth,	tighter	financial	conditions,	and	stubbornly	low	commodity
prices,	 though	 the	 latter	 impacts	economies	differently,	depending
on	their	nature	of	trade.
Exporters	of	oil	and	other	key	commodities	have	been	particularly
hard	 hit,	 while	 their	 importers	 have	 been	 more	 resistant	 to
economic	headwinds.
Overall,	 the	 global	 outlook	 faces	 pronounced	 risks	 of	 another
stretch	of	muted	growth.

When	can	the	situation	get	(even)	worse?

The	 report	 finds	 a	 wide	 range	 of	 risks	 that	 threaten	 to	 derail	 the
recovery	of	global	growth.

A	 synchronous	 slowdown	 in	 major	 advanced	 or	 key	 emerging
market	economies	could	have	large	negative	spillover	effects	across
the	developing	countries.
Rising	 policy	 related	 and	 political	 uncertainties	 like	 diminished
confidence	 in	 the	 effectiveness	 of	 policies	 to	 spur	 growth,
heightened	 geopolitical	 tensions	 and	 eroding	 confidence	 in	 policy
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effectiveness	 could	 set	 back	 global	 growth	 and	 trigger	 financial
market	turbulence.
Prolonged	 stagnation	 in	 advanced	 economies	 and	weaker	 growth
potential	 in	 emerging	 economies	 could	 trigger	 protectionist
sentiments.
The	 impact	 of	 financial	 market	 stress	 could	 be	 acute	 among
emerging	economies	with	elevated	private	sector	debt.
Rapid	 rise	 of	 private	 debt	 in	 several	 emerging	 and	 developing
economies	 poses	 a	 risk	 to	 growth	 should	 non-performing	 bank
loans	rise.
The	materialization	of	some	of	these	risks	could	slow	the	catch-up	of
the	 emerging	 economies’	 income	 per	 capita	 relative	 to	 advanced
economy	levels	and	set	back	poverty	alleviation.

Where	are	the	islands	of	hope	in	the	global	economic	desert?

China:

Although	 growth	 in	 China	 decelerated,	 domestic	 rebalancing	 is
under	way.	 A	 sharp	 slowdown	 in	 industrial	 activity	 has	 thus	 far
been	mitigated	by	steady	growth	in	the	services	sector.	In	2015,	the

803



services	sector	accounted	 for	half	of	GDP	and	 the	majority	of	new
urban	jobs.
In	 addition,	 consumption	 growth	 continued	 to	 be	 robust	 and	 a
range	 of	 expansionary	 policy	 measures	 like	 -	 cuts	 in	 reserve
requirements	 and	 interest	 rates,	 increased	 public	 spending	 on
infrastructure	 projects	 and	 tax	 cuts	 for	 small	 businesses	 were
implemented	in	the	second	half	of	2015.

South	Asia:

Economic	 activity	 in	 South	 Asia	 has	 remained	 resilient	 despite
headwinds	from	the	global	economy.
GDP	 growth	 reached	 7%	 in	 2015,	 making	 it	 the	 fastest-growing
developing	region.	Robust	domestic	demand	momentum,	the	main
growth	driver,	continued	through	the	first	half	of	2016.
Most	South	Asian	economies	have	benefitted	from	the	decline	in	oil
prices	 and	 the	 resulting	 benign	 inflationary	 environment	 and
steady	remittance	flows.
Monetary	 policies	 have	 been	 accommodative.	 Some	 economies
have	 benefitted	 from	 a	 pick-up	 in	 the	 pace	 of	 reform	 or	 from
improvements	in	the	security	situation.
Nonetheless,	 to	 varying	 degrees,	 weak	 external	 demand,	 a
challenging	 business	 environment	 (e.g.	 energy	 and	 infrastructure
constraints),	 fiscal	 pressures,	 and	 poor	weather	 have	 encumbered
activity	in	some	of	the	region’s	economies.
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Who,	in	South	Asian	region,	performed	well,	as	per	the	report?

India	is	the	region’s	largest	and	fastest-growing	economy,	but	Pakistan,
Bangladesh,	and	Bhutan	also	show	strengthening	activity.

Reasons:

Growth	in	India	is	driven	largely	by	domestic	demand.
Foreign	 Direct	 Investment	 (FDI)	 to	 India	 surged	 37%	 from	 the
launch	 of	 the	 “Make	 in	 India”	 campaign,	 with	 the	 computer
software	 and	 automotive	 sectors	 attracting	 the	 bulk	 of	 this
investment.
Manufacturing	 activity,	 though	 dampened	 by	 weak	 external
demand,	 accelerated	9.3%	 in	 the	 final	quarter	of	 FY16.	Relative	 to
other	large	emerging	economies,	purchasing	manager	indices	 for
India	reflect	more	buoyant	sentiment.
Business	 start-ups	 are	 on	 the	 rise,	 particularly	 in	 the	 e-commerce
and	financial	services	sector.
The	ensuing	job	creation	from	strengthening	economic	activity	and
boost	 to	real	 income	from	low	inflation	and	 increase	 in	wages	are
lifting	urban	consumption.
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Furthermore,	 increased	 public	 investment	 in	 power	 generation,
roads,	 railways	 and	 urban	 infrastructure	 is	 contributing	 to	 an
improved	 business	 environment	 and	 reduced	 supply-side
constraints.

Headwinds:

Nonetheless,	India	faces	strong	headwinds.	Rural	consumption	has
been	hard-hit	 by	 two	years	 of	drought	 (rainfall	 in	 2015/16	was	 14
percent	below	the	historical	average).
Despite	 five	 interest	 rate	 cuts	 since	 2015,	 credit	 growth	 to	 the
corporate	sector	remains	sluggish	because	of	stressed	asset	quality
in	 the	 banking	 sector	 (especially	 for	 claims	 on	 the	 aviation,
infrastructure,	iron,	and	steel	sectors).
Weak	exports	 also	weigh	on	 growth	 –	 February	marked	 the	 15th
consecutive	month	of	decline.

How	is	the	regional	outlook	as	per	the	report?

East	Asia	and	Pacific:	Growth	in	this	region	is	projected	to	slow	to
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an	unrevised	6.3%	rate	in	2016.	Apart	from	China,	growth	in	the	rest
of	 the	 region	 is	 expected	 to	 be	 supported	 by	 rising	 investment	 in
several	large	economies	(Indonesia,	Malaysia,	Thailand),	and	strong
consumption	 supported	 by	 low	 commodity	 prices	 (Thailand,	 the
Philippines,	Vietnam).
Europe	and	Central	Asia:	 The	 continuing	 contraction	 in	Russia	 is
keeping	 the	 forecast	 growth	 rate	 for	 the	 region	 at	 1.2%	 in	 2016.
Geopolitical	 concerns,	 including	 flare-ups	 of	 violence	 in	 eastern
Ukraine	 and	 the	 Caucasus	 and	 terror	 attacks	 in	 Turkey,	weigh	 on
the	outlook.	Excluding	Russia,	the	region	is	expected	to	expand	at	a
2.9%	rate.
Latin	 America	 and	 the	 Caribbean:	 The	 region	 is	 forecast	 to
contract	by	1.3%	in	2016	after	a	0.7%	decline	in	2015,	the	first	back-
to-back	years	of	recession	in	more	than	30	years.	It	 is	projected	to
begin	 expanding	 again	 in	 2017,	 gradually	 gaining	 momentum	 to
around	2%	in	2018.	Prospects	vary	across	the	region.
Middle	East	and	North	Africa:	Growth	in	the	region	is	forecast	 to
pick	 up	 slightly	 to	 2.9%	 in	 2016.	 The	 main	 reason	 for	 the	 slight
improvement	 in	 regional	 growth	 in	 2016	 is	 an	 expected	 strong
recovery	 in	 Iran	 following	 the	 lifting	 of	 sanctions	 in	 January.	 An
envisaged	 upturn	 in	 average	 oil	 prices	 in	 2017	 is	 projected	 to
support	a	recovery	in	regional	growth	to	3.5%	in	2017.

((( 	)))
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Economy	-	Minister	feels	Air	India	is	‘untouchable’

The	Civil	Aviation	Minister	has	confirmed	the	worst	fears:	Air	India	is
in	such	a	bad	shape	that	nobody	would	want	to	buy	it.	Air	India	seems
to	be	in	perpetual	decline,	with	the	company	making	losses	since	2007
when	it	was	merged	with	Indian	Airlines.	The	merged	entity	proved	too
big	 to	 manage.	 Can	 the	 government	 give	 a	 magic	 touch	 to	 this
untouchable	carrier?
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What	makes	Air	India	‘untouchable’?

Grappling	with	mounting	debts	and	 tough	business	conditions,	Air
India	 has	 been	 in	 the	 red	 since	 the	merger	 of	 then	Air	 India	 and
Indian	 Airlines	 in	 2007	 and	 is	 living	 off	 a	 Rs	 30,000-crore	 bailout
package	extended	by	the	previous	government.
Air	 India’s	 “books	 are	 so	 bad”	 that	 nobody	will	 buy	 it	 even	 if	 the
government	 wanted	 to	 sell	 off	 the	 national	 carrier,	 civil	 aviation
minister	Ashok	Gajapathi	Raju	said.
Ruling	out	disinvestment	in	the	carrier	that	has	a	debt	of	Rs	50,000
crore,	 Raju	 at	 the	 same	 time	 made	 it	 plain	 that	 the	 taxpayers’
money	cannot	be	committed	“for	eternity”.
According	 to	 the	 latest	 statistics	 submitted	 to	 the	 civil	 aviation
ministry	by	the	national	carrier,	Air	India	has	been	incurring	losses
over	the	past	several	years.	The	airline	sustained	losses	of	Rs	6,279
crore	during	the	financial	year	2013-14,	which	came	down	to	Rs
5,859	crore	in	2014-15	and	further	to	Rs	2,636	crore	in	2015-16.
The	government	recently	in	a	meeting	even	mulled	over	lowering
its	stake	to	51%	in	the	airline	by	asking	banks	to	convert	their	loan
into	equity.
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Why	are	the	books	‘so	bad’?

The	2007	merger	was	 supposed	 to	 save	about	Rs	 996	 crore	over	a
period	of	 two	years.	However,	 the	merger	coincided	with	a	global
recession	and	rising	fuel	prices.	The	next	year	Air	India	lost	Rs	2,200
crore.	 In	 the	 second	 year	 after	merger,	 losses	 swelled	 to	 Rs	 5,548
crore.	There	has	been	no	recovery	since.
In	2005-06,	Air	India	and	Indian	Airlines	decided	to	buy	111	planes
at	an	estimated	cost	of	about	Rs	44,000	crore,	mainly	by	borrowing
money.	 “A	 recipe	 for	 disaster,”	 said	 a	 Comptroller	 and	 Auditor
General	 (CAG)	report.	This	great	plane	purchase	spree	 led	 to	acute
cash-flow	problems.
Air	 India	 is	 not	 obliged	 to	 fly	 loss-making	 routes,	 according	 to
government	regulations.	However,	since	it	is	government	owned,	it
does	 receive	 many	 “suggestions”	 from	 ministers,	 members	 of
parliament,	 industries	 and	 others	 who	 can–and	 do–influence	 Air
India’s	 route	decisions.	This	makes	 the	national	 carrier	operate	 in
loss-making	routes	under	“social-sector	routes”.
Air	 India	 employees,	 especially	 the	 highly-paid	 pilots,	 have	 often
held	 the	 airline	 and	 its	 passengers	 to	 ransom	 through	 strikes,
protests	and	by	reporting	“sick”	-	ordinary	passengers	have	lost	faith
in	the	airline.
Air	India’s	board	should	have	‘turnaround	specialists’;	people	with
cost	management	skills	and	those	who	genuinely	want	to	improve
Air	 India’s	 future	 should	 be	 inducted.	 Else,	 Air	 India’s	 books	 will
remain	 bad	 for	 many	 more	 years	 despite	 its	 operational
performance	improving	(recently).
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When	was	Indian	Airlines	merged	with	Air	India?

Air	 India	 Limited	 (AIL)	 and	 Indian	 Airlines	 Limited	 (IAL)	 merger
was	approved	in	2007	and	the	merged	body	was	called	the	National
Aviation	Company	of	India	Limited	(NACIL).
Air	 India	 was	 primarily	 operating	 on	 international	 routes	 and
Indian	 Airlines	 was	 a	 major	 Indian	 airline	 based	 in	 Delhi	 and
focused	 primarily	 on	 domestic	 routes,	 along	 with	 several
international	services	to	neighbouring	countries	in	Asia.
Escalating	 costs	 of	 Aviation	 Turbine	 Fuel	 (ATF),	 immense
competition	from	private	and	 low	cost	airline,	declining	passenger
traffic	 in	 the	 premium	 class	 were	 some	 of	 the	 reasons	 for	 the
merger.
However,	 post-merger	 poor	 management	 practices,	 decline	 of
customer	 service	 due	 to	 integration	 issues,	 ballooning	 of	 losses,
increased	 competition	 from	 domestic	 airlines	 as	 well	 as
international	 airlines	 due	 to	 unfavourable	 government	 policies,
pushed	the	merged	entity	into	trouble.
The	Justice	Dharmadhikari	Committee	was	formed	to	look	into	the
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human	resources	 issues	at	Air	 India	created	as	a	result	of	merger.
Key	 recommendations	 (in	 2012)	 focused	 on	 ways	 and	 means	 of
harmonisation	 and	 rationalisation	 of	 the	 merged	 workforce
included	 fixed	 pay	 scales,	 grant	 of	 seniority	 to	 employees,
promotion	 and	 career	 progression,	 pay	 linked	 incentives	 and	 a
voluntary	retirement	scheme.
The	 management	 slashed	 the	 salaries	 of	 staff	 by	 25%	 as	 per	 the
recommendations,	without	giving	due	notice	to	the	staff.	This	led	to
an	exodus	of	pilots	to	private	airlines	and,	of	course,	another	series
of	strikes.
Even	 the	Supreme	Court	has	 lamented	over	 this	 failed	merger.	 In
January	 this	 year,	 the	 Court	 said	 that	 while	 private	 airlines	 were
prospering,	 Air	 India	was	 running	 into	 losses	 and	wondered	who
should	 be	 held	 accountable	 for	 the	 mess	 inflicting	 the	 national
carrier.

Where	has	Air	India	been	getting	help	from?

In	 2012,	 the	 government	 approved	 a	 bailout	 package	 worth	 Rs.
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30,000	crore	($4.5	billion)	for	Air	India,	which	was	partly	to	be	used
to	pay	off	loans.
Air	India	was	granted	Rs.	2,500	crore	in	2015-16.	The	Union	Budget
for	2016-17	allocated	Rs.1,713	crore	to	Air	India.
The	 consortium	 of	 26	 banks	 restructuring	 the	 debt	 has	 agreed	 to
convert	40	per	cent	of	its	short-term	debt,	or	Rs	7,000	crore,	into
equity.
In	January	2013,	Air	India	cleared	a	part	of	its	pending	dues	through
funds	raised	by	selling	and	leasing	back	the	newly	acquired	Boeing
787	Dreamliners.
Air	 India	 mopped	 up	 Rs.7,000	 crore	 by	 selling	 nine	 of	 its	 21
Dreamliner	planes	to	a	Singaporean	lessor.	A	major	chunk	of	these
funds	 went	 into	 repayment	 of	 the	 bridge	 loan	 availed	 earlier	 for
purchasing	these	Boeing	787-800s.

It	is	tough	not	to	infer	that	Air	India	has	become	the	airline	equivalent
of	Greece,	which	is	living	from	one	bailout	package	to	another.

Who	started	Air	India?

JRD	Tata	–	the	passionate	aviator	and	businessman	-	founded	Tata
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Airlines	in	1932	as	a	division	of	Tata	Sons	Ltd.	(now	Tata	Group).	He
was	also	 the	 first	person	 in	 the	 country	 to	be	 issued	with	a	pilot’s
license.
JRD	 flew	 the	 first	 leg	 of	 the	 inaugural	Karachi-Madras	 (Chennai)
journey	 himself,	 taking	 mail	 from	 Karachi	 to	 Bombay	 via
Ahmedabad	 using	 a	 single-engine	 De	 Havilland	 Puss	 Moth.	 In	 its
first	year,	Tata	Airlines	flew	160,000	miles,	carrying	155	passengers
and	more	than	10	tonnes	of	mail.
Tata	Airlines	 became	Air	 India	 in	 1946.	 Two	years	 later,	 following
Indian	 independence,	 the	 government	 took	 49%	 of	 the	 company,
also	giving	itself	the	option	to	acquire	an	additional	2%.	Following
JRD’s	 recommendation,	 the	 government	 established	 Indian
Airlines	 to	 run	 domestic	 services	while	 JRD	 took	 the	 helm	 of	 Air
India	 International,	 which	 was	 granted	 a	 license	 to	 operate
international	flights.
In	1953,	the	Government	of	India	exercised	its	option	to	purchase	a
majority	 stake	 in	 the	 carrier.	Despite	 the	 nationalization	 of	 the
airline,	 JRD	 remained	 in	 charge	 of	 Air	 India	 until	 1978.	 JRD,	 it
seemed,	was	born	to	fly.
He	was	named	Honorary	Group	Captain	of	the	Indian	Air	Force	in
1948	and	an	Honorary	Air	Commodore	of	India	in	1966.	In	1982	he
recreated	 his	 legendary	 first	 journey	 for	 Tata	 Airlines	 flying	 a	 De
Havilland	 Leopard	Moth	 in	 an	 effort	 to	 instil	 future	 generations
with	his	entrepreneurial	spirit	and	love	of	aviation.

The	Tatas	are	flying	again.

Recently	the	Tata	group	returned	to	aviation	with	its	investment	in
AirAsia	 and	 Tata-Singapore	 Airlines	 (the	 Joint	 Venture	 is	 called
Vistara).
Tata	Sons	are	in	the	pilot’s	seat	of	AirAsia	India,	holding	51	per	cent
stake	in	the	low-cost	airline.
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The	 Tata	 Group	 is	 back	 to	 the	 skies	 again,	 decades	 after	 the
government	took	over	its	(and	India’s)	first	airline.	This	is	one	group
which	never	gives	up	on	its	dream	to	fly.

How	can	Air	India	be	made	healthy	again?

The	 good	 news	 first.	 Air	 India	 has	 reported	 Rs	 8	 crore	 in
operational	 profit	 (which	 is	 not	 to	 be	 confused	 with	 net	 profit,
which	takes	into	account	interests	and	taxes)	for	the	first	time	in	a
decade	 last	 fiscal.	 This	 is	 an	 improvement	 over	 targets	 it	 had	 set
itself	in	the	‘Turnaround	Plan’,	under	which	Air	India	is	guaranteed
over	Rs	30,000	crore	equity	support	 from	the	government	 in	a	10-
year	period.
Air	 India	 has	 taken	 several	 steps	 to	make	 its	 operation	 profitable
which	 include	 withdrawing	 flights	 that	 does	 not	 meet	 fuel	 or
variable	costs,	adjusting	schedule	in	line	with	seasonal	demand	and
offering	discounts	to	corporate	travellers	among	others.
For	revenue	generation,	which	is	what	will	sustain	the	airline,	the
national	carrier	needs	to	improve	management-employee	relations,
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rebuild	 its	 customer	 base	 and	 relearn	 lessons	 about	 quality	 of
service.
A	 study	 conducted	 jointly	by	FICCI	 and	KPMG	has	underlined	 the
need	for	privatization	of	this	white	elephant,	saying	the	Rs	30,000
crore	being	injected	into	the	airline	under	a	bailout	package	should
be	directed	elsewhere.

Despite	what	the	Civil	Aviation	Minister	says,	the	most	pressing	need	for
Air	 India	 is	 that	 of	 privatization.	 The	 government	 should	 take	modest
steps	 forward.	 The	 investors	 and	 buyers	 will	 come.	 This	 carrier	 is
synonymous	with	aviation	in	India.	It	would	be	surprising	if	there	is	no
one	(with	money)	out	there	who	would	want	to	own	a	piece	of	history
and	do	good	business	with	it.

((( 	)))
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Economy	-	A	case	for	weakening	Rupee

One	of	the	key	things	about	the	Indian	economy	in	the	past	two	years
has	been	a	relatively	stable	rupee.	While	a	stable	rupee	may	be	a	cause
for	celebration,	this	‘stability’	comes	at	an	economic	cost	—	the	relative
appreciation	 in	 the	 rupee’s	 real	 value.	 In	 a	world	 of	 overcapacity	 and
weak	demand,	a	strong	currency	is	not	a	matter	of	pride,	but	a	source	of
concern.
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What	necessitates	a	weaker	rupee?

The	global	overcapacity	affects	us	deeply	as	we	are	now	part	of	the
interconnected	global	supply	chain	and	the	global	market.
The	 historic	 argument	 about	 weak	 currency	 for	 export	 growth
holds	 true;	 it	 also	 has	 another	 important	 aspect	 to	 it	 now.	As	 our
economy	 develops,	 our	 currency	 will	 (sooner	 or	 later)	 become
stronger	 and	 (therefore)	 our	 import	 dependency	 will	 increase,
putting	stress	on	local	manufacturing.
We	are	already	seeing	this	in	the	steel	and	chemicals	sector.	Even	in
the	 agricultural	 sector,	 the	 overvaluation	 of	 the	 rupee	 is	 hurting
farm	 incomes.	 Our	 manufacturers	 and	 farmers	 are	 not	 able	 to
compete	 with	 the	 lower	 prices	 being	 offered	 by	 their	 global
competitors.
This	can	be	seen	in	the	case	of	wheat,	where	the	government	had	to
resort	 to	 import	 duties	 as	 domestic	 prices	 had	 become
uncompetitive.
A	sharp	fall	in	the	currencies	of	Argentina,	Brazil,	Russia	and	Europe
has	 helped	 these	 countries	 in	 pushing	 exports	 of	 agricultural
commodities	at	far	cheaper	rates	than	we	can	produce	locally.
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Why	is	it	believed	that	rupee	may	be	overvalued	now?

As	other	countries’	currencies	have	fallen	due	to	slowing	economic
growth	 or	 loose	 monetary	 policies,	 they	 remain	 reasonably
competitive.	 In	 India’s	 case,	 however,	 the	 rupee	 has	 become
stronger,	impacting	the	country’s	overall	global	competitiveness.
Many	economists	consider	the	‘fair’	value	of	the	rupee	at	around	72-
73	against	the	dollar,	which	means	the	rupee	is	‘overvalued’	by	6-
8%.
If	–	say	–	 India	has	an	 inflation	of	5%	in	the	coming	year,	 then	by
2017,	the	fair	value	should	be	about	75-76.	If	India	has	to	really	try
to	get	export-competitive,	it	can	even	think	of	a	rupee	value	of	80	to
the	dollar.
While	 this	 sounds	 like	 a	doomsday	 scenario	 for	 the	 currency	 (the
depreciation	of	 the	currency	to	68	per	dollar	had	sent	shockwaves
throughout	 the	 economy	 a	 couple	 of	 years	 ago),	 it	 will	 actually
benefit	the	economy.
Currency	has	been,	and	continues	to	be,	one	of	the	policy	tools	used
by	 various	 countries	 across	 time	 periods	 to	 encourage	 domestic
manufacturers.	India	can	choose	to	 ‘make	in	India’	but	 it	has	to
sell	to	the	entire	world.	This	is	where	a	weak	Rupee	will	help.
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When	does	it	become	more	important	to	weaken	domestic	currency?

The	 world	 is	 increasingly	 moving	 towards	 reduction	 in	 trade
barriers.	 India	 is	 considered	 to	 have	 the	 highest	 tariff	 barriers
already	 as	 its	 tradable	 sectors	 have	 been	 hit	 by	 dumping	 from
overseas.
Increasingly,	India’s	ability	to	use	tariffs	as	a	way	of	equalizing
the	appreciating	rupee	will	have	 limited	scope.	A	weaker	 rupee
will	have	the	same	impact	as	import	tariffs	without	upsetting	India’s
World	 Trade	 Organization	 commitments.	 Of	 course,	 India	 will	 be
condemned	by	the	economists	for	doing	so	–	but	that	is	a	small	cost
to	pay	for	the	huge	benefits	in	trade	and	employment.
A	falling	rupee	will	give	some	protection	to	local	manufacturing	—
both	 for	 India’s	 consumption	 and	 some	 degree	 of	 export
competitiveness.
India	 just	 has	 to	 look	 to	 its	 neighborhood	 to	 know	 a	 real	 world
application	of	this	theory.	China	has	been	able	to	effectively	use	its
currency	 strategy	 for	 many	 years.	 The	 advantage	 that	 an
aggressive	 currency	 strategy	 confers	 on	 a	 country	 is	 more
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permanent	than	tariff	barriers.	At	Rs.80	to	the	dollar,	India’s	steel
sector	can	get	back	to	good	health	and	many	of	the	woes	that	plague
this	sector	will	reduce	(such	as	bad	debts).

Where	else	would	effects	of	devaluation	be	felt?

As	with	everything	in	economics,	this	will	come	at	a	cost.	Any	policy
tool	 is	 about	 trade-offs.	 A	 falling	 rupee	 will	 put	 pressure	 on
inflation.
But	with	weak	global	commodity	prices	and	a	vigilant	central	bank,
India	 may	 be	 able	 to	 manage	 this.	 In	 fact,	 the	 weak	 commodity
prices	offer	a	rare	window	of	opportunity	to	the	country	now.
There	will	also	be	stress	among	corporates	who	have	borrowed	 in
foreign	currency	and	not	hedged	as	they	will	be	hit	hard.	Expect	the
stock	 markets	 to	 not	 like	 a	 weakening	 currency.	 But	 they	 will
recover,	as	they	always	do.
What	 India	 needs	 is	a	 gradual	 depreciation	 over	 the	 next	 12-18
months	 and	 as	 the	markets	 and	 investors	 see	 the	 trend,	 they	will
adjust.
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Right	now,	there	is	an	almost	free	carry	trade	wherein	investors	can
borrow	in	dollars	and	invest	in	the	high-yielding	rupee.
Many	 Indian	 corporates	 are	 also	 using	 this	 arbitrage	 via	 foreign
currency	borrowing	which	is	not	hedged	(as	post	hedging	cost,	the
interest	rate	differential	narrows	considerably).

Who	has	prospered	by	devaluating	its	currency?

Devaluation	is	a	decision	by	a	government	to	adjust	the	value	of	a
currency	downward	relative	to	another	currency	or	standard.	China
has	mastered	the	art	and	science	of	devaluation.
Chinese	businesses	compete	with	global	rivals	 to	supply	 the	world
with	 everything	 from	 raw	 steel	 to	 fridges,	 and	 a	 cheaper	 yuan
makes	 Chinese	 exports	 less	 expensive,	 potentially	 boosting	 the
overseas	 sales	 that	 have	 been	 among	 the	main	 drivers	 of	 growth
during	the	nation’s	remarkable	rise	over	the	past	three	decades.
Controls	 on	 the	 currency	 have	 given	 Chinese	 businesses	 a	 high
degree	 of	 predictability	 when	 they	 plan	 investments	 in
industries	heavily	dependent	on	exports.
Devaluation	 also	 simply	 keeps	 the	 yuan	 a	 little	more	 in	 line	with
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trading	 partners’	 currencies,	which	have	 lost	 value	 relative	 to	 the
U.S.	dollar.
Among	 other	 countries,	 in	 Japan,	 its	 current	 Yen	 has	 been
devaluated	a	lot	after	Shinzo	Abe	took	over.
The	 US	 has	 tried	 for	many	 years	 to	 force	 China	 to	 appreciate	 the
yuan,	which	China	has	resisted.

How	else	can	India	improve	its	competitiveness?

There	 are	 arguments	 that	 India	 should	 improve	 on	 ‘core
competitiveness’	 rather	 than	use	 currency	 as	 a	 tool	 to	 defend	 its
manufacturers	 —	 but	 the	 same	 arguments	 can	 be	 used	 for	 tariff
barriers,	which	India	has	been	using	rather	blatantly.
The	 ground	 reality	 is	 that	 Indian	 manufacturers	 have	 certain
disadvantages	like	high	land	costs	and	lower	labour	productivity
which	result	 in	higher	production	costs	compared	to	India’s	global
peers.
Some	of	 these	disadvantages	are	due	 to	past	policies,	 some	due	 to
inherent	 Indian	 inefficiency,	 and	 some	 due	 to	 structural	 reasons
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such	as	high	inflation	(which	India	suffered	from	for	4	straight	years
till	the	last	year).
Improvement	in	competitiveness	will	come	over	the	next	few	years
(as	government	initiatives	on	ease	of	doing	business,	Skill	India	and
Digital	 India	 take	 shape)	 but	 in	 the	 meantime,	 to	 offset	 these
structural	costs,	India	needs	a	weaker	rupee.
Weakening	the	rupee	is	a	strong	solution	to	the	current	problems	of
India’s	economy.

((( 	)))
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Economy	-	SEBI	makes	the	P-notes	less	anonymous

The	 Securities	 and	 Exchange	 Board	 of	 India	 (SEBI)	 has	 strengthened
the	 compliance	 and	 reporting	 requirements	 for	 participatory	 note	 (P-
notes)	 issuers.	 To	 curb	 the	 misuse	 of	 this	 investment	 route	 used	 by
foreign	investors	not	registered	in	India,	P-note	issuers	will	need	to	deal
with	 increased	 disclosure	 requirements	 and	 restrictions	 on	 transfer.
These	changes	were	much	needed	and	will	take	effect	from	July	1.
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What	are	the	new	norms	issued	by	SEBI?

Under	 the	new	guidelines,	Indian	Know	Your	Customer	 (KYC)	or
anti-money	 laundering	 rules	 (AML)	 will	 also	 apply	 to	 P-note
holders.	Earlier,	a	holder	had	to	adhere	to	the	KYC	or	AML	norms	of
only	their	home	jurisdiction.
Presently,	 the	 details	 of	 P-note	 holders	 need	 to	 be	 mandatorily
reported	to	SEBI	on	a	monthly	basis.	SEBI	has	now	decided	that	in
these	 monthly	 reports,	 all	 intermediate	 transfers	 during	 the
month	would	also	have	to	be	reported.
P-notes	 issuers	will	need	to	verify	entities	that	hold	more	than	the
predefined	 thresholds.	 For	 companies,	 the	predefined	 threshold	 is
25%	 and	 for	 proprietorship	 and	 partnership	 firms	 and	 trusts,	 the
limit	has	been	set	at	15%.
Issuers	will	now	have	 to	 file	 any	 suspicious	 transaction	 reports	 to
the	 Indian	 Financial	 Intelligence	 Unit,	 in	 relation	 the	 P-notes
issued	by	them.
P-note	 issuers	 shall	 be	 required	 to	 put	 in	 place	necessary	 systems
and	 carry	 out	 a	 periodical	 review	 and	 evaluation	 of	 its	 controls,
systems	 and	 procedures	 with	 respect	 to	 the	 P-notes	 issued.	 A
certificate	in	this	regard	should	be	submitted	on	an	annual	basis
to	SEBI	by	the	chief	executive	officer	or	equivalent	of	the	issuer.

Note:	P-notes	are	means	through	which	foreign	investors	not	registered
with	SEBI	invest	in	the	Indian	capital	market.	These	instruments	are	not
open	to	domestic	investors.
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Why	are	P-notes	controversial?

Round	Tripping	 of	 Funds:	 P-notes	 have	 often	 been	 in	 controversy	 in
India	for	alleged	round-tripping	of	funds.

The	term	‘round-tripping’	in	general	denotes	a	trip	where	a	person
or	thing	returns	to	the	place	from	where	the	journey	began.	In	the
context	 of	 black	 money,	 it	 leaves	 the	 country	 through	 various
channels	 such	 as	 inflated	 invoices,	 payments	 to	 shell	 companies
overseas,	the	hawala	route	and	so	on.
After	cooling	its	heels	overseas	for	a	while,	this	money	returns	in	a
freshly	laundered	form;	thus	completing	a	round-trip.
Ultimately	it	is	the	money	that	has	evaded	tax	or	was	obtained	in	an
illegal	manner	or	is	attempting	to	escape	from	a	legitimate	transfer
to	another	entity.

Anonymous	 nature	 of	 P-note	 transaction:	 Anonymity	 in	 such
transactions	opens	the	door	for	unscrupulous	behaviour.

For	example,	a	hedge	fund	participating	through	this	mode	may	be
able	to	influence	the	volatility	and	buying	behaviour	of	the	market
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participants	artificially	without	revealing	its	intention	or	identity.
The	 question	 mark	 over	 the	 identity	 of	 the	 final	 beneficiary	 also
leads	 to	 suspicion	 of	 money	 laundering	 through	 these	 contracts.
The	 opaqueness	 of	 the	 transaction	 may	 also	 lead	 to	 the	 returns
being	used	for	terrorist	activities.

When	in	the	past	P-notes	caused	a	crisis	in	the	stock	market?

SEBI	 was	 not	 happy	 with	 P-Notes	 because	 it	 was	 not	 possible	 to
know	who	owns	 the	underlying	 securities	and	hedge	 funds	acting
through	 P-notes	 might	 therefore	 cause	 volatility	 in	 the	 Indian
markets.
Therefore,	in	2007,	it	proposed	curbs	on	P-notes	which	(at	that	time)
accounted	 for	 roughly	 50%	 of	 foreign	 investment	 in	 Indian	 stock
markets.
Since	the	curbs	which	were	proposed	by	SEBI	were	not	clear,	it	led
to	a	knee-jerk	crash	when	the	markets	opened	on	the	following	day
(October	17,	2007).
Within	 a	 minute	 of	 opening	 trade,	 the	 Sensex	 crashed	 by	 1744
points	or	about	9%	of	its	value	-	the	biggest	intra-day	fall	in	Indian
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stock-markets	 in	 absolute	 terms,	 which	 led	 to	 automatic
suspension	of	trade	for	1	hour.
After	the	markets	opened,	they	staged	a	remarkable	comeback	and
ended	 the	 day	 at	 18715.82,	 down	 just	 336.04	 from	 previous	 days
close	after	tumbling	to	a	day’s	low	of	17307.90.
This	 was,	 however	 not	 the	 end	 of	 the	 volatility.	 The	 Sensex
continued	to	tumble	throughout	the	week	until	the	then	SEBI	chief
came	out	with	new	proposals,	where	P-notes	were	 then	registered
as	 FIIs	 and	 the	 registration	 process	 was	 made	 faster	 and	 more
streamlined.
The	markets	welcomed	the	clarifications	with	an	879-point	gain	—
its	biggest	single-day	surge	—	on	October23,	thus	signalling	the	end
of	the	PN	crisis.

Where	will	the	stricter	guidelines	affect	investment	through	P-notes?

The	tightening	of	the	rules	on	P-notes	by	SEBI	might	further	reduce
the	 instruments’	 attractiveness.	 However,	 flows	 into	 the	 domestic
market	might	not	be	impacted	in	a	big	way,	say	those	in	the	sector.
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Though	 the	compliance	with	domestic	money	 laundering	 laws	 for
all	 P-notes	 issuers	 will	 bring	 in	 transparency,	 it	 would	 primarily
impact	the	quantity	and	quality	of	flows.
Legal	 experts	 believe	 the	 increase	 in	 compliance	will	make	 the	P-
note	route	costlier.	These	changes	will	not	only	make	it	difficult
to	access	the	Indian	market	but	also	make	it	more	expensive	to
do	so.	P-note	issuers	will	have	to	put	in	place	a	robust	mechanism	to
track	the	end-beneficial	owner.
However	with	the	introduction	of	FPI	Regulations	by	SEBI	in	2014,	a
lot	of	foreign	investors	have	preferred	to	take	the	direct	route.	The
trend	might	gather	momentum,	feel	experts.	“Liberalisation	of	FPI
registration	regime	over	the	past	few	years	has	brought	down	P-note
volumes	 substantially.	 The	 liberal	 registration	 regime,	 coupled	with
further	 tightening	 of	 the	 P-note	 route,	 is	 likely	 to	 eventually	 make
these	less	lucrative,”	an	expert	said.

SEBI,	who?

The	Securities	and	Exchange	Board	of	 India	 (SEBI)	 is	 the	regulator

831



for	the	securities	market	in	India.	It	was	established	in	the	year	1988
and	given	statutory	powers	on	12	April	1992	through	the	SEBI	Act,
1992.
With	 the	 growth	 in	 the	 dealings	 of	 stock	 markets,	 many
malpractices	 also	 started	 in	 stock	 markets	 such	 as	 price	 rigging,
unofficial	premium	on	new	 issue,	 and	delay	 in	delivery	of	 shares,
violation	 of	 rules	 and	 regulations	 of	 stock	 exchange	 and	 listing
requirements.
Due	 to	 these	malpractices	 the	customers	 started	 losing	confidence
and	faith	in	the	stock	exchange.	So	the	government	of	India	decided
to	 set	 up	 an	 agency	 or	 regulatory	 body	 known	 as	 Securities
Exchange	Board	of	India	(SEBI).
SEBI	 has	 enjoyed	 success	 as	 a	 regulator	 by	 pushing	 systematic
reforms	aggressively	and	successively.
SEBI	 is	credited	 for	quick	movement	 towards	making	 the	markets
electronic	and	paperless	by	introducing	T+5	rolling	cycle	from	July
2001	 and	 T+3	 in	 April	 2002	 and	 further	 to	 T+2	 in	 April	 2003
(Settlement	 to	 be	 done	 within	 two	 official	 days	 after	 the	 day	 of
purchase	of	stock).
SEBI	has	also	been	instrumental	in	taking	quick	and	effective	steps
in	light	of	the	global	meltdown	and	the	Satyam	fiasco.
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How	have	the	stricter	guidelines	affected	the	usage	of	P-notes?

The	norms	have	been	made	so	stringent	in	the	recent	years	that	P-
notes	which	used	to	account	as	high	as	55%	of	the	total	foreign	fund
flows	 in	 Indian	 capital	 markets	 in	 2007,	 account	 for	 just	 9.3%	 in
2016.

The	 norms	 introduced	 by	 SEBI	 on	 19th	 May,	 2016	 have	 had
immediate	 effect	with	 instruments	 getting	 sold,	mostly	 in	midcap
and	 small-cap	 companies.	 More	 than	 200	 stocks	 in	 which	 the
overseas	 holding	 is	 more	 than	 5%	 have	 fallen	 as	 much	 as	 30%,
making	p-notes	a	much	less	anonymous	investment	route.
For	 instance,	SKIL	Infrastructure,	with	FPI	stakes	of	5%,	has	fallen
25%.	GVK	power,	Welspun	Corp,	Gravita	and	Panyam	cement	have
fallen	between	15%	and	30%.	In	all	these	stocks,	the	FPI	holding	was

more	than	5%	stake	before	the	newer	guide	lines	on	May	19th.
According	 to	 a	 legal	 expert	 “Stringent	 guidelines	 issued	 by	 the
market	 regulator	 recently	 could	be	one	of	 the	 reasons	 for	 the	 sharp
decline	 in	 stock	 prices	 of	 some	 of	 the	mid	 and	 small	 cap	 stocks	 as
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these	norms	have	forced	many	of	the	P-note	holders	who	do	not
want	to	disclose	their	identity	to	exit	their	position.”

The	 stocks	 fall	 and	 then	 they	 rise	 again	 if	 the	 fundamentals	 of	 the
company	(and	the	country)	are	healthy.	SEBI	has	done	the	right	thing	in
making	 the	 P-notes	 less	 anonymous.	 India	 must	 know	 who	 is
benefitting	from	its	growth	story.	There	were	reasons	to	believe	that	the
same	terrorists	who	launch	attacks	on	India	make	money	from	Indian
stock	markets	through	the	P-notes.

((( 	)))
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Economy	-	GST	–	almost	here!

The	 Centre	 has	made	 public	 the	Model	 GST	 Law	 after	 getting	 an	 in-
principle	 nod	 from	 the	 Empowered	 Committee	 of	 State	 Finance
Ministers.	 After	 the	 recent	 Rajya	 Sabha	 elections,	 the	 conditions	 are
relatively	favorable	for	the	NDA	government	and	the	Congress	is	under
pressure	 to	 not	 stall	 the	GST	 anymore.	 India’s	 biggest	 tax	 reform,	 the
goods	and	services	tax	(GST),	may	get	passed	after	all.
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What	are	the	latest	developments	on	the	GST?

The	 recent	meeting	of	 the	 empowered	 committee	of	 state	 finance
ministers	held	in	Kolkata	has	raised	the	hopes	for	the	passage	of	the
GST	Bill	in	the	coming	monsoon	session	of	Parliament.
The	government	used	this	meeting	to	evolve	a	broad	consensus	for
the	roll-out	of	the	GST	in	April	2017	by	accommodating	most	of	the
demands	raised	by	states.
Union	 Finance	 Minister	 Arun	 Jaitley	 has	 hinted	 at	 “a	 broad
consensus”	 developing	 over	 the	 GST	 after	 the	 meeting.	 The
government	 is	 trying	 its	best	 to	bring	all	 the	Finance	Ministers	on
board.	 In	 a	 surprising	 move,	 Kerala’s	 Finance	 Minister	 Thomas
Issac,	 who	 is	 also	 a	 member	 of	 the	 CPM	 Central	 committee,	 has
supported	 the	 bill.	 He	 said	 Kerala	 will	 benefit	 from	 the	 bill	 and
distanced	 himself	 from	 the	 Congress’s	 demand	 of	 a	 cap	 of	 18	 per
cent	on	the	GST	rate.
Also,	 the	 central	 government	 released	 the	 draft	 law	 detailing	 the
fine	print	of	the	indirect	tax	reform	—	after	the	states	gave	it	their
go-ahead	—	for	public	discussion.
Some	of	the	provisions	in	the	model	Goods	and	Services	Tax	(GST)
law	released	are	-	taxation	of	e-commerce	transactions	at	the	point	of
supply,	search	and	arrest	powers	to	senior	tax	officials,	provision	for
5	years	of	jail	for	tax	evasion,	setting	up	of	dispute	settlement	tribunal
and	rating	to	GST	taxpayers.
No	state	finance	minister,	 including	those	of	Congress	ruled	states,
has	explicitly	opposed	the	bill,	barring	Tamil	Nadu’s.	The	Congress
however	wants	certain	changes	in	the	substance	of	the	bill	before	it
approves	it	in	the	Rajya	Sabha.
The	 Bill	 is	 stuck	 in	 Rajya	 Sabha	 where	 the	 ruling	 coalition	 lacks
numbers.	 Another	 meeting	 of	 the	 empowered	 group	 of	 state
finance	ministers	will	 be	 convened	 in	 July	 to	 resolve	 outstanding
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issues.

Why	are	the	Congress	and	Tamil	Nadu	opposing	the	GST?

The	reasons	for	the	Congress	opposing	this	bill	are:

It	wants	a	provision	capping	the	GST	rate	at	18%	to	be	added	to	the
Bill	itself.	Doing	so	will	ensure	that	under	no	circumstance	can	the
center	 cross	 the	 18%	 threshold	 (since	 the	 bill	 is	 that	 of	 a
Constitutional	amendment).
It	also	wants	to	scrap	the	proposed	1%	additional	levy	(over	and
above	 the	 GST)	 for	 manufacturing	 states.	 This	 1%	 levy	 was
demanded	by	manufacturing	 states	who	argued	 that	 they	needed
to	 be	 compensated	 for	 the	 investment	 they	 had	 made	 in
improving	 their	 manufacturing	 capabilities.	 The	 Centre	 had
agreed	 to	 this	demand	 to	 encourage	 the	 states	 to	 support	 the	GST
Bill.
It	wants	the	composition	of	the	GST	council	changed.	The	proposed

composition	is	for	the	Council	to	be	2/3rd	constituted	from	the	states

and	1/3rd	from	the	Centre.	The	Congress	wants	the	Centre’s	share	to
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be	reduced	to	just	1/4th.

The	reasons	for	Tamil	Nadu	opposing	this	bill	are:

Economists	opine	that	if	Tamil	Nadu	takes	up	GST,	they	may	have	to
either	borrow	money	or	give	up	some	of	the	welfare	schemes	-	as
the	proposed	GST	will	take	a	significant	chunk	of	Own	Tax	Revenue
(OTR)	 for	 the	 manufacturing	 state.	 Cutting	 down	 on	 welfare
schemes	will	be	tantamount	to	political	suicide	for	the	ruling	party
of	the	state.
A	study	from	the	Madras	School	of	Economics	observed	that	Tamil
Nadu	stands	to	lose	Rs	9,270	crore	a	year	upon	implementation	of
the	GST.
Being	a	manufacturing	hub,	Tamil	Nadu	consumes	relatively	lesser
than	it	manufactures,	meaning	it	will	lose	revenue	as	the	GST	law
shifts	 points	 of	 tax	 levy	 from	 origin	 to	 where	 the	 good	 is
consumed	or	the	service	is	utilized.

When	can	the	Bill	be	passed?

Being	already	passed	 in	Lok	Sabha,	 the	government	now	needs	 to

get	 this	 122nd	 Constitutional	 Amendment	 Bill	 passed	 in	 Rajya
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Sabha.	The	BJP	and	its	allies,	along	with	7	nominated	members	are
now	81	in	number.	The	Congress	and	its	allies	are	68.	There	are	91
from	the	“Others”	group.
Supporting	 numbers:	 Currently,	 the	 GST	 is	 supported	 by	 141
members	in	the	245-member	Rajya	Sabha.	It	includes	60	MPs	from
the	 Nationalist	 Congress	 Party,	 Trinamool	 Congress,	 Samajwadi
Party,	Janata	Dal	(United),	Bahujan	Samaj	Party	and	the	Biju	Janata
Dal.
Opposition:	The	members	against	GST	are	80	 in	number-	60	 from
the	Congress	and	20	from	the	“Others”	club	including	the	Left	and
Lalu	Yadav’s	RJD.

Why	the	fuss?

Constitution	 Amendment	 Bills	 have	 to	 be	 passed	 in	 each	 House	 of
Parliament	 by	 a	 special	 majority	 i.e.	 by	 a	 majority	 of	 the	 total
membership	of	that	House	and	by	a	majority	of	not	less	than	two-thirds
of	 the	 members	 of	 the	 House	 “present	 and	 voting”.	 The	 expression
“total	 membership”	means	 the	 total	 number	 of	 members	 comprising
the	House	irrespective	of	whether	there	are	vacancies	or	absentees	on
any	account.

The	requirement:	The	GST	Bill	needs	the	support	of	2/3rd	of	Rajya
Sabha,	 which	 means	 the	 government	 needs	 164	 votes.	 The
government	is	short	of	23	votes	now.
AIADMK	role:	 If	 AIADMK	 -	which	 has	 13	MPs	 -	 supports	 the	 bill,
then	 the	 government	will	 fall	 short	 by	 10.	 But	 if	 it	 abstains	 from

voting,	the	strength	of	the	house	will	be	down	to	232.	Now,	the	2/3rd

mark	will	be	at	155.	The	government	will	then	be	short	of	14	votes.
Undecided	members:	There	are	6	MPs	from	the	undecided	parties
like	 the	 YSR	 Congress,	 Telangana	 Rashtriya	 Samiti,	 Janata	 Dal
Secular	and	 Independents.	The	role	of	nominated	MPs	 like	Sachin
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Tendulkar	 and	 Rekha	 is	 crucial	 for	 the	 passage	 of	 the	 bill.	 As
nominated	members	are	not	bound	by	any	whip,	they	are	free	to
side	 with	 either	 the	 government	 or	 the	 opposition	 during	 any
vote	or	remain	neutral.
Once	 the	 bill	 clears	 Parliament,	 getting	 the	 bill	 passed	 by	 more
than	half	of	 the	states	 (required	 for	 a	Constitutional	Amendment
Bill)	should	not	be	challenging,	as	the	BJP	and	its	allies	are	currently
in	power	 in	14	of	29	 states	and	a	 few	others	are	 supportive	of	 the
bill.

Where	are	the	benefits	of	the	GST	for	the	economy?

Present	Scenario:	 The	 indirect	 tax	 system	 in	 India	 is	 complicated
with	 overlapping	 taxes	 levied	 by	 the	 Centre	 and	 the	 State
separately.	 India	 does	 not	 behave	 like	 it	 was	 one	 nation	 in	 the
way	it	imposes	taxes	on	businesses.
Core	 utility	 of	 GST:	 The	 main	 aim	 is	 to	 transform	 India	 into	 a
uniform	market	 by	 breaking	 the	 current	 fiscal	 barriers	 between
states.	 It	will	 facilitate	a	uniform	 tax	 levied	on	goods	and	services
across	the	country.
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A	 study	 by	 the	 National	 Council	 of	 Applied	 Economic	 Research
(NCAER)	had	estimated	that	roll	out	of	the	GST	would	boost	India’s
GDP	growth	by	2%.	CRISIL	had	also	reported	that	the	GST	is	the	best
way	to	mobilize	revenue	and	reduce	the	fiscal	deficit.	The	GST	has
been	commonly	accepted	by	more	than	140	countries	in	the	world.

Among	many	benefits,	the	major	ones	are:

Widen	the	Tax	Base:	In	the	GST	regime,	there	are	no	exemptions.
All	sectors,	goods	and	services	are	subject	to	the	GST;	this	broadens
the	tax	base.
Increase	 in	 Tax	 Collections:	 The	 GST	 incentivizes	 voluntarily
compliance	 to	 tax	 payment.	 A	 point	 in	 the	 supply	 chain	 gets
benefitted	only	when	the	due	tax	is	paid	by	the	point.
Reduce	the	prices	of	goods	and	services:	The	 ‘cascading	of	taxes’
will	 cease	 to	exist.	This	 cascading	caused	due	 to	 levy	of	variety	of
charges	by	state	and	union	governments	has	raised	the	tax-burden
on	 Indian	 products	 and	 made	 them	 less	 competitive	 in	 the
International	market.
Improving	 economic	 efficiency:	 Implementation	 of	 the	 GST	 will
replace	 a	 plethora	 of	 indirect	 taxes	 and	 would	 simplify	 tax
compliance	 for	business	 and	 lead	 to	 greater	 efficiency.	 It	will	 also
help	the	authorities	in	effective	monitoring.
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Who	will	get	impacted?

The	GST	 is	going	 to	 impact	all	 sections	of	 the	society	–	 from	small
businessmen	to	huge	conglomerates	and	from	a	developing	state	to
a	developed	state	of	India.

Destination	vs.	Origin	States:

The	 existing	 tax	 system	 is	 based	 on	 a	 model	 of	 rewarding	 states
where	production	activity	is	based	(origin	States).	But	the	GST	is	a
destination-based	consumption	tax.
With	the	introduction	of	the	GST	in	India,	destination	states,	such	as
Uttar	 Pradesh,	 Bihar	 and	 Kerala	 clearly	 stand	 to	 gain	 in	 terms	 of
revenue,	while	the	origin	States,	such	as	Maharashtra,	Gujarat	and
Tamil	 Nadu,	 stand	 to	 lose.	 The	 ‘losers’	 will	 be	 compensated
adequately.

Federalism:

The	voting	pattern	within	the	GST	Council,	with	the	Centre’s	vote

carrying	 a	 1/3rd	 weightage	 of	 the	 total	 votes	 cast	 and	 the	 States’
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votes	 a	 collective	 2/3rd	 weightage	 -	 is	 clearly	 in	 favor	 of	 the
Centre.
In	 effect,	 each	 State,	 irrespective	 of	 size,	 representation	 and
contribution	 to	 the	GDP,	will	 command	an	equal	 vote,	 a	 structure
which	 works	 against	 the	 very	 basic	 spirit	 of	 representative
democracy	enshrined	in	the	Constitution.

General	Public:

As	economists	and	analysts	have	already	pointed	out	–	there	will	be	an
overall	reduction	in	the	amount	of	tax	levied	on	the	supply	of	goods	and
services	 and	 hence	 the	 supplier	 of	 goods	 and	 services	 would	 get
benefitted.

But	the	benefits	for	common	man	would	largely	depend	on	passing
of	the	benefits	by	the	suppliers.
However,	 there	are	some	industries	 in	the	economy	which	will	be
negatively	impacted	by	the	GST	rate	such	as	those	of	luxury	goods
where	the	buyer	will	have	to	pay	more	than	earlier.
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How	does	this	draft	law	defeat	the	original	purpose	of	GST?

Dual	Levy:	Instead	of	a	unified	GST,	this	law	is	a	dual	levy	structure
with	the	Centre	being	empowered	to	levy	Central	GST	(‘CGST’)	and
the	 State	 empowered	 to	 levy	 State	 GST	 (‘SGST’)	 on	 intra-state
supplies	of	goods	as	well	services,	while	Integrated	GST	 (‘IGST’)	 is
levied	 by	 the	 Centre	 on	 inter-state	 supplies	 of	 goods	 and	 services,
which	also	covers	imports	into	India.
Exemptions:	 The	proposed	GST	 regime	excludes	potable	alcohol,
tobacco	and	petroleum	products.	Taken	together,	they	account	for
a	large	chunk	of	the	indirect	tax	base	in	the	country.	This	exclusion
is	 largely	 triggered	 by	 some	 of	 the	 state	 governments’	 desire	 to
preserve	their	revenue.
Compensation	 packages:	 Although	 the	 states	 have	 feared	 loss	 of
fiscal	 powers,	 the	 new	 bill	 has	 promised	 to	 solve	 this	 by	 giving
compensation	packages	for	5	years	for	any	kind	of	revenue	loss.

How	would	the	tax	be	divided?

An	expert	committee	has	suggested	the	GST	rate	of	27%	RNR.	RNR	is
revenue	 neutral	 rate,	 the	 rate	 at	 which	 states	 will	 not	 suffer	 any
loss.	 But	 the	 Finance	Minister	 has	 said	 that	 it	will	 be	much	 lower
than	 27%	 as	 such	 a	 high	 rate	 can	 kill	 the	 very	 purpose	 of
voluntary	tax	compliance.
The	 dual	 GST	 model	 will	 ensure	 that	 tax	 is	 divided	 between	 the
center	(CGST)	and	the	states	(SGST).
Here	is	an	example.	Let	us	assume	that	the	GST	rate	is	18%	with	the
CGST	at	8%	and	the	SGST	at	10%.	For	a	product	with	the	base	price
of	Rs.	100,	 the	center	will	pocket	8%	of	100	 i.e.	Rs.	8	and	 the	state
government	will	keep	10%	of	100	i.e.	Rs.	10.	The	down	line	of	 this
product	(say	retailer)	will	pay	tax	only	for	the	value	added	part.
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Economy	-	FCRA:	NDA	cracks	the	whip

Home	 Ministry	 has	 cancelled	 the	 registration	 of	 the	 NGOs	 which
violated	 the	 Foreign	Contributions	 (Regulations)	Act,	 2010	 (FCRA).	 The
government	 has	 been	 liberally	 using	 the	 provisions	 of	 the	 FCRA
recently.	Though	illegality	of	conduct	must	be	punished,	the	need	of	the
hour	 is	 a	 structured	 dialogue	 between	 the	 government	 and	 the	 civil
society.	It	is	the	time	to	look	beyond	the	“victim”	and	“vendetta”	cards.

What	has	made	India	use	the	FCRA	recently?
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The	Home	Ministry	 recently	 cancelled	 the	 registration	of	Sabrang
Trust	 of	 activist	 Teesta	 Setalvad	 -	 under	 the	 FCRA	 for	 alleged
violation	of	its	provisions.
In	its	order,	the	ministry	alleged	that	the	organization	used	foreign
contributions	for	purposes	that	are	not	authorized	under	the	FCRA.
It	 said	 that	 Sabrang	 has	 mixed	 foreign	 and	 domestic
contributions	 and	 utilized	 foreign	 contribution	 for	 personal
gains.
Also,	 the	 Ministry	 suspended	 the	 registration	 of	 the	 non-
governmental	 organization	 (NGO)	 Lawyers	 Collective,	 under	 the
FCRA	for	6	months.
The	 suspension	 was	 imposed	 on	 the	 basis	 of	 allegations	 that	 its
founders,	 human	 rights	 lawyers	 Indira	 Jaising	 and	Anand	Grover,
violated	 the	 act	 provisions	 by	 using	 foreign	 funding	 for	 purposes
other	than	intended.
The	cancellation	bars	the	organizations	from	receiving	any	foreign
funds.
Sabrang	Trust’s	response:	In	response	to	the	order,	Sabrang	Trust
released	 a	 statement	 reading	 -	 “The	 Trustees	 regret	 to	 note	 that
today’s	order	of	the	Home	Ministry	is	simply	a	mechanical	reiteration
of	 the	 very	 same	 allegations	made	 earlier,	 in	 total	 disregard	 to	 the
detailed	 and	 reasoned	 explanations	 and	 arguments	 put	 forward	 by
the	 Trust.	 Sabrang	 Trust	 will	 actively	 explore	 all	 legal	 options	 to
challenge	the	order.”
Lawyers	Collective	said	that	it	provided	detailed	evidence	to	rebut
all	 allegations	 and	 prove	 that	 all	 foreign	 contributions	were	 spent
and	 accounted	 for	 in	 line	with	 the	 FCRA,	 the	 suspension	was	 still
applied.
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Why	are	the	UN	experts	unhappy	with	this?

A	statement	released	by	the	United	Nation’s	Special	rapporteurs
on	human	rights	defenders	called	upon	the	Government	of	India	to
repeal	 the	 FCRA	 and	 said	 that	 they	 “are	 alarmed	 that	 FCRA
provisions	 are	 being	 used	 more	 and	 more	 to	 silence	 organizations
advocating	 civil,	 political,	 economic,	 social,	 environmental	 and
cultural	 priorities,	 which	 may	 differ	 from	 those	 backed	 by	 the
Government”	The	UN	experts	expressed	their	unhappiness	because
of	the	following	reasons:
Vagueness	of	FCRA	terms:	They	said	that	FCRA’s	“broad	and	vague”
terms	such	as	 “political	 nature”,	 “economic	 interest	 of	 the	 State”	 or
“public	interest”	are	“overly	broad,	do	not	conform	to	a	prescribed
aim	and	could	be	applied	in	an	arbitrary	and	capricious	manner”
Unrestricted	 powers:	 They	 said	 that	 this	 statute	 gives	 the
government	broad	discretionary	powers
Politically	motivated:	 They	 said	 that	 the	 suspension	 of	 the	NGOs
was	 politically	 motivated	 and	 was	 aimed	 at	 intimidating,
illegitimating	and	silencing	the	organizations	for	their	litigation	and
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criticism	of	the	government’s	policies.
Violation	 of	 International	 standards:	 The	 UN	 experts	 have	 said
that	 the	 FCRA	 fails	 to	 comply	 with	 international	 human	 rights
norms	and	standards.	Hence,	they	urged	the	government	to	reverse
its	 decision	 and	 embrace	 the	 invaluable	 contribution	 of	 these
‘human	 rights	 defenders’	 in	 upholding	 constitutional	 values	 in
India.
“We	 encourage	 the	 authorities	 to	 ensure	 a	 safe	 and	 enabling
environment	for	human	rights	defenders	and	civil	society,	which	play
a	critical	role	 in	holding	the	Government	to	account	and	buttressing
the	Indian	democracy.”

When	was	the	FCRA	enacted?

The	 FCRA	was	 first	 enacted	 in	 1976	 with	 the	 prime	 objective	 of
regulating	the	acceptance	and	utilization	of	foreign	contribution
and	foreign	hospitality	by	persons	and	associations	working	in	the
important	areas	of	‘national	life’.	Focus:
The	 focus	 is	 on	 ensuring	 that	 foreign	 contribution	 and	 hospitality
are	 not	 utilized	 to	 affect	 or	 influence	 electoral	 politics,	 public
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servants,	judges	and	other	people	working	in	the	important	areas	of
national	life.
The	 Act	 also	 seeks	 to	 regulate	 flow	 of	 foreign	 funds	 to	 voluntary
organizations	 to	 prevent	 any	 possible	 diversion	 of	 such	 funds
towards	activities	detrimental	to	the	national	interest	and	to	ensure
that	such	individuals	and	organizations	may	function	in	a	manner
consistent	with	the	values	of	sovereign	democratic	republic.
FCRA,	 2010	 is	 an	 Act	 to	 consolidate	 the	 law	 to	 regulate	 the
acceptance	 and	 utilization	 of	 foreign	 contribution	 or	 foreign
hospitality	 in	 the	 same	 manner	 as	 mentioned	 above.	 FCRA	 2015
Rules:
Seeking	 to	 promote	 transparency	 in	 dealings	 with	 foreign-funded
NGOs,	the	NDA	government	recently	notified	the	amended	Foreign
Contribution	 (Regulation)	 Rules,	 2015,	 that	 require	 all	 FCRA
services	and	transactions	to	be	made	online.

One	 key	 feature	 of	 FCRA	 2015	 is	 that	 the	 human	 interface	 with
foreign-funded	NGOs	 is	minimized,	with	 all	 queries	 and	 replies	 to
applicants	to	be	made	through	emails.
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Where	 are	 the	 legal	 reasons	 for	 cancelling	 the	 registration	 of
Sabrang	Trust?

The	 larger	 philosophical	 discourse	 on	 the	 government	 taking	 on	 the
civil	society	apart,	it	is	beyond	doubt	that	the	Sabrang	Trust	did	indeed
violate	certain	legal	provisions:

The	NGO	spent	up	to	65%	of	the	FCRA	amount	on	administrative
expenses,	which	 is	not	allowed	as	per	 the	 law.	This	 in	fact	defeats
the	very	purpose	of	setting	up	an	NGO	–	the	idea	is	to	put	the	fund	to
work	for	those	who	need	it,	not	to	spend	it	on	office	work	(paying
for	salaries	and	other	benefits).
It	 transferred	 around	 Rs	 2.50	 lakh	 from	 its	 foreign	 contribution
account	 to	 domestic	 account,	 which	 is	 liable	 to	 treated	 as
misutilisation	of	funds.
It	 spent	Rs	50	 lakh	on	Sabrang	Communications	and	Publishing
Pvt	 Ltd	 (SCPPL),	 which	 is	 a	 self-owned	 media	 and	 publication
company	of	Teesta	Setalvad	and	her	husband	Javed	Anand.	Hence
the	association	has	utilized	the	foreign	contributions	for	the	purpose
of	an	unregistered	entity	in	an	unauthorized	way	under	FCRA,	2010.
Also,	both	entities	are	functioning	from	the	same	premises,	utilizing
staff,	 infrastructure	 and	 other	 resources	 interchangeably.	 This
violates	Section	3	and	7,	8	(1)	(a)	of	FCRA	2010	read	with	Rule	24	of
FCRR,	2011.
The	 trust	 made	 direct	 payment	 of	 around	 Rs	 12	 lakh	 from	 FCRA
designated	 account	 towards	 credit	 card	 payments	 of	 Teesta	 and
Javed*.	 The	 money	 as	 per	 the	 Home	 Ministry	 order	 was	 used
“purely	for	personal	gains”	–	which	was	in	clear	violation	of	Section
8(1)	of	FCRA	2010.
While	 the	 NGO	 was	 registered	 for	 “educational	 and	 social”
purposes,	 it	 received	 and	 spent	 substantive	 amount	 of	 foreign
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contribution	under	the	“cultural”	head.

Who	else	faced	a	similar	action	in	the	past?

The	NDA	government	has	tightened	surveillance	on	foreign-funded
charities	regulated	under	the	FCRA.
As	 per	 some	 sources,	 there	 are	 more	 than	 10,000	 civil	 society
groups	 in	 India	 have	 had	 their	 licenses	 to	 receive	 overseas
donations	 cancelled	 or	 suspended	 since	 2014,	 impairing	 their
ability	to	work	in	areas	from	health	to	the	environment.
A	2013	report	by	the	home	ministry	said	some	43,500	groups	were
registered	 as	 charities	 that	 received	 foreign	 funds	 but	 slightly	 less
than	half	provided	details	of	their	donations.
The	officials	have	said	that	they	are	enforcing	the	FCRA	to	make	the
non-profit	 sector	 compliant	 and	 transparent	 and	 ensure	 charities
are	not	engaging	in	illegal,	political	or	anti-national	activities.
Groups	 such	 as	 Greenpeace	 India,	 Lawyers	 Collective	 and	 the
Sabrang	 Trust	 have	 had	 their	 licenses	 suspended.	 Greenpeace
campaigns	 against	 nuclear	 power	 and	 coal	 mining,	 Lawyers
Collective	works	 on	 sexual	minorities’	 rights.	Who	 cannot	 accept
Foreign	Contribution?
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According	 to	 the	 FCRA	 -	 Politicians:	 Election	 candidates,	 MP	 and
MLAs,	 Media	 employees	 like	 -	 Correspondent,	 columnist,
cartoonist,	 editor,	 owner,	 printer	 or	 publishers	 of	 a	 registered
Newspaper,	 public	 servants	 -	 Judge,	 government	 servant	 or
employee	 of	 any	 Corporation	 or	 any	 other	 body	 controlled	 on
owned	by	the	government	-	cannot	accept	foreign	contributions.

How	is	the	FCRA	being	viewed	by	the	civil	society?

Targeted	 towards	 specific	 organizations:	 Civil	 society
organizations	 criticize	 the	 government’s	 use	 of	 the	 FCRA	 for
creating	 a	 disabling	 environment	 for	 organizations	 that	 are
“inconvenient	for	the	government”.	Reduced	funding:
They	 criticized	 the	 government	 saying	 that	 their	 policy	 as	 such
“don’t	 encourage	 donations”	 and	 “India	 wants	 to	 be	 a	 trade
partner,	not	an	aid	partner”.
As	per	a	study	conducted,	the	quantum	of	funding	of	NGOs	dropped
sharply	from	Rs	13,600	crore	in	2013-14	to	Rs	7,600	crore	in	2014-
15.
Some	 of	 the	 activists	 criticized	 the	 FCRA	 by	 saying	 that	 -	 no	 one
knows	under	which	list	–	Centre,	state	or	concurrent	–	it	was	drafted
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in	1977	or	amended	in	2010.	FEMA	vs.	FCRA:
They	 make	 a	 comparison	 between	 the	 Foreign	 Exchange
Maintenance	 Act	 (FEMA),	 which	 deals	 with	 corporate	 investment
and	the	FCRA	2010,	which	deals	with	donations	to	NGOs.
They	 feel	 that	 the	 restrictions	are	not	as	harsh	when	dealing	with
corporates	as	they	are	in	dealing	with	the	NGOs.	They	question,	and
logically	 so,	 “Do	 all	 the	 corporates	work	 all	 the	 time	 and	 in	 all
they	ways	in	national	interest?”
Recent	Amendment:	The	recent	amendment	to	the	FCRA	-	to	allow
political	 parties	 to	 access	 foreign	 funds	 has	 come	 under	 fire.
Because	this	might	lead	to	direct	intervention	by	the	corporations	in
the	 political	 system	 and	 subvert	 the	 integrity	 of	 parliamentary
democracy.

((( 	)))

854



Economy	-	Winsome	makes	banks	lose	a	billion	dollars

Evidence	 emerging	 from	 India’s	 second	 largest	 bank	 loan	 default
suggests	 that	 there	was	a	criminal	conspiracy	to	defraud	Indian	public
sector	banks	of	about	Rs	6,800	crore	and	take	most	of	the	money	out	of
the	 country.	 The	 CBI	 is	 probing	 the	 money	 trail	 and	 the	 timeline	 of
deterioration	 in	 the	 firms’	 operations.	 There	 is	 so	 much	 more	 to
Winsome	Group	that	meets	the	eye.
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What	is	keeping	Winsome	Group	in	news?

The	Winsome	Group,	involved	in	diamond	and	gold	trade,	through
its	three	Dubai-based	companies,	has	committed	the	second	biggest
bank	loan	default	after	Kingfisher	Airlines.
According	to	Diamond	Intelligence	Briefing,	a	trade	magazine,	three
of	the	Dubai-based	companies	that	had	defaulted	on	their	payments
to	Winsome	 Group	 in	 2012,	 and	 which,	 in	 turn,	 led	 to	 the	 group
defaulting	 on	 its	 loans	 from	 Indian	 banks,	 have	 been	 part	 of	 the
parent	 group	 for	 a	 very	 long	 time.This	 is	 a	 startling	 revelation
because	 it	 is	 tantamount	 to	 Winsome	 siphoning	 the	 banks’
money	out	of	India	and	defaulting	in	India.
This	 contradicts	 the	 group’s	 claim	 that	 the	 defaulting	 companies
were	third	parties	beyond	its	control,	and	thus	the	chain	of	events
that	 set	 off	 the	 massive	 financial	 loss	 to	 the	 Indian	 banks	 was
beyond	the	group’s	control.
According	to	official	records	submitted	by	Winsome	to	the	banks,	80
per	cent	of	its	exports	were	to	just	six	companies	based	in	Sharjah,
UAE.	 It	 had	 13	 distributors	 in	 the	 Middle	 East,	 of	 which	 12	 are
controlled	 by	 one	 Haitham	 Sulaiman	 Abu	 Obaida.	 On	 records,
Mr.	Obaida	 owns	 Italian	Gold	 FZE,	which	 has	 been	 shown	part	 of
Winsome	Group,	according	to	insurance	papers.
Of	 these	 distributors,	 documents	 show	 that	 five	 of	 them	 were
incorporated	on	the	same	day,	 June	25,	2012!	At	 least	one	of	 the
banks	has	already	reported	to	the	CBI	that	it	suspects	that	one	of	the
distributors	was	not	a	third	party,	but	a	part	of	Winsome	Group.
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Why	is	this	default	a	‘criminal	conspiracy’?

Fresh	 details	 in	 trade	 circles	 confirm	 suspicions	 that	 a	 criminal
conspiracy	to	take	money	out	of	the	country	may	have	led	to	India’s
second	 largest	 bank	 loan	 default	 case	 involving	 the	 Winsome
Group’s	 debt	 of	almost	 Rs.	 7,000	 crore	 from	 a	 consortium	 of	 15
public	sector	banks.
The	 Winsome	 Group	 borrowed	 in	 the	 name	 of	 three	 group
companies	—	Rs.	4,366	crore	to	Winsome	Diamond	&	Jewellers,	Rs.
1,932	crore	to	Forever	Precious	Diamond	and	Jewellery	and	Rs.	283
crore	to	Suraj	Diamonds.
From	 the	 summer	 of	 2013,	 the	 group	 started	 defaulting	 on	 loans,
and	 in	October	 that	year,	banks	notified	 their	decision	to	 term	the
group	a	wilful	defaulter.
The	Winsome	Group	promoter	Jatin	Mehta	told	the	banks	that	the
group’s	 buyers	 of	 gold	 and	 diamonds	 in	 the	 Gulf	 region	 had
defaulted	on	payments,	resulting	in	his	group’s	inability	to	repay	the
banks.	 The	 group’s	 buyers,	 who	 were	 third	 party,	 had	 suffered
losses	 of	 $1	 billion	 in	 derivatives	 and	 commodities	 trading,	 he
claimed.
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In	2014,	the	Central	Vigilance	Commission	handed	over	the	case	to
the	CBI	for	criminal	investigation.

When	did	the	Enforcement	Directorate	move	against	Winsome?

The	 Enforcement	 Directorate	 (ED)	 on	 14th	 June	 seized	 the
properties	 of	 Winsome	 Diamonds	 and	 Jewellery,	 one	 of	 the
country’s	biggest	bank	loan	defaulters.	The	company	owes	over	$1
billion	(Rs	6,800	crore)	to	14	public	and	private	banks	and	is	facing
criminal	investigations	under	anti-money	laundering	laws.
The	probe	 agency	has	 attached	16-17	properties/assets	worth	over
Rs	 172	 crore.	 The	 said	 properties	 are	 spread	 across	 Mumbai,
Ahmedabad,	Surat,	Kolkata	and	Bangalore
The	 properties,	 mostly	 real	 estate,	 were	 attached	 under	 the
Prevention	of	Money	Laundering	Act	(PMLA).	Certain	plants	and
machinery,	 including	 collaterals	 kept	 with	 the	 banks,	 have	 also
been	seized.	The	collateral	security	provided	by	Winsome	is	worth
just	about	Rs	250	crore.
Meanwhile,	 the	enforcement	agency	has	also	put	a	 requisition	 for

858



Letter	Rogatory	(LR),	seeking	judicial	assistance	of	foreign	countries
in	probing	the	case,	especially	in	Dubai.	A	special	PMLA	court	is	yet
to	issue	the	order	for	the	same.

Where	are	the	shocking	revelations	from	the	case?

According	 to	 a	 report	 in	The	 Indian	 Express,	Winsome	 Diamonds
promoter	 Jatin	 Mehta	 and	 his	 wife	 Sonia	 gave	 up	 Indian
citizenship	to	become	citizens	of	St.	Kitts	and	Nevis	in	2013-14.
Located	 in	 the	Carribean,	 St.	Kitts	 and	Nevis	 is	known	 to	be	a	 tax
haven.
As	 India	does	not	have	an	 extradition	 treaty	with	 St.	Kitts	 and
Nevis,	 it	will	 be	next	 to	 impossible	 for	 Indian	authorities	 to	bring
him	to	book.
Mehta	is	a	relative	of	industrialist	Gautam	Adani,	considered	close	to
Prime	Minister	Narendra	Modi.	Winsome	was	incorporated	in	1985
as	Su-Raj	Diamond	India	Ltd,	apparently	named	after	Mehta’s	son,
who	 is	 now	 Vinod	 Adani’s	 son-in-law.	 Vinod	 is	 Gautam	 Adani’s
brother.
Both	 Mehta	 and	 Vinod	 Adani	 are	 said	 to	 be	 based	 in	 Dubai.
Incidentally,	Vinod	Adani’s	name	figured	in	the	Panama	Papers	for
having	offshore	accounts	in	tax	havens.
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Starting	March	2013,	Winsome	started	having	problems	repaying	its
loans.	 The	 banks	 sent	 a	 notice	 to	 it	 as	 a	 wilful	 defaulter	 on	 15
October,	 2013.	 The	 loans	 were	 subsequently	 declared	 as	 Non-
Performing	Asset	(NPA).
Mehta’s	 explanation	was	 that	 his	 buyers	 in	UAE	had	defaulted	 on
payments	According	to	Winsome,	80%	of	its	exports	went	to	just	6
companies	 based	 in	 Sharjah,	 UAE.	 These	 firms	 have	 a	 common
ownership.
A	TOI	report	says	that	the	group	used	to	export	gold	jewellery	and
coins	 to	 entities	 in	 the	 Middle	 East	 owned	 by	 Jatin	 Mehta	 and
family.
The	TOI	 report	 also	 claims	 that	 4	 shipping	 companies	 engaged	by
Winsome	for	transporting	gold	may	not	have	carried	the	amount
of	gold	that	the	company	claims	to	have	sent	out	of	India.
It	 also	 hints	 that	 some	 of	 the	 money	 raised	 from	 the	 banks	 was
diverted	to	real	estate	investments	in	Mumbai	and	Dubai.

Who	is	a	‘wilful	defaulter’?
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The	Reserve	 bank	 of	 India	 has	 come	up	with	 terms	 to	 define	 a	wilful
defaulter

The	 term	 ‘lender’	 covers	 all	 banks/Financial	 Institutions	 to	 which
any	amount	is	due,	provided	it	is	arising	on	account	of	any	banking
transaction.
The	 term	 ‘unit’	 includes	 individuals,	 juristic	 persons	 and	 all	 other
forms	of	business	enterprises,	whether	incorporated	or	not.

A	 “wilful	 default”	 would	 be	 deemed	 to	 have	 occurred	 if	 any	 of	 the
following	events	is	noted:-

The	 unit	 has	 defaulted	 in	 meeting	 its	 payment	 /	 repayment
obligations	to	the	lender	even	when	it	has	the	capacity	to	honour
the	said	obligations.
The	 unit	 has	 defaulted	 in	 meeting	 its	 payment	 /	 repayment
obligations	to	the	lender	and	has	not	utilised	the	finance	from	the
lender	for	the	specific	purposes	for	which	finance	was	availed	of
but	has	diverted	the	funds	for	other	purposes.
The	 unit	 has	 defaulted	 in	 meeting	 its	 payment	 /	 repayment
obligations	to	the	lender	and	has	siphoned	off	the	funds	so	that	the
funds	 have	 not	 been	 utilised	 for	 the	 specific	 purpose	 for	 which
finance	was	availed	of,	nor	are	the	funds	available	with	the	unit	in
the	form	of	other	assets.
The	 unit	 has	 defaulted	 in	 meeting	 its	 payment	 /	 repayment
obligations	to	the	lender	and	has	also	disposed	off	or	removed	the
movable	fixed	assets	or	immovable	property	given	by	him	or	it	for
the	purpose	of	securing	a	term	loan	without	 the	knowledge	of	 the
bank/lender.

It	is	obvious	that	Winsome	Group	is	a	defaulter	on	at	least	three	of	the
above	four	counts.	The	way	Winsome	has	blatantly	siphoned	off	money
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makes	Kingfisher	look	like	an	ethical	company.

Just	how	bad	is	the	NPA	crisis	of	the	public	sector	banks?

The	 crisis	 is	 worsening.	 The	 total	 Gross	 Non-Performing	 Assets
(GNPAs)	of	banks	stood	at	Rs	5,94,929	crores	as	at	end	March	2016,
marking	 a	 substantial	 jump	 of	 about	 Rs	 200,000	 crore	 in	 just	 one
quarter.	 Over	 90	 per	 cent	 of	 this	 is	 on	 the	 books	 of	 public-sector
banks	(PSBs).
The	RBI	is	coming	down	hard	on	NPAs	hidden	under	restructured
loans	and	 is	 forcing	banks	 to	make	enhanced	provisions	and	take
the	 losses	 now	 rather	 than	 later.	 Consequently,	 the	 NPAs	 of
several	 PSU	 banks	 have	 soared	 and	 they	 have	 registered	massive
losses	during	2016.
The	reason	for	this	sudden	jump	in	NPA:	The	RBI	has	given	March,
2017	target	to	banks	to	clean	up	their	balance	sheets	(to	disclose	the
entire	 stock	 of	 bad	 loans).	 This	 also	 shows	 the	 tendency	 of	 the
banking	 system	 to	 hide	 bad	 loans	 and	 show	 a	 healthier-than-real
balance	sheet	to	the	investor.
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Banks	have	seen	some	improvements	in	steel	and	road	sectors	and
the	UDAY	Bond	scheme	has	been	successful	for	the	power	sector.
The	clean-up	exercise	-	the	systematic	release	of	NPAs	and	increased
provisioning	 -	 will	 not	 be	 complete	 anytime	 soon	 and	 could
continue	till	2017.

((( 	)))
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Economy	-	FDI:	India	goes	for	the	kill

The	 NDA	 government	 on	 Monday	 announced,	 what	 it	 termed,	 a
“radical	liberalisation”	of	the	Foreign	Direct	Investment	(FDI)	regime	by
easing	 norms	 for	 a	 host	 of	 important	 sectors	 including	 defence,	 civil
aviation	 and	 pharmaceuticals,	 opening	most	 of	 them	up	 for	 complete
foreign	ownership.	With	the	opening	of	almost	all	sectors	now,	India	has
become	“the	most	open	economy	for	FDI”.	Or	has	it?
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What	has	the	government	announced?

The	Government	has	decided	to	introduce	a	number	of	amendments	in
the	 FDI	 Policy.	 Changes	 introduced	 in	 the	 policy	 include	 increase	 in
sectoral	caps,	bringing	more	activities	under	automatic	route	and	easing
of	‘conditionalities’	for	foreign	investment.

It	 proposed	 100%	 FDI	 under	 government	 ‘approval	 route’	 for
trading,	including	through	e-commerce,	in	respect	of	food	products
manufactured	or	produced	in	India.
Foreign	 investment	 in	 defence	 sector	 beyond	 49%	 has	 now	 been
permitted	through	government	approval	route,	in	cases	resulting	in
access	to	modern	technology	in	the	country	or	for	other	reasons	to
be	recorded.The	condition	of	access	to	‘state-of-art’	technology	in
the	country	has	been	done	away	with.
FDI	policy	on	broadcasting	carriage	services	has	also	been	amended
with	new	 sectoral	 caps	 and	 entry	 routes.	 100	per	 cent	 FDI	 is	 now
allowed	in	teleports,	DTH,	mobile	TV.
It	has	been	decided	to	permit	up	to	74%	FDI	under	automatic	route
in	 brownfield	 pharmaceuticals	 and	 government	 approval	 route
beyond	74%	will	continue.
100%	 FDI	 under	 automatic	 route	 in	 Greenfield	 Projects	 and	 100%
FDI	 (earlier	 74%)	 in	Brownfield	Projects	under	 automatic	 route	 in
building	airports	are	now	allowed.
The	 government	 has	 permitted	 100	 per	 cent	 FDI	 in	 India-based
airlines.	However,	a	foreign	carrier	can	only	own	up	to	49	per	cent
stake	in	the	venture,	and	the	rest	can	come	from	private	investors
including	those	based	overseas.
FDI	up	 to	49%	 is	now	permitted	under	automatic	 route	 in	Private
security	agency	sector	and	FDI	beyond	49%	and	up	to	74%	would	be
permitted	with	government	approval	route.
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As	 per	 FDI	 Policy	 2016,	 FDI	 in	 Animal	 Husbandry	 (including
breeding	 of	 dogs),	 Pisciculture,	 Aquaculture	 and	 Apiculture	 is
allowed	100%	under	Automatic	Route	under	controlled	conditions.
It	has	been	decided	to	do	away	with	this	requirement	of	‘controlled
conditions’	for	FDI	in	these	activities.
It	has	now	been	decided	to	relax	local	sourcing	norms	up	to	three
years	and	a	relaxed	sourcing	regime	 for	another	 five	years	 for
entities	 undertaking	 Single	 Brand	 Retail	 Trading	 of	 products
having	‘state-of-art’	and	‘cutting	edge’	technology.

Why	were	the	reforms	announced?

This	 is	 the	 second	 major	 reform	 after	 the	 last	 radical	 changes
announced	 in	November	 2015.	Now	most	 of	 the	 sectors	would	be
under	automatic	approval	route,	except	a	small	negative	list.	With
these	changes,	India	is	now	“the	most	open	economy	in	the	world
for	FDI”	as	per	the	Prime	Minister.
Amendments	to	the	FDI	Policy	are	meant	to	liberalise	and	simplify
the	FDI	policy	so	as	to	provide	ease	of	doing	business	in	the	country
leading	to	larger	FDI	inflows	contributing	to	growth	of	investment,
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incomes	and	employment.
It	was	good	time	for	India	to	reassure	foreign	investors;	to	mitigate
the	 loss	 of	 Raghuram	 Rajan.	 The	 reforms	 blunted	 the	 early
morning	volatility	in	equity	and	currency	markets	by	calming	and
reassuring	 investors	 about	 the	 continuing	 reform	 drive.	 The
government	 was	 quick	 to	 clarify	 that	 this	 was	 not	 a	 knee-jerk
reaction	 to	Rajan’s	 resignation	and	 they	are	possibly	 right.	 Such	a
comprehensive	 set	 of	 reforms	 cannot	 be	 created,	 reviewed	 and
released	in	just	two	days!
Many	 of	 the	 decisions	 were	 also	 about	 removing	 unnecessary
process	bottlenecks,	 thereby	making	 it	easy	 for	 investors	 to	 invest
in	India.
FDI	in	civil	aviation	sector	is	expected	to	bring	in	more	funds	into
domestic	airlines.	To	boost	airport	development	and	modernization,
these	 are	 good	measures	 especially	 in	 the	background	of	 recently
announced	civil	aviation	policy.
This	will	help	 in	creating	headroom	for	 foreign	capital	 to	come	in,
especially	 in	 sectors	 such	 as	 defence	 and	 civil	 aviation	 that	 are
capital	intensive.
Foreign	 investment	 is	 crucial	 for	 India,	 which	 needs	 about	 $1
trillion	 by	 March	 2017	 to	 overhaul	 infrastructure	 such	 as	 ports,
airports	and	highways,	and	to	boost	growth.
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When	did	FDI	liberalization	begin?

FDI	 liberalization	 story	 began	 with	 the	 economic	 reforms	 of	 India	 in
1991,	which	were	a	response	to	the	Balance	of	Payment	crisis.

1991:-	New	industrial	policy	of	Narasimha	Rao	government.	FDI	up
to	 51	 per	 cent	 opened	 up	 in	 47	 high-priority	 sectors,	 including
software	(with	34	sectors	under	automatic	route),	with	a	condition
that	 capital	 goods	 imports	 be	 financed	 by	 foreign	 equity.Foreign
Investment	Promotion	Board	(FIPB)	set	up	in	the	PMO	to	vet	FDI
proposals.
1994:-	FDI	in	Pharma	up	to	51	per	cent	put	on	automatic	approval
route.
1996:-	 FIPB	 transferred	 to	 Department	 of	 Industrial	 Policy	 and
Promotion	 (DIPP).	 Condition	 linking	 import	 of	 capital	 goods	 to
foreign	equity	investments	scrapped.
1998:-	49	per	cent	FDI	allowed	in	mobile	telephony	by	satellite.
1999:-	FDI	 in	construction	of	highways,	 toll	 roads	and	ports	 raised
from	74	per	cent	to	100	per	cent.
2000:-	 Eases	 norms	 for	 100	 per	 cent	 FDI	 in	 NBFCs.	 26%	 FDI	 in
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insurance	sector.
2001:-	100	per	cent	FDI	in	drug	manufacturing	and	pharma,	airports,
hotel,	 tourisms,	 26	 per	 cent	 FDI	 in	 defence,	 74	 per	 cent	 in	 select
activities	of	telecom	sector,	49	per	cent	FDI	in	banking	sector.
2004:-	 100	 per	 cent	 FDI	 in	 petroleum	 product	 marketing,	 oil
exploration,	petroleum	production	and	natural	gas	pipelines.
2006:-	 51	 per	 cent	 FDI	 in	 single	 brand	 retail.	 74	 per	 cent	 FDI	 in
telecom.
2011:-	 100	 per	 cent	 FDI	 in	 brownfield	 pharmaceutical	 projects
(earlier	only	in	greenfield).
2012:-	 100	 per	 cent	 FDI	 in	 single	 brand	 retail.	 52%	 in	Multi	 brand
retail.
2014:-	49	per	cent	FDI	 in	defence	sector,	100	per	cent	FDI	 in	some
aspects	of	rail	infrastructure.
2015:-	49	per	cent	FDI	in	insurance,	pension	sectors.

Now,	 in	 June	 2016:	 100	 per	 cent	 FDI	 in	 trading	 including	 through	 e-
commerce,	 amendments	 to	 FDI	 in	 defence	 sector	 policy,	 100	per	 cent
FDI	in	teleports,	DTH,	mobile	TV,	100	per	cent	FDI	in	brownfield	aviation
projects,	 74	 per	 cent	 FDI	 in	 private	 security	 agencies,	 amendments	 to
FDI	in	animal	husbandry	policy,	relaxing	norms	in	single	brand	retail.
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Where	from	and	where	to	does	FDI	flow	in	India?

During	 2015–16,	 India	 received	 most	 of	 its	 FDI	 from	Mauritius,
Singapore,	Netherlands,	Japan	and	the	US.
Until	2012,	about	40%	of	FDI	inflows	used	to	come	from	Mauritius,
just	 under	 10%	 from	 Singapore,	 and	 another	 5%	 from	 the
Netherlands.
These	 tax	 havens	 and	 offshore	 financial	 centres	 (OFCs)	 together
made	up	just	over	half	of	all	FDI	inflows	to	India.In	2013,	however,
the	 composition	 changed,	 with	 Singapore’s	 share	 rising	 to	 25%
(boosted	 by	 the	 double	 taxation	 avoidance	 agreement	 the	 two
countries	have	signed).
Investors	prefer	 Singapore	 to	Mauritius	 as	 the	Limit	 of	Benefit
clause	 in	 India-Singapore	 treaty	 provides	 substance	 and
certainty.
Overall,	 Singapore	 accounts	 for	 15	 per	 cent	 of	 the	 total	 FDI	 India
received	 between	 April	 2000	 and	 September	 2015.	 However,
Mauritius	makes	up	34	per	cent	of	FDI	during	the	same	period.
While	 Singapore	 and	 Mauritius	 have	 swapped	 places	 as	 top
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investors	 in	 India,	 still	 about	 50%	 originates	 from	 these	 offshore
financial	 centres.	 Clearly,	 these	 are	 not	 the	 original	 sources	 of
external	 financing	 with	 the	 offshore	 financial	 centres	 responsible
for	 a	 degree	 of	 round-tripping	 of	 funds	 from	 India	 and
transshipping	of	funds	from	third	countries.
A	sectoral	analysis	of	FDI	inflows	suggests	that,	on	average,	between
2000	 and	 2015,	more	 than	 35%	 of	 FDI	 inflows	 have	 gone	 into
services,	telecom	and	construction	sector,	with	pharmaceuticals,
chemicals	 and	 computer	 sector	 each	 receiving	about	 5%	of	 the
country’s	total	FDI	inflows	over	the	corresponding	period.
Sectors	 that	 attracted	 the	highest	 foreign	 investment	during	April-
September	 2015	 include	 computer	 software	 and	 hardware	 ($3.05
billion),	 trading	 ($2.30	 billion),	 services	 and	 automobile	 ($1.46
billion	each)	and	telecommunications	($659	million).

Who	will	benefit	the	most	from	the	new	policy?

The	decision	on	FDI	reforms	paved	the	way	for	companies	such	as
Apple	Inc.	to	immediately	set	shop	in	India.
Apple	could	open	its	first	stores	in	India,	and	might	eventually	start
manufacturing	in	the	country	under	new	foreign	investment	rules
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for	retailers	outlined	in	this	FDI	Policy.
India	 has	 been	 lobbying	 Apple	 and	 its	 partner	 Foxconn	 to	 begin
manufacturing	 in	 the	 country	 as	 part	 of	 Prime	Minister	Narendra
Modi’s	agenda	to	bring	in	foreign	manufacturers	to	India	to	create
millions	of	jobs.
The	 new	 rules	 exempt	 foreign	 retailers	 for	 three	 years	 from	 a
requirement	to	source	30	percent	of	the	goods	sold	in	company-
owned	stores	locally.
That	would	allow	Apple,	which	currently	sells	its	iPhones,	iMacs	and
iPads	 through	 resellers,	 to	 set	 up	 its	 own	 shops	 in	 India,	 ending
months	 of	 uncertainty	 for	 the	 California-based	 company	 that	 had
first	applied	for	store	licenses	in	January.
India	 is	 the	world’s	 fastest	growing	 large	smartphone	market	with
sales	 expected	 to	 rise	 over	 25	percent	 this	 year.	 For	Apple,	which
has	less	than	a	two	percent	share	in	the	smartphone	market	in	the
country,	gaining	a	bigger	footprint	in	India	is	crucial	at	a	time	when
growth	in	China	and	the	US	has	stalled.
However,	 the	government	has	 tightened	rules	 for	such	companies
producing	 items	with	cutting-edge	and	state-of-art	 technology	–	by
giving	them	only	a	three-year	blanket	exemption	from	the	30	per
cent	local	sourcing	norm.	This	is	to	ensure	that	they	manufacture
in	India	rather	than	making	profits	through	just	trading	activities.
The	 retail	 rule	 changes	 are	 also	 likely	 to	 help	Swedish	 furniture-
retailer	IKEA,	which	is	setting	up	stores	in	Hyderabad	and	Mumbai,
to	expand	operations.
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How	have	FDI	reforms	performed?

Here	is	the	latest	news,	coming	after	the	new	FDI	policy	was	announced.

India	 has	 retained	 its	 ranking	 as	 the	 tenth-highest	 recipient	 of
foreign	direct	 investment	in	2015	(calendar	year),	receiving	$44
billion	 of	 investment	 that	 year	 compared	 to
35billionin2014, accordingtotheUnitedNations.Thisisasper < b 
> theWorldInvestmentReport2016 < /b 
> releasedbytheUnitedNationsConferenceonTradeandDevelopment(UN
</li > </ul > <p 
> Thegovernmenthasrevealedthatitsmeasureshaveresultedinincreased
< b > US	55.46	billion	in	financial	year	2015-16,	as	against	US$	36.04
billion	during	the	financial	year	2013-14.

This	 is	 the	 highest	 ever	 FDI	 inflow	 for	 a	 particular	 financial
year.	However,	it	is	felt	that	the	country	has	potential	to	attract
far	more	foreign	investment	which	can	be	achieved	by	further
liberalizing	and	simplifying	the	FDI	regime.
India	today	has	been	rated	as	the	‘Number	One	FDI	Investment
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Destination’	by	several	International	Agencies.
However	policy	challenges	on	multiple	fronts,	 including	issues
of	governance,	inadequate	structural	reforms,	tax	and	political
uncertainties,	 all	 contributed	 to	 the	 impediments	 of
performance	of	FDI	in	India.

((( 	)))
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Economy	-	Pakistan’s	economy	faces	image	issues

Pakistan’s	promising	economy	faces	the	arduous	task	of	bringing	back
foreign	 investors.	 A	 three-year	 growth	 with	 impressive	 parameters	 is
not	yet	seen	as	sufficient	to	erase	the	previous	decade’s	terror-filled	past.
Angry,	 betrayed	 investors	 who	 left	 for	 good	 in	 2008	 need	 more
incentives	like	sustained	and	broader	growth.	Energy,	food	and	housing
areas	have	aroused	investors’	interests.	Safe	environment	should	be	the
norm.
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What	do	the	trends	in	Pakistani	economy	look	like?

Last	 fiscal,	 Pakistan	 recorded	 a	 growth	 of	 4.71	 %	 which	 is	 the
highest	achieved	since	2008-09.	The	targeted	growth	of	5.5	%	was
missed	 due	 to	 lower	 growth	 of	 agricultural	 sector	 (-0.19	 %).
However,	 promising	 growths	 that	 exceeded	 expectations	 were
achieved	in	the	industrial	(6.80	%)	and	services	sector	(5.71	%).
Inflation	has	been	contained	to	2.79	%,	the	lowest	in	13	years.	This
bodes	well	 for	 consumer	 expenditure	 because	 inflation	 at	 around
this	 rate	 encourages	 consumers	 to	 buy	 goods	 and	 services.	 The
country’s	 total	 foreign	 exchange	 reserves	 reached	 their	 highest
level	 of	 US$	 21.4	 billion	 by	 May18,	 2016,	 compared	 to	 US$	 18.6
billion	 in	 end	 of	 June	 2015	 and	 can	 finance	 over	 5	months	 of	 the
country’s	import	bill.
Public	expenditure	on	education	is	estimated	to	have	increased	by
4.8%	 in	 a	 year.	 Unemployment	 rate	 has	 decreased	 from	 6.24%	 in
2012-13	to	5.9%	in	2014-15.
International	 financial	 rating	 agency,	 Bloomberg	 has	 also	 termed
Pakistan’s	economy	as	robust	and	on	the	path	of	progress	under	PM
Nawaz	Sharif’s	leadership.	In	its	report	it	said	that	Pakistan’s	stock
market	would	 be	 included	 in	Morgan	 Stanley	 Composite	 Index
next	year	which	will	recognize	it	as	an	Emerging	market	and	help
companies	of	the	country	to	trade	in	International	Market.
Foreign	 direct	 investment	 (physical	 investment	 in	 the	 form	 of
opening	plants	and	buying	buildings,	machines	etc.)	also	increased
by	5.4%	which	sheds	light	on	the	steps	taken	by	the	government	to
invite	 foreigners	 to	 invest	 in	 Pakistan.	 But	 this	 value	 is	 relatively
very	 low	 at	 $1	 billion.	 In	 comparison,	 Indonesia	 obtained	 $29
billion	through	FDI	and	India	got	more	than	$50	billion	last	fiscal.
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Why,	then,	is	Pakistan	struggling	to	attract	foreign	investment?

Pakistan’s	 long	 past	 of	 violence	 and	 terror	 remains	 firmly
implanted	 in	 memory	 and	 the	 not	 uncommon	 recent	 attacks
reinforce	 it.	 Ali	 Saigol,	 co-founder	 of	 a	 private	 equity	 firm	 in
Pakistan	 says	 that	 some	 investors	 still	 refuse	 to	 visit	 Pakistan
and	insist	on	meeting	him	in	Dubai.
Pakistan’s	 previous	 decade	 of	 terror	 has	 created	 an	 image	 that
conjures	up	Taliban	terror,	death	of	Osama	Bin	Laden	and	hostility
to	U.S.	and	the	West	according	to	a	Reuters	report.
Prior	 experience	 has	 pushed	 back	 investors	 quite	 forcefully	 and
they	do	not	want	to	be	burnt	again.
The	 period	 of	 improvement	 in	 economy	 (3	 years)	 is	 not	 long
enough	 for	 foreign	 investors	 to	 believe	 that	 Pakistan	 is	 indeed
moving	 steadily	 forward	 on	 the	 path	 of	 progress.	 Reputable
investors	still	see	it	as	a	risk	that	is	better	avoided.
To	 convince	 these	 investors	 Pakistan	 needs	 to	 create	 a	 virtuous
cycle	of	domestic	stability,	a	sustainable	economy	and	a	nation
that	makes	education	its	main	social	priority.
Pakistan	 needs	 to	 work	 on	 developing	 an	 environment	 which
ensures	 safety	 over	 security,	 empowers	 education	 and	 creates	 a
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fiscal	 space	 in	 its	 budget	 which	 can	 be	 used	 to	 finance	 a	 desired
purpose	without	jeopardizing	the	economy’s	stability.

When	did	Pakistan	disappoint	foreign	investors?

In	April	 2008,	Karachi	 Stock	market	had	 reached	an	all-time	high.
But	 this	was	 followed	by	an	atmosphere	of	political	and	economic
uncertainty	and	a	steep	decline	in	the	stock	market	worth.
Desperate	 to	 salvage	 themselves,	 the	 investors	prevailed	upon	 the
Karachi	Stock	Exchange	(KSE)	management	to	put	a	stop	to	trading
but	were	rebuffed.	In	anger,	they	resorted	to	violence.	KSE	building
was	stoned	and	in	Lahore,	car	tires	were	set	ablaze.	Islamabad	too
witnessed	violence.
Restoring	 maximum	 permitted	 daily	 share	 price	 decline	 from	 1
percent	 to	 5	 percent,	 banning	 short	 selling	 (selling	 of	 borrowed
shares	 for	a	short	period	with	 the	 intent	of	buying	 them	back	at	a
lower	price),	reports	that	U.S.	was	planning	to	attack	Pakistan,	and
the	instability	of	the	newly	formed	coalition	government	are	said	to
have	led	to	the	violent	outburst.
The	panic-filled	atmosphere	led	to	what	has	been	condemned	as	an
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insane	act.	On	August	20,	2008,	a	floor	or	lowest	permitted	decline	of
9,144	points	was	fixed	beyond	which	the	stock	market	index	(value)
would	not	be	allowed	to	fall.	Essentially,	Pakistan	decided	to	enforce
a	‘floor’	on	the	stock	markets	which	were	falling	under	gravity	then.
The	floor	meant	that	the	investors	–	most	of	them	foreigners	-	who
wanted	to	quit	were	trapped.	This	kind	of	a	situation	that	violated
the	basic	principles	of	free	market	mechanism	was	the	first	such
since	 the	 oldest	 stock	 exchange	 came	 into	 existence	 in	 1602	 (the
Amsterdam	Stock	Exchange	is	the	world’s	oldest),	according	to	Sim
Cox	of	Emerging	Markets	 Stock	Fund	 (Hong	Kong).	 The	 floor	 also
put	a	barrier	 to	entry,	 forced	private	 trade,	prevented	competitive
bidding	and	restrained	trader’s	freedom.
This	floor	was	allowed	till	December	15,	2008	and	the	market	came
crashing	down	after	it	was	lifted.

Where	is	the	appeal	of	Pakistan	as	a	market?

Real	 estate.	 The	 Economic	 Survey	 of	 Pakistan	 reported	 an
impressive	 increase	of	 construction	activity	 in	2015-16.	Data	 show
the	country’s	property	market	has	posted	a	phenomenal	growth	of
118%	in	 the	 last	 five	years.	Robust	demand,	genuine	buyers	and	a
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better	security	situation	are	attributed	for	the	rise.	While	many	real
estate	 experts	 say	 that	 the	 peak	 has	 been	 reached	 and	 will	 be
followed	by	a	decline,	increasing	urbanisation	and	low	dependence
on	mortgage	loan	facilities	will	keep	the	market	safe.
It	 is	 being	 said	 of	 China	 Pakistan	 Economic	 Corridor	 (CPEC)
projects	 that	 if	 carried	 through,	 overcoming	 all	 hassles,	 they	 will
provide	 the	much-needed	 booster	 shot	 to	 Pakistan.	 The	 road	 and
railway	projects	are	said	to	be	promising	avenues	for	investors.
Investing	 in	 education	 has	 a	 lot	 of	 space	 to	 be	 explored	 as	 such
investments	 are	 reported	 to	 have	 proved	 beneficial.	 So	 far	 the
targets	are	higher	income	groups.	Investments	in	conjunction	with
government	 or	 non-profit	 organizations	 to	 provide	 viable
opportunities	to	the	lower	income	groups	will	be	fruitful.
With	 growing	 urbanization,	 retail,	 auto	 and	 energy	 sectors	 also
appear	to	be	feasible	areas	for	investment.
1.9	 million	 strong	 population,	 significant	 natural	 wealth,
commendable	decrease	in	poverty,	interest	rates	at	42-year	lows	to
encourage	 spending	 and	 a	 very	 attractive	 FDI	 policy,	 stable
currency	are	other	strong	points	that	could	make	Pakistan	attractive
to	investors.
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Who	are	planning	to	be	a	part	of	Pakistan’s	growth	rate?

China-Pakistan	 Economic	 Corridor	 (CPEC),	 a	 $46	 billion	 roads	 and
energy	 project	 in	 partnership	 with	 China	 is	 the	 most	 promising
participation	 so	 far.	 The	 Asian	 Development	 Bank	 (ADB)	 has	 also
expressed	keen	interest	in	investing	in	the	CPEC	and	in	the	Gwadar
city	to	complement	efforts	made	by	both	the	countries.
Renault	 Nissan,	 a	 Franco	 Japanese	 strategic	 alliance	 between
automobile	 manufacturers	 of	 the	 two	 countries,	 has	 plans	 of
opening	 a	 plant	 in	 Pakistan	 and	 Suzuki,	 a	 Japanese	 motor
corporation,	 has	 said	 that	 it	 may	 invest	 $460	 million	 for	 a	 new
factory.
Italian	automotive	companies	too	have	shown	interest	in	exploring
investment	 opportunities	 in	 Pakistan.	 An	 Italian	 delegation
expressing	 interest	 in	 seeing	 resurgence	 of	 its	 brands	 in	 Pakistan
held	 a	 meeting	 with	 Finance	 Minister	 Ishaq	 Dar	 in	 April.	 ENI
(multinational	Oil	 and	Gas	 Company)	 representative	 expressed	 an
interest	 to	 invest	 in	 alternative	 energy.	 In	 another	 visit,	 Natali
Construction	 Company	 of	 Italy	 showed	 interest	 in	 constructing
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energy	 efficient,	 solar	 powered	 residential,	 industrial	 and
commercial	complexes.
German-Pakistan	Chamber	of	Commerce	and	Industry	(GPCCI),	the
first	ever	joint	chamber	by	any	European	country	in	Pakistan,	was
launched	 this	 year	 and	 is	 expected	 to	 facilitate	 and	 boost
investment.	German	Ambassador	to	Pakistan	Ina	Lepel	said	that	she
was	hopeful	of	new	investments	in	Pakistan	especially	in	wind	and
solar	energy	projects	though	it	was	too	early	to	speak	on	behalf	of
interested	companies.
FrieslandCampina	International	Holding,	a	Dutch	dairy	cooperative
has	announced	plans	 to	buy	a	 share	of	Pakistani	 food	giant	Engro
foods	in	a	deal	that	is	estimated	to	be	$460	million.

How	can	Pakistani	economy	really	and	sustainably	grow?

Rampant	 tax	 evasion	 dries	 up	 government	 revenue	 leaving
precious	 little	 for	 public	 spending.	 Adopting	 indirect	 taxation
methods	place	 lower	 income	classes	at	 a	disadvantage	and	do	not
fulfill	 government	 needs.	 Broadening	 the	 tax	 net	 by	 enhancing
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authorities’	capacity	to	monitor	and	enforce	compliance	may	need
to	be	worked	on.
Export	 performance	 is	 relatively	 poor	 and	 is	 causing	 Pakistan	 to
lose	a	standing	in	the	world	trade.	Low	export	competitiveness	is	a
problem	 that	 needs	 to	 be	 faced	 and	 assessed.	 While	 diversity	 is
achieved	 in	 terms	of	product	exports	 the	unhealthy	concentration
on	customer	destinations	makes	Pakistan	extremely	vulnerable	by
dependence.
Reducing	 trade	 costs,	 upgrading	 service	 quality,	 and	 improving
connectivity	 between	 domestic	 and	 foreign	 markets	 can	 play	 a
decisive	 role	 in	 attaining	 export	 competitiveness.	 Trade
protectionism	must	be	loosened	to	encourage	exports.
Pakistan’s	initiation	of	large-scale	military	operation	against	Taliban
in	 the	 ungoverned	 tribal	 areas	 bordering	 Afghanistan	 has	 shown
remarkable	 results.	 The	 counterterrorism	 mission	 known	 as
Operation	 Zarb-e-Azb	 has	 brought	 about	 large	 scale	 decline	 in
terror	attacks	and	improved	law	and	order	situation	in	major	urban
centers	 like	 Karachi.	 While	 it	 continues	 its	 efforts	 to	 eradicate
terrorist	 havens,	 Pakistan	 is	 also	 responsible	 for	 people	 living	 in
these	disadvantaged	areas.	The	living	conditions	and	backward	laws
in	these	areas	make	them	extremely	vulnerable	to	the	rise	of	new
terrorist	 outfits.	 Political,	 legal	 and	 economic	 Integration	 of	 these
areas	 with	 the	 rest	 of	 the	 country	 is	 an	 immediate	 necessity	 for
long-term	success	in	the	war	against	terror.
One	of	the	crucial	challenges	faced	by	the	TAPI	project,	the	first-of-
its-kind	 venture	 to	 run	 a	 natural	 gas	 pipeline	 through
Turkmenistan,	 Afghanistan,	 Pakistan	 and	 India	 is	 security	 and	 its
passage	through	the	extremely	insecure	Balochistan	made	so	due	to
terrorism	 allegedly	 perpetrated	 by	 India.	When	 people’s	 lives	 are
under	threat	differences	need	to	be	put	aside	to	work	out	a	solution.
Trade	normalization	with	India	would	benefit	both	countries	by
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facilitating	 seamless	 exchange	 of	 goods	 and	 services.	 But	 the
countries	share	an	uneven	relationship	at	best	(bilateral	trade	is	less
than	USD	3	billion).	Pakistan’s	response	to	Pathankot	attacks	is	not
encouraging.	How	 the	 two	nations	 are	 able	 to	work	 together	 in	 a
transparent	manner	would	decide	the	feasibility	of	improving	trade
relations.	 Both	 of	 them	 have	 terribly	 failed	 in	working	 towards	 a
unified	 South	 Asia	 and	 often	 play	 into	 the	 hands	 of	 aspirational
super-powers	 whose	 interests	 are	 better	 served	 by	 a	 lack	 of
cohesion	between	India	and	Pakistan.

((( 	)))
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Economy	-	India’s	defence	sector	is	yet	to	take	off

If	Make	in	India	is	to	work	out,	defence	manufacturing	has	to	take	off
soon.	While	there	is	no	lack	of	intent	and	talk,	defence	manufacturing	in
India	 is	 yet	 to	 attract	 foreign	 investment.	 The	 revised	 Defence
Procurement	 Procedure	 is	 the	 right	 step	 forward,	 though	 more
clarification	 is	 required	 by	 the	 industry.	 Knappily	 thoroughly	 reviews
the	status	of	defence	manufacturing	in	India.
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What	is	the	state	of	India’s	defence	production?

Since	 assuming	 office,	 the	 National	 Democratic	 Alliance	 (NDA)
government	 has	 been	 stressing	 that	 defence	manufacturing	 is	 a
crucial	pillar	to	revitalise	the	manufacturing	sector	and	put	India
on	the	road	to	self-reliance	in	defence	products.
The	 reality	 on	 the	 ground,	 according	 to	 several	 senior	 analysts	 is
that	little	has	come	in	by	way	of	tangible	large	investments	 and
for	 now	 India	 is	 still	 reliant	 on	 importing	 military	 equipment	 to
fulfil	its	short	term	needs.
India’s	 defence	 production	 has	 been	 a	main	 tenant	 of	 PM	Modi’s
“Make	 in	 India”	 campaign.	 The	 thrust	 of	 Make	 in	 India	 is	 to
increase	the	share	of	manufacturing	from	the	current	level	of	15
per	 cent	 of	 Gross	 Domestic	 Product	 (GDP)	 to	 25	 per	 cent	 and
create	 additional	 employment	 opportunity	 of	 ten	 million	 per
year.
India	 is	 witnessing	 a	 significant	 ‘stickiness’	 in	 its	 manufacturing
sector	which	is	characterised	by	the	huge	presence	of	small	scale
and	 informal	 sectors	 that	 lack	 requisite	 skill	 levels	 and	 the
economy	of	scale.	Their	access	to	capital	is	also	seriously	impeded.
Defence	 industry	 is	 a	 part	 of	 a	 nation’s	 concern	 to	 ramp	 up
manufacturing	capability.	The	defence	 services	account	 for	nearly
Rs	2.29	lakh	crore	of	the	Central	Government	Budget.

The	latest	news	is	encouraging.

Domestically,	 India	 has	 relaxed	 foreign	 direct	 investment	 (FDI)
norms	 in	defence	 sector,	 doing	away	with	 the	 clause	 that	 allowed
only	 “state	 of	 the	 art”	 technology	 to	 be	 considered	 for	 stakes	 of
more	than	49%	and	thereby	giving	the	government	more	power	to
decide	on	investment	proposals	by	foreign	entities.	Note	that	there
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is	no	change	 in	 the	FDI	 limit	 -	at	49%	under	 the	automatic	route
and	100%	under	approval.
Internationally,	 after	 being	 recognised	 as	 a	 ‘Major	 Defence
Partner’,	 India	 will	 be	 the	 only	 country	 outside	 Washington’s
formal	 treaty	 allies	 that	 will	 gain	 access	 to	 almost	 99	 per	 cent	 of
latest	U.S.’s	 defence	 technologies.	However,	 the	 test	 of	 the	 talking
will	be	in	the	doing.

Why	is	the	domestic	defence	production	so	poor?

The	 principal	 reason	 for	 this	 state	 of	 affairs	 is	 our	 poor	 design
capability	 in	 critical	 technologies,	 inadequate	 investment	 in
R&D	 and	 our	 inability	 to	manufacture	major	 sub-systems	 and
components.	The	Transfer	of	Technology	route	has	provided	India
with	the	know-how	without	providing	the	clue	for	know-why.	It	is
due	 to	 this	 that	even	 for	an	upgrade	of	 the	systems,	defence	PSUs
are	critically	dependent	on	 the	original	 licensors.	This	perpetuates
the	dependence.
There	 is	 still	 reluctance	 on	 the	 part	 of	 most	 global	 companies	 to
come	in	with	a	significant	project.	Part	of	this	problem	is	linked	to
an	 ongoing	 debate	 about	 whether	 49	 per	 cent	 is	 actually	 enough
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given	that	the	limit	is	designed	to	ensure	that	control	of	the	venture
remains	with	the	Indian	companies.	From	an	industry	perspective
it’s	 long	 been	 the	 opinion	 of	 several	 analysts	 that	unless	 the	 FDI
cap	is	increased	to	at	least	74	percent	things	are	unlikely	to	move
on	the	ground.
Most	 other	 developed	 countries	 have	 recognised	 the	 fact	 that
defence	 production	 necessarily	 involves	 a	 series	 of	 international
collaborations.	 However,	 as	 India	 gradually	 opens	 up	 the	 sector
there	 remains	 a	 lingering	 sense	 of	 mistrust	 among	 Indian
companies	who	don’t	want	to	lose	control	of	the	venture.	There	is	a
hesitation	 on	 the	 part	 of	 foreign	 companies	 because	 they	 don’t
know	 where	 they	 are	 going	 to	 fit	 in.It’s	 clear	 that	 the	 Defence
Ministry	will	now	prioritise	Indian	manufacturing.
For	all	 the	intent	(and	the	talk),	 there	has	not	been	a	single	big
ticket	 proposal	 for	 investment.	 Figures	 tabled	 in	 parliament	 in
March	showed	that	the	government	has	got	just	six	FDI	proposals
worth	 a	 paltry	 Rs	 96	 crore	 ($15.3	 million)	 in	 the	 defence
production	 sector,	with	 only	 two	 of	 them	being	 for	 49	 percent.
This	was	for	a	period	of	seven	months	and	the	situation	hasn’t	really
improved	 since.	 In	 the	 meantime,	 India’s	 defence	 expenditure	 is
expected	to	accelerate	heavily	over	the	next	three	decades,	with	the
country	 expected	 to	 spend	 another	 $120	 billion	 on	 arms
acquisition	over	the	next	10	years.
There	 is	 therefore	 a	 catch	 22	 situation	where	 local	manufacturers
like	 Bharat	 Forge,	 L&T,	 Tata	 and	 Reliance	 require	 high-end
technology	 to	 scale	up	manufacturing	but	 there	 is	no	clarity	 from
the	MoD	on	what	exactly	its	requirements	are.	On	the	MoD	website
there	 is	 a	 document	 called	 the	 Technology	 Prospectus	 and
Capability	 Roadmap	 but	 the	 targets	 mentioned	 here	 are	 vague
with	no	idea	even	of	what	the	requirements	are	over	the	next	five
or	even	fifteen	years.
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When	did	India	see	controversies	regarding	defence	contracts?

Bofors:	 The	Bofors	 deal	 that	 occurred	 between	 Sweden	 and	 India
caused	a	major	political	scandal	during	the	1980s	and	1990s.	Caught
in	the	allegations	was	the	Indian	prime	minister,	Rajiv	Gandhi	and
several	 other	 members	 of	 the	 Swedish	 and	 Indian	 governments
who	 were	 accused	 of	 receiving	 kickbacks	 for	 winning	 a	 bid	 to
supply	India’s	155	mm	field	howitzer.
AgustaWestland:	 In	 early	 2013,	 an	 Indian	 national	 parliamentary
investigation	 began	 into	 allegations	 of	 bribery	 and	 corruption
involving	 several	 senior	 officials	 and	 helicopter	 manufacturer
AgustaWestland	 surrounding	 the	 purchase	 of	 a	 new	 fleet	 of
helicopters.	The	scandal	has	been	referred	to	as	the	Chopper	scam,
or	Choppergate	by	elements	of	the	media	and	popular	press.	Several
Indian	 politicians	 and	 military	 officials	 have	 been	 accused	 of
accepting	bribes	 from	AgustaWestland	 in	order	 to	win	 the	Rs	3600
crore	 (US$530	 million)	 Indian	 contract	 for	 the	 supply	 of	 12
AgustaWestland	AW101	helicopters;	 these	helicopters	are	 intended
to	 perform	 VVIP	 duties	 for	 the	 President	 of	 India	 and	 other
important	state	officials
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Where	in	the	world	does	India	import	from?

India	 turned	 to	 Western	 manufacturers	 including	 France,	 United
Kingdom	 and	 in	 recent	 years,	 Israel	 and	 the	 United	 States	 for
expensive	combat	planes,	missiles	and	surveillance	planes.
In	this	year’s	Budget,	the	Finance	Minister	Arun	Jaitley	allocated	Rs.
2,49,000	 crore	 Indian	 rupees	 ($36.5	 billion)	 for	 defence,	 a	 0.96
percent	increase	over	the	2015-16	allocation.
According	 to	 a	 study	 conducted	 by	 the	 Stockholm	 International
Peace	 Research	 Institute,	 India	 topped	 the	 list	 of	 weapons
importers	and	accounted	for	some	15	per	cent	of	worldwide	arms
imports	from	2010	to	2014.	Five	of	the	10	biggest	arms	importers	in
this	period	were	in	Asia,	including	China	(5%),	Pakistan	(4%),	South
Korea	3%),	and	Singapore	(3%).	Imports	are	only	part	of	the	picture
of	 the	 global	 arms	 industry,	 of	 course,	 and	 the	 countries	 that	 had
the	 highest	 levels	 of	 military	 expenditure	 in	 2014	 were	 the	 USA,
China,	 and	 Russia.India	 was	 placed	 seventh	 on	 that	 list,	 with
spending	at	 $50	billion	or	2.4	per	 cent	of	GDP,	an	 increase	of	 39%
between	2005	and	2014.
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Who	has	said	what	about	India’s	defence	production?

According	 to	 Rear	 Admiral	 (Retd.)	 Vijai	 S	 Chaudhari,	 a	 few	 policy
correctives	 to	 improve	 the	 ease	 of	 doing	 business	 are
imperative.“To	 start	 with	 if	 a	 company	 is	 going	 to	 spend	 so	much
money	on	a	project	there	is	not	even	now	the	guarantee	of	export
even	 to	 a	 benign	 country.	 It	 will	 be	 dealt	 with	 on	 a	 case	 to	 case
basis,”	he	explained
He	is	right.	No	one	would	run	the	risk	of	making	heavy	investments
in	such	projects	unless	there	is	a	guarantee	of	orders	coming	in	and
clarity	on	the	exact	nature	of	the	domestic	market.
Prime	Minister	Narendra	Modi	on	3rd	January,	2016	made	a	strong
pitch	for	India’s	self-reliance	in	defence	production,	saying	it	has	to
be	 ensured	 that	 the	 weaponry	 and	 equipment	 its	 soldiers	 carry
should	be	“the	best	in	the	world”.	“If	India	has	to	be	self-reliant	in
the	area	of	security,	we	have	to	make	our	own	weapons,”	he	said.“We
import	weapons	from	other	countries	to	equip	our	armed	forces.	India
not	only	spends	crores	of	rupees	but	also	gets	relatively	not	so	latest
technology,”	he	added.
Defence	Minister,	Manohar	Parrikar	earlier	in	May	put	out	a	booklet
on	 defence	 production.	 It	 also	 talks	 about	 ordnance	 factories	 and
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Defence	 Public	 Sector	 Undertakings	 (DPSUs)	 working	 under	 the
administrative	control	of	Department	of	Defence	Production	having
not	 only	 enhancing	 their	 production	 from	 Rs	 43,746	 crore	 to	 Rs
51,351	 crore	 but	 also	 delivering	many	 state-of-the-art	 platforms	 to
the	armed	forces.During	the	last	two	years,	exports	have	almost
doubled	 and	 119	 industrial	 licences	 have	 been	 issued.	 Other
highlights	 say	 that	 all	 naval	 ships	 and	 submarines	 on	 order	 are
being	 constructed	 in	 Indian	 shipyards	 and	 expenditure	 on	 capital
procurement	from	foreign	vendors	 in	the	 last	 two	years	has	come
down	from	Rs	35,082	crore	to	Rs	22,422	crore.

How	does	India	propose	to	increase	domestic	defence	production?

Establishment	 of	 a	 new	 procurement	 regime:	 The	 industry	 has
been	waiting	 for	 the	 new	 defence	 procurement	 procedures	 (DPP)
for	over	a	year,	a	new	incomplete	DPP	was	unveiled	on	March	28,
2016.	Key	domestic	players	in	the	defence	sector	want	the	Defence
Ministry	 to	 create	 space	 for	 their	 foreign	 partners	 as	 well	 in	 the
chapter	on	strategic	partnerships	(SPs)	in	the	new	DPP.
Push	 to	 domestic	 industry:	 The	 present	 DPP	 provides	 a	 few
categories	exclusively	to	cater	to	the	Indian	industry,	these	are	Buy
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(Indian),	Buy	&	Make	(India)	and	Make.	This	would	result	in	skill
building	and	knowledge	transfer.
Simplification	of	offset	regime:	After	the	initial	failed	experiments
with	 offsets,	 the	 government	 is	 devising	 new	 ways	 to	 keep	 the
Original	Equipment	Manufacturers	(OEMs)	invested.
Increasing	involvement	of	states:	 India’s	 federal	regime	is	one	of
the	 most	 defining	 characteristics	 of	 our	 democracy.	 It	 has	 done
wonders	 in	some	spheres	and	has	been	a	debilitating	handicap	for
some.	A	 few	states	 such	as	Andhra	Pradesh,	Telangana,	Karnataka
and	 Maharashtra	 have	 shown	 a	 clear	 indication	 to	 attract	 the
defence	 manufacturing	 industry	 by	 welcoming	 companies	 and
putting	in	place	clear	policies	for	the	industry.
Government	 commitment:	 The	 facilitating	 role	 of	 department	 of
industrial	 policy	 and	 promotion,	 frequent	 Defence	 Acquisition
Council	 (DAC)	 approvals	 to	 projects	 all	 indicate	 a	 thriving	 and
robust	 engine	 being	 created	 to	 make	 defence	 manufacturing	 the
bedrock	of	Indian	industry	a	question	of	“when”	and	not	“if”.

((( 	)))
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Economy	-	The	hikes	are	good	–	even	for	the	economy

The	 Union	 cabinet	 has	 approved	 the	 Seventh	 Pay	 Commission’s
recommendations	hiking	 salaries	 and	pensions	 of	 central	 government
employees.	 Many	 economists	 caution,	 on	 expected	 lines,	 about	 the
fiscal	drain	that	the	Rs	1	lakh	crore	of	pay-outs	will	cause.	However,	the
trick	 is	 in	 the	 timing.	 When	 the	 global	 economy	 cannot	 offer	 much
support,	 India	 is	 doing	 well	 in	 giving	 itself	 a	 domestic	 consumption
push.
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What	has	the	cabinet	decided?

In	 its	 recent	 decision,	 the	 Union	 cabinet	 has	 approved	 a	 hike	 in
salaries	 of	 central	 government	 employees	 and	 similar	 raises	 in
pensions	 that	 will	 benefit	 nearly	 10	 million	 people.	 These	 new
salaries	and	pensions	will	be	effective	from	January	1,	2016.
This	 approval	 of	 cabinet	 is	 as	 per	 the	 report	 of	 the	 Seventh	 Pay
Commission	(SPC)	which	recommended	an	average	23.55%	hike	in
salaries,	allowances	and	pensions	of	more	 than	4.7	million	central
government	 employees	 and	 5.3	million	 pensioners	 -	 of	 which	 1.4
million	employees	and	1.8	million	pensioners	are	from	the	defense
forces.
However,	 the	 government	 has	 deferred	 a	 decision	 on	 the	 revised
allowances	suggested	by	the	pay	panel.
The	financial	implication	of	the	SPC	was	pegged	at	Rs	1.02	lakh	crore
for	2016-17.	Out	of	this,	the	salaries	will	account	for	Rs	39,100	crore
(38%	of	the	total),	allowance	for	Rs	29,300	crore	(29%)	and	pension
for	Rs	33,700	crore	(33%).
Minimum	pay:	As	per	the	recommendation	of	the	SPC,	a	minimum
pay	 of	 Rs	 18000	 per	month,	with	 the	 upper	 ceiling	 at	 Rs	 225000	 a
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month,	was	approved	by	the	cabinet.	This	means	Rs	18000	would	be
the	 minimum	 pay	 of	 an	 employee	 on	 the	 central	 government’s
rolls.
New	 Committees:	 A	 committee	 to	 suggest	 measures	 for
streamlining	 the	 implementation	of	 the	National	Pension	System
(NPS)	and	another	one	to	look	into	anomalies	likely	to	arise	out	of
implementation	of	the	SPC	report	would	be	setup.

Why	do	economists	fear	the	payments?

Economists	express	their	caution	over	this	decision	of	the	Union	Cabinet
because:

Huge	impact	on	economy:	This	huge	hike	in	pay	and	pensions	will
affect	nearly	10	million	current	and	former	government	employees.
These	 hikes	 are	 quite	 substantial.This	 increases	 the	 disposable
income	of	central	government	employees	–	who	form	major	part
of	the	middle	class	in	the	country.
Inflationary	 concerns:	 With	 increase	 in	 the	 disposable	 income	 -
there	 is	a	chance	of	 too	much	money	chasing	 the	existing	goods	 -
which	would	add	to	the	inflationary	pressures	of	the	economy.	Also,
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adding	 Rs	 1	 lakh	 crore	 into	 the	 system	 may	 not	 exactly	 go
smoothly.	It	will	put	the	government	and	the	central	bank	to	think
of	ways	other	than	rate	hikes	to	control	inflation.
Threatens	fiscal	discipline:	Combined	with	One	Rank	One	Pension
implementation	in	the	armed	forces,	this	additional	expenditure	of
Rs	 1.02	 lakh	 crore	 in	 the	 current	 fiscal	 year	 as	well	 as	 a	massive
amount	 in	 arrears	 dating	 back	 to	 the	 previous	 year	 will	 make	 it
challenging	for	the	government	to	meet	 its	fiscal	deficit	target	of
3.5%	of	GDP.	Also,	this	expenditure	means	that	government	has	to
spend	less	elsewhere	and	it	has	to	make	sure	that	they	are	not	social
security	needs.
Burden	 on	 railways:	 The	 total	 financial	 effects	 of	 adopting	 the
recommendations	 will	 be	 split	 between	 the	 Finance	Ministry	 and
the	Rail	Ministry,	with	the	former	footing	almost	75%	of	the	bill.	But,
Indian	 Railways	 is	 already	 facing	 challenges.	 With	 this	 approval,
there	 will	 be	 an	 additional	 burden	 of	 24325	 crore	 (~25%)	 on
railways.	This	will	definitely	put	pressure	on	the	already	burdened
railways.

When	did	the	Seventh	Pay	Commission	submit	its	report?
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The	7th	Central	Pay	Commission	submitted	its	report	on	November	19,
2015.	The	Commission	had	been	appointed	in	February	2014	to	look	at
the	remuneration	for	central	government	employees.

It	 has	 proposed	 that	 the	 recommendations	 be	 implemented	 with
effect	from	January	1,	2016.	It	was	headed	by	Justice	A.	K.	Mathur.
As	 the	 recommendations	 of	 the	 SPC	 were	 approved	 by	 the
government	–	 it	said	 it	would	pay	arrears	 for	6	months	within	the
course	of	this	year.	The	decision	to	implement	the	report	of	the	SPC

is	much	faster	than	in	the	past.	The	decision	to	implement	the	5th

PC	was	taken	after	19	months	while	for	the	6th	PC	it	was	32	months.
The	 SPC	 recommended	 the	 present	 system	 of	 grade	 pay	 and	 pay
bands	 be	 replaced	 with	 an	 18-level	 pay	 matrix	 that	 integrates
assured	career	progression	even	if	an	employee	has	no	prospects	of
promotion.
It	 also	 brought	 in	 parity	 between	 the	 past	 and	 the	 present
pensioners	for	both	civilian	and	defense	personnel,	though	without
explicitly	correlating	it	to	‘one	rank	one	pension’.

What	is	a	pay	commission?

A	 pay	 commission	 is	 constituted	 by	 the	 central	 government	 once
every	 decade	 to	 revise	 the	 salary	 structure	 of	 its	 employees.	 In
addition	to	revising	the	salary	structure,	each	pay	commission	has	a
term	 of	 reference	 (ToR),	 which	 broadly	 defines	 its	 focus.	 Pay
commissions	also	decide	pension	payments.
For	instance,	the	ToR	of	the	SPC	said	salaries	will	be	revised	keeping
in	 mind	 “rationalization”	 and	 “simplification”	 of	 pay	 structures
and	“specialized	needs	of	various	departments”.
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Where	can	the	SPC	hikes	be	beneficial?

Demand	 boost:	 More	 disposable	 income	 would	 likely	 result	 in
higher	 consumption,	 which	 could	 boost	 the	 demand	 by	 higher
spending	on	assets	such	as	cars	and	housing.
Stimulus:	These	hikes	are	good	because	such	a	stimulus	will	ensure
that	an	economy	which	has	still	not	recovered	from	the	malaise	of
the	global	recession	will	get	another	positive	jolt.
Trickle	down	effects:	When	there	is	more	disposable	income	-	it	is
either	spent	or	saved.	With	more	spending	comes	greater	demand
and	increase	in	tax	collection.	Both	of	them	can	boost	the	economy.
Also,	with	 savings	 increase,	more	money	will	 become	 part	 of	 the
financial	system	which	could	contribute	for	the	development	of	the
country.	So	the	extra	money	also	comes	back	into	the	system	which
increases	the	size	of	India’s	economy.
Boosting	morale:	With	increased	salaries	and	minimum	pay	norm
accepted,	 this	 decision	 will	 boost	 the	 morale	 of	 government
employees	 and	 also	 “attract	 the	 best	 of	 talent”	 to	 be	 part	 of
governance	vis-a-vis	the	private	sector.
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Counter	arguments	to	the	naysayers:

Economic	 Survey	 2016-17	 said	 –	 The	 experience	 of	 the	 Sixth	 Pay
Commission,	with	greater	hikes,	suggests	 that	 the	Seventh	PC’s	pay-
offs	will	not	destabilize	prices	nor	will	it	increase	inflation.
Demand-push	 inflation?	 This	 is	 not	 the	 case	 now	 with	 India
because	factories	have	over-capacity	because	of	lack	of	demand.
Capacity	utilization	 is	around	70%.	So	 there	 is	a	 lot	of	 slack	which
could	keep	 inflationary	 conditions	under	 check.	 Simply	put,	 if	 the
demand	 goes	 up,	 the	 factories	 can	 immediately	 respond	 with	 an
increase	in	supply	thereby	keeping	the	price	in	check.
Also,	as	the	government	has	decided	to	pay	arrears	over	a	period
of	time	and	with	no	decision	yet	on	revising	allowances,	there	will
be	enough	time	for	the	government	to	cope	up	with	these	hikes.

Who	are	covered	under	pay	commissions?

According	to	the	SPC,	central	government	employees	are	all	persons
in	 the	 civil	 services	of	 the	 central	 government	and	 those	who	are
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paid	 salaries	 out	 of	 the	Consolidated	Fund	of	 India,	 which	 is	 the
account	in	which	government	collects	its	revenues.
Employees	 of	 public	 sector	 undertakings	 (PSU)	 and	 autonomous
bodies	etc.	are	not	under	the	purview	of	the	SPC.

Who	gets	more	salary	-	government	employees	or	private	ones?

Finance	Minister	Arun	Jaitely	said	that	the	government’s	decision	to
implement	 the	 pay	 panel’s	 report	 and	 pay	 higher	 salaries	 was
guided	 by	 the	 conviction	 that	 “the	 government	 employees’
salaries	should	be	respectable”.
As	per	the	SPC	report,	at	lower	levels,	salaries	in	government	jobs
are	higher	than	in	the	private	sector.	These	are	understood	to	be
Group	 C	 employees,	 those	 providing	 assistance,	 which	 constitute
88.7%	of	all	employees.
Case-in-point:	 A	 general	 helper,	 lowest	 ranked	 employee	 in	 the
government,	 earns	 Rs.	 22,579	 per	 month	 in	 government	 job	 but
around	Rs.	9,000	in	private	job.
But,	as	per	the	SPC	report,	the	compensation	at	the	highest	levels
in	 government	 is	 nowhere	 comparable	 to	 their	 counterparts	 in
the	private/public	sector.
These	are	understood	 to	be	Group	A	employees,	occupying	higher
administrative	positions	in	government,	who	constitute	2.8%	of	all
employees.
In	 light	 of	 this,	 the	 Commission	 has	 accorded	 slightly	 higher
index	 of	 rationalization	 at	 the	 level	 of	 Senior	 Administrative
Grade	and	above.
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How	do	states	respond	to	Pay	Commission	hikes?

SPC	 recommendations	 do	 not	 directly	 apply	 to	 state	 government
employees.	As	discussed	earlier,	 it	 applies	only	 to	 central	 government
employees.	But	this	decision	by	the	center	will	 likely	have	a	cascading
impact	on	states.

Is	it	mandatory	to	follow	the	Center?	It	is	not	mandatory	for	states
to	consider	the	recommendations	of	Central	pay	commissions,	but
some	states	tend	to	consider	them	while	revising	their	pay	scales.
Political	 compulsions:	 Although	 states	 are	 not	 required	 to
automatically	 announce	 their	 own	 pay	 commission	 but	 political
compulsions	leave	little	room	for	them	once	the	center	announces
its	revision.
Karnataka	 and	 Kerala	 revised	 their	 salaries	 in	 2012	 and	 2014
respectively.But	 many	 have	 not	 done	 so	 since	 2006.	 Five	 states
including	West	Bengal,	Tamil	Nadu,	Punjab	and	Uttar	Pradesh	had
asked	the	center	 to	delay	 the	pay	hikes.	Punjab	and	Uttar	Pradesh
will	go	 to	polls	soon.	 In	November	2015,	West	Bengal	government

set	up	6th	PC	for	its	employees.

Impact:
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States	 are	 likely	 to	 announce	 a	 salary	 revision	 for	 their	 own
employees	 soon,	 followed	 by	 local	 bodies,	 autonomous	 bodies,
universities,	 and	 public	 sector	 entities	 of	 both	 centre	 and	 states,
cumulatively	providing	a	bigger	boost	 to	 the	economy	than	the
boost	provided	by	the	centre.
These	 revisions,	 likely	 over	 the	 next	 6	 to	 12	 months	 could	 put
pressure	on	finances	of	some	states,	especially	ones	that	have	taken
up	 debts	 of	 their	 respective	 electricity	 boards	 under	 the	 UDAY
Scheme.

Note:	 The	 Cabinet	 approved	 an	 extension	 in	 the	 deadline	 for
implementing	the	Ujjwal	Discom	Assurance	Yojana	(UDAY)	by	a	year	to
March	 31,	 2017.	 The	 UDAY	 scheme	 is	 aimed	 at	 bringing	 ailing	 power
distribution	 companies	 (discoms)	 to	 a	 state	 of	 operational	 efficiency,
with	state	governments	taking	over	up	to	75	per	cent	of	their	respective
discoms’	debt	and	issuing	sovereign	bonds	to	pay	back	the	lenders.	The
Cabinet	 decision	 extends	 this	 provision	 from	 the	 earlier	 deadline	 of
March	31,	2016.

((( 	)))
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Economy	-	India	reconsiders	its	Financial	Year

The	 government	 has	 set	 up	 a	 committee	 under	 Shankar	 Acharya	 to
explore	 if	 India	 should	 continue	 with	 the	 current	 Apr	 1	 to	 Mar	 31
Financial	Year.	Many	economists	have	argued	for	long	that	the	current
cycle	leaves	India	with	little	room	to	plan	for	the	Monsoons.	Then	there
are	 operational	 and	 forecasting	 hassles.	 Knappily	 explores	 if	 India
should	move	its	Financial	Year	from	the	Fools’	Day.
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What	is	the	mandate	of	the	committee?

India	 currently	 follows	 the	 April	 to	 March	 fiscal	 cycle.	 The
government	 is	 seeking	 new	 ways	 to	 accelerate	 economic	 growth
and	make	it	easier	to	do	business	and	it	sees	shifting	the	fiscal	cycle
as	a	possible	option	to	be	explored.
In	a	move	to	look	into	the	“desirability	and	feasibility”	of	changing
the	financial	year	from	the	current	April	to	March	cycle,	the	Finance
Ministry	has	set	up	a	four	member	committee.
The	committee	will	be	headed	by	former	Chief	Economic	Advisor
Shankar	Acharya,	 and	will	 include	 former	 Cabinet	 Secretary	 KM
Chandrasekhar,	 former	 Tamil	 Nadu	 Finance	 Secretary	 PV
Rajaraman	 and	 Rajiv	 Kumar,	 a	 fellow	 of	 the	 Centre	 for	 Policy
Research.

The	objectives	of	the	committee

The	committee	has	been	asked	to	evaluate	the	need	to	change	the	fiscal
year	 and	 also	 to	 draw	 the	 roadmap	 for	 the	 transition	 if	 required	 and
submit	its	report	by	December	31.

The	 committee	 will	 have	 to	 provide	 a	 reasoning	 for	 its
recommendation,	 from	 the	point	 of	 view	of	 correct	 estimation	 of
the	receipts	and	expenditure	of	the	Central	and	state	governments.
It	would	also	have	to	state	the	likely	effect	of	its	recommendation
on	the	different	agricultural	crop	periods	and	the	relationship	of
the	financial	year	to	the	working	season.
It	 will	 also	 have	 to	 analyse	 its	 impact	 on	 businesses,	 taxation
systems	 and	 procedures,	 statistics	 and	 data	 collection	 and	 the
convenience	of	the	legislatures	for	transacting	budget	work.
It	will	 further	have	to	provide	the	government	with	the	genesis	of
the	current	 financial	year	and	the	studies	made	 in	 the	past	on	 the
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desirability	of	change	in	financial	year.
In	 case	 a	 change	 in	 the	 financial	 year	 is	 recommended,	 the
Committee	may	also	work	out	modalities	 for	effecting	 the	change,
which	would	 include	appropriate	 timing	of	 change,	determination
of	 a	 transitional	 period,	 the	 change	 in	 tax	 laws	 during	 the
transitional	period.

Why	is	India	re-assessing	its	choice	of	Financial	Year?

Hassles	 in	 execution:	 Under	 the	 current	 system,	 the	 funds	 for
infrastructure	 and	 other	 planned	 expenditures	 reach	 the	 bodies
charged	with	the	execution	just	before	the	onset	of	the	Monsoon.
There	 is	 hardly	 any	 time	 left	 to	 utilize	 the	 available	 labor	 for
construction	activities.	For	the	optimal	usage	of	the	slack-period	an
earlier	beginning	to	the	fiscal	cycle	will	help.
Tail	Effect:	As	most	of	the	development	work	starts	post	monsoon,
the	 result	 is	 that	most	 of	 the	 government	 spending	 is	 clustered	at
the	 tail	 end	 of	 the	 financial	 year,	 which	 leads	 to	 inefficiency	 and
ineffectiveness.
Forecasting	 Errors:	 Some	 experts	 believe	 that	 revealing	 the
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national	 budget	 just	months	 before	 the	most	 critical	 and	 variable
event	 in	 India’s	 annual	 economic	 calendar	 —	 the	 monsoon	 —
makes	little	sense,	as	it	is	impossible	to	make	accurate	forecasts	for
revenue	or	growth.
Lack	of	comparative	data:	India	is	among	very	few	big	countries	to
follow	 the	 April-March	 financial	 year,	 which	 makes	 international
data	 comparisons	 difficult.	 In	 most	 of	 the	 countries	 the	 financial
year	overlaps	the	calendar	year.
Ease	of	reconciliation:	Most	of	the	global	companies	follow	Jan-Dec
cycle	 for	 their	 annual	 reporting.	 Indian	 subsidiaries	 of	 such
companies	face	difficulty	in	reconciling	their	books	with	the	parent
company.

When	else	was	a	change	in	fiscal	year	suggested?

In	1984,	 the	 then-Congress	government	 set	up	a	 committee	under
L.K.	 Jha,	 a	 top	 civil	 servant	 and	 former	 Reserve	 Bank	 of	 India
governor,	to	explore	the	potential	advantages	and	disadvantages	of
a	fiscal	year	starting	from	January	1,	April	1,	July	1	or	October	1.
After	exhaustive	study,	the	committee	advised	synchronizing	the
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fiscal	year	to	the	calendar	year	for	the	best	long-term	benefits.
Its	recommendations	received	strong	support	from	a	vast	majority
of	the	state	governments	and	parliamentarians.
But	the	Congress	government	opted	not	to	act	as	it	felt	the	change
would	 be	 too	 complicated	 and	 disruptive	 for	 what	 it	 thought
would	be	insignificant	material	gains.

From	where	has	India	borrowed	its	current	fiscal	pattern?

Prior	 to	1867,	 the	 financial	year	began	on	May	1,	 going	back	over
450	years	to	the	rule	of	the	Sher	Shah	Suri.
India’s	 current	 pattern	 of	 the	 fiscal	 year	 follows	 the	 British
pattern	of	fiscal	year	as	per	the	Gregorian	calendar.
This	 pattern	 came	 into	 being	 from	 1867	 when	 the	 British
government	 formulated	 its	 annual	 budget	 on	 the	 basis	 of
anticipated	 revenue	 receipts	 which	would	 determine	 the	 planned
expenditure	and	levy	of	new	taxes	and	duties	during	the	year.
The	other	logical	reason	could	be	that	India	then	was	primarily	an
agricultural	country,	and	the	main	annual	income	depended	on	the
unpredictable	outcome	of	the	main	crops	which	start	getting	ripe	in
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February/	March.	 This	 anticipated	 crop-year	 income	 thus	 became
the	 forecast	 for	 the	 likely	 yearly	 revenue	 receipts	 to	 the
government.
Moreover,	April	1	coincided	with	the	Hindu	festival	of	Vaisakha
which	marks	the	beginning	of	new-year.

Note:	In	the	United	Kingdom,	the	financial	year	runs	from	1	April	to	31
March	 for	 the	 purposes	 of	 corporation	 tax	 and	 government	 financial
statements.	 However,	 for	 the	 self-employed	 and	 others	 who	 pay
personal	tax	the	fiscal	year	starts	on	6	April	and	ends	on	5	April	of	the
next	 calendar	 year.	 Although	 United	 Kingdom	 corporation	 tax	 is
charged	by	reference	to	the	government’s	financial	year,	companies	can
adopt	any	year	as	their	accounting	year:	if	there	is	a	change	in	tax	rate,
the	taxable	profit	is	apportioned	to	financial	years	on	a	time	basis.

Who	has	proposed	a	change	in	India’s	financial	year?

The	 idea	 for	 a	 new	 fiscal	 year	 has	 the	 strong	 backing	 of	 Bibek
Debroy,	a	distinguished	economist	and	member	of	NITI	Aayog.
Debroy	 told	 last	 year	 that	 India’s	 financial	 year	 should	 ideally
begin	on	November	1	(“close	to	Deepavali”).
If	 India’s	 financial	 year	 shifts	 to	 around	 Nov-Dec,	 the	 flow	 of
government	 money	 could	 happen	 at	 a	 time	 when	 a	 lot	 more
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activity	would	happen	on	the	ground.

In	a	probing	editorial	(April	30,	2015)	in	Financial	Express,	he	raised	the
following	questions	(and	almost	answered	most	of	them):

India’s	 major	 crop	 seasons	 are	 kharif	 and	 rabi.	 Kharif	 crops	 are
contingent	 on	 south-west	 monsoon	 and	 are	 harvested	 in
September/October.	 Rabi	 crops	 are	 harvested	 between	 February
and	April.	Which	is	more	important,	kharif	or	rabi?	Most	people	will
probably	 agree	 that	 kharif	 output,	 contingent	 on	 June-September
monsoon,	is	more	variable	than	rabi,	which	is	affected	by	October-
December	post-monsoon	precipitation.	Therefore,	 the	government
needs	 more	 of	 a	 handle	 on	 kharif	 than	 on	 rabi	 (the	 reverse	 is
happening	now).
There	 was	 a	 CSIR	 Calendar	 Reform	 Committee,	 chaired	 by
Meghnad	Saha	which	submitted	its	report	in	1955,	after	examining
30-plus	 different	 calendars	 that	 existed	 in	 different	 parts	 of	 the
country.	Post	this	standardization	attempt,	from	1957,	the	national
calendar	became	the	Shaka	era,	credited	to	Kanishka.	Under	this
national	calendar,	 for	an	ordinary	year,	New	Year	 is	on	March	22.
For	a	 leap	year,	New	Year	is	on	March	23.	Year	0	for	this	calendar
was	 the	 vernal	 equinox	 (when	day	 and	night	 are	 equal)	 in	 78	CE.
Why	is	this	national	calendar	not	used	anymore?	(Not	that	he	wants
it	 to	 be	 used;	 he	 is	 making	 an	 argument	 on	 how	 arbitrarily	 the
country	decides	its	calendars).
A	 typical	 year	 works	 like	 this.	 Union	 budget	—	 end	 of	 February.
State	budgets	—	March.	Until	Finance	Bill	 is	passed	(say	mid-May),
little	 of	 what	 used	 to	 be	 called	 Plan	 expenditure	 can	 take	 off,
certainly	 not	 in	 instances	 when	 there	 is	 devolution	 from	 Union
government.	The	 funds	are	released	 in	 June.	However,	rains	have
set	 in	 and	 tenders	 are	 probably	 not	 floated	 till	 September.	 Those
tenders	are	scrutinised	and	decisions	taken	in	November.	So,	in	any
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case,	 the	 decisions	 are	 executed	 in	 November;	 why	 keep	 the
Financial	Year	on	April	1,	the	Fools’	Day?

How	will	other	beginnings	to	the	financial	year	pose	challenges?

On	 the	 basis	 of	 the	 logic	 that	 fiscal	 year	 should	 follow	 the	 Gregorian
calendar,	 the	 date	 chosen	must	 be	 the	 first	 of	 a	month	 and	 the	 year
begins	 at	 the	 start	 of	 a	 generally	 accepted	 quarter	 -	 then	 the	 four
possible	dates	for	the	beginning	of	new	fiscal	year	could	be	January	1,
April	1,	July	1	or	October	1.

January	1:	By	this	time	the	performance	of	both	the	south-west	and
northeast	 monsoons	 would	 be	 known	 and	 their	 impacts	 felt.
January	 to	March	would	 be	 a	 slack	 period	 (as	 finances	 take	 three
months	 to	 reach	 ground	 level	 workforce)	 and	 then	 again	 July	 to
September	will	 be	 a	 slack	 period,	 thus	 the	working	 period	will	 be
fragmented.However,	the	prediction	would	be	more	accurate	and
also	comparative	study	would	be	easier.
October	1:	 The	 impact	 of	Monsoon	would	 be	 known	 but	 October
marks	the	beginning	of	the	festival	period	in	India,	which	is	marked
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by	spending	and	vacationing.	Companies	would	 ideally	 like	 to	end
their	fiscal	with	the	October-December	quarter.
July	 1:	 This	 beginning	 will	 give	 an	 uninterrupted	 season	 of	 nine
months	but	 if	 this	happens,	 legislatures	will	have	 to	meet	 through
the	 summer.	 This	 will	 be	 resisted.	 Moreover,	 the	 impact	 of
Monsoon	will	not	be	known	(yet).

The	Acharya	committee	has	an	interesting	but	challenging	task	in	hand.

((( 	)))
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Economy	-	Inflation	up,	industrial	growth	muted

Retail	inflation	in	India	has	reached	a	22-month	high	in	June	because
of	 a	 sharp	 increase	 in	 vegetable	 prices.	 On	 the	 other	 hand,	 industrial
production	 remains	 subdued,	 increasing	 just	 by	 1.2%	 in	 May.	 The
increase	 in	 inflation	reduces	 the	chances	of	an	 interest	rate	cut	by	 the
RBI.	 However,	 most	 experts	 believe	 that	 the	 ‘good	 days’	 of	 Indian
economy	are	about	to	come.

What	are	the	new	inflation	and	IIP	numbers	of	India?
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Index	of	Industrial	Production	(IIP):	Industrial	production	(factory
output)	 increased	1.2%	year-on-year	in	May	2016,	recovering	from
1.3%	drop	in	April.	These	numbers	crossed	the	market	expectations
of	a	0.4%	decline.
Consumer	Price	Index	(CPI):	It	went	up	5.77%	year-on-year	in	June
of	 2016,	 increasing	 for	 the	 third	 straight	month	 and	 reaching	 the
highest	figures	since	August	of	2014.	It	was	5.76%	in	May.
Main	 reason:	 These	 numbers	 are	 above	 market	 expectations	 of
5.73%.	This	rise	in	the	CPI	is	mainly	driven	by	higher	food	prices.	A
year	ago,	the	inflation	rate	was	lower	at	5.4%.
Rural	vs.	Urban:	Rural	inflation	was	at	6.2%,	higher	than	5.26%	for
urban	India.
Food	inflation:	 It	was	7.79%	in	June,	slightly	higher	than	7.47%	in
the	 previous	 month.	 Inflation	 in	 vegetables	 was	 up	 at	 14.74%
against	 10.77%	 in	 May	 and	 in	 cereals	 and	 related	 products	 was
3.07%	 compared	 to	 2.59%	 in	May.	 The	 rate	 of	 price	 rise	 in	 pulses
declined	 to	 26.86%	 during	 June	 while	 it	 stood	 at	 31.57%	 in	 May.
Protein	rich	items,	like	meat,	fish,	eggs,	milk	saw	a	marginal	decline
in	price	compared	to	May.
Other	categories:	 Inflation	 in	 services	 segment	 eased	 to	 3.85%	 in
June	 from	 3.96%	 in	May.	 Inflation	 in	 fuel	 and	 light	 category	was
also	marginally	down	at	2.92%	in	June	compared	with	2.94%	in	the
month	of	May.

These	 figures	reduce	 the	chances	of	a	rate	cut	by	 the	Reserve	Bank	of
India	 (RBI)	 in	 its	 monetary	 policy	 review	 in	 August	 -	 the	 last	 under
Governor	Raghuram	Rajan.
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Why	are	the	chances	of	rate	cut	less	now?

Primary	 aim	 of	 Central	 Bank:	 The	 primary	 aim	 of	 any	 Central
Bank	is	inflation	targeting.	The	RBI	has	set	a	goal	of	4%	 inflation
with	a	2%	band	on	either	side.
RBI	policy	stance:	In	its	bi-monthly	policy	released	in	June,	the	RBI
had	maintained	 status	 quo	 in	 key	 policy	 rate	 citing	 higher	 upside
risks	to	‘inflation	trajectory’.	Since	January	2015,	the	RBI	has	already
reduced	the	repo	rate	from	8%	to	6.5%.
Food	Inflation:	The	current	 rise	 in	 inflation	 is	due	 to	rise	 in	 food
prices.	 With	 previous	 reduction	 in	 repo	 rates	 and	 with	 food
inflation	rising	again,	the	possibility	of	further	rate	cuts	is	effectively
ruled	out.	The	fact	is	that	food	items	have	a	45.86%	weight	in	the
CPI.
IIP	 &	 CPI	 dynamics:	 June’s	 CPI	 numbers	 are	 not	 encouraging
enough	 to	 lower	 the	 interest	 rates.	On	 the	 contrary,	 there	will	 be
pressure	to	raise	rates,	as	the	overall	CPI	is	well	above	the	central
bank’s	 target	 of	 5%	 by	 January	 2017.	 Also,	 in	 order	 to	 boost
industrial	growth	rate,	 there	will	always	be	pressure	on	the	RBI	 to
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cut	the	rates.
Monsoon	 concerns:	 It	 will	 be	 difficult	 for	 the	 RBI	 to	 reduce	 the
policy	 rate	 until	 a	 clearer	 picture	 emerges	 on	 the	 Kharif
performance	 and	 global	 outlook	 (the	 post	 Brexit	 global	 economic
scenario).
Future	stance:	Inflation	targets	may	change	with	a	new	monetary
policy	 panel	 set	 to	 take	 charge	 of	 the	 interest	 rates	 soon.	 The
committee	 will	 set	 rates	 to	 achieve	 an	 inflation	 target	 set	 by	 the
government.	That	target	may	change	to	slightly	higher,	with	many
in	 the	 government	 feeling	 India	 needs	 to	 focus	 more	 on	 growth
than	on	price	stability.

When	can	inflation	moderate?

Normal	Monsoon:	A	normal	monsoon	and	a	reasonable	spatial	and
temporal	 distribution	 of	 rainfall	 could	 help	 easing	 inflation
concerns.Monsoon	rainfall	was	4%	above	average	as	on	July	12.
This	could	help	calm	vegetable	prices	that	climbed	to	14.74%	in	June
from	 just	0.46%	 in	March.	Also,	 if	 reservoir	 levels	go	up,	 it	will	be
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good	for	the	winter	crops.
Already	eased	pulses’	inflation:	Pulses	 inflation	eased	marginally
to	26.9%	 from	31.6%	 in	May.	This,	 along	with	other	 factors,	 could
reduce	the	inflation	concerns.
Other	measures:	 Various	 supply	 management	 measures	 and	 the
introduction	of	the	electronic	national	agriculture	market	(e-NAM)
trading	portal,	should	help	in	moderating	food	inflation.	In	addition,
capacity	utilization	 indicators	 suggest	 that	 the	available	headroom
in	industry	could	keep	output	prices	subdued	even	as	demand	picks
up.

Why	is	food	inflation	up?

Food	 items	 have	 a	 45.86%	weight	 in	 the	 CPI.	 So,	 if	 food	 inflation
goes	up,	it	is	difficult	to	suppress	overall	inflation.
The	main	reason	 for	 the	current	 spike	 in	 food	 inflation	 is	 that	 the
effects	of	drought	are	felt	most	during	the	summer	months	i.e.due
to	poor	Rabi	 crop,	which	has	 already	been	marketed.	Hence,	 the
prices	were	on	the	higher	side	during	the	past	three	months.
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Where	are	the	challenges	for	Indian	Economy	in	the	coming	months?

Agriculture:	 Realization	 of	 India	 Meteorological	 Department’s
prediction	of	above	normal	 rainfall	 is	 critical	 for	agriculture	since
reservoir	 levels	 have	 been	 depleted	 to	 17%	 of	 capacity	 –	 40%
lower	than	the	level	a	year	ago.
Manufacturing:	 The	 weakness	 is	 due	 to	 an	 environment	 of
subdued	 investment	 demand	 and	 weak	 rural	 consumption.	 In
May	 2016,	 the	 manufacturing	 purchasing	 managers’	 index	 (PMI)
remained	subdued	on	account	of	slowing	output	and	export	orders.
Capital	goods	-	a	proxy	for	investment	sentiment	-	are	still	weak.
Services:	On	 the	domestic	 front,	 the	 recently	 released	provisional
estimate	of	gross	value	added	 (GVA)	 for	2015-16	marginally	 scaled
down	the	annual	growth	rate	to	7.2%,	on	a	deceleration	of	services
sector	activity	in	relation	to	the	advance	estimates.
Exports:	 As	 per	 RBI’s	 June	 policy	 statement,	 exports	 declined	 for

the	17th	consecutive	month	in	April	in	US	dollar	terms	in	spite	of	a
modest	increase	in	volume.	The	fall	in	crude	oil	prices	led	to	lower
export	 realizations	 from	 petroleum	 products	 (POL).	 Exports	 of

engineering	 goods	 declined	 for	 the	 9th	 straight	 month	 while

readymade	garments	recorded	a	fall	for	the	4th	successive	month.
There	 are	 a	 few	 factors	 which	 pose	 upside	 risks	 -	 firming
international	commodity	prices,	particularly	of	crude	oil	and	the

implementation	of	the	7th	Central	Pay	Commission	award	which
will	effectively	raise	the	salaries	of	central	government	employees.
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Who	releases	the	CPI	and	IIP	numbers?

Both	 CPI	 and	 IIP	 data	 are	 released	 by	 the	Ministry	 of	 Statistics	 and
Program	Implementation.

IIP:

The	 Index	 of	 Industrial	 Production	 (IIP)	 is	 an	 abstract	 number	 or
ratio	 which	 measures	 the	 growth	 of	 various	 sectors	 in	 the
economy.The	base	year	for	the	IIP	series	in	India	is	2004-05.
It	 represents	 the	 status	of	production	 in	 the	 industrial	 sector	 for	a
given	period	of	 time	as	compared	to	a	reference	period	of	 time.	 It
tells	you	whether	the	manufacturers	of	industrial	goods	have	either
increased	or	cut	their	production.
Industrial	Production	in	India	averaged	6.31%	from	1994	until	2016,
reaching	 an	 all-time	 high	 of	 20	 %	 in	 November	 of	 2006	 and	 a
record	low	of	-7.20%	in	February	of	2009.
The	index	is	made	up	of	8	industries	in	the	following	sectors:	Coal,
fertilizer,	electricity,	crude	oil,	natural	gas,	refinery	products,	steel,
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and	cement.
The	IIP	numbers	are	released	on	monthly	basis	with	a	time	lag	of	6

weeks	from	the	reference	month	(on	12th	day	of	 the	Month	or	on

13th	day,	if	12th	day	is	a	holiday).

CPI:

The	CPI	 gives	 the	 information	on	 inflation	 levels	 in	 the	 economy.
Based	 on	 this	 index,	 the	 dearness	 allowance	 of	 government
employees	 and	 wage	 contracts	 between	 labor	 and	 employer	 are
decided.
The	RBI	(usually)	takes	a	call	 to	hike	or	reduce	rates	based	on	this
number.The	base	year	for	CPI	calculation	is	2012.

How	is	the	global	economy	doing	now,	as	per	the	RBI?

The	U.S.:	Due	to	contracting	industrial	activity	and	exports,	growth
has	slowed	down	once	again	in	the	first	quarter	in	the	United	States.
Recent	indicators	of	labor	market	activity	have	also	weakened.
The	Euro	Area:	In	the	Euro	area,	by	contrast,	Q1	GDP	rose	strongly
on	 the	 back	 of	 robust	 consumer	 spending	 and	 improving
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employment	and	business	conditions.	In	Q2	so	far,	unemployment
is	 falling,	 although	 slowly,	 and	purchasing	managers’	 sentiment	 is
optimistic.
Japan:	The	growth	here	surprised	the	experts	on	the	upside	in	Q1,
with	 the	 economy	 escaping	 a	 technical	 recession,	 but	 industrial
activity	remains	weak	and	deflationary	pressures	are	building.
China:	GDP	growth	slowed	down	sequentially	 in	China	in	Q1,	with
retail	 sales,	 industrial	 production	 and	 fixed	 investment	 showing
signs	 of	 weakness	 in	 recent	 months	 amidst	 still	 rising	 levels	 of
indebtedness	among	households	and	corporations.
EMEs:	 While	 macroeconomic	 stability	 is	 returning	 to	 a	 few
emerging	market	economies	(EMEs),	geo-political	tensions	and	high
volatility	 in	 financial	 markets	 impede	 the	 resumption	 of
momentum,	and	the	outlook	remains	challenging.

Global	scenario:

Overall,	 global	 growth	 is	 uneven	 and	 struggling	 to	 gain
momentum.World	 trade	 remains	 muted	 in	 an	 environment	 of
weak	demand.
The	 recent	uptick	 in	 commodity	prices	 is	providing	 some	relief	 to
commodity	exporters	 but	 political	 events	 could	 unsettle	 investor
sentiment	and	consequently,	capital	flows	could	turn	volatile	again.

For	commodity	importers,	net	terms	of	trade	gains	are	moderating.

Global	 financial	markets	 have	 recorded	 gains	 through	Q2	 of	 2016,
spurred	 by	 ‘risk-on’	 investor	 sentiment.	 Portfolio	 flows	 are
returning,	albeit	hesitantly,	to	EME	debt	and	equity	markets.
Temporary	 reductions	 in	 global	 supply	 of	 crude	 oil	 have	 led	 to
firmness	in	crude	prices	that	set	in	around	mid-March.
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Economy	-	The	high	cost	of	an	inferior	good

As	 part	 of	 its	 reform	agenda,	Modi	 government	now	wants	 to	 phase
out	 kerosene	 subsidy	 the	 same	way	 the	 previous	 government	 phased
out	 diesel	 subsidy.	 The	 government	 has	 allowed	 the	 oil	 companies	 to
increase	 kerosene	 prices	 slowly	 but	 regularly.	 Rationalizing	 kerosene
subsidies	 will	 reduce	 leakages	 and	 ease	 the	 fiscal	 burden	 of	 the
government.	Knappily	explores	if	this	move	is	reformist	or	‘anti-poor’.
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What	has	the	government	decided?

Decision:	Recently,	the	Union	Government	allowed	state-owned	oil
companies	to	raise	the	price	of	kerosene	by	25	paisa	a	liter	every
month	 till	 April	 2017	 to	 cut	 the	 subsidy	 burden.	 This	 is	 the	 first
increase	in	rate	of	the	highly	subsidized	cooking	and	lighting	fuel	in
5	years.	Centre	has	told	oil	marketing	companies	(OMCs)	to	inform
about	the	hike	to	the	states.
Backdrop:	This	decision	was	taken	as	the	government	is	still	unable
to	introduce	direct	benefit	transfer	in	kerosene	across	the	country.
Why	will	it	take	time	to	increase	the	price?	Although	the	decision
to	hike	rates	has	been	notified	by	the	oil	companies,	the	rates	have
so	far	not	reflected	in	the	price	of	kerosene	sold	through	the	public
distribution	 system	 (PDS).	 It	 will	 happen	 after	 state	 governments
concur	 and	 they	 will	 have	 to	 issue	 notifications	 as	 kerosene	 is
distributed	through	the	PDS	of	states.
Previous	raise:	The	price	of	kerosene	was	last	hiked	in	June	2011	by
Rs	 2.64	 a	 liter	 and	 the	 previous	 increase	 happened	 in	 June	 2010,
when	 prices	 went	 up	 by	 Rs	 3.23	 a	 liter.	 Before	 the	 current	 hike,
kerosene	cost	was	Rs	14.96	a	liter	in	Delhi.
Trend:	 The	 consumption	 of	 kerosene	 has	 fallen	 from	 7.2	 million
tons	in	FY14	to	6.8	million	tons	in	FY16.	Between	February	and	July
2016,	while	the	price	of	the	Indian	crude	basket	has	risen	53%	from
$30.2	per	barrel	to	$46.2,	under-recoveries	on	ration	shop	kerosene
are	up	2.6	times,	from	Rs	5.1	per	liter	to	Rs	13.1.
New	scenario:	Now	people	may	have	to	pay	the	market	price	and
the	government	will	then	transfer	the	subsidy	amount	into	the	bank
accounts	of	those	who	are	below	poverty	line.
Caution:	The	government	must	ensure	that	there	is	no	leakage	and
also	that	the	poor	get	their	full	quota	of	kerosene.
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Why	is	this	move	important	for	the	economy?

This	move	is	very	important	for	the	economy	because	of	the	following
reasons:

Reduction	 in	 subsidy	 burden:	 This	 move	 would	 lead	 to	 overall
reduction	 in	 gross	 under-recovery	 or	 subsidy	 by	 Rs	 760	 crore	 in
current	fiscal	and	Rs	2,040	crore	in	FY18.
Benefits	 Upstream	 companies:	 Upstream	 companies	 would	 be
because	of	this	reform,	especially	at	current	or	higher	level	of	crude
oil	 prices.	ONGC	 stock	was	up	by	 3%	and	Oil	 India	by	 1.67%.	 It	 is
expected	 that	 they	will	 save	 around	Rs	 1000	 crore	 annually.	With
ONGC	sharing	80%	of	the	subsidy	burden,	it	would	save	around	Rs
800	crore.
Efficient	 targeting:	 These	 increased	 retail	 prices	 of	 subsidized
kerosene	 along	 with	 implementation	 of	 planned	 pilot	 scheme	 to
provide	subsidy	directly	in	the	bank	account	of	users	(Direct	Benefit
Transfer	 for	 Kerosene	 or	 DBTK)	 would	 minimize	 the	 diversion	 of
kerosene	for	unintended	purposes.
Improving	 investor	 sentiment:	 The	 current	 subsidy	 sharing
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mechanism	 has	 adversely	 hurt	 the	 investment	 sentiment	 due	 to
uncertainty	about	the	under-recoveries.	This	move	could	boost	the
investor	confidence	as	such	measures	will	bring	more	certainty	into
the	subsidy	sharing	mechanism,	and	more	transparency.
Helps	in	long-term:	This	move	will	aid	the	government’s	long-term
plan	of	 reducing	 the	 consumption	of	 kerosene	by	providing	more
LPG	in	rural	areas	and	also	to	electrify	villages.
Expert’s	 view:	 In	 a	 report,	 Bank	 of	 America-Merrill	 Lynch	 said,
“This	 is	 a	 significant	 pricing	 reform,	 long	 in	waiting,	 and	a	 positive
surprise	to	the	markets	given	the	stiff	opposition	in	the	past.	Post	the
price	increase,	overall	FY17/FY18	subsidies	will	fall	by	Rs	1,100	crore
and	Rs	2,400	crore,	respectively.”

When	was	the	subsidy	on	diesel	phased	out?

Similar	 efforts	 were	 taken	 by	 the	 previous	 UPA	 government	 to
phase	out	the	subsidy	on	diesel.
This	 helped	 the	 NDA	 government	 to	 deregulate	 diesel	 price	 in
October	 2014	 (taking	advantage	of	 the	prevailing	 low	 crude	oil
prices).	Petrol	price	had	already	been	deregulated	in	June	2010.
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Background

Formation	of	 committees:	 Re-imposition	of	price	 controls	 for	key
products	 from	 2004	 and	 the	 subsequent	 rise	 in	 fuel	 subsidy
expenditure	 led	 to	 the	 constitution	 of	 several	 expert	 committees
tasked	with	providing	recommendations	for	pricing	policy	reform.
Committees:Committee	 on	 Pricing	 and	 Taxation	 of	 Petroleum
Products	 chaired	 by	 C.	 Rangarajan	 (2006),	 the	 High-Powered
Committee	on	the	Financial	Position	of	Oil	Companies	chaired	by	B.	K.
Chaturvedi	(2008),	and	the	Expert	Group	on	Viable	and	Sustainable
System	 of	 Pricing	 of	 Petroleum	 Products	 chaired	 by	 K.S.	 Parikh
(2009–10)	 –	 were	 the	 main	 committees	 formed	 -	 with	 each
recommending	 the	 progressive	 decontrol	 of	 diesel	 pricing
(alongside	a	range	of	additional	fuel	policy	reforms).
First	 reform	measures:	 Due	 to	 the	 growing	 subsidy	 burden,	 the
government	 responded	 by	 implementing	 the	 formal	 decontrol	 of
petrol	pricing	in	June	2010	and	periodically	increasing	retail	prices
for	diesel,	LPG	and	kerosene.
Kelkar	committee	report:	After	the	receipt	of	report	by	Committee
on	 Roadmap	 for	 Fiscal	 Consolidation	 chaired	 by	 V.	 L.	 Kelkar	 in
September	2012	and	due	to	record	subsidy	expenditure,	burgeoning
fiscal	and	current	account	deficits,	and	rapid	currency	depreciation,
the	 government	 started	 increasing	 retail	 diesel	 price	 at	 regular
intervals.
Final	 steps:	 Regular	 hikes	 in	 diesel	 prices,	 along	with	 a	 period	 of
exchange	rate	stability	and	falling	oil	prices	helped	the	government

decontrol	the	prices	of	diesel	on	October	19th	2014.
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Where	is	the	kerosene	subsidy	misused?

As	 per	 Economic	 Survey	 2014-15,	 estimated	 leakage	 of	 PDS
kerosene	is	41%	of	 the	total	allocation	made	to	states	 for	 the	year
2013-14.
Also,	as	per	the	Economic	Survey	2014-15,	PDS	allocations	exceed
total	 (i.e.	 PDS+	 non-PDS)	 consumption	 of	 kerosene.	 PDS
allocations	 are	 more	 than	 even	 the	 sum	 of	 PDS	 and	 non-PDS
kerosene	 consumption.	 1.8	 million	 kL	 of	 allocated	 subsidized
kerosene	 remains	 unaccounted.	 This	 may	 be	 indicative	 of	 illicit
activities	such	as	adulteration	of	petrol	and	diesel	fuels.
Diversion	from	the	intended	beneficiaries	is	the	main	problem	in
PDS	kerosene.
Parallel	markets:	 These	 high	 levels	 of	 diversion	 lead	 to	 parallel
markets.	 Kerosene	 is	 being	 bought	 for	 both	 -	 households	 and	 a
range	of	non-household	uses,	primarily	as	a	diesel	adulterant.

Unintended	 beneficiaries:	 It	 becomes	 clear	 that	 the	 subsidized
kerosene	by	the	Central	Government	is	being	diverted	by	depot	holders
on	a	very	large	scale.
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As	 per	 the	 government	 rules,	 subsidized	 kerosene	 cannot	 be
provided	 to	 the	 ration	 card	 holders	 who	 are	 using	 subsidized
domestic	liquefied	petroleum	gas	(LPG).
But	 the	 depot	 holders	 are	 showing	 distribution	 of	 subsidized
kerosene	to	those	consumers	who	are	subsidized	for	domestic	LPG.
This	 results	 in	misappropriation	of	a	huge	amount	of	government
money	and	a	shortage	of	subsidized	kerosene	for	the	poor.

No	 transparency:	 No	 survey	 was	 conducted	 to	 identify	 the	 eligible
beneficiaries	 of	 subsidized	 kerosene.	 Also,	 the	 concerned	 department
has	no	records	regarding	the	same.	It	proves	there	is	no	transparency	in
the	distribution	of	subsidized	kerosene.

Note:	 PDS	 leakages	 are	 defined	 as	 the	 difference	 between	 total
allocation	of	PDS	kerosene	and	actual	household	consumption.

Who	are	misusing	the	subsidy	on	kerosene?

A	 recent	 analysis	 of	 PDS	 allocations	 and	 household	 survey	 data

from	 the	 NSSO’s	 68th	 Round	 estimates	 the	 total	 PDS	 kerosene
leakage	to	parallel	markets	in	2011-12	at	approximately	45%	of	total
allocation,	with	a	wide	variance	between	states.
The	 Economic	 Survey	 says	 that	 the	 leakages	 are	 large	 and
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universal:	 As	discussed	 earlier,	 the	 total	 PDS	kerosene	 allocations
exceed	 consumption	 in	 almost	 every	 state	 –	 i.e.	 nearly	 all	 states
show	a	large	amount	of	PDS	kerosene	leakage.
In	absolute	terms,	leakages	are	the	greatest	in	Uttar	Pradesh,	West
Bengal,	Gujarat,	and	Maharashtra;	in	per	capita	terms,	leakages	are
the	greatest	in	Haryana,	Gujarat,	and	Punjab;	and	in	percentage	of
actual	 allocations,	 they	 are	 the	 greatest	 in	 the	Manipur,	 Sikkim,
and	Arunachal	Pradesh.

Who	are	the	real	beneficiaries?

Kerosene	 is	 considered	 as	 an	 inferior	 good	 because	 its
consumption	tends	to	decline	as	incomes	rise.	As	households	get
richer,	 they	 consume	 less	 of	 it	 because	 they	 substitute	 to	 cleaner,
higher	quality	but	more	expensive	fuels	like	LPG.
Now,	 kerosene	makes	 up	 about	 1%	 of	 the	 consumption	 basket	 of
the	poor.	But	nearly	50%	of	it	given	under	PDS	is	consumed	by	the
well-off,	showing	that	half	of	the	subsidy	benefit	goes	to	the	well-off
people	(who	do	not	use	it	for	household	purposes).

Who	else	has	advised	on	Kerosene	subsidies?

A	 task	 force	 headed	 by	 Nandan	 Nilekani	 on	 “Direct	 Transfer	 of
Subsidies	 on	 Kerosene,	 LPG	 and	 Fertilizer”	 in	 2011	 recommended
Aadhar-enabled	cash	transfer	scheme.

Among	many	other	things,	it	advised	that	kerosene	should	move	at
the	market	rate	 through	the	supply	chain	from	the	Oil	Marketing
Company’s	 depot	 to	 wholesale	 dealers	 to	 Final	 Point	 of	 Sale	 and
finally	to	consumers.
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How	is	the	government	planning	to	reduce	the	burden	of	petroleum
subsidies?

Past	 &	 Present	 reforms:	 Diesel	 and	 petrol	 prices	 are	 already	 de-
controlled.	 Regarding	LPG,	 the	 government	 has	 announced	 that	 it
will	not	give	any	subsidy	to	those	earning	more	than	Rs	10	lakh	in	a
year.	There	is	also	an	annual	cap	of	12	cylinders.	Most	importantly,
the	 subsidy	 is	 now	 transferred	 though	 direct	 cash	 benefit	 (DBT)
scheme	to	curb	subsidy	leakage.
Options	 in	 the	 case	 of	 kerosene:	 The	 government	 has	 two
approaches	 at	 its	 disposal.	 One	 is	 income-based	 subsidy	 and	 the
other	is	DBT	scheme.
Benefits:	 Both	 of	 them	will	 help	 better	 targeting	 of	 beneficiaries,
eliminating	 pilferage	 and	 black-marketing	 and	 cutting	 down
adulteration	 of	 the	 cheap	 fuel	 with	 diesel	 —	 while	 retaining	 the
subsidy	for	the	needy.
DBT	 is	 in	 progress:	 DBT	 scheme	 for	 distribution	 of	 kerosene
subsidy	 has	 been	 announced.	 To	 incentivize	 states	 to	 implement
DBT	 in	kerosene,	 the	Centre	will	 give	 the	 states	cash	 incentive	 of
75%	of	subsidy	savings	during	the	first	two	years,	50%	in	the	third
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year	 and	 25%	 in	 the	 fourth	 year.	 Currently,	 DBT	 for	 Kerosene
(DBTK)	is	being	implemented	on	a	pilot	basis	in	26	districts.
Problems	 with	 Income-based	 approach:	 The	 difficulty	 with	 the
income-based	 subsidy	 is	 the	 lack	 of	 data	 on	 taxpayers.	 Also,	 the
subsidies	in	India	are	linked	with	the	ration	card,	which	is	usually	in
the	name	of	family	elder,	who	may	not	be	a	taxpayer.
Future:	 In	 the	 long	 run,	 in	 case	 of	 the	 subsidies,	 the	 government
should	first	start	with	DBT	and	then	move	towards	an	income-based
subsidy	regime,	similar	to	what	has	been	done	in	the	case	of	LPG.

((( 	)))
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Economy	-	No	one	is	rushing	to	print	media

Contrary	 to	what	was	 being	 predicted,	 the	 centre	 has	 decided	not	 to
raise	the	FDI	limit	in	newspapers	and	periodicals	to	49%	from	26%.	The
government	 has	 already	 liberalized	 the	 rest	 of	 the	 media	 sector	 and
permitted	100%	FDI	through	the	automatic	route	in	television	broadcast
carriage	services	 like	direct-to-home	firms	and	cable	TV	networks.	But
the	print	media	is	a	case	of	‘too	little,	too	late’.
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What	has	the	government	announced?

Bloomberg	 had	 reported	 last	 week	 about	 finance	 ministry’s
proposal	to	increase	the	limit	on	foreign	direct	investment	(FDI)	in
local	newspapers	and	magazines,	bringing	it	on	par	with	norms	for
television	news	segment.
But	the	Centre	has	now	announced	it	will	not	raise	the	FDI	limit	on
newspapers	and	periodicals	to	49%	from	26%.
Currently,	FDI	is	permitted	up	to	26%	in	newspapers	and	periodicals
dealing	 with	 news	 and	 current	 affairs	 through	 the	 government
approval	route.
The	issue	of	relaxing	FDI	policy	in	print	media	has	been	pending	for
long.	The	Department	of	Economic	Affairs	(DEA)	had	recently	asked
the	Department	of	Industrial	Policy	and	Promotion	(DIPP)	to	have	a
look	at	the	proposal.
The	 government	 had	 announced	 an	 increase	 in	 the	 FDI	 limit	 of
news	 and	 current	 affair	 channels,	 DTH	 and	 cable	 operators	 in
December,	 2015.	 While	 100%	 FDI	 has	 been	 allowed	 in	 DTH	 and
Cable	 Networks,	 the	 foreign	 investment	 in	 the	 uplinking	 of	 news
and	 current	 affairs	 TV	 channels	 has	 been	 raised	 to	 49%	 from	 the
existing	26%.	However,	the	print	media	was	left	out	then.
The	 news	 of	 possible	 opening	 up	 of	 the	 print	 media	 to	 foreign
investors	had	brought	cheers	amongst	 these	companies	with	 their
share	prices	soaring	up.
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Why	is	the	Print	Media	a	case	of	‘too	little,	too	late’?

Even	 if	 the	 government	 increases	 the	 FDI	 limit	 (may	 take	 months
before	that	happens),	no	one	would	be	rushing	to	print	media.

Absence	 of	 permission	 for	majority	 ownership	 in	 the	 policy	 (49%
will	not	give	management	control)	may	be	received	by	the	strategic
investors	with	muted	interest.
Private	 Equity	 firms	 who	 may	 see	 interest	 in	 investing	 in	 print
media	will	have	to	worry	about	their	exits	as	the	print	industry	is
expected	to	grow	only	for	another	seven-eight	years.
In	terms	of	growth	rates,	compared	to	the	world,	India	story	in	print
may	still	hold	promise	but	the	growth	rates	are	slowing.Under	the
circumstances,	 there	 are	 much	 better	 options	 available	 for
investors	in	the	new	media	space.

However,	in	the	short	term	it	can	evince	some	interest:

Financial	investors	may	see	some	merit	in	investing	in	Indian	print
media	companies	because	some	of	them	have	huge	cash	flows.
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Private	Equity	(PE)	firms	can	add	value	to	the	newspaper	businesses
in	case	 the	 latter	have	operational	or	management	 issues.	At	49%,
they	will	have	at	least	some	level	of	influence.	And	unlike	a	strategic
investor,	they	may	not	be	really	be	interested	in	a	controlling	stake.
Both	 PE	 firms	 and	 strategic	 investors	may	 also	 find	 it	worth	 their
while	 to	 invest	 in	 regional	 print	 media,	 which	 is	 growing	 at	 a
faster	rate	than	English	print	media.

When	was	the	performance	of	the	print	media	encouraging?

India’s	 print	 media	 sector	 continues	 to	 grow	 even	 as	 foreign
markets	are	reporting	a	negative	trend.
According	 to	 numbers	 from	 the	 2016	 FICCI-KPMG	 report	 on	 the
media	and	entertainment	sector,	print	media	in	India	grew	at	7.6%
in	2015	over	2014	in	terms	of	the	overall	industry	size.
The	prospects	in	the	near	future	seem	impressive	too.	Its	compound
annual	growth	rate	 (CAGR)	 is	estimated	at	7.8%	between	2015	and
2020.	 Its	 CAGR	 for	 advertising	 revenue	 during	 the	 same	 period	 is
projected	at	8.6%.
Advertising	continued	to	be	the	backbone	of	the	print	industry,
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accounting	 for	 more	 than	 66%	 of	 the	 total	 revenues,	 whereas
circulation	revenue	made	up	the	rest.
The	total	number	of	registered	publications	was	105,443	as	of	31
March,	2015.	Of	this,	newspapers	share	was	14,984,	while	periodicals
share	was	90,459.
Of	the	total	registered	print	publications	in	India,	over	40	per	cent
are	 published	 in	 Hindi	 and	 approximately	 47%	 address	 the
vernacular	readership.
In	 terms	 of	 new	 registered	 publications,	 there	was	 an	 increase	 of
3.1%,	 growing	 from	 5,642	 in	 FY’14	 to	 5,817	 in	 FY15.	 The	 highest
percentage	 change	 in	 the	 number	 of	 new	 publications	 between
FY’14	and	FY’15	was	in	Gujarati	and	Tamil.

Where	is	the	competition	for	the	print	media	coming	from?

Digital	and	radio	are	growing	in	healthy	double-digits.

In	 2015	 (over	 2014),	 advertising	 in	 print	 media	 grew	 at	 7.3%,
compared	to	15.3%	in	radio	and	38.2%	in	digital	media.
Their	growth	rate	projections	for	advertising	between	2015	and	2020
are	attractive	too:	16.9%	for	radio	and	33.5%	for	digital	media.
However,	 digital	 media	 hasn’t	 been	 able	 to	 come	 up	 with
profitable	 business	 models.	 The	 prospect	 of	 growth	 is	 what	 is
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attracting	the	investments.

Who	have	been	able	to	attract	foreign	investment?

Even	 at	 the	 26%	 FDI	 limit,	 some	 newspapers	 managed	 to	 attract
investors:

Srivate	equity	(PE)	firm	Warburg	Pincus	Llc	invested	in	DB	Corp	Ltd,
publisher	of	Dainik	Bhaskar.
Henderson	Equity	Partners	Ltd	invested	in	HT	Media.
Jagran	Prakashan	 found	 a	 strategic	 investor	 in	 Independent	News
and	Media	Plc	that	bought	a	26%	stake	in	the	company.
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How	did	print	media	evolve	in	India?

Bengal	was	the	birth	place	of	journalism	in	India	and	the	language
press.	With	the	introduction	of	 ‘Bengal	Gazette’	started	by	James
Augustus	 Hicky	 in	 1780	 from	 Calcutta,	 the	 evolution	 of
newspapers	in	India	started.	This	newspaper	acted	as	a	platform	for
revolutionary	 and	 enlightening	 writings	 that	 paved	 the	 way	 for
Indian	freedom	struggle	and	the	fight	against	the	social	evils.
Soon	 other	 newspapers	 such	 as	 Calcutta	 Chronicle,	 Madras
Courier,	Bombay	Herald,	Bombay	Courier	and	Bombay	Gazette
entered	into	the	scene.

Newspapers	 in	 Hindi	 and	 other	 regional	 languages	 also	 started
flourishing	in	various	parts	of	the	nation.

‘Samachar	 Darpan’,	 a	 Bengali	 weekly,	 was	 the	 first	 Indian
language	newspaper	 introduced	 in	1818	and	the	first	periodical
of	India	in	Indian	language	was	‘Dig	Darshan’	in	Bangla	language
started	in	the	same	year.
The	 first	 Gujarati	 newspaper	was	 ‘Bombay	 Samachar’	 which	 still
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exists	and	is	considered	as	the	oldest	 living	Indian	newspaper	of
India.
1860’s	 witnessed	 a	 boom	 in	 the	 Indian	 Language	 Press	 in	 the
country.	Several	Newspapers	made	their	appearance	in	this	period.
Also	 many	 English	 Newspapers	 which	 evolved	 at	 that	 time	 are
flourishing	even	today	 like	The	Times	of	 India	 (1861),	The	Pioneer
(1861),	The	Statesman	(1875)	and	The	Hindu	(1878).
Newspapers	 like	 Kesari,	 Pratap,	 Maratha,	 Yugantar,	 Sudarshan,
Samalochak,	 Maryada,	 Swadesh,	 Abhyudaya,	 Karmaveer,
Karmyogi,	Gadar	etc.	brought	revolution	in	the	Hindi	Journalism	of
India.
Mahatma	Gandhi,	who	was	considered	as	the	greatest	Journalist	of
his	 times	 used	 his	 Newspapers	 -	 Indian	 Opinion,	 Young	 India,
Navjivan,	 Satyagrah	 and	 Harijan,	 to	 expose	 the	 flaws	 of	 the
society	and	to	stimulate	social	awakening.

After	independence,	with	the	increase	in	the	literacy	rate,	boom	in	the
printing	 technology	 and	 advent	 of	 hard	 core	 advertising	 trends,	 the
print	media	industry	thrived.

((( 	)))
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Economy	-	The	brands	that	were

India	 has	 completed	 25	 years	 of	 economic	 reforms.	 Those	 who
witnessed	 the	 pre-reforms	 era	 may,	 on	 occasion,	 catch	 themselves
thinking	 of	 “those	 days	when	…”	 Indeed,	 some	 special	 names	 though
long	 buried	 have	 a	 way	 of	 surfacing	 at	 the	 most	 unexpected	 times.
Brand	names	 like	 “Premier	 Padmini”	 still	 evoke	 a	 thrill	 or	 a	 shudder.
Knappily	 takes	 a	 nostalgic	 trip	 down	 the	memory	 lane	 to	meet	 those
brands.
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What	happened	to	many	Indian	brands	post	1991?

Automobiles	 -	 4	wheelers.	 The	 royal	 couple,	 Pad	 and	 Amby	 that
competed	with	and	complemented	one	another	reigned	on	Indian
roads	as	 status	 symbols	 in	an	era	where	4-wheelers	were	 few	and
hard	 to	 procure.Premier	 Automobile’s	 Padmini	 and	 Hindustan
Motor’s	 Ambassador	 were	 forced	 to	 bow	 out	 due	 to	 size	 and
pollution	constraints	as	foreign,	feature-filled	and	user-friendly	cars
dashed	in.	Padmini	lived	on	in	the	‘kaali-peeli’	taxis	of	Mumbai	but
the	2013	ban	on	vehicles	older	than	20	years	means	that	her	engine
needs	to	be	turned	off	permanently.	After	a	production	 lifetime	of
56	years,	with	limited	changes	to	his	constitution,	the	Ambassador’s
production	was	finally	stopped	in	2014.
Automobiles	 -	 2	wheelers.	 Scooters	 India’s	Vijay	 Super	 Scooters
and	Yezdi	motorcycles	dominated	 the	 two-wheeler	space	prior	 to
1991.	Movie	stars	romanced	and	fought,	riding	early	versions	of	the
Yezdi	and	the	bike	maniacs	of	 that	era	swooned	over	them	before
the	more	fuel-efficient	Japanese	motorcycles	took	over.Vijay	Super
Scooters	were	 gifted	 to	 the	 Indian	 team	members	who	won	 the
1983	World	Cup.	By	1997,	the	company	had	stopped	producing	two-
wheelers.
Soft	Drinks.	Gold	Spot,	Citra,	Limca	and	Thums	Up	were	sought
after	by	many	Indians	on	the	hot	summer	days.	Gold	Spot,	said	to
have	had	had	a	Los-Angeles	based	band	named	after	it,	was	sold	to
Coca	Cola	by	Parle	along	with	the	other	brands	just	mentioned.	The
popularity	of	“The	Zing	Thing”	was	soon	made	to	dry	out	to	usher	in
Coca	Cola’s	Fanta.
Watches	 and	 the	 treasure	 hunts	 for	 specific	 one-rupee
coins.Hindustan	Machine	Tools	(HMT)	was	the	first	to	give	Indians
hand-winded	 mechanical	 watches,	 quartz	 watches,	 automatic
watches,	 women’s	 watches	 and	 Braille	 watches.There	 was	 this
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craze	to	fish	out	a	triplet	of	one-rupee	coins	bearing	the	marks	of
letters	‘H’,	‘M’	and	‘T’	and	exchange	them	for	a	HMT	watch.	Till
1991,	HMT	had	almost	90	percent	of	 the	watch	market	 to	 itself.
The	boom	of	Tata’s	Titans	and	inability	to	swiftly	respond	to	change
meant	 several	 setbacks	 till	 in	 2016,	 a	 government	order	agreed	 to
the	proposal	for	a	shut	down.
Broadcasting.Dyanora,	 Dynavision	 Company’s	 huge,	 black	 and
white	and	colour	television	sets	dominated	elite	living	rooms	before
Japanese	and	Korean	brands	edged	it	out.

Why	did	these	brands	lose	out?

Complacence	and	incompetence	played	a	significant	role	in	some	cases,
while	others	faded	out	gracefully	as	their	time	had	come.

It	was	too	late	by	the	time	they	decided	to	adapt	to	the	whirlwind	of
change.	 The	 Ambassador’s	 shares	 dropped	 in	 the	 nineties,	 and	 its
patrons	 –	 politicians	 at	 the	 top	 rung	 discarded	 it	 in	 favour	 of	 the
BMW.	 By	 the	 time	 it	 tried	 to	 diversify,	 cut-throat	 competition

944



brought	its	wheels	to	an	excruciating	halt	in	2014.
International	 brands	 used	 advertising	 to	 the	 hilt	 and	 this	 made
their	 products	more	popular.	 Pepsi	 and	Coca	Cola	 could	 capitalize
on	mass	media;	 an	 art	 that	 Parle	 beverages	 fell	 behind	 at.Parle’s
transfer	 of	 ownership	 of	 its	 highly	 popular	 beverages	 to	 Coca
Cola	 gave	 the	 latter	 a	 great	 head	 start.	 Ad-influenced	 demand
paved	the	way	for	phasing	out	of	Gold	Spot	and	Citra	to	make	way
for	Fanta	and	Sprite.
The	 massive	 benefits	 of	 heavily	 controlled	 imports	 were
abruptly	 cut	off.	 That	 the	number	of	 imported	watches	 fell	 from
around	 a	 million	 in	 1955	 to	 just	 12,000	 in	 1980	 meant	 that	 HMT
could	laugh	most	of	the	way	to	the	bank.	As	luck	would	have	it,	the
first	HMT	quartz	watches	 in	India	were	a	 little	ahead	of	 their	 time
and	way	too	costly.So	HMT	switched	back	to	mechanical	watches
and	 stuck	 to	 them	 when	 most	 international	 markets	 took	 the
quartz	 route.	 Come	 1991,	 removal	 of	 imports,	 cheaper	 quartz
watches	 and	 strict	 competition	 from	 Titan	 confronted	 HMT.	 The
quartz	watch	centre	set	up	then	fell	way	behind	its	 time	as	Titan’s
ascent	was	matched	by	HMT’s	descent.
Outdated	manufacturing	units	forced	factories	to	shut	down.Ideal
Jawa	(India)	Limited,	manufacturer	of	the	Yezdi	vehicles	had	 to
do	 so	 in	 1998.	 An	 environment-unfriendly	 design,	 inflexible
manufacturing	 units,	 labour	 issues,	 lack	 of	 needed	 investment	 to
revamp	the	factory	eventually	led	to	its	closure.Rajdoot	(remember
the	 ad	 where	 Bollywood	 star	 Dharmendra	 highlights	 Rajdoot’s
ruggedness?)	 was	 marketed	 in	 India	 by	 Escorts,	 which	 used	 to
import	 the	bikes	 from	Yamaha	and	make	only	 small	 changes	 (the
biggest	of	them	being	the	label)	before	calling	it	Rajdoot.	In	fact,	the
Yamaha	RD350	was	 sold	 in	 India	 as	 a	 Rajdoot.	 After	 Rishi	 Kapoor
rode	Rajdoot	 in	the	super-hit	movie	Bobby,	such	was	the	craze	for
this	 bike	 that	 they	 started	 calling	 the	 Rajdoot	 GTS	 as	 Bobby.
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Yamaha,	who	 acquired	 controlling	 stake	 in	 its	 Joint	 Venture	with
Escorts	 decided	 to	 discontinue	 Rajdoot	 in	 2003	 due	 to	 emission
concerns.	 Even	 at	 that	 time,	 50,000	 Rajdoots	 were	 being	 sold	 in
India.
Competition	 at	national	 level	 and	 from	multinational	players	was
facilitated	by	 the	 reforms.	Dyanora,	 despite	 its	 poor	 quality	 lasted
for	 20	 years	 and	met	 its	 end	when	 from	 having	 to	 compete	 only
with	 Solidaire	 it	 found	 itself	 thrown	 in	 the	 midst	 of	 a	 highly
competitive	scenario.

When	did	India	have	to	open	its	economy?

On	24	July	2016,	India	completed	the	silver	jubilee	of	its	globalized,
liberalized	and	privatized	economy,	a	journey	that	began	on	24	July
1991.
It	 was	 the	 day	 India	 decided	 to	 open	 up	 to	 the	 world	 through
Liberalization,	 Privatization	 and	 Globalization	 (the	 so	 called
LPG	reforms).
Expansion	 of	 the	 service	 sector,	 a	 “consumer	 is	 king/queen”
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environment	 in	 which	 sellers	 had	 to	 innovate	 and	 compete	 to
survive,	and	significant	reduction	in	poverty	rate	ensued.
The	economic	 reforms	were	 incorporated	at	a	 time	when	political
turmoil	was	at	its	peak	and	financial	collapse	seemed	imminent.	To
cater	 to	 the	 demands	 of	 international	 lenders	 such	 as	 the
International	 Monetary	 Fund	 (IMF)	 while	 handling	 a	 fragile
relationship	 with	 the	 Opposition	 and	 shielding	 the	 poor	 was	 no
mean	task.	The	team	of	two	–	then	PM	Narasimha	Rao	and	the	man
who	implemented	the	economic	reforms,	Dr	Manmohan	Singh	had
a	 tough	 time	 convincing	 their	 own	 party	 members	 that	 these
reforms	were	a	necessary	and	immediate	step.
Tracking	certain	parameters	of	progress	shows	that	growth	rate	has
been	constant	across	all	sectors	except	agriculture	where	there	is	a
decline.	 Roads	 increased	 connectivity	 and	 entrepreneurship	 in
terms	of	a	registered	company	count	vs	year	graph	shows	a	rise	and
fall	in	the	first	decade,	followed	by	an	impressive	rise	in	the	second,
and	 a	 decline	 post	 2010.	 Foreign	 Direct	 Investment	 inflows
increased	till	2008,	when	global	financial	crisis	set	in	(only	to	go	up
again	 recently)	 and	 there	 has	 been	 a	 steady	 increase	 in	 foreign
exchange	reserves	(lack	of	dollars	was	the	trigger	for	the	Balance	of
Payment	 Crisis	 that	 had	 necessitated	 the	 reforms	 of	 1991).	 Social
parameters	 like	 number	 of	 telecom	 subscribers	 and	 educational
institutions	have	increased	and	the	Tendulkar	committee	estimated
a	drop	in	poverty	rate	to	21.9%	in	2011-12.	However,	inequality	has
increased,	indicating	that	the	benefits	of	the	reforms	did	not	‘trickle
down’	to	the	lowest	strata.
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Where	are	some	brands	that	benefited	from	the	reforms	to	oust	the
domestic	brands?

Automobiles.	 The	 automotive	 industry	 started	 opening	 up	 in	 the
mid-90s.Hyundai	 Motor	 Company	 that	 entered	 India	 in	 1996	 as
Hyundai	Motor	 India	 Ltd.	 Hyundai,	 a	 name	 unknown	 in	 India	 at
that	 time	 went	 on	 to	 become	 the	 second	 largest	 automobile
manufacturer	 in	 India.	 Other	 brands	 that	 gained	 foothold	 are
Suzuki	and	Toyota	of	Japan	along	with	foreign	brands	that	entered
India	through	joint	ventures.
Coca-Cola	and	Pepsi.	The	 former	had	walked	out	of	 India	 in	1977
when	the	Government	demanded	it	choose	an	Indian	partner.	It	re-
entered	 in	 1993.	 Parle	Group	 that	 then	 commanded	 60	 percent	 of
the	market	share	in	the	soft	drinks	industry	sold	its	brands	to	Coke.
Titan’s	 various	 brands,	 Timex,	 Rolex,	 Citizen,	 Omega,	 Swatch	 and
Casio	watch	brands.
Foreign	 channel	 brands	 like	 CNN,	 Star	 TV	 and	 private	 domestic
channels	like	Zee	TV,	Sun	TV	and	ETV	gained	prominence.	The	sole
DD	 channel	was	 now	 replaced	 by	 numerous	 channels	 catering	 to
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their	own	audiences.	TV	brands	like	Videocon,	Philips,	Toshiba	and
LG	could	compete	for	bigger	market	shares.

Of	course,	the	consumer,	with	a	vast	variety	of	everything	and	ease	of
availability	was	the	chief	beneficiary.

Who	made	the	biggest	business	mistake	ever?

Though	Ramesh	Chauhan,	 the	 former	owner	of	Parle’s	Thums	Up	has
no	 regrets	 selling	 Thums	Up	 to	 Coca	 Cola	 in	 1993,	 it	was	 a	move	 that
could	easily	go	down	as	a	massive	business	blunder.

This	is	the	story	of	the	Indian	brand	that	refused	to	die.

Taking	 advantage	 of	 the	 withdrawal	 of	 Coca	 Cola	 from	 India	 (in
1977),	 the	Parle	brothers,	Ramesh	Chauhan	and	Prakash	Chauhan,
launched	Thums	Up	as	their	flagship	drink,	adding	to	their	portfolio
of	older	brands	Limca	(lime	flavour)	and	Gold	Spot	(orange	flavour).
Thums	Up	went	on	to	enjoy	a	near	monopoly	in	the	Cola	market	of
India,	 easily	 vanquishing	 the	 smaller	 brands	 like	 Campa	 Cola	 and
Double	Cola	till	1990	when	the	government	allowed	Pepsi	into	India.
Thums	Up	 fought	 bravely	with	 Pepsi	 in	 the	war	 of	 endorsements
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and	advertisements	for	3	years.	People	noticed	that	the	taste	of	this
global	brand	Pepsi	was	‘bland’	compared	to	the	strong	taste	of	their
desi	brand.	Then	entered	Coca	Cola	in	1993,	making	it	a	three-way
war	of	the	Colas.
Then	came	the	mistake.	Perhaps	tired	of	the	three	years	of	money-
burning	 competition	with	 Pepsi	 and	 aware	 of	 the	 deep	 pockets	 of
Pepsico	 and	 Coca	 Cola,	Parle	 decided	 to	 sell	 Thums	 Up	 to	 Coca
Cola	for	60	million	dollars.	At	the	time	of	selling,	Thums	Up	had	a
market	share	of	85%.
Coca	Cola	had	bought	Thums	Up	to	kill	it.	It	tried	to	wipe	Thums	Up
off	 the	 Indian	 market	 (by	 substantially	 reducing	 production	 and
advertisement	 for	 the	 Indian	brand)	 so	 that	 its	own	brand	of	Cola
could	dominate	the	space.	The	move	had	been	possible	with	other
Indian	brands	like	Citra	and	Gold	Spot.	But	Thums	up	was	different	–
its	thunderous	taste	could	not	be	matched	by	Coke	or	Pepsi.
In	 its	 attempt	 to	 replace	 Thums	Up,	 Coca	Cola	 fell	 flat	 on	 its	 face.
Indian	customers	would	not	let	go	of	the	stronger,	fizzier	drink	that
had	made	them	feel	macho.	Coca	Cola	after	four	years	of	attempting
to	 save	 face	 is	 said	 to	 have	 launched	 Thums	 Up	 again	 in	 1997	 to
draw	the	crowd	that	had	now	switched	to	Pepsi.
Thums	Up	 is	now	either	number	1	or	2	 in	 the	 Indian	cola	market
with	 Sprite	 finally	managing	 to	 give	 it	 a	 tough	 fight	with	 the	 two
changing	positions	often.
As	Chauhan	explains	it,	he	was	very	attached	to	the	brand.	But	with
the	 government	 banning	 brominated	 vegetable	 oil	 (BVO),	 a
common	additive	in	beverages,	Parle	had	newer	challenges	to	face.
In	 addition,	 the	 nature	 of	 the	 business	 environment	 forced	 the
decision	 to	 sell	 and	 Chauhan	 chose	 to	 concentrate	 on	 the	 bottled
water	business.	Bisleri’s	popularity	followed.
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How	did	the	economic	reforms	affect	the	hardware	industry?

Another	perspective	of	the	impact	of	economic	reforms	is	put	forth	by
Ashok	Parthasarathi,	Science	and	Technology	Adviser	to	the	late	Prime
Minister	Indira	Gandhi.

In	the	quest	to	promote	software	industry’s	growth,	Dr	Manmohan
Singh’s	policies	facilitated	easy	import	of	IT	hardware.	This	caused
the	 Indian	 civilian	 IT	 hardware	 industry	 that	 despite	 its	 fledgling
stage	had	shown	tremendous	potential	to	collapse.
Singh	seemed	to	have	completely	overlooked	the	fact	that	India
was	developing	IT	hardware	that	was	a	great	deal	more	complex
than	 commercial	 imported	 hardware	 and	 exporting	 it	 to	 other
developing	countries.
The	 indigenous	 optical	 fibre	 telecommunication	 systems	 industry,
Optel	 too	 was	 struck	 in	 its	 infancy.	 Optel,	 in	 its	 first	 year	 of
operation	(1989-90)	achieved	a	turnover	of	Rs.64	crore	with	a	profit
of	Rs.11	crore.	 In	1990-91	 the	 turnover	rose	 to	Rs.298	crore	with	a
profit	 of	 Rs.35	 crore.	 But	 Optel	 lost	 its	 indigenous	 brilliance	 as	 a
result	 of	 competitors	 Finolex	 and	 Sterlite	 successfully	 getting	 the
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government	 to	 enable	 them	 to	 import	 low-grade	 Chinese	 optical
fibre,	and	was	forced	to	take	their	route	to	survive.
Profit-making	 and	 technically	 and	 technologically	 competent
electronic	corporations	 too	had	 to	bow	out	when	 import	duties
were	 halved.	 This	 happened	 in	 the	 crucial	 solar	 photovoltaic
industry	too.BHEL,	India’s	heavy	electrical	equipment	industry	too
lost	 out	 to	 Chinese	 power	 plant	 equipment	manufacturers	 despite
the	 inferior	 reliability	 of	 Chinese	 equipment.	 Indian	 Government
barely	 showed	 any	 initiative	 in	 checking	 the	 advance	 of	 such
competitors	even	when	BHEL	lost	30	per	cent	market	share	by	2014.

The	‘Make	in	India’	initiative	should	first	make	up	for	these	losses	that
the	domestic	industry	faced	post	the	economic	reforms.

((( 	)))
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Economy	-	India	needs	a	new	Visa	policy

India	 is	mulling	 over	 an	 easier	 visa	 regime	 to	 facilitate	 the	 travel	 of
tourists	and	businessmen	to	India.	The	Commerce	Ministry	has	been	at
the	forefront	of	suggesting	the	proposal	to	boost	India’s	services	trade.
Tourism	 has	 the	 potential	 to	 contribute	 much	 more	 towards	 the
national	and	state	incomes,	trade	and	FDI	inflows.	The	proposal	is	under
consideration	by	the	Ministry	of	Home	Affairs.

What	has	the	Commerce	Ministry	proposed?

953



The	Ministry	has	proposed	to	cluster	visas	into	work	and	non-work
categories	and	provide	 long-term	multiple	entry	visas	 for	 tourism
and	business	travel	purposes.
It	has	suggested	that	business	and	travel	visas	be	put	in	non-work
category,	 and	 work	 visas	 be	 made	 applicable	 only	 when	 one	 is
seeking	employment	in	India.
There	 have	 been	 several	 rounds	 of	 discussions	 between	 the
commerce,	home	and	external	affairs	ministries,	but	the	decision	is
to	 be	 made	 by	 the	 Ministry	 of	 Home	 Affairs	 taking	 security
issues	into	consideration.
Meanwhile,	 the	 Tourism	Ministry	 has	 also	 sent	 a	 proposal	 to	 the
Home	Ministry	to	extend	online	visas	to	36	more	countries,	which
would	 take	 the	 count	 of	 countries	 having	 access	 to	 the	 facility	 to
186.

Present	status:

India	 issues	 several	 types	 of	 non-work	 visas	 for	 tourism,	 study,
medical	treatment	among	other	purposes	with	different	periods	of
validity	 while	 work	 visas	 include	 both	 business	 visas	 and
employment	visas.
Employment	 visas	 in	 India	 are	 meant	 largely	 for	 inter-corporate
transfers	 of	 multinationals,	 currently	 with	 a	 salary	 threshold	 of
$25,000	per	annum.
The	 government	 has	 reduced	 considerable	 paper	 work	 with	 the
launch	 of	 e-visa	 facility	 for	 150	 countries	 at	 16	 designated
international	airports.
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Why	does	India	need	to	rejig	its	visa	policy?

The	Commerce	Ministry’s	case	for	a	change	in	visa	policy	is	mainly
to	 promote	 the	 business	 and	 trade.Making	 non-work	 visas	 long-
term	and	multi-entry	would	lead	to	foreigners	not	having	to	go	to
missions	again	and	again.	The	present	 system	makes	 the	process
tedious	as	issuing	a	visa	requires	huge	documentation.
Liberalizing	 of	 visa	 regime	 will	 play	 a	 role	 in	 efforts	 to	 boost
tourism	 and	 services	 exports,	 which	 include	 selling	 Indian
tourism	services	abroad.
The	move	assumes	significance	as	the	services	sector	constitutes
57%	per	cent	of	India’s	GDP,	but	its	share	in	global	services	trade
remains	at	3.4	per	cent.
According	 to	 an	 industry	 expert,	 India	 is	 missing	 out	 on	 a	 huge
opportunity	 worth	 about	 USD	 80	 billion	 annually	 in	 terms	 of
attracting	overseas	tourists	and	foreign	exchange.
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When	did	India	launch	its	e-Visa	facility?

The	 Government	 of	 India	 launched	 e-Tourist	 Visa	 on	 27th

November,	 2014	 with	 a	 view	 to	 facilitate	 foreign	 tourist	 visiting
India.
Initially,	the	scheme	was	introduced	for	43	countries.	However,	the
scheme	has	since	been	extended	to	150	countries.
The	 e-Tourist	 Visa	 has	 simplified	 the	 procedure	 for	 seeking	 India
visa	 for	 international	 tourists.	 It	 enables	 the	prospective	 visitor	 to
apply	for	an	Indian	Visa	from	his/her	home	country	online	without
visiting	the	Indian	Mission	and	also	pay	the	visa	fee	online.

The	 result	 of	 this	 can	 be	 seen	 in	 the	 tourism	 data	 which	 shows	 a
dramatic	rise	in	the	number	of	tourists.

The	year	2015	witnessed	a	growth	rate	of	4.5%	in	terms	of	Foreign
Tourist	Arrivals	(FTAs)	in	India.	During	2015,	FTAs	were	8.03	million
as	compared	to	7.68	million	in	2014.
FTAs	during	 the	period	 January-June,	2016	were	41.86	 lakh	with	a
growth	of	8.9%	as	compared	to	the	FTAs	of	38.45	lakh	with	a	growth
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of	3.7%	in	January-	June,	2015	over	January-	June,	2014.
Of	this,	a	total	of	4,71,909	tourist	arrived	on	eTourist	Visa	during	the
period	January-June,	2016	as	compared	to	1,26,214	during	January-
June	2015,	registering	a	growth	of	273.9%	.
The	 e-Tourist	 Visa	 availed	 by	 International	 tourists	 visiting
India	last	year	in	2015	has	already	been	surpassed	in	the	first	6
months	of	the	current	calendar	year	2016.	The	high	growth	may
be	 attributed	 to	 introduction	 of	 e-tourist	 visa	 for	 150	 countries	 in
February	2016	as	compared	to	76	countries	earlier.
The	growth	rate	in	Foreign	Exchange	Earnings	in	US	dollar	terms	in
June,	 2016	 over	 June,	 2015	 was	 6.5%	 compared	 to	 the	 growth	 of
1.9%	in	June,	2015	over	June,	2014.

Encouraged	 by	 this	 success,	 the	 Tourism	 Ministry	 has	 vouched	 for
extending	online	visas	to	36	more	countries	including	Iran,	Italy,	Egypt
and	Nigeria	among	others.	If	the	Home	Ministry	approves	the	proposal,
186	countries	will	be	able	to	access	online	visa	to	travel	to	India.

Where	are	the	tourists	coming	from?

957



The	 percentage	 share	 of	 Foreign	 Tourist	 Arrivals	 (FTAs)	 in	 India
during	 June,	 2016	 among	 the	 top	 15	 source	 countries	 was	 the
highest	from	USA	(22.20%),	followed	by	Bangladesh	(20.69%),	UK
(6.84%),	Malaysia	(3.90%)	among	others.
The	e-Tourist	Visa	facilities	has	been	availed	most	by	USA	(23.22%),
followed	by	UK	(14.16%),	China	(6.91%),	Australia	(5.59%),	France
(4.10%),	Germany	(4.03%).

With	 the	 growth	 of	 the	 online	 travel	 industry,	 even	 the	 domestic
tourism	 is	 now	 growing	 steadily.	 People	 now	 have	 a	 lot	 more
information	at	 their	 fingertips	and	 the	 research	process	has	become	a
larger,	richer	part	of	holiday	planning.

During	2015,	the	number	of	domestic	tourist	visits	to	the	States/
UTs	 was	 1.43	 billion	 as	 compared	 to	 1.28	 billion	 in	 2014
registering	a	growth	of	11.63%	over	2014.

What	this	 implies	is	that	India	has	to	work	harder	to	keep	up	with	the
steadily	rising	demand,	both	domestic	as	well	as	foreign.	The	roadblocks
for	 steady	 growth	 mainly	 stem	 from	 lack	 of	 infrastructure,	 safety
concerns	 and	 lack	 of	 cleanliness.	 The	 perception	 of	 India	 being	 an
unsafe	and	unhygienic	destination	needs	to	change,	and	a	load	of	work
is	yet	to	be	done	in	these	directions.

Considering	the	diversity	and	the	antiquity	of	India,	the	actual	number
of	 visitors	 is	 only	 a	 fraction	 of	 what	 this	 truly	 incredible	 nation	 can
potentially	manage	to	attract.
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Who	can	India	emulate	in	this	regard?

The	Commerce	Minister	cited	Indonesia	as	an	example	for	India	to
look	up	to	liberalize	the	visa	regime	on	a	unilateral	basis	too	and
not	 limit	 to	 only	 those	 countries	 that	 we	 have	 a	 reciprocal
agreement	with.
This	South-East	Asian	country	recently	extended	its	free	30-day	visa
on	 arrival	 to	 citizens	 of	 169	 countries.	Of	 these,	 only	 15	 countries
have	reciprocal	agreements	with	Indonesia.
The	move	is	part	of	an	effort	to	boost	the	island	nation’s	economy
through	tourism,	with	a	target	of	20	million	visitors	by	2019.
The	policy	was	introduced	in	June	last	year	for	45	countries,	which
has	 been	 subsequently	 extended	 to	 169	 countries	 in	 March	 this
year.
The	 result	 is	 evident	 with	 Indonesia	 recording	 over	 6.9	 million
foreign-tourist	arrivals	following	the	implementation	of	the	policy.
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How	troubled	is	India-China	visa	facility?

There	have	always	been	issues	regarding	visa	between	India	and	China
which	have	acted	as	an	irritant	between	Indo-Sino	relations.

China	 first	 started	 issuing	 stapled	 visas	 to	 Indian	 nationals	 from
Arunachal	 Pradesh	 in	 the	 mid-2000s.	 In	 2009,	 China	 also	 started
issuing	stapled	visas	to	Indian	nationals	from	Jammu	and	Kashmir,
which	Islamabad,	a	close	ally	of	Beijing,	claims	is	also	disputed.
Although	India	does	not	at	present	have	a	policy	of	issuing	stapled
visas	 to	any	Chinese	national,	during	the	Prime	Minister	Narendra
Modi’s	visit	last	year	he	cautioned	Chinese	Premier	Li	Keqiang	that
Beijing’s	policy	of	issuing	stapled	visas	could	eventually	trigger
a	tit-for-tat	response	from	New	Delhi.

That	tit-for-tat	may	actually	have	started	now.	More	recently,	India	has
been	criticized	by	China	for	a	few	individual	visa	issues.

In	April	this	year,	Dolkun	Isa,	a	German	national	of	Uighur	ethnicity
had	been	granted	an	electronic	visa	by	India	to	attend	a	conference
in	 Dharamsala.	 Beijing	 was	 quick	 to	 protest	 that	 Dolkun	 Isa	 is	 a
terrorist	 on	 red	 notice	 of	 Interpol	 and	 the	 Chinese	 police,	 and
bringing	 him	 to	 justice	 is	 a	 due	 obligation	 of	 relevant
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countries.India’s	move	to	grant	the	visa	was	seen	as	a	retaliatory
measure	 after	 China	 blocked	 the	 listing	 of	 Jaish-e-Muhammad
chief	Masood	Azhar	as	an	international	terrorist	at	the	UN.
This	 month,	 India	 refused	 to	 extend	 visas	 to	 three	 Chinese
journalists	based	 in	 India	representing	 the	state-run	Xinhua	news
agency.	A	state-run	Chinese	daily	warned	of	“serious	consequences”
if	the	matter	was	a	fallout	of	Beijing’s	refusal	to	back	New	Delhi’s
NSG	membership	bid.	 India’s	act	was	described	as	an	 “expulsion”
by	some	foreign	media,	said	the	editorial.	There	has	been	no	official
reason	given	yet	on	the	issue	by	New	Delhi,	but	some	Indian	media
claimed	 that	 the	 three	 journalists	 are	 suspected	 of	 impersonating
other	people	 to	access	 several	 restricted	departments	 in	Delhi	and
Mumbai.	 There	 were	 also	 reports	 attributing	 it	 to	 the	 journalists’
meeting	with	exiled	Tibetan	activists.

((( 	)))
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Economy	-	Oil	for	all	seasons

Importing	 three-fourth	 of	 its	 crude	 oil	 demand,	 India	 remains
vulnerable	 to	 price	 fluctuations	 and	 supply-side	 threats	 for	 its	 energy
needs.	The	current	crude	oil	prices,	at	an	11-year	low,	provide	India	the
opportunity	to	reduce	the	threat	of	energy	disruption.	The	first	phase	of
Strategic	 Petroleum	 Reserve	 will	 be	 completed	 by	 year-end,	 and	 the
second	phase	is	already	in	the	planning	stage.
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What	is	India	planning	to	do?

In	 response	 to	 its	 increasing	 reliance	on	petroleum	 imports,	 India
plans	to	build	three	strategic	petroleum	reserves	(SPRs)	 in	2016.
The	expected	 capacity	 of	 the	 SPRs	 is	 5.5	million	metric	 tons	 of
crude	oil.	Most	 of	 these	 facilities	will	 be	 completed	by	 the	 end	of
2016.
India’s	ultimate	goal	is	to	have	an	SPR	that	provides	90	days	of	net
import	 coverage.	 The	 Indian	 government	 unveiled	 plans	 to	 add
another	 91	 million	 barrels	 of	 SPR	 capacity	 in	 a	 second	 phase	 by
2020,	although	these	facilities	are	still	in	the	planning	phase.
Indian	 Strategic	 Petroleum	 Reserves	 Limited	 (ISPRL),	 a	 special
purpose	 vehicle	 wholly-owned	 by	 the	 Oil	 Industry	 Development
Board,	is	responsible	for	the	projects.
The	 significant	 drop	 in	 international	 oil	 prices	 since	 mid-2014
provides	India	with	an	incentive	to	speed	up	construction	and	filling
of	its	SPR.

Reasons	for	the	plan:

As	 India	grows,	 the	energy	demand	 is	only	going	 to	 increase.	 It	 is
unlikely	 that	 India’s	 energy	 needs	 will	 dramatically	 move	 away
from	fossil	 fuels	 in	the	near	future.	Thus,	 this	energy	demand	will
heavily	depend	on	oil	supplies.
The	 gap	between	 India’s	 oil	 demand	and	 supply	 is	widening,	with
demand	surging	ahead,	and	it	is	projected	to	continue	climbing.
Over	75	per	cent	of	these	fuels	come	from	imports.	Although	India
has	diversified	its	crude	oil	import	slate	in	the	past	few	years,	adding
imports	from	countries	in	Africa	and	Latin	America,	it	still	relies	on
Middle	Eastern	countries	for	most	of	these	imports	(58%	in	2015).
This	is	a	major	strategic	risk	and	poses	a	massive	financial	drain	for
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an	embattled	economy	and	its	growing	current	account	deficit.

Why	would	the	demand	from	India	not	push	up	the	crude	price?

The	 reports	 that	 Indian	SPRs	might	provide	90	days	of	net	 import
coverage	 had	 stoked	 industry	 hopes	 of	 reigniting	 the	 global	 oil
demand.
However,	 India’s	 first	phase	of	SPR	plan	of	 39.1	million	barrels
pales	 in	 comparison	 to	 a	 program	 that	 is	 ten-fold	 bigger	 (400
million	barrels)	in	China	and	is	a	 further	sign	that	Asia’s	demand
outlook	may	not	be	as	strong	as	expected.
Shipping	 brokers	 say	 that	 the	 entire	 initial	 SPR	 build-up	 in	 the
world’s	 third-biggest	 oil	 consumer	 could	 be	 handled	 by	 just	 a
handful	of	Very	Large	Crude	Carrier	(VLCC)	tankers.
There	also	have	reservations	about	whether	India’s	SPR	purchases
will	 be	 met	 by	 existing	 supplies.Instead,	 they	 might	 come	 from
new	production	from	countries	 like	Iran	which	are	ready	 to	add
new	 oil	 to	 an	 already	 over	 supplied	 market,	 meaning	 that	 they
would	not	tighten	the	global	oil	market.
In	the	longer	term,	however,	the	impact	may	be	bigger.India	wants
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to	mirror	 the	 IEA	(International	Energy	Agency)	policy	 to	have
90	days’	worth	of	import	requirements	in	reserves.

Note:	 International	 Energy	 Agency	 is	 a	 Paris-based	 autonomous
organisation	 which	 works	 to	 ensure	 reliable,	 affordable	 and	 clean
energy	 for	 its	 29	member	 countries	 and	beyond.	 It	was	 established	 in
the	 framework	 of	 the	 Organisation	 for	 Economic	 Co-operation	 and
Development	(OECD)	in	1974	in	the	wake	of	the	1973	oil	crisis.

When	did	India	start	storing	crude?

With	the	intent	of	addressing	energy	insecurity	which	saw	its	worst
in	1990	due	to	the	Gulf	War	(when	India	had	oil	reserves	adequate
for	only	three	days),	 the	Atal	Bihari	Vajpayee	government	mooted
the	 concept	 of	 strategic	 petroleum	 reserves	 in	 1998	 and	 it	 was
commissioned	in	2003.
However,	 it	 was	 only	 in	 February	 this	 year	 that	 the	 country
began	 filling	up	a	 strategic	 storage	 facility,	 after	 extensive	 land
acquisitions	and	tackling	site	suitability,	security	and	design-related
issues.
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Today,	 with	 India	 consuming	 upwards	 of	 four	 million	 barrels	 of
crude	every	day	 (January	2015	 figures),	 the	case	 for	 creating	 such
reserves	grows	stronger.
The	capacity	building	for	oil	reserves	is	expensive.	For	instance,	10
days	 of	 imports	 are	 pegged	 at	 almost	 Rs.	 4,000	 crore	 for
infrastructure	and	subsequent	storage	costs	work	out	to	$17-18	per
barrel.	Moreover,	there	is	also	a	time	delay	involved.	According	to	a
2012	 statement	 by	 Rajan	 Pillai,	 CEO,	 Indian	 Strategic	 Petroleum
Resources	Ltd,	adding	12.5	million	tonnes	of	stockpile	would	take
at	least	five	years.

Crude	 oil	 from	 the	 reserves	 is	 to	 be	 released	 by	 an	 empowered
committee	 constituted	by	 the	government,	 in	 the	event	of	any	 supply
disruptions	 from	 abroad.	 These	 include	 any	 natural	 calamity	 or	 any
unforeseen	global	event,	leading	to	an	abnormal	increase	in	prices.

Where	are	the	storage	facilities?

The	first	phase	of	India’s	SPR	includes	three	locations	(Visakhapatnam,
Mangalore,	and	Padur)	in	southern	India	with	a	combined	capacity	of
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39.1	million	barrels	of	crude	oil.

The	 Visakhapatnam	 facility	 on	 the	 eastern	 coast	 began	 filling	 its
underground	caverns	last	summer.	About	1	million	tonnes	of	crude
has	 been	 filled	 at	 the	 Visakhapatnam	 site,	 according	 to	 Indian
Strategic	Petroleum	Reserves	Limited.
The	 Mangalore	 (1.5MMT)	 and	 Padur	 (2.5MMT)	 facilities	 are
expected	 to	 be	 completed	 in	 late	 2016.	 Once	 filled,	 these	 three
facilities	 would	 provide	 an	 estimated	 13	 days	 of	 net	 oil	 import
coverage,	based	on	2015	consumption	and	production	data.
The	 second	 phase	 which	 is	 under	 planning	 seeks	 to	 create	 12.5
million	tonnes	of	storage	capacity,	at	Padur,	Chandikhol	(Odisha),
Bikaner	(Rajasthan)	and	Rajkot	(Gujarat).	Chandikhol	is	likely	to
be	 underground	 concrete	 tanks	 while	 in	 Bikaner,	 which	 has
mountains	of	salt	underground,	a	cavern	is	easy	to	build.

Advantages	of	underground	facility:

It	is	the	most	economic	method	of	storing	petroleum	products.
It	is	considered	the	safest	means	of	storing	hydrocarbons.
Such	a	 facility	 rules	out	 the	 requirement	of	 large	 swathes	of	 land,
loads	of	security,	and	ensures	less	evaporation.
Since	 the	 caverns	are	built	much	below	 the	 sea	 level,	 it	 is	 easy	 to
discharge	crude	into	them	from	ships.

The	crude	oil	storages	in	underground	rock	caverns	are	located	on	the
east	and	west	 coasts	 so	 that	 they	are	 readily	accessible	 to	 the	 refining
sector.
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Who	is	not	benefiting	from	the	fall	in	oil	prices?

Considering	 India	 imports	 more	 than	 three-fourth	 of	 its	 fuel
requirement,	the	declining	global	prices	should,	theoretically,	have
seen	sharp	declines	in	retail	petrol	and	diesel	prices
However,	 this	 has	 not	 happened.This	 is	 because	 the	 Centre	 and
state	 governments	 steadily	 increased	 excise	 duties	 and	 value-
added	 tax,	 shoring	 up	 their	 revenues	 and	 keeping	 fuel	 prices
high	for	retail	consumers.
When	 the	 crude	 oil	 prices	 crashed,	 lawmakers	 decided	 to	 give	 a
fraction	of	the	benefits	to	the	Indian	consumer,	while	the	remaining
was	used	to	cover	the	fiscal	deficit.
Since	 the	 crude	 oil	 prices	 crashed,	 excise	 duty	 on	 petrol	 has
increased	 34%	 while	 those	 on	 diesel	 increased	 by	 a	 whopping
140%.
Hence,	the	end	user	ends	up	paying	taxes	and	excise	duty	which	is
more	than	the	actual	cost	of	petrol	or	diesel.Of	the	price	paid	for	a
litre	of	petrol,	 57%	goes	 to	 the	government	as	 tax.	Of	 the	price
paid	per	litre	of	diesel,	55%	is	tax.
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But	 this	was	done	with	 the	 intent	 of	 reducing	 the	 fiscal	 deficit.	 In
fact	the	fiscal	deficit	hasn’t	gone	south	of	4.5%	since	2014.	Thanks	to
the	 fall	 in	 fiscal	 deficit	 the	 inflation	 levels	 also	 reduced	 to	 single
digits,	hovering	near	6%.

How	does	the	Visakhapatnam	project	stand	out?

The	Visakhapatnam	caverns	connected	by	tunnels	extending	over	7
kms	built	under	Dolphin	Hills	might	be	a	first	of	its	kind	project	in
India.

The	 facility	 comprises	 both	 natural	 cavern	 and	 concrete	 tanks
which	 together	 have	 the	 capacity	 of	 1.33	 million	 metric	 tons
(MMT).
To	 create	 the	 caverns,	 nearly	 8	million	 cubic	metres	 of	 rock	 that
weighed	over	21	million	tonnes	had	to	be	scooped	out	of	the	earth.
In	 the	 run-up	 to	 the	 commissioning,	water	was	 let	 into	 the	 rocks
around	 the	 tunnel	 at	 high	 pressure	 to	 prevent	 the	 crude	 from
seeping	 out	 –	 a	 process	 called	 ‘hydraulic	 confinement’	 –	 and	 the
mouths	of	 the	 tunnels	were	 then	sealed	with	concrete	plugs	 three
metres	 thick	 by	 Indian	 Strategic	 Petroleum	 Reserves	 Limited
(ISPRL).
The	 entire	 cost	 for	 filling	 the	 crude	 oil	 in	 Visakhapatnam	 cavern
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would	be	met	by	the	government	against	the	Twelfth	Plan	outlay	of
Rs	4,948	crore	under	the	budgetary	support	scheme	for	the	Indian
Strategic	 Storage	 Programme	 for	 storage	 of	 crude	 oil	 by	 ISPRL.
(Whatever	 remains	 would	 be	 used	 for	 filling	 up	 caverns	 at
Mangalore	and	Padur)
The	project	construction	at	Visakhapatnam	was	undertaken	in	2008
and	was	completed	last	year.

((( 	)))
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Economy	-	India’s	deficit	problem	is	back

India’s	 fiscal	deficit	crossed	61	percent	of	 the	budget	estimates	 (BE)	 in
the	 first	 quarter	 of	 2016-17,	 on	 higher	 expenditure	 and	 subdued
realization	 of	 non-tax	 revenues.	 With	 three	 more	 quarters	 to	 go,
chances	 are	 that	 the	 fiscal	 discipline	 as	 pronounced	 by	 the	 FRBM	Act
may	 be	 violated.	 Knappily	 explores	 the	 quantity	 and	 quality	 of	 this
deficit	and	whether	India	should	target	a	‘range’	and	not	a	number.
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What	is	the	fiscal	situation	in	Q1	of	this	fiscal	year?

The	fiscal	deficit	at	the	end	of	first	quarter	stood	at	61.1	per	cent	of
full	 year	 estimate,	worse	 than	 51.1	 per	 cent	 a	 year	 ago,	 with	 a
considerable	rise	in	its	revenue	expenditure	and	a	disturbing	year-
on-year	decline	in	its	capital	spending.	The	fiscal	deficit	stood	at	Rs
3.26	lakh	crore	during	April-June	2016	according	to	official	data.
The	revenue	deficit	during	the	first	three	months	of	this	fiscal	year
was	 over	 Rs	 2.82	 lakh	 crore,	 or	 79.7	 per	 cent	 of	 the	 estimates
compared	with	58.6	per	cent	last	fiscal	at	the	same	point.
Total	 receipts	 (from	 revenue	 and	 non-debt	 capital)	 of	 the
government	during	the	three	months	was	Rs	1.85	lakh	crore	or	12.8
per	cent	of	the	estimates	for	the	current	year.
Tax	revenues	in	the	June	quarter	were	at	14.9	per	cent	of	the	budget
estimates,	better	than	11.1	per	cent	at	the	same	time	last	year,	but
the	 mop	 up	 on	 account	 of	 non-tax	 revenues	 (include	 interest
receipts	and	dividend)	was	lower	at	Rs	23,484	crore	or	7.3	per	cent
of	 the	 estimates	 when	 compared	 to	 17.8	 per	 cent	 on	 budget
estimates	at	the	end	of	June	2015.
The	 total	capital	spending,	minus	 the	 loans	disbursed,	added	up	to
only	Rs	26,090	crore	 in	 the	 first	quarter,	much	 less	 than	nearly	Rs
41,000	 crore	 by	 the	 same	 time	 last	 year.This	 means	 that	 the
government	 held	 back	 on	 investing	 in	 essential	 infrastructure,
possibly	to	keep	the	fiscal	deficit	in	check.

What	is	fiscal	deficit?

The	difference	between	total	revenue	and	total	expenditure	of	 the
government	is	termed	as	fiscal	deficit.	It	is	an	indication	of	the	total
borrowings	needed	by	the	government.	While	calculating	the	total
revenue,	borrowings	are	not	included.
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What	is	revenue	deficit?

It	 is	 the	 gap	 between	 the	 consumption	 expenditure	 (revenue
expenditure)	of	the	Government	(Union	or	the	State	Governments)
and	 its	 current	 revenues	 (revenue	 receipts).	 It	 also	 indicates	 the
extent	 to	 which	 the	 government	 has	 borrowed	 to	 finance	 the
current	expenditure.	Simply	put,	revenue	deficit	is	worse	than	fiscal
deficit,	because	the	entire	revenue	deficit	goes	into	maintenance	of
existing	 assets,	 rather	 than	 creating	 new	 assets	 (capital
expenditure).	 Fiscal	 deficit	 can	 be	 split	 into	 revenue	 and	 capital
deficits.

Why	has	the	deficit	shot	up?

The	higher	fiscal	deficit	during	April-June	is	largely	due	to	a	rise	in
revenue	 expenditure	 and	 subdued	 realization	 of	 non-tax
revenues.	 This	will	 cause	 fiscal	 concerns	 if	 the	 revenue	 from	 the
planned	 spectrum	 auctions	 and	 disinvestment	 of	 public	 sector
enterprises	falls	short.
The	quality	of	the	deficit	is	also	troubling	as	unlike	last	year	there	is
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no	capital	spending	push.	Many	economists	and	the	central	bank
have	 suggested	 looking	 at	 the	 “quality”	 of	 the	 deficit,	 that	 is,
whether	the	borrowings	are	used	for	more	productive	purposes.
The	lower	capital	spending	is	possibly	due	to	slower	revenue	growth
and	upcoming	big	liability	on	account	of	pay	commission.
The	 implementation	 of	 the	 14th	 Finance	 Commission	 award	 has
prevented	 the	 government	 from	 setting	 aside	 a	 much	 bigger
amount	for	capital	spending.

When	can	the	problem	become	bigger?

Singapore	 based	 brokerage	 firm	 DBS	 has	 said	 that	 the	 non-tax
receipts	targets	through	spectrum	sales	and	divestment	at	1	per	cent
of	GDP	are	“ambitious”.
Additionally,	if	the	global	oil	prices	rise	sharply,	fuel	excise	duties
will	have	to	be	cut,	reducing	the	indirect	tax	revenues.

Some	states	have	been	spending	beyond	 their	means.	 Ideally,	 states
should	 not	 have	 deficit	 in	 the	 revenue	 account.	 Fiscal	 indiscipline	 by
states	 will	 make	 things	 worse	 for	 the	 Central	 government.	 One	 state
never	shies	away	from	spending	way	beyond	its	means.
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Tamil	 Nadu	 government	 introduced	 an	 amendment	 to	 the	 Tamil
Nadu	Fiscal	Responsibility	Act	2003	to	get	legal	sanction	to	maintain
a	deficit	in	the	revenue	account	for	the	second	successive	year.
“The	government	must	compulsorily	meet	the	revenue	target	and	keep
the	 expenditure	 under	 control	 to	 stabilize	 the	 economy,”	 Madras
School	of	Economics	director	K	R	Shanmugam	said.
Tamil	Nadu	has	not	been	overly	worried	as	it	was	maintaining	fiscal
deficit	below	3%	of	GSDP	as	prescribed	by	the	FBRM	Act.	But	experts
feel	 the	 fiscal	 deficit	 could	 breach	 the	 3%	mark	 if	 fiscal	 discipline
measures	are	not	introduced.

Recently,	 the	 Union	 Cabinet	 has	 provided	 additional	 headroom	 to	 a
maximum	of	0.5	per	cent	over	and	above	the	normal	limit	of	3	per	cent
in	 any	 given	 year	 to	 the	 states,	 but	 subject	 to	 certain	 conditions.One
such	condition	is	that	states	should	have	had	no	revenue	deficit	this
year	and	in	the	preceding	year.

Note:	As	mentioned	earlier,	while	fiscal	deficit	can	be	explained	saying
some	of	the	expenses	are	investments	for	the	future	and	would	bring	in
returns,	 revenue	 deficit	 is	 an	 indication	 of	 the	 government	 having
borrowed	 to	 meet	 its	 current	 expenditure,	 as	 opposed	 to	 capital
expenditure.
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Where	 are	 the	 limitations	 of	 the	 current	 approach	 to	 deficit
targeting?

Every	 finance	minister	who	presented	 the	Budget	 after	 2003,	 the	 year
the	 Fiscal	 Responsibility	 and	 Budget	 Management	 (FRBM)	 Act	 was
introduced,	had	to	either	stick	to	a	pre-determined	fiscal	deficit	level,	or
face	the	ire	for	not	treading	the	fiscal	discipline	path.

While	 preparing	 the	 Union	 Budget	 for	 2016-17,	 Finance	 Minister
Arun	 Jaitley	 found	 himself	 on	 a	 sticky	 wicket.	 He	 needed	 more
money	 to	 fund	 the	 government’s	 development	 plans	 without
disturbing	 the	 fiscal	 consolidation	 roadmap	 that	 he	 had	 set	 in	 the
previous	 Budget.	 He	was	 finding	 it	 difficult	 to	 stick	 to	 the	 3.5	 per
cent	target	for	2016/17,	following	demands	for	an	increase	in	public
investment	to	trigger	economic	growth.
Chidambaram,	during	his	tenure	as	finance	minister,	had	to	take	the
blame	 for	 compromising	 on	 development	 and	 giving	 more
importance	to	fiscal	discipline.
His	 predecessor	 Pranab	 Mukherjee	 was	 blamed	 for	 exactly	 the
opposite,	breaching	the	fiscal	deficit	for	the	sake	of	kick-starting	the
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economy.

The	purpose	of	the	FRBM	Act	was	to	impose	stringent	fiscal	discipline	on
the	 central	 government	 in	 its	 overall	 fiscal	 and	 macroeconomic
management	 operations,	 so	 that	 there’s	 long	 term	 fiscal	 stability.
However,	 the	 lack	 of	 flexibility	 to	 address	 growth	 and	 development
needs	through	increased	public	spending	has	been	its	flipside,	the	brunt
of	which	the	Finance	Ministers	are	having	to	face.

An	 independent	 Fiscal	 Council	 to	 advise	 the	 government	 on	 fiscal
prudence	in	a	dynamic	manner	may	ease	the	difficulties	arising	due
to	fixed	fiscal	targeting.
International	Monetary	Fund	lists	over	two	dozen	countries	where
such	a	permanent	institutional	structure	exists.
In	India,	the	Finance	Minister	is	solely	responsible	for	maintaining
or	ignoring	the	fiscal	deficit	targets.
Establishment	 of	 a	 permanent	 panel	 will	 save	 finance	 ministers
from	 facing	 the	 tricky	 situation	 of	 honouring	 fiscal	 targets	 at	 the
cost	of	development.
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Who	is	evaluating	the	need	for	a	new	fiscal	policy?

A	 five-member	 FRBM	 review	 committee	 under	 former	 revenue
secretary	N	 K	 Singh	 has	 been	 set-up	 by	 the	 government	 in	May	 this
year,	 to	 comprehensively	 review	 and	 give	 recommendations	 on	 the
Fiscal	 Responsibility	 and	 Budget	 Management	 Act,	 2003	 (FRBMA)
roadmap	for	the	future.

The	committee	will	review	the	working	of	the	FRBM	Act	over	last	12
years	 and	 suggest	 the	 way	 forward,	 keeping	 in	 view	 the	 broad
objective	 of	 fiscal	 consolidation	 and	 prudence	 and	 the	 changes
required	in	the	context	of	the	uncertainty	and	volatility	in	the	global
economy.
It	will	 also	 look	 into	 various	 aspects,	 factors,	 considerations	 going
into	determining	the	FRBM	targets.
It	will	 examine	 the	need	and	 feasibility	of	having	a	 ‘fiscal	deficit
range’	 as	 the	 target	 in	 place	 of	 the	 existing	 fixed	 numbers
(percentage	of	GDP)	as	fiscal	deficit	target.
It	 will	 also	 examine	 the	 need	 and	 feasibility	 of	 aligning	 the	 fiscal
expansion	 or	 contraction	 with	 credit	 contraction	 or	 expansion
respectively	in	the	economy.

The	Committee	will	make	 its	 assessment	and	provide	 its	views	on	 the
expected	 impact	 of	 its	 recommendations	 on	 the	 General	 Government
deficit	and	other	FRBM	parameters.	It	is	expected	to	submit	its	report	to
the	government	by	October	31,	2016.

Note:	 The	 government	 had	 redrawn	 the	 fiscal	 consolidation	 roadmap
last	year	and	stretched	 the	 time	 to	reach	the	 fiscal	deficit	 figure	of	3
per	 cent	 of	 GDP	 from	 two	 years	 to	 three	 years.	 It	 had	 set	 the	 fiscal
deficit	target	at	3.9	per	cent	for	2015-16,	3.5	per	cent	for	2016-17	and	3
per	cent	for	2017-18.	While	presenting	 the	Budget	 for	2016-17,	 though
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finance	minister	Arun	Jaitley	retained	the	targets,	he	announced	setting
up	of	a	committee	to	review	the	FRBM	Act	to	examine	the	possibility
of	a	fiscal	deficit	range	as	the	target.

How	can	India	still	meet	its	deficit	targets?

Passage	 of	 Goods	 and	 Services	 Tax	 (GST)	 Bill	 –	 expected	 to
happen	in	the	ongoing	Monsoon	Session	of	the	Parliament	-	will
increase	revenue	buoyancy	as	 it	will	help	widening	 the	coverage
of	 tax	base	and	 improve	 tax	 compliance.	This	may	 lead	 to	higher
generation	of	revenues.
This	 will	 support	 both	 the	 Centre	 and	 State	 governments	 to	 keep
revenue	deficit	in	check.	GST,	a	comprehensive	indirect	tax	reform
that	will	subsume	excise	and	service	tax	and	other	local	levies,	has
been	hanging	fire	since	2006-07.
Furthering	subsidy	reforms	are	needed,	especially	with	regard	to
the	fuel	subsidies.	The	Economic	Survey	had	pointed	out	that	they
were	badly	targeted,	with	the	richest	10	per	cent	of	the	households
benefiting	 seven	 times	more	 than	 the	poorest	 10	 per	 cent	 from
these	subsidies.
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It	 is,	 in	 fact,	 because	 of	 the	 front-loading	 of	 subsidy	 (paying	 off
early)	 outgo	 for	 food,	 fertiliser	 and	 fuel	 that	 the	 non-Plan
expenditure	stood	at	Rs	3.64	lakh	crore	in	Q1FY17,	or	25.5%	of	the
full	year	 target	as	compared	 to	Rs	3.16	 lakh	crore,	or	24.1%	of	 the
previous	year’s	target	during	the	quarter.
Easing	domestic	supply	bottlenecks	would	also	boost	exports	and
improve	investment	prospects	for	the	economy,	which	will	ensure
that	public	expenditure	will	be	used	where	it	really	is	needed.

((( 	)))

980



Economy	-	The	carnival	against	capital

The	large-scale	excitement	that	globalization	generated	has	been	on	a
definite	decline	 since	 the	2008	 financial	 crisis.	Brexit	 –	a	 concrete	 step
away	 from	 globalization	 -	 has	 forced	 the	 world	 to	 realize	 that
‘Deglobalization’	may	be	gaining	momentum.	 Inclusive	globalization	–
even	if	economic	growth	takes	a	lower	priority	–	seems	to	be	the	need	of
the	moment.	But	will	countries	pave	the	way	or	remain	on	the	fence?

981



What	are	the	symptoms	of	anti-globalization?

A	comparison	of	the	global	situation	before	and	after	the	global	financial
crisis	of	2008	reveals	that:

The	 anti-establishment	 sentiment	 is	 increasingly	 making	 its
presence	 felt	 across	 the	 world.	 It	 has	 been	 observed	 in	 30	 of	 the
major	democracies	that	the	voting	populace	has	cast	 in	 favor	of
its	 incumbent	 in	 only	 one-third	 of	 the	 national	 elections	 each
year	 since	 2008	 as	 opposed	 to	 two-thirds	 before	 that.	 Median
approval	rating	of	the	existing	leader	has	fallen	to	37	percent	from
54	percent	in	20	top	emerging	and	developed	nations.
This	anti-establishment	wave	is	not	powered	by	ideology.	Popularity
of	Donald	Trump	(the	Republican	nominee	for	the	President	of	the
US),	Marine	Le	Pen	 (the	 right-wing	Front	National	party	 leader	of
France)	 and	 some	 Brexit	 leaders	 on	 one	 hand	 is	 balanced	 by
support	 for	 the	 likes	 of	Maurico	Marci	 (the	 current	 President	 of
Argentina)	and	Pedro	Pablo	Kuczynski	(recently	sworn	in	as	Peru’s
new	 president)	 whose	 anti-populist	 views	 are	 in	 contrast	 to	 their
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predecessors.
Hostility	to	open	markets	is	pervasive.	The	WTO’s	Report	on	G20
Trade	Measures	cautioned	that	between	mid-October,	2015	and	mid-
May,	 2016,	 G20	 economies	 increased	 dependence	 on	 protectionist
policies	 (barriers	 to	 trade	 with	 other	 countries)	 was	 unmatched
since	 2008;	 with	 about	 5	 protectionist	 trade	 measures	 being
introduced	 each	 week.Global	 trade	 growth	 since	 the	 crisis	 has
dropped	 to	 zero	 from	 more	 than	 8	 percent.	 Britain	 alone	 has
imposed	200	new	trade	barriers	since	2008.
Banks	 are	 increasingly	 favoring	domestic	 lending	 to	 cross	 border
lending.	 International	 capital	 flows	 fell	 from	 16	 percent	 of	 global
GDP	in	2007	to	1.6	percent	in	2014.
Hostility	 to	 immigrants	 and	 immigration	 is	 being	 fuelled	 by
insecurity.

The	 first	 and	most	 likely	not	 the	 last	 concrete	 symptom	was	Brexit;	 a
manifestation	 of	 class	 resentment	 and	 protest	 against	 the	 elite	 who
benefited	from	unfettered	globalization.
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Why	is	Brexit	not	an	exception,	but	may	be	the	first	of	many	exits?

Countries	 that	 are	 enjoying	 the	 globalization	 benefits	 that	 include
multiculturalism,	 economic	 growth	 and	 alleviation	 of	 poverty
are	 still	 ill-equipped	 to	 deal	with	 its	 negative	 facets	 such	 as	rising
inequality	and	racial	and	ethnic	conflicts.
France,	 Spain,	 and	Denmark	among	other	European	countries	are
witnessing	an	 increase	 in	popularity	of	anti-EU	forces	and	populist
movements.	These	movements	will	find	Brexit	an	encouraging	sign
and	use	it	to	fuel	the	enthusiasm	of	the	masses.	It	does	not	help	that
almost	 every	 other	week	 there	 is	 a	 terror	 attack	 in	 Europe,	 often
perpetrated	by	the	migrant	community.
Scotland	 wanted	 another	 referendum	 on	 independence	 from	 the
United	Kingdom	immediately	after	 the	UK	referendum	(because	 it
had	 voted	 to	 remain	 with	 the	 EU,	 an	 assertion	 which	 was	 over-
shadowed	 by	 the	 majority	 that	 is	 England)	 and	 Northern	 Ireland
may	choose	to	follow	Scotland	too.	Many	experts	opine	that	Brexit
might	spark	friction	with	Brussels	that	has	left	countries	like	Greece,
France,	Spain,	Sweden	and	Denmark	discontent	and	pave	 the	way
for	them	to	make	their	own	exits.
The	EU,	reeling	under	the	twin	crises	of	debt	 leading	to	economic
crisis	 and	 influx	 of	 refugees	 from	 war-ravaged	 countries	 has	 left
several	of	those	who	weren’t	accorded	the	benefits	of	globalization
feeling	frustrated.
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Since	when	have	we	seen	movements	against	globalization?

Protests	 to	 divert	 a	 meeting	 of	 the	 International	 Monetary	 Fund
(IMF)	and	World	Bank	representatives	in	Berlin	in	1988	ranged	from
peaceful	to	violent.	The	protests	failed	to	accomplish	their	purpose.
They	are	regarded	as	the	initial	signs	of	a	growing	anti-globalization
movement.	 A	 counter	 summit	 against	 G7	 in	 Paris	 in	 1989	 and

another	protest	at	the	50th	anniversary	of	the	World	Bank	and	IMF
in	Madrid	in	1994	followed.
The	 summer	 of	 1999	 had	 around	 400	 Indian	 farmers	 and
representatives	 from	 Third	 World	 countries	 travelling	 through
Europe	on	 invitation	 from	anti-globalization	activists.	The	purpose
was	to	bring	to	notice	the	ill	effects	of	the	global	economy	on	their
lives.	 One	 of	 the	 first	 international	 anti-globalization	 protests	 was

organized	 on	 June	 8,	 1999,	 the	 day	 of	 the	 25th	 G8	 summit.	 The
initiative	was	called	the	Carnival	Against	Capital.	A	human	chain
of	35,000	members	organized	by	the	campaign	for	“Debt-Free	2000”
chain	 surrounded	 the	 conference	 centre	 of	 the	 economic	 summit
for	some	time.
The	 term	 anti-globalization	 movement	 gained	 widespread	 media
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attention	after	protests	against	the	World	Trade	Organization	(WTO)
in	 Seattle	 in	 November-December	 1999.	 The	 WTO	 members	 had
convened	to	launch	a	new	round	of	trade	negotiations.	However,	it
was	 the	 massive	 scale	 of	 protests	 outside	 the	 convention	 and	 in
other	pockets	of	the	area	that	forced	the	media	to	acknowledge	anti-
globalization	as	a	reality.The	Battle	in	Seattle	as	it	was	known	had
40,000	 protestors	 with	 unions	 worried	 about	 competition	 from
foreign	 labor,	environmentalists	opposing	outsourcing	of	polluting
activities,	 consumer	 rights	 activists	 concerned	 about	 unsafe
imports,	 laborers	 worried	 about	 miserable	 working	 conditions	 in
other	countries	and	leftists	ranting	against	capitalism	joining	forces.
The	protests	were	nicknamed	“N30”	(they	began	on	November	30)
and	 are	 said	 to	 have	 ushered	 in	 the	 second	 phase	 of	 the	 anti-
globalization	movement	in	the	United	States.
From	mid	90s	onwards,	Annual	meetings	of	 IMF	and	World	Bank,
G20	 and	 G7	 summits	 are	 also	 common	 venues	 of	 protests	 whose
purpose	 mostly	 is	 to	 prevent	 these	 events	 from	 happening;	 a
mission	 rarely	 accomplished.	 Protests	 are	 taken	 up	 across	 a	 large
scale	 without	 a	 central	 organizing	 body.	 Important	 plans	 of	 the
protest	 are	 often	 made	 at	 the	 last	 minute	 to	 prevent	 them	 from
being	leaked	to	law	enforcement	agencies.	One	common	tactic	is	to
split	up	depending	on	approach	chosen.	This	happened	 in	Prague,
September	 2000.	 The	 protests	 comprised	 of	 the	 peaceful	 Yellow
March,	 the	 distracting	 Pink	 March	 which	 used	 costume,	 dance,
theatre	etc.	and	the	Blue	March	which	adopted	violent	means.
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Where	are	the	real	issues?

Deglobalization

In	 the	 US	 and	 Europe,	 politicians	 are	 exploiting	 and	 inciting	 anti-
immigrant	sentiment.	Alarming	violence	against	immigrants	occurs
in	 these	 countries	 and	 even	 South	Africa,	 Africa’s	most	 globalized
economy.The	 politicians	 rake	 up	 the	 sentiment	 by	 blaming
immigrants	for	high	unemployment	levels	unabashedly	ignoring
the	fact	that	it	was	their	country’s	policies	that	lured	immigrants
in	 the	 first	 place.	 As	we	 shudder	 and	watch	 in	 alarm,	 politicians
like	 Donald	 Trump	 are	 increasingly	 connecting	 with	 the	 masses
through	this	approach.
Throttling	 migration	 at	 a	 time	 when	 the	 domestic	 working	 age
population	is	decreasing	on	a	much	wider	scale	leads	to	a	decrease
in	workforce,	reduced	production	and	consumption	and	hastens	the
economic	shock.
Emerging	markets	are	estimated	to	lose	as	much	as	$1	trillion	over
the	next	 two	decades	 if	 European	banks	 cease	 lending	 them.	This
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would	 erode	 the	 culture	 of	 entrepreneurship	 as	 small	 companies
will	 have	 to	 struggle	 all	 the	 more	 to	 find	 a	 financial	 backer.
Increased	state	control	will	also	hamper	innovation.

With	 Brexit	 being	 the	 first	 concrete	 step	 away	 from	 globalization,	 the
above	issues	will	now	have	to	be	confronted.“For	the	first	time,	a	major
economy	 is	 saying:	We	will	 be	 better	 off	 doing	 things	 by	 ourselves,	 and
making	our	own	decisions.	And	that’s	a	bit	of	a	shock	to	the	system”	says
Homi	 Kharas,	 Deputy	 Director	 for	 the	 Global	 Economy	 and
Development	program	at	the	Brookings	Institution.

Globalization	is	not	the	problem.	Ill-managed	globalization	is.

Concentration	of	wealth	gives	rise	to	social	upheavals	arising	out	of
decreased	standard	of	living	and	denial	of	opportunities	for	the	once
middle	class	section.
Excessive	 favoritism	to	 the	corporate	sections	allows	 them	to	 take
undue	advantage	of	their	position.
Inequality	is	rising	due	to	the	previous	two	factors.	In	a	recent	study
of	 46	 major	 economies,	 Credit	 Suisse	 found	 that	 prior	 to	 2007,
wealth	inequality	was	on	the	rise	in	12	of	them;	but	after	2007,	that
number	more	than	doubled	to	35.

Kharas	 added,	 ‘We	 don’t	 need	 a	 faster	 or	 slower	 globalization.	We
need	a	better	globalization’
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Whom	does	the	anti-globalization	movement	target?

Many	 anti-globalization	 activists	 call	 for	 globalization	 to	 progress
towards	 all-inclusive	 globalization	 and	 not	 a	 reversal	 of
globalization	and	all	its	positive	effects.	As	Noam	Chomsky,	social	critic,
logician	and	political	activist	said	 in	2002,	“The	term”globalization"	has
been	 appropriated	 by	 the	 powerful	 to	 refer	 to	 a	 specific	 form	 of
international	 economic	 integration,	 one	 based	 on	 investor	 rights,
with	the	interests	of	people	incidental.	That	is	why	the	business	press,
in	its	more	honest	moments,	refers	to	the	“free	trade	agreements”	as
“free	 investment	 agreements”	 (Wall	 St.	 Journal).Accordingly,
advocates	 of	 other	 forms	 of	 globalization	 are	 described	 as	 “anti-
globalization”;	and	some,	unfortunately,	even	accept	this	term,	though
it	 is	 a	 term	 of	 propaganda	 that	 should	 be	 dismissed	 with	 ridicule.No
sane	 person	 is	 opposed	 to	 globalization,	 that	 is,	 international
integration.	 Surely	 not	 the	 left	 and	 the	 workers	 movements,	 which
were	 founded	 on	 the	 principle	 of	 international	 solidarity	 —	 that	 is,
globalization	 in	a	 form	that	attends	 to	 the	rights	of	people,	not	private
power	systems.”
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Multi-national	 corporations	 that	 take	 the	 icing	 and	 an
atrociously	huge	slice	of	the	cake	leaving	their	workers	to	contend
with	 the	 crumbs	 and	 the	 environment	 to	 bear	 the	 brunt.
Corporations	 that	 seek	 to	 maximize	 profits	 and	 the	 expense	 of
safety	conditions	of	the	workers	and	the	environmental	health	are
the	prime	targets	of	anti-globalization	activists.
Global	financial	institutions	like	the	IMF	and	World	Bank	that	favor
these	MNCs	 and	 accord	 them	with	 special	 privileges	 such	 as	 free
movement	 across	 borders,	 use	 of	 natural	 and	 human	 resources	 –
opportunities	that	smaller	businesses	cannot	avail.
Promoters	 of	 unrestricted	 trade	 and	 cross-border	 investments
that	 provide	 investors	 with	 complete	 authority.	 A	 few	 specific
examples	 are	 the	 WTO,	 the	 Organization	 for	 Economic	 Co-
operation	and	Development	(OECD)	–	which,	along	with	the	global
entities	 mentioned	 above	 implement	 treaties	 like	 the	 North
American	Free	 Trade	Agreement	 (NAFTA),	 Free	 Trade	Area	 of	 the
Americas	 (FTAA),	 the	 Trans	 Pacific	 Trade	 Agreement	 (TPPA),	 the
Multilateral	 Agreement	 on	 Investment	 (MAI)	 and	 the	 General
Agreement	on	Trade	in	Services	(GATS).
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How	has	the	G20	reacted?

No	 G20	 member	 has	 promised	 specific	 action	 at	 the	 summit
though	they	acknowledged	the	 threat	 to	globalization.	Prior	 to	 the
summit	however,	Japan	had	begun	to	prepare	an	extra	budget	with
proposals	 for	 taking	 lower	 income	 households	 and	 improving
wages	of	informally	employed	workers	being	considered.	Treasury
Secretary	 Jacob	 J.	 Lew,	 representing	 United	 States	 said,	 “The	 US
economy	is	in	good	shape”	and	stopped	at	that.
China’s	government	has	been	dealing	with	the	country’s	economic
downturn	by	using	 its	wealth	 to	pump	cheap	credit	 into	 its	banks,
companies	and	local	governments	and	in	June	alone	the	economy
witnessed	 an	 inflow	 of	 $244	 billion	 in	 credit.	 South	 Korea	 has
released	 $9.7	 billion	 to	 bolster	 the	 jobs	 market,	 and	 Canada	 has
added	$8.38	billion	in	annual	spending	for	the	current	fiscal	year.
“All	 forms	 of	 protectionism	will	 be	 resisted”,	 the	 G20	 summit	 said,
admitting	 that	 a	 less	 than	 desirable	 global	 economic	 recovery	 is
hampered	 by	 volatile	 financial	 markets	 and	 geopolitical	 conflicts.
The	 G20	 also	 said	 that	 terrorism	 and	 refugee	 flows	 continue	 to
complicate	the	global	economic	environment.
Though	 the	 G20	 had	 an	 optimistic	 view	 of	 Brexit’s	 impact	 and
discouraged	monetary	stimulus	countries	including	India,	Australia
and	 South	Korea	have	 begun	 to	 cut	 interest	 rates	 since	 February.
Bank	 of	 Japan	 Governor	 observed	 that	 the	 monetary	 and	 fiscal
impetus	can	help	the	economy	effectively.
Overcapacity	 in	 industries	 like	 steel	making	 and	 the	 challenges	 to
trade	 and	 workers	 was	 mentioned.But	 while	 the	 need	 for	 a
collective	 global	 response	 was	 (again)	 emphasized,	 no	 new
measure	to	deal	with	the	problem	was	announced.

((( 	)))
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Economy	-	The	return	of	the	gold	smugglers

Gold	smuggling	into	India	is	growing	into	a	big	problem	following	the
introduction	 of	 higher	 import	 duties	 on	 gold,	 which	 imply	 there	 is
significant	 money	 to	 be	 made	 by	 bringing	 it	 into	 India	 via	 unofficial
channels.	Apart	from	negatively	impacting	the	government	because	of
the	lost	tax	revenues,	there	are	other	effects	on	the	industry.	Taxes	on
gold	have	to	be	“rationalised”	to	de-incentivize	the	smugglers.

What	is	happening	in	the	domestic	bullion	industry?
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With	 gold	 smuggling	 on	 the	 rise,	 the	 domestic	 bullion	 industry	 is
struggling	to	survive	and	(therefore)	is	crying	foul.
In	 the	 past	 few	 months,	 32	 gold	 refineries	 in	 India,	 having	 a
combined	refining	capacity	of	1450	tonnes	per	annum,	have	closed
down.
As	 demand	 comes	 down	and	business	 slows,	 it	 is	 natural	 that	 the
gold	industry	is	laying	off	experienced	workers.
The	official	 imports	of	 gold,	 or	bullion,	have	 come	down	by	60
per	cent	in	the	past	4	months,	whereas	domestic	bullion	supply	is
increasingly	 being	 taken	 over	 by	 the	 grey	 market,	 including	 by
stock	that	is	smuggled	in,	for	a	variety	of	reasons.
It	 is	 learnt	 that	 gold	 and	 gold	 bullion	 from	 the	 unaccounted	 grey
market	 is	 available	 at	 a	 discount	 of	 5	 per	 cent	 below	 the	 daily
international	 gold	 rates	 (London	 Metal	 Exchange	 rates).	 This	 has
made	official	sector	imports	unviable.
Gold	refineries	which	import	their	raw	material,	gold	dore,	at	daily
LME	 rates,	 are	 struggling,	 with	 some	 downing	 shutters,	 with
inventories	 lying	 unsold	 in	 a	 discounted	 market.	 A	 doré	 bar	 is	 a
semi-pure	 alloy	 of	 gold	 and	 silver,	 usually	 created	 at	 the	 site	 of	 a
mine.	It	is	then	transported	to	a	refinery	for	further	purification.

Now	 that	 people	 are	 buying	 less	 gold,	 shouldn’t	 the	 government	 be
happy?

True,	the	lower	quantum	of	import	of	bullion	and	gold	dore	in	the
current	 year	has	reduced	 the	 import	bill	 and	hence	 the	Current
Account	Deficit	(CAD)	for	the	Government	may	look	presentable
from	the	view	point	of	balance	of	trade.
But	 the	 growth	 in	 grey	 market	 operations	 has	 bled	 the
Government	considerable	amount	of	revenue	from	import	duty.
Unless	gold	import	duties	are	brought	down	to	realistic	 levels,	 this
nascent	import	substitution	industry	may	vanish,	defeating	the	very
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purpose	of	the	‘Make	in	India’	campaign	of	the	Government.
The	 Bullion	 Federation	 of	 India	 and	 the	 Association	 of	 Gold
Refineries	and	Mints	have	brought	this	matter	to	the	attention	of	the
Finance	Ministry	requesting	immediate	reduction	in	import	duty
on	bullion	from	10	per	cent	to	5	per	cent	so	as	to	make	smuggling
unattractive.
Because	of	 this	upswing	 in	 grey	market	 imports,	 the	hawala	 rates
for	 money	 transfers,	 or	 those	 made	 outside	 traditional	 banking
systems,	are	understood	to	have	gone	up	from	1.5	per	cent	last	year
to	 3	 per	 cent	 in	 the	 current	 year,	 which	 negatively	 impacts	 the
value	of	the	Indian	Rupee.

Why	is	gold	smuggling	on	the	rise?

India	 imports	about	900	 tonnes	of	 gold	every	year.	 In	 2013,	 the
government	increased	the	import	duty	to	10	per	cent	with	an	aim	to
discourage	the	imports	and	contain	current	account	deficit	(CAD).
The	high	rate	of	customs	duty	on	gold	may	have	initially	acted	as
a	deterrent	for	 imports	but	 it	resulted	in	 large-scale	smuggling.
The	 weakness	 of	 the	 Indian	 rupee	 against	 the	 US	 dollar	 makes
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purchasing	gold	in	India	more	expensive	compared	to	buying	it
in	the	UAE.
The	high	rate	of	duty	has	opened	smuggling	channels	because	the
resultant	difference	 in	gold	prices	 in	 India	makes	smuggling	more
remunerative.
A	 report	 by	 the	 customs	 department	 explains	 various	 modus
operandi	 adopted	 to	 illicitly	 bring	 in	 gold,	 which	 include	 “body
concealment,	 in	 toilets	of	planes,	under	aircraft	seats,	 in	 the	 form	of
mobile	 phone	 batteries,	 spring	 coils	 of	 bar	 seats,	 buckles	 of	 belts,
inside	 trolley	 bag	 handles,	 gold	 dust	 in	 henna	 powder,	 sketch	 pen
refills,	packets	of	dates,	chocolate	wrappers,	LED	televisions,	laptops,
emergency	 lights,	 staple	 pins,	 sealing	 machines,	 air	 compressors,
etc”.
The	 value	 of	 gold	 seizures	 in	 2014-15	was	 almost	 90%	of	 the	 total
value	 of	 duty	 recovered	 by	 the	 government	 on	 commercial	 and
other	frauds	that	year.

When	did	gold	damage	India’s	current	account?

In	2012,	the	then	finance	minister,	P	Chidambaram,	announced	the	hike
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in	 import	 duty	 on	 gold.	 And	 then	he	 hiked	 it	 even	more.	He	was	 left
with	no	choice.

India	is	the	world’s	top	most	buyer	of	gold	and	the	metal	is	the
second-largest	 component	 of	 country’s	 imports	 by	 value	 (after
crude	oil).	It	imported	about	$60	billion	worth	of	gold	in	the	fiscal
year	 ending	March	31,	 2012,	 compared	 to	 the	 $40-billion	worth	of
gold	imports	in	the	earlier	year.
A	 current	 account	 deficit	 (CAD)	 means	 the	 value	 of	 imports	 of
goods,	services	and	investment	incomes	is	greater	than	the	value	of
exports.	 It	 simply	 means	 that	 a	 country	 with	 CAD	 is	 losing	 its
precious	dollars	to	other	countries.	That	India	has	to	waste	60	billion
dollars	on	gold	–	apparently	of	no	constructive	use	for	the	economy
–	was	intolerable.
Already	 worried	 over	 the	 high	 current	 account	 deficit,	 the
government	doubled	the	import	duty	on	gold	to	4	percent	in	March
2012.	 Both	 the	 government	 and	 the	 Reserve	 bank	 of	 India	 (RBI)
urged	 the	 investors	 to	 refrain	 from	 investing	 in	 gold	 to	 hedge
against	inflation.
When	 the	 imports	did	not	 seem	to	be	coming	down,	 the	 import
duty	was	hiked	to	6%	(Jan	2013),	8%	(June	2013)	and	finally	10%
(Aug	2013).
The	domestic	demand	for	gold	then	started	cooling	down	owing	to
the	 high	 price	 of	 the	 yellow	 metal	 in	 the	 domestic	 market.
Depreciation	of	 the	 rupee	against	 the	dollar	kept	 the	price	of	 gold
higher	than	compared	to	its	price	in	the	global	markets.
Then	 the	 worst	 fears	 came	 true	 –	 to	 cater	 to	 the	 price	 sensitive
Indian	gold	buyers,	the	smugglers	created	another	supply	chain.
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Where	 are	 the	 recent	 efforts	 by	 the	 government	 to	 reduce	 gold
import?

To	reduce	gold	import,	the	usage	of	physical	gold	must	be	reduced.	For
this	 purpose,	 the	 Sovereign	 Gold	 Bond	 (SGB)	 was	 introduced	 to
substitute	 for	 gold	 holding	 by	 those	 who	 hold	 it	 to	 benefit	 from	 an
increase	in	its	price.

Investors	have	to	pay	the	issue	price	in	cash	and	the	bonds	–	linked
to	 the	 market	 price	 of	 gold	 -	 will	 be	 redeemed	 in	 cash	 on
maturity.The	 Bond	 is	 issued	 by	 the	 Reserve	 Bank	 on	 behalf	 of
Government	of	India.
However,	the	lack	of	investor	awareness	and	access	issues	seem	to
be	holding	back	retail	response	to	the	offers.
While	the	cumulative	demand	for	Sovereign	Gold	Bonds	adds	up	to
less	than	5	tonnes	of	gold,	 Indian	buyers	 lap	up	an	estimated	900
tonnes	of	gold	in	jewellery,	bar	and	coin	forms	every	year.

Here	 are	 three	 specific	 fixes	 that	 the	 Centre	 must	 consider	 to	 have
investors	sit	up	and	take	notice	of	these	bonds.
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Better	 advertising:	 With	 the	 ads	 merely	 mentioning	 the	 ‘fixed
interest	of	2.75	per	cent’,	most	savers	would	be	inclined	to	dismiss
the	 bonds	 as	 earning	 less	 than	 a	 savings	 bank	 account.	 The	 ads
simply	 did	 not	 focus	 on	 how	 the	 investors	 will	 benefit	 from	 the
appreciation	 in	 the	 value	 of	 gold.	 But	 as	 the	 20	 per	 cent	 price
appreciation	from	the	first	tranche	of	bonds	shows,	the	larger	lure
for	investors	is	the	prospect	of	capital	gains	if	gold	prices	shoot
through	 the	 roof	 over	 the	 next	 5	 to	 8	 years.	 Highlighting	 the
returns	 on	 the	 first	 tranche	 (with	 due	 disclaimers	 on	 past
performance)	 may	 drive	 home	 the	 point	 that	 the	 2.75	 per	 cent
interest	 is	 only	 the	 icing	 on	 the	 cake.	 The	 cake	 is	 gold	 price
appreciation.	The	fixed	interest	is	just	icing	on	top	of	it.
On-tap	availability:	Many	savers	complain	that	the	last	few	tranches
of	bond	issues	have	come	and	gone	even	before	they	could	manage
the	 cash	 to	 buy	 them.	 Making	 these	 bonds	 available	 on	 tap,	 like
small	 savings	 schemes,	 and	pricing	based	on	prevailing	 gold	 rates
may	help	up	the	interest	quotient.
Wider	distribution:	Unlike	public	sector	share	sales	which	need	to	be
marketed	 only	 to	 the	 tiny	 constituency	 of	 equity	 investors,
Sovereign	Gold	Bonds	need	to	reach	out	to	the	vast	Indian	middle-
class	which	 has	 a	 penchant	 for	 gold.	 It	 is,	 therefore,	 necessary	 to
think	beyond	conventional	distribution	channels.
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Who	are	not	affected	by	hikes	in	import	duties?

The	Indian	consumers	are	rarely	affected	by	hikes	in	import	duties.
Gold	 demand	 in	 India	 is,	 by	 no	 means,	 easy	 to	 understand.The
massive	 accumulation	 of	 gold	 for	 centuries	 has	 led	 to
approximately	 22,000	 tonnes	 of	 gold	 being	 ‘hoarded’	 by	 Indian
households.	 The	 demand	 for	 gold	 is	 driven	 by	 economic,	 socio-
cultural	and	psychological	factors.
A	study	 for	 the	period	April	1996	 to	March	2014	conducted	on	 the
sensitivity	of	demand	for	yellow	metal	to	prices	and	other	factors	in
India	reveals	that	such	tariff	increases	may	have	negligible	effect.
In	 2013,	 the	 Reserve	 Bank	 of	 India	 (RBI)	 introduced	 the	 80:20
scheme	which	required	gold	 importers	 to	re-export	20	per	cent	of
the	 incoming	 gold	 and	 also	 banned	 import	 of	 gold	 through	 star
trading	 houses.	 But	 the	 resultant	 shortfall	 in	 supply	 had	 led	 to	 a
phenomenal	rise	in	the	premium	on	gold	in	the	market	and	a	spike
in	gold	smuggling.
In	India	almost	the	entire	demand	for	gold	is	met	by	imports.	It	is
imported	in	three	forms,	namely	powder,	semi-manufactured	and
unwrought	forms.	Gold	jewellery	demand	is	linked	to	the	first	two
forms	whereas	the	latter	represent	demand	for	gold	bars.
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The	changing	demand	pattern	is	reflected	in	the	spectacular	rise	in
import	of	gold	bars	due	to	its	appeal	as	‘safe	haven’	after	mid-2008.

There	 are	 two	 important	 aspects	 of	 gold	 demand	 which	 are	 usually
overlooked	by	policy	makers.

Many	decisions	concerning	gold	consumption	take	time	to	change.
These	 decisions	 include	 long-term	 commitments	 such	 as
accumulating	wealth	for	adverse	financial	situations.
There	may	 exist	 a	 psychological	 stock	 in	 consumers’	 mind.If	 the
stock	of	gold	falls	short,	s/he	would	purchase	gold.	Quite	often	the
policies	are	based	on	aggregate	gold	demand	pattern,	while	different
components	of	gold-demand	behave	differently.

How	is	gold	smuggling	carried	out?

Gold	smugglers	are	adopting	innovative	methods	to	vex	authorities	and
keeping	 cops	 on	 their	 toes.	 If	 this	 were	 to	 be	 called	 an	 ‘industry’,	 it
would	have	been	a	really	innovative	industry	with	its	constant	pursuit
to	explore	all	possibilities.
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First	 it	was	gold	 stashed	 inside	 cell	phones	and	DVD	players,	 then
came	 aluminum-coated	 gold	 deftly	 concealed	 in	 trolley	 bags	 and
even	inside	undergarments.
Just	when	the	authorities	thought	they	had	broken	every	code	and
exposed	 every	 method,	 the	 smugglers	 have	 now	 started	mixing
powdered	 gold	 in	 molten	 rubber	 and	 making	 supporting
cushions	inside	shoes.
Customs	 sleuths	 say	 that	 smugglers	 in	 Dubai	 are	 mixing	 gold
powder	 in	molten	 rubber	 blocks.	 After	 it	 cools,	 these	 are	 cut	 into
pieces	and	placed	inside	shoes.The	carriers	are	supposed	to	wear
the	shoes	and	deliver	them	to	contact	persons	for	a	commission
of	Rs	20,000	per	trip,	apart	from	free	airfare	and	hotel	costs.
In	one	case,	customs	sleuths	had	the	rubber	blocks	heated	to	a	high
temperature.	 The	 rubber	 melted	 away,	 leaving	 some	 corrosive
residue	 behind.	 The	 material	 was	 dipped	 in	 a	 concoction	 of
hydrochloric	acid	and	nitric	acid,	which	removed	sediments	and	left
pure	gold	powder,	weighing	3.3kg.

((( 	)))
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Economy	-	War	is	coming	to	Indian	telecom

Reliance	Industries	is	set	to	launch	its	fourth	generation	(4G)	wireless
broadband	service	under	 the	brand	name	Jio.	This	4G	LTE	service	will
offer	 significantly	 faster	 data	 speeds	 at	 much	 cheaper	 costs.	 With
Reliance	Jio	rolling	out	its	service	soon,	analysts	feel	it	will	lead	to	new
paradigms	 in	 India’s	 slow	 growing	 data	market.	 The	 competitors	 will
have	to	fight	a	brutal	price	war	with	Reliance.
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What	is	the	expected	launch	date	of	Jio?

Mukesh	 Ambani-owned	 Reliance	 Jio	 Infocomm	 is	 likely	 to
commercially	 roll	 out	 its	 4G	 services	 from	 August	 15,	 India’s
Independence	Day	and	 it	may	launch	free	voice	along	with	data
services.
Jio	 had	 ‘soft	 launched’	 its	 services	 for	 its	 employees	 in	December
last	year.	It	opened	up	its	network	with	preview	data	offer	in	May
this	year.
Jio	has	however	extended	its	preview	offer	only	to	select	Samsung
4G	smartphones	and	HP	laptop	users.
The	company	earlier	this	year	had	said	that	it	was	trying	to	ensure
full	 network	 optimization	 before	 the	 complete	 rollout	 of	 its
services,	also	citing	it	as	the	only	reason	for	the	delay	in	launch.
In	 its	 annual	 report	 for	 2015-16,	 Reliance	 Industries	 Limited	 (RIL)
said	 that	 Jio	 will	 have	 over	 92,000	 Evolved	 Node	 B	 (eNodeB)	 and
over	1,00,000	small	cells	at	launch	at	the	time	of	commercial	launch.
The	new	4G	entrant	already	has	a	network	of	over	2,50,000	 route
km	of	optic	fibre	cable	(OFC)	for	a	full-IP	network.
In	addition	to	 the	fibre	backhaul,	 the	company	said	that	extensive
last	mile	fibre	connectivity	is	being	rolled	out	to	address	the	fibre
to	the	home	potential.
Jio	 is	 expected	 to	 offer	 a	 differentiated	 offering	 -	 which	 will	 be
unlimited	VoLTE	voice	bundled	with	its	data	offering	above	Rs.	300
per	month.
Reliance	 also	 revealed	 that	 Jio	 has	 deployed	 advanced	 network
technologies	 such	 as	 Software	 Defined	 Networking	 (SDN)	 and
Network	Functions	Virtualisation	(NFV),	and	its	network	is	ready
for	future	evolution	of	 technology	including	transition	to	5G	with
minimal	additional	capital	expenditure	in	the	network.
Described	 as	 ‘the	 world’s	 biggest	 startup’	 with	 an	 investment	 of
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around	 Rs	 1.5	 lakh	 crore,	 the	 launch	 has	 been	 six	 years	 in	 the
making	since	Reliance	 Industries	 re-entered	 the	 telecom	sector	by
buying	 a	 company	 which	 had	 won	 pan-India	 4G	 airwaves	 in	 an
auction	in	2010.

Why	is	Jio	expected	to	revolutionize	the	telecom	market	of	India?

Reliance	 Industries’	 chairman	 Mukesh	 Ambani	 has	 ‘vowed’	 to
‘revolutionize’	the	telecom	market	by	providing	Internet	speed	that
will	be	80	times	faster	than	its	rivals.
Reliance	Jio’s	tariffs	are	also	likely	to	be	as	low	as	0.5	paise	for	10
kilobytes	 of	 data	 and	 video	 calls	 can	 be	 made	 at	 5	 paise	 per
second.
Reliance	 Jio	 Infocomm	 is	 also	 entering	 into	 partnerships	 with
almost	 all	 smartphone	makers	 to	 bundle	 three	 months	 of	 free
data	and	voice	with	handsets.
A	 first	 for	 the	 Indian	market,	 this	 is	 seen	as	 a	way	of	 ramping	up
users	 rapidly	 while	 providing	 a	 push	 to	 smartphone	 sales.	 The
company	 expects	 this	 strategy	 will	 help	 to	 instantly	 build	 up	 its
consumer	 base	 even	 before	 the	 commercial	 launch	 expected
anytime	this	year.
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Reliance	 Jio	 already	 has	 more	 than	 1.5	 million	 subscribers,
which	include	customers	of	its	Lyf	smartphones,	employees	and
business	 partners	 including	 retailers.	 Buyers	 of	 the	 bundled
devices	will	be	eligible	for	a	SIM	card	that	will	allow	them	to	access
the	Jio	network	immediately.
Jio	has	spectrum	in	 the	4G	bands	of	2300	MHz,	1800	MHz	and	850
MHz.	 It	 has	 also	 signed	 trading	 and	 sharing	 pacts	 for	850	MHz	—
considered	 to	 be	 the	 best	 available	 in	 India	 for	 4G	 —	 with
Reliance	 Communications,	 owned	 by	 Mukesh	 Ambani’s	 younger
brother,	Anil.

Considering	these	factors	either	the	incumbents	-	Bharti,	Vodafone	and
Idea	-	themselves	need	to	take	the	lead	to	democratise	and	expand	the
data	market	in	India	without	needing	to	lean	heavily	on	Reliance	Jio	or
the	 Indian	wireless	 data	market	will	 change	 in	 complexion	 after	 Jio’s
launch,	catalyzing	 the	development	of	new	powerful	paradigms	 in	 the
data	market.

When	can	going	be	tough	for	Jio?
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Reliance	 Jio’s	 entry	 may	 make	 the	 going	 tougher	 for	 existing
operators,	 but	 Jio	 too	 will	 have	 to	 contend	 with	 a	 slowing	 data
market	and	increasing	price	competition	in	India.
Reliance	 Jio	will	 initially	disrupt	 the	market	because	of	 lower	data
tariffs	but	eventually,	an	expansion	 in	 the	data	subscriber	base
will	benefit	all	operators.
Voice	 will	 continue	 to	 remain	 important	 even	 as	 data	 gains
prominence.	India’s	biggest	telecom	operator	Bharti	Airtel	Ltd	said
June-quarter	voice	revenue	grew	at	the	fastest	pace	in	six	quarters.
Data	 and	 voice	 have	 their	 own	 set	 of	 challenges.Data	 shall	 in
future	continue	to	replace	short	communication,	while	voice	will
lead	for	long	communication	in	India.
While	 smartphones	 have	 become	 almost	 ubiquitous	 in	 cities,	 the
older	 generation	 feature	 phones	 are	 only	 useful	 for	making	 calls.
These	 phones	 still	 dominate	 rural	 and	 semi-urban	 areas,	 where
most	Indians	live.
One	needs	to	understand	that	not	everyone	lives	in	metro	cities	and
a	 large	 chunk	 of	 population	 is	 based	 out	 of	 that	 part	 of	 India
where	 voice	 is	 predominant.	 This	 scenario	 is	 not	 expected	 to
change	in	the	near	future.	Jio	can	only	hope	to	‘revolutionize’	urban
India.
Mobile	data	revenue	growth	has	been	slowing	down	after	a	period
of	 strong	 growth.	 In	 the	 quarter	 ended	 30	 June,	 Bharti	 Airtel	 said
data	 revenue	 grew	 4.5%	 from	 the	 preceding	 three	 months,	 the
slowest	 recorded	 pace.	 For	 Vodafone,	 fiscal	 first	 quarter	 data
revenue	growth	slowed	to	22%	from	65%	in	the	year-ago	period.	In
contrast,	 voice	 revenues	 for	 both	 the	 companies	 have	 grown
remarkably	well.
Growing	Wi-Fi	penetration	 is	another	reason	 for	slower	growth
of	data	revenues,	as	major	data	volume	is	getting	routed	 through
Wi-Fi	networks.
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Where	is	the	impact	of	Jio	already	being	felt?

While	the	Reliance	offers	are	new	and	not	widely	known,	it	has	started
creating	ripples	in	the	competitive	telecom	industry.

Jio	 has	 fuelled	a	 price	war	 in	 the	 telecom	 industry.	Much	 to	 the
delight	of	millions	of	customers,	incumbent	players	such	as	Airtel,
Vodafone	and	Idea	Cellular	have	started	slashing	data	prices	and
adding	value	to	existing	internet	and	voice	packs.
Ambani’s	 freebies	 -	 that	company	officials	say	will	continue	 till	 Jio
commercially	 starts	 operations	 -	 are	 forcing	 incumbents	 to	 add
value	 to	 their	offerings	 to	contain	 the	excitement	around	 the	new
entrant.
Airtel	lowered	the	threshold	for	plans	where	it	also	offers	free	voice,
though	this	remains	restricted	to	the	postpaid	segment.
Vodafone	recently	added	additional	67%	data	on	its	prepaid	packs	to
give	 more	 internet	 value	 at	 the	 same	 price.	 The	 company	 also
announced	a	lucrative	offer	-	Vodafone	Delights	-	that	promises	free
10-minute	 talk-time	 to	 all	 customers	 whose	 conversations	 get
interrupted	for	any	reason.
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Idea	 Cellular	 had	 also	 added	 benefits	 to	 its	 smaller	 prepaid	 data
packs	(below	1	GB)	as	it	increased	value	for	customers.

To	 counter	 Reliance	 Jio,	 the	 three	 telecom	 companies	 have	 been
expanding	4G	operations	and	introducing	various	offers.

Telecom	industry	analysts	said	margins	of	the	telecom	players	will
get	 thinner	 as	 competition	 rises.	 Business	 has	 already	 become
difficult,	and	no	one	is	sure	of	how	things	will	pan	out	as	Reliance
Jio	gets	aggressive.

Who	will	benefit	from	Jio?

Increased	 and	 aggressive	 competition	 will	 bring	 down	 costs	 of
services	 in	 the	 telecom	 space	 –	 benefitting	 consumers,	 both	 Jio
users	and	non-users.
4G	 new	 entrants	 may	 look	 at	 leveraging	 intranet-based	 data
offerings	 in	 an	 attempt	 to	 take	 market	 share.	 Currently	 telecom
companies	 monetize	 data	 connectivity	 and	 charge	 only	 for	 data
usage.
Jio’s	success	will	depend	on	the	penetration	of	4G	handsets,	which
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at	present	 is	 less	 than	5	per	cent	of	 the	unique	wireless	subscriber
base	and	even	by	year	end	it	is	not	expected	to	be	more	than	10	per
cent	of	base	(around	80	million).
The	intranet	route	will	be	used	to	introduce	cheap	or	free	data.	In	a
recent	development,	telecom	regulator	TRAI	suggested	that	rules
prohibiting	differential	pricing	for	data	will	not	be	applicable	to
intranet-based	offering	of	telecom	players.
This	 allows	 telecom	 players	 to	 have	 a	 B2B	 model	 by	 charging
content	 providers/	 ecommerce	 players	 a	 carriage	 fee	 and	 in	 turn
subsidizing	subscribers’	data	services.
Intranet	services	are	network	based	on	internet	protocols	belonging
to	an	organization	accessible	only	by	that	organization’s	members.
These	are	not	available	to	the	public	from	the	internet.
Telecom	 companies,	 in	 order	 to	 enhance	 value	 preposition	 can
charge	fixed	fee	and	might	 integrate	 intranet	with	content	around
movies/sports	and	enhancing	subscriber	value	proposition.
Such	an	approach	may	allow	4G	entrants	to	ask	for	a	fixed	fee	that	is
not	directly	 linked	 to	data	usage,	 to	 target	 the	medium/high	ARPU
(average	revenue	per	user)	data	users	and	churn	subscribers	from
top	incumbent.
4G	 entrants’	 ability	 to	 leverage	 data	 spectrum	 ownership,
particularly	 800	MHz	 spectrum	 holdings	 and	 their	 ability	 to	 offer
better	 content	 deals	 are	 working	 in	 their	 favour.Telecom
companies	on	the	other	hand	have	not	built	up	their	strength	in
content,	which	gives	the	new	4G	entrant	a	head	start,	provided
they	launch	fast.
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How	does	Jiofi	work?

The	Jio	Fi	devices	are	similar	to	any	Wi-Fi	hotspot	devices	that	are
available	in	the	market,	except	that	these	are	going	to	be	limited	to
the	Reliance	Jio	4G	network	and	thus	only	the	Jio	SIM	can	be	used
here.
With	the	built-in	battery,	the	JioFi	devices	will	last	up	to	5	hours	on	a
single	charge.
Apart	from	using	as	a	Wi-Fi	hotspot,	the	JioFi	also	offers	to	make	HD
voice	and	video	calls	with	the	help	of	JioJoin	app.	By	installing	the
app,	the	users	can	virtually	make	calls	using	the	VoWiFi	(Voice	over
Wi-Fi)	technology.
Jio	 4G	 Preview	 offer	 has	 free	 unlimited	 data,	 calls,	 and	 SMS	 for	 a
period	 of	 three	 months.	 HP	 laptop	 owners	 are	 chosen	 for	 this
Preview	Offer.

Some	specifications	and	features	of	the	Jio	Fi	device:

VoLTE	calls	and	app	to	app	sharing	possible
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Can	host	upto	31	devices	simultaneously
Has	6	hours	of	battery	backup	and	is	fully	charged	within	3	hours
Comes	in	3	colours;	Red,	Blue	and	Black

((( 	)))
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Economy	-	Saving	India’s	steel	industry

The	domestic	steel	sector	has	been	plagued	by	low	prices,	high-level	of
imports	and	muted	demand	growth.	Even	as	 the	Centre	has	extended
curbs	 on	 steel	 imports,	 the	 Steel	Ministry	 is	 pushing	 for	 a	 rethink	 on
domestic	 policies	 that	 are	 hurting	 producers.	 The	 once-thriving
domestic	 steel	 industry	 is	 now	 a	 laggard.	 Knappily	 explores	 the
problems	the	industry	faces	and	the	steps	the	government	must	take.

What	is	making	the	steel	industry	struggle?
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The	 Indian	 steel	 industry	 has	 been	 severely	 impacted	 by	 global
overcapacity,	fall	in	international	prices	and	surge	of	imports.
In	FY2016	alone,	steel	imports	increased	by	more	than	25	per	cent
from	9.3	million	metric	tonne	(MT)	to	11.7	million	MT,	over	and
above	the	71	per	cent	increase	in	FY2015.
International	 steel	 prices	 have	 been	 extremely	 volatile	 since
February	 2016.	 Chinese	 export	 HRC	 (hot-rolled	 coil)	 offers,	 after
increasing	sharply	by	around	80	per	cent	and	reaching	a	recent	high
of	around	$	470	per	tonne	in	April	2016,	has	seen	a	steep	correction
of	almost	30	per	cent	since	then.
Weak	domestic	steel	demand	growth	of	 just	2.8	per	cent	in	April-
May	 of	 FY2017	 has	 also	 been	 a	 dampener	 because	 domestic
industry	 capacity	 utilisation	 remained	 suboptimal.Per	 capita
consumption	of	steel	is	as	low	as	60kg	compared	with	the	world
average	 of	 216kg,	 and	 hence	 a	 laggard	 production	 system	 that’s
lacking	China’s	drive.
High-cost	 steel	 production:	 Even	 in	 the	 face	 of	 cut-throat	 global
competition,	a	lean	model	leading	to	low	cost	of	production	seems	a
far	cry.	A	case	in	point	being	the	hot-rolled	steel	costing	around	$330
a	ton	in	China,	around	$480	a	ton	in	India	and	at	least	$500	per	ton
in	the	US.
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Why	are	the	domestic	policies	also	to	be	blamed?

Levy	of	Clean	Environment	Cess	was	doubled	in	this	year’s	budget
from	Rs.200	per	ton	to	Rs.400	per	ton	of	coal,	lignite	and	peat.
There	is	rationale	behind	seeking	an	exemption	of	this	cess	for	steel
industry:coking	coal	 is	not	only	cleaner	with	lower	ash	content,
but	 also	 an	 essential	 requirement	 for	 steel	 production	with	 no
alternatives.	 Imposing	 this	 cess	 on	 thermal	 coal	 makes	 sense	 as
this	could	encourage	other	less-polluting	fuel	sources.
Railways’	freight	policy:	With	(rates	in)	sea	freight	becoming	very
low,	major	consumers	of	steel	near	the	coast,	prefer	to	import	steel
as	 the	 cost	 of	 reaching	 finished	 steel	 by	 railways	 to	 those	 areas	 is
higher	by	about	Rs.1,000	per	ton.
According	to	the	Reserve	Bank	of	India’s	Financial	Stability	Report,
“Five	out	of	 the	 top	10	private	steel	producing	companies	are	under
severe	stress	on	account	of	delayed	 implementation	of	 their	projects
due	 to	 land	acquisition	and	environmental	 clearances,	among	other
factors.”
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When	did	India’s	steel	industry	come	of	age?

India’s	 steel	 industry	 has	 come	 of	 age	 since	 the	 country’s	 liberation
seven	 decades	 ago.	 Possessing	 a	 small	 but	 viable	 steel	 capacity	 of
around	1.3	million	 tons	 (MT)	per	annum	at	 the	 time	of	 Independence,
India	overtook	the	US	last	year	to	become	the	third	largest	producer
of	crude	steel	after	China	and	Japan,	according	to	data	compiled	by	the
World	 Steel	 Association.	 The	 country’s	 provisional	 crude	 steel
production	capacity	stood	at	118.20	MT	as	on	31	March	2016.

After	Independence,	the	government	focused	on	all	core	industries,
including	 iron	 and	 steel,	 thus	 leading	 to	 increased	 public	 sector
investments,	enhanced	production	and	new	manufacturing	units.
Steel	plants	were	set	up	with	the	help	of	pacts	signed	with	various
countries,	the	first	one	being	for	a	plant	at	Rourkela	(Odisha).	Over
the	years	plants	were	set	up	at	Bhilai,	Durgapur,	Bokaro	and	Salem.
The	 government	 also	 set	 up	 Hindustan	 Steel	 Ltd	 (HSL)	 for	 the
supervision	and	management	of	these	facilities.
Also,	with	capacity	augmentation	happening	across	 these	plants	 in
phases,	the	total	crude	steel	production	capacity	of	HSL	rose	to	3.7
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MT	in	1968-69	and	subsequently	to	4	MT	in	1972-73.
Ministry	of	steel	and	mines	set	up	the	Steel	Authority	of	India	Ltd
(SAIL)	in	1973	as	the	holding	company	to	manage	the	industry	with
an	authorised	capital	of	Rs.2,000	crore.
India’s	 first	 coastal	 public	 sector	 integrated	 steel	 plant,	Rashtriya
Ispat	 Nigam	 Ltd,	 or	 RINL	 (also	 known	 as	 Visakhapatnam	 Steel
Plant),	came	up	in	August	1992.	It	had	a	capacity	to	produce	3	MT	of
liquid	steel	per	annum,	which	is	currently	being	expanded	to	6.3	MT
per	annum.
With	 liberalisation	 came	 the	 dismantling	 of	 the	 licensing	 regime,
and	iron	and	steel	got	taken	off	the	list	of	industries	reserved	for
state-owned	firms.	Compulsory	licensing	was	scrapped,	prices	were
progressively	 deregulated,	 foreign	 investment	 up	 to	 74%	 was
allowed,	and	import	duty	on	capital	goods	was	lowered.
This	 paved	 the	 way	 for	 private	 entities	 finally	 entering	 a	 heavily
controlled	 industry	 segment.	 While	 the	 new	 companies	 courted
cost-effective,	 state-of-the-art	 technologies	 from	 the	 very	 start,	 the
state-run	companies	opted	for	modernising	and	expansion	as	well.
Beginning	1991-92,	production	rose	 from	14.33	MT	 to	29.27	MT	by
2000-01.	 The	 industry	 entered	 a	 new	 development	 stage	 back	 in
2007-08,	 riding	high	on	a	resurgent	economy	and	a	rising	demand
for	steel.
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Where	is	the	real	problem?

While	 it	 is	 government’s	 responsibility	 to	 nurture	 the	 industry,	 the
problem	 also	 stems	 from	 lack	 of	 competitiveness	 and	 cost
effectiveness.

The	 domestic	 steel	 sector	 which	 is	 over	 USD	 100-billion	 needs	 to
enhance	its	efficiency	in	the	long	run	to	be	globally	competitive.
“By	being	competitive,	the	steel	industry	will	not	only	do	justice	to	its
consumers,	but	will	also	be	a	bigger	foreign	exchange	earner	for	the
country	by	exporting	more,”	said	Steel	Minister	Chaudhary	Birendra
Singh	 when	 emphasizing	 the	 need	 for	 enhancing	 industry
efficiency.
In	 the	 long	 term,	 this	 industry	 has	 to	 accept	 external	 realities
and	learn	to	compete	and	emerge	stronger	in	spite	of	them.
R&D	should	be	a	vital	component	of	business	strategy	for	sustained
cost	competitiveness	and	there	is	a	need	to	explore	alternatives	and
replace	 existing	 steel	making	 technologies	 that	 increase	 operating
costs.
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This	 will	 help	 build	 on	 our	 product	 base	 and	 enrich	 it	 further	 to
strengthen	India’s	position	globally.

Who	is	not	happy	with	India’s	‘barriers’?

China’s	 Global	 Times	 published	 an	 article	 complaining	 that	 New
Delhi	 is	 using	 “trade	 protectionism”	 to	 “boost	 the	 domestic	 steel
industry”.
The	 newspaper	 article	 offers	 unsolicited	 advice	 that
“protectionism”	 might	 temporarily	 come	 to	 the	 Indian	 steel
industry’s	aid	as	it	seeks	capacity	expansion,	but	the	move	will
inevitably	compromise	its	“competitiveness	in	the	long	run”.
It	 seems	 like	 China	 is	 irritated	 by	 India’s	 ambition	 to	 become	 the
world’s	second	largest	steel	producer	by	almost	trebling	capacity	to
300	MT	in	less	than	a	decade.

The	advice	of	trade	competitiveness	coming	from	a	country	which	hosts
at	 least	half	 of	 the	global	 steel	 surplus	of	 600	million	 tonnes	 (MT)	and
which,	 in	 spite	 of	making	 commitments,	 is	 found	wanting	 in	 shaving
capacity,	is	shocking.
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Burdened	with	huge	overcapacity	 in	 the	 face	of	domestic	demand
fall,	China’s	export	of	110	MT	in	2015	and	46.28	MT	in	the	first	five
months	 of	 this	 year,	 up	 4.6	 per	 cent	 year-on-year,	 has	 harmed
steelmakers	everywhere.
For	its	big	exports,	China	remains	one	big	reason	for	the	stress	that
the	world	steel	industry	is	experiencing.

In	its	defense	to	such	accusation,	India	needs	all	the	steel	capacity	it	is
planning	to	build	as	it	has	a	massive	task	ahead	to	build	urban	and
rural	 infrastructure	 and	 also	 grow	 the	 metal	 for	 an	 expanding
manufacturing	sector.	China	should	know	from	its	own	experience	and
that	 of	 Japan	 and	 the	 US	 that	 an	 economy	 of	 India’s	 size,	 which	 is
growing	at	the	fastest	rate	among	all	large	economies,	should	ideally	be
close	to	self-sufficiency	in	steel.

How	is	the	government	preparing	to	put	steel	back	on	track?

The	steel	ministry	has	asked	the	industry	to	prepare	a	roadmap	for
sustainability	 in	 the	 next	 six	 months,	 instead	 of	 banking	 on	 the
government’s	 ability	 to	 provide	 short-term	 remedies	 such	 as
increasing	the	Minimum	Import	Price	(MIP)	of	steel.
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The	 government	 is	 also	 coming	 up	 with	 a	 bunch	 of	 dynamic
strategies,	designed	to	trigger	consumption-driven	growth.
The	flagship	Make	in	India	campaign	is	one	such	move	in	the	right
direction,	 throwing	 open	 huge	manufacturing	 possibilities.	 Of	 the
nearly	 two	 dozen	 focus	 sectors	 identified	 by	 the	 government,	 as
many	 as	 nine	 industries	 —	 automobile	 and	 automobile
components,	 construction,	 defence	 manufacturing,	 electrical
machinery,	railways,	renewable,	thermal	power,	and	oil	and	gas	—
would	 depend	 on	 large-scale	 steel	 buying	 for	 the	 next	 stage	 of
growth.
The	government	is	also	talking	to	 infrastructure-related	ministries,
including	railways,	shipping	and	road	transport,	to	ensure	increased
steel	purchase.
The	government	has	mooted	a	perspective	plan	 to	boost	domestic
steel	 production	 to	 300	MT	per	 annum	by	 2025	 and	 four	mineral-
rich	 states	 —	 Odisha,	 Chhattisgarh,	 Jharkhand	 and	 Karnataka	 —
have	 been	 identified	 for	 setting	 up	 of	 integrated	 steel	 plants	with
collaborations	from	central	and	state	public	sector	undertakings	via
the	special	purpose	vehicle	route.

According	to	a	report	by	the	Working	Group	on	Steel	for	the	12th	Five-
Year	Plan,	there	is	a	potential	of	raising	the	per	capita	steel	consumption
in	the	country.

This	boost	can	come	from	an	estimated	infrastructure	investment	of
nearly	a	 trillion	dollar,	 a	projected	growth	of	manufacturing	 from
current	8%	 to	11-12%,	 increase	 in	urban	population	 to	600	million
by	2030	from	the	current	level	of	400	million	and	emergence	of	the
rural	market	 for	 steel	which	currently	consumes	around	10kg	per
annum.
In	addition,	schemes	such	as	Bharat	Nirman,	Pradhan	Mantri	Gram
Sadak	Yojana	and	rural	housing	program	can	drive	consumption.
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Economy	-	Abenomics	is	not	working

Japan’s	government	had	recently	announced	a	stimulus	package	worth
$278	billion	 in	hopes	of	 increasing	 the	GDP	growth	by	1.3%.	However,
Japan	has	failed	to	grow	on	a	quarterly	basis	during	the	second	quarter.
Its	GDP	has	expanded	0.2%	on	an	annualized	basis,	much	weaker	than
the	 market	 forecast.	 Has	 Abe’s	 economics	 –	 the	 famed	 Abenomics	 –
finally	failed	to	end	two	decades	of	deflation	and	revive	growth?
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What	are	the	latest	numbers	from	Japan?

Despite	 an	 aggressive	 spending	 policy	 by	 Japan’s	 government,	 the
economy	grew	at	a	weaker-than-expected	rate	in	the	second	quarter.

Gross	domestic	product	(GDP)	grew	at	an	annualised	rate	of	0.2%	in
the	second	quarter,	slowing	dramatically	from	the	1.9%	spike	in	the
first	quarter.
Based	on	concerns	that	Asia’s	second-largest	economy	will	continue
to	struggle,	the	benchmark	Nikkei	225	share	index	dropped	0.3%.
Though	 private	 consumption	 accounts	 for	 about	 60%	 of	 Japan’s
GDP,	it	only	rose	0.2%	in	the	second	quarter,	compared	with	a	0.7%
increase	the	quarter	earlier.
Business	 investment	 also	 fell	 for	 a	 second	 straight	 quarter	 as	 the
strengthening	 Japanese	 currency	 dented	 confidence	 and	 demand
for	the	country’s	exports.
Japan’s	 central	 bank	 is	 running	 negative	 interest	 rates	 and	 an
unprecedented	asset-purchase	programme.

Why	is	Abenomics	being	considered	a	failure?
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Abenomics,	which	is	a	three-fold	strategy,	includes	a	massive	increase
in	 fiscal	 stimulus	 through	 government	 spending,	 massive	 increase	 in
monetary	 stimulus	 through	 unconventional	 central	 bank	 policy	 or
quantitative	easing,	and	a	structural	reform	programme	targeting	deep-
seated	 inefficient	 and	 protected	 industries	 and	 practices.	 However,
analysts	say	that	the	policies	are	not	working.

Japan’s	government	is	pushing	companies	to	increase	investment	at
home	and	raise	wages	to	boost	demand,	stimulate	the	economy	and
escape	 deflation.	 However,	 the	 pace	 of	 improvement	 remains
subdued.
Growth	in	real	gross	domestic	product	has	hovered	between	0	per
cent	and	0.5	per	cent	since	2009.
It	has	failed	in	terms	of	overcoming	Japan’s	prolonged	 stagnation
also	called	as	Japanization.
It	is	dubbed	as	the	“welfare	for	the	wealthy”	as	it	is	alleged	to	boost
the	fortunes	of	the	rich	while	neglecting	the	vulnerable.
The	 economy	 is	 on	 the	decline,	wages	 and	household	 income	are
stagnant,	 deflationary	 pressures	 remain	 strong	 and	 structural
reforms	are	thin	on	the	ground.
Domestic	consumption	has	not	risen	because	household	income	is
stagnant	and	perceptions	of	risk	have	increased.
Wages	have	not	risen	and	job	growth	is	concentrated	in	non-regular
jobs	where	pay	on	average	is	40	%	lower	than	it	is	for	full-time	jobs.
Though	unemployment	is	the	lowest	it	has	been	in	two	decades,
the	 project	 is	 considered	 a	 failure	 as	 deflation	 has	 not	 yet	 been
safely	 beaten	 despite	 the	 Bank	 of	 Japan’s	 best	 efforts	 to	 stoke
inflation.

However,	 it	 has	 curbed	 persistent	 consumer	 price	 declines	 and
benefited	exporters	by	weakening	the	yen.
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When	was	more	stimulus	provided	to	the	weak	economy?

Japan	has	been	in	a	two-decade-long	slump	of	low	prices	and	low	wage
growth.

Japan	had	announced	its	first	biggest-ever	economic	stimulus	plan
of	$154	billion	package	of	subsidies	and	tax	breaks	in	2009.
In	2013,	the	Japanese	government	announced	10.3	trillion	yen	($116
billion)	 to	 drive	 a	 recovery	 from	 a	 recession	 in	 Prime	 Minister
Shinzo	 Abe’s	 first	 major	 policy	 initiative	 to	 crush	 deflation	 and
promote	growth.
Despite	four	years	of	economic	stimulus	Japan’s	economy	remains
only	 2.2	 per	 cent	 bigger	 in	 real	 terms	 than	 when	 Prime	Minister
Shinzo	Abe	came	to	power.
Responding	 to	 the	 shock	 of	 Brexit	 on	 the	 country’s	 already
struggling	 economy,	 Abe’s	 government	 has	 recently	 announced
that	it	will	deliver	an	economic	stimulus	package	worth	more	than
28	 trillion	yen	 ($275	billion).	 The	 government	 expects	 that	 these
measures	will	boost	gross	domestic	product	by	1.3%.
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Prime	Minister	Shinzo	Abe	has	also	delayed	an	increase	in	Japan’s
sales	tax	until	2019	due	to	the	weak	state	of	the	economy.

Where	are	the	problems	with	Abenomics?

The	 programme	 has	 clearly	 failed	 if	 judged	 by	 the	 two	 objectives	 –
controlling	chronic	deflation	and	reviving	Japan’s	stagnant	growth.

On	monetary	side,	there	is	a	question	on	whether	the	Bank	of	Japan
can	 succeed	with	 its	 2%	 inflation	 target,	 given	 their	 difficulty	 in
even	reaching	the	previous	target	of	1%.
On	 the	 fiscal	 side,	 there	 might	 be	 a	 risk	 of	 overspending	 and
worsening	an	already	high	public	level	debt.
Since	 Japan’s	 budget	 is	 already	 severely	 constrained	 by
accumulated	 deficits	 and	 debt,	 there’s	 no	 chance	 that	 the
government	will	sustain	fiscal	stimulus	on	the	necessary	scale.
Keeping	 the	 Yen	 low	 for	 a	 prolonged	 time	 may	 lead	 to	 other
countries	following	suit,	resulting	in	currency	wars.
There	 is	 also	 a	 risk	 of	 bubble	 forming	 from	 excessive	 monetary
easing,	 due	 to	 possible	 price	 distortions	 and	 disruption	 of	market
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mechanisms.
Abenomics	 can’t	 influence	 technology,	 and	 doesn’t	 address
immigration	policy	which	is	crucial	for	increasing	the	growth	rate.
A	controversial	move	in	January	to	push	interest	rates	below	zero
by	the	Bank	of	 Japan	has	failed	to	stimulate	the	economy,	and	get
people	spending	again.
Consumers	 feel	 nervous	 about	 spending	 their	 money	 because
they’re	insecure	about	their	financial	future.

Whose	slowdown	is	further	slowing	Japan	down?

The	slowdown	in	China	and	the	rest	of	Asia	has	threatened	to	hamper
the	growth	of	Japan.

China,	 the	 country	 Japan	 hates,	 overtook	 the	 United	 States	 as
Japan’s	top	trading	partner	a	decade	ago.
Recent	 Chinese	 slowdown	 is	 making	 it	 harder	 for	 the	 Japanese
government	to	create	forward	momentum	in	the	economy.
As	 expansion	 slows	 down	 in	 China,	 Japan	 is	 now	 at	 the	 risk	 of
getting	financially	hurt.	The	sectors	that	have	been	especially	eager
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buyers	of	 Japanese	capital	goods,	 like	manufacturing,	construction
and	mining,	are	in	worse	shape	than	the	economy	as	a	whole.
Exports	 from	 Japan	 to	 China	 have	 dropped	 sharply.	 Its
manufacturing	 industries	 stand	 to	 lose	 as	 it	 provides	many	of	 the
machines	used	to	build	China’s	skyscrapers	and	equip	its	thousands
of	factories.
Many	 companies	 wary	 about	 the	 outlook	 cut	 back	 on	 their
investments	 in	 factories	 and	 equipment.	 This	 has	 tipped	 the
economy	into	its	fifth	recession	in	seven	years.

UK’s	vote	 to	 leave	 the	European	Union	would	 further	have	a	negative
impact	on	Japan’s	economy.

How	can	Japan	boost	its	growth	in	the	long	run?

Japan	being	the	world’s	 third-largest	economy	needs	everything	to	go
right	for	its	economy	to	grow.

Japan’s	 “economic	 problems”	 are	 almost	 entirely	 rooted	 in	 its
demographics.	Its	labour	force	has	shrunk	0.17%	a	year	since	2000.
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This	 can	 be	 addressed	 if	 policymakers	 are	 willing	 to	 accept
immigration	on	a	large	scale	to	reverse	the	shrinking	labour	force.
The	underlying	growth	rate	for	Japan’s	economy	can	be	increased	if
there’s	a	significant	technological	shock	driving	up	productivity.
The	 country	 should	 focus	 on	 higher	 growth,	 rather	 than	 fiscal
consolidation,	to	tackle	the	world’s	largest	public	debt	of	246	%
of	gross	domestic	product.	spending	on	infrastructure	projects	and
the	reconstruction	of	disaster	zones
The	 government	 should	 spend	 on	 infrastructure	 projects	 and
reconstruction	of	disaster	zones,	improve	wages	for	child	and	elder
care	workers,	 and	 provide	 support	 for	 small-scale	 companies	 and
low	income	families.
The	 Bank	 of	 Japan	 must	 also	 be	 ready	 to	 take	 additional	 easing
action	to	prevent	any	additional	rise	in	the	yen.
Economists	have	 said	 that	 “Japan’s	 problems	 are	much	 bigger	 and
more	 complicated	 than	 the	 government	 is	 willing	 to	 acknowledge	 -
and	that	Mr	Abe	needs	to	implement	tough	reforms,	like	getting	more
women	 in	 the	 workforce	 and	 allowing	 more	 foreign	 workers	 in,	 to
boost	growth	in	the	world’s	third	largest	economy”.

((( 	)))
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Economy	-	The	battle	for	the	basin

Reliance	Industries	has	been	slapped	with	a	penalty	of	$250	million	to
make	good	the	government’s	loss	of	‘profit	petroleum’	as	it	has	failed	to
meet	 the	 natural	 gas	 production	 targets	 from	 the	 KG	 D-6	 Block.	 This
comes	as	a	result	of	the	CAG	report	that	Reliance	has	not	kept	its	part	of
the	Production	Sharing	Contract.	The	KG-D6	basin	stinks	of	anything	but
natural	gas.

What	has	the	Petroleum	Ministry	announced?
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The	 petroleum	ministry	 has	 announced	 a	 penalty	 of	nearly	 $250
million	 on	 Reliance	 Industries	 (RIL)	 to	 recover	 the	 government’s
loss	 of	 “profit	 petroleum”	 till	March	 31,	 2015	 owing	 to	 the	 firm’s
inability	 to	 meet	 the	 natural	 gas	 production	 targets	 from	 the
Krishna-Godavari	(KG)	D-6	block.
The	Centre	has	also	disallowed	costs	to	the	tune	of	$2.756	billion	till
March	2015	for	expenses	incurred	in	KG-D6.

What	is	“profit	petroleum”?

There	 are	 two	 elements	 in	 the	 production	 sharing	 contract:cost
petroleum	and	profit	petroleum.

Cost	 petroleum	 allows	 the	 developer	 (RIL	 in	 this	 case)	 to	 first
recover	 its	 costs	 by	 selling	 the	 gas.	 This	 appears	 fair	 since	 gas
exploration	 is	 expensive	 and	 could	 dissuade	 a	 company	 unless	 it
can	recover	the	investment	soon.
This	 done,	 the	 private	 party	 and	 the	 government	 then	 share	 the
remaining	profit	petroleum	at	a	predetermined	ratio.
Simply	put,	the	cost	petroleum	is	the	total	investment	made	divided
by	 the	price	of	gas	per	unit.	The	 lower	 the	price,	 the	higher	 is	 the
quantity	of	gas	that	the	private	party	would	have	to	sell	to	recover
its	costs.
If	the	cost	petroleum	is	high,	the	profit	petroleum	is	low.	This	is
because	the	profit	petroleum	is	calculated	not	by	deducting	the	total
expenditure	 from	 the	 total	 revenue	 made	 by	 selling	 gas,	 but	 by
deducting	the	cost	petroleum.
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Why	is	this	penalty	justified?

The	current	production	of	around	8	million	metric	standard	cubic
metres	 per	 day	 (mmscmd)	 is	 a	 far	 cry	 from	 the	 peak	 of	 over	 69
mmscmd	 achieved	 in	 early	 2010.	 The	 block	 was	 envisaged	 to
produce	more	than	80	mmscmd	of	the	fuel	by	2012.	It	is	therefore
running	at	10	per	cent	of	the	projected	production.
Profit	petroleum	is	the	main	source	of	revenue	for	the	government
from	a	hydrocarbon	block.	 It	 is	 calculated	using	what	 is	 called	an
investment	multiple	that	denotes	how	many	times	the	earnings	are
to	the	investment.
The	 penalty	 is	 in	 the	 form	 of	 disallowing	 costs	 incurred.	 The
Production	Sharing	Contract	(PSC)	allows	RIL	and	its	partners	BP	Plc
and	 Niko	 Resources	 to	 deduct	 all	 capital	 and	 operating	 expenses
from	the	sale	of	gas	before	sharing	profit	with	the	government.
Disallowing	costs	will	result	in	government’s	profit	share	rising.
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When	did	Reliance	take	up	the	operations	of	KG-D6?

The	KG-D6	fields	started	production	in	April	2009.

Reliance	 is	partners	with	BP	Plc	and	Niko	Resources	Ltd.	 for	 the
KG-D6	block.	Reliance	holds	60%	in	KG-D6,	with	BP	holding	30%	and
Niko	the	remaining.
Krishna	Godavari	 (KG)	 Basin	 is	 spread	 across	 50,000	 sq	 km	 in	 the
Krishna	River	 and	Godavari	 river	basins	near	 the	 coast	 of	Andhra
Pradesh.
The	site	Dhirubhai-6	(D6)	 is	where	Reliance	 Industries	discovered
the	biggest	gas	reserves	in	India.	In	government	records,	the	7,645
sq	km	block	is	known	as	KG-DWN-98/3.
The	 KG	 basin	 is	 considered	 to	 be	 the	 largest	 natural	 gas	 basin	 in
India.
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Where	is	the	crux	of	the	issue?

All	 mining	 resources	 belong	 to	 the	 people	 of	 India,	 and	 the
government	monitors	the	exploration	and	production	of	these.

In	the	case	of	oil	and	gas	sector,	government	enters	into	contractual
relationship	with	the	private	player	through	a	Production	Sharing
Contract	 (PSC).	 The	 Directorate	 General	 of	 Hydrocarbon	 (DGH)
monitors	the	PSC.
The	PSC	lays	out	roles	and	responsibilities	of	all	parties,	specifies	the
detailed	procedures	to	be	followed	at	different	stages	of	exploration,
development	and	production.	It	also	specifies	the	cost	recovery	and
profit	sharing	in	the	contract.
A	 PSC	 was	 signed	 between	 the	 government	 of	 India	 (GOI)	 and
undivided	 Reliance	 Industries	 and	 its	 minority	 partner	 Niko
Resources	(10	per	cent	stake)	for	exploration	and	production	of	oil
and	gas.

In	a	recent	report,	 the	Comptroller	and	Auditor	General	 (CAG)	of	India
noted	 that	 Reliance	 moved	 directly	 from	 discovery	 to	 commercial
production,	 skipping	 the	 intermediate	 appraisal	 program	 step
required	as	under	PSC.
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The	 CAG	 asks	 without	 an	 appraisal	 program	 how	 did	 the
government	and	DGH	ascertain	the	amount	of	gas	in	the	well?
And	if	they	did	not	know	how	much	gas	was	there	in	the	well,	what
is	the	logic	and	basis	of	blaming	Reliance	of	hoarding	gas.
Further,	 as	 pointed	 out	 by	 CAG,	 how	 did	 DGH	 assure	 itself	 of
reliability	of	the	development	plan,	production	rate	and	production
costs	without	the	appraisal	report?

The	CAG	pointed	out	that	as	per	the	PSC,	more	investments,	especially	in
initial	stages	would	mean	more	profit	for	the	operator	and	less	for	the
government.

This	 structure	 gives	 inadequate	 incentive	 for	 operators	 to
reduce	 capital	 expenditure	 and	 provides	 them	 with	 substantial
incentives	to	‘front-end’	capital	expenditure.
The	share	of	government	profit	varies	from	85	per	cent	in	a	low
investment	scenario	to	5	per	cent	in	a	high	investment	scenario.
This	 explains	 the	 case	 of	 exaggerated	 investment	 made	 against
Reliance	Industries.
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Who	is	claiming	what?

RIL	had	in	November	2011	initiated	arbitration	against	the	government
move	to	disallow	recovery	of	certain	costs	over	gas	output	from	KG-D6
block	not	matching	the	targets.

The	government	has	disallowed	as	much	as	USD	2.756	billion	as	of
March	 2015	 of	 its	 investment	 as	 KG-D6	 output	 lagged	 targets.
Production	from	main	fields	in	the	block	was	almost	one-tenth	of	80
million	standard	cubic	meters	per	day	target.
Reliance	 has	 held	 that	 the	 company	 and	 its	 partners	 are	 entitled
under	the	production	sharing	contract	(PSC)	with	the	government	to
recover	their	full	costs	from	the	revenues	generated	by	production
from	the	block.
“The	 PSC	 contains	 no	 provision	 which	 entitles	 the	 Government	 of
India	to	restrict	the	costs	recovered	by	the	company,”	Reliance	said,
adding	the	arbitration	proceeding	was	to	“resolve	this	cost	recovery
issue	so	as	not	to	hinder	future	investments.”

Differences	in	reasons	for	low	output:

The	Ministry	 of	 Petroleum	 and	 Natural	 Gas	 and	 its	 technical	 arm
DGH	 blame	 non-drilling	 of	 committed	 wells	 for	 the	 production
lagging	targets.
RIL	 and	 its	 partners	 say	unexpected	geological	 complexities	 like
sand	and	water	ingress	led	to	output	fall.
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How	should	contract	be	ideally	awarded	for	oil	blocks?

The	CAG	has	criticized	the	Production	Sharing	Contract	(PSC)	model
as	it	encouraged	companies	to	raise	cost	so	as	to	postpone	a	higher
share	of	profits	to	the	government.

The	 C	 Rangarajan	 committee	 had	 earlier	 suggested	 that	 the
government	should	graduate	to	a	revenue-sharing	model.

Under	this,	companies	would	have	to	indicate	the	quantity	of	oil	and
gas	 they	 would	 share	 with	 the	 government	 at	 different	 stages	 of
production	as	well	as	at	different	rates.
Thus,	 the	 revenue	 will	 be	 shared	 between	 the	 government	 and
companies	from	the	first	batch	of	production	of	oil	and	gas.

Following	this,	the	oil	ministry	in	August,	2014	floated	a	model	revenue
sharing	 contract	 (MRSC)	 on	 its	 website	 seeking	 comments	 from	 the
industry.

In	March,	2016,	the	Cabinet	gave	a	nod	to	the	new	regime	Hydrocarbon
Exploration	 Licensing	 Policy	 (HELP),	 offering	 a	 single-licence,
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revenue-sharing	 mechanism	 to	 replace	 the	 multiple-licence,	 profit-
sharing	NELP.

A	 single	 licence	 for	 exploration	 and	 production	 of	 all	 forms	 of
hydrocarbons	in	blocks	to	firms	offering	the	maximum	revenue	to
the	government	would	be	given.	Blocks	would	be	allocated	under
the	‘open	acreage	policy’,	wherein	companies	can	submit	bids	for
areas	of	their	choice.
It	 provides	 for	 a	 common	 license	 for	 all	 hydrocarbons,	 including
shale	 gas	 and	 coal	 bed	methane,	 and	 does	 away	 with	 computing
complex	investment	multiples	and	scrutinizing	cost	recoveries.
Revenue-sharing	 will	 not	 be	 subject	 to	 cost	 recovery,	 monitoring
will	be	simple,	and	the	government	share	will	accrue	immediately
on	production.

Note:	 Under	Open	Acreage	 Policy,	 companies	 can	 choose	 blocks	 from
the	designated	area	round	the	year	without	waiting	for	roadshows	and
auctions	like	in	NELP.

((( 	)))
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Economy	-	The	Post	Office	that	became	a	Bank

The	 concept	 of	 payments	 banks	 has	 become	 a	 reality	with	 the	 India
Post	 Payments	 Bank	 (IPPB)	 coming	 into	 existence.	 Receiving	 the
certificate	 of	 incorporation	 from	 the	 Registrar	 of	 Companies,	 the	 new
bank	is	all	set	to	begin	its	operations	in	2017.	IPPB	aims	to	be	the	single
largest	bank	in	terms	of	accessibility.	This	will	further	aid	the	financial
inclusion	objective	of	the	government.

What	has	brought	India	Post	Payments	Bank	into	existence?
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India	needed	a	differentiated	financial	institution	focused	on	unleashing
financial	innovation	and	inclusion	in	India.	The	government’s	objective
of	achieving	100	%	financial	inclusion	was	the	reason	behind	India	Post
getting	the	nod	for	starting	payments	bank.

The	 Union	 Cabinet	 has	 now	 approved	 a	 proposal	 to	 set	 up	 India
Post	Payments	Bank	(IPPB)	as	a	public	limited	company	under	the
department	of	posts	with	100%	government	equity.
India	Post	Payments	Bank	has	come	into	existence	after	it	received
the	certificate	of	 incorporation	 from	 the	Registrar	 of	 Companies,
Ministry	of	Corporate	Affairs	under	the	Companies	Act,	2013.
The	 total	corpus	of	 the	payments	bank	 is	Rs	800	crore,	which	will
have	Rs	400	crore	equity	and	Rs	400	crore	grant.
The	Department	of	Posts	is	expected	to	complete	the	roll	out	of	its
branches	all	over	the	country	by	2017.
650	branches	 of	 the	 postal	 payments	 bank	will	 be	 set	 up	 initially
across	India,	which	will	be	linked	to	rural	post	offices.India	has	1.54
lakh	post	offices,	of	which	1.39	lakh	are	rural.
The	board	of	the	India	Posts	Payments	Bank	Limited	is	likely	to	be
constituted	soon.	This	paves	the	way	for	the	bank	to	begin	hiring	of
banking	professionals	 to	set	up	the	bank	and	begin	 its	operations
in	2017.
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Why	is	India	Post	a	good	choice	for	a	Payment	Bank?

The	India	Post	Payments	Bank	aims	to	become	the	single	largest	bank	in
terms	 of	 accessibility	 in	 the	 world,	 riding	 on	 advanced	 banking	 and
payments	technology.

India	Post	is	already	a	significant	player	in	the	domestic	remittance
business	with	experience	in	managing	small	savings	deposits.	Thus
it	seems	a	good	fit	for	transformation	into	a	payments	bank.
Coupled	with	 physical	 presence	 across	1.54	 lakh	post	 offices	 and
the	 reach	of	 the	postman,	 it	 can	become	a	powerful	 and	 effective
vehicle	of	real	financial	inclusion	in	the	country.
More	 people	 can	 now	 potentially	 have	 access	 to	 a	 bank	 via	 post
office	 which	 could	 improve	 the	 efficiency	 of	 passing	 on	 the
government-sponsored	benefits	to	the	beneficiary	directly	through
their	bank	accounts.
Providing	deposit	facility	with	ATM/debit	cards	would	be	simply	an
extension	 of	 their	 current	 service	 as	 it	 has	 long	 experience	 with
various	investment	and	monthly	income	schemes.
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When	were	the	payment	banks	approved	by	the	RBI?

In	February	2015,	the	concept	of	payments	banks	came	into	being.
The	 RBI	 had	 released	 the	 list	 of	 entities	 that	 had	 applied	 for	 a
payments	bank	licence.
PM	Narendra	Modi	 had	 also	 stated	 that	 steps	 have	 been	 taken	 to
convert	post	offices	into	payments	banks	in	his	Independence	Day
speech.
India’s	central	bank,	RBI,	gave	in-principle	nod	to	11	entities	to	set
up	payments	banks	 in	August	 2015,	 after	 examining	 the	applicant
entities	for	their	financial	track	record	and	governance	issues.
This	was	for	the	first	time	in	the	history	of	India’s	banking	sector
that	 the	 RBI	 had	 given	 out	 differentiated	 licences	 for	 specific
activities.
The	‘in-principle’	licence	would	be	valid	for	18	months	from	the	day
of	granting,	within	which	the	entities	must	fulfil	the	requirements.
However,	 by	 May	 2016,	 three	 applicants—Tech	 Mahindra,
Cholamandalam	Finance	and	Dilip	Shanghvi-IDFC	Bank-Telenor
JV	dropped	out,	leaving	only	eight	in	the	fray.

1044



Note:	 The	 Committee	 on	 Comprehensive	 Financial	 Services	 for	 Small
Business	 and	 Low	 Income	 Households	 led	 by	 Nachiket	 Mor	 had
recommended	 for	 the	 introduction	 of	payments	banks	 for	 furthering
India’s	goal	of	greater	financial	inclusion.

Where	are	the	challenges	and	concerns	for	these	banks?

Payment	Banks	(PB)	are	considered	to	be	an	important	tool	in	the	idea
of	Financial	Inclusion.	While	on	paper	PB	appears	to	be	a	grand	plan	to
drive	banking	services	to	the	grassroots,	there	is	widespread	scepticism
about	its	success.

It	requires	technology	and	a	low-cost	model	to	be	sustainable	in	the
long	run.
Along	with	banking	for	the	un-banked,	they	are	expected	to	provide
both	insurance	and	mutual	fund	products.
The	success	of	these	banks	will	largely	depend	upon	how	well	they
are	able	to	break	the	traditional	banking	mentality	and	innovate.
The	 need	 to	 infuse	 more	 capital	 and	 the	 long	 waiting	 period	 to
profitability	 had	 led	 to	 the	 withdrawal	 of	 few	 players	 who	 were
granted	license.
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The	big	competition	for	payment	banks	will	come	from	large	local
players	currently	offering	remittances,	bill	payment	services,	etc.

IPPB	also	faces	certain	hurdles:

Lack	of	 technological	upgradation	and	training	of	 its	personnel
are	 likely	 to	 slow	down	 the	ambitious	plans	of	 the	government	 to
create	the	largest	bank	in	the	world	in	terms	of	accessibility.
The	 staff	 also	needs	 extensive	 training	 in	handling	 these	products
like	 insurance	and	pension	products,	as	 they	are	different	 from	its
current	financial	products.
Selling	inappropriate	financial	products	to	the	poor	customers	could
jeopardise	this	initiative.

Who	is	expected	to	benefit	from	the	payment	banks	(PB)?

PB	will	bring	 the	unbanked	population	within	 the	 scope	of	 formal
banking,	thereby	facilitating	financial	inclusion.
They	 will	 offer	 payments	 and	 remittance	 services	 mainly	 to
migrant	labourers	 and	 those	working	 in	unorganized	 sector	 and
fill	the	gap	in	providing	financial	services	to	low	income	households
and	small	businesses.
Banking	will	be	more	accessible	to	people	in	rural	areas	and	poorly
connected	terrains	because	of	Payment	Banks.
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Payments	 banks	 will	 make	 the	 economically-backward	 classes
more	financially	literate	and	assist	them	in	combating	poverty.
Payments	bank	license	will	also	allow	the	network	of	over	1.5	lakh
post	offices	to	offer	banking	services	to	the	country’s	masses.
Remitting	 money	 to	 the	 near	 and	 dear	 ones	 will	 become	 more
economical	and	convenient	now.
Payment	banks	will	also	accept	government	subsidies	and	other	aid
for	credit	to	their	beneficiary	customers.
Direct	 Benefits	 Transfer	 is	 intended	 to	 do	 away	 with	 the
middlemen	and	to	reduce	time	in	making	payments,	with	no	scope
of	corruption.

How	has	India	been	doing	recently	to	foster	financial	inclusion?

Several	important	regulatory	moves	have	been	recently	taken	in	India
during	to	make	significant	headway	toward	battling	financial	exclusion.

Pradhan	Mantri	Jan-Dhan	Yojana	(PMJDY):	It	is	a	National	Mission
for	 Financial	 Inclusion	 to	 ensure	 access	 to	 financial	 services,
namely,	 Banking/	 Savings	 &	Deposit	 Accounts,	 Remittance,	 Credit,
Insurance,	 Pension	 in	 an	 affordable	 manner	 to	 the	 excluded
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sections	 of	 the	 society.	 Nearly	 22	 crore	 bank	 accounts	 have	 been
opened.
Direct	Benefits	Transfer	 (DBT):	 The	purpose	 of	 the	 scheme	 is	 to
ensure	that	benefits	go	to	individuals’	bank	accounts	electronically,
minimising	 tiers	 involved	 in	 fund	 flow	 thereby	 reducing	 delay	 in
payment,	ensuring	accurate	targeting	of	the	beneficiary	and	curbing
pilferage	and	duplication.
MUDRA	Yojana:	 Thousands	of	 small	 entrepreneurs	 such	as	 street
vendors,	 artisans,	 small	 industries	 etc,	 who	 were	 cut	 off	 from
institutional	credit,	can	obtain	small	loans.
RuPay	 Card:	 Rupay	 is	 an	 Indian	 domestic	 card	 launched	 by
National	Payments	Corporation	of	India	(NPCI)	to	fulfill	the	desire	of
RBI	to	have	domestic	and	multilateral	systems	of	payment	in	India.
Unified	Payments	Interface	(UPI)	system:	It	seeks	to	make	money
transfers	 easy,	 quick	 and	 hassle	 free.	 This	 is	 a	 significant	 step
towards	moving	into	a	cashless	economy.
Branches	of	Bank:	 RBI	 had	 taken	 immense	measures	 to	 increase
the	number	of	branches	of	banks.
Swabhimaan	Scheme:	 It	was	 organized	with	 an	 aim	 of	 providing
banking	services	to	rural	masses.	This	was	proposed	to	cover	20000
villages	 under	 this	 and	 to	 offer	 banking	 products	 and	 services	 by
using	the	services	of	business	correspondents	also	known	as	Bank
sathi.
Basic	Savings	Bank	Deposit	Account	(BSBDA):	The	existing	basic
banking	 ‘no-frills’	 accounts	 was	 converted	 to	 BSBDA	 as	 per	 RBI
guidelines	for	furthering	financial	inclusion	objectives	in	2012.
The	 RBI	 has	 kicked	 off	 the	 era	 of	 differentiated	 banking	with	 the
small	finance	bank	and	payments	bank.
RBI	has	recently	merged	the	Financial	Inclusion	Fund	and	Financial
Inclusion	Technology	Fund	 into	 a	 single	new	Financial	 Inclusion
Fund	 with	 a	 corpus	 of	 Rs.2,000	 crore.	 It	 seeks	 to	 support
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developmental	 and	 promotional	 activities’	 for	 expanding	 reach	 of
banking	services.

The	best	way	to	further	foster	financial	inclusion	is	to	maximize	on	the
use	of	technologies	such	as	mobile	banking	and	take	advantage	of	the
Aadhaar	project.

((( 	)))
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Economy	-	The	Chief	Marketing	Officer	of	India

The	 Union	 Culture	 and	 Tourism	 Ministry	 searched	 through	 the
country	 for	 the	new	 face	 of	 its	 Incredible	 India	 campaign.	 The	 search
ended	 in	 their	 neighborhood.	 India’s	 Prime	 Minister	 Narendra	 Modi,
who	 has	 been	making	 India’s	 case	 through	 his	 global	 tours,	 will	 now
officially	 be	 the	 face	 of	 the	 ‘Incredible	 India’	 campaign.	 The	Ministry
wants	 to	 use	 Modi’s	 growing	 popularity	 through	 his	 visits	 to	 various
countries	for	boosting	its	campaign.

What	has	the	Tourism	Ministry	of	India	announced?
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Prime	Minister	Narendra	Modi	has	been	announced	as	the	new	face
of	 the	 Incredible	 India	 campaign	 (Atulya	 Bharat	 Campaign)	 of
the	Union	Culture	and	Tourism	Ministry.
Modi	will	be	talking	about	the	significance	of	different	places	in	the
advertisements	and	promotional	films	that	are	to	be	finalized	soon.
The	Prime	Minister	has	been	touring	the	world	and	making	efforts
to	 have	 India’s	 voice	 heard	 on	 international	 forums	 and	 also	 on
one-on-one	basis	with	different	countries.
Union	 Culture	 and	 Tourism	Minister	 Mahesh	 Sharma	 had	 earlier
hinted	 that	Modi	 is	 the	 “best	 face”	of	 the	 campaign	but	no	 formal
decision	was	taken	back	then.

Why	is	Modi’s	selection	not	surprising?

After	analysis	and	studies,	the	ministry	found	that	Modi’s	popularity
can	be	made	use	of	in	the	Incredible	India	campaign.
According	 to	 the	ministry’s	marketing	and	research	 team	statistics
released	 on	 Friday,	 there	 is,	 on	 an	 average,	a	 rise	 of	 20%	 tourist
traffic	 from	 32	 countries	 that	 Modi	 visited	 between	 2014	 and
2016.
Interestingly,	 the	 highest	 growth	 has	 been	 recorded	 from	 Iran
(33%),	 Pakistan	 (29.54%)	 and	 Saudi	 Arabia	 (15.04%).	 The	 highest
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inflow	 increase	 is	 from	 Turkmenistan,	 76.75%,	 followed	 by
Uzbekistan	at	40%.
Even	 the	 number	 from	 US,	 the	 country	 the	 Prime	 Minister	 has
visited	three	times,	has	gone	up	by	8	per	cent.

When	was	the	Incredible	India	campaign	launched?

It	 was	 the	 Tourism	 Ministry’s	 conscious	 effort	 to	 bring	 in	 more
professionalism	 in	 its	 attempts	 to	 promote	 tourism	 which	 led	 to	 the
launch	of	“Incredible	India”	in	2002,	a	campaign	to	promote	India	as	a
popular	tourist	destination.

The	 then	 Joint	 Secretary	 under	 the	 Union	 Ministry	 of	 Tourism,
Amitabh	Kant	officially	branded	and	promoted	the	title	Incredible
India.	The	‘Incredible	India’	campaign	included	a	series	of	television
commercials	and	print	advertisements.
The	campaign	projected	India	as	an	attractive	tourist	destination	by
showcasing	different	aspects	of	Indian	culture	and	history	like	yoga,
spirituality,	etc.	The	campaign	was	conducted	globally	and	received
appreciation	from	tourism	industry	observers	and	travelers	alike.
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The	 ad	 ‘Incredible	 India’	 changed	 the	 entire	 image	 profile	 of	 the
country.It	was	able	to	erase	the	stereotypes	and	clichéd	images
associated	with	the	India.
Incredible	India	undertook	such	a	marketing	strategy	that	not	only
comprised	 of	 the	 traditional	 marketing	 media	 mix	 but	 also
integrated	online	marketing	such	that	the	Ministry	of	Tourism	could
reach	 the	 rising	 number	 of	 people	 who	 research	 their	 holiday
destinations	online.
The	campaign	resulted	in	an	increased	likelihood	to	consider	India
as	the	tourist	destination	for	vacation	from	19%	to	84%	according	to
DigitalVidya	Analytics	firm.

According	 to	 the	 statistics	 issued	 by	 the	 Tourism	 Ministry	 and	 the
Bureau	of	Immigration,	the	number	of	foreign	tourists	in	India	was	5.78
million	 in	2010,	 6.31	million	 in	2011,	 6.58	million	2012,	 6.97	million	 in
2013,	7.68	million	in	2014	and	6.28	million	in	2015	(Jan-Oct).

Where	are	the	strengths	of	Modi	as	a	marketeer?

Confidence	has	always	been	a	key	factor	of	Narendra	Modi.	Modi	knows
he	is	playing	the	role	model	of	Indian	values.

He	 carries	 Brand	 India	 right	 from	 dressing	 in	 Indian	 garb	 to
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carrying	books	of	Indian	authors.
Modi	 appeals	 to	 Indians	 outside	 India	 by	 speaking	 of	 the
transformation	 their	 country	 is	 undergoing,	 with	 rhetorical
capabilities	 very	 few	 world	 leaders	 can	 manage	 today.	 It	 is	 no
surprise	that	he	can	fill	stadiums.
He	 sells	 it	 well;	 he	 sells	 it	 hard.	 The	 theatrics,	 one-liners	 and
roaring	crowd	make	for	a	great	watch.	His	extempore	speeches	add
to	his	charisma.
Use	of	social	media:	His	frequent	tweets	and	Facebook	posts	have
lent	Modi	a	marketing	persona	that	no	other	Indian	PM	had	so	far.

Narendra	Modi	often	 speaks	about	 the	need	 to	establish	Brand	 India
on	the	world	stage	and	has	called	 Indians	 to	make	products	 that	give
Brand	India	the	global	standing	it	deserves.

Modi	 said	 while	 addressing	 the	 platinum	 jubilee	 celebrations	 of	 the
International	 Advertising	 Association	 (IAA)	 that	 we	 have	 only	 two
choices,	either	to	impress	or	to	inspire.

In	 continuation	he	 said,	 “To	 impress	 someone	will	 not	 sustain	whereas
inspiring	 will	 sustain…let	 us	 forget	 impressing	 the	 world	 and	 think	 of
inspiring	the	world.	Let	us	walk	ahead	with	that.”
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Who	was	the	last	brand	ambassador	of	the	campaign?

Bollywood	actor	Aamir	Khan	was	 the	 last	 brand	 ambassador	 for
this	 campaign.	 Khan,	 recipient	 of	 the	 Padma	 Shri	 and	 Padma
Bhushan	 awards,	 had	 been	 the	 ambassador	 for	 Incredible	 India
since	2008,	when	the	Congress-led	government	was	in	power.	And,
he	had	continued	since	the	current	government	took	power	in	2014.
However,	he	was	not	approached	again	for	renewal	of	his	contract
in	the	wake	of	Khan’s	remark	on	“rising	intolerance	in	India”	but	the
government	tried	to	distance	itself	from	that	controversy.
The	 ministry	 clarified	 that	 it	 has	 a	 contractual	 agreement	 with
creative	agency	McCann	Worldwide	to	produce	a	social	awareness
campaign	and	the	said	campaign	featured	Aamir	Khan.	Officials	said
that	there	was	nothing	direct	between	the	ministry	and	Khan;	the
deal	was	between	the	actor	and	the	agency.
In	November,	 2015	 at	 an	 award	 function,	 the	 actor	had	 remarked
that	his	wife,	Kiran	Rao,	had	asked	 if	 they	should	move	out	of	 the
country	 as	 she	 feared	 for	 the	 safety	 of	 their	 children	 in	 an
“environment	of	intolerance”.	Backing	writers	and	intellectuals	who
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had	returned	national	awards	 in	 this	 regard,	 as	a	mark	of	protest,
Khan	 had	 said,	 it	 was	 “important	 that	 those	 in	 power	 strongly
condemn	what’s	wrong”.

Who	created	the	campaign?

Advertising	 and	marketing	 firm	Ogilvy	 &	Mather	 (India)	 (O&M)
was	 chosen	 in	 2002	 to	 create	 the	 Incredible	 India	 Campaign	 to
increase	tourist	inflows	into	the	country.
In	2006,	Grey	won	the	account	while	a	part	of	the	business	went	to
Wieden+	 Kennedy.	 But	 O&M	 won	 back	 the	 account	 in	 2012
following	a	multi-agency	pitch.
In	 a	multi-agency	 pitch	 in	May	 2015,	 the	Ministry	 of	 Tourism	has
now	 awarded	 the	 creative	 duties	 of	 its	 Incredible	 India	 project	 to
McCann.	McCann	won	the	account	for	three	years.

How	unutilized	is	the	tourism	potential	of	India?

India	 sees	 the	 11th	 largest	 tourist	 inflow	 in	 the	Asia-Pacific	 region
and	the	42nd	worldwide,	according	to	India	Tourism	Statistics	2013.
With	seven	million	 tourists	 coming	 to	 India,	 we	 stand	 nowhere
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close	 to	 even	 developing	 countries	 like	 Malaysia	 and	 Thailand,
which	welcome	about	27	million	and	24	million	tourists	respectively
per	year.Developed	countries	 like	France	and	Switzerland	have
annual	tourist	footfall	exceeding	their	total	population.
India	 captures	 only	 2	 per	 cent	 of	 the	 global	 tourism	 industry.
This	 is	 dismal	 given	 India’s	 rich	 historical,	 cultural	 and	 natural
heritage.

According	to	the	World	Travel	and	Tourism	Council,	the	tourism	sector
in	 India	 has	 the	 potential	 to	 grow	 at	 an	 average	 annual	 rate	 of	 7.9
percent	till	2023,	making	the	country	the	third	fastest	growing	tourism
destination	over	the	next	decade.	But	this	will	require	concerted	efforts
towards	improving	tourism	in	India	which	is	an	ambitious	and	difficult
task.	There	are	many	areas	that	need	utmost	attention.

Absence	 of	 clean	 toilets	 and	 washrooms	 at	 most	 major	 tourist
attractions.	The	ministry	should	hire	an	experienced	private	agency
to	 build	 and	 maintain	 world	 class	 facilities.	 The	 latter	 may	 even
charge	the	users	a	small	fee.
Absence	 of	 registered	 tour	 guides,	 who	 are	 trustworthy	 and
knowledgeable.	The	Government	should	start	recruiting	guides	and
giving	them	proper	training	that	must	include	communication	and
English-speaking	lessons.	Trained	guides	should	be	given	certificates
and	badges.	Their	charges	should	also	be	fixed	and	clearly	displayed
at	prominent	locations.
The	 tourism	 websites	 of	 most	 State	 Governments	 are	 most
shoddily	prepared	and	rarely	updated:	They	don’t	properly	 list	 the
tourist	 destinations	 in	 terms	 of	 importance	 and	 priority.	 This	 is
confusing	for	the	tourist.
Touts	 are	 also	 a	 huge	menace.	 Foreigners	 especially	 are	 accosted
from	the	moment	 they	step	out	of	 the	airport.	The	touts	are	often
aggressive;	 they	misbehave	with	 the	 tourists	 and	 sometimes	 steal
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from	them	as	well.
Transport	 and	 connectivity:	 Instead	 of	 hiring	 expensive	 taxis,
tourists	 should	 be	 able	 to	 use	 public	 transport,	 which	 is	 safe	 and
affordable,	to	reach	their	destinations.
Security	and	 law	and	order:	 Reports	 of	 rapes	and	molestation	of
women,	 including	 foreigners,	have	mired	 the	country’s	 reputation
in	a	big	way.	There	have	been	instances	of	countries	issuing	travel
advisories	against	travelling	to	India.

((( 	)))
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Economy	-	India’s	dirty	laundry

U.S.	 retailer	 Target	 Corp	 has	 severed	 its	 ties	 with	 Welspun	 India
accusing	it	of	passing	off	cheaper	sheets	as	premium	Egyptian	cotton	for
two	years.	Other	Welspun	clients	are	probing	the	company’s	products.
Welspun,	whose	share	price	nearly	halved	this	week,	has	said	it	would
do	an	external	audit	of	its	supply	chain.	This	becomes	yet	another	case
highlighting	India’s	lack	of	quality	standards.
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What	is	the	crisis	at	Welspun?

Welspun	India	is	one	of	the	world’s	largest	manufacturers	of	home
textiles	 and	 sells	 towels,	 bath	 robes,	 bath	 rugs/mats,	 area	 rugs,
carpets,	bed	sheets,	utility	bedding	and	 fashion	bedding.	 It	derives
approximately	45	per	cent	of	 its	sales	from	key	customers	such	as
Bed	Bath	and	Beyond,	Target,	JC	Penney	and	Walmart.
Target	 Corporation	 was	 its	 third	 biggest	 customer	 in	 terms	 of
revenue	contribution	in	financial	year	2015-16,	contributing	nearly
10	per	cent	of	total	sales.
Target	 severed	business	 ties	with	Welspun	 India	 earlier	 this	week
on	 charges	 that	 Welspun	 used	 cheaper	 quality	 cotton	 while
supplying	bed	sheets	between	August	2014	and	July	2016	without
Target	having	any	knowledge	of	this	substitution.
Target	 had	 pulled	 sheets	 and	 pillowcases	 off	 its	 shelves	 after
discovering	 they	 were	 mislabelled	 as	 Egyptian	 cotton	 after	 a
probe	was	initiated	by	it.
Other	 Indian	 manufacturers	 have	 distanced	 themselves	 from
Welspun,	but	many	fretted	over	the	broader	impact	as	the	country
tries	 to	 bet	 on	 quality,	 not	 just	 cheap	 workers,	 where	 it	 faces
constant	competition	from	regional	rivals	such	as	Bangladesh.
The	Welspun	fiasco	could	have	ripple	effects	and	force	companies	to
scout	 for	 options	 in	 other	 regions	 in	 Asia	 that	 have	 unscathed
records.
Welspun	 is	 among	 the	 few	 companies	 that	 are	 allowed	 by	 Cotton
Egypt	Association	 to	 label	 its	products	with	 the	association’s	 “Gold
Seal”.
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Why	could	this	crisis	cripple	Welspun?

Much	is	at	stake.US	accounts	for	nearly	two-thirds	of	Welspun’s
sales.	Even	 if	other	buyers	remain	with	 the	company,	 they	would
negotiate	hard,	severely	affecting	margins.
Questions	over	the	exact	origin	of	bedsheets	sold	by	Welspun	India
to	America’s	middle	 classes	have	not	only	wiped	$740	million	off
the	 firm’s	 market	 value,	 but	 also	 revived	 one	 of	 Indian
manufacturing’s	enduring	headaches:quality.
The	news	that	Welspun	has	run	into	trouble	with	one	of	its	biggest
US-based	clients	has	stressed	its	suppliers	and	investors	alike.
Welspun	India	shares	are	on	a	free-fall	mode,	falling	nearly	50	per
cent	since	Monday,	leading	to	a	market	cap	erosion	of	over	Rs	4,500
crore.
More	 than	 the	 erosion	 in	 market	 capitalisation,	 vendors	 and
suppliers	are	worried	about	the	impact	on	the	company’s	financials.
According	to	analysts,	Welspun’s	revenue	is	expected	to	take	a	hit	of
10-22	per	cent.
In	 FY16,	Welspun	 got	 business	worth	 $90	million,	 about	 10	 per
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cent	of	its	total	business,	from	Target	Corp.	According	to	analysts,
Target	 Corp	 could	 impose	 a	 penalty	 on	 Welspun	 for	 breach	 of
contract.
Also,	other	buyers	 like	Walmart,	 J	C	Penney	&	Co	and	Bed	Bath	&
Beyond	 have	 already	 said	 they	 would	 review	 the	 products
supplied	 by	 Welspun.	 The	 overall	 medium-to-long	 term	 impact
could	be	much	more.
Welspun	supplies	 towels	 for	 the	Wimbledon	 tennis	 tournament
and	the	Rugby	World	Cup.	Now	even	this	will	be	under	review.

When	does	this	crisis	not	appear	surprising?

India	 lacks	 quality	 checks	 and	 has	 a	 terrible	 record	 in
assurance.Sourcing	strategy	is	really	driven	by	who	can	deliver
the	lowest	cost	at	an	acceptable	quality,	and	India	is	still	a	place
that	largely	–	but	not	always	-	delivers	on	that	promise.
Authorities	and	businesses	have	 to	move	quickly	and	put	 in	place
stringent	quality	assurance	standards.
The	government	and	the	companies	should	themselves	put	in	place
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better	quality	control	standards	to	ensure	India’s	image	is	protected.
Welspun’s	 case	 certainly	 brings	 negative	 publicity,	 but	 companies
will	 stack	 it	 up	 as	 one	 bad	 apple	 and	 not	 view	 it	 as	 a	 systemic
problem.	This	should	not	happen.

Where	is	the	importance	of	the	textile	sector	for	India?

The	$108	billion	 textile	 industry	accounts	 for	a	 tenth	of	 India’s
manufacturing	production,	 5	 percent	 of	GDP	and	 13	percent	 of
export	earnings,	according	to	government	data.	It	is	the	country’s
second-largest	employer	after	agriculture.
India	 is	 the	 second	 largest	 producer	 of	 fibre	 in	 the	world	 and	 the
major	 fibre	 produced	 is	 cotton.	 Other	 fibres	 produced	 in	 India
include	 silk,	 jute,	 wool,	 and	 man-made	 fibers.60%	 of	 the	 Indian
textile	Industry	is	cotton	based.
The	 government	 has	 announced	 several	 schemes	 in	 the	 past	 two
years	 to	 encourage	 better	 use	 of	 technology	 and	 infrastructure	 in
the	textiles	sector,	and	to	foster	innovation.
Government	of	 India	passed	 the	National	 Textile	 Policy	 in	 2000.
The	 major	 functions	 of	 the	 ministry	 of	 textiles	 are	 formulating
policy	and	coordination	of	man-made	 fiber,	 cotton,	 jute,	 silk,	wool
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industries,	 decentralization	 of	 power	 loom	 sector,	 promotion	 of
exports,	planning	&	economic	analysis,	finance	and	promoting	use
of	information	technology.

Who	else	have	been	affected	by	India’s	lack	of	quality	checks?

India’s	 $15	 billion	 pharmaceutical	 industry*,	 a	 global	 supplier	 of
cheaper	 generic	medicines,	 has	 been	 dogged	 by	 quality	 concerns,
with	 health	 regulators	 in	 the	 United	 States,	 Britain	 and	 Europe
barring	 some	 plants	 from	 producing	 drugs	 for	 their	 markets
because	of	inadequate	standards.
US	bans	on	Indian	drug	factories	cite	these	concerns	—	in	particular,
doubts	 about	 the	 credibility	 of	 laboratory	 tests	 on	 the	 quality
and	 consistency	 of	medicines.	 These	 include	 sterility	 and	 purity
tests	 on	 the	 raw	 ingredients	 used	 to	 make	 drugs,	 the	 chemical
stability	 of	 the	 final	 product,	 and	 clinical	 trials	 intended	 to
demonstrate	drugs’	effectiveness.
Warning	 letters	 to	 Indian	drug	 companies	—	which	often	precede
the	US	“import	alerts”	—	have	raised	concerns	about	shoddy	record
keeping,	 lab	 workers	 testing	 samples	 repeatedly	 until	 they
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obtain	 the	desired	results,	 the	use	of	 “unofficial	 tests”,	and	 the
discarding	or	hiding	of	unfavourable	test	results.
Overseas	 regulators	 have	 been	 scrutinising	 and	 banning	 products
from	some	of	India’s	biggest	and	most	reputable	groups	—	including
Sun	Pharmaceuticals,	IPCA,	and	Wockhardt	—	many	of	which	have
ongoing	relationships	with	large	multinational	drug	companies.
Last	 year,	 growth	 in	 Indian	 drug	 exports	 slowed	 to	 3	 per	 cent,
according	 to	 the	 Pharmaceutical	 Export	 Council	 of	 India,	 a
government	organisation.	For	much	of	the	past	decade,	growth	had
stood	at	a	robust	12	to	13	per	cent	a	year.
Murali	 Neelakantan,	 former	 general	 counsel	 for	 Cipla,	 India’s
fourth-largest	drugmaker	by	sales,	agrees	that	the	Indian	laboratory
practices	 raising	 concerns	 among	 regulators	 have	 deep	 roots,	 but
that	 it	 is	 an	 organisational	 culture	 issue	 for	 companies	 to	 train
and	 incentivise	 their	 workers	 to	 follow	 global	 best	 practices,
including	sounding	the	alarm	when	tests	point	to	quality	problems.

Just	how	superior	is	Egyptian	Cotton?

Egyptian	cotton,	since	colonial	times	has	been	prized	for	its	softness	and
durability,	and	is	often	touted	by	stores	that	charge	a	premium	for	bed
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sheets	or	bath	towels	made	with	the	material.	It	is	found	in	everything,
from	Ritz-Carlton	hotel	sheets	to	Brooks	Brothers	dress	shirts.

Egyptian	cotton	 is	 formed	 from	the	rich	soil	beside	 the	Nile	River.
The	 moist	 atmosphere	 of	 the	 Nile	 River	 Valley	 makes	 the	 ideal
conditions	 to	 raise	 long	 cotton	 fibers	 called	 staples.Fibers	 from
Egyptian	Cotton	are	substantially	longer	than	regular	cotton.
The	 longer	 staple	 translates	 into	more	uninterrupted	 fiber	 to	use
when	 composing	 yarn	 and	 threads.	 This	 means	 there	 are	 fewer
splices	 and	 therefore	 the	 threads	 and	 eventually	 the	 fabrics	 are
stronger.	 This	 also	 gives	 the	 ability	 to	 turn	 these	 extra-long	 fibers
into	 very	 fine	 yarn	 making	 it	 softer	 and	 more	 lustrous	 than
regular	cotton.
Because	 finer	 yarn	 can	 be	 generated	 from	 Egyptian	 cotton,	more
thread	counts	can	be	packed	into	each	square	 inch.	This	results	 in
an	 extremely	 taut	 weave	 of	 the	 fabric.	 This	 also	 helps	 create
stronger	 fabric	 and	 therefore	 Egyptian	 cotton	 sheets	 last
significantly	longer	than	regular	cotton.
Another	 important	 difference	 between	 the	 two	 cottons	 is	 that
Egyptian	cotton	is	a	lot	more	porous.	This	helps	it	soak	up	moisture
a	 lot	 more	 than	 regular	 cotton	 and	 therefore	 helps	 people	 sleep
better	than	regular	cotton.

The	Cotton	Egypt	Association,	which	licenses	the	trademark	and	certifies
suppliers,	 estimates	 that	 90%	 of	 products	 labeled	 “Egyptian	 cotton”
are	fakes	but	such	public	rebukes	as	that	of	Target	for	mislabelling	are
rare.

Egypt	 produced	 less	 than	 1%	 of	 the	 global	 cotton	 supply	 last
year,	 according	 to	 the	 U.S.	 Department	 of	 Agriculture,	 and	 its
output	has	suffered	amid	political	and	economic	upheaval	in	recent
years.
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Economy	-	Towards	a	less-cash	country

Of	 the	 21	 banks	 whose	 Unified	 Payment	 Interface	 (UPI)	 apps	 have
been	permitted	by	 the	National	Payments	Corporation	of	 India	 (NPCI),
those	of	13	are	now	available	on	the	Google	Play	Store.	With	only	6-7%
of	transactions	in	India	conducted	electronically,	India	remains	a	cash-
heavy	economy.	UPI	could	be	 the	master	 stroke	 that	 turns	 the	 tide	 in
favour	of	electronic	payments	in	India.
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What	is	wrong	with	a	cash-based	economy?

India	is	a	cash-heavy	economy.	Retail	payments	in	India	are	dominated
by	cash.	Only	6-7%	of	transactions	here	are	conducted	electronically	and
the	rest	are	in	cash	or	cheques.

It	is	a	misconceived	notion	that	‘cash	is	free’.

As	per	data	published	by	the	Reserve	Bank	of	India	(RBI)	in	March
2016,	 cumulatively,	 Indians	 made	 more	 than	 730	 million
withdrawals	from	200,000	ATMs.Even	if	we	take	just	5	minutes	per
withdrawal	on	an	average,	we	are	wasting	more	than	60	million
man-hours	a	month.
The	data	also	reveals	that	as	of	8	July	2016,	the	currency	with	public
stands	 at	 Rs.16.8	 trillion,	 more	 than	 95%	 of	 the	 total	 currency	 in
circulation.	 This	 implies	 that	 almost	 the	 entire	 amount	 is	 in	 daily
circulation,	which	is	reflected	in	the	cost,	Rs.3,760	crore,	just	to	print
the	paper	notes.
Furthermore,	 banks	 have	 added	 close	 to	 18,000	ATMs	 in	 financial
year	(FY)	2015-16.The	cost	of	maintaining	these	ATMs	along	with
the	capital	expenditure	 for	new	ATMs	 is	a	whopping	Rs.15,	 800
crore.
On	top	of	these,	banks	have	a	network	of	over	4,132	currency	chests
and	incur	costs	on	transporting	cash	along	with	the	opportunity	cost
of	idle	cash.
High	cash	usage	also	gives	rise	to	the	black	money	menace.
Even	 by	 broad	 estimates,	 the	 direct	 cost	 of	 running	 a	 cash-based
economy	 is	 close	 to	 0.25%	 of	 India’s	 gross	 domestic	 product
(GDP).

Thus,	 there	 is	 a	 massive	 direct	 benefit	 of	 moving	 towards	 cashless
transactions	in	India.
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Why	is	UPI	a	bold	step	forward	towards	a	cashless	future?

The	 Unified	 Payment	 Interface	 (UPI)	 is	 being	 launched	 by	 National
Payments	 Corp.	 of	 India	 (NPCI)	 to	 further	 RBI’s	 vision	 of	 migrating
towards	a	“less-cash”	and	more	digital	society.

The	 UPI	 aims	 to	 offer	 the	 architecture	 and	 a	 set	 of	 standard	 APIs	 to
facilitate	 the	 next	 generation	 online	 immediate	 payments	 leveraging
trends	 such	 as	 increasing	 smartphone	 adoption,	 Indian	 language
interfaces,	and	universal	access	to	Internet	and	data.

The	biggest	draw	for	UPI	is	its	power	to	make	payments	seamless	and
instantaneous	 by	 requiring	 the	 payee	 to	 only	 remember	 a	 virtual
payment	address	(VPA),	much	like	sending	an	email.

The	core	features	include:

Ability	 to	 use	 personal	 mobile	 as	 the	 primary	 device	 for	 all
payments	including	person	to	person,	person	to	entity,	and	entity	to
person	transactions.	That	is,	it	allows	the	use	of	personal	mobile	to
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“pay”	someone	(push)	as	well	as	“collect”	from	someone	(pull).
Ability	to	use	Aadhaar	number,	mobile	number,	card	number,	and
account	 number	 in	a	unified	way.	 In	 addition,	 ability	 to	 pay	 and
collect	 using	 “virtual	 payment	 addresses”	 that	 are	 “aliases”	 to
accounts	that	may	be	payee/amount/time	limited	providing	further
security	features.
Make	payments	only	by	providing	an	address	with	others	without
having	 ever	 provided	 account	 details	 or	 credentials	 on	 3rd	 party
applications	or	websites.
Ability	to	send	‘collect	requests’	to	others	(person	to	person	or	entity
to	 person)	 with	 “pay	 by”	 date	 to	 allow	 payment	 requests	 to	 be
“snoozed”	and	paid	later	before	expiry	date	without	having	to	block
the	money	in	the	account	until	customer	is	ready	to	pay.
Ability	 to	 pre-authorize	 multiple	 recurring	 payments	 for	 utilities,
school	 fees,	 subscriptions,	 etc.	 with	 a	 one-time	 secure
authentication	and	rule	based	access.
Ability	to	all	payment	system	players	to	use	a	standard	set	of	APIs
for	any-to-any	push	and	pull	payments.
Ability	 to	 have	 Pay	 Service	 Provider	 (PSP)	 provided	 mobile
applications	that	allow	paying	from	any	account	using	any	number
of	 virtual	 addresses	 using	 credentials	 such	 as	 passwords,	 PINs,	 or
biometrics	(on	phone).
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When	will	UPI	really	help?

India	 seems	 to	 be	 at	 the	 cusp	 of	 a	 fin-tech	 revolution	 –	 technology	 is
continuing	to	enter	people’s	lives,	making	it	easier	for	them	to	transact.
The	 real	 impact	 of	 UPI	 will	 be	 felt	 in	 a	 couple	 of	 years,	 and	 not
immediately.	Its	adoption	by	users	as	well	as	merchants	will	take	time.

It	 will	 eventually	 help	 in	 dissociating	 from	 plastic	 cards	 and
replacing	 them	 in	 two	years	or	more,	 and	moving	 towards	a	 less-
cash	economy.
This	is	the	first	phase	of	UPI	apps.	The	second	phase	will	see	more
banks	 joining	 the	 UPI	 system.	 Slowly,	 other	 payment	 platforms
will	join	in	making	the	system	a	truly	unified	one	and	providing
users	to	choose	from	the	best	app	available.
The	user	needs	to	have	a	smartphone	to	make	a	transfer	and	hence
the	potential	user	base	will	be	 restricted	 to	around	240	million
people	 currently.	 Thus,	 a	 rapid	 and	 widespread	 smartphone
penetration	will	help	UPI	reach	the	customers	who	need	it	the	most
such	as	the	migrant	workers.
On	the	acquiring	front,	 there	needs	to	be	an	aggressive	push	from
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the	 PSPs	 to	 maximise	 newer	 merchants	 to	 popularise	 UPI	 as	 a
payment	option.

Where	does	the	appeal	of	UPI	come	from?

Unified	interface	provides	significant	advantage	from	current	systems	to
take	mobile	payments	to	next	 level.Its	value	lies	 in	using	customer’s
mobile	 phone	 as	 the	 primary	 device	 for	 all	 authentication	 and
authorization	 for	both	“Direct	Pay”	 (push)	and	“Collect	Pay”	 (pull)
transactions.

Simplifying	Authentication	-	India	is	the	only	country	in	the	world
to	 offer	 trusted	 third	 party	 biometric	 authentication	 as	 a	 utility
service.	 Once	 there	 is	 universal	 coverage	 of	 Aadhaar,	 PSPs
(Payment	Service	Providers	 -	RBI	regulated	entities	 such	as	banks,
payment	 banks,	 PPIs,	 and	 their	 technology	 service	 providers)	 can
take	 advantage	 of	 this	 utility	 to	 provide	 secure,	 convenient
authentication	service	to	a	billion	people	without	having	the	need	to
do	card/PIN	issuance	lifecycle.
Simplifying	 Issuance	 and	 Acquiring	 Infrastructure	 -	 Usage	 of
virtual	 addresses	 and	 payment	 addresses	 in	 conjunction	 with
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mobile	helps	banks	to	create	token-less	infrastructure	reducing	the
costs.	 Use	 of	 mobile	 as	 the	 primary	 device	 for	 payment
authorization	can	completely	transform	the	issuance	infrastructure
to	be	easy,	 low	cost,	and	universal.	Considering	 the	 fact	 that	 India
has	nearly	a	billion	phones	and	240	million	smartphones	(expected
to	be	at	500	million	in	next	4-5	years),	massive	scale	can	be	achieved
if	 effective	 use	 of	 mobile	 is	 made	 compared	 to	 creating	 costly
physical	acquiring	infrastructure.
Flexibility	 for	 PSPs	 -	 Payment	 system	 players	 can	 offer	 superior
mobile	 experience	 to	 their	 customers.	 In	 addition,	 this	 unified
interface	still	allows	a	fully	onus	scheme	if	both	payer	and	payee	are
on	their	network.
Flexibility	for	Users	-	Customers	get	the	ability	to	make	payments
securely	to	their	friends,	relatives,	pay	to	merchants,	pay	bills,	etc.
all	using	their	mobile	phones	without	having	to	share	any	account
details	or	 credentials	with	others.	 In	addition,	 innovations	 such	as
reminders,	 using	multiple	 accounts	 via	 single	mobile	 applications,
using	 special	 purpose	 virtual	 addresses,	 etc.	 allow	 users	 to	 enjoy
superior	experience.
Enabling	1-click	2-FA	Transactions	-	This	allows	all	transactions	to
be	 at	 least	 2-FA	 (2	 Factor	 Authentication)	 using	 mobile	 and	 any
other	factor	(Password,	PIN,	and	biometrics).	Since	mobile	number
is	 bound	 to	 the	 device,	 explicit	 SMS	 based	 OTP	 need	 not	 be	 used
every	time	which	makes	authorization	simpler.
Creating	 National	 Interoperability	 -	 With	 introduction	 of	 new
payment	service	players	such	as	payment	banks,	PPIs,	and	others,	it
is	 necessary	 that	 India	 adopt	 an	 interoperable	 mobile	 payment
strategy	 to	 allow	 customers	 to	 send	 and	 receive	 from	 any	 other
customer	within	the	PSP	or	across	PSPs	in	a	seamless	fashion.
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Who	 among	 the	 e-commerce	 frontrunners	 has	 grabbed	 the
opportunity	quick?

Mobile	payments	start-up	PhonePe	Internet	Pvt.	Ltd,	which	is	owned	by
Flipkart,	 in	partnership	with	private	 lender	Yes	Bank	 launched	unified

payments	interface	(UPI)	based	payments	app	PhonePe	on	29th	August.

Payments	are	a	large	issue	for	the	players	in	e-commerce	segment
and	 UPI	 provides	 them	 with	 an	 opportunity	 to	 improve	 the
payments	process.
If	 PhonePe	works	 out	 as	 planned,	 it	may	help	Flipkart	 slash	 the
number	 of	 cash	 transactions,	 lower	 costs	 and	make	 its	 supply
chain	more	efficient;	thus	getting	the	competitive	edge	of	being	the
first	mover.
The	 app	 also	 offers	 bill-split,	 mobile	 recharge	 and	 utility	 bill
payment	 features.	 It	 will	 also	 allow	 the	 75	 million	 registered
customers	 of	 Flipkart,	 Myntra	 and	 Jabong	 to	 pay	 for	 their	 online
shopping	using	PhonePe.
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“Existing	digital	payment	solutions	such	as	netbanking,	debit	 cards	and
digital	wallets	force	Indian	consumers	to	choose	between	a	highly	secure
or	an	easy	payment	experience.	PhonePe	offers	an	experience	that	is	both
100%	 secure	 and	 lightning	 fast	 to	 use.	 And	 the	 best	 part	 is	 that	 now	 a
consumer’s	 money	 will	 always	 stay	 in	 their	 bank	 account—until	 they
spend	it,”	said	Sameer	Nigam,	chief	executive	officer	of	PhonePe.

How	will	UPI	impact	the	mobile	wallets?

With	 the	 launch	 of	 Unified	 Payments	 Interface	 (UPI),	 digital	 wallet
service	providers	 are	 likely	 to	hit	 a	major	 roadblock.	Experts	 tracking
the	 payment	 space	 say	 the	 wallet	 providers	 will	 either	 become
obsolete	or	will	have	to	pivot	 in	a	bid	 to	 integrate	 themselves	with
the	UPI,	going	ahead.

Nitin	Gupta,	CEO	and	co-founder,	PayU,	which	recently	launched	its
wallet	PayUMoney,	said:	“UPI	will	fundamentally	simplify	Person-to-
Person	transactions.	That	is	the	biggest	risk	for	wallets.	However,	for
P2M	(person-to-merchant)	transactions,	this	will	be	another	payment
option	like	credit	card,	debit	card	and	net	banking.”
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UPI	is	devise-independent	and	form-independent.	Players	such	as
PayTM	and	Mobikwik	are	closed	systems.	They	cannot	survive	like
that	for	long.	They	may	eventually	benefit	but	have	to	change	their
business	models	to	do	so.
However,	 the	 transition	 will	 take	 at	 least	 a	 year,	 giving	 wallet
players	enough	time	to	innovate	in	a	bid	to	stay	relevant.

UPI	 will	 throw	 up	 new	 opportunities	 for	 existing	 players	 in	 mobile
wallets	 and	 e-wallets.	 It	 will	 widen	 the	 market.	 It	 will	 bring	 in
innovation	and	new	ideas	into	the	system.

((( 	)))
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Economy	-	His	last	report

Indian	economy’s	prospects	for	the	current	financial	year	are	good,	but
they	should	have	been	better,	said	Reserve	Bank	of	India	(RBI)	governor
Raghuram	Rajan	while	releasing	RBI’s	annual	report	for	2015-16.	As	he
prepares	 to	 hand	 over	 the	 reins	 of	 the	 RBI	 to	 Urjit	 Patel,	 Rajan	 lists
economic	 growth,	 curbing	 inflation	 and	 cleaning	 up	 banks’	 balance
sheet	as	the	key	“work	in	progress”	areas	for	the	RBI.
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What	are	the	highlights	of	RBI	Annual	Report	2015-16?

Reserve	Bank	of	 India’s	Annual	Report	 informs	 the	public	both	on	 the
past	 year	 –	 targets,	 achievements,	 shortfalls	 etc.	 and	 the	 plans	 for	 the
coming	 year.RBI’s	 accounting	 year	 is	 July-June	 but	 the	 analysis	 is
presented	on	the	basis	of	the	financial	year	April-March.

Highlights	of	the	report:

Work-in-progress:	 The	 report	 said	 that	 while	 the	 policy	 actions
have	had	positive	effects,	there	are	a	number	of	areas	which	should
be	considered	“work	in	progress”	 like	economic	growth,	curbing
inflation	and	clean-up	of	bad	loans	in	the	banking	sector.
Economic	growth:	The	report	said	that	while	the	economic	growth
is	 showing	 signs	 of	 a	 pick-up,	 it	 is	 still	 below	 the	 levels	 that	 the
country	 is	 capable	 of	 achieving.	 Overall	 GVA	 (gross	 value	 added)
growth	is	projected	at	7.6%	in	2016-17,	up	from	7.2%	last	year.
Inflation:	 The	 report	 said	 that	 RBI’s	 focus	 remains	 on	 bringing
down	consumer	 inflation	 (retail	 inflation)	 to	 the	official	 target	of
4%.	However,	the	headline	inflation	is	expected	to	trend	towards	5%
by	the	last	quarter	of	the	year.	Retail	inflation	shot	up	to	nearly	two-
year	high	of	6.07%,	while	the	one	based	on	wholesale	prices	soared
to	a	23-month	high	of	3.55%	in	July.
Interest	rates:	The	tone	of	the	report	indicates	that	there	is	a	small
room	for	a	rate	cut	in	the	third	and	fourth	quarters.	It	indicated	that
rate	 cut	 would	 be	 possible	 only	 if	 inflation	 is	 projected	 to	 fall
further.	 It	 highlighted	 that	 the	 willingness	 of	 public	 banks,
especially	those	with	stressed	assets,	to	pass	on	lower	interest	rates
to	customers,	remains	muted.
External	factors:	The	report	said	the	country’s	external	position	is
viable	 and	 well-buffered	 to	 sustain	 a	 pick-up	 in	 non-oil	 non-gold
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imports.
Although	the	impact	of	Brexit	on	the	Indian	economy	is	mild,	yet,
due	to	 its	 linkages	to	the	UK	and	the	euro	area,	spillovers	through
trade,	 finance	 and	 expectations	 channels	 cannot	 be	 ruled	 out	 as
events	unfold.

Why	is	India’s	growth	below	potential?

The	 report	 mentioned	 that	 the	 prospects	 of	 India’s	 economy	 for	 the
current	financial	year	are	brighter	than	the	previous	fiscal,	but	growth	is
still	below	potential.

It	highlighted	the	reasons	for	such	below	par	growth	rate	as	follows:

The	key	weakness	 is	 in	 investment.	 It	 is	 because	private	 corporate
investment	remained	subdued	because	of	low	capacity	utilization.	Also,
rolling	out	of	public	investment	is	slow	in	some	sectors.

Weak	corporate	investments:	Weak	corporate	investment	not	only
reduced	 the	 volume	 of	 new	 profitable	 loans	 but	 also	 impacted
banks’	 stressed	 assets	 which	 resulted	 in	 banks’	 tightened	 capital
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positions.	Such	tightened	positions	of	banks	could	possibly	prevent
them	from	lending	freely.
Reluctance	 of	 banks:	 As	 the	 banks	 are	 less	 favorable	 to	 cut	 the
lending	rates,	the	investment	climate	in	the	country	got	impacted	to
a	 great	 extent.	 Certainly,	 the	 reluctance	 to	 lend	 to	 industry	 and
small	 businesses	 is	 more	 visible	 among	 the	 more	 stressed	 public
sector	banks	compared	to	the	private	sector	banks.

The	report	also	pointed	out	some	developments	which	could	boost	the
growth	rate.

Expectations	 of	 a	 good	monsoon	 (corroborated	 thus	 far)	 coupled
with	more	money	in	the	hands	of	government	servants	due	to	the

implementation	 of	 the	 7thPay	 Commission	 recommendations	 -
should	 boost	 consumer	 demand.With	 final	 demand	 picking	 up,
capacity	utilization	is	likely	to	increase,	and	so	will	investment.
Also,	 a	 virtuous	 cycle	 of	 growth	 is	 possible,	 reinforced	 by
anticipation	of	 the	coming	benefits	 from	reforms	 like	 the	recently
passed	Goods	and	Services	Tax	legislation	in	Parliament.
Additionally,	 the	 report	 said	 that	 the	 commitment	 of	 the	 central
government	 to	 the	 path	 of	 fiscal	 consolidation	 in	 2016-17	 has
enhanced	the	credibility	of	fiscal	policy.	And	it	mentioned	that	such
a	stance	will	in	turn	help	in	anchoring	inflation	expectations	and	in
improving	 the	 business	 environment,	 including	 by	 fostering
credibility	among	international	investors.
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When	did	Dr.	Rajan	take	up	the	reins	of	the	RBI?

Dr.	Raghuram	G	Rajan	became	 the	Governor	 of	RBI	 in	 2013	 at	 a	 time
when	 the	US	Federal	Reserve	had	declared	 its	 intent	 to	 slow	down	 its
stimulus	program	and	the	rupee	had	plunged	in	value	in	respect	of	the
US	dollar	on	fears	of	a	spiraling	current	account	deficit.	His	tenure	has
been	 deemed	 successful	 by	most	 economists.	 After	 he	 decided	 to	 not
seek	a	 renewal	 of	his	 term	 (though	 there	were	 enough	 indications	he
won’t	 get	 another),	 the	 government	 agreed	 to	 let	 him	 go.	 The	 social
media	deemed	his	exit	as	Rexit.

Contributions	of	Rajan:

Rajan	 Effect:	 Before	 Rajan	 took	 charge,	 Indian	 Rupee	 was	 put
amongst	the	“fragile	five”	currencies	in	the	world.	Not	only	did	he
manage	 to	 stabilize	 the	 devaluation	 of	 rupee,	 but	 he	 also
introduced	measures	 to	 check	 rising	 food	 prices.	 Analysts	 termed
this	as	the	“Rajan	effect”.
Inflation	 targeting:	 He	 appointed	 a	 committee	 headed	 by	 deputy
governor	Urjit	Patel	to	review	the	monetary	policy	framework.	His
monetary	 policy,	 targeting	 inflation,	 brought	 down	 inflation	 to
below	5%.	A	new	monetary	framework	to	bring	down	inflation	was
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formalized.
Bank	licensing:	During	his	tenure,	two	new	banks	(IDFC	Bank	and
Bandhan	 Bank)	 became	 licensed.	 He	 introduced	 the	 concept	 of
payments	bank,	which	have	the	potential	 to	significantly	 increase
the	penetration	of	financial	services	in	the	hinterlands.	He	had	also
floated	the	idea	of	wholesale	banks	and	custodian	banks,	although
guidelines	are	yet	to	be	released.
FOREX	 Reserves:	 He	 had	 announced	 a	 special	 swap	window	 to
shore	 up	 forex	 reserves.	 It	 brought	 in	 $34	 billion.	 During	 his
tenure,	Indian	forex	reserves	went	to	a	lifetime	high.	Today,	India’s
foreign	exchange	reserves	are	at	a	record	high	of	$363.23	billion	as
on	 June	 10,	 2016.	 He	 succeeded	 in	 attracting	 more	 Foreign
Currency	 Non-Resident	 (FCNR-B)	 deposits	 to	 bolster	 foreign
exchange	reserves.
Interest	 Rates:	 Less	 inflation	 and	 greater	 stability	 in	 currency
markets	 helped	him	bring	 down	key	 repo	 rate	 to	 a	 five-year	 low.
This	helped	economic	growth	and	consumer	spending.
Market	development:	He	introduced	the	term	repo	operations	 to
infuse	liquidity.	These	repos	have	allowed	for	better	pricing	of	credit
in	the	markets	and	have	allowed	a	yield	curve	to	develop.	For	the
first	 time,	 he	 allowed	opening	 up	 of	 the	 state	 government	 bond
market	to	foreign	investors.

Before	 becoming	 the	 Governor,	 he	 shot	 to	 world	 fame	 after	 he
successfully	predicted	the	2008	global	financial	crisis	in	his	paper	on
“Has	 Financial	 Development	 Made	 the	 World	 Riskier?”	 Also,	 he	 is
considered	 as	 the	 most	 accessible	 RBI	 Governor	 of	 all	 times.	 He
frequently	 held	 discussions	 with	 people	 to	 help	 them	 understand	 the
economy	better.
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Where	will	India’s	growth	come	from?

RBI	 is	 betting	 on	 the	 impact	 of	 the	 implementation	 of

recommendations	of	7th	pay	 commission	and	a	healthy	monsoon
to	drive	consumption	in	urban	as	well	as	rural	India.
In	its	annual	report,	RBI	says,	“While	a	durable	pick-up	in	investment
activity	 remains	 elusive,	 consumption	 will	 continue	 to	 provide	 the
main	support	to	aggregate	demand	and	may	receive	a	boost	from	the
revival	 of	 rural	 demand	 in	 response	 to	 the	 above-normal	 and
spatially	 well-distributed	 south-west	 monsoon	 as	 well	 as	 from	 the
seventh	pay	commission’s	award.”

In	effect,	 the	report	expects	 that	spending	will	 increase	both	in	urban
and	rural	India.

In	 urban	 areas,	 the	 increased	 consumption	will	 be	mainly	 due	 to
wage	 hikes	 along	 with	 all	 the	 arrears	 received	 by	 government
employees.	 The	 hikes	 being	 timed	 close	 to	 the	 festive	 season	will
give	enough	motivation	to	spend	as	well.
In	rural	areas,	this	consumption	boost	will	primarily	be	triggered	by
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a	normal	monsoon	which	could	 result	 in	a	better-than-anticipated
agricultural	growth	and	a	bountiful	farm	output.

And	these	expectations	of	the	RBI	seem	realistic.

According	to	 its	own	survey	of	professional	 forecasters	earlier	 this
month,	 it	predicted	 that	agriculture	will	grow	at	3.2%	during	the
current	 year,	 higher	 than	 the	 previous	 year’s	 growth	 rate	 and	 a
contraction	in	FY15.

To	 strengthen	 these	 expectations,	 as	 of	 18th	 August,	 cumulative
rainfall	 was	 at	 its	 long	 period	 average	 with	 adequate	 spatial
distribution	and	Kharif	sowing	had	risen	6.5%.

However,	 the	 other	 drivers	 of	 growth	 -	 investment	 and	 exports	 -
remain	muted.

Exports	contracted	6.84%	in	July	this	year.
The	report	points	out	that	“Successive	downgrades	of	global	growth
projections	by	multilateral	agencies	and	the	continuing	sluggishness
in	world	 trade	point	 to	 further	 slackening	of	 external	demand	going
forward.”

Who	will	take	it	over	from	Dr.	Rajan?
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Dr.	Urjit	R	Patel	will	take	over	the	reins	of	the	RBI	from	Dr.	Raghuram
G	Rajan	on	September	4,	2016.

Challenges:

He	will	have	 to	deal	with	 the	challenge	of	addressing	 the	 inflation
concerns	 -	both	 long	 term	and	 short	 term	 -	 and	also	maintain	 the
stability	 of	 the	 rupee.	 Also,	 the	 measures	 to	 address	 the	 Non-
Performing	 Assets	 (NPA)	 issues	 of	 public	 sector	 banks	 should
continue.	Also,	 there	 is	an	 immediate	need	 to	 lay	down	a	plan	 for
capitalizing	the	banks	and	get	private	sector	talent.
He	also	has	a	responsibility	of	reinforcing	and	continuing	the	faith
that	 the	 external	 world	 and	 Indian	 markets	 have	 in	 the
independence	and	objectivity	of	the	central	bank.
In	his	first	monetary	policy	statement	in	October	2016,	Patel	would
need	 to	 assess	 if	 RBI’s	 accommodative	 stance	must	 change.	 His
first	policy	will	offer	clues	on	how	the	RBI	under	Dr.	Patel	would	act
to	contain	inflationary	pressures	and	how	tightly	it	would	interpret
the	 4%	medium-term	 target	 despite	his	 personal	 reputation	as	 an
inflation	hawk.

RBI’s	Annual	report	on	inflation:

The	 short-term	macroeconomic	priorities	of	RBI	 continue	 to	be	 to
focus	 on	 bringing	 down	 inflation	 towards	 the	 government-set
target	of	4%.	This	 is	especially	 important	 in	 the	backdrop	of	retail
inflation	 for	 July	 crossing	 the	 6%	mark,	 the	 upper	 tolerance	 limit
prescribed	by	the	monetary	policy	agreement.
It	 expects	 that	 the	 next	 monetary	 policy	 will	 be	 decided	 by
monetary	 policy	 committee	 (MPC).	 The	 report	 said	 that	 the
constitution	of	MPC	will	be	a	welcome	step	forward	in	strengthening
the	transparency,	continuity	and	independence	of	monetary	policy.
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The	report	highlights	that	with	the	responsibility	to	balance	savers’
desire	 for	 positive	 real	 interest	 rates	 with	 corporate	 investors’	 and
retail	borrowers’	need	for	low	nominal	borrowing	rates,	the	chances
that	the	RBI	will	resort	to	rate	cuts	are	limited	and	emerge	only	if
inflation	is	projected	to	fall	further.

How	is	RBI’s	road	ahead	as	per	this	annual	report?

As	per	the	annual	report,	the	key	areas	of	focus	for	the	RBI	in	the	near
future	would	be	to:

Bring	 down	 inflation	 towards	 the	 government	 set	 target	 of	 4%	 –
aiming	at	5%	by	March	2017.
Work	 with	 the	 Government	 and	 banks	 on	 speeding	 up	 the
resolution	of	distressed	projects	 and	completing	 the	clean-up	of
bank	balance	sheets.
Ensure	banks	 have	 the	 capital	 to	make	 provisions,	 support	 new
lending,	and	thus	pass	on	future	possible	rate	cuts.
Implement	the	reforms	related	to	monetary	policy	framework	and
associated	 institutional	 changes,	 and	 address	 policy-induced
distortions	 that	 undermine	 monetary	 policy	 efficacy	 and
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transmission.
Deepen	the	corporate	bond	market,	regulate	new	markets	such	as
peer	 to	 peer	 lending	 and	 separate	 government	 debt	management
from	its	ambit.

According	to	the	report,	the	medium	term	plans	of	the	RBI	are	primary
to	 increase	 efficiency	 in	 the	 financial	 sector.	 It	 says	 that	 such	 an
increase	would	be	possible	through	greater	entry	and	competition	and
by	 removing	 regulatory	 privileges	 as	 well	 as	 impediments	 wherever
possible.

The	crucial	element	of	focus	will	be	to	strengthen	the	public	sector
banks	 in	 all	 aspects,	 including	 governance,	 cost	 structure,	 and
balance	sheets.	Also,	 strengthening	of	 risk	management,	 including
cyber	 risk,	of	all	 financial	 institutions	will	be	 taken	up	 to	 improve
the	financial	sector’s	efficiency.
Technology	 &	 inclusion:	 The	 report	 highlighted	 the	 role	 of
technology	in	establishing	cost	effective	supportive	frameworks,
and	 bringing	 the	 hitherto	 excluded	 populations	 into	 the	 financial
fold.
The	 RBI	 should	 target	 to	 strengthen	 its	monitoring	 mechanisms
and	 make	 sure	 that	 all	 the	 banks	 and	 financial	 institutions	 are
adhering	to	its	guidelines.	In	case	of	any	non-compliance,	penalties
should	be	imposed	to	things	back	on	track.

((( 	)))
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Economy	-	Will	the	real	entrepreneur	please	stand	up?

In	 a	 scathing	 but	 realistic	 article,	 Haresh	 Chawla	 asserts	 that	 India	 is
arguably	 the	most	 promising	 internet	market	 in	 the	world,	 attracting
billions	of	dollars	of	capital	but	adding	little	value	to	the	country.	A	big
round	 of	 funding	 doesn’t	 translate	 into	 a	 successful	 business.	 India
needs	businesses	which	are	built	to	last.	Indian	entrepreneurs	are	busy
creating	businesses	that	can	be	funded	or	sold	but	cannot	be	sustained.
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What	went	wrong	with	India’s	entrepreneurial	ecosystem?

In	the	last	five	years,	the	Indian	entrepreneurial	ecosystem	has	seen	a
surge	in	the	number	of	start-ups,	so	much	so	that	India	is	now	the	third
hottest	startup	nation	in	the	world	–	just	behind	the	US	and	the	UK,	with
over	 4,000	 startups.	 Yet,	 there’s	 a	 growing	 realization	 among	 the
Venture	Capitalists	and	 the	young	 founders	 that	something	 is	not	quite
right.

There’s	a	crisis	of	confidence	today.Venture	capitalists	(VCs)	have
pulled	back.	Series	A	funding	($1-2	million	rounds)	is	at	an	all-time
low	and	“consolidation”	is	the	nickname	for	the	desperate	rescue	of
investors	in	dud	startups	across	logistics,	e-commerce,	food	tech	and
hyper-local	 services	 which	 are	 quietly	 euthanised	 a	 few	 months
later.
In	excess	of	$2	billion	has	evaporated	over	the	last	12	months	–
with	nothing	to	show	for	it,	except	jobless	techies,	sales	people,
coordinators	and	courier	boys.	Over	10,000	pink	 slips	have	been
issued	 in	 the	 last	 six	months,	 not	 counting	 the	 losses	 at	 ancillary
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businesses	that	sprung	up	around	these	dollar-eating	startups.
A	 slew	 of	 mega-funded	 startups	 –	 firms	 with	 the	 best	 talent	 and
more	money	 than	 they	needed	 –	have	been	mercilessly	 crucified.
Grofers,	 for	 instance,	after	having	raised	$120	million	 (over	Rs	750
crore),	publicly	admitted	a	few	months	ago	that	it	loses	Rs	24	lakh	a
day	 and	 ended	 up	 revoking	 offers	 it	 made	 to	 eager	 IITians	 on
campus.

The	 issue	 simply	 is	 sustainability.	 A	 business	 should	 be	 considered
successful	 not	 because	 it	 was	 the	 first	 to	 raise	 a	 billion	 dollars,	 but
because	it	cracked	a	unique	code	of	doing	business	in	India	that	made
their	positions	unassailable.	Raising	lots	of	money	is	not	the	recipe	for	or
stamp	of	success.

What	 happened	 in	 this	 “failure”	 phase	 of	 last	 five	 years	 is:mega-
funding	killed	 the	 innovation	and	hunger,	 the	 leanness	and	 the
sharpness.	It	created	sprawling	teams	without	focus.
Equally,	investors	were	blinded	by	“the	growth	story”	and	did	very
little	diligence	on	teams	and	their	maturity	to	find	product-market
fit.
A	few	weeks	ago,	there	was	a	story	in	The	Times	of	India	about	how
Flipkart’s	success	was	important	for	the	ecosystem.	While	that	may
be	 true,	 India’s	 e-tailers	 including	 Flipkart	 have	 been	 mind-
bogglingly	inefficient.
Flipkart	and	Snapdeal	both	are	estimated	to	have	burnt	through
$3.5	billion	so	far	to	generate	gross	merchandise	value	(not	to	be
confused	 with	 revenue)	 of	 about	 $5.5	 billion	 this	 year.	 If	 you
assume	 their	 “take	 rate”	 at	 about	 8%	 (commission	 revenues	 they
derive	from	a	transaction	on	their	marketplace),	their	revenue	will
be	near	$400	million.	Is	this	the	kind	of	capital	inefficiency	we	need
our	startups	to	idolise?
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Funding	 became	 the	 distraction.	 The	 biggest	 startups	 in	 India	 fell
complacent	by	their	own	admission.	This	led	to	unintentional	but	huge
damage	–	these	mega-funding	rounds	actually	attracted	foreign	strategic
competitors	like	Amazon	and	Uber	far	earlier	than	planned.

Why	did	the	fall	come?

There	are	two	parts	to	this	narrative:	startups	hitting	a	glass	ceiling	and
the	fallacy	of	‘one’	market.

The	 glass	 ceiling:	 A	 year	 ago,	 every	 e-commerce	 player	 realised	 that
they	have	exhausted	their	“consumer	runway”.

That	 they	 have	 reached	 a	 saturation	 point	 with	 their	 target
consumers	–	 the	Indians	who	speak	and	use	English,	have	money
for	data	packs	and	have	the	personal	disposable	income	to	fill	their
closets	with	clothes	they	don’t	need	based	on	offers	they	can’t	resist.
That	 they	 cannot	 acquire	 significantly	 more	 customers	 –	 the
same	ads	are	going	to	get	the	same	consumer	back.
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And	 that	 their	 consumer	 acquisition	 and	 retention	 costs	 come
with	very	low	payback.

Yet	 the	 math	 was	 conveniently	 ignored	 because	 they	 had	 to	 show
metrics	 that	would	 get	 them	 the	 next	mega-round	 of	 funding.Having
the	 highest	 GMV	 (Gross	 Merchandise	 Value)	 became	 their	 sole
artillery	in	the	war	to	entice	investors	from	all	over	the	world.

Further,	as	soon	as	they	had	to	cut	back	discounts	due	to	changes	in
government	 policy,	 e-commerce	 shipments	 tanked	 across	 the
board.	All	an	indication	that	the	market	had	less	strength	than	they
thought.
And	then	came	more	bad	news:	India’s	telecom	operators	reported
slowing	data	pack	growth	for	the	first	time	in	years.

The	 fallacy	 of	 ‘one’	 market:	 These	 startups	 made	 an	 elementary
mistake.	 Their	 business	 models	 targeted	 a	 small	 sliver	 of	 the	 Indian
market	 —	 the	 top	 15%	 —	 with	 the	 assumption	 that	 this	 could	 be
extrapolated	to	the	entire	population	of	1.25	billion.

It’s	not	that	India’s	market	is	small,	but	the	way	it	is	configured	trips
up	every	player	who	tries	to	treat	it	as	‘one’	market.
Google,	 Facebook,	 WhatsApp	 are	 huge,	 ubiquitous	 services	 with
over	95%	penetration	 in	 this	market.	They	will	 truly	 reach	 India’s
billion-strong	 mobile	 users	 as	 soon	 as	 they	 get	 their	 data	 packs
activated.But	 these	 services	 are	 free.	 They	 make	 money	 from
advertisers	and	not	consumers.	And	their	average	revenue	per	user
(ARPU)	in	India	is	a	mere	fraction	of	their	global	average.
The	fact	is	-	most	Indians	cannot	afford	a	decent	meal,	let	alone
buying	 stuff	 online	 or	 hailing	 an	 on-demand	 cab.	 The
multinational	companies	and	big	box	retailers	in	India	learnt	these
lessons	the	hard	way	a	decade	ago	and	now	we	are	seeing	the	tech
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startups	face	up	to	the	reality.

When	does	India	not	appear	a	single	large	market?

There	 is	 ample	 headroom	 for	 growth,	 healthy	 growth,	 of
entrepreneurship	in	India.	But	for	that,	a	different	lens	is	needed	to	look
at	India,	the	“real	India”.

If	 you	 stacked	 up	 a	 100	 Indians,	 here’s	 how	 the	 income	 distribution
looks	like:

1	Indian	earns	30%	of	the	total	and	makes	over	Rs	1.5	lakh	a	month
14	 Indians	 earn	 30%	 of	 the	 total	 and	 make	 around	 Rs	 20,000	 a
month	each
The	next	 30	 Indians	 earn	 30%	of	 the	 total	 and	make	Rs	 8,000	 per
month	each
The	poorest	55	Indians	earn	10%	of	the	total	and	make	only	Rs	1,500
per	month	each

This	 is	 the	entire	money,	money	 they	earn	 to	 spend	on	everything	—
roti,	 kapada	 and	 makaan,	 and	 of	 course,	 mobile	 data.	 Most	 of	 this
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money	 is	 spent	 on	 things	 they	 “need”.	Money	 left	 over	 to	 buy	 things
they	“want”	is	much	lower	as	you	go	down	the	chain.

This	income	distribution	translates	India	to	three	countries:	India	One,
India	Two	and	India	Three

India	One:	Club	the	top	2-tiers	above	and	you	find	that	the	top	15%	of
Indians,	i.e.	about	150-180	million,	earning	an	average	of	Rs	30,000	per
month,	are	the	ones	who	have	money	left	over	after	buying	necessities.

These	15%	of	 Indians	control	over	half	 the	 spending	power	of	 the
economy	 and	 almost	 its	 entire	 discretionary	 spending.	 They
consume	 their	 data	 plans	 without	 thinking	 about	 the	 bills.	 They
install	 the	 shiny	 new	 apps	without	 bothering	 about	 the	 gigabytes
they	consume	on	their	oversized	and	expensive	smartphones.
They	are	equivalent	to	a	country	with	the	population	of	Canada	and
live	 the	 lifestyle	 of	 a	 European	 nation	 (if	 you	 equate	 them	 on
purchasing	power	parity,	or	PPP	basis)—and	with	better	lifestyle	to
boot.	 They	 have	 chauffeurs,	maids,	 cooks,	 cleaners,	 peons	 to	 take
care	of	onerous	chores.

India	Two:	This	 is	 the	middle	30%	or	400-odd	million	Indians,	earning
an	average	of	Rs	7,000	a	month.

This	would	be	a	 country	about	 three	 times	 the	 size	of	Bangladesh
with	a	similar	level	of	purchasing	power.
They	 are	 the	 ones	who	 “service”	 the	 $1	 trillion	market	 (yes,	 read
that	again)	that	India	One	represents.	That’s	the	money	that	trickles
down	to	them.
They	have	managed	climb	out	of	poverty	over	the	last	two	decades
by	migrating	from	their	tiny	bits	of	un-arable	land	to	the	mega	cities
of	India	and	taken	up	jobs	to	serve	the	needs	of	these	markets.
They	 work	 two	 shifts	 as	 Uber/Ola	 drivers	 or	 as	 cooks	 in	 our
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burgeoning	restaurant	chains,	or	set	up	small	businesses—and	send
money	back	home	to	their	families	in	the	villages.
The	income	that	they	keep	is	spent	on	food	and	rent,	and	whatever
little	is	left	they	use	to	try	and	escape	from	life	in	their	smartphone
screens	 by	 buying	 movies	 or	 songs	 on	 an	 SD	 card	 from	 the
neighbourhood	store.
They	 buy	 second-hand	 smartphones	 and	 tiny	 sub-hundred	 rupee
data	 packs	 to	 keep	 in	 touch.	 These	 are	 counted	 as	 internet
consumers	while	making	 slick	 presentations	 on	 Startup	 India	 and
its	future.

India	Three:	These	are	the	forgotten	650	million	who	subsist	and	don’t
have	the	money	to	buy	two	square	meals.

Their	 incomes	 rival	 that	 of	 sub-Saharan	Africa.	 They	 are	 the	 ones
who	did	not	 leave	our	road-less,	school-less,	 toilet-less,	and	power-
less	villages	and	instead	chose	to	send	a	child	or	a	sibling	to	work	in
the	big	cities.
They	 live	 on	 the	 mercy	 of	 our	 monsoons	 and	 whatever	 little
reaches	 them	 through	 our	 poverty	 alleviation	 programmes.	 They
live	on	the	periphery	of	our	economy	and	for	all	practical	purposes
don’t	participate	in	it.
However,	 they	 are	 the	 ones	 who	 form	 our	 vote	 banks	 and
determine	the	political	future	of	our	nation.

Net,	 net	 India	 is	 three	 countries.	 One	 with	 the	 size	 and	 wealth	 of	 a
developed	 nation,	 another	 of	 400	 million	 people	 like	 a	 developing
nation,	and	a	third	large	continent	of	650	million	people	whose	lives
rival	that	of	a	poor	nation.
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Where	does	the	opportunity	stem	from	this	realization?

While	the	failure	to	distinguish	between	“internet	users”	(India	Two)
and	“internet	consumers”	(India	One)	messed	up	every	estimate	of	the
market,	making	this	distinction	provides	an	opportunity	to	naturally	get
directed	 towards	 India	 Two	 and	 India	 Three,	 which	 is	 actually	 the
“large”	market	India	provides.

Start-ups	capturing	this	opportunity	may	not	live	up	to	the	script	of
I-will-be-a-unicorn-in-24-months,	 but	will	 have	 the	 potential	 to	 give
birth	to	several	“centaurs”	for	the	next	decade.
What	will	aid	them	is	the	fact	that	the	country	is	about	to	get	data-
charged.	 We	 will	 add	 200	 million	 smartphone	 customers	 as
smartphone	prices	dip	below	Rs	3,000.
Reliance	 Jio’s	 entry	 will	 reset	 data	 prices	 in	 India.	 And	 wired
broadband,	which	has	been	ignored	far	too	long	by	our	successive
governments,	will	take	off	finally.
A	 10%	 increase	 in	 broadband	penetration	 increases	 the	 per	 capita
GDP	 by	 1.38%	 in	 developing	 countries,	 according	 to	 the	 World
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Bank.India	 ranks	 No.	 4	 on	 smartphone	 ownership,	 but	 122	 on
broadband.
Access	to	cheap,	good-quality	bandwidth	will	make	vernacular	and
video	the	accessible	language	of	digital	interaction.	Data	will	be	the
new	arterial	network	of	India.
Cheap	internet	access	and	low-priced	smartphones,	combined	with
the	 public	 digital	 goods	 being	 built	 around	 Aadhaar	 (India	 Stack),
and	 a	 maturing	 startup	 ecosystem	 will	 create	 the	 next	 set	 of
uniquely	Indian	technology	startups.
Crafting	a	new	friction-free,	lower-transaction-cost	highway	that	will
be	accessible	on	 the	mobiles	of	 Indians	regardless	of	 their	 income
and	literacy	will	create	a	truly	integrated	market.
As	India	Two	and	India	Three	go	online,	the	people	who	could	not
participate	 in	 the	 economy	 as	 roads	 haven’t	 reached	 them,	 and
bank	branches	probably	won’t,	will	now	get	included	and	turn	into
consumers.

This	 inclusion	 will	 also	 allow	 thousands	 of	 “micro-entrepreneurs”	 to
emerge	from	among	them.	The	kind	of	entrepreneurs	that	will	embrace
technology	 and	 the	 connected	 ecosystem	 to	 scale	 their	 business,
creating	wealth	and	jobs.

Note:	In	start-up	terminology,	the	“centaurs”	are	companies	who	have
a	valuation	of	more	than	$100	million;	the	“unicorns”	have	a	valuation
of	more	than	a	billion	dollars.	Then	there	are	the	“ponies”,	who	have	a
valuation	of	more	than	$10	million.
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Who	need	to	change	their	ways	to	“reset”	India’s	start-up	ecosystem?

The	 traditional	Venture	Capital	 (VC)	model	bets	 on	a	 few	winners	and
deep	markets	 to	quickly	penetrate	 to	mobile-connected	audiences	and
mega-fund	to	disrupt	traditional	markets.

Indian	VCs	will	 need	 to	 balance	 a	 ‘nurture	 and	 grow’	 versus	 a
‘spray,	 burn	 and	 pray’	 mindset	 (flush	 the	 startup	 with	 funds,
achieve	 scorching	 growth,	 and	 then	 use	 the	 cost	 leverage	 and
network	effects	to	scale	up).
The	 rhetoric	was	 “India	will	 be	 the	 next	 China”.	 In	 China,	 internet
retailing	grew	50x	in	the	seven	year	period	2007-2014	on	the	back	of
7x	growth	in	user	adoption	and	7x	growth	in	their	annual	spend	on
e-commerce.
Well,	India	is	not	China.	Simply	because	in	2014,	China	had	10x	the
number	of	middle	 income	households	compared	with	 India.	 India
can’t	catch	up	to	 that	anytime	soon.	That	kind	of	growth	is	still	10
years	(or	more?)	away	in	India.
So	VCs	need	to	recalibrate	their	thinking.	Of	course,	you	may	find	a
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startup	 with	 great	 product	 market	 fit,	 but	 the	 stickiness	 and	 the
shallowness	of	the	Indian	market	will	slow	you	down.	So	you	have
to	have	the	patience	to	see	it	achieve	scale.
In	some	segments,	the	pioneer’s	curse	 is	clear	and	present,	as	the
early	movers	are	paying	the	price	of	developing	a	market	that	really
wasn’t	ready	for	their	offering.

If	VCs	realise	that	they	need	to	see	India	as	a	market	where	you	have	to
fund	 and	 nurture	 ten	 tiny	 disruptions	 rather	 than	 just	 one	 big	 one,
founders	will	have	to	play	the	game	very	differently.	Startups	need	to
throw	 away	 the	Western	 lenses	 and	 look	 at	 the	 real	 opportunities
that	 ‘India	 Two’	 and	 ‘India	 Three’	 throw	 up.	 India	 needs	 a	 “Nirma
moment”	in	its	startups:	home-grown,	grounded	thinking	that	disrupts
and	breaks	the	affordability	and	access	barrier.

Sure,	the	India	One	consumer	has	the	spirit	and	the	power	to	spend.
But	 this	 is	 also	 the	 market	 that	 everyone	 wants.	 It	 will	 remain
hyper-competitive	with	the	global	players	always	ready	to	jump
in.	You’ll	miss	the	benefits	of	scale	if	you	ignore	the	India	Two	and
India	Three	markets.
Now	that	consumer	internet	has	lost	a	bit	of	its	glitter,	the	unsexy
opportunity	to	look	beyond	and	disrupt	most	of	India’s	traditional
businesses	 should	 look	 attractive.	 Every	 sector	 has	 gaps	 that	 a
startup	can	drive	a	truck	through.
A	quick	 glance	 at	 the	websites	 of	 the	 offline	 retailers	will	 tell	 you
that	 even	after	 they’ve	been	hit	by	 the	online	 tsunami	over	 three
years	 ago,	 they’ve	 yet	 to	 put	 up	 a	 semblance	 of	 a	 fight.Their
singular	 problem	 is	 talent.	 They	 find	 it	 difficult	 to	 attract	 and
nurture	the	talent	that	can	get	them	to	ride	this	wave.
The	 consumer	 internet	 businesses	 for	 India	 Two	 and	 Three	 will
have	a	different	agenda	—	they	will	need	to	focus	on	reducing	costs
and	friction,	and	not	just	on	overloading	the	consumer	with	choice.
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How	can	opportunities	be	created	to	cater	to	“real	India”?

Bridging	 the	 divide:	 Firms	 would	 need	 to	 build	 the	 bridge	 between
India	 One	 and	 India	 Two	 –	 rework	 their	 offerings	 to	 match	 the
aspirations	 and	 affordability	 of	 India	 Two.	 Refurbish	 goods,	 sell	more
affordable	unbranded	products,	 and	 communicate	with	 the	 India	Two
consumers	in	their	language.

Group-buying	 platforms	 for	 consumers	 and	 small	 and	medium
enterprises,	 second-hand	 cars	 and	 two-wheelers	 are	 some
examples.

Creating	new	markets:	Startups	need	to	learn	how	to	“sachetise”	–	how
to	 strip	 down	 ideas	 and	 services	 and	match	 the	 affordability	 and
aspirations	of	India	Two.

Think	about	how	to	learn	from	the	large	packaged	consumer	goods
firms	 and	 how	 they	 used	 shampoo	 sachets	 to	 deepen	 their
engagement	with	rural	India.	They	used	local	language,	local	icons
and	have	created	local	markets.
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These	markets	need	 the	 sharing	economy	more	 than	 the	young
couples	 looking	 for	 furniture	 in	 Gurgaon.	 Look	 at	 vocational
training	or	 opportunities	 like	 Sheroes	 (a	 startup	aimed	at	 creating
employability	for	women)	provides	–	if	these	scale	well,	it	can	lead
to	huge	wealth	creation,	both	for	the	startups	and	the	consumers.
Businesses	that	provide	a	lifeline	to	these	consumers	have	thrived—
Google,	WhatsApp,	IRCTC,	Redbus	are	some	examples.Startups	that
find	 creative	 and	 frugal	 ways	 to	 leverage	 technology	 and
manpower	to	be	the	cost	leaders	will	be	the	ones	that	will	be	able
to	win.

Inform,	 empower	 and	 entertain:	 How	 about	 services	 that	 uplift,
inform,	educate?	That	help	people	choose	which	crop	 to	plant,	how	to
look	after	their	health.	Startups	that	can	make	a	village	act	as	one,	which
can	 create	 mechanisms	 for	 collective	 bargaining,	 which	 can	 improve
information	to	India’s	farmers.

These	 consumers	 need	 startups	 that	 can	 disintermediate	 the
middlemen	who	exploit	 them.	For	example,	 “direct	 to	 farmer”	m-
commerce	platforms	like	AgroStar.
India	 needs	 solutions	 that	 can	 help	 India	 Three	 meet	 their
aspirations	for	a	better	life,	more	employment,	cheaper	and	better
education.

((( 	)))
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Economy	-	India’s	tryst	with	Islamic	Banking

After	a	long	period	of	resistance	against	an	Islamic	finance	regulation
framework,	India	is	finally	opening	up	to	join	the	global	Islamic	finance
club.	Introducing	such	a	framework	will	make	banking	more	inclusive,
as	many	 of	 India’s	 180	million	Muslims	 avoid	 using	 banks	 altogether
because	 the	 system	 goes	 against	 their	 religious	 beliefs.	 Knappily
explains	Islamic	Banking	and	the	inevitability	of	its	advent	into	India.
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What	brings	Islamic	Finance	in	news	in	India?

In	a	first	in	the	mainstream	banking	sector	in	Maharashtra,	Lokmangal
Cooperative	 Bank	 Ltd.	 has	 launched	 Sharia-compliant	 Islamic
banking.

Here,	interest-free	deposits	will	be	accepted	from	both	Muslims	and
non-Muslims	 and	 distributed	 largely	 to	 the	 needy	 from	 the
minority	 community	 at	 zero	 rate	 of	 interest	 to	 ensure	 their
financial	inclusion.
Interestingly,	this	cooperative	bank	is	controlled	by	a	BJP	leader
and	state	cabinet	minister	Subhash	Deshmukh.	BJP,	 the	party	 in
power,	 has	 traditionally	 been	 against	 the	 introduction	 of	 Islamic
Banking	in	India.	It	had	maintained	so	far	that	it	has	no	objection	to
private	funds	being	used	to	set	up	Islamic	Banks,	but	would	oppose
any	 move	 by	 the	 government	 to	 use	 public	 funds	 for	 setting	 up
these	banks.	That	stand	may	have	changed	now.
So	far,	Lokmangal	bank	has	distributed	Rs	2.50	lakh	to	poor	Muslims
through	 the	 route.	The	minister	will	now	call	 on	other	banks	and
financial	 institutions	 in	Maharashtra	 to	 follow	 suit	 and	 adopt	 this
model,	which	is	also	referred	to	as	“participatory	banking”.
The	bank	has	nine	branches,	and	all	of	 them	would	get	a	separate
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counter	for	such	Islamic,	interest-free	deposits	and	loans.
“We	will	see	if	the	Reserve	Bank	of	India	(RBI)	or	Government	of	India
come	 out	 with	 rules	 in	 this	 regard…	 we	 will	 have	 to	 take	 some
nominal	 service	 charge	 (from	 borrowers)	 for	 (administrative	 costs
like)	 staff,	 electricity	 bills	 and	 stationery,”	 said	 Deshmukh,	 adding
that	 even	 if	 they	were	not	 allowed	 to	 charge	 this	nominal	 service
fee,	they	would	continue	giving	out	interest-free	loans.

In	Islamic	banking,	which	follows	the	Sharia,	interest	is	not	allowed
and	should	not	be	paid	or	collected	on	deposits	and	loans.	Depositors,
however,	will	not	be	able	to	withdraw	their	deposits	prematurely	as	the
money	will	be	lent	out.	Also,	investments	should	not	be	made	in	areas
prohibited	 under	 Islam,	 such	 as	 alcohol	 and	 pork.	 To	 earn	 money,
instead	of	interest,	Islamic	banks	rely	on	profit-sharing	and	fees.

Why	is	India	considering	Islamic	Banking?

1105



In	2015,	a	report	by	RBI	committee	on	‘Medium-term	path	on	financial
inclusion’	–	led	by	Deepak	Mohanty	–	had	noted	that	“One	area	that	has
not	 been	 adequately	 addressed	 is	 the	 role	 of	 interest-free	 banking	 in
financial	inclusion.	Globally,	interest-free	banking,	also	known	as	Islamic
banking,	has	witnessed	a	significant	increase,	especially	in	the	wake	of	the
financial	 crisis.	 According	 to	 Lagarde	 (2015),	 total	 Islamic	 finance
assets	 are	 estimated	 at	 around	 $2	 trillion,	 practically	 a	 ten-fold
increase	from	a	decade	ago,	and	outperforming	the	growth	of	conventional
finance	in	many	places.”

The	 central	 bank	 committee	 recommended	 allowing	 Islamic
banking	 windows	 at	 conventional	 banks	 to	 offer	 Shariah-
compliant	 finance	 vehicles	 such	 as	 murabaha	 to	 explore	 the
potential	of	Islamic	finance.
It	also	suggested	that	Islamic	finance	could	be	offered	through	non-
banking	 channels	 such	 as	 investment	 funds	 or	 lending
cooperatives.

Again,	 in	 the	 central	 bank’s	 recently	 released	 annual	 report,	 the
Reserve	 Bank	 of	 India	 (RBI),	 as	 part	 of	 its	 plan	 to	 boost	 financial
inclusion	in	the	country,	has	proposed	to	the	government	that	interest-
free	banking	be	introduced	in	India.

“It	is	observed	that	some	sections	of	the	Indian	society	have	remained
financially	 excluded	 for	 religious	 reasons	 that	 preclude	 them	 from
using	banking	products	with	an	element	of	 interest,”	 the	RBI	 report
stated.	 “Towards	 mainstreaming	 these	 excluded	 sections,	 it	 is
proposed	 to	 explore	 the	 modalities	 of	 introducing	 interest-free
banking	products	in	India	in	consultation	with	the	government.”
Previously,	the	RBI	had	taken	the	position	that	Islamic	finance	could
be	 offered	 through	 non-banking	 institutions	 –	 but	 should	 not	 be
offered	 through	 banks.	 This	 latest	 move,	 therefore,	 marks	 a
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significant	shift.

India	 has	more	 than	 180	million	Muslims;	 so	many	 believe	 there	 is	 a
huge	 opportunity	 for	 Islamic	 banking	 to	 take	 off	 in	 the	 country.
Narendra	Modi’s	government	is	eager	to	advance	financial	inclusion	in
the	country	so	that	more	of	the	population	can	come	under	the	formal
banking	 system.	 This	 could	 pave	 the	 way	 for	 Islamic	 banking	 in	 the
country,	although	strong	opposition	is	coming	from	some	corners.

When	does	Islamic	Banking	seem	inevitable	for	India?

Islamic	 finance	 has	 developed	 slowly	 in	 a	 country	 with	 the	 world’s
largest	Muslim	minority	 in	 numbers.	 There	 have	 been	 some	 recent
steps	towards	Islamic	banking	in	India.

Saudi	 Arabia’s	 Islamic	 Development	 Bank	 this	 year	 announced
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plans	 to	 launch	 its	operations	 in	Ahmedabad	 in	Gujarat,	 a	 state	 in
west	India.
The	state	of	Kerala	experimented	with	Islamic	finance	as	early	as
in	2000	with	a	financial	company	called	Alternative	Investments
and	Credits	Limited	based	in	Kochi	which	promoted	interest-free
financing	 vehicles	 following	 Islamic	 banking	 principles.	 In	 2013,
Cheraman	Financial	Services	was	launched,	a	non-banking	finance
company	 promoted	 by	 the	 Kerala	 State	 Industrial	 Development
Corp	and	focusing	on	Shariah-compliant	financing	projects	such	as
land	 and	 housing	 development	 scheme	 based	 on	 waqf,	 Islamic
endowments	and	donations.
On	the	broader	market,	a	number	of	asset	management	companies
such	as	Taurus	Mutual	Fund	and	Tata	Mutual	Fund	offer	Shariah-
compliant	investment	schemes	in	India,	not	specifically	marketed
as	 “Islamic,”	 but	 as	 “ethical	 funds”	 in	 order	 to	 appeal	 to	 non-
Islamic	 investors	 as	well.	 Additionally,	 some	 banks	 offer	 portfolio
management	 schemes	 which	 follow	 Shariah	 rules	 in	 their	 stock
selection.

Support	is	expected	as	India	–	acknowledging	the	upward	trajectory	of
the	global	Islamic	finance	industry	–	is	working	towards	broadening	its
potential	 to	 become	 a	 favored	 investment	 destination	 for	 Middle
Eastern	 and	 Southeast	 Asian	 investors	 looking	 for	 Shariah-
compliant	investments.

For	public	investments,	for	example	in	much-needed	infrastructure
improvements,	 nsukukn	 are	 increasingly	 seen	 by	 the	 Indian
government	as	an	alternative	source	of	 funds	 to	allow	issuers	and
investors	 to	 participate	 in	 major	 infrastructure	 projects	 such	 as
airports,	bridges	and	power-generating	facilities.
In	 the	 agricultural	 sector,	 Islamic	 finance	 could	 help	 break	 the
cycle	 of	 debt	 and	 interest	 payments	 which	 often	 hampers	 the
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economic	progress	of	farmers	and	smallholders.	Observers	say	that
with	 the	 Indian	 government’s	 approach	 towards	 Islamic	 finance
having	turned	positive,	the	introduction	of	a	respective	framework
could	 happen	 relatively	 quickly	 after	 the	 central	 bank	 has	 been
working	 on	 a	way	 for	 the	 entry	 of	 Islamic	 banking	 into	 India	 for
nearly	a	decade	now.
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Where	are	the	differences	between	Islamic	Banking	and	traditional
banking?

In	 traditional	banking,	money	 is	 a	 commodity	besides	medium	of
exchange	 and	 store	 of	 value.	 Therefore,	 it	 can	 be	 sold	 at	 a	 price
higher	than	its	face	value	and	it	can	also	be	rented	out.	However,	in
Islamic	banking	money	is	not	a	commodity	though	it	is	used	as	a
medium	of	exchange	and	store	of	value.	Therefore,	it	cannot	be
sold	at	a	price	higher	than	its	face	value	or	rented	out.
In	 traditional	 banks,	 a	 depositor	 gets	 interest	 on	 his	 capital	 and	 a
borrower	 pays	 interest	 on	 loans.	 The	 difference	 between	 the	 two
rates	 is	 the	 profit	 earned	by	 the	 banks.	 Islamic	banks	 earn	 their
money	 from	 profit	 and	 loss	 sharing,	 trading,	 leasing,	 charging
fees	for	services,	etc.	which	are	guided	by	the	principles	of	 the
Shari’ah.	 Some	 of	 the	 common	 financial	 contracts	 in	 Islamic
banking	are:
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Equity	 participation	 (Musharakah):	 A	 partnership	 agreement
between	 the	 bank	 and	 the	 customer	 where	 equity	 is	 contributed
jointly,	either	in	cash	or	assets,	and	profits	and	losses	are	shared.
Leasing	(Ijarah):	The	bank	(lessor)	buys	and	leases	out	an	asset	or
equipment	required	by	its	clients	(lessee)	for	a	rental	fee.
Cost-plus	 financing	 (Murabahah):	 The	 bank	 (seller)	 purchases
goods	 from	 a	 third-party	 and	 then	 resells	 them	 to	 the	 borrower
(buyer)	 at	 an	 agreed	 mark-up.	 The	 total	 cost	 is	 usually	 paid	 in
instalments	 and	 the	 product	 belongs	 to	 the	 seller	 until	 the	 last
instalment	is	paid.
Bonds	(Sukuk):	Sukuk	commonly	refers	 to	 the	 Islamic	equivalent
of	 bonds.	 However,	 as	 opposed	 to	 conventional	 bonds,	 which
merely	 confer	 ownership	 of	 a	 debt,	 Sukuk	 grants	 the	 investor	 a
share	of	an	asset,	along	with	the	commensurate	cash	flows	and	risk.
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Who	are	against	India’s	experiment	with	Islamic	Banking?

There	 are	 politicians	 in	 the	 ruling	 Hindu	 nationalist	 Bharatiya	 Janata
Party	(BJP)	that	are	vehemently	opposed	to	the	introduction	of	Islamic
banking	in	India.

The	most	vocal	of	them	is	Subramanian	Swamy.	The	BJP	politician
has	 long	 argued	 fiercely	 against	 Islamic	 banking	 and	 does	 not
believe	that	it	has	a	place	in	the	secular	society	of	India.
On	Twitter,	he	once	said	that	“Islamic	banking	is	a	failure	in	Dubai”
and	in	India	 it	would	“be	conduit	 for	religious	conversion	–	no	 loan
will	be	given	to	Hindus	on	technicalities”.
In	March	 2015,	 State	 Bank	 of	 India	 (SBI)	 deferred	 the	 launch	 of	 a
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Shariah-compliant	 equity	mutual	 fund	 at	 the	 last	moment	 despite
having	 got	 the	 green	 signal	 from	 SEBI.	 SBI	 maintained	 that	 the
decision	was	a	commercial	call,	but	there	was	speculation	that	the
decision	could	have	had	to	do	with	political	pressure.
The	Sunday	Guardian	reported	that	this	was	because	Mr	Swamy	had
intervened	to	halt	 the	 launch.	 In	a	 letter	 to	 the	Indian	newspaper,
he	was	 reported	 as	 having	written	 that	 Islamic	 banking	would	 be
“politically	 and	 economically	 disastrous	 for	 our	 country”,	 and	 he
expressed	 concerns	 that	 it	 could	 lead	 to	 “dubious	 funds”	 being
brought	into	the	country	via	Islamic	banks.

However,	 the	 resistance	 has	 grown	weaker	 over	 the	 past	 years	 as
India	 felt	 the	 heat	 of	 the	 various	 crises	 of	 the	 global	 conventional
banking	 system	 and	 also	 sought	 ways	 to	 tackle	 widespread	 financial
exclusion	of	the	Muslim	population.

How	big	is	Islamic	Banking?
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Globally,	Islamic	banking	has	witnessed	a	significant	increase,	especially
in	the	wake	of	the	2008	financial	crisis.

By	2009,	 there	were	over	300	banks	and	250	mutual	 funds	around
the	 world	 complying	 with	 Islamic	 principles	 and	 as	 of	 2014	 total
assets	of	around	$2	trillion	were	sharia-compliant.
As	 of	 2014,	 sharia	 compliant	 financial	 institutions	 represented
approximately	1%	of	total	world	assets.
According	 to	Ernst	&	Young,	 although	 Islamic	Banking	 still	makes
up	 only	 a	 fraction	 of	 the	 banking	 assets	 of	 Muslims,	 it	 has	 been
growing	 faster	 than	 banking	 assets	 as	 a	 whole,	 growing	 at	 an
annual	 rate	 of	 17.6%	 between	 2009	 and	 2013,	 and	 is	 projected	 to
grow	by	an	average	of	19.7%	a	year	to	2018.

However,	 currently	 there	 is	 no	 ultimate	 authority	 or	 a	 single
organisation	that	governs	the	Islamic	Financial	Industry,	nor	there	is
any	set	of	rules	and	guidelines	regarding	Shariah	interpretation.	This
has	led	to	many	controversies	around	Islamic	Banking.

Journalist	 John	 Foster	 complains	 that	 financing	 mechanisms	 that
appear	 to	 outsiders	 to	 be	 mortgages	 “dressed	 up	 in	 Arabic
terminology”	(such	as	lease	agreements,	Mudarabah,	or	Ijarah),	are
made	 “shariah	 compliant”	 through	 the	 practice	 of	 “Fatwa
shopping”	—	i.e.	shopping	for	an	Islamic	scholar’s	seal	of	approval,
confirming	the	product	is	Shari’ah	compliant.
One	of	the	other	controversies	with	regard	to	Islamic	finance	is	the
connection	between	 the	percentage	 return	on	accounts	 in	 Islamic
banks	 and	 in	 conventional	 banks	—	 specifically	 how	 closely	 the
results	 match	 each	 other.	 This	 is	 thought	 by	 Islamic	 banking
skeptics	 to	be	a	suspicious	coincidence	suggesting	manipulation	of
returns,	 but	 an	 important	 way	 of	 satisfying	 Islamic	 banking
customers	worried	about	risk	to	their	deposits	but	who	want	to	be
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Islamically	correct.
Islamic	 banks	 are	 also	 criticized	 by	 some	 for	 not	 applying	 the
principle	 of	 Mudarabah	 in	 an	 acceptable	 manner.	 Where
Mudarabah	 stresses	 the	sharing	of	risk,	critics	point	out	 that	 these
banks	 are	 eager	 to	 take	 part	 in	 profit-sharing	 but	 they	 have	 little
tolerance	for	risk.	To	some	in	the	Muslim	community,	these	banks
may	be	conforming	to	the	strict	 legal	 interpretations	of	Sharia	but
avoid	recognizing	the	intent	that	made	the	law	necessary	in	the
first	place.
There	are	many	 Islamic	 scholars	who	 feel	 that	banking	 interest	 is
not	prohibited	by	Islam.	Many	modern	commentators	of	the	Quran
also	translate	riba	as	usury	and	not	as	simple	banking	interest.	But,
there	is	no	unanimity	of	opinion	on	this	question.

((( 	)))
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Economy	-	The	biggest	threat	to	global	economy

According	 to	 Ken	 Rogoff,	 the	 former	 chief	 economist	 of	 the
International	Monetary	Fund,	China’s	economy	is	slowing	down	much
more	than	the	official	figures	show	and	a	calamitous	“hard	landing”	of
China	is	the	greatest	threat	to	global	economy.	There	are	renewed	calls
for	China	to	rein	in	its	extraordinary	mountain	of	debt	relative	to	annual
growth.	 Most	 analysts	 consider	 China’s	 debt	 to	 be	 very	 high	 by
international	standards.
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What	does	Rogoff	believe?

Former	International	Monetary	Fund	(IMF)	chief	economist	Ken	Rogoff
believes	 that	a	calamitous	 “hard	 landing”	 of	China,	 the	world’s	 second
largest	economy,	is	the	greatest	threat	to	global	economy.

“Everyone	says	China’s	different,	the	state	owns	everything	they	can
control	it,”	said	Rogoff,	now	Professor	of	Economics	at	Harvard.
“Only	 to	 a	 point.	 It’s	 definitely	 a	 worry,	 a	 hard	 landing	 in	 China.
We’re	having	a	pretty	sharp	landing	already	and	I	worry	about	China
becoming	more	of	a	problem,”	he	said.

The	IMF	has	marked	down	its	forecasts	of	global	growth	nine	years
in	a	row	and	certainly	the	rumour	is	they	are	about	to	do	it	again.

Mr	Rogoff	said	that	European	economies	and	the	US	had	to	ensure
they	 were	 “on	 their	 feet”	 before	 any	 slowdown	 started	 to	 bite.
“We’ve	 taken	 it	 for	 granted	 that	 whatever	 Europe’s	 doing,	 Japan’s
doing	 -	 at	 least	 China’s	 moving	 along	 and	 there	 isn’t	 really	 a
substitute	for	China”.
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He	also	felt	 India’s	good	performance	will	not	be	good	enough	for
the	world	economy.	“I	think	India	may	come	along	some	day	but	it’s
fallen	so	far	behind	in	size	it’s	not	going	to	compensate.”

Why	is	China	slowing	down?

China’s	economy	has	long	been	built	on	its	manufacturing	sector.

Being	 the	 factory	 of	 the	world	 is	 easy	when	 you	 have	 a	 huge	 and
growing	 population	 –	 harder	 when	 your	 one-child	 policy	 slows
growth,	ages	your	population,	and	creates	a	generation	unwilling
to	accept	the	low-paid	jobs	of	their	ancestors.
China’s	government	is	trying	to	move	from	a	manufacturing	and
export-driven	 economy	 to	 a	 service	 and	 domestically-driven
one.	 So	 exports	 are	 declining	 after	 decades	 of	 20	 percent	 annual
growth	–	a	huge	part	of	China’s	latest	slump.

Further,	in	response	to	the	2008	financial	crisis,	the	government	spent
$586	billion	to	stimulate	the	economy.	This	worked	in	the	short-term:
bolstering	 industry	 and	 commerce.	 But	 it	 left	 a	 legacy	 of	 debt	 and
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dozens	 of	 ghost	 cities	 –	 bad	 assets	 doing	 nothing	 to	 sustain	 that	 first
burst	of	growth.

Rogoff	 also	pointed	out,	 “if	 you	want	 to	 look	at	 a	part	 of	 the	world
that	 has	 a	 debt	 problem	 look	 at	 China.	 They’ve	 seen	 credit	 fuelled
growth	and	these	things	don’t	go	on	forever”.
In	 2014,	 China	 aggressively	 cut	 the	 cost	 of	 borrowing.	 This
stimulated	 the	 economy	 briefly	 –	 especially	 at	 a	 local	 level.	 But
householders	 are	 now	 servicing	 unsustainable	 debt	 instead	 of
spending	in	the	real	economy.
China’s	final	stimulus	came	in	August	2015,	when	China	abandoned
its	currency	peg	with	the	dollar,	and	reduced	the	Yuan’s	exchange
rate	 three	 times	 in	 just	 one	 week.This	 was	 done	 to	 make	 the
country	 more	 competitive,	 but	 it	 also	 caused	 shockwaves	 in
markets	worldwide	and	prompted	cries	of	manipulation.

When	can	the	Chinese	slowdown	bring	the	world	down?

A	hard	landing	in	the	business	cycle	or	economic	cycle,	is	an	economy
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rapidly	 shifting	 from	 growth	 to	 slow-growth	 to	 flat	 as	 it	 approaches	 a
recession,	 usually	 caused	 by	 government	 attempts	 to	 slow	 down
inflation.

The	 ‘hard	 landing’	 of	 the	world’s	 second	biggest	 economy	would	 be	 a
disaster	 for	other	countries.	A	Chinese	economic	slowdown	 is	a	global
problem	for	two	reasons.

First,	 the	 world	 has	 come	 to	 depend	 on	 China	 as	 an	 engine	 for
growth	 while	 Europe,	 the	 US	 and	 Japan	 all	 struggle	 with	 low
inflation	and	low	growth.
Secondly,	 with	debt	 levels	 so	 high,	 a	 slowdown	 in	 growth	 could
trigger	a	financial	crisis	similar	to	that	in	2008.

The	latest	official	global	economic	data	shows	China	is	sitting	on	a	debt
time-bomb,	yet	the	list	of	countries	and	global	financial	institutions	that
have	pinned	their	hopes	on	a	strong	Chinese	economy	is	impressive.

What	this	means	is,	if	China	does	not	pull	back	from	its	debt	binge,	it
will	 drag	 most	 of	 China’s	 major	 trading	 partners	 through	 the
economic	mud.

The	 Bank	 of	 International	 Settlements	 (BIS),	 the	 global	 think	 tank	 for
central	banks,	said	that	China’s	credit	to	GDP	“gap”	-	which	analyses	the
amount	 of	 debt	 in	 an	 economy	 relative	 to	 annual	 growth	 -	 stood	 at
30.1%,	 increasing	 fears	 that	 China’s	 economic	 boom	was	 based	 on	 an
unstable	credit	bubble.

The	 measure	 describes	 how	 fast	 credit	 has	 been	 growing	 in	 a
country,	 and	 is	 an	 early	 warning	 signal	 for	 financial	 crises.	 It
displays	 the	 difference	 between	 a	 country’s	 debt-to-gdp	 ratio	 and
the	 long-term	 trend.	 The	 BIS	 said	 anything	 above	 10%	 needs
attention.
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Where	is	the	real	concern?

Rogoff	 suspects	 that	 China’s	 economy	 is	 slowing	 down	 much	 more
than	the	official	figures	show.

He	 added	 that	 China	 is	 going	 through	 a	 “big	 political	 revolution,”
hinting	at	Beijing’s	high-profile	 campaign	 to	 tackle	 corruption	and
transition	its	economy	to	being	more	consumer	led.
As	per	official	figures,	China	last	year	slipped	to	6.9	per	cent	from
the	hay	days	of	double	digit	growth	and	the	government	has	fixed
the	target	between	6.5	per	cent	to	seven	per	cent	for	this	year	with
an	official	rider	that	it	will	not	be	easy	to	achieve.
The	IMF	is	forecasting	growth	of	6.6	per	cent	this	year	and	6.2	per
cent	next	year	but	it	is	widely	thought	this	overstates	the	strength	of
the	Chinese	economy.
Capital	 Economics	 reckons	 the	 Chinese	 economy	 grew	by	 just	 4.2
per	cent	last	year	and	has	pencilled	in	expansion	of	5	per	cent	this
year	and	4.5	per	cent	next	year.
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Who	have	been	impacted	by	this	slowdown?

China	 has	 accounted	 for	 over	 a	 third	 of	 oil	 demand	 growth	 until
recent	times	and	even	the	majority	of	copper	demand.	China	is	one	of
the	world’s	 biggest	manufacturing	 hubs,	which	 got	 it	 the	 title	 of	 “The
World	Factory.”

China	has	multiplied	its	trade	and	financial	linkages	with	the	world
over	the	years.	As	a	corollary	of	it,	now	when	China	is	experiencing
a	slowdown,	there	seems	to	be	a	meltdown	everywhere.
Its	 economy	 registered	 its	 slowest	 growth	 in	 twenty-five	 years	 in
2015,	and	the	outlook	is	moderate.	Its	exports	recently	fell	by	25%,
while	its	imports	dropped	by	almost	14%.

In	 such	a	 scenario,	 a	decline	 in	China’s	 growth	appetite	 is	hurting	 the
economic	 growth	 of	 other	 countries,	 particularly	 those	which	 depend
on	orders	from	China	and	ship	a	bulk	of	overall	exports	to	China.

Australia:	 China	 has	 been	 the	 biggest	 export	 destination	 for
Australia	 since	2009,	and	32%	of	Australian	exports	are	consumed

1123



by	 the	mainland.	According	 to	a	2014	report,	 the	direct	 trade	with
China	has	contributed	5.5%	to	Australian	GDP,	which	is	double	that
of	agriculture,	forestry	and	fisheries	combined	and	sustains	nearly
200,000	 Australian	 jobs.	 The	 industries	 engaged	 in	 mining	 and
agriculture	products	are	affected	the	most.
Japan:	Japan	is	feeling	the	pinch	too	as	it	is	not	just	a	supplier	of	raw
material	 but	 intermediate	 and	 finished	 goods	 (like	 electronic
equipment,	machinery,	automobiles,	plastics,	copper,	chemicals	and
more)	 as	 well.	 The	 fragile	 Japanese	 economy	 is	 at	 risk,	 given	 its
dependence	 on	 China	 which	 holds	 a	 share	 of	 almost	 20%	 in	 its
export	basket.
Singapore:	The	economy	of	Singapore	is	expected	to	be	hard	hit	by
China’s	slowdown,	the	primary	reasons	which	support	 this	are	the
strong	 linkages	of	 its	 service	 sector	with	China,	 lack	of	a	buffer	 in
the	 form	 of	 a	 big	 domestic	 markets,	 and	 a	 manufacturing	 sector
which	is	already	almost	in	recession.
U.K.:	In	the	case	of	the	United	Kingdom,	only	3%	of	its	exports	are
directed	to	the	mainland,	which	means	that	a	slowdown	would	not
impact	 much	 of	 its	 trade	 directly.However,	 British	 banks	 have
$530bn	worth	of	 lending	and	business	 in	China,	 including	Hong
Kong.	That	is	about	16%	of	all	foreign	assets	held	by	UK	banks.
Brazil:	 Almost	 18	 percent	 of	 Brazil’s	 imports	 came	 from	China	 in
2015,	while	 18.6	 percent	 of	 its	 exports	 headed	 there.	 Rich	 in	 iron
ore,	soybeans	and	beef,	not	to	mention	oil,	Brazil	was	positioned
as	 a	 supplier	 of	many	 things	 China	 needed.	 Its	 annual	 trade	with
China,	only	around	$2	billion	in	2000,	soared	to	$83	billion	in	2013.
China	replaced	the	U.S.	as	Brazil’s	largest	trading	partner.	And	then
came	the	fall.	As	China	slowed	down,	Brazil	entered	recession.
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How	is	China	trying	to	arrest	the	economic	slowdown?

China	 announced	 a	 raft	 of	 growth-supportive	measures	 in	March	 this
year	 that	 include	 investment	 in	 infrastructure	 and	 an	 emphasis	 on
innovation	to	prevent	the	economy	from	falling	too	quickly	this	year.

According	 to	 a	 government	 work	 report	 delivered	 by	 Premier	 Li
Keqiang	 at	 the	 annual	 parliamentary	 meetings,	 China	 will	 invest
1.65	 trillion	 yuan	 (US$253	 billion)	 on	 road	 construction	 and	 800
billion	Yuan	on	new	railways.
China	 is	 working	 to	 transition	 to	 self-sustaining	 growth,	 a
departure	 from	 wasteful	 investment	 fed	 by	 unbridled	 credit
expansion.	 A	 more	 efficient	 network	 of	 roads	 and	 better	 use	 of
clean	energy	fit	the	ambition.
China’s	 expenditures	 on	 research	 and	 development	 in	 the	 next
five	years	will	be	2.5	percent	of	its	gross	domestic	product,	up	from
2	percent	last	year,	according	to	the	draft	13th	Five-Year	Plan.

Aside	from	these	investment	plans,	Premier	Li	reiterated	that	China	will
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continue	with	supply-side	structural	reforms	and	foster	“new	growth
engines”	through	innovation	and	entrepreneurship.

Supply-side	 reforms	 seek	 to	 advance	 economic	 restructuring	 by
reducing	ineffective	and	low-end	supply,	and	boost	productivity	by
expanding	medium	and	high-end	supply.
But	such	reforms	will	lead	to	a	wave	of	job	losses	as	China	works	to
slim	down	its	inefficient	state-owned	enterprises.	This	year’s	crop	of
college	 graduates	 is	 estimated	 at	 around	 7.7	 million,	 so	 adequate
economic	expansion	and	job	creation	are	needed	to	prevent	social
instability.	 A	 6.5	 to	 7	 percent	 growth	 rate	 is	 needed	 to	 generate
enough	new	jobs,	according	to	Premier	Li.

Analysts	have	also	advised	patience.	Improving	supply-side	quality	and
efficiency	 is	 a	 long-term	process	 and	we	 should	 not	 expect	 to	 see	 the
benefits	immediately.

((( 	)))
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Economy	-	The	rise	and	rise	of	India’s	competitiveness

India,	 a	 country	 that	 was	 performing	 poorly	 in	 competitiveness	 just
two	years	ago,	has	jumped	several	spots	to	the	39th	position	in	the	latest
Global	 Competitiveness	 Report	 of	 the	 World	 economic	 forum	 (WEF).
WEF	attributes	India’s	improvement	–	the	largest	among	all	countries	-
to	the	economic	reforms	being	undertaken	by	the	government	and	the
drop	 in	 oil	 prices.	 Knappily	 explains	 what	 is	 making	 India	 more
competitive.
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What	is	India’s	recent	performance?

In	 the	 recently	 released	 World	 Economic	 Forum	 (WEF)’s	 Global
Competitiveness	 Index	 (GCI)	 for	 2016-17,	 India	 is	 ranked	 a	 credible

39th.

India	has	jumped	16	ranks,	the	highest	rise	among	all	economies,
to	 settle	 at	 the	39th	 spot	 on	 the	 global	 competitiveness	 index	 that
lists	138	countries.This	is	the	second	year	in	a	row	that	India	has
jumped	16	spots.
India	is	also	the	second	most	competitive	country	among	BRICS
nations.	 China,	 on	 28,	 remains	 top	 among	 the	 BRICS	 grouping
although	 this	 surge	 by	 India	 means	 there	 is	 now	 less	 of	 a	 gap
between	 India	 and	 China.	 With	 both	 Russia	 and	 South	 Africa
moving	 up	 two	 places	 to	 43	 and	 47,	 respectively,	 only	 Brazil	 is
declining,	falling	6	places	to	81.
India	also	led	the	pack	in	South	Asia	 to	feature	in	the	top	half	of
the	 rankings	 this	 year.	 Sri	 Lanka	 came	 in	 at	 71st.	 Pakistan	 rose	 4
places	 in	 the	 ranking	 to	 122nd.	 It,	 however,	 remains	 the	 worst
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performing	country	in	South	Asia.

Switzerland,	 Singapore	 and	 the	 U.S.	 continued	 to	 dominate	 the
rankings	with	the	top	three	positions.

Why	is	this	jump	in	competitiveness	significant?

The	 WEF	 ranking	 comes	 in	 as	 a	 major	 boost	 for	 Prime	 Minister
Narendra	Modi,	given	his	persistent	push	 for	economic	reforms	 in	 the
country.

It	 is	 commendable	 that	 India’s	 competitiveness	 seems	 to	 have
improved	 across	 the	 board,	 and	 in	 particular	 when	 it	 comes	 to
goods	market	efficiency,	business	sophistication	and	innovation.
As	 the	 report	 says,	 India’s	 competitiveness	 score	 stagnated
between	 2007	 and	 2014,	 and	 the	 economy	 slipped	 down	 the	 GCI
rankings.	 Since	 the	 new	 government	 took	 office	 in	 2014,	 India
climbed	back	up	the	rankings	 to	39th	 in	 this	edition	of	 the	Report,
from	71	in	2014.
India	has	also	made	significant	progress	on	the	infrastructure	front,
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one	of	the	pillars	where	it	ranked	worst.
Policy	paralysis	and	widespread	corruption	had	crippled	India’s
global	 competitiveness.	 Therefore,	 the	 news	 of	 India’s	 latest
ranking	in	the	latest	Global	Competitive	Index	is	significant.

It	is	not	just	the	current	government	which	should	get	the	credit.

Assessing	 a	 decade	 of	 India’s	 performance,	 the	 report	 said	 that
health	 and	 basic	 education	 have	 improved	 throughout	 the
decade,	 whereas	 improvement	 in	 infrastructure	 and
institutional	 environment	 has	 happened	 after	 the	 new
government	assumed	office.
Luck	 is	 also	 with	 India,	 as	 the	 global	 commodity	 price	 fall	 –
especially	that	of	oil	-	also	contributed	to	making	the	country	more
competitive.

Competitiveness	 will	 hasten	 the	 growth	 process	 enabling	 India	 to
explore	 the	 business	 opportunities	 available	 in	 India	 and	 abroad.	 A
competitive,	 supporting	 business	 environment	 in	 India	 will	 help	 to
tackle	 the	global	downturn	effectively	and	will	act	as	a	 solid	edifice	 to
achieve	inclusive	and	sustainable	growth.
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When	 did	 the	 current	 government	 get	 serious	 about
competitiveness?

When	 the	 Narendra	 Modi-led	 government	 came	 to	 power	 in	 2014,	 it
inherited	 two	 main	 cyclical	 issues	 -sticky	 and	 high	 consumer	 price
inflation	 and	 a	 plethora	 of	 stalled	 projects.	 Together,	 these	 two	 issues
along	 with	 policy	 paralysis	 pushed	 down	 India’s	 growth	 rate	 to	 well
below	potential.

Due	 to	 a	 series	 of	 structural	 reforms	 undertaken	 by	 the	 government
since	 coming	 to	power,	 India’s	 rankings	have	 improved	greatly	 in	 the
last	two	years.With	improved	monetary	and	fiscal	policies,	as	well	as
lower	oil	 prices,	 India’s	 economy	has	 stabilized	and	now	boasts	 of
the	highest	growth	among	G20	countries.

Certain	 steps	 taken	 by	 the	 government	 to	 increase	 India’s
competitiveness	are	-

Fast-tracking	of	projects;	project	hurdles	were	one	of	the	key	issues
behind	the	slowdown	in	the	economy.
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Reducing	bureaucratic	delays	by	speeding	up	of	decision	making.
Ease	 of	 doing	 business	 -	 web-based	 clearances	 has	 helped
environmental	 and	 forest	 clearances	 to	 be	 tracked	 online	 and
granted	simultaneously	reducing	the	delay.
Infrastructure	 -	 budgetary	 allocation	 for	 infrastructure	 has	 been
increased	significantly.	The	ceiling	on	the	foreign	direct	investment
(FDI)	 limit	 has	 been	 raised	 in	 defence,	 railways	 and	 construction
sectors	for	boosting	domestic	manufacturing.
Macro	 environment	 -	 Inflation	 control,	 fiscal	 consolidation,	 and
current	account	deficit	(CAD)	are	some	factors	that	the	government
is	 taking	 into	 consideration	 to	 develop	 India’s	 economic	 market.
The	 government’s	 adoption	 of	 new	monetary	 policy	 framework
and	 setting	 of	 inflation	 target	 has	 increased	 clarity	 and
transparency.Deregulation	 of	 diesel	 prices	 and	 increase	 in	 the
natural	gas	prices	has	helped	cut	down	expenditure	and	bring	down
fiscal	 deficit.	 Because	 of	 a	 fall	 in	 global	 oil	 prices,	 the	 CAD	 was
largely	contained	in	2015.
Goods	 market	 efficiency	 -	 Implementation	 of	 the	 goods	 and
services	tax	(GST)	from	1	April	2017	will	 further	improve	India’s
rankings	in	the	global	competitiveness	index	as	well	as	in	the	ease
of	doing	business	index.
Labour	market	efficiency	 -	Greater	 flexibility	 in	hiring	and	 lesser
regulatory	 oversight	may	 lead	 to	more	 jobs	—	 an	 imperative	 for
India,	given	how	its	workforce	could	grow	in	the	coming	years.	The
government	is	yet	to	act	decisively	in	this	regard.
Financial	 market	 development	 -	 Improving	 access	 to	 financial
products	 for	 those	 in	 rural	 areas	 as	 well	 as	 the	 poor,	 Jan	 Dhan
Yojana,	adoption	of	Aadhar	 ID	system	for	social	welfare	programs
and	 licensing	 small	 banks	 to	 promote	 financial	 services	 will
improve	the	financial	market.
Technical	 readiness	 -	 Promotion	 of	 Digital	 India	 through	 an	 e-
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governance	 initiative,	 targeting	 high-speed	 internet	 in	 villages	 by
2018	 and	 bringing	 down	 electronic	 imports	 are	 said	 to	 improve
information	flow,	reduce	corruption	and	improve	productivity.

Where	are	the	real	challenges	for	India?

Though	 India’s	 competitiveness	 seems	 to	 have	 improved	 across	 the
board,	 the	 ground	 reality	 is	 that	 investments,	 including	 in	 the
corporate	sector,	remain	sluggish.

The	 outward	 investments	 keep	 rising,	 which	 suggests	 that	 India’s
corporates	are	somewhat	keener	to	invest	abroad	than	in	their	own
country.
The	WEF	 report	 adds	 that	 while	 recent	 reforms	 have	 focused	 on
improving	 public	 institutions,	 opening	 up	 the	 economy	 to	 foreign
investments	and	increasing	transparency	in	the	financial	system,	a
lot	remains	to	be	done.
Banks	 remain	 saddled	 with	 bad	 debt,	 state	 power	 utilities	 are
financially	 moribund	 and	 there	 is	 scant	 growth	 in	 formal
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employment.
Besides,	 when	 it	 comes	 to	 the	 Networked	 Readiness	 Index,	 the
WEF	 earlier	 in	 July	 ranked	 India	 a	 lowly	 91st	 on	 readiness	 to
transition	to	a	digitized	economy	and	society.
India	 needs	 to	 reduce	 infrastructural	 bottlenecks	 and	 improve
digital	 access	 and	 skills	 to	 step-up	 productivity	 and	 boost
innovativeness	economy-wide.
In	the	policy	domain,	there’s	the	pressing	need	to	improve	the	ease
of	doing	business	 across	 sectors	 and	 jurisdictions.	And	 in	 tandem,
India	needs	transparency	in	electoral	funding	across	political	parties
to	 purposefully	 stem	 corruption	 and	 the	 generation	 of
unaccounted	 black	 money.	 These	 steps	 would	 greatly	 increase
India’s	competitiveness.

Who	is	the	most	competitive	of	them	all?

Unrivalled	 innovation,	 a	 sophisticated	 business	 landscape	 and	 the
world’s	most	efficient	workforce	has	helped	Switzerland	to	its	eighth
straight	win.
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The	 World	 Economic	 Forum’s	 annual	 rankings	 showed	 that
Switzerland	 has	 set	 a	 record	 in	 global	 economic	 competitiveness
even	as	mounting	political	 tension	and	uncertainty	 is	contributing
to	sluggish	growth	worldwide.
A	 jump	 in	 tech	 readiness,	 making	 it	 the	 most	 technologically
prepared	 country,	 meant	 Switzerland	 achieved	 the	 highest
competitiveness	score	since	WEF	introduced	a	new	ranking	system
in	2007.

“Switzerland	arguably	possesses	one	of	the	world’s	most	fertile	innovation
ecosystems,	 combining	 a	 very	 conducive	 policy	 environment	 and
infrastructure,	academic	excellence,	an	unmatched	capacity	to	attract	the
best	talent,	and	large	multinationals	that	are	often	leaders	in	their	sector
as	well	as	a	dense	network	of	small-	and	medium-sized	enterprises,”	WEF
said	in	its	report.

There	 were	 no	 newcomers	 to	 its	 2016-2017	 top	 10,	 though	 the
order	 of	 some	 of	 the	 leading	 countries	 shifted	 in	 its	 Global
Competitiveness	Report.
Singapore	 and	 the	 United	 States	 stayed	 in	 second	 and	 third
place.	 The	Netherlands	 overtook	Germany	 for	 fourth	place,	while
Sweden	 in	 sixth	 spot	 and	 Britain	 in	 seventh	 leap-frogged	 Japan,
Hong	Kong	and	Finland.
While	China	remained	at	the	front	of	the	BRICS	pack	at	place	28,	it
may	not	have	that	honor	for	long,	with	India	moving	32	places	up	in
two	years.

WEF	warned	that	rising	trade	barriers	posed	a	risk	to	countries’	ability
to	grow	and	innovate.

The	 report	 also	 warned	 that	 quantitative	 easing	 and	 other	 monetary
policy	measures	were	proving	insufficient	to	kickstart	long-term	growth
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in	 developed	 economies.	 This	 suggested	 they	would	 need	 to	 improve
competitiveness	in	order	to	sustain	growth.

How	are	these	rankings	decided?

The	Global	Competitiveness	Report	(GCR)	is	a	yearly	report	published	by
the	 World	 Economic	 Forum.	 Since	 2004,	 the	 Global	 Competitiveness
Report	ranks	countries	based	on	the	Global	Competitiveness	Index.	The
Global	 Competitiveness	 Index	 integrates	 the	 macroeconomic	 and	 the
micro/business	aspects	of	competitiveness	into	a	single	index.

The	report	assesses	the	ability	of	countries	to	provide	high	levels
of	 prosperity	 to	 their	 citizens.	 This	 in	 turn	 depends	 on	 how
productively	a	 country	uses	available	 resources.	 Therefore,	 the
Global	 Competitiveness	 Index	 measures	 the	 set	 of	 institutions,
policies,	 and	 factors	 that	 set	 the	 sustainable	 current	 and	medium-
term	levels	of	economic	prosperity.
The	 report	 states	 that	 it	 is	 based	 on	 the	 latest	 theoretical	 and
empirical	 research.	 It	 is	made	up	of	 over	110	variables,	 of	which
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two	thirds	come	from	the	Executive	Opinion	Survey,	and	one	third
comes	from	publicly	available	sources	such	as	 the	United	Nations.
The	 variables	 are	 organized	 into	 12	 pillars,	 with	 each	 pillar
representing	 an	 area	 considered	 as	 an	 important	 determinant	 of
competitiveness.
The	 Executive	 Opinion	 Survey	 is	 a	 survey	 of	 a	 representative
sample	of	business	leaders	in	their	respective	countries.	Respondent
numbers	 have	 increased	 every	 year	 and	 are	 currently	 just	 over
13,500	in	142	countries	(2010).
The	 report	 notes	 that	 as	 a	 nation	 develops,	 wages	 tend	 to
increase,	and	that	 in	order	 to	sustain	 this	higher	 income,	 labor
productivity	must	 improve	 for	 the	nation	 to	be	competitive.	 In
addition,	what	creates	productivity	in	China	is	necessarily	different
from	what	 drives	 it	 in	 Sweden.	 Thus,	 the	 GCI	 separates	 countries
into	 three	 specific	 stages:factor-driven,	 efficiency-driven,	 and
innovation-driven,	each	implying	a	growing	degree	of	complexity
in	the	operation	of	the	economy.

The	 Global	 Competitiveness	 Index’s	 annual	 reports	 are	 somewhat
similar	to	the	Ease	of	Doing	Business	Index	and	the	Indices	of	Economic
Freedom,	which	also	look	at	factors	affecting	economic	growth	but	not
as	many	as	the	Global	Competitiveness	Report.

((( 	)))
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Economy	-	Dispensing	with	the	Railway	Budge

The	NITI	Aayog	has	said	that	the	practice	of	having	a	separate	Budget
for	the	Railways	is	merely	an	excuse	for	the	government	to	announce
populist	measures.	 It	 wants	 the	 railways	ministry	 to	 react	with	more
flexibility	 rather	 than	wait	 for	 the	annual	Budget	 exercise	 to	make	 its
plans.	The	writing	is	on	the	wagon	–	it	is	time	for	India	to	do	away	with
the	Railway	Budget.

What	is	the	recent	note	sent	by	the	government	to	Railway	Ministry?

Recently,	 the	 government	 has	 sought	 the	 comments	 of	 Railway
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Ministry	 -	 on	 a	 20-page	 note	 sent	 by	 NITI	 Aayog	 to	 the	 Prime
Minister’s	Office	(PMO).
This	note	is	titled	“Dispensing	with	the	Rail	Budget”.	It	was	jointly
authored	by	NITI	Aayog	member	and	economist	Bibek	Debroy	and
Kishore	 Desai,	 Officer	 on	 Special	 Duty.	 As	 its	 title	 suggests,	 it	 is
arguing	 in	 favor	 of	 doing	 away	 with	 the	 high-profile	 annual
exercise	of	Railway	Budget.
It	argues	that	railway	budget	had	failed	to	be	of	use	to	the	sector	and
had	merely	become	a	“mechanism	to	announce	popular	measures”.
It	mentioned	that	the	proposed	move	was	aimed	at	bringing	more
reforms	 to	 the	 sector	 by	 making	 Railways	 more	 “agile	 and
efficient”.
It	has	asked	phasing	out	of	Rail	budget	progressively	and	merging
it	 with	 the	 General	 Budget.	 It	 has	 also	 recommended	 a	 complete
overhaul	of	Indian	Railways	(IR)	to	smoothen	the	merger.
It	has	suggested	the	Gross	Budgetary	Support	the	Centre	gives	to	the
railways	 be	 transferred	 after	 subtracting	 the	 dividend	 the	 latter
annually	 pay	 to	 the	 government.IR	 is	 among	 the	 very	 few
government	 departments	 which	 pays	 a	 dividend	 in	 return	 for
budgetary	support.
The	report	 says	 that	 the	subsidies	given	by	 IR	should	be	borne	by
both	the	finance	and	railways	ministries	and	the	sharing	proportion
be	based	on	a	mechanism	that	would	be	worked	out	post-merger.
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Why	does	NITI	Aayog	want	to	scrap	the	Rail	Budget?

It	 was	 a	 colonial	 legacy	 and	 has	 no	 current	 relevance:	 The
practice	of	a	separate	railway	budget	is	a	British	legacy.	There	was
some	 rationale	 for	 it	 in	 the	 pre-independence	 days	 when	 the
railways	were	the	biggest	government	venture	and	accounted	for
about	 70%	 of	 government	 expenditure.	 In	 fact,	 Railways	 was
separated	from	the	General	Budget,	so	that	more	attention	could	be
paid	 to	 other	 departments.	 There	 are	 many	 bigger	 departments
now,	 like	 Defense,	 where	 the	 spending	 is	many	 times	 that	 of	 the
railways.	They	do	not	have	a	separate	budget.
No	 constitutional	 or	 legal	 requirement:	 The	 Union	 Budget	 is	 a
constitutional	 requirement	 (article	112).	 Unlike	 the	 union	 budget
where	 the	 constitution	 mandates	 the	 presentation	 of	 the	 union
budget	 before	 the	 Parliament,	 there	 is	 no	 such	 legal	 or
constitutional	requirement	for	a	Railway	Budget.
Simplifying	 the	 relationship:	 Currently,	 there	 is	 a	 very
complicated	and	non-transparent	relationship	between	the	Finance
Ministry	and	the	Railways	Ministry.	There	is	a	definite	need	to	make
it	transparent	and	clean.
International	 standards:	 The	 Acworth	 Committee	 report	 (1924)
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listed	 about	 8	 countries	 which	 had	 separate	 Railways	 Budgets.
Today,	 none	 of	 the	 major	 countries	 including	 those	 which	 were
mentioned	 in	 the	 Acworth	 Committee	 Report	 have	 a	 separate
Railway	 Budget.India	 is	 the	 only	 country	 which	 has	 a	 separate
railway	budget.
Commercial	benefits:	 If	 one	 is	 expecting	 the	 railways	 to	 function
according	to	commercial	principles	then	decisions	should	be	left	to
the	Railway	Board.	 The	decision	cannot	and	 should	not	be	 left	 to
Parliament.	 Allowing	 a	 separate	 railway	 board	 to	 get	 into	 the
operations	will	bring	in	more	professionalism	and	profits	to	Indian
Railways.
Past	recommendations:	Other	committees	and	many	experts	have
made	 the	 same	 suggestion	 in	 the	 past.Rakesh	Mohan	 committee
and	Bibek	Debroy	committee	have	spoken	on	the	same	lines.

When	was	the	Rail	Budget	introduced?

The	 report	 of	 the	 committee	 known	 as	 the	 “Acworth	 Committee
Report”	 led	 to	 reorganization	 of	 Indian	 Railways,	 thus	 separating	 the
railway	finances	of	India	from	the	general	government	finances.
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Background:

In	 1921,	 British	 railway	 economist,	William	Mitchell	 Acworth	was
appointed	chairman	of	the	Committee	on	Indian	Railways.
Reason:	The	Committee	was	to	look	into	whether	or	not	East	Indian
Railway	Company	be	granted	an	extension	of	its	lease.
Accepted	Recommendations:	The	Acworth	Committee	gave	several
recommendations	 out	 of	 which	 only	 the	 one	 on	 separation	 of
Railways	Budget	was	accepted.
The	changes	came	into	force	in	1924.

Rationale:

During	 those	days,	Railways	was	 the	 largest	 industrial	asset	of	 the
country	and	used	 to	occupy	a	 significant	portion	of	 the	budgetary
allocations	(~70%).
Since	 the	 Railways	 then	 constituted	 such	 a	 large	 portion	 of	 the
General	 Budget,	 it	 was	 recommended	 by	 the	 British	 officials	 to
separate	 the	 Railways	 from	 the	 general	 budget	 solely	 for	 the
purposes	of	better	policy	formulation	and	implementation.

The	practice	of	presentation	of	a	separate	Railway	Budget,	2	days	before
the	General	Budget,	is	still	continued	majorly	for	political	gains.
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Where	do	the	current	problems	of	Indian	Railways	come	from?

Seventh	 Pay	 Commission	 (SPC):	 The	 SPC	 burden	 on	 Indian
railways	 employer	 is	 likely	 to	 weigh	 heavily,	 at	 about	 Rs	 32,000
crore.	This	will	eat	into	the	investment	and	up-gradation	plans.
Operating	Ratio:	88.5	%	is	the	target	for	operating	ratio	railways	for
2015-16.	In	simple	terms,	it	means	that	the	railways	want	to	spend
88.5	paise	for	each	rupee	of	revenue.	If	railways	achieve	this	target,
it	will	be	its	best	performance	in	a	decade.	However,	it	is	rare	for	the
Railways	to	meet	its	OR	targets.

Cross-subsidy

Train	 fares	 are	 cross-subsidized	 by	 freight	 fares.	 Basically,	 the
businessmen	are	paying	more	 so	 that	 the	 common	man	does	not
have	to	pay	more.
The	cross-subsidy	 from	 freight	 to	passenger	operation	has	 crossed
Rs	30,000	crore	in	the	last	year.
Also,	 this	 goes	 against	 the	 spirit	 of	 improving	 the	 “ease	 of	 doing
business”	in	India.
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Burden	on	existing	lines

23	million	 is	 the	 number	 of	 passengers	 railways	 carry	 every	 day.
That’s	equivalent	to	moving	the	entire	population	of	the	Australia	in
a	day.
The	 railways	 run	 21,000	 passenger	 and	 freight	 trains	 per	 day
connecting	 over	 7,000	 stations	 across	 the	 country.	 But	 they	 are
clearly	not	sufficient.

Dedicated	Freight	Corridors

We	need	more	investment	in	dedicated	freight	corridors	(DFCs)	that
can	 parallel	 the	 golden	 quadrilateral,	 along	 with	 associated
industrial	corridors.	With	the	separation	of	freight	traffic	passenger
trains	 can	 then	 be	 speeded	 up	 substantially	 with	 marginal
investments.

Who	is	responsible	for	the	current	plight	of	Indian	Railways?

Political	 leadership	 is	 the	 main	 reason	 for	 the	 current	 plight	 of
Indian	Railways.	The	politicians	since	independence	have	cashed	in
on	the	Railways	for	political	gains.
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A	 separate	 budget	 allowed	 them	 to	 announce	 new	 trains,	 more
stops,	 extension	 routes	 etc.	 for	 a	 particular	 region/state	 and	 then
take	credit	for	the	same	and	seek	votes.	So,	even	though	at	the	time
of	 introduction	 it	was	 a	 governance	measure,	 it	 is	 now	 a	 tool	 for
political	gains.
Why	railways?	With	1.3	million	employees,	it	is	among	the	world’s
largest	employers.	 It	has	added	about	260,000	staff	 in	 the	past	 five
years.	 It	carries	over	13	million	passengers	and	1.3	million	tons	of
freight	every	day.	When	an	enterprise	has	the	ability	to	create	such
a	huge	impact,	it	eventually	becomes	the	tool	to	gain	votes.

What	have	they	done	to	the	Railways?

They	 have	 resorted	 to	 populist	 political	 sops	 and	 socialistic
subsidies.
The	 inherent	mindset,	 based	 on	Nehruvian	 socialism	 for	 decades,
presupposes	 that	 any	 public	 good	 should	 be	 subsidized	 by	 the
government	in	perpetuity.
Thus,	if	air	travel	is	used	by	only	2	lakh	“rich”	people	every	day	and
about	 2.5	 Crore	 “poor”	 Indians	 travel	 by	 train,	 then,	 socialism
dictates	that	all	air	travelers	must	be	burdened	while	train	travelers
must	get	cheap	fares.
Based	 on	 this	 principle,	 passenger	 train	 fares	 have	 been	 kept
artificially	 low	 for	 decades	 which	 are	 then	 subsidized	 by	 other
means.
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How	can	the	merger	of	budgets	help	the	economy?

Fiscal	 consolidation:	Merging	 of	 railway	 budget	with	 the	 general
budget	 would	 definitely	 reduce	 fiscal	 deficit	 and	 induce	 fiscal
consolidation.	It	will	bring	harmony	in	the	policy	framework	if	the
budget	is	prepared	by	one	organization	viz.	the	Ministry	of	Finance.
Increased	focus:	It	will	reduce	the	burden	on	the	railways	ministry
which	can	 the	 focus	on	 improving	 its	poor	 status,	 for	 example	by
rationalizing	 passenger	 fair	 which	 has	 not	 been	 increased	 fearing
political	backfire.
Rational	decision	making:	The	decisions	to	have	new	trains,	stops
or	extensions	will	now	be	made	on	a	commercial	basis	rather	than
just	political	motives,	which	are	(usually)	irrational.
Compensation:	 Everything	 that	 the	 Railways	 does	 need	 not	 be
commercial	 but	 whatever	 is	 done	 for	 a	 social	 objective,	 the
government	must	 figure	out	 a	ways	 for	 reimbursing	 the	Railways
for	those	social	costs.	The	Railways	has	for	long	borne	the	brunt	of
political	imperatives.
Disclaimer:	 Just	 merging	 the	 budget	 may	 not	 help	 the	 railways
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because	 the	 majority	 of	 the	 budget	 support	 goes	 towards	 non-
productive	expenditure	like	salaries,	pensions	etc.
Future	 focus:	 Going	 forward,	 labor	 needs	 to	 be	 rationalized	 and
focus	 should	be	on	productive	aspects	 like	asset	 creation,	 capacity
addition	etc.Also,	inefficiencies	in	the	current	system	have	to	be
overcome	 to	 arrest	 the	 loss	 in	 share	 of	 logistic	 traffic	 to
roadways.

Note:	 In	India,	57	per	cent	of	the	freight	is	transported	by	road,	36	per
cent	by	railways,	6	per	cent	by	water	and	less	than	one	per	cent	by	air.

((( 	)))
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Infrastructure	-	Annual	solar	power	capacity	to	quadruple
next	fiscal	year

Piyush	Goel,Union	Minister	of	Coal,	Power	and	Renewable	Energy	said
that	 India	may	 increase	 its	 solar	 energy	 capacity	 four-fold	 during	 the
next	fiscal	year	ending	March	2017.	The	government	will	handhold	and
support	in	the	initial	period,	but	willthe	project	be	techno-economically
viable?
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What	are	some	of	the	government	incentives	topromote	solar	power?

Accelerated	Depreciation:	For	profit	making	enterprises	installing
rooftop	 solar	 systems,	 80%	 of	 total	 investment	 can	 be	 claimed	 as
depreciation	in	the	first	year.
Capital	Subsidies:	Capital	 subsidies	are	applicable	 to	 rooftop	solar
power	plants,	up	to	a	maximum	of	500	kW.
Renewable	Energy	Certificates:	These	are	tradable	certificates	that
provide	a	financial	 incentive	for	every	unit	of	power	to	those	who
generate	green	power.
Net	Metering	 Incentives:	 They	 depend	 on	 two	 aspects	 -	 whether
the	net	meter	is	installed	and	the	other	is	the	incentive	policy	of	the
utility	company.
Assured	 Power	 Purchase	 Agreement	 (PPA):	 The	 power
distribution	 and	 purchase	 companies	 owned	 by	 state	 and	 central
governments	guarantee	the	purchase	of	solar	power	as	and	when	it
is	produced.
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Why	is	solar	power	an	advantage	for	India?

With	GDP	growing	in	excess	of	8%,	the	energy	‘gap’	between	supply
and	demand	will	only	widen.
Solar	 PV	 is	 a	 renewable	 energy	 resource	 capable	 of	 bridging	 this
‘gap’.
India	has	a	great	potential	to	generate	electricity	from	solar	energy
and	it	is	on	course	to	emerge	as	a	solar	energy	hub.
The	 techno-commercial	 potential	 of	 photovoltaics	 in	 India	 is
enormous.
Most	 parts	 of	 India	 have	 300–330	 sunny	 days	 in	 a	 year,	 which	 is
equivalent	 to	over	5000	 trillion	kWh	per	year	 –	more	 than	 India’s
total	energy	consumption	per	year.
Average	solar	incidence	stands	at	a	robust	4	–	7	kWh/sq.	meter/day.
About	 66	 MW	 of	 aggregate	 capacity	 is	 installed	 for	 various
applications	comprising	one	million	industrial	PV	systems.

When	is	solar	power	not	a	viable	option?
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_Land	scarcity:	_Per	capita	land	availability	is	a	scarce	resource
in	 India.	 Dedication	 of	 land	 area	 for	 exclusive	 installation	 of
solar	 cells	 might	 have	 to	 compete	 with	 other	 necessities	 that
require	land.	The	amount	of	land	required	for	utility-scale	solar
power	 plants	 could	 pose	 a	 strain	 on	 India’s	 available	 land
resource
_Slow	progress:	_While	the	world	has	progressed	substantially	in
production	of	basic	 silicon	mono-crystalline	photovoltaic	 cells,
India	has	fallen	short	to	achieve	the	worldwide	momentum.
India	 is	 now	 in	 7th	 place	 worldwide	 inSolar	 Photovoltaic	 (PV)
Cell	 production	 and	 9th	 place	 in	 Solar	 Thermal	 Systems	 with
nations	 like	 Japan,	 China,	 and	 the	 US	 currently	 ranked	 far
ahead.

Where	is	solar	power	produced	in	Indiacurrently?

Gujarat:	 Gujarat	 has	 been	 a	 leader	 in	 solar	 power	 generation	 and
contributes	2/3rd	of	the	900	MW	of	photovoltaics	in	the	country.	It
has	commissioned	Asia’s	largest	solar	park	at	Charanka	village.
Andhra	Pradesh:	The	installed	capacity	is	279	MW	as	of	September
2015.
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Rajasthan:	It	is	one	of	India’s	most	solar-developed	states.	There	are
84	projects	with	installed	capacity	of	512	MW
Maharashtra:	 The	 Shri	 Sai	 Baba	 Sansthan	 Trust	 has	 the	 world’s
largest	 solar	 steam	 system.	 Osmanabad	 region	 in	 Maharashtra	 is
ranked	the	third	best	region	in	India	in	terms	of	solar	insolation
Madhya	Pradesh:	Mega	solar	projects	have	been	commissioned	by
Welspun	Solar	and	Ujaas	Energy.	A	750	MW	project	is	coming	up	in
Rewa.

Who	are	the	leaders	in	solar	power	in	the	world?

Worldwide	 growth	 of	 photovoltaics	 is	 extremely	 dynamic	 and
varies	strongly	by	country.
By	 the	end	of	2014,	cumulative	photovoltaic	capacity	 increased	by
more	than	40	gigawatt	(GW)	and	reached	at	least	178	GW,sufficient
to	 supply	 1	percent	 of	 the	world’s	 total	 electricity	 consumption	of
currently	18,400	TWh.
Germany	remains	the	world’s	largest	producer	of	solar	power	with
an	overall	installed	capacity	of	38.2	GW.
Due	to	its	emphasis	on	solar	power,	India	hasentered	the	list	of	Top
10	countries	in	terms	of	added	capacity.	It	is	however,not	in	the	Top
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10	in	terms	of	total	capacity.

How	can	solar	power	be	used?

Rural	 electrification:	 Developments	 in	 cheap	 solar	 technology	 are
considered	 as	 a	 potential	 alternative	 that	 allows	 an	 electricity
infrastructure	 consisting	 of	 a	 network	 of	 local-grid	 clusters	 with
distributed	electricity	generation.
Solar	 lamps	 and	 lighting:	 The	 Ministry	 of	 New	 and	 Renewable
Energyis	 offering	 a	 30%	 to	 40%	 subsidy	 for	 the	 cost	 of	 lanterns,
home	lights	and	small	systems	up	to	210	W.
Agricultural	support:	Solar	PV	water	pumping	systems	are	used	for
irrigation	and	drinking	water.
Power	grid	 stabilization:	Solar	power	plants	equipped	with	battery
storage	system	wherever	net	energy	metering	is	implemented,	can
use	the	stored	electricity	to	feed	electricity	into	the	power	grid	when
its	 frequency	 is	 below	 the	 rated	 parameter	 (50	 Hz)	 and	 draw	 the
excess	cheap	power	from	the	grid	when	its	frequency	is	above	the
rated	parameter.

((( 	)))
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Infrastructure	-	Can	India	achieve	“Power	for	All”	by	2022?

The	 Union	 Cabinet	 approved	 amendments	 to	 the	 power	 tariff	 policy
that	 aims	 to	 tighten	 regulations	 for	 setting	 rates	 and	 promote	 clean
energy.	 The	 policy,	 which	 is	 governed	 by	 the	 Electricity	 Act,	 has
undergone	 30	 major	 amendments	 and	 a	 few	 minor	 ones,	 aimed	 at
ensuring	uninterrupted	 supply	 to	all	 consumers	by	2021-22.	Can	 India
light	all	its	homes?
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What	are	the	major	objectives	of	new	power	policy?

The	tariff	policy	has	more	than	30	amendments	in	the	existing	tariff
policy.
The	regulations	tighten	the	norms	followed	by	electricity	regulators
for	 setting	 power	 tariffs	 by	 requiring	 them	 to	 “necessarily”	 be
guided	by	 the	new	policy	while	 framing	regulations	under	section
61	of	the	Electricity	Act	2003.
Promotion	 of	 renewable	 generation	 sources	 and	 creating	 more
competition,	efficiency	in	operations	and	improvement	in	quality	of
power	supply	are	important	objectives	of	new	policy.
It	recommends	incentivizing	the	distribution	companies	to	procure
power	from	renewable	sources	of	energy.
The	 policy	 has	 also	 allowed	 increase	 in	 fuel	 cost	 on	 account	 of
import	to	be	included	in	the	tariff	structure.
The	viability	gap	funding	will	be	provided	through	reverse	bidding.
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Why	is	this	new	policy	considered	important?

These	 reforms	 will	 help	 meet	 the	 objective	 of	 making	 electricity
available	 to	 all,	 reduce	 litigation,	 revive	 investments	 and	 protect
environment.
A	 holistic	 view	 of	 the	 power	 sector	 has	 been	 taken	 and
comprehensive	 amendments	 have	 been	made	 in	 the	 Tariff	 policy
2006.
Elements	which	will	support	“Swachh	Bharat”,	“UDAY	scheme”	and
help	waste-to-energy	prosper	in	India	are	brought	in.
It	 will	 also	 look	 to	 strengthen	 regulatory	 mechanism	 so	 that
discoms	become	more	efficient	and	conscious	towards	their	duties
to	consumers.
Competition	will	reduce	the	cost	of	transmission	and	lead	to	timely
execution	of	projects	with	flexibility	to	meet	emergencies.
Intra-state	 transmission	 projects	 above	 a	 cost	 threshold	 will	 be
developed	by	state	governments	through	competitive	bidding.
Besides	 encouraging	 faster	 roll-out	 of	 investment,	 the	 new	 policy
will	 reflect	 a	 concern	 for	 environment	 and	 encourage	 renewable
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energy.

When	was	“UDAY	scheme”	launched?

Ujwal	DISCOM	Assurance	Yojana	(UDAY)	is	the	financial	turnaround
and	revival	package	 for	electricity	distribution	companies	of	 India
(DISCOMs)	 initiated	by	the	Government	of	 India	with	the	 intent	 to
find	 a	 permanent	 solution	 to	 the	 financial	 mess	 that	 the	 power
distribution	is	in.
The	scheme	was	announced	by	Shri	Piyush	Goyal,	Minister	of	State
(IC)	 for	 Power,	 Coal	 &	 New	 and	 Renewable	 Energy	 in	 November
2015.
The	scheme	is	optional	for	the	states	to	join.
15	states	have	joined	the	scheme	till	now.
Andhra	Pradesh	was	the	first	state	to	join.
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Where	should	the	reforms	focus?

The	reforms	should	be	targeting	the	following	aspects:

Increase	efficiency	in	producing	and	distributing	electricity.
Use	International	Models.	e.g.	Switzerland	has	a	very	good	model	-
the	electricity	for	the	households	is	very	expensive	during	the	day,
but	cheaper	during	the	evenings.
Look	 for	 alternative	 sources	 of	 energy:	 Coal	 contributes	 to	 about
67%	of	the	generated	power.
Privatization	 should	 be	 encouraged	 to	 increase	 competition	 and
efficiency.
Coal	 auctions:	 This	 will	 hopefully	 make	 the	 power	 plants	 more
judicious	in	their	use.
Competitive	bidding	must	be	encouraged	to	allow	private	players.
Public	Awareness	and	Responsibility:	Programs	 to	raise	awareness
and	 responsibility	 in	 public	 should	 be	 conducted	 to	 avoid	 energy
theft	 and	 to	 encourage	 use	 of	 energy	 conservation	 devices	 &
responsible	lifestyle.
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Who	is	entrusted	to	develop	Power	sector	in	India?

The	electricity	sector	is	in	the	‘concurrent	list’	of	the	Constitution	of
India,	meaning	that	both,	State	and	Central	governments	participate
in	the	sector’s	development.

Although	there	were	reform	initiatives	in	the	past,	the	sector	is	crippled
with	problems	of	its	own.

The	 policies	 made	 were	 not	 realistic	 and	 never	 met	 the	 planned
targets.
The	 implementation	 side	of	policies	 is	 lacking	due	 to	bureaucratic
hurdles.
Populist	 measures	 adopted	 by	 the	 political	 leadership	 pushed	 the
distribution	companies	into	severe	losses.
Major	players	in	this	sector	are	mostly	public	sector	enterprises	like
National	 Thermal	 Power	 Corporation	 (NTPC),	 Coal	 India	 Limited
(CIL)	etc.
Post	 liberalization	many	 private	 players	 (e.g.	 Reliance,	 Tata)	 have
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participated	in	this	sector.

How	does	‘Net	Metering’	work?

Net	Metering	is	an	eco-friendly	idea	that	encourages	the	consumers
to	adopt	the	generation	of	solar	power	to	manage	their	demand	and
supply	of	electricity.
In	 this	 process,	 the	 consumers	 not	 only	 generate	 power	 for	 their
own	needs	but	also	get	paid	for	the	excess	power	generated	by	their
solar	Photovoltaic	systems	(PV	systems).
The	excess	electricity	is	send	to	the	central	grid	which	pays	for	the
energy	thus	generated.
Customers	are	only	billed	for	their	“net”	energy	use.
Net	metering	uses	Smart	meter	to	records	consumption	of	electric
energy.

Benefits:

Eco-friendly	as	it	doesn’t	generate	harmful	emissions.
Reduces	dependence	on	conventional	energy	sources.
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Provides	electricity	to	power	deficient	homes.
Encourages	 generation	 of	 solar	 energy	 by	 power	 consumers
through	 incentives	 like	 negative	 bills	 and	 credits	 to	 surplus
producers.

((( 	)))
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Infrastructure	-	TRAI	prices	spectrum	unrealistically	high

The	telecom	regulator	TRAI	has	announced	the	base	price	in	7	bands
for	 the	next	auction	to	be	held	 in	April-May.	The	base	prices	 in	all	 the
bands	have	been	increased	and	an	unrealistic	reserve	price	of	Rs	11,485
crore	 for	 700	MHz	has	 been	 set.	 Telecommunications	Minister	 should
reconsider	these	spectrum	prices	as	they	may	discourage	investment	in
telecom.
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What	 are	 the	 base	 prices	 for	 all	 the	 bands	 recently	 announced	 by
TRAI?

The	 base	 price	 is	 Rs	 2,873	 crore	 per	MHz	 for	 pan-India	 1800	MHz
frequency	 band	 which	 is	 about	 31%	 higher	 than	 last	 year’s	 base
price.
A	 record	 base	 price	 for	 700	MHz	 is	 Rs	 11,485	 crore	which	 is	 four
times	that	of	1800	MHz.
This	 principle	 of	 last-auction-price-equals-new-reserve-price	 has
been	followed	in	bands	like	900	MHz	and	2100	MHz.	The	base	price
for	800	MHz	band	will	be	of	Rs	5,829	per	MHz	which	is	60	%	higher
from	base	price	of	last	auction.
The	base	price	for	2300	MHz	and	2500	MHz	band	is	Rs	817	crore	per
MHz,	about	33%	higher	than	base	price	fixed	for	their	 last	auction
held	in	2010.
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Why	 are	 telecom	 operators	 against	 the	 auctioning	 of	 700	 MHz
spectrum?

Many	telcos	feel	that	700	MHz	should	be	auctioned	later	because:

Ecosystem	 for	 providing	 services	 in	 this	 band	 is	 under	 developed
due	to	lack	of	equipment	and	handsets.
Sale	 would	 lead	 to	 under-utilization	 of	 the	 spectrum	 for	 several
years	and	block	industry’s	crucial	fund.
TRAI	 has	 kept	 the	 price	 high	 for	 700	 MHz	 because	 the	 cost	 of
delivering	mobile	services	in	700	MHz	band	is	approximately	70	%
lower	than	2100	MHz	band.
Telcos	 argue	 that	 both	 700	MHz	 and	 800	MHz	bands	 have	 similar
propagation	characteristics	but	reserve	prize	of	700	MHz	 is	double
that	of	800	MHz.

1165



When	was	TRAI	established?

It	was	inevitable	to	have	an	independent	regulator	after	the	entry	of
private	service	providers	in	India.
Telecom	 Regulatory	 Authority	 of	 India	 (TRAI),	 an	 independent
regulatory	 body	 was	 thus	 established	 with	 effect	 from	 20th
February	 1997	 by	 the	 Telecom	 Regulatory	 Authority	 of	 India	 Act,
1997.
Its	 mission	 is	 to	 create	 and	 nurture	 conditions	 for	 growth	 of
telecommunications	in	the	country.
Its	objective	is	to	provide	a	fair	and	transparent	policy	environment
which	promotes	a	level	playing	field	and	facilitates	fair	competition.
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Where	is	the	rationale	behind	these	unrealistic	prices?

There	 is	a	practice	of	using	 the	auction	price	 in	 the	 last	auction	as
the	 reserve	 price	 in	 the	 next	 auction	which	may	 not	 be	 the	 right
method.
There	is	no	reasonable	rationale	for	why	the	700	band	is	valued	at
almost	double	that	for	800MHz	spectrum	band.
It	is	based	on	decision	made	by	the	TRAI	way	back	in	2012	that	700
band	should	be	priced	at	4	times	that	of	the	1800	band.
TRAI	had	used	the	auction	prices	of	700	and	1800	bands	in	various
European	countries	and	then	applied	this	same	formula	to	India.
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Who	will	be	impacted	due	to	unrealistic	price	of	spectrum?

The	 government	 can	 rake	 in	 an	 unprecedented	 Rs	 5,21,000	 crore
with	the	proposed	unrealistic	price.
The	telcos	will	be	impacted	the	most	and	the	quality	of	service	will
decrease	as	they	cannot	afford	the	price	rise.
The	 smaller	 and	 weaker	 telcos	 will	 further	 seek	 mergers	 and
acquisitions	or	exit	the	industry.
The	users	will	get	impacted	with	significant	hike	in	user	charges.
The	ambitious	projects	of	the	government	like	Digital	India	can	take
a	hit.
There	 are	 chances	 that	 the	 PSU	 banks	 that	 have	 lent	 to	 telecom
operators	will	also	be	in	trouble.
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How	will	the	unrealistic	prices	impact	the	telecom	operator?

Telcos	 are	 already	 under	 pressure	 to	 invest	more	 to	 improve	 the
quality	 of	 their	 networks	 to	 address	 the	 issue	 of	 call	 drops	 and
handle	the	increasing	levels	of	data.
The	 price	 increase	 could	 further	 exert	 pressure	 on	 participating
telcos’	balance	sheets	and	cash	flow,	and	limit	their	ability	to	invest
in	 capital	 expenditure.	 With	 lesser	 investment,	 the	 quality	 of
calls/internet	will	further	worsen.
Many	top	telcos	may	decide	to	skip	bid	for	700	MHz	spectrum	and
even	top	players	will	not	be	able	to	offer	4G	services	on	a	pan-India
basis.

((( 	)))
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Infrastructure	-	India	needs	USD	1	trillion	for	infra

Inadequate	 infrastructure	 has	 been	 the	 biggest	 hindrance	 to	 doing
business	 in	 India.	 The	 growth	 in	 infrastructure	 through	 revival	 in
investment	is	the	key	to	progress.	The	country	needs	USD	1	trillion	for
the	 development	 of	 new	 roads,	 ports	 and	 airports	 over	 the	 next	 few
years,	 according	 to	 Union	 Minister	 Nitin	 Gadkari.	 Who	 can	 fund	 this
need	and	how?
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What	is	the	progress	made	so	far	by	the	government?

The	 national	 highway	 building	 program	 has	 been	 a	 success;	 road
connectivity	 has	 been	 improved;	 and	 there	 have	 been	 efforts	 to
modernize	airports	and	ports.
The	government	 is	also	working	on	expansion	and	modernization
of	railway	stations	and	400	major	stations	are	being	re-developed	in
partnership	with	private	players.
The	 projects	 like	 Bharatmala	 (national	 highway	 in	 border	 and
coastal	 areas),	 Sagarmala	 (port-led	 development)	 and	 Sethu
Bharatam	(connectivity	through	bridges)	are	in	progress.
Mobile	 phone	 coverage	 with	 the	 development	 of
telecommunication	infrastructure	has	been	a	major	success.
The	 recent	 initiatives	 include	 100	 Smart	 Cities,	 AMRUT	 for
improving	 basic	 urban	 infrastructure,	 The	 National	 Water	 Way
Bill,	2015	for	101	additional	national	waterways.
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Why	is	there	a	need	of	$1	trillion	for	infrastructure	development?

There	are	around	18,000	villages	in	India	which	still	lack	electricity
connection.
There	are	many	existing	projects	that	are	under	way	in	India	to	link
a	 large	 number	 of	 villages	 with	 roads,	 highways	 and	 other
infrastructure	which	will	need	more	finance.
Laying	of	new	roads	in	India	will	be	increased	to	150,000	kilometers
per	year	from	2016	compared	to	existing	96,000	kilometers.
Infrastructure	 development	 itself	 can	 be	 a	 big	 economic	 growth
framework	for	India.	Building	of	infrastructure	will	add	2	percent	to
the	India’s	GDP	growth.
The	development	of	new	roads,	ports	and	airports	over	the	next	few
years	requires	more	investment.
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When	can	PPP	prove	to	be	beneficial	in	infra	development?

The	government	has	made	efforts	to	encourage	private	investments
in	infrastructure	projects.
The	 share	 of	 the	 private	 sector	 in	 infrastructure	 financing	 has
gradually	 increased	 from	 a	 mere	 25.1%	 in	 2005-06	 to	 a	 peak	 of
33.6%	in	2011-2012	and	has	since	trended	down	to	the	current	low
of	28.7%	in	2014-2015.
PPP	model	 still	 remains	weak	and	 there	 is	a	need	 to	revitalize	 the
PPP	mode	of	infrastructure	development.
By	 introduction	 of	 greater	 policy	 clarity	 with	 risk-mitigation
measures	the	private	investors’	confidence	can	be	boosted.
The	formation	of	the	Vijay	Kelkar	panel	to	revitalize	the	PPP	model
is	a	positive	development.
The	 introduction	 of	 the	 new	 hybrid	 annuity	 model	 for	 projects
instead	of	BOT	and	EPC	model	is	a	welcome	step.
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Where	 are	 the	 present	 hurdles	 that	 hinder	 investment	 in
infrastructure?

The	major	factors	that	hold	back	investment	relate	to	the	so-called
policy	paralysis	in	the	area	of	land	acquisition	and	delay	in	getting
clearance	for	big	projects.
There	are	several	bureaucratic	hurdles	in	the	way	of	infra	projects
which	need	multiple	approvals	at	various	stages.
The	 real	 cost	 of	 borrowing	 for	 investors	 is	 high	 because	 nominal
interest	rates	have	not	reduced.
A	 large	 number	 of	 infrastructure	 projects	 are	 stuck	 or	 delayed
across	 various	 stages	 mainly	 due	 to	 fuel	 supply	 constraints	 for
power	plants,	environmental	clearances,	etc.
The	global	slowdown	in	the	economy	has	also	hit	this	sector.
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Who	can	finance	the	infra	projects?

The	 biggest	 constraints	 for	 infrastructure	 projects	 are	 the
availability	of	capital.
Foreign	Direct	Investment	(FDI)	is	one	of	the	important	sources	of
funds	 in	 the	 infrastructure	 sector.	 Funding	 by	 multilateral
institutions	 and	 easing	 of	 FDI	 norms	will	 help	 fund	 projects	 with
foreign	capital.
Business	trusts	have	the	potential	to	unlock	new	growth	capital	for
the	sector	from	both	retail	and	institutional	investors.
Banks,	FIs,	pensions	funds,	insurance	companies	should	be	allowed
to	provide	credit	enhancement	 in	 the	forms	of	guarantee	for	 infra
bonds	issued	by	the	infra	company.
The	 corpus	 raised	 from	 the	 Infrastructure	 Development	 Fund	 -
which	is	under	consideration	-	can	be	used	to	finance	infra	projects.
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How	 can	 the	 upcoming	 budget	 help	 India’s	 infrastructure
development?

India’s	 investment	 in	 infrastructure	was	 just	 4.7%	 of	 GDP,	 during
1992-2010.
India	 was	 ranked	 90/144	 countries	 as	 per	 the	 WEF	 Global
Competitiveness	 Report	 2014-15	 in	 terms	 of	 quality	 of
infrastructure.
The	investment	in	2015-16	has	been	estimated	to	have	gone	up	by
Rs	 70,000	 crore,	 including	 funds	 from	 the	 Centre	 and	 state-run
undertakings.
Due	 to	 low	 level	 of	 private	 investment,	 this	 year,	 there	 is	 an
expectation	of	 increased	allocation	 to	 this	 sector.	With	 increase	 in
public	investment,	private	investment	will	follow.
Capital	 expenditure	 on	 key	 projects	 in	 sectors	 such	 as	 roads,
railways,	irrigation	and	power	should	be	increased	substantially.
There	 are	 also	 demands	 that	 micro-irrigation	 be	 given
infrastructure	lending	status.
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Infrastructure	-	India	to	have	2000	water	ports

India	 has	 a	 total	 14,500	 kilometres	 of	 waterways.	 Only	 a	 small
percentage	 of	 this	 is	 used	 for	 the	 purpose	 of	 transporting	 goods.	 To
address	 this	 issue,	 the	 current	 government	 is	 planning	 to	 set	up	2,000
waterports	 as	 well	 as	 “Ro-Ro”	 services	 at	 5	 select	 places	 to	 transport
goods	 and	 vehicles.	 What	 makes	 the	 government	 interested	 in
expanding	the	waterways?
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What	is	the	current	state	of	India’s	inland	waterways?

Inland	waterways	presently	has	internal	cargo	share	of	3%	in	India
as	opposed	to	44%	in	European	Union,	47%	in	China,	8%	in	USA
Less	than	1000	vessels	ply	on	India’s	waterways	against	2,00,000	in
China	and	11,000	in	European	Union.
The	huge	difference	is	due	to	poor	maintenance	of	waterways	and
non	upgradation	of	the	river	systems.
The	 neglect	 of	 the	 waterways	 started	 during	 the	 British	 times;
railways	was	developed	at	the	cost	of	waterways.	Railways	provided
faster	and	more	economical	way	of	transporting	the	freight.
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Why	is	it	important	to	develop	India’s	waterways?

Inland	waterways	is	cheaper	than	the	surface	transport.
Since	 railways	 and	 roadways	 in	 India	 are	 congested	due	 to	heavy
traffic,	developing	waterways	will	definitely	help	to	ease	congestion.
Industrial	 development	 of	 the	 Gangetic	 Valley	 is	 not	 possible
without	the	development	of	its	waterways.
By	 nature,	 certain	 cargo	 like	 oil	 and	 timber	 are	 more	 efficiently
carried	by	boats	than	by	rail	or	road.
Sectors	 like	 tourism,	 fisheries	 and	 hydel	 power	 will	 grow
significantly	if	waterways	are	given	a	new	lease	of	life.
Moreover,	there	will	be	reduction	in	number	of	road	accidents	due
to	diversion	of	cargo	towards	the	waterways.
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When	 did	 the	 government	 take	 cognisance	 of	 importance	 of
improving	the	waterways	in	India?

Due	 to	 the	 huge	 potential	 the	 waterways	 have	 for	 India’s
development,	 the	 government	 introduced	 the	 The	 National
Waterways	Bill,	 2015.	 It	 has	 been	passed	by	 the	 Lok	 Sabha	 and	 is
waiting	to	be	passed	by	the	Rajya	Sabha.
The	 Bill	 states	 that,	while	 the	 inland	waterways	 are	 recognised	 as
fuel	 efficient,	 cost	 effective	 and	 environment	 friendly	 modes	 of
transport,	 they	 have	 received	 lesser	 investment	 as	 compared	 to
roads	 and	 railways.	 The	 central	 government	 wants	 to	 evolve	 a
policy	for	integrated	development	of	inland	waterways.
Under	Entry	24	of	the	Union	List	of	the	Seventh	Schedule	of	 the
Constitution,	 the	 central	 government	 can	 make	 laws	 on	 shipping
and	navigation	on	inland	waterways	which	are	classified	as	national
waterways	by	laws	made	by	the	Parliament.
The	 Bill	 identifies	 additional	 101	 waterways	 as	 national
waterways.	 The	 Schedule	 of	 the	 Bill	 also	 specifies	 the	 extent	 of
development	to	be	undertaken	on	each	waterway.
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The	 Bill	 repeals	 the	 five	 Acts	 that	 declare	 the	 existing	 national
waterways.	These	five	national	waterways	are	now	covered	under
the	proposed	new	Bill.

Where	are	the	present	National	Waterways	located?

At	present,	there	are	6	National	Waterways.

National	Waterway	1	(NW1)	 -	It	is	a	1,620	km	stretch	of	the	River
Ganges.	 It	runs	from	Allahabad	in	Uttar	Pradesh	to	Haldia	 in	West
Bengal.
National	Waterway	2	 (NW2)	 -It	 consists	 of	 an	 891	 km	 stretch	 on
the	 Brahmaputra	 River.	 It	 uses	 the	 stretch	 from	 Dhubri	 near	 the
Assam-Bangladesh	border	and	Sadiya	in	North-East	Assam.
National	Waterway	3	(NW3)	-	It	is	a	168	km	stretch	that	runs	from
Kollam	 to	 Kottapuram	 in	 Kerala.	 It	 consists	 of	 several	 canals	 that
form	the	Kerala	Backwaters.
National	 Waterway	 4	 (NW4)	 -	 It	 consists	 of	 the	 Kakinada-
Puducherry	 stretch	 of	 canals,	 the	 Kaluvelly	 tank,	 Bhadrachalam-
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Rajahmundry	 stretch	 of	 River	 Godavari	 and	 the	 Wazirabad-
Vijayawada	stretch	of	River	Krishna.
National	Waterway	5	(NW5)	–	With	multiple	riverines	and	rivulets,
this	 waterway	 was	 declared	 in	 November	 2008.	 It	 stretches	 from
Talcher	 to	 Dhamra	 on	 River	 Brahmani,	 the	 Geonkhali-Charbatia
stretch	 of	 the	 East	 Coast	 Canal,	 the	 Charbatia-Dhamra	 stretch	 of
River	Matai	and	the	Mangalgadi-Paradip	stretch	of	Mahanadi	Delta.
National	 Waterway	 6	 (NW6)	 -It	 is	 under	 construction.	 The
waterway	is	proposed	to	cover	the	distance	between	Lakhipur	and
Bhanga	near	the	Bangladesh	border	 in	Assam,	on	the	Barak	River.
The	waterway	aims	to	benefit	people	from	the	northeastern	states.

Who	all	are	involved	in	the	development	of	waterways?

The	 Inland	Waterways	 Authority	 of	 India	 (IWAI)	 is	 the	 statutory
authority	 in	 charge	 of	 the	 waterways	 in	 India.	 It	 builds	 the
necessary	 infrastructure	 in	 these	 waterways,	 surveying	 the
economic	 feasibility	 of	 new	 projects	 and	 their	 administration	 and
regulation.
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As	 of	 now	 only	 World	 Bank	 is	 funding	 the	 development	 of
waterways.	It	is	restricted	to	Jal	Marg	Vikas	project	which	will	help
in	 developing	 infrastructure	 from	 Varanasi	 in	 Uttar	 Pradesh	 to
Haldia	in	West	Bengal.
Funding	is	a	big	bottleneck	for	development	of	waterways.	The	101
identified	inland	waterways	alone	require	an	estimated	investment
of	Rs	35,000	crore	over	the	next	two	years.
Industries	 like	 coal,	 cement,	 fertilisers,	 automobiles	 will	 hugely
benefit	from	the	waterways.	Hyundai	is	already	transporting	its	cars
from	Chennai	to	western	parts	of	the	country	through	the	sea	route
to	reduce	the	traffic	congestion	created	by	its	trailers.
The	 man	 at	 the	 helm	 of	 affairs	 is	 Nitin	 Gadkari,	 who	 has	 an
impeccable	 track	 record	 of	 executing	 projects	 of	 this	 scale	 during
his	stint	as	PWD	minister	in	Maharastra.

How	could	the	expansion	of	waterways	lead	to	side-effects?

Ganga	is	already	suffering	because	of	excessive	pollution	due	to	all
kinds	 of	 encroachments,	 effluent	 discharge	 from	 industries,
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pilgrimage	and	oil	spills	from	the	ferries.
Barrages	 will	 obstruct	 the	 natural	 flow	 of	 the	 water	 sometimes
converting	them	into	small	ponds.
Waterways	 require	 frequent	 dredging	 to	 increase	 the	 depth	 and
remove	the	silt.	The	process	of	dredging	has	serious	environmental
effects	both	directly	and	indirectly.
The	waterways	 up	 for	 development	 are	 fresh	water	 rivers,	which
mostly	dry	up	during	post	monsoon	season.
Already	India	is	grappling	with	issues	of	farmer	suicides	and	a	large
part	of	the	country	is	facing	water	scarcity.	The	diversion	of	water
for	navigation	should	not	be	at	the	cost	of	irrigation	and	drinking.
The	2014	Sunderbans	Oil	Spill	has	exposed	that	the	rivers	are	fragile
ecosystems,	which	should	be	handled	with	care.

((( 	)))
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Infrastructure	-	All	roads	lead	to	Development

On	12	February,	 the	Government	approved	13	road	projects	across	6
states	entailing	an	investment	of	Rs.	10,300	crores.	The	total	number	of
projects	cleared	within	this	fortnight	stands	at	31,	for	a	total	investment
of	 Rs.	 28,000	 crores.	 While	 the	 target	 setting	 is	 good,	 the	 problem	 of
stalled	projects	and	operational	build-operate-transfer	 (BOT)	projects	 is
far	from	being	resolved.
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What	is	the	need	to	announce	a	slew	of	projects	within	a	short	span
of	time?

The	government	has	a	 target	of	awarding	road	contracts	of	10,000
kms	 for	 this	 fiscal	 and	 it	 had	 awarded	 7,000	 kms	 so	 far.	 It	 has
already	set	a	target	to	increase	the	length	of	National	Highways	to	2
lakh	kms	from	the	existing	96,000	kms
The	 main	 roads	 in	 India	 are	 under	 huge	 pressure	 and	 in	 urgent
need	 of	 modernisation	 in	 order	 to	 handle	 the	 increased
requirements	of	the	fast-growing	Indian	economy.
In	 addition	 to	 maintenance,	 the	 expansion	 of	 the	 network	 and
widening	of	existing	roads	is	becoming	increasingly	important.
The	World	Health	Organization	compilation	of	road	network	safety
data	for	major	economies	found	India	to	have	the	highest	number
of	road	fatalities	in	the	World.
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Why	are	the	road	projects	important	for	Indian	Economy?

India’s	road	network	carries	over	65	%	of	its	freight	and	about	85
%	of	passenger	traffic.
Adjusted	for	its	large	population,	in	terms	of	quality,	all	season,	4	or
more	 lane	 highways,	 India	 has	 less	 than	 0.07	 kilometres	 of
highways	per	1000	people	against	21	kilometres	of	roads	per	1000
people	in	United	States	and	15	kilometres	per	1000	people	in	France.
Road	 transport	 is	 vital	 to	 India’s	 economy.	 The	 country’s
transportation	 sector	 contributes	 4.7	 %	 towards	 India’s	 gross
domestic	product,	in	comparison	to	railways	that	contributed	1	%.
Road	 network	 is	 critical	 to	 the	 country’s	 development,	 social
integration	and	security	needs.
According	 to	 a	 KPMG	 report,	 India’s	 road	 network	 logistics	 and
transportation	bottlenecks	hinder	its	GDP	growth	by	1-2	%.
Roads	 serve	 as	 the	 backbone	 to	 both	 agricultural	 and	 industrial
sectors.
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When	will	developers	feel	safe	to	execute	a	project?

Most	of	the	Public	Private	Partnership	(PPP)	infrastructure	projects
in	India	are	executed	under	the	BOT	model.
Under	the	Build-Operate-Transfer	(BOT)	model,	 the	private	partner
provides	 the	 capital	 required	 to	 Build	 the	 new	 facility,	 Operate	 &
Maintain	(O&M)	for	the	contract	period	and	then	return	the	facility
to	Government	as	per	agreed	terms.
The	 main	 issues	 with	 road	 construction	 are	 financial	 viability,
land	acquisition	and	litigation.
With	 the	 advent	 of	 new	 players	 in	 the	 bidding	 process,	 their
aggressive	pricing	mechanism	keeps	 the	old	boys	 –	perhaps	more
capable	 of	 execution	 but	 less	 flexible	 on	 pricing	 -	 away	 from
bidding.
Critics	say	there	is	information	asymmetry	 in	PPP	mode.	Because
the	operator	is	closest	to	the	project,	he	can	take	the	government	for
a	ride.
Some	 argue	 that	 the	 infrastructure	 projects	 require	 high	 end
technology	 and	 have	 long	 gestation	 periods	 and	 hence	 are	 not
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suitable	for	private	operators.

Where	are	the	gaps	in	development	of	highways	in	India?

An	 analysis	 by	 CRISIL	 shows	 that	 weak	 financial	 condition	 of
sponsors,	cost	and	time	overruns	and	low	growth	in	toll	revenue
are	making	projects	unviable.
Most	of	the	high	risk	projects	have	suffered	delays	and	cost	overrun
on	account	of	issues	related	to	right-of-way	(ROW)	(land	issues)	and
the	inability	of	sponsors	to	bring	in	more	equity.
Many	 projects	 witnessed	 aggressive	 bidding	 from	 new	 players
entering	 the	 BOT	 (Build	 Operate	 Transfer)	 space	 and	 are	 now
stressed	for	finances	and	they	are	in	need	of	timely	equity	infusion
and	support	from	sponsor.
In	cases	where	the	project	has	been	completed	but	the	firm	has	high
debt	on	its	books,	a	lag	in	growth	of	toll	revenue	is	putting	pressure
on	their	ability	to	service	their	debt.
The	infrastructure	financing	gap	needs	to	be	closed	for	BOT	to	work
out.	Hopefully,	this	Budget	will	address	the	issue.
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Who	will	be	benefitted	by	the	development	of	highways?

The	 general	 public	 will	 be	 benefitted	 from	 reduced	 number	 of
accidents	due	to	reduction	in	congestion.
Because	of	the	congestion,	the	fuel	efficiency	of	the	vehicles	in	India
is	 very	 low.	 This	 increases	 the	 overall	 fuel	 consumption	 per
equivalent	kilometre	travelled,	besides	resulting	in	heavy	pollution
since	 the	engines	 run	very	 inefficiently	at	 such	 low	speeds.	Better
roads,	higher	efficiency.
Roads	 play	 an	 important	 role	 for	 overcoming	 the	 isolation	 of	 the
villages.	 It	 provides	 a	 much	 needed	 opportunity	 for	 the	 village
population	to	come	in	contact	with	other	groups	of	the	society.
Directly	 or	 indirectly,	 transport	 infrastructure	 affects	 production
processes,	 interregional/international	 trade,	 housing	 and	 labour
markets	 and	 industrial	 location.	 With	 high	 quality	 roads,	 the
industry	also	many	reasons	to	cheer.
In	 times	 of	 war	 and	 other	 natural	 calamities,	 good	 roads	 help
armies	to	move	about	without	difficulty.
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How	can	the	stalling	of	the	road	projects	be	overcome?

With	the	BOT	model	causing	pain	for	private	players	and	National
Highway	Authority	of	India	(NHAI)	in	the	past,	the	government	has
shifted	from	BOT	model	to	hybrid	annuity	model.
Under	 this	 model,	 projects	 would	 be	 awarded	 based	 on	 annual
payment	 to	 be	 received	 by	 the	 developer	 after	 construction	 and
NHAI	would	fund	40	%	of	the	cost	of	the	project.
Of	 the	 newly	 cleared	 13	 projects,	 3	 each	will	 be	 executed	 on	BOT
(build,	 operate,	 transfer)	 toll	 and	 hybrid	 annuity	 mode	 while	 the
remaining	7	projects	will	be	bid	on	EPC	(engineering,	procurement
and	construction)	mode.
The	government	has	tried	to	keep	the	red	tape	at	minimum	level	by
making	 the	 projects	 not	 requiring	 clearances	 approval	 of	 these
projects	as	their	construction	cost	is	less	than	Rs	1,000	crore,	the
limit	fixed	by	the	government	recently	for	award	of	projects	by	the
Road	Transport	and	Highways	Ministry.

((( 	)))
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Infrastructure	-	India	pushes	ahead	with	port
modernisation

India’s	maiden	 global	 investor’s	 conclave	 for	 the	 shipping	 sector,	 the
Maritime	India	Summit,	to	be	opened	by	Prime	Minister	Narendra	Modi
in	 Mumbai	 next	 month,	 has	 lined	 up	 business	 agreements	 worth	 an
impressive	 Rs.	 72,000	 crore.	 _“In	 two	 years,	 the	 impact	 of	 work	 in
roadways,	 waterways,	 ports	 will	 boost	 national	 GDP	 by	 at	 least	 2	 per
cent_,”	Minister	Nitin	Gadkari	said.
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What	is	the	Indian	Maritime	Summit	all	about?

To	 be	 held	 in	 Mumbai	 from	 April	 14-16,	 ‘Maritime	 India	 Summit
2016’	is	a	maiden	flagship	initiative	of	the	Ministry	of	Shipping	that
will	provide	a	unique	platform	for	participants	to	explore	potential
business	opportunities	in	Indian	Maritime	Sector.
The	 summit	 is	 an	 attempt	 by	 the	 central	 government	 to	 attract
investment	in	the	Indian	Shipping	and	Maritime	industry	from	both
domestic	as	well	as	international	players	and	is	being	partnered	by
South	Korea	which	is	known	for	its	ship-building	capacities.
The	 first	 Maritime	 India	 Summit	 (MIS),	 which	 Prime	 Minister
Narendra	 Modi	 will	 inaugurate,	 will	 showcase	 about	 200	 projects
with	an	investment	potential	of	US	$6	billion.
“Maritime	 India	 Summit	 2016	 will	 power	 innovation	 and
investment	in	the	maritime	sector.	In	two	years,	the	impact	of	work
in	roadways,	waterways,	ports	will	boost	national	GDP	by	at	least	2
per	cent,”	Shipping	and	Road	Transport	Minister	Nitin	Gadkari	said.
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Why	is	the	government	focusing	on	ports	and	waterways?

The	 reason	 why	 the	 government	 is	 focusing	 on	 ports	 and
waterways	is	to	bring	down	logistic	costs	and	ease	railway	and	road
traffic	congestion.
Road	Transport,	Highways	and	Shipping	Minister	Mr	Nitin	Gadkari
said	 high	 logistic	 costs	 was	 one	 of	 the	 factors	 hurting	 the
manufacturing	sector.
The	 Minister	 said	 while	 logistic	 cost	 was	 18	 per	 cent	 (of	 total
manufacturing	cost)	in	India,	it	was	8-10	per	cent	in	China	and	10-
12	per	cent	in	European	countries.
“If	development	near	ports	happen	and	we	are	able	to	cut	the	logistic
costs	by	four	per	cent,	the	exports	will	double,”	the	Minister	said.
The	 Indian	 Maritime	 Summit	 will	 attract	 more	 than	 2000
participants,	 including	 senior	 government	 officials	 and	 policy
makers,	 CEOs	 of	 Indian	 and	 global	 Maritime	 industry,	 industry
experts,	thought	leaders	and	distinguished	speakers	from	across	the
world.
The	 shipping	 ministry	 is	 targeting	 around	 Rs.1.2	 trillion	 in
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investment	from	the	event.

When	and	whywas	the	Sagar	Mala	project	formulated?

Sagar	Mala	project,	formulated	on	31st	July	2015,	 is	a	strategic	and
customer-oriented	 initiative	 of	 the	 Government	 of	 India	 to
modernize	 India’s	 ports	 so	 that	 port-led	 development	 can	 be
augmented	and	coastlines	can	be	developed	to	contribute	in	India’s
growth.
It	looks	towards	“transforming	the	existing	Ports	into	modern	world
class	Ports	and	integrate	the	development	of	the	Ports,	the	Industrial
clusters	 and	 hinterland	 and	 efficient	 evacuation	 systems	 through
road,	rail,	inland	and	coastal	waterways	resulting	in	Ports	becoming
the	drivers	of	economic	activity	in	coastal	areas”.
The	 project	 holds	 significance	 in	 the	 wake	 of	 maritime	 logistics
being	an	important	component	of	 the	Indian	economy	accounting
for	 90	 percent	 of	 EXIM	 trade	 by	 volume	 and	 72	 percent	 of	 EXIM
trade	by	value.
“Sagar	 mala	 NPP	 (national	 perspective	 plan)	 envisages	 viable
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infrastructure	 investment	 worth	 Rs	 4	 lakh	 crore	 and	 industrial
investment	 worth	 6	 lakh	 crore”	 Road	 Transport,	 Highways	 and
Shipping	Minister	Mr	Nitin	Gadkari	said.

Where	else	has	the	Government	supported	the	Marine	sector?

The	 Government	 of	 India	 has	 allowed	 foreign	 direct	 investment
(FDI)	of	up	 to	100	per	cent	under	 the	automatic	route	 for	projects
related	to	the	construction	and	maintenance	of	ports	and	harbours.
A	 10-year	 tax	 holiday	 is	 extended	 to	 enterprises	 engaged	 in	 the
business	 of	 developing,	 maintaining,	 and	 operating	 ports,	 inland
waterways,	and	inland	ports.
The	 government	 has	 also	 initiated	 National	 Maritime
Development	 Programme	 (NMDP),	 an	 initiative	 to	 develop	 the
maritime	sector	with	a	planned	outlay	of	US$	11.8	billion.
The	government	 is	considering	a	proposal	 to	set	up	an	 Integrated
National	 Waterways	 Transport	 Grid	 (INWTG),	 which	 covers
primarily	 five	 national	 waterways.	 The	 INWTG	 plan	 involves	 the
development	of	these	national	waterways	with	at	least	2.5	metres	of
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least	available	depth	(LAD),	upgrade/setting	up	of	priority	terminals,
and	establishment	of	road	connectivity	(wherever	feasible)	and	rail
and	port	connectivity.
The	 Ministry	 of	 Shipping	 launched	 the	 National	 Perspective	 Plan
(NPP)	in	January	2016	which	aims	at	comprehensive	and	integrated
development	 of	 Indian	 coastline	 by	 identifying	 potential
geographical	 regions	 to	 be	 called	 Coastal	 Economic	 Zones	 (CEZs)
extending	300-500	km	along	the	coast	and	200-300	km	inland.

Who	will	benefit	from	the	Sagarmala	project?

Apart	from	development	of	all	12	major	ports	of	the	country	and	the
1000	islands	lining	the	coastlines,	it	includes	the	efficient	connection
of	 major	 industrial	 areas	 within	 the	 nation,	 to	 the	 ports	 through
road,	rail	and	inland	waterways	network,	so	as	to	stimulate	growth
of	the	coastal	areas	which	will	also	provide	alternative	employment
opportunities	to	people	who	were	traditionally	fishermen.
Around	 18	 percent	 of	 the	 India’s	 population	 lives	 in	 72	 coastal
districts.
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“We	are	 planning	 to	 create	 40	 lakh	 direct	 employment	 and	 50	 lakh
indirect	 employment	 (opportunities)	 in	 five	 years	 in	 the	 maritime
sector,”	Shipping	Minister	Mr	Nitin	Gadkari	said.
Stressing	 the	 need	 for	 port	 led	 development,	 the	 plan	 mentions,
“Many	 countries	 with	 long	 coastlines	 have	 leveraged	 ports	 for
supporting	 industrial	 growth.	 Some	 examples	 of	 success	 stories
include	 the	 refinery	 and	 petroleum	 complex	 in	 Rotterdam,	 steel
cluster	 in	 Pohang	 and	 electronics	 manufacturing	 cluster	 in
Shenzhen.”

How	did	Union	Budget	2016	support	the	Maritime	sector?

Finance	Ministry	Arun	Jaitley	in	Union	Budget	for	financial	2016-17
(Apr-Mar)	has	announced	imposition	of	14%	service	tax	on	services
provided	by	domestic	shipping	companies	transporting	goods	from
outside	India.
The	Modi	government	has	allocated	Rs	800	crore	next	fiscal	year	for
development	 of	 new	 ports	 and	 ongoing	 work	 on	 its	 National
Waterways	project.
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Jaitley	further	said,	“In	2014-15	Budget,	I	had	announced	the	intent	to
implement	 Indian	 Customs	 Single	 Window	 Project.	 We	 have	 made
significant	 progress	 in	 this	 and	 it	 would	 be	 implemented	 at	 major
ports	and	airports	starting	from	beginning	of	next	financial	year.”
In	2015,	India’s	major	ports	have	handled	the	highest	ever	quantity
of	cargo.
The	 shipping	 companies	 engaged	 in	 export	 assignments	 will	 be
allowed	the	input	tax	credit,	a	move	to	encourage	export	of	goods,
one	of	 the	crucial	parts	of	 ‘Make	in	India’	 initiative	kick-started	by
the	government.
The	 initiatives	 of	 the	 Government	 to	 modernize	 the	 ports	 and
escalate	 their	efficiency	are	expected	to	repute	 the	Indian	ports	as
fully	equipped	havens	for	global	entities,	say	market	observers.

((( 	)))
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Infrastructure	-	Gatimaan	-	India’s	fastest	train

India	 is	 set	 to	 get	 its	 first	 semi-high	 speed	 train	Gatimaan	Express	on
April	5th.	With	 the	final	 trial	 finishing	on	March	22,	 the	 train	will	 take
people	from	Hazrat	Nizamuddin	to	the	city	of	Taj	Mahal.	The	train	will
run	at	a	maximum	speed	of	160	kmph	and	cover	a	185-km	distance	in
about	105	minutes.	Why	does	Gatimaan	lose	speed	on	this	route?
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What	makes	Gatimaan	different?

Gatimaan	which	will	 run	 at	 a	 top	 speed	 of	 160	 km/hour	 between
Delhi	and	Agra	will	cover	the	184	km	distance	in	105-110	minutes.
Its	speed	is	faster	than	the	fastest	Indian	train	Shatabdi,	i.e.	the	New
Delhi-Bhopal	Habibganj	Shatabdi	Express	whose	maximum	speed	is
140-150	km/hour.
The	train	looks	like	Shatabdi	Express	but	with	better	services.	There
are	two	executive	chair	car	coaches	and	eight	AC	chair	car	coaches.
The	 executive	 coaches	 have	 two	 seats	 on	 either	 side	 with	 more
space	between	rows	whereas	chair	car	has	three	seats	on	one	side
and	two	on	the	other	with	slightly	less	space	between	rows.
With	 a	 provision	 for	 hotspot	 infotainment	 and	 special	 menu,	 the
fare	will	be	a	bit	higher	than	the	Shatabdi.	The	fare	will	be	Rs	1,365
for	Executive	Class	and	Rs	690	for	Chair	Car.
There	will	be	two	sets	of	menu	for	vegetarians	and	non-vegetarians
apart	from	cakes	and	wafers.	In	vegetarian,	a	passenger	can	choose
between	South	Indian	and	Punjabi	food	and	in	non-vegetarian	there
will	be	continental	dishes	and	sausages.
To	 align	 with	 Prime	 Minister	 Narendra	 Modi’s	 ‘Swachh	 Bharat
Abhiyaan’,	 due	 stress	 is	 also	 being	 given	 to	 the	 cleanliness.	 There
are	 bio-toilets	 in	 the	 train	 which	 have	 tanks	 in	 the	 bottom	 with
bacteria	and	the	human	waste	collected	will	be	turned	into	liquid.
From	 LED	 lights,	 reading	 bulbs	 to	 braille	 scripts,	 the	 coaches	 also
have	several	beautiful	paintings	of	the	tourist	places	in	and	around
Delhi	and	Agra.
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Why	is	India	in	need	of	high-speed	rail?

The	 existing	 infrastructure,	 especially	 the	 trunk	 routes,	 is
overburdened	with	traffic.
Faster	passenger	trains	run	on	the	same	tracks	as	the	slower	goods
trains.	 So,	 increasing	 the	 speed	 of	 passenger	 trains	 is	 not	 all	 that
easy	when	such	mixed	traffic	shares	the	same	track.
To	 run	 trains	 faster	 on	 existing	 tracks,	 fencing	 will	 be	 needed	 to
prevent	 trespassing,	which	 is	quite	difficult	 in	 Indian	conditions,	 if
not	impossible.
A	 high-speed	 train	 is	 environment-friendly	 (railway	 projects	 don’t
require	environmental	clearance)	and	punctual	because	it	runs	on	a
dedicated	track.
Apart	 from	 reducing	 the	 commuting	 time,	 it	 will	 also	 lead	 to	 an
increase	in	the	passenger-carrying	capacity.	While	air	transport	can
cater	 to	 quick	 transportation	 services,	 the	 capacity	 that	 it	 offers
simply	cannot	match	that	of	the	railways.
Cost	 of	 high	 speed	 train	 tickets	 is	 lesser	 than	 the	 air	 fare.	 So
passengers	 can	 travel	 in	 these	 trains	 easily	maintaining	 the	 same
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type	of	royalty.
Migration	 of	 people	 and	 goods	 from	 Petroleum-based	 transport
option	 to	Electrical	 traction	of	 the	Railways	will	reduce	 the	 import
bill	of	the	India	to	a	great	extent.

When	can	Gatimaan	make	a	difference?

India’s	Gatimaan	can	stand	out	as	a	viable	transportation	option	for
the	commuters	only	when	it	provides	world	class	amenities.
The	 Indian	 Railways	 has	 taken	 a	 cue	 from	 China	 and	 European
countries	like	Britain	and	France	to	upgrade	passenger	amenities	in
its	trains.
Bullet	trains	in	China	provide	its	passengers	with	several	world	class
amenities	including	train	hostesses.
In	 Japan,	 stewards	 and	 hostesses	 in	 uniform	 greet	 passengers	 on
bullet	trains	and	are	also	responsible	for	cleaning	empty	cars,	rotate
seats	 to	 the	opposite	direction,	bow	on	exiting	and	promenade	off
the	platform	in	two	neat	parallel	rows.
Eurostar	provides	facilities	like	bar	buffet	in	coaches	for	an	array	of
food	 and	 drink.	 They	 also	 provide	 special	 facilities	 for	 children

1206



including	kids’	meals	and	a	toddler	meal	box	of	a	sandwich,	drink,
fruit	and	colouring	book.
TGV	 in	France	provides	 free	newspapers	and	magazines	 to	drinks
and	 snacks	 -	 train	 attendants	 take	 care	 of	 every	 passenger	 needs
during	their	 journey.	The	trains	as	well	as	stations	and	lounges	on
TGV	are	equipped	with	WiFi.	All	passengers	are	provided	welcome
drink	and	snack	on	board	while	meals	are	available	at	passengers’
seats	on	selected	services.
The	 Indian	 Railways	 are	 set	 to	 introduce	 the	 first	 batch	 of	 train
stewards	and	hostesses	on	Gatimaan	Express.	The	lesson	is	simple
–	it	is	not	the	train,	but	the	services	it	offers	that	makes	it	successful.

Where	are	High	Speed	trains	planned	to	run?

Railway	minister	Mr	Suresh	Prabhu	mentioned	in	his	Rail	budget	2014
speech	 that	 the	 railways	 are	 going	 to	 start	 high	 speed	 trains	 at	 160–
200km/h	on	9	routes.

Delhi	-	Agra	train	will	cover	a	distance	of	195km	with	30	minutes	for
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reduced	time.
Delhi	–	Chandigarh	train	will	be	covering	a	distance	of	244	km.
Delhi	 –	 Kanpur,	 Mumbai	 –	 Ahmedabad,	 Mysuru	 -	 Bengaluru	 –
Chennai,	Nagpur	-	Raipur	–	Bilaspur	trains	will	cover	over	a	400	km.
Nagpur	–	Secunderabad	and	Mumbai	–	Goa,	trains	will	cover	over	a
575km	and	606km	respectively
The	Semi-high	Speed	 trains	running	between	 the	cities	of	Chennai
and	Hyderabad	will	be	covering	the	longest	distance	of	915km.

According	 to	 news	media,	 the	 costs	 for	 constructing	 such	 rail	 lines	 in
India	 are	 estimated	 to	 be	 Rs	 700-1000	 million	 per	 km	 (US$15–22
million/km).

Who	is	Gatimaan’s	competitor	in	India?

The	Shatabdis	along	with	The	Rajdhani	are	among	the	fastest	trains
in	 India	 and	 the	 Indian	 Railways	 consider	 them	 as	 prestigious.
Shatabdi	Express	was	 launched	as	 the	first	 fastest	 train	 in	India	28
years	ago.
The	first	Shatabdi	Express,	rolled	out	between	New	Delhi	and	Jhansi
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in	1988	took	115	minutes	to	reach	Agra.
The	Gatimaan	Express,	with	three	decades	worth	of	advancement	in
railway	 technologies	 and	 a	 good	 two	 years	 of	work	 into	 it,	would
take	110	minutes	to	reach	Agra.
Bhopal	 Shatabdi	with	 top	 speed	of	 150	kmph	 takes	 117	minutes
between	 the	 two	 cities.	 The	 Railways	 have	 been	 aiming	 for
Gatimaan	 to	 take	 110	minutes,	 just	 a	 seven-minute	 gain	 from	 the
Bhopal	Shatabdi.
The	fare	will	be	Rs	1,365	for	Executive	Class	and	Rs	690	for	Chair	Car.
This	 is	 higher	 than	 the	 fare	 for	 Shatabdi	 Express	 between	 these
stations,	which	is	Rs	1000	and	Rs	505,	inclusive	of	all	charges.

How	is	Gatimaan	losing	its	speed?

At	 its	 inception,	 it	 was	 planned	 that	 Gatimaan	 would	 cover	 the
Delhi-Agra	distance	in	90	minutes.
While	 the	 aim	 was	 later	 revised	 to	 under	 100	 minutes,	 in
subsequent	 trials,	 the	Gatimaan	timing	between	the	 two	cities	was
further	stretched	to	105	minutes,	as	per	records.
The	fundamental	flaw	in	planning	was	the	assumption	that	the	train
could	maintain	 a	 speed	 of	 160	 kmph	 for	most	 of	 its	 journey	 on	 a
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track	which	is	not	even	an	exclusive	corridor.
The	185-km	stretch	from	New	Delhi	to	Agra	has	19	‘caution	points’.
Which	means	that	19	times	during	its	short	run,	the	train	needs
to	reduce	its	speed,	sometimes	to	as	low	as	60-70	kmph,	even	if	for
a	few	seconds.
The	Gatimaan	loses	1.5-2	minutes	each	time	it	decelerates	and	then
accelerates	again.
Curves	 eat	 into	 time,	 while	 populated	 areas	 have	 heavy	 speed
restrictions	imposed	by	the	Commissioner	of	Railway	Safety	(CRS).
Another	major	hurdle	 is	 the	Mathura	Yard	of	 the	Railways	 that	 is
enroute.	 The	 signalling	 system	 there	 needs	 to	 be	 upgraded	 and
made	more	seamless	for	the	train	to	not	slow	down	too	much.

((( 	)))
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Infrastructure	-	Treating	India’s	‘Urban	Shit’

The	 wide	 scale	 urban	 shit	 (in	 literal	 sense)	 in	 India	 owing	 to
overburdened	urban	centres	has	become	an	issue	of	concern.	Down	to
Earth	magazine	covers	the	story	of	sewage	disposal	in	the	country	based
on	 the	 report	 of	 the	 Centre	 for	 Science	 and	 Environment	 (CSE).	 The
report	shows	how	India	is	missing	the	point	when	it	comes	to	safe	waste
management.
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What	is	the	problem	with	India’s	sewage?

India	 generates	 a	 staggering	 1.7	million	 tonnes	 of	 faecal	 waste	 a
day,	 according	 to	 “Urban	 Shit”,	 Down	 To	 Earth	 magazine’s	 latest
cover	story	on	sewage	disposal	in	the	country.
Official	 figures	 show	 that	 78	 per	 cent	 of	 the	 sewage	 generated
remains	 untreated	 and	 is	 disposed	 of	 in	 rivers,	 groundwater	 or
lakes.
The	CSE	analysis	points	out	that	the	amount	of	sewage	generated	in
2009	was	38,255	million	litres	daily	(MLD),	while	India’s	capacity	to
treat	was	only	11,788	MLD,	which	was	a	mere	30	per	cent	of	the	total
waste	generated.	However,	the	actual	sewage	treated	was	even	less
at	8,251	MLD,	which	was	about	22	per	cent.
The	magazine	 report	 has	 found	 evidence	 of	 alarming	methods	 of
sewage	disposal.	While	in	India	only	33	per	cent	of	houses	(Census
2011)	are	connected	to	sewer	systems,	only	around	38	per	cent	use
septic	tanks.
These	 septic	 tanks	 do	 not	 treat	 waste	 and	 have	 to	 be	 emptied
periodically.	 The	 report	 points	 out	 that	 the	 people	 who	 service
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septic	tanks	pump	out	the	sludge	from	the	tanks	and	empty	it	into
drains,	fields	—	just	about	anywhere.

Why	sewage	treatment	is	not	proper?

Since	water	is	sourced	from	far	away,	as	it	is	in	the	case	of	Delhi,	it
has	 led	 to	 an	 increase	 in	 the	 cost	 of	 supply	 as	 well	 as	 high
distribution	 losses.	 The	 farther	 the	 source,	 the	 more	 are	 the
distribution	 losses	 and	 the	 less	 water	 there	 is	 at	 the	 end	 of	 the
pipeline.	 Due	 to	 the	 high	 costs	 incurred,	 cities	 are	 not	 able	 to
recover	the	costs	of	supply	and	have,	therefore,	no	money	to	invest
in	sewage	treatment.
80	per	cent	of	water	 leaves	homes	as	sewage.	Since	cities	do	not
have	any	accounts	 of	 the	 sewage	 they	 generate,	 they	 cannot	plan
and	do	not	have	the	capacity	to	treat	all	the	sewage	they	generate.
The	 current	 piped	 sewerage	 systems	 do	 not	 treat	 sewage	 but
merely	transport	it	away.	They	are	toxic	and	extremely	polluting
for	the	rivers	and	lakes	where	they	are	dumped.
The	 story	gets	murkier	beyond	 the	numbers.	Where	 sewers	exist,
they	 often	 leak	 or	 overflow.	 Instead	 of	 being	 cleaned	 every	 few
years,	 septic	 tanks	 are	 left	 to	 accumulate	 faecal	 sludge	 that
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percolates	into	ground	water.
When	the	tanks	are	cleaned	the	black	water	is	disposed	off	in	fields
and	water	bodies,	once	again	contaminating	open	fresh	water.

When	can	we	see	the	effect	of	sewage	mismanagement?

Government	 agencies	 estimate	 that	 as	 much	 of	 80%	 of	 India’s
surface	water	is	contaminated	and	most	of	it	comes	from	sewage.
The	 effects	 of	 this	 contamination	 are	 immediately	 felt	 with	 the
onset	of	the	monsoons.
No	sooner	do	 the	rains	begin	 than	reports	of	water-borne	diseases
like	diarrhoea	and	cholera	 breakouts	 trickle	 in	 from	Delhi,	Pune,
Varanasi	and	Chennai	as	broken	water	pipes	and	 flooding	allowed
faecal	sludge	mix	into	potable	water.
The	story	repeats	every	year	as	broken	sewage	systems	across	the
country	keep	leaking.

When	Centralization	doesn’t	work?

We	 still	 have	 the	 simple	 system	 of	 septic	 tanks	 and	 leach	 fields
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serving	single	homes	in	various	towns	and	villages	in	India.	Instead
of	sending	the	wastes	into	a	huge	Sewage	Treatment	Plant	(STP)	in	a
particular	location,	the	water	is	treated	and	returned	to	the	ground
on	the	same	area.
A	centralized	STP	collects	sewage	from	various	locations	of	the	city
and	then	treats	it.	But	this	system	requires	large	amounts	of	capital
investment	and	is	highly	labour	intensive	and	makes	use	of	large
amounts	of	electricity	and	in	most	cases	is	non-functional.
Therefore,	 opting	 for	 privatisation	 or	 decentralisation	 of	 sewage
water	 treatment	 is	 a	 good	 solution.	 The	 resident	 welfare
associations	 should	 be	 made	 responsible	 for	 operation	 and
maintenance	of	the	decentralised	sewage	treatment.

Where	can	sewage	be	better	used?

Maharashtra	 is	 planning	 to	 use	 treated	 sewage	 water	 for	 cooling
steam	in	 its	coal-based	thermal	power	stations.	The	 idea	will	be
implemented	for	the	first	time	in	the	state	in	April	at	a	620	MW	unit
of	the	Koradi	thermal	power	plant	in	Nagpur.
By	 2050,	 water	 demand	 by	 the	 power	 sector	 in	 the	 country	 will
increase	by	30	times,	estimates	a	2012	standing	subcommittee	of	the
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Union	Ministry	of	Water	Resources	(MOWR).

Human	waste	as	manure

1,000-odd	 farmers	 in	 Bengaluru	 have	 revived	 the	 lost	 practice	 of
using	human	excreta	as	manure.	A	few	of	them	are	earning	lakhs
from	it!
This	 is	 a	 win-win	 situation	 for	 all,	 with	 the	 farmers	 getting	 free
manure	and	the	trucks	getting	a	free	space	to	dump	the	waste.
Today,	 this	 has	 started	 an	 informal	 trade	 in	 Bengaluru	 which	 is
benefiting	 the	 farmers,	 owner	 of	 honey-suckers	 and	 citizens	 who
are	not	 connected	 to	 the	 sewerage	 system.	 The	 informal	 sector	 is
worth	Rs	75	crore.

Who	is	affected	by	the	sewage?

Improper	 and	 inadequate	 sewage	 treatment	 have	 impacted	 the
environment	and	the	urban	citizens	in	many	ways:

Malfunctioning	 septic	 systems	 have	 resulted	 in	 contamination	 of
well	water,	ground	water,	river	water	and	causing	threats	to	public
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health.
Untreated	 and	open	drainages	have	produced	 conducive	breeding
for	 mosquitoes,	 flies,	 rodents,	 insects	 and	 other	 diseases	 carrying
vectors.
Untreated	sewage	have	led	to	stinking	and	foul	smell.
Direct	 physical	 exposure	 to	 wastewater	 for	 people	 bathing	 and
washing	clothes	and	utensils.
Toxic	food	farming	has	increased	around	the	rivers	due	to	improper
sewage	 treatment,	 leading	 to	 various	 diseases	 like	 as	 vomiting,
gastroenteritis,	 diarrhoea,	 blood	 infection,	 dehydration,	 kidney
dysfunction	and	urinary	infection.
The	toxins	have	polluted	the	ground	water	and	soil.

How	to	deal	with	the	problem?

The	 Centre	 for	 Science	 and	 Environment	 has	 made	 the	 following
recommendations	to	deal	with	the	problem:

Plan	deliberately	to	cut	costs	of	water	supply.
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Invest	in	local	water	systems.
Reduce	water	demand.
Spend	on	sewage,	not	on	water.
Cut	costs	on	sewage	systems.
Plan	to	recycle	and	reuse	every	drop.
Connect	water	conservation	to	sewage	management.

The	WaterAid	report	recommends	enforcing	a	national	building	code,
public	 promotion	 campaigns	 and	 decentralizing	 sewage	 treatment
plants	as	remedies	to	the	sewage	problem.

Water	experts,	for	years	have	been	calling	for	freeing	up	the	flow	of
rivers	to	allow	them	to	rejuvenate.
Decentralized	sewage	treatment	also	known	as	“Onsite	wastewater
treatment	 system”	 is	 one	 that	 treats	 discharges,	 sewages,
wastewater	at	the	location	itself	where	the	sewage	is	generated.

After	 fighting	a	 losing	battle	with	 the	growing	 tide	of	municipal	waste,
the	 Ministry	 of	 Environment	 and	 Forests	 has	 notified	 the	 new	 Solid
Waste	Management	Rules,	2016	with	clear	 responsibilities	assigned	 to
various	classes	of	consumers.

((( 	)))
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Infrastructure	-	Sagarmala	-	a	garland	India	needs

With	 the	 intervention	 of	 the	 PM	Narendra	Modi,	 the	 time	 frame	 to
implement	the	Sagarmala	project	is	cut	down	to	5	years	from	earlier	10
years.	Sagarmala	aims	at	promoting	port-led	development	in	India,	and
could	 lead	to	annual	 logistics	cost	savings	of	Rs	35,000	crore	and	boost
India’s	merchandise	exports	to	$110	billion	by	2025.	The	plan	is	perfect;
the	execution	begins	now.
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What	is	the	Sagarmala	project	all	about?

Sagarmala	project	 is	a	strategic	and	customer-oriented	initiative	of
the	Government	of	India	to	modernize	India’s	Ports	so	that	port-led
development	can	be	augmented	and	coastlines	can	be	developed	to
contribute	in	India’s	growth.
It	looks	towards	“transforming	the	existing	Ports	into	modern	world
class	 Ports	 and	 integrate	 the	 development	 of	 the	 Ports,	 the
Industrial	 clusters	 and	 hinterland	 and	 efficient	 evacuation
systems	through	road,	rail,	inland	and	coastal	waterways	resulting	in
Ports	 becoming	 the	 drivers	 of	 economic	 activity	 in	 coastal
areas”.
The	 Sagarmala	 project	 aims	 to	 achieve	 its	 goal	 by	 harnessing
India’s	 7,500-km	 long	 coastline,	 14,500-km	 of	 potentially
navigable	waterways	and	strategic	location	on	key	international
maritime	trade	routes.
The	 project	 includes	 modernization	 of	 India’s	 ports	 and	 islands,
setting	up	of	coastal	economic	zones	 (CEZs),	new	major	ports	and
fish	harbors.	 It	 is	expected	that	 the	total	 investment	 in	the	project
would	be	to	the	tune	of	US$10	billion.
On	 April	 14,	 2016	 at	 the	 Maritime	 India	 Summit	 Nitin	 Gadkari,
Minister	of	Road	Transport,	Highways	and	Shipping	said	”Following
Prime	Minister	Narendra	Modi’s	 intervention,	 it	has	been	decided	to
finish	Sagarmala	project	in	five	years	instead	of	10	years	to	create	a
massive	10	million	jobs.	”
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Why	is	Sagarmala	project	crucial	for	India?

India	is	bound	by	sea	on	three	sides	and	has	a	7,516.6	km	coastline,	the
7th	 longest	 in	 the	world.	Therefore,	 it	 is	only	natural	 that	 Indian	ports
handle	90%	of	the	export-import	trade	volume.	But	that	does	not	tell	the
entire	story.

The	 railways	 contribute	 9%	 to	 the	 GDP,	 the	 road	 sector
contributes	6%,	whereas	the	ports’	share	of	GDP	is	only	1%.	This
contradiction	reflects	 the	vast	potential	 for	development	of	coastal
cities	and	ports.
India	 suffers	 from	 poor	 port	 linkages,	 under	 performance	 of
existing	 port	 infrastructure	 and	 lack	 of	 developed	 infrastructure
near	ports,	for	value	addition	of	inbound	or	outbound	merchandise.
Along	 with	 this,	 an	 inefficient	 inter-modal	 transport	 connectivity
results	 in	 high	 cost	 of	 logistics	 and	 exports.	 The	 share	 of
merchandise	 trade	 in	GDP	 for	Germany	 is	 75%,	 and	 for	 European
Union	it	is	70%.	For	India,	it	is	42%.	The	Sagarmala	project	aims	to
improve	this.
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The	present	government	has	therefore	prioritised	the	development
of	coastal	cities,	along	with	existing	and	new	port	development,	as
growth	drivers.

When	can	the	Sagarmala	Project	be	implemented	properly?

Sagarmala	project	was	launched	on	31st	July	2015.	It	will	live	up	to	the
expectations	if	it	gets	the	funding	it	needs.

The	 Shipping	 Ministry	 wrote	 in	 a	 concept	 paper	 on	 the	 Sagarmala
project	 that	 the	 following	 options	 can	 be	 considered	 to	 raise	 the
required	funds:

A	Development	Cess	of	Rs.10	per	metric	tonne	can	be	collected	for
handling	EXIM	cargo.
Similarly,	 coastal	 cargo	Development	Cess	 can	be	 collected	at	Rs.5
per	metric	tonne.
Based	on	2013-14	cargo	figures,	total	cess	collection	would	amount
to	Rs.900	crores.
This	cess	will	be	credited	to	the	Consolidated	Fund	of	India	and	will
be	 administered	 by	 the	 Ministry	 of	 Shipping	 for	 the	 exclusive
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purpose	of	funding	the	Sagarmala	Project.
In	 addition	 to	 this	 and	 the	 private	 sector	 investment	 coming	 in
through	 private	 sector	 projects	 (PPP)	 in	 the	 Sagarmala,	 the	 other
sources	of	funds	would	be	the	development	funds	of	the	respective
state/central	 agency,	 Infrastructure	 Bonds	 and	 multi-lateral
agencies	such	as	JICA,	World	Bank,	ADB	etc.

Where	are	the	challenges	in	the	Indian	port	Infrastructure?

The	 growth	 of	 India’s	 maritime	 sector	 has	 been	 mired	 by	 many
developmental,	procedural	and	policy	related	challenges.	Some	of	them
have	been	enlisted	below:

Involvement	of	multiple	agencies	in	development	of	infrastructure
to	 promote	 industrialization,	 trade,	 tourism	 and	 transportation
across	country.
Presence	 of	 a	 dual	 institutional	 structure	 that	 has	 led	 to
development	of	major	and	minor	ports	as	individual	projects.
Lack	 of	 infrastructure	 for	 evacuation	 at	 major	 and	 minor	 ports
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leading	to	sub-optimal	transport	modal	mix.
Limited	 hinterland	 linkages	 that	 in	 turn	 increases	 the	 cost	 of
transportation	and	cargo	movement.
Limited	 development	 of	 coastal	 centres	 for	manufacturing,	 urban
and	economic	activities.
Low	 penetration	 of	 coastal	 and	 inland	 shipping	 in	 India	 due	 to
limited	facilities,	higher	costs	and	policy	constraints.
Presence	of	selective	mechanization	and	procedural	bottlenecks	at
ports.
Lack	of	scale,	deep	draft	and	other	facilities	at	various	ports	in	India.

Who	will	benefit	from	the	Sagarmala	Project?

Infrastructure	and	Developmental	Benefits:

3-4	modern	world	class	Mega	ports	of	200	MT	capacity	each	and	a
Transhipment	terminal	as	a	Regional	Container	Hub.
Establishing	 10	 state-specific	 Coastal	 Economic	 Regions	 (CER)	 that
will	foster	economic	growth	in	ports	and	their	hinterlands.
Better	integrated	connectivity	between	a	CER	and	hinterland.
Fully	 integrated	 coastline	 through	 inland	 and	 mega	 waterways
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(National	navigation	channels).
Greenfield	/	brownfield	options	for	river	&	coastal	ports.
Shift	 of	 modal	mix	 to	 an	 optimal	modal	mix	 (increase	 of	 coastal
shipping	and	inland	water	transport).
Seamless	 dedicated	 backward	 linkages	 with	 key	 Transport	 /	 Infra
projects	e.g.	Delhi	Mumbai	Industrial	Corridor.
3-4	Coastal	Tourist	circuits	 to	position	India	as	a	prominent	 tourist
destination.

Economic	Benefits:

15X	 growth	 in	 Coastal	 /	 IWT	 traffic	 increase	 over	 next	 20	 years
(government	estimate).
Capacity	augmentation	to	handle	5X	ports	traffic	increase	over	next
20	years.
Coastal	Economic	Regions	(CER)	leading	to	increased	GDP.
Significant	 employment	 creation	 in	 ports,	 shipping	 and	 ancillary
areas/ecosystem.	“One	crore	jobs	will	be	created	under	Sagarmala
project	 only	 in	 the	 shipping	 and	 ports	 sector,”	 Road	 Transport,
Highways	and	Shipping	Minister	Nitin	Gadkari	claims.
Structured	 urbanization	 of	 coast/rivers	 and	 development	 of
riverine/	coastal	communities.
Revenue	generation	 though	 increased	economic	activity	due	 to	all
round	development	of	the	coastal	cities	and	tourism.
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How	is	Sagarmala	Project	aligned	to	National	Priorities?

Development	of	Smart	Cities:	Cities	such	as	Vishakhapatnam	and
Krishnapatnam	 are	 likely	 to	 be	 focal	 points	 of	 the	 CER	 (Coastal
Economic	Region)	in	Andhra	Pradesh.	Similarly,	the	other	CERs	will
work	towards	the	planned	growth	of	other	port	towns	/	clusters	into
smart	cities.
Ganga	Waterway	and	Clean-up	projects:	The	Sagarmala	envisages
seamless	 connectivity	 of	 the	 sea-borne	 cargo	 with	 Inland
Waterways	 for	 hinterland	 movement	 of	 which	 the	 National
Waterways	-	1	is	a	critical	component.	Further,	Sagarmala	envisages
a	holistic	development	of	 riverine	 trade,	 transport	 and	 tourism.	 It
will	leverage	the	ongoing	projects	for	the	cleanup	of	the	Ganga	and
its	beautification	to	develop	tourism	circuits	and	support	organized
industrialization	in	the	inland	CER	in	order	to	reduce	the	impact	of
pollution.
Good	governance:	Sagarmala	aims	to	move	all	transactions	online,
re-engineer	 processes	 and	 effect	 seamless	 administration	 through
use	of	IT	and	organization	enablers	to	offer	better	services	to	users
and	customers.
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Make	 in	 India:	 The	development	 of	 CERs	 integrating	 existing	 and
new	coastal	industrial	clusters,	SEZs,	FTWZs	and	port	infrastructure
will	enable	export	oriented	manufacturing	in	India.
Reducing	 Transaction	 costs:	 The	 use	 of	 simplified	 processes	 and
seamless	 information	and	 goods	movement	 is	 expected	 to	 reduce
transaction	costs	and	enable	businesses	and	trade	to	become	more
competitive.

((( 	)))
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Infrastructure	-	India	had	minimum	power	shortage	in
FY16

While	 answering	questions	 in	 Lok	 Sabha,	Minister	 of	 Power,	 Piyush
Goyal	 said	 that	power	 shortage	was	 at	 its	 lowest	 ever	 level	 of	 2.1%	 in
FY16.	 The	 12th	 Five	 Year	 Plan	 targets	 a	 capacity	 addition	 of	 around
118537	MW	by	March	2017,	of	which	85,000	MW	has	been	added	by	the
conventional	 sources.	 India	will	 need	more	 electricity	 as	 its	 economy
grows.	Can	it	manage	more	power?
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What	is	the	power	situation	in	India?

Parliament	was	informed	that	the	power	shortage	was	at	2.1	%,	the
lowest	 level	 in	 a	 single	 year,	 in	 the	 last	 financial	 year	 (2015-16).
Power	 minister	 Piyush	 Goyal	 said	 in	 a	 written	 reply	 to	 the	 Lok
Sabha	-	“During	2015-16,	the	energy	shortage	was	2.1	%,	which	is	the
lowest	ever	in	a	single	year”.
During	 2014-15,	 electricity	 shortage,	 when	 total	 demand	 outstrips
supply	during	peak	hours,	was	3.6	%	whereas	it	was	slightly	higher
at	4.2	%	in	2013-14	and	8.7	%	in	2012-13.
The	minister	also	said	that	at	present,	there	is	no	shortage	of	coal	in
the	country.	None	of	the	coal-based	power	generation	plants	across
the	country	has	reported	any	loss	of	generation	due	to	shortage	of
coal	during	2015-16.

He	further	stated	that	at	present,	as	on	April	21st	2016,	coal	stock	at
power	plants	has	been	reported	to	be	more	than	37	Million	Tonne
(MT)	 by	power	utilities,	which	 is	 sufficient	 for	 operation	 of	 power
plants	for	about	25	days.
However,	 he	 said	 that	 at	 present,	 there	 is	 some	 deficit	 in	 the
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availability	of	domestic	gas.

Why	is	India	able	to	manage	its	power	requirements?

India	is	able	to	manage	its	power	requirements	by	importing	power
from	Bhutan	at	present.
The	imported	power	is	mainly	Bhutan’s	surplus	power	from	hydro
stations	 commissioned	 in	 Bhutan	 with	 the	 assistance	 from	 the
Government	 of	 India.	 During	 2015-16,	 energy	 imported	 from
Bhutan	was	about	5	billion	units	(BU).

India	–	Bhutan	Power	Diplomacy:

India-Bhutan	 river	 cooperation	 is	 non-problematic	 and	 rewarding
for	both	countries.	Bhutan’s	power	capacity	is	around	1500	MW	and
domestic	 need	 is	 as	 low	 as	 300-400	 MW.	 The	 surplus	 power	 is
exported	to	India.
India	provides	finance	to	Bhutan	or	directly	engages	in	Hydropower
plant	 construction,	 with	 commitment	 to	 purchase	 all	 the	 surplus
power.	India	operates	3	hydel	power	projects	generating	1,416	MW
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in	Bhutan	and	3	more	of	2,129	MW	are	under	construction.
This	 large	supply	of	clean	energy	encouraged	the	two	countries	 to
commit	 in	 2009	 for	 producing	 10,000	MW	 of	 hydroelectricity	 in
Bhutan	 by	 2020,	 including	 plans	 to	 build	 extra	 12	 hydro	 power
plants.	The	first,	Dagachhu	in	Dagana,	began	operating	in	2015.
During	2015-16,	Bhutan	received	nearly	US$100	million	from	India.
In	return,	Bhutan	exports	roughly	75	%	of	its	hydroelectricity	to	its
energy-hungry	neighbor.

When	will	India	be	truly	able	to	meet	growing	power	demands?

India	could	meet	its	growing	power	demands	when	certain	fundamental
issues	in	the	policies	and	the	society	are	addressed.	The	reforms	should
target	the	following	-

There	 is	huge	 power	 loss	 during	 transmission	 and	 distribution
(T&D)	 phases.	 DISCOMS	 should	 be	 encouraged	 to	 have	 a	 better
infrastructure	 to	 avoid	 or	 lessen	 such	 losses.	 Government	 could
incentivize	such	steps	from	DISCOMS.
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The	demand	supply	gap	due	to	lower	installed	generation	capacity
has	 to	 be	 overcome	 by	 increasing	 the	 installed	 power	 generation
capacity	 along	 with	 increased	 efficiency	 in	 producing	 and
distributing	electricity.
Privatization	 should	 be	 encouraged	 to	 improve	 the	 quality	 of
infrastructure	and	to	increase	competition	and	efficiency.
India	 must	 look	 for	 alternative	 sources	 of	 energy.	 Now,	 coal
contributes	about	67%	of	the	generated	power.
International	 Models	 must	 be	 explored.	 e.g.	 Switzerland	 -	 here
electricity	for	the	households	is	very	expensive	during	the	day,	but
cheaper	during	the	evenings.
Coal	 auctions:	 Rather	 than	 giving	 the	 coal	 blocks	 at	 throw	 away
prices,	open	auctions	will	make	the	power	plants	more	judicious	in
their	use	of	resources.
Public	 Awareness	 and	 Responsibility:	 Programs	 to	 raise
awareness	and	responsibility	in	public	should	be	conducted	to	avoid
energy	 theft	and	 to	encourage	use	of	energy	conservation	devices
and	responsible	lifestyles.

Where	does	India	stand	in	meeting	the	12th	Plan	target?
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The	 minister	 said	 that	 during	 the	 12th	 Plan	 period,	 cumulative
capacity	addition	of	84,990.7	MW	has	been	achieved	as	on	March	31,
2016.	 The	 actual	 target	 is	 88,537	 MW	 excluding	 30,000	 MW	 of
Renewal	Energy	source.	(Total	capacity	addition	target:	118537	MW)
Along	with	the	capacity	addition	targets,	the	other	specific	targets	as
part	of	12th	five	year	plan	are	Electricity	to	all	villages	and	reduce
Aggregate	Technical	and	Commercial	(AT&C)	losses	by	20%.
This	 plan	 also	 sets	 an	 ambitious	 target	 for	 the	 development	 of
renewable	energy	 in	 the	country.	However,	 the	 successive	budget
allocations	are	not	commensurate	with	the	target.

Why	is	India	struggling	to	add	capacity	in	Renewable	energy?

The	 challenges	 associated	with	 lack	 of	 capacity	 addition	 in	 renewable
energy	sector	are	due	to	the	following	reasons:

Absence	 of	 conducive	 policy	 and	 regulatory	 framework	 in	 some
states.
High	cost	of	certain	technologies.
Inconvenience	 in	 use	 of	 certain	 renewable	 energy	 based
applications	vis-a-vis	conventional	means.
Concerns	about	the	quality	and	reliability	of	the	equipment.
Lack	of	availability	of	adequately	skilled,	technical	man	power.
Lack	 of	 adequate	 infrastructure	 in	 states	 for	 evacuation	 of
renewable	power.
Lack	of	appropriate	infrastructure.
Lack	of	adequate	distribution	and	service	network.
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Who	is	entrusted	to	develop	Power	sector	in	India?

Item	38	 in	List	 III	 of	 the	7th	Schedule	of	 the	Constitution	of	 India
places	electricity	 in	 the	concurrent	 list,	 that	 is,	 on	which	both	 the
central	and	state	governments	have	jurisdiction.
In	 practice	 this	 has	 meant	 that	 the	 Centre	 takes	 charge	 of	 all
interstate	and	international	matters,	as	well	as	frame	overall	policy
for	 the	 sector.	 The	 state	 government	 is	 responsible	 for	 matters
within	the	state.
This	 concurrent	 nature	 of	 jurisdiction	 on	 electricity	 has	 led	 to
inefficiencies	 in	 the	 system.	 Since	 state	 governments	 today	 own
almost	 all	 the	 distribution	 (discoms)	 and	 perhaps	 60%	 of	 the
generation	 facilities	 in	 the	 country,	 this	 substantial	 part	 of	 the
power	 system	 operates	 inefficiently,	 unprofitably	 and	 is	 a	 major
drain	on	government	resources.	 It	 is	not	as	 if	 central	government
ownership	is	necessarily	better;	but	on	the	whole	it	has	performed
better	than	state	owned	facilities.

Although	there	were	reform	initiatives	in	the	past,	the	sector	is	crippled
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with	problems	of	its	own.

The	 policies	 made	 were	 not	 realistic	 and	 never	 met	 the	 planned
targets.
The	 implementation	 side	of	policies	 is	 lacking	due	 to	bureaucratic
hurdles.
Populist	 measures	 adopted	 by	 the	 political	 leadership	 pushed	 the
distribution	companies	into	severe	losses.

How	is	the	deficiency	in	availability	of	domestic	gas	met?

The	 Power	 Minister	 said	 that	 there	 is	 deficit	 in	 availability	 of
domestic	gas.
This	 deficiency	 is	 being	 met	 by	 government	 initiatives	 like	 the
scheme	 of	 utilization	 of	 RLNG	 (Regassified	 Liquefied	Natural	 Gas).
This	 scheme	 helped	 in	 improving	 the	 generation	 from	 gas	 based
power	stations.
During	 2015-16,	 the	 growth	 of	 generation	 from	 gas	 based	 power
station	was	14.6	%	over	the	same	period	last	year.
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Enhanced	availability	of	domestic	coal	has	offset	shortage	of	gas	and
has	 resulted	 in	 growth	 in	 overall	 thermal	 generation	 from	 coal	&
gas	based	power	plants	to	7.4	%	during	the	year	2015-16	as	well	as
reduction	of	10.6	MT	import	of	coal	by	power	sector.

How	 did	 Central	 Government	 try	 to	 solve	 the	 problems	 of	 Power
sector?

The	 Centre,	 in	 the	 absence	 of	 powers	 over	 the	 state	 systems,	 has
tried	 financial	 incentives	 to	 encourage	 state	 governments	 to	 run
their	systems	more	efficiently,	privatize	distribution,	 separate	 load
dispatch	 functions	 from	 their	 transmission	 and	 distribution
enterprises,	renovate	and	modernize	their	generation,	but	with	very
moderate	success.
It	has	recently	launched	UDAY	–	Ujjwal	Discom	Assurance	Yojana	–
to	 reduce	 the	 financial	 burden	 on	 the	 discoms.	 An	 increasing
number	of	states	is	adopting	UDAY.

((( 	)))
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Infrastructure	-	Bharat	Mala:	India	takes	the	highway

In	an	ambitious	project,	Modi	government	plans	to	build	25,000	km	of
road	 networks	 in	 the	 country.	 The	 plan	 is	 to	 link	 border	 and	 coastal
areas	with	road	networks.	Bharat	Mala	takes	a	cue	from	Sagar	Mala,	the
project	 to	 construct	 a	 string	 of	 ports	 in	 the	 Indian	 Ocean	 to	 protect
maritime	interests.	The	government	says	the	project	will	‘connect	India
like	never	before’.
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What	has	the	Transport	Ministry	proposed?

In	January	this	year,	the	Road	Transport	and	Highways	Ministry	had
prepared	a	draft	Cabinet	note	on	the	Rs	2.6-lakh	crore	Bharat	Mala
project	 that	 envisages	 construction	 of	 25,000	 km	 of	 roads	 along
India’s	borders,	 coastal	 areas,	 ports,	 religious	and	 tourist	places	 as
well	as	over	100	district	headquarters.
The	 note	 proposes	 to	 bring	 under	 the	 project	 all	 of	 the	ministry’s
road	 construction	 schemes	 including	Setu	Bharatam,	Char	Dham
Connectivity	and	National	Highways	Development	Programme.
The	ministry	aims	to	complete	the	project	by	2022.

The	 government	 plans	 to	 construct	 over	 50,000	 km	 of	 roads	 over	 the
next	five	years,	which	will	extend	the	country’s	highway	network	to	1.5
lakh	km.	The	government	will	fund	most	of	the	Bharat	Mala	project	but
some	 works	 under	 it	 can	 also	 be	 taken	 up	 in	 the	 public-private
partnership	(PPP)	mode.

Why	does	India	need	Bharat	Mala?

India	had	a	road	network	of	over	4,689,842	kilometres	in	2013,	the
second	largest	road	network	in	the	world.
As	of	April	2015,	India	had	completed	and	placed	in	use	over	24,000
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kilometres	 of	 recently	 built	 4	 or	 6-lane	 highways	 connecting
many	of	its	major	manufacturing	centres,	commercial	and	cultural
centres.
According	to	2009	estimates	by	Goldman	Sachs,	India	will	need	to
invest	US	$1.7	 trillion	on	 infrastructure	projects	before	2020	 to
meet	its	economic	needs.
Bharat	 Mala	 aims	 at	 building	 the	 missing	 links	 and	 extends	 the
network	to	where	no	road	exists	at	present.
Bharat	 Mala	 will	 provide	 enhanced	 road	 connectivity	 to	 different
border	 regions	 in	 a	 structured	 fashion.	 It	 will	 go	 a	 long	 way	 in
increasing	accessibility	to	border-hugging	regions	of	the	nation.

Bharat	Mala	has	economic	and	strategic	significance.

Strategically,	 it	 provides	 the	 armed	 forces	 easier	 access	 to	 the
border	areas.
And	 economically,	 trade	 possibilities	 with	 neighbouring	 countries
via	the	land	route	also	improve.

When	did	Bharat	Mala	fail	to	take	off?

The	(then)	Rs	80,000-crore	Bharat	Mala	project,	aimed	at	improving
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connectivity	 in	border	areas	 including	the	coastal	boundary,	 failed
to	take	off	in	2015	as	stakeholders	including	various	ministries	and
the	states	are	yet	to	firm	up	their	views	on	the	proposal.
The	(then)	7,000-km	project,	conceived	around	April	last	year	by	the
ministry	 of	 road	 transport	 and	 highways,	 was	 designed	 to	 cover
Gujarat,	Rajasthan,	Punjab,	 Jammu	&	Kashmir,	Himachal	Pradesh,
Uttarakhand,	 part	 of	 Uttar	 Pradesh,	 Bihar	 and	West	 Bengal	 in	 the
first	 phase	 and	 then	move	 to	 Sikkim,	 Assam,	 Arunachal	 Pradesh,
Manipur	and	Mizoram.
Even	 as	 the	 Nitin	 Gadkari-led	 road	 ministry	 had	 tentatively
identified	the	stretches	that	could	be	covered	under	the	project	and
sent	its	proposals	to	the	respective	states	and	ministries,	along	with
a	 draft	 cabinet	 note,	 the	 responses	 from	 the	 stakeholders	 was
lukewarm.
Rajasthan	 (1,500	 km),	 Odisha	 (650	 km)	 and	 Tamil	 Nadu	 (600-km)
were	among	the	states	to	be	the	biggest	beneficiaries	of	the	project,
which	aimed	to	provide	smooth	connectivity	along	the	states	on	the
border	 and	 coast	 for	 strategic	 reasons.	 This	 would	 also	 provide
employment	opportunities	to	the	states.
The	 length	 of	 the	 project	 has	 gone	 up	 beyond	 the	 7,000	 km
originally	 conceived	 as	 some	 of	 the	 states	 are	 urging	 for	 greater
lengths	to	be	taken	up	under	the	Bharat	Mala	project
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Where	are	efforts	being	made	to	connect	India	more	and	better?

Stalled	 road	 projects	 have	 been	 debottlenecked,	 long-pending
contracting	disputes	resolved	and	unviable	projects	aborted.
The	 transformative	 Bharat	 Mala	 project	 has	 been	 started	 for
construction	of	roads	along	India’s	borders	and	coastal	areas.
Toll	 fee	 collection	 at	 62	 toll	 plazas	 has	 been	 discontinued	 for
enhanced	convenience	of	commuters.
Highway	projects	awarded	has	registered	more	than	120%	increase
over	the	 last	year.	Number	of	roads	constructed	through	Pradhan
Mantri	Gram	Sadak	Yojana	has	also	registered	a	major	increase.

Who	will	be	subsumed	by	Bharat	Mala?

Setu	Bharatam	 is	 a	 programme	 for	 building	 bridges	 for	 safe	 and
seamless	 travel	 on	 National	 Highways.	 The	 programme	 aims	 to
make	 all	 National	Highways	 free	 of	 railway	 level	 crossings	 by
2019.	This	is	being	done	to	prevent	the	frequent	accidents	and	loss
of	 lives	 at	 level	 crossings.	 The	 Ministry	 has	 informed	 that	 208
Railway	 Over	 Bridges	 (ROB)/Railway	 Under	 Bridges	 (RUB)	 will	 be
built	at	the	level	crossings	at	a	cost	of	Rs.	20,800	crore	as	part	of	the
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programme.
Char	 Dham	 connectivity	 improvement	 project	 in	 Uttarakhand
involves	 widening	 2	 way	 lanes	 that	 exists	 between	 Char	 Dham
shrines	Badrinath,	Kedarnath,	Gangotri	and	Yamunotri.	The	889
kilometre	 Char	 Dham	 road	 connectivity	 improvement	 will	 also
entail	 construction	 of	 12	 big	 bridges,	 60	 smaller	 bridges	 and	 two
tunnels-	 at	 Radi	 Tap	 and	 Chambal.	 A	 major	 part	 of	 the	 road
connecting	 the	 Char	Dham	had	 suffered	 extensive	 damage	 in	 the
2013	flash	flood.	Last	year,	the	Char	Dhama	Yatra	resumed	after	the
state	government	restored	the	road	connectivity	to	the	four	places.
The	 National	 Highways	 Development	 Project	 is	 a	 project	 to
upgrade,	rehabilitate	and	widen	major	highways	in	India	to	a	higher
standard.	 The	 project	 was	 started	 in	 1998.	 National	 Highways
account	for	only	about	2%	of	the	total	length	of	roads,	but	carry
about	40%	of	the	total	traffic	across	the	length	and	breadth	of	the
country.	 The	 Golden	 Quadrilateral	 connecting	 the	 four	 major
cities	of	Delhi,	Mumbai,	Chennai	and	Kolkata	would	be	5,846	km	in
total	length	(when	completed).

How	can	India’s	Highways	be	improved?
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The	 crammed	 highways	 chocking	 flow	 of	 goods	 have	 stalled	 the
Indian	economy	for	long.
India’s	national	and	state	highways,	which	together	account	for
less	than	five	per	cent	of	the	road	network,	accounted	for	63%	of
the	 total	 road	 deaths	 during	 2014.	 Speeds	 on	 highways	 are
typically	higher	than	speeds	within	city	limits	and	are	often	violated
because	of	lax	enforcement.	A	well-equipped	patrolling	system	and
ambulances	with	all	 basic	needs	must	be	provided	 to	 take	 care	of
victims	of	road	accidents.
To	 ensure	 non-stop	 vehicle	 movement	 at	 toll	 plazas,	 NHAI	 has
rolled	out	cashless	payment	mechanism,	FASTag,	at	over	275	 tolls
on	highways	across	the	country.
Government	has	to	improve	the	road	conditions,	including	repairs,
and	enhance	visibility	to	minimise	road	curves	to	save	lives.
All	 private,	 state	 transport	 buses,	 and	 trucks	 (almost	 one	 crore	 in
number)	should	necessarily	have	smart	cards	to	breeze	through	the
toll	plazas,	without	holding	up	traffic.
There	 must	 be	 compulsory	 road	 survey	 of	 state	 and	 national
highways	 every	 few	months,	 reporting	 any	 damages	 immediately
and	rectifying	the	same	within	a	month.

It	should	not	be	just	about	making	the	Highways;	it	should	also	be	about
maintaining	them.

((( 	)))
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Infrastructure	-	India	needs	$1.5	trillion	for	infra

Arun	 Jaitley	 recently	 said	 that	 India	 needs	 1.5	 trillion	 dollars	 in	 the
medium	 term	 to	 get	 the	 infrastructure	 it	 needs.	 While	 the	 need	 for
infrastructure	 investment	 is	 clear,	 equally	 important	 is	 the	 need	 to
sustainably	 manage	 such	 investments.	 The	 government’s	 success	 in
infrastructure	will	be	measured	not	by	the	quantum	of	funds	invested,
but	 on	 how	 infrastructure	 contributes	 to	 India’s	 social,	 economic	 and
environmental	objectives.
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What	has	the	FinMin	said?

Arun	 Jaitley	 while	 addressing	 a	 seminar	 on	 “Infrastructure	 and
Global	 Economic	 Growth”	 organised	 by	 China	 sponsored	 Asia
Infrastructure	 Investment	Bank	 (AIIB)	 said	 that	 India	 needs	 over
USD	 1.5	 trillion	 in	 investment	 in	 the	 next	 10	 years	 to	 bridge
infrastructure	 gap	 as	 the	 government	 intends	 to	 connect	 seven
hundred	thousand	villages	with	roads	by	2019	as	part	of	a	massive
modernization	plan.
He	 also	 spoke	 of	 massive	 rural	 sanitation	 program	 as	 part	 of
India’s	current	infrastructure	focus.
In	 terms	 of	 highway	 construction	 this	 year	 alone	 the	 target	 is
10,000	kms.
India’s	railway	system	is	over	100	years	old.	It	is	also	going	in	for	a
massive	modernization.
The	 government	 plans	 to	 build	 more	 airports,	 sea	 ports	 and
generate	 more	 power,	 particularly	 renewable	 energy	 which	 is
ecologically	also	better	from	all	points	of	view.
About	arranging	funding	for	the	massive	development,	Arun	Jaitley
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said,	“We	realize	that	starting	point	is	public	finances.	It	is	only	when
the	public	finances	are	put	into	it,	you	start	attracting	a	lot	of	private
funds	and	the	activity	begins”.
India	would	also	use	the	additional	resource	which	is	available	with
itself	as	a	result	of	falling	prices	(India	being	a	big	importer	of	crude
oil	benefits	from	low	oil	prices).
At	 the	 same	 time,	 the	developmental	 institutions	 like	World	Bank
and	 Asian	 Development	 Bank	 put	 in	 a	 lot	 of	 money	 because
infrastructure	 funding	 also	 brings	 in	 long	 term	 returns	 on	 a
sustainable	basis.
The	government	has	set	up	India	Infrastructure	Investment	Fund
where	 the	 government	holds	minority	 stake	 to	 attract	 investment
for	infrastructure	projects.
Arun	 Jaitley	 also	 said	 the	 government	 is	 seeking	 private	 sector
participation	in	converting	railway	stations	into	commercial	hubs.

Why	does	India	need	big	investments	in	infrastructure?

According	to	VKRV	Rao,	a	noted	Indian	economist,	the	link	between
infrastructure	and	economic	development	is	not	a	once	and	for	all
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affair.It	is	a	continuous	process;	and	progress	in	development	has
to	 be	 preceded,	 accompanied,	 and	 followed	 by	 progress	 in
infrastructure,	 if	 we	 are	 to	 fulfill	 our	 declared	 objectives	 of
generating	a	self-accelerating	process	of	economic	development.
India	 has	 been	 able	 to	 sustain	 growth	 in	 the	 phase	 of	 global
slowdown	essentially	on	the	strength	of	the	infrastructure	creation
in	India	where	the	gap	is	huge.
The	focus	of	India	in	the	next	decade	on	plugging	the	infrastructure
gap	will	 also	 generate	 growth,	 employment	 and	pull	 a	 number	 of
people	out	of	poverty.
If	 India	 has	 to	 truly	 graduate	 from	 an	 emerging	 economy	 into	 a
developed	one,	it	is	extremely	vital	for	the	country	to	have	the	right
infrastructure,	not	just	quantitatively	but	qualitatively	as	well.
Investment	 in	 Infrastructure	 would	 boost	 the	 overall	 economic
scenario	 in	 India	 because	 of	 its	 strong	 backward	 and	 forward
linkages.

When	did	the	PM	assign	infra-targets	to	ministries?

In	an	ambitious	drive	to	step	up	infrastructure	investment	and	speed	up
execution,	Prime	Minister	Narendra	Modi	has	earlier	this	month	(June
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2016)	set	targets	for	key	ministries	that	have	to	be	delivered	by	end	of
the	present	financial	year	to	effect	visible	change	on	ground.

These	will	now	be	regularly	monitored	by	NITI	Aayog	and	reviewed
by	the	Prime	Minister	himself	on	a	quarterly	basis.

The	PM	has	 identified	26	action	points	under	12	heads	 for	roads
and	36	action	points	for	railways	under	about	a	dozen	heads	that
need	quick	action	by	ministries	to	implement	them	in	a	time-bound
manner.
Similar	targets	have	been	set	for	others	as	well,	such	as	the	number
of	 villages	 that	 have	 to	 be	 electrified.	 Deadlines	 for	 these	 actions
range	 from	 three	 months	 to	 up	 to	 three	 years	 for	 different	 key
actions	 and	 there	 is	 clear	 indication	 that	Modi	 does	 not	want	 any
slippage	on	the	targets.
Some	big-ticket	interventions	include	raising	long-term	funding	for
road	 projects,	 developing	 a	 contractor	 rating	 system	 that	 would
incentivise	early	project	completion,	bringing	about	organisational
reforms	 in	 Indian	 Railways	 and	 improvement	 in	 governance
structure	 by	 setting	 up	 an	 independent	 regulator	 to	 correct	 tariff
imbalance	in	railways.
The	 ministry	 of	 road	 transport	 and	 highways	 has	 been	 asked	 to
finalize	 highway	network	 expansion	 and	 operations	 plan	 for	 next
three	 years	by	 September	 this	 year,	while	 accelerating	 the	 rate	 of
construction	of	roads	in	the	North-East	by	six	months	to	November
2016.
Indian	 Railways	 has	 been	 asked	 to	 increase	 the	 total	 lines
commissioned	from	7-8	km	per	day	to	10	km	per	day	by	FY2017
and	15	km	per	day	by	FY2019	besides	increasing	the	average	speed
of	freight	and	passenger	trains	by	5	km	per	year	every	year	for	next
five	years.
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Where	are	the	problems	with	the	PPP	model?

A	World	Bank	report	says	private	participation	in	infrastructure	has
gone	down	to	$	4.2	billion	in	2015	from	$	73.7	billion	in	2010.	The
interesting	 fact	 is,	 in	 this	 the	 share	 of	 PPP	 (Public-Private
partnership)	was	 $	 4.1	 billion	 in	 2015	 down	 from	 $	 48.4	 billion	 in
2010.	This	is	bad	news	for	India’s	economy	because	the	growth	rate
(of	GDP)	cannot	be	sustained	without	private	investment.
The	 worst	 decline	 has	 been	 in	 areas	 like	 electricity	 where	 PPI
(Private	Participation	 in	Infrastructure)	 fell	 from	$	37.8	billion	to	$
2.1	 billion	 in	 which	 PPP	 share	 was	 $	 33	 billion	 and	 $	 2.1	 billion
respectively.
There	 has	 been	 sharp	 declines	 in	 areas	 like	 ports	 and	 roads	 too
where	PPI	took	place	through	the	PPP	route.
Nevertheless,	the	decline	is	comprehensible	not	only	because	of	the
slowing	 down	 of	 economy	 from	 over	 9%	 to	 around	 5%	 (old	 data
series)	 and	 7%	 (new	 data	 series),	 but	 also	 because	 infrastructure
heavyweights	like	GMR	and	GVK	that	built	most	of	the	new	airports,
are	in	deep	financial	stress.
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There	are	firms	which	do	not	have	enough	operational	incomes	or
EBIT	 (Earnings	 Before	 Interest	 &	 Tax)	 to	 cover	 interest	 payments
(interest	cover	being	less	than	one).	Mere	economic	growth	will	not
be	enough	to	rescue	such	firms.
The	 reasons	 for	 the	 failure	 of	 PPP	 projects	 in	 India	 are	 many	 -
ranging	from	poor	preparations,	 flawed	risk-sharing,	 inappropriate
business	models	and	fiscal	uncertainties	to	vested	interests	leading
to	development	of	skewed	qualification	criteria.
Inflated	traffic	projections	at	the	bidding	stage	skews	the	projections
of	financial	viability	for	the	operator.
The	 only	 plan	 for	 the	 government	 would	 be	 to	 step	 up	 the
investment	 to	 an	 extent	 like	 in	 the	 case	 of	 roads	 where	 hybrid
equity	models	are	used.
Having	 flexible	 sector	 regulators	 and	 allowing	 firms	 to	 exit	 is
another	way	to	get	the	PPI/PPP	model	on	track.

Who	has	recommended	changes	to	the	PPP	model?

The	 Committee	 on	 Revisiting	 and	 Revitalizing	 the	 PPP	 model	 of
Infrastructure	Development	chaired	by	Dr.	Vijay	Kelkar	 submitted	 its
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report	to	the	Finance	Ministry	on	November	19,	2015.

The	Committee	noted	that,	with	the	current	demographic	transition,
and	 the	 consequent	 growing	 need	 for	 better	 infrastructure,	 India
needs	 to	get	a	mature	PPP	model.Currently,	PPP	contracts	 focus
more	on	 fiscal	benefits.	The	 focus	should	 instead	be	on	service
delivery	for	citizens.
The	 PPP	 model	 requires	 the	 involvement	 of	 a	 private	 partner	 to
leverage	financing	and	improve	operational	efficiencies.	Therefore,
state	owned	enterprises	or	public	sector	undertakings	should	not	be
allowed	to	bid	for	PPP	projects.
This	model	should	be	adopted	only	after	checking	its	viability	for
a	 project,	 in	 terms	 of	 costs	 and	 risks.	 Further,	 PPP	 structures
should	not	be	adopted	for	very	small	projects,	since	the	benefits
are	not	commensurate	with	the	costs.
Inefficient	and	 inequitable	allocation	of	 risk	 can	be	a	major	 factor
leading	to	failure	of	PPPs.	It	should	be	ensured	that	risk	is	allocated
to	the	entity	that	is	best	suited	to	manage	the	risk.
Ministry	of	Finance	may	develop	a	national	PPP	policy	document,
endorsed	 by	 the	 Parliament.	 The	 Committee	 also	 recommended
formulating	 a	 PPP	 law,	 if	 feasible.	 Further,	 the	 Prevention	 of
Corruption	Act,	 1988	 should	be	amended	 to	 distinguish	 between
genuine	errors	in	decision	making	and	acts	of	corruption	by	public
servants.
The	capacity	of	all	stakeholders	should	be	built	up.	A	national	level
institution	should	be	set	up	to	support	institutional	capacity	building
activities,	and	encourage	private	investment.
Since	 infrastructure	 projects	 span	 over	 20-30	 years,	 a	 private
developer	may	lose	bargaining	power	because	of	abrupt	changes	in
the	 economic	 or	 policy	 environment.	 The	 Committee
recommended	 that	 the	 private	 sector	 must	 be	 protected	 against
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such	loss	of	bargaining	power.	This	could	be	ensured	by	amending
the	 terms	 of	 the	 PPP	 contracts	 to	 allow	 for	 renegotiations	 (for
example,	 in	 Tata-Adani	 power	 projects,	 change	 in	 Indonesian	 law
created	panic).

How	can	India	attract	foreign	capital	in	infra	projects?

Right	 now,	 India	 has	 a	 politically	 stable	 government,	 its	 economy	 is
growing	at	a	health	rate,	the	fiscal	health	is	good,	and	inflation	is	benign.

To	 sustain	 high	 growth	 and	 support	 business	 activity,	 it	 would	 be
imperative	for	India	to	develop	a	robust	infrastructure.	For	example,	in
a	country	where	national	highways	account	for	only	2	per	cent	of	the
total	road	network	but	carry	40	per	cent	of	the	total	traffic,	there	is	a
dire	need	to	undertake	capacity	expansion	at	the	earliest.	So,	the	need
for	infrastructure	is	well	established.	The	sources	for	its	funding	need	to
be	varied	and	robust.

Attracting	Foreign	Capital:
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The	 infrastructure	 sector	 has	 emerged	 as	 a	 separate	 asset	 class	 in
global	asset	management	over	the	past	decade.
There	 is	 significant	 liquidity	 available	 for	 investments	 in	 India’s
asset	class,	especially	with	the	infrastructure	asset	supply	becoming
scarce	in	the	Western	markets.
These	 infrastructure	 investors	 mainly	 comprise	 sovereign	 wealth
funds,	 global	 pension	 funds,	 insurance	 companies,	 endowment
funds,	etc.Such	investors	are	interested	in	investing	in	long	term
infrastructure	assets	that	generate	stable	returns.
As	per	estimates,	 India	 could	attract	 $50	billion	over	 the	next	 five
years	 from	 such	 investors.	 Such	 capital	 from	 leading	 sovereign
wealth	 funds	 and	 global	 pension	 funds	 could	 provide	meaningful
capital	base	to	the	government	for	financing	greenfield	projects.
The	 government	 appears	 to	 be	 already	 evaluating	 this	 option	 by
way	of	Toll-Operate-Transfer	construction	in	the	road	sector.

Hedging

A	hedge	is	an	investment	to	reduce	the	risk	of	adverse	price	movements
in	an	asset.	As	a	quick	example,	 the	crash	of	Pound	post	Brexit	would
not	 impact	 those	 investors	 in	 the	 UK	 who	 had	 bought	 hedging
instruments.	 Essentially,	 if	 the	 pound	 falls,	 there	 is	 some	 other	 asset
whose	value	increases,	so	the	risk	is	hedged.

In	India,	hedging	instruments	are	relatively	expensive	(typically,	6-8
per	cent	p.a.)	and	are	not	long	dated	enough.
Considering	 the	 long	 tenure	 of	 infrastructure	 assets,	 foreign
exchange	 currency	 risk	 is	 a	 key	 concern	 area	 for	 the	 investors.
Development	of	a	wider	portfolio	of	hedging	products	with	longer	a
tenor	would	address	investor	concerns	significantly.

((( 	)))

1253



1254



Infrastructure	-	Sub-standard	sub-urban

The	 suburban	 passengers	 comprise	 an	 average	 72.86	 per	 cent	 of	 the
total	 3054	 crore	 passengers	 carried	 during	 the	 five	 year	 period	 from
2010-11	 to	 2014-15	by	 the	 Indian	Railways.	Knappily	 analyzes	 the	CAG
report	 evaluating	 the	 performance	 of	 Indian	 Railways	 on	 operational
efficiency	in	providing	adequate	suburban	train	services,	the	adequacy
of	 security	and	amenities	provided	 to	passengers	and	 the	efficiency	 in
improvement	of	overall	financial	performance.
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What	has	the	CAG	found?

The	 Comptroller	 and	 Auditor	 General	 (CAG)	 report	 has	 squarely
blamed	 the	 Indian	 Railways	 for	 not	 providing	 adequate	 train
services,	 leading	 to	 overcrowding	 and	 death	 of	 passengers	 in
suburban	trains.
During	 the	period	 January	2010	 to	December	2014,	out	of	33445
deaths	in	suburban	sections,	19868	deaths	(59	per	cent)	occurred
due	to	line	crossing/trespassing.
Further,	17638	(52.74	per	cent)	death	cases	occurred	in	Mumbai
suburban	section	alone.
Around	15	per	cent	of	the	deaths	happened	due	to	passengers	falling
from	running	trains.
The	overall	growth	in	number	of	passengers	in	suburban	section	of
the	 Railways	 during	 2014-15	 was	 negative	 –	 1	 percent	 less	 -	 as
compared	to	the	previous	year	2013-14.
A	 variety	 of	 reasons	 i.e.	 weak	 condition	 of	 track,	 points	 and
crossings,	 encroachment	 along	 the	 Railway	 tracks,	 weak	 bridges
and	others	 (Signaling,	 level	 crossing	etc.)	 resulted	 in	 imposition	of
speed	restrictions	and	their	persistence	for	years	indicated	that	the
Railways	 did	not	 initiate	 effective	 remedial	measures	 to	withdraw
speed	restrictions.
Indian	 Railways	 could	 not	 achieve	 the	 target	 of	 elimination	 of
level	 crossings	 as	 envisaged	 in	 the	 Vision	 2020	 documents.
Besides,	 tardy	 progress	 of	 bridge	 works	 for	 elimination	 of	 level
crossings	 indicated	 lack	 of	 concern	 of	 Indian	 Railways	 in
minimising	accidents	at	level	crossings.
There	was	also	a	“vast	difference	between	number	of	deaths	reported
(by	 railway	 zones)	 in	 (the)	 Annual	 Statistical	 Statement	 of	 Indian
Railways	and	the	figures	reported	by	the	Government	Railway	Police
(GRP)”.
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Why	 has	 the	 CAG	 indicted	 the	 Indian	 Railways	 over	 passenger
amenities?

Suburban	 sections	 in	 the	 seven	 Zonal	 Railways	 of	 Indian	 Railway
transport	 on	 an	 average	 450	 crore	 passengers	 every	 year.	 Cleanliness
and	 sanitation	 in	 trains	 and	 stations	 is,	 therefore,	 essential	 for
promotion	of	public	health.

It	was	noticed	that	internal	as	well	as	external	cleaning	of	coaches
was	being	done	manually,	due	to	which	coaches	were	dirty/shabby
from	outside.	This	was	in	violation	of	the	contract	conditions	which
mandated	mechanized	cleaning	of	the	coaches,	but	no	penalty	was
recovered	 as	 the	 contract	 conditions	 did	 not	 provide	 for	 levy	 of
penalty	for	non/poor	performance.
Scrutiny	 of	 records	 regarding	 provision	 of	 passenger	 amenities
revealed	 that	 Minimum	 Essential	 Amenities	 as	 per	 prescribed
norms	and	also	certain	facilities	envisaged	for	provision	at	Adarsh
Stations	were	not	provided.
The	CAG	flagged	security	concerns	as	there	were	no	x-ray	scanners
at	 71	 of	 the	 81	 Adarsh	 railway	 stations	 selected.	 Out	 of	 221	 door-
frame	metal	 detectors	 at	 various	 stations,	 44	 per	 cent	were	 found
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non-functional,	“compromising	safety	and	security	of	passengers”.
Lifts/Escalators	were	 to	 be	 provided	 at	 Adarsh	 suburban	 stations
(subject	 to	 feasibility)	mainly	 to	 facilitate	movement	 of	 physically
challenged	and	aged	persons.	This	amenity	was	not	provided	at	72
out	 of	 81	 selected	 stations.	 Ramps	 for	 physically	 challenged
passengers	were	also	not	provided	at	55	out	of	81	 selected	Adarsh
stations.
It	also	said	that	in	the	last	three	years,	the	Indian	Railways	had	not
fully	utilised	the	funds	allotted	for	passenger	amenities	and	that
over	10	per	cent	funds	were	unutilised	against	the	budget	allocation
in	four	Railway	zones.

Note:	In	the	Railway	Budget	of	2009-10,	the	government	announced	the
development	 of	 Adarsh	 stations,	 with	 improved	 ticketing,	 circulating
area	and	signage	and	easy	access	and	exit.

When	has	the	carrying	capacity	been	found	lacking?

Capacity	of	transport	has	two	basic	parameters:	whether	it	is	capable	of
carrying	the	required	levels	of	traffic	and	whether	there	is	a	free	flow	of
traffic	 not	 amounting	 to	 any	 delays.	 The	 CAG	 found	 capacity	 of
suburban	services	constrained	on	both	accounts.

1258



During	rainy	season	poor	drainage	on	tracks	causes	flooding,	often
leading	to	delay	and	or	cancellation	of	 trains.	Proper	maintenance
of	 track	 is	 an	 important	 factor	 for	 smooth	 suburban	 train
operations.
Signal	 failures	 and	 unit	 defects/unit	 shortage	 have	 also	 added	 to
capacity	constraints.
Speed	restrictions	have	been	imposed	due	to	poor	track	conditions,
existence	of	level	crossings,	weak	bridges	and	encroachments	along
the	 track.	 Indian	 Railways	 failed	 to	 initiate	 effective	 remedial
measures	to	withdraw	speed	restrictions.
Concerned	 Zonal	 Railways	 could	 not	 achieve	 the	 targets	 for	 track
related	works	on	suburban	sections	adversely	leading	to	delays.

Where	has	the	CAG	found	the	suburban	services	lacking	in	disaster
management?

The	 CAG	 found	 the	 disaster	 management	 plans	 of	 Railways	 “not
comprehensive”	 and	 noted	 that	 there	 are	 shortcomings	 in	 its	 safety
plan.

They	lacked	uniformity	and	also	did	not	adhere	to	the	provisions
of	the	Disaster	Management	Act	2005.
There	were	no	definite	schedules	of	inspection	with	all	divisions	not
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being	 equally	 covered.	 Many	 of	 the	 shortcomings	 noticed	 during
the	 previous	 safety	 audit	 (conducted	 by	 Railways)	 remained
unattended.
The	 CAG	 observed	 deficiencies	 in	 all	 zones	 in	 provision	 of	 Self-
Propelled	 Accident	 Relief	 Trains	 (SPARTs),	 Accident	 Relief
Trains	 (ARTs),	 Accident	 Relief	 Medical	 Vans	 (ARMVs)	 and
equipment	provided	therein.	The	national	auditor	said	the	ARTs	and
ARMVs	were	located	in	the	yard	which	was	not	easily	accessible.
It	 found	 that	 the	 provision	 for	 recovery	 and	 relief	 during	 golden
hour	was	not	adequate	as	Accident	Relief	Trains	never	reached	the
accident	site	within	that	time.
The	 status	 of	 progress	 of	 training	 imparted	 to	 frontline	 staff
indicated	 that	 Indian	 Railways	 is	 not	 serious	 in	 developing	 their
skills	to	deal	with	emergency.

Note:	The	golden	hour	is	the	first	hour	after	a	serious	accident	when	it	is
crucial	 that	 the	 victim	 receives	medical	 treatment	 in	 order	 to	 have	 a
chance	of	survival.

Who	 is	 responsible	 for	 the	 depleting	 finances	 of	 suburban	 train
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services?

In	 view	 of	 mounting	 loss	 of	 revenue	 on	 account	 of	 suburban	 train
services,	Standing	Committee	on	Railways,	in	their	34th	Report	(October
2007)	 recommended	 effective	 implementation	 of	 measures	 in	 a	 time
bound	 manner	 to	 improve	 the	 financial	 results	 of	 the	 suburban
sections.	The	CAG	reviewed	how	the	performance	has	been	since	then.

The	CAG	found	that	the	overall	position	of	passengers	travelling	and
earnings	from	the	suburban	section	on	seven	Zonal	Railways	during
the	 review	 period	 showed	 a	 positive	 trend.However,	 it	 was
observed	 that	 the	 growth	 in	 passenger	 earnings	 during	 the
review	period	(2010-15)	was	not	commensurate	with	the	growing
operational	costs.
Operating	ratio	of	the	suburban	sections	on	all	Zonal	Railways	was
more	 than	 100	 per	 cent	 during	 the	 review	 period	 indicating	 that
gross	revenue	 from	this	segment	was	substantially	 lower	 than	 the
gross	operating	expenses	incurred.
Thus,	 Indian	 Railways	 failed	 in	 adopting	 effective	measures	 to
reduce	operational	losses	on	account	of	suburban	services	which
had	adversely	affected	the	operating	ratio	of	 the	Zonal	Railways
as	a	whole.

Note:	 The	 financial	 health	 of	 the	 railways	 is	 determined	 by	 its
Operating	Ratio	(OR).	OR	indicates	how	much	railway	spends	to	earn	a
rupee.	An	OR	of	85%	means	that	the	Railway	is	spending	85	paisa	to	earn
100	paisa.	The	lower	the	OR,	the	more	profitable	the	operations.
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How	has	the	CAG	said	the	state	of	suburban	services	can	improve?

The	 CAG	 has	 provided	 actionable	 recommendations	 to	 the	 Indian
Railways:

To	 ease	 overcrowding	 and	 accidental	 deaths:	 Enhance	 carrying
capacity	 of	 Electric	 Multiple	 Unit	 (EMU)	 rakes,	 increase	 the
frequencies	of	suburban	train	services	and	take	effective	actions	to
operate	train	services	as	per	time	schedule	maintaining	punctuality.
Capacity	 augmentation:	 Expedite	 works	 relating	 to	 capacity
augmentation	such	as	elimination	of	Level	Crossings,	withdrawal	of
speed	 restrictions,	 removal	 of	 encroachments	 especially	 in	 safety
zone,	introduction	of	new	coaches,	replacement	of	over-aged	rolling
stock	etc.
Passenger	 amenities:	 Accord	 priority	 for	 requisite	 passenger
amenities	 at	 stations	 in	 a	 time	 bound	 manner	 besides	 ensuring
safety	measures	 such	 as	 raising	 platform	 height,	 fencing	 between
tracks	to	prevent	deaths	etc.
Security	 measures:	 Expedite	 implementation	 of	 the	 Integrated
Security	System	(ISS)	at	all	identified	sensitive	stations	and	provide
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other	 essential	 security	measures	 such	 as	 Close	 Circuit	 Television
(CCTV),	 Door	 Frame	 Metal	 Detector	 (DFMD)	 and	 prevent
unauthorised	entry	at	important	stations	on	priority	basis.
Operational	 costs:	 Identify	 the	 areas	 for	 minimising	 operational
costs	 of	 suburban	 train	 services	 and	 generate	 revenue	 through
rationalisation	of	suburban	fares.
Structural	 changes:	 Establish	 a	 separate	 organisational	 set-up	 for
the	suburban	train	services	to	increase	organisational	efficiencies	in
the	concerned	zones.

((( 	)))
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Investment	-	India	signs	$4.2	bn	deal	with	Rosneft

Russian	 energy	 giant	 Rosneft	 has	 agreed	 to	 sell	 substantial	 stakes	 in
two	 Siberian	 oil	 and	 gas	 fields	 to	 state-run	 Indian	 oil	 companies,
advancing	 India’s	 efforts	 to	 safeguard	 its	 energy	 security	 through	 the
acquisition	of	overseas	assets.	The	deals,	signed	during	a	visit	to	India	by
Rosneft’s	 Chairman	 Igor	 Ivanovich	 Sechin,	 are	 together	 worth	 an
estimated	$4.2	billion	(Rs.28,253	crore).
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What	are	the	details	of	deals	signed	with	Rosneft?

Indian	Oil	 Corp.	 Ltd,	Oil	 India	Ltd	 and	a	unit	 of	Bharat	 Petroleum
Corp.	Ltd	signed	an	agreement	 to	purchase	a	29.9%	stake	 in	Tass-
Yuryakh	oilfield	from	Rosneft.
The	 Indian	consortium	also	 signed	an	agreement	with	Rosneft	 for
buying	 a	 23.9%	 stake	 in	 the	Vankor	 oilfield,	 a	 deal	 PTI	 said	 was
worth	just	over	$2	billion.
ONGC	 Videsh	 Ltd	 (OVL),	 the	 overseas	 arm	 of	 state-owned	Oil	 and
Natural	 Gas	 Corp	 (ONGC),	 signed	 a	 separate	 agreement	 to	 buy	 an
additional	11%	stake	in	the	Vankor	field.	OVL	will	pay	$925	million
for	 the	 additional	 stake,	 taking	 its	 holding	 in	 the	 asset	 to	 26%.	 In
September,	OVL	acquired	15%	of	Vankor	for	$1.26	billion.
A	fourth	deal	signed	on	Wednesday	will	allow	Oil	India,	Indian	Oil
and	Bharat	PetroResources	Ltd,	the	Bharat	Petroleum	subsidiary,	to
make	more	acquisitions	in	the	Vankor	cluster,	said	an	oil	ministry
statement.
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Why	is	the	deal	important	for	India?

Indian	 partners	 will	 obtain	 a	 substantial	 share	 in	 one	 the	 best
upstream	 projects	 in	 the	 world	 with	 sizeable	 reserves	 of	 high-
quality	feedstock	and	one	of	the	lowest	lifting	costs	in	the	industry.
Low	oil	prices	have	also	led	to	slump	in	cost	of	associated	services
like	drilling	rigs,	which	should	be	taken	advantage	of	for	increasing
domestic	exploration	and	production	(E&P)	activities.
It	would	help	 India	 to	create	strategic	reserves,	 at	 the	 same	 time
boosting	Indian	Russian	ties.
It	 would	 help	 India	 diversify	 its	 sources	 of	 oil,	 given	 India’s	 high
dependency	on	 import	 for	 energy	 security.	 India	 imports	 80%	of
its	oil	and	16%	of	its	gas	requirement.
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When	did	the	game	of	overseas	energy	acquisitions	begin?

The	game	of	overseas	energy	acquisitions	began	with	the	formation	of
ONGC	Videsh	Limited	(OVL)	in	1989.

The	 main	 objective	 of	 this	 100	 percent	 subsidiary	 of	 the	 flagship
national	 oil	 company	 was	 to	 help	 the	 country	 achieve	 energy
security.
The	primary	business	of	OVL	is	to	prospect	for	oil	and	gas	acreages
abroad	 including	 acquisition	 of	 oil	 and	 gas	 fields,	 exploration,
development,	production,	transportation	and	export	of	oil	and	gas.
Following	the	foray	of	OVL	into	acquisition	of	energy	assets	abroad,
other	 upstream	 and	 even	 downstream	 players	 in	 the	 oil	 and	 gas
sector	had	 started	 acquiring	 energy	 assets	 in	 other	nations.	A	 few
companies	 that	 have	 been	 actively	 involved	 in	 this	 game	 of
acquisitions,	 other	 than	 OVL	 are:	 Oil	 India	 Limited	 (OIL),	 IOCL,
BPCL,	Reliance	(RIL),	HPCL,	GAIL	and	Cairn	India.

IOC,	the	nation’s	biggest	refiner,	and	OIL,	India’s	second	largest	state
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explorer,	 are	 jointly	 seeking	 to	 acquire	 prospective	 oil	 &	 gas	 assets
overseas	to	boost	the	country’s	oil	&	gas	equity	and	energy	security.

Where	else	is	India	acquiring	oil	fields?

As	part	of	its	energy	security	strategy,	India	has	forged	new	ties	with
Russia,	 Iran	 and	 China	 and	 built	 partnerships	 with	 Burma	 and
Venezuela.
The	 country	 has	 also	 carefully	 entered	 into	 cooperative
relationships	with	several	oil	producing	countries	 in	Africa	and	 in
the	Middle	East.
India	has	also	allowed	public	 sector	 companies	 such	as	ONGC	and
OIL	 to	 secure	 ownership	 of	 oil	 and	 gas	 fields	 and	 companies
overseas.
ONGC	 has	 acquired	 equity	 stakes	 in	 the	 oil	 fields	 in	 Iran,	 Iraq,
Sudan,	Libya,	Angola,	Burma,	Russia,	Vietnam	and	Syria.
India	is	looking	at	Kazakhstan	as	an	important	emerging	exporter
of	 oil	 and	 gas.	 Kazakhstan	 is	 among	 the	 top	 ten	 countries	 in	 the
world	in	terms	of	explored	oil	and	gas	reserves.
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Who	would	benefit	from	the	deal?

The	deals	mean	that	state-controlled	Rosneft,	which	needs	to	pay	off
debts	incurred	in	its	$55-billion	acquisition	of	TNK-BP	in	March	2013,
is	 selling	 almost	 half	 of	 its	most	 promising	 assets	 to	 Indian	 firms.
The	acquisition	had	made	Rosneft	the	world’s	largest	publicly	traded
oil	producer	by	output.
This	 cooperation	 provides	 for	 the	 Indian	 companies	 a	 privileged
access	to	production	projects	within	the	territory	of	Russia.
Rosneft,	 in	 turn,	 gets	 the	 opportunity	 to	 operate	 in	 the	 Indian
market;	 the	 two	 countries	 have	 thus	 established	 a	 reliable	 energy
bridge.
For	Rosneft,	 the	partnerships	with	Indian	oil	companies	will	mean
lower	exploration	risk.
The	 sale	 is	 part	 of	 Rosneft’s	 attempt	 to	 develop	 fields	 more
efficiently	with	global	partners.
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How	is	the	deal	strategically	important	for	India?

Western	 sanctions	 against	 Russia	 for	 its	annexation	 of	 Crimea	 in
2014	and	a	glut	in	international	oil	markets	that	have	caused	crude
prices	 to	 slump	 have	 made	 the	 valuations	 of	 the	 Siberian	 assets
attractive	for	India.
India	has	been	 striving	 to	protect	 its	 energy	 security	by	 acquiring
assets	overseas	in	competition	with	China.
India	has	never	been	aggressive	when	prices	are	low.	So	this	a	good
move	at	the	right	time.
Low	oil	prices	has	not	just	brought	down	valuation	of	assets	but	also
led	 to	 distress	 in	 Rosneft	 that	 had	 borrowed	 huge	 funds	when	 oil
rates	were	high.
This	deal	brings	the	cooperation	between	Russia	and	India,	both	in
the	corporate	and	intergovernmental	sectors,	to	a	whole	new	level.
According	 to	 ONGC’s	 Perspective	 Plan	 2030,	 the	 company	 is
targeting	 the	production	 of	more	 than	 130	mt	 of	 oil	 equivalent	 in
2030,	of	which	half	will	come	from	assets	owned	by	its	overseas
arm	 (OVL).	 Therefore,	 acquisitions	 such	 as	 these	 will	 gradually
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become	a	norm	than	an	exception.

((( 	)))
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Investment	-	India’s	economy	needs	more	private
investment

India’s	 private	 investment	 is	 expected	 to	 remain	 weak	 in	 2016	 and
2017.	A	 strong	 recovery	 for	 India	 is	 possible	 in	 2016	with	 growth	 rate
exceeding	 7.5%	 but	 this	 depends	 on	 a	 spurt	 in	 private	 investment.
Though	 public	 investment	 is	 on	 the	 rise,	 the	 private	 sector	 is	 not
reciprocating	 with	 more	 investment.	 In	 true	 Keynesian	 style,	 the
government	will	have	to	do	what	the	private	sector	can’t.
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What	is	keeping	private	investment	low	in	India?

The	corporate	investment	fell	sharply	after	the	global	crisis.	Though
growth	 continued,	 it	 was	 fuelled	 by	 non-corporate	 private
investment	which	couldn’t	be	sustained.
Since	2010-11	there	has	been	slowdown	in	lending	from	the	banking
system	due	to	high	fiscal	deficits	and	accumulating	non-performing
assets	(NPAs)	created	by	many	of	the	public	bank-financed	private
infrastructure	 projects	 (PBFPIP).	 This	 has	 hurt	 corporate
investment,	as	investors	started	to	look	for	cheaper	capital	abroad.
The	 private	 investment	 in	 industrial	 activities	 has	 remained
dormant.	 There	 has	 been	 ultra-low	 capacity	 utilisation	 and	 poor
demand	for	loans.
Cost	 and	 time	 overruns	 have	 also	 made	 many	 capital	 intensive
projects	financially	unviable	and	companies	are	reluctant	to	invest
anymore.
Private	corporate	sector	investment	which	peaked	at	17.3%	of	GDP
in	 FY08,	 has	 failed	 to	 pick	 up	 from	 the	 slump	 of	 FY13	 as	 stalled
projects	mounted.
Some	 of	 the	 recent	 slump	 in	 private	 investment	 is	 due	 to	 slower
growth	 and	 the	 accumulated	 decline	 in	 public	 infrastructure
investment.	Corporate	investment	fell	from	a	high	of	almost	16	%	of
GDP	in	2007-08	to	9%	of	GDP	by	2013-14,	and	still	remains	sluggish.
Note:	 The	 share	 of	 investment	 (public	 and	private)	 in	 India’s	GDP
has	fallen	from	around	34%	to	30%	in	the	last	five	years.	In	China,
the	share	rose	from	42%	five	years	ago	to	48%	now.
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Why	is	private	investment	indispensable	to	the	growth	of	economy?

The	revival	of	long-term	growth	is	highly	dependent	on	the	revival
of	private	investment	as	the	two	go	hand	in	hand.
The	 past	 has	 shown	 that	 sharp	 rise	 in	 GDP	 growth	was	 based	 on
rising	 corporate	 investment.	 India’s	 golden	 growth	 period	 from
2003-04	 to	 2007-08	 has	 shown	 that	 private	 investment	 has	 been
indispensable	to	the	rise	of	the	economy.
Private	sector	investments	have	the	potential	to	 lead	the	economy
in	 coming	 years	 and	 thus	 reducing	 the	 role	 of	 government	 in
pushing	growth.
Based	on	 the	policy	measures	 taken	by	 the	 government	 to	 revive
private	investment,	India’s	economy	may	expand	by	close	to	8%	in
the	current	fiscal.
However,	 at	 present	 the	 private	 corporate	 investment	 has	 seen
some	 improvement	 in	 relation	 to	 stalled	 projects,	 but	 there	 is	 no
strong	pick	up	in	the	new	projects.
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When	will	private	investment	increase?

An	 increase	 in	 public	 infrastructure	 investment	 can	 increase	 private
investment.	This	will	set	in	a	‘multiplier	effect’.

For	example,	during	much	of	the	1980s	and	1990s	India	invested	5-
6%	of	GDP	in	 infrastructure,	mostly	by	 the	public	sector.	The	 total
infrastructure	investment	has	increased	to	almost	9%	of	GDP	since
then	but	two-thirds	of	this	is	now	provided	by	private	investment.
It	 is	 observed	 that	 for	 every	 percentage	 increase	 in	 the	 stock	 of
public	 infrastructure,	 private	 investment	 rises	 by	 about	 1.1%	 and
the	non-corporate	investment	rises	by	over	1.5	%.
Though	corporate	investment	is	also	positively	impacted	by	public
infrastructure,	it	is	less	because	they	are	larger	and	can	compensate
for	 lack	 of	 public	 infrastructure	 by	 building	 their	 own
infrastructure.
A	 pickup	 in	 private	 investments	 will	 come	 from	 an	 increase	 in
private	consumption,	especially	in	rural	areas.

Private	investment	can	increase	when	the	following	is	ensured:
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The	real	exchange	rate	is	not	allowed	to	appreciate.
Public	 infrastructure	investment	is	 increased	to	at	 least	5%	of	GDP
by	selling	PSU	shares	more	aggressively
The	NPA	problem	in	the	banking	system	is	resolved	quickly	so	that
credit	to	the	private	sector	can	grow.

Where	 is	 the	 relation	 between	 real	 exchange	 rate	 and	 private
investment?

New	research	shows	that	three	factors	-	the	real	exchange	rate,	credit
to	 the	 private	 sector	 and	 public	 infrastructure	 investment	 are
responsible	for	major	variation	in	private	investment.

The	real	exchange	rate	has	a	huge	effect	on	total	private	investment
in	 particular.	 A	 percentage	 appreciation	 in	 the	 real	 exchange	 rate
depresses	total	private	investment	by	slightly	over	1%.
When	 exchange	 rate	 gets	 appreciated,	 it	 makes	 exports	 less
competitive	 and	 encourages	 imports	 and	 both	 these	 factors	 hurt
private	investment.
A	percentage	appreciation	of	the	real	exchange	rate	would	depress
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corporate	 investment	 by	 as	 much	 as	 2.6	%.	 The	 impact	 is	 much
larger	on	corporate	rather	than	non-corporate	investment	because
products	produced	in	the	corporate	sector	are	directly	impacted	by
the	 exchange	 rate,	 as	 compared	 to	 the	 non-corporate	 sector
investment	which	is	not	as	much	impacted	directly	by	the	exchange
rate.
For	 example,	 the	 RBI	 did	 not	 increase	 foreign	 exchange	 reserves
during	 global	 recession.	 They	 stayed	 around	 $	 250	 billion	 and
allowed	the	real	exchange	rate	to	appreciate	by	as	much	as	15%.	As
per	 calculations,	 this	 15%	 appreciation	 in	 the	 real	 exchange	 rate
reduced	corporate	investment	by	as	much	as	35%.

Who	can	increase	private	investment	in	India?

India’s	 investment	 rate	 has	 dropped	 below	 30	 %	 of	 GDP	 while	 India
needs	 an	 investment	 rate	 of	 over	 35	 %	 of	 GDP,	 of	 which	 public
investment	must	be	around	8%	and	private	investment	over	27%.	 The
government	should	take	measures	to	increase	private	investment.

1277



The	 new	 Bankruptcy	 Law	 is	 a	 welcome	 step	 which	 will	 boost
private	investment,	but	its	implementation	should	be	speeded	up.
The	 government	 should	 improve	 the	 ease	 of	 doing	 business	 but
more	 immediate	policy	 levers	must	also	be	used	 to	revive	private
investment.
The	 government	 should	 address	 the	 policy	 bottlenecks	 such	 as
land	acquisition,	 raw	material	 supply	and	environment	clearances
which	are	some	of	the	main	causes	for	stalling	of	big	projects.
Augmenting	capital	formation	and	productivity	and	fast-tracking
of	stalled	projects	can	boost	private	investment.
The	 government	 has	 an	 important	 role	 to	 play	 in	 improving	 the
investment	climate,	so	that	investors’	confidence	 in	 the	system	is
enhanced.
The	 government	 can	 easily	 remove	 cumbersome	 rules	 and
procedures	and	tone	up	the	delivery	system.
In	 FY17	 Budget,	 the	 government	 has	 increased	 allocation	 on
infrastructure	 spending	 by	 24%	 through	 Budget	 and	 off-Budget
resources	like	market	borrowing,	which	implies	an	increase	of	0.3%
of	GDP	in	infrastructure	spending.	This	is	a	good	step.
The	government	has	increased	the	pace	of	spending.	The	aggregate
capital	expenditure	of	 the	Centre	and	states	has	gone	up	by	0.5%
points	of	GDP	in	H1-FY16.	This	indicates	a	real	expenditure	growth
of	25%.	However,	 it	 cannot	 compensate	private	 investment	which
accounted	for	23%	of	GDP	in	FY15.
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How	is	the	environment	positive	for	increasing	private	investment?

There	is	rise	in	public	investment	but	it	will	not	be	adequate	to	pull	the
economy	strongly	forward.	Moody’s	Investors	Service	in	its	report	has
said	 that	 a	 sustained	 improvement	 in	 domestic	 private	 investment
would	be	required	for	the	growth	momentum	to	be	sustained.	There	are
signs	of	increase	in	private	investment	due	to	the	following	reasons:

An	 increase	 in	 public	 infrastructure	 investment	 and	 government
initiatives	to	unclog	stalled	investment	projects	are	helping	bolster
investor	 sentiment	 and	 having	 a	 positive	 impact	 on	 private
investment.
The	fact	that	the	number	of	stalled	government	projects	has	dipped
also	is	a	sign	of	stabilisation.
The	 increase	 in	 the	ability	of	banks	 to	 lend	more	compared	to	 the
last	year	will	aid	in	boosting	private	investment.
The	steep	fall	in	global	oil	prices	is	a	large	windfall	gain	for	India.
Private	 consumption	 may	 pick	 up	 partly	 because	 of	 the	 benefit
accruing	to	consumers	due	to	the	fall	in	petroleum	prices.
Doubling	the	farm	income	(a	stated	aim	of	the	government	in	this
year’s	Budget)	 should	 lead	 to	 increase	 in	rural	demand	and	 this	 is
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going	 to	 improve	 the	 economy	 and	 hopefully	 help	 in	 reviving
private	sector	investment	in	the	economy.

((( 	)))
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Agriculture	-	Agriculture	has	high	hopes	from	this	Budget

Farmers	are	under	stress	because	of	two	consecutive	years	of	drought.
With	profitability	 in	 farming	 falling	alarmingly,	 it	 is	 expected	 that	key
issues	 in	 the	 farm	 sector	 will	 be	 addressed	 in	 this	 year’s	 budget.	 The
Finance	 Minister	 agrees	 that	 more	 investment	 is	 required	 to	 boost
agricultural	productivity	by	 leveraging	 technology.	Will	 this	budget	do
justice	to	our	farmers?
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What	are	the	expectations	from	the	next	agricultural	budget?

There	 is	 a	 dire	 need	 for	 expanding	 the	 irrigation	 facilities	 to
enhance	Indian	agriculture’s	resilience	against	drought.
There	are	high	expectations	that	Minimum	Support	Prices	(MSP)	for
crops	will	be	increased.
Farm	 sector	 representatives	 had	 pitched	 for	 more	 credit	 on	 soft
terms,	 augmenting	 the	 corpus	 of	 the	 price	 stabilization	 fund	 and
consistent	export	policies.
Agricultural	 marketing	 should	 be	 revamped	 to	 increase	 farmers’
earnings.
Higher	spending	on	agricultural	research,	expansion	of	agricultural
insurance	at	subsidized	premiums,	and	amending	land-leasing	laws
is	the	need	of	the	hour.
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Why	is	Indian	Agriculture	passing	through	a	bad	patch?

Farmers	 are	 under	 severe	 stress	 because	 of	 two	 years	 of
consecutive	drought.
Profitability	 in	 farming	 has	 plummeted	 to	 less	 than	 5	 per	 cent	 in
major	crops	and	is	negative	for	others.	Tumbling	commodity	prices
(except	tur	dal)	have	hurt	the	farmers	badly.
There	are	no	major	fresh	investments	in	the	fertilizer	industry.
Production	is	stagnating	due	to	which	imports	are	rising.
Crop	damage	has	not	been	accessed	properly	and	the	existing	crop
insurance	system	isn’t	serving	peasants	well.
The	 Pradhanmantri	 Fasal	 Bima	Yojana	 is	 a	welcome	 step	 towards
increasing	crop	insurance;	but	much	more	needs	to	be	done.
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When	did	agricultural	sector	get	priority	in	India?

The	 First	 Five-Year	 Plan	 (FYP)	 was	 mainly	 directed	 towards
increasing	 agricultural	 production	 and	 strengthening	 economic
infrastructure	 like	 irrigation,	 power	 and	 transport	 after
independence.
The	Third	FYP	aimed	at	achieving	self-sufficiency	in	food	grains	and
increasing	 the	 agricultural	 production.	 The	 Green	 Revolution
introduced	during	the	annual	plans	helped	in	achieving	the	same.
The	 Seventh	 FYP	 focused	 on	 production	 program	 in	 the	 eastern
region,	 national	 water-shed	 program	 for	 rain-fed	 agriculture,
national	oil-seed	development	project	and	social	forestry.
The	12th	FYP	emphasized	the	need	to	intensify	efforts	to	have	four
percent	average	growth	in	agriculture.
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Where	did	the	last	budget	lack	in	promoting	agriculture?

The	 decision	 to	 increase	 farm	 credit	 corpus	 and	 give	 more
autonomy	 to	 states	 for	 agriculture	 schemes	 didn’t	 help	 farmers
much.
The	need	for	a	bailout	package	 for	 farmers	which	was	essential	 in
the	 wake	 of	 erratic	 monsoons	 and	 declining	 farm	 income	 was
ignored.
The	Shanta	Kumar	panel	recommendations	 to	move	 towards	cash
transfers	and	outsource	much	of	the	storage	functions	to	the	private
sector	were	not	implemented.
Agricultural	 market	 reforms	 for	 unifying	 markets	 are	 yet	 to	 be
completed.
The	 budget	 was	 silent	 on	 crop	 insurance,	 agro	 exports	 and	 food
processing	sector.
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Who	decides	the	budget	provisions?

The	 Finance	 Minister	 (FM)	 and	 his	 team	 start	 with	 pre-budget
consultations	with	various	stakeholders.	In	case	of	agriculture,	farm
experts	and	farmers’	representatives	are	invited.
The	budget	division	 in	 the	Ministry	of	Finance	consults	with	other
ministries	and	the	NITI	Aayog	for	expert	advice.
Once	the	estimation	of	expenditure	and	revenue	is	completed,	the
FM	 finalizes	 the	 budget	 proposal	 by	 briefing	 the	 Cabinet	 before
presenting	it	Lok	Sabha.
The	 budget	 after	 being	 tabled	 in	 the	 Parliament	 goes	 through	 3
stages	and,	in	the	end,	the	Finance	Bill	is	passed	in	the	Lok	Sabha.
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How	can	the	Budget	benefit	from	suggestions	made	by	NITI	Aayog’s
task	force	on	agriculture?

The	task	force	focuses	on	improving	farm	productivity	and	making
farming	economically	viable.
It	suggests	de-canalization	of	urea	and	direct	transfer	of	subsidy	to
farmers.
The	 task	 force	 recommends	 price-deficiency	 payment	mechanism
for	 providing	 minimum	 support	 prices	 instead	 of	 existing
procurement-based	system.
The	new	mechanism	involves	fixing	floor	prices	for	different	crops,
based	on	their	average	market	prices	over	the	previous	three	years,
and	compensating	growers	if	they	don’t	realize	those	rates.
We	need	to	take	note	of	the	Reserve	Bank	of	India’s	observation	that
our	agricultural	credit	is	most	likely	getting	mis-directed.

((( 	)))
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Agriculture	-	Reforms	needed	for	second	Green	revolution

NITI	Aayog	Vice	Chairman	Arvind	Panagariya	has	expressed	concern
over	comparatively	less	contribution	of	agriculture	in	total	GDP	of	India
and	called	for	reforms	in	the	sector	to	bring	second	Green	Revolution.
He	 said	 though	 49	 %	 of	 country’s	 population	 is	 associated	 with
agriculture;	 their	 contribution	 is	 just	 15	 %	 in	 the	 total	 GDP.	 What’s
wrong	with	Indian	agriculture?
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What	are	the	problems	of	Indian	Agriculture?

India,	though	one	of	the	biggest	producers	of	agricultural	products,
has	very	low	farm	productivity,	with	the	average	only	33	percent	of
the	best	farms	world	over.
Because	 of	 poor	 availability	 of	 funds,	 farm	 inputs,	 poor	 support
price	 structure	 for	 the	 produce	 and	 almost	 no	 farm	 insurance,
farming	in	India	is	non-remunerative	and	50	percent	of	farmers	are
in	debt	-	the	main	reason	for	a	large	number	of	suicides.
India	 is	 characterized	 by	 small	 farms	 with	 around	 85	 percent	 of
total	holdings	less	than	2	hectares	and	land	mostly	rainfed	-	with
only	40	percent	irrigated.
The	 monopoly	 of	 government	 regulated	 wholesale	 markets
(through	state	Agriculture	Produce	Marketing	Committees	–	APMC	-
acts)	 has	 prevented	 development	 of	 a	 competitive	 marketing
system	in	the	country.
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Why	do	we	need	a	second	Green	revolution?

India	has	failed	to	extend	the	concept	of	high-yield	value	seeds	to	all
crops	or	all	regions.
In	terms	of	crops,	the	first	Green	Revolution	was	largely	confined	to
foodgrains	only,	not	to	all	kinds	of	agricultural	produce.
In	regional	terms,	only	Punjab	and	Haryana	showed	the	best	results
of	 the	Green	Revolution.	The	results	were	 less	 impressive	 in	other
parts	of	India.
Even	 today,	 India’s	 agricultural	 output	 sometimes	 falls	 short	 of
demand.	Last	year,	the	country	had	to	import	pulses.
Population	growth	in	India	is	at	the	rate	of	1.8	to	2.2%	a	year.	With
rising	population	and	slow	rate	of	agricultural	growth,	the	situation
is	likely	to	get	alarming	in	5	to	8	years.
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When	did	agriculture	reforms	start	in	India?

After	independence,	the	Government	of	India	started	the	process	of
building	equity	in	rural	population	through	land	consolidation,	land
ceiling,	abolition	of	zamindari	and	tenancy	reforms.
Between	 1947	 and	 1967,	 efforts	 at	 achieving	 food	 self-sufficiency
were	not	entirely	successful.	Efforts	until	1967	largely	concentrated
on	expanding	the	farming	areas.
But	starvation	deaths	were	still	being	reported	in	the	newspapers.	In
a	perfect	case	of	Malthusian	economics,	population	was	growing	at
a	much	faster	rate	than	food	production.
This	 called	 for	drastic	action	 to	 increase	yield.	The	action	 came	 in
the	form	of	the	Green	Revolution.

The	term	“Green	Revolution”	is	applied	to	the	period	from	1967	to	1978.
There	were	three	basic	elements	in	the	method	of	the	Green	Revolution:

Continued	expansion	of	farming	areas;
Double-cropping	existing	farmland;
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Using	hybrid	seeds,	fertilizers,	irrigation	etc.

Where	can	we	see	the	impact	of	Green	Revolution?

In	1978-79,	there	was	a	record	grain	output	of	131	million	tons.	In	a
matter	of	only	a	 few	years,	 India	had	become	an	exporter	 from	a
big	importer.	That	was	the	power	of	Green	Revolution.
Yield	per	unit	 of	 farmland	 improved	by	more	 than	30	%	between
1947	and	1979	when	the	Green	Revolution	was	considered	to	have
delivered	its	goods.
The	 crop	 area	 under	High	 Yielding	 Varieties	 (HYV)	 varieties	 grew
from	7	to	22	%	of	the	total	cultivated	area	during	the	10	years	of	the
Green	Revolution.
This	 spurred	 the	 growth	 of	 the	 local	 manufacturing	 sector	 for
agricultural	needs	such	as	fertilizers,	irrigation,	electricity,	machines
etc.	Such	industrial	growth	created	new	jobs	and	contributed	to	the
country’s	GDP.
India	paid	back	all	 loans	it	had	taken	from	the	World	Bank	and	its
affiliates	for	the	purpose	of	the	Green	Revolution.
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Who	will	play	a	role	in	heralding	the	second	Green	Revolution?

A	second	Green	Revolution	must	be	based	on	integrated	approaches.	It
must	focus	on	the	entire	farming	system.	This	will	require	integration	at
multiple	levels.

Research	integration.	The	emphasis	must	 shift	 from	commodity-
oriented	 or	 disciplinary	 research	 to	 multidisciplinary,	 farming-
systems-based	 programs.	 We	 need	 innovations	 in	 crop	 planning,
warehousing	and	food	processing.
Private	 investment.	 The	 government’s	 role	would	 be	 to	 facilitate
such	 investment,	 and	 also	 to	 provide	 oversight	 to	 ensure	 fairness
and	 transparency.	 Research	 centers	 and	 universities	 must	 work
with	agribusiness	to	develop	products	for	specific	markets.
The	 country	must	move	 from	 consumption	 subsidies	 to	 capital
subsidies	 to	encourage	farmers	to	invest	 in	new	technologies	and
equipment.
Focusing	on	Drylands:	The	first	Green	Revolution	targeted	irrigated
areas.	The	second	must	focus	on	rainfed	(unirrigated)	areas,	which
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cover	60%	of	India’s	farmland,	and	support	the	vast	majority	of	its
rural	poor.	Drylands	produce	half	 the	country’s	cereals,	77%	of	 its
oilseeds	and	85%	of	its	pulses.

How	is	the	government	trying	to	improve	agriculture?

All	 the	 schemes	 of	 the	 Department	 have	 been	 restructured	 into
following	Missions.

National	Food	Security	Mission	(NFSM)
Mission	for	Gross	Capital	Formation	(GCF)	in	Agriculture	and	Allied
Sectors
Integrated	Development	of	Horticulture	(MIDH)
National	Mission	on	Oil	Seeds	and	Oil	Palm	(NMOOP)
National	Mission	for	Sustainable	Agriculture	(NMSA)
National	Mission	on	Agricultural	Extension	&	Technology	(NMAET)

Four	Central	Sector	Schemes:

National	Crop	Insurance	Programme	(NCIP)
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Integrated	Scheme	on	Agri-Census	&	Statistics	(ISAC&S)
Integrated	Scheme	of	Agriculture	Marketing	(ISAM)
Integrated	Scheme	of	Agriculture	Cooperation	(ISAC)

One	State	Plan	Scheme:	Rashtriya	Krishi	Vikas	Yojana	(RKVY).

In	 addition	 to	 the	 existing	 Missions/	 Schemes,	 following	 four	 new
schemes	have	been	introduced	in	the	year	2014-15:

Soil	Health	Card	Scheme
Pradhan	Mantri	Krishi	Sinchai	Yojana
Price	Stabilization	fund	for	Cereals	and	Vegetables
National	Agri-tech	Infrastructure

((( 	)))
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Agriculture	-	e-agri	platform	to	be	launched

National	Agriculture	Market	(NAM)	is	a	digital	platform	to	be	launched
on	 April	 14,	 the	 birth	 anniversary	 of	 B	 R	 Ambedkar.	 It	 will	 enable
farmers	 to	 sell	 their	produce	at	a	better	 rate	anywhere	 in	 the	country
and	 also	 ensure	 doubling	 of	 their	 income	 by	 2022.	Will	 this	 platform,
along	with	other	new	schemes,	make	India	“farmer	friendly”?
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What	is	the	need	for	e-agri?

To	 establish	 a	 barrier-free	 market	 operating	 beyond	 state
boundaries,	there	is	a	need	for	an	online	digital	platform.
The	Agricultural	Produce	Marketing	Committee	 (APMC)	Act	which
was	designed	with	the	goal	of	protecting	farmers	from	the	vagaries
of	 the	market	has	 failed	and	 in	 turn	helped	 to	enrich	 traders	 (and
politicians)	 and	 harmed	 farmers	 and	 consumers’	 interests
adversely.
Due	 to	 non-transparent	 levies	 and	 charges,	 the	 APMC	 model
restricts	 farmers’	 access	 to	 the	 marketplace.	 E-agri	 can	 help	 in
integration	 of	 all	 participants	 and	 ensure	 efficient	 distribution	 of
goods.
Through	e-agri	 farmers	stand	a	chance	to	realize	a	better	price	for
their	produce.
The	 Economic	 Survey	 2014-15	 has	 identified	 un-integrated	 and
distortion	ridden	agricultural	market	as	the	one	of	the	most	striking
problems	in	agriculture	growth.
It	 had	 reemphasized	 that	 India	 needs	 a	 national	 common	market
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for	agricultural	commodities	for	the	farmers	to	sell	their	produce.

Why	 was	 Pradhan	 Mantri	 Krishi	 Sinchayee	 Yojana	 (PMKSY)
launched?

The	 major	 objective	 of	 the	 PMKSY	 is	 to	 achieve	 convergence	 of
investments	 in	 irrigation	 at	 the	 field	 level	 and	 expansion	 of
cultivable	area	under	assured	irrigation	(Har	Khet	ko	pani).
It	 aims	 at	 providing	 irrigation	 facilities	 to	 every	 village	 in	 the
country	by	converging	ongoing	irrigation	schemes	implemented	by
various	ministries.
It	 ensures	 access	 to	 some	 means	 of	 protective	 irrigation	 to	 all
agricultural	 farms	 in	 the	 country	 in	 order	 to	 produce	 ‘per	 drop
more	crop’	to	bring	desired	rural	prosperity.
It	aims	at	improving	on-farm	water	use	efficiency	to	reduce	wastage
of	water	by	adoption	of	precision-irrigation	and	other	water	saving
technologies.
The	 aim	 is	 to	 enhance	 recharge	 of	 aquifers	 and	 introduce
sustainable	water	conservation	practices	by	exploring	the	feasibility
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of	reusing	treated	municipal	based	water	for	peri-urban	agriculture.

When	 will	 government	 launch	 the	 National	 Agriculture	 Market
(NAM)?

The	launch	of	NAM	will	be	on	April	14,	the	birth	anniversary	of	Dr
Babasaheb	Ambedkar.
It	 is	a	new	digital	platform	that	will	be	available	 to	 farmers	across
the	country.
Under	 the	 e-agri	 platform,	 the	 government	 is	 working	 towards
integrating	all	the	585	wholesale	mandis	of	the	country	by	2018	in	a
phased	manner.
In	the	first	phase,	200	mandis	will	be	integrated	by	this	March-end,
while	another	200	will	be	connected	to	the	online	platform	in	2017
and	the	rest	by	2018.
The	Cabinet	Committee	on	Economic	Affairs	has	recently	approved
a	 Central	 Sector	 Scheme	 for	 Promotion	 of	 National	 Agricultural
Market	through	Agri-Tech	Infrastructure	Fund.
Implementing	NAM	will	make	the	entire	state	into	a	single	market

1300



and	the	fragmented	markets	within	the	states	will	be	abolished.

Where	will	Paramparagat	Krishi	Vikas	Yojana	(PKVY)	be	useful?

PKVY	has	been	 launched	by	GOI	 to	 support	 and	promote	organic
farming	and	thereby	improving	soil	health.
This	 will	 encourage	 farmers	 to	 adopt	 eco-friendly	 concepts	 of
cultivation	 and	 reduce	 their	 dependence	 on	 fertilizers	 and
agricultural	chemicals	to	improve	yields.
The	 scheme	 follows	 a	 cluster	 approach.	 Fifty	 or	 more	 farmers
form	a	cluster	having	50	acre	land	to	take	organic	farming.
Each	farmer	will	be	provided	Rs.	20000	per	acre	 in	 three	years	 for
seed	to	harvesting	crops	and	to	transport	them	to	market.
The	government	plans	to	form	around	10	thousand	clusters	in	three
years	and	cover	an	area	of	5	Lakh	hectares	under	organic	farming.
Government	also	plans	to	bring	certification	of	organic	produce.
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Who	will	benefit	from	Soil	Health	Card	scheme?

The	scheme	has	been	introduced	to	help	farmers	get	a	good	harvest
by	studying	the	quality	of	soil.	This	can	help	in	increasing	the	crop
yield.
The	 objective	 is	 to	 issue	 the	 soil	 cards	 to	 about	14	 crore	 farmers
spread	all	over	India.
The	 farmers	 will	 get	 a	 well-monitored	 report	 of	 the	 soil	 which	 is
chosen	for	cultivation	of	crops.
The	farmers	will	be	guided	by	experts	to	come	up	with	solutions	to
improve	the	quality	of	the	soil.
The	soil	card	will	help	 the	farmers	 to	get	an	 idea	on	the	crop-wise
recommendations	of	nutrients	and	fertilizers	required	in	each	type
of	soil.
It	will	be	given	to	farmers	once	in	three	years	for	his	farm	or	land
holding	and	the	card	is	a	printed	report.
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How	will	NAM	work?

For	 online	 selling,	 a	 farmer	will	 first	 have	 to	 register	 at	 the	 NAM
portal.	 He	 will	 then	 receive	 a	 unique	 ID	 number,	 which	 will
facilitate	trading	of	his	produce	online.
Every	 mandi	 will	 have	 a	 NAM	 office	 with	 a	 designated	 officer	 to
handle	portal	related	services.	The	officer	will	feed	the	details	of	the
farmers’	produce	in	the	portal	lot-wise.	Assessing	of	the	produce	will
be	 done	 in	 the	 APMC	 lab	 and	 the	 certificate	 of	 approval	 will	 be
uploaded.
Meanwhile,	 interested	 buyers	 can	 log	 on	 to	 the	 portal	 and	 quote
their	price	for	the	product,	either	as	a	bid	or	for	direct	purchase.
Before	 finalising	 a	 deal,	 farmers	 can	 check	 the	 prices	 of	 their
produce	 in	 the	 connected	 mandis.	 Once	 the	 deal	 is	 done	 an	 e-
invoice	will	be	generated	automatically.
The	trader/buyer	will	get	a	message	or	an	email	about	the	amount
to	 be	 deposited	 in	 the	 NAM	 bank	 account	 in	 advance.	 Once	 the
payment	is	made,	NAM	will	transfer	the	farmer’s	share	to	his	bank
account.	 After	 the	 sale,	 it	 is	 the	 buyer’s	 responsibility	 to	 get	 the
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goods	transported	to	his/her	place	from	the	point	of	sale.

((( 	)))
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Agriculture	-	Budget	2016:	Fertilizers	need	more	support

The	Economic	Survey	and	 the	Union	Budget	 for	2016	have	proposed
Direct	Benefit	Transfer	of	fertilizer	subsidy	to	farmers	and	said	that	with
an	aim	of	benefiting	the	small	farmers,	a	reform	package	in	the	fertilizer
subsidy	 would	 address	 the	 problems	 of	 leakages	 and	 skewed	 mix	 of
fertilizer	use.	The	industry,	however,	needs	more.
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What	was	announced	in	the	Union	Budget	2016?

Government	 on	 Monday	 announced	 to	 introduce	 Direct	 benefit
transfer	(DBT)	of	fertiliser	subsidy	to	farmers	on	pilot	basis	 in	few
districts	of	the	country.
“…We	have	already	introduced	a	direct	benefit	transfer	(DBT)	in	LPG.
Based	on	this	successful	experience,	we	proposed	to	introduce	DBT	on
pilot	basis	 for	 fertiliser	 in	 few	districts	 in	the	country	with	a	view	to
improving	 quality	 of	 service	 delivery	 to	 the	 farmers,”	 Finance
Minister	Arun	Jaitley	said	in	his	Budget	speech.
The	 Department	 of	 Fertilisers	 (DoF)	 is	 working	 on	 a	 road-map	 to
capture	the	details	of	farmers	so	that	the	sales	data	can	be	captured
and	 subsidy	 can	 be	 transferred	 into	 the	 accounts	 of	 the	 farmers
directly,	according	to	a	Parliamentary	Standing	Committee	report.
The	 government	 has	 allocated	 Rs	 51,000	 crore	 for	 urea	 and	 Rs
19,000	 crore	 for	 decontrolled	 phosphoric	 and	 potassic	 (P&K)
fertilisers,	as	fertilizer	subsidy.
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Why	can	Direct	Benefit	Transfer	be	of	help?

By	removing	product	 subsidy	and	 transferring	 the	money	directly
to	 farmers,	 diversion	 of	 subsidies	 can	 be	 fully	 prevented.	 The
current	system	gives	rise	to	black	marketing	and	use	of	fertilisers	in
sectors	apart	from	farming	as	well.
Direct	cash	 transfer	will	give	 farmers	more	purchasing	power	and
the	opportunity	to	choose	fertilisers	they	consider	best	for	their	soil
and	 crop.	 This	 will	 help	 in	 government’s	 agenda	 for	 effective
implementation	 of	 soil	 health	 cards	 and	 vision	 of	 increasing
productivity	thus	enabling	sustainable	agriculture.
Since	more	 than	 60	%	 of	 total	 fertilisers	 are	 imported,	 the	 global
market	sentiments	are	likely	to	be	impacted	positively	in	favour	of
buyers.	Global	suppliers	will	have	to	invest	heavily	to	promote	and
educate	farmers	about	their	products.	This	is	not	happening	today
as	demands	are	driven	by	the	subsidy	element.
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When	was	Soil	Health	card	scheme	introduced?

Soil	Health	Card	Scheme	is	a	scheme	launched	by	the	Government
of	India	in	February	2015.
According	 to	 the	 Union	 Budget	 2016,	 the	 target	 is	 to	 cover	 all	 14
crore	farm	holdings	by	March	2017.	Rs	368	crore	has	been	provided
for	National	Project	on	Soil	Health	and	Fertility.
Besides,	 2,000	model	 retail	 outlets	 of	 Fertilizer	 companies	 will	 be
provided	with	 soil	and	seed	 testing	 facilities	during	 the	next	 three
years.	Fertilizer	companies	will	also	co-market	city	compost	which
increases	the	efficacy	of	chemical	fertilizer
Under	 the	 scheme,	 the	 government	 plans	 to	 issue	 soil	 cards	 to
farmers	which	will	 carry	 crop-wise	 recommendations	of	nutrients
and	fertilisers	required	for	 the	 individual	 farms	to	help	 farmers	 to
improve	productivity	through	judicious	use	of	inputs.
All	soil	samples	are	to	be	tested	in	various	soil	testing	labs	across	the
country.	 Thereafter	 the	 experts	 will	 analyse	 the	 strength	 and
weaknesses	 (micro-nutrients	 deficiency)	 of	 the	 soil	 and	 suggest
measures	to	deal	with	it.	The	result	and	suggestion	will	be	displayed
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in	the	cards.

Where	 in	 the	 scope	 for	 reform	 in	 Fertilizers	 as	 per	 the	 Economic
Survey	2016?

Decimalizing	urea	imports	-	which	would	increase	the	number	of
importers	and	allow	greater	freedom	in	import	decision	and	allow
fertilizer	 supply	 to	 respond	 flexibly	 and	 quickly	 to	 changes	 in
demand.	This	would	be	timely	as	climatic	fluctuations	are	making	it
difficult	 for	 governments	 to	 forecast	 agriculture	 conditions	 and
centrally	manage	supply.
Bringing	 urea	 under	 the	 Nutrient	 Based	 Subsidy	 program
currently	 in	 place	 for	 DAP	 (Diammonium	 Phosphate)	 and	 MOP
(Muriate	 of	 Potash)	 would	 allow	 domestic	 producers	 to	 continue
receiving	 fixed	 subsidies	 based	 on	 the	 nutritional	 content	 of	 their
fertilizer,	 while	 deregulating	 the	 market	 would	 allow	 domestic
producers	to	charge	market	prices.	This	would	encourage	fertilizer
manufactures	to	be	efficient,	as	they	could	then	earn	greater	profits
by	 reducing	 costs	 and	 improving	 urea	 quality.	 And	 this	 in	 turn
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would	benefit	farmer.
Economic	 Survey	 2015-16	 states	 that	 the	 case	 for	 implementing
direct	 transfers	 in	 fertilizers	 is	 to	 reduce	 leakages	 to	 the	 black
market.

Who	is	responsible	for	the	sickness	in	the	fertiliser	industry?

Fertilizer	 Industry	 in	 India	 has	 mainly	 five	 sick	 units.	 They	 are
badly	in	need	of	Coal	/Gas/LPG.	If	these	units	get	raw	material	they
will	contribute	to	the	agricultural	sector	of	the	nation.
The	 reasons	 for	 the	 sickness	 of	 The	 Fertilizers	 and	 Chemicals
Travancore	Limited	(FACT)	are	mainly	the	outdated	technology	of
the	 plant,	 high	 energy	 consumption	 norms,	 large	manpower	 and
high	fixed	costs	of	the	new	ammonia	plant	(900	MTPD).
The	reasons	for	losses	of	Madras	Fertilizers	Limited	(MFL)	are	due
to	the	fact	 that	 the	ammonia	plant	 is	not	operating	at	 full	capacity
due	 to	non-matching	 capacity	 of	 urea	plants	 and	 the	NPK	plant	 is
operating	 at	 low	 capacity	 due	 to	 high	 cost	 and	 inadequate
availability	of	phosphoric	acid.
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The	 cost	 of	 production	 in	 these	 companies	 is	 higher	 than	 the
amount	 received	 through	 Maximum	 Retail	 Price	 (MRP)	 and
concession.	 Their	 depreciation	 charges	 are	 high	 compared	 to	 the
norms	of	the	group	in	which	they	have	been	placed	under	the	NPS.

How	the	Indian	Fertilizer	Industry	is	faced	with	challenges?

Efficiency:	The	demand	for	fertilizers	continues	to	rise.	To	meet	the
requirement	 the	units	have	 to	 increase	 their	productivity	 through
research,	reducing	wastage	and	by	handling	the	material	carefully.
It	is	also	found	that	the	productivity	of	the	Indian	units	is	not	in	the
line	of	the	developed	countries.
Investment:	Considering	the	high	demand,	this	industry	is	required
to	 invest	 more	 capital.	 The	 co-operative	 sector	 has	 its	 own
limitations	 for	 the	 investment	 but	 other	 units	 can	 generate	 funds
through	the	open	market.
Subsidy:	 According	 to	 the	 agreement	 with	 the	 World	 Trade
Organization,	 Indian	 industry	 is	 required	 to	 reduce	 the	 subsidy
given	 on	 the	 price	 of	 fertilizers.	 Due	 to	 this,	 the	 prices	 of	 the
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fertilizers	will	go	up	and	it	may	not	be	within	the	reach	of	the	poor
farmers.	This	may	affect	the	industry	adversely.

((( 	)))
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Agriculture	-	Budget-2016:	Pro-farmer,	pro-agriculture,
pro-Bharat

“Bharat”	 returned	 to	 the	 Budget	 as	 the	 Finance	 Minister	 pledged	 to
double	 farmers’	 incomes	 in	 the	 next	 5	 years	 through	 more	 than	 40
programs,	 investing	 in	 everything	 from	 irrigation	 to	 village	 roads	 and
soil	monitoring;	 from	 shifting	wholesale	markets	 online	 to	 supporting
prices	for	agricultural	produce.		The	word	“farmers”	found	32	mentions
in	his	speech.
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What	are	the	announcements	for	Agriculture	in	the	budget?

While	 presenting	 the	 Budget	 for	 the	 third	 time,	 Arun	 Jaitley	 said
that	the	Government	intends	to	go	beyond	food	Security	and	give
back	a	sense	of	income	security	to	the	farmers.
In	 this	 regard,	 the	 Union	 Government	 intends	 to	 double	 the
farmers’	income	by	2022.	He	allotted	Rs.	35,984	Cr	for	agriculture
and	farmers’	welfare.
He	 said	 that	 his	 government	 intends	 to	 address	 issues	 of
optimal	 utilization	 of	 water	 resources,	 create	 new
infrastructure	 for	 irrigation,	 conserve	 soil	 fertility	 with
balanced	use	of	fertilizer	and	provide	connectivity	from	farm	to
market.
The	 ‘Pradhan	 Mantri	 Krishi	 Sinchai	 Yojana’	 has	 been
strengthened	and	will	be	 implemented	in	mission	mode.	28.5	 lakh
hectares	will	be	brought	under	irrigation	under	this	scheme.
A	dedicated	Long	Term	Irrigation	Fund	will	be	created	in	NABARD
with	an	initial	corpus	of	about	20,000	crore.
The	Unified	Agricultural	Marketing	E	Platform	will	 be	dedicated
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to	the	nation	on	14th	April	this	year.
Government	 has	 approved	 the	 path	 breaking	 Crop	 Insurance
Scheme,	namely,	Prime	Minister	Fasal	Bima	Yojana.	For	effective
implementation	of	this	Scheme,	it	has	been	provided	5,500	crore	in
the	Budget.
A	 policy	 to	 convert	 city	 waste	 to	 compost	 under	 Swachh	 Bharat
Abhiyan	 is	 announced.	 Fertilizer	 companies	 will	 co-market	 this
compost	which	increases	the	efficacy	of	chemical	fertilizers.

Why	did	government	concentrate	on	pulses?

India’s	 agriculture	 has	 become	 cereal-centric	 after	 the	 Green
Revolution.	Production	of	other	crops	such	as	pulses,	oilseeds	etc.
has	 lagged	 behind	 that	 of	wheat	 and	 rice.	Economic	 Survey	 also
emphasized	the	need	to	switch	towards	pulses.

Productivity:

India	has	low	yields	comparable	to	most	countries.	Some	states	do
much	 better	 than	 the	 all-India	 average.	 But	 even	 the	 key	 pulse
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producing	 state	 of	Madhya	Pradesh	 has	 yields	 barely	 three-fifths
that	of	China’s.
In	 pulses,	 if	 all	 states	 were	 to	 attain	 even	 Bihar’s	 level	 of
productivity,	pulses	production	would	 increase	by	an	estimated	41
%	on	aggregate.

Production	Pattern

Most	 of	 the	 national	 output	 of	 pulses	 comes	 predominantly	 from
un-irrigated	land.	In	contrast,	a	large	share	of	output	in	wheat,	rice
and	sugarcane	is	from	irrigated	land.
Public	 procurement	 at	 Minimum	 Support	 Price	 (MSP)	 has
disproportionately	 focused	 on	 wheat,	 rice	 and	 sugarcane	 at	 the
expense	of	other	crops	such	as	pulses	and	oilseeds.

Government	Initiatives	in	Budget	2016:

Incentives	are	being	given	 for	enhancement	of	pulses	production.
500	 crores	 under	 National	 Food	 Security	 Mission	 have	 been
assigned	 to	 pulses.	 The	 number	 of	 districts	 covered	 has	 been
increased	to	622.
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When	was	the	concept	of	MSP	launched?

The	 Minimum	 Support	 Prices	 (MSP)	 were	 announced	 by	 the
Government	of	 India	for	the	first	 time	in	1966-67	for	Wheat	 in	the
wake	 of	 the	 Green	 Revolution	 and	 extended	 harvest,	 to	 save	 the
farmers	from	depleting	profits.	Since	then,	the	MSP	regime	has	been
expanded	to	many	crops.
Minimum	 Support	 Price	 is	 the	 price	 at	 which	 government
purchases	 crops	 from	 the	 farmers,	 whatever	 may	 be	 the	 market
price	for	the	crops.
Rationale:	If	there	is	a	fall	in	the	prices	of	the	crops,	after	a	bumper
harvest,	the	government	purchases	at	the	MSP	and	this	is	the	reason
that	 the	 price	 cannot	 go	 below	 MSP.	 So	 this	 directly	 helps	 the
farmers.

In	 Budget	 2016,	 in	 order	 to	 ensure	 that	 the	 benefit	 of	 MSP	 reaches
farmers	 in	 all	 parts	 of	 the	 country,	 three	 specific	 initiatives	would	 be
taken	up.

First,	 the	 remaining	 States	 will	 be	 encouraged	 to	 take	 up
decentralized	procurement.
Second,	 an	 Online	 Procurement	 System	 will	 be	 undertaken
through	 the	 Food	 Corporation	 of	 India.	 This	 will	 usher	 in
transparency	 and	 convenience	 to	 the	 farmers	 through	 prior
registration	and	monitoring	of	actual	procurement.
Third,	 effective	 arrangements	 have	 been	 made	 for	 pulses’
procurement.
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Where	 are	 the	 initiatives	 of	 the	 government	 for	 agricultural	 allied
sectors?

Farmers	also	 take	up	other	allied	activities	 to	 supplement	 their	 family
income.

To	make	dairying	more	remunerative	to	the	farmers,	four	new	projects
are	 announced	 in	 Budget-16.	 These	 projects	will	 be	 implemented	 at	 a
cost	of	850	crores	over	the	next	few	years.

Pashudhan	Sanjivani,	 an	animal	wellness	program	and	provision
of	Animal	Health	Cards	(Nakul	Swasthya	Patra).
Program	on	Advanced	Breeding	Technology
Creation	of	E-Pashudhan	Haat,	an	e-market	portal	 for	connecting
breeders	and	farmers.
National	Genomic	Centre	for	indigenous	breeds.

Also,	there	has	been	a	visible	rise	in	the	yield	of	honey,	from	an	average
of	18	to	20	kg	per	box	per	annum	in	the	year	2013-14	to	25	kg	per	box
per	annum	by	2015-16.
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The	 total	 production	 of	 honey	 in	 the	 country	 has	 increased	 from
76,150	 metric	 tons	 in	 2014-15	 to	 86,500	 metric	 tons.	 90%	 of	 the
domestic	honey	is	now	exported.

Who	will	get	benefitted	from	organic	farming	initiatives?

Organic	 farming	 would	 benefit	 farmers	 to	 raise	 their	 profits	 and
productivity	 as	 well.	 It	 is	 especially	 helpful	 for	 small	 farmers	 all
over	the	world.
The	benefits	include	a	high	premium,	low	capital	investment,	the
ability	 to	 achieve	 higher	 premiums	 in	 the	 market,	 less
dependence	on	money	 lenders,	 synergy	with	 life	 forms	 and	 the
ability	to	use	traditional	knowledge.
Leading	 agricultural	 experts	 maintain	 that	 India	 can	 benefit
dramatically	 from	 organic	 farming	 and	 it	 will	 help	 in	 alleviating
poverty	in	rural	parts.

In	Budget	2016,	to	increase	crop	yields	in	rain	fed	areas,	which	account
for	nearly	55%	of	 the	country’s	arable	 land,	organic	 farming	has	been
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promoted.	 Towards	 this	 end,	 the	 Government	 has	 launched	 two
important	schemes.	A	 total	provision	of	412	 crore	has	been	made	 for
these	schemes.

First,	 the	 ‘Parmparagat	 Krishi	 Vikas	 Yojana’	 which	 will	 bring	 5
lakh	acres	under	organic	farming	over	a	three	year	period.
Second,	the	Government	has	launched	a	value	chain	based	organic
farming	 scheme	 called	 “Organic	 Value	 Chain	 Development	 in
North	 East	 Region”.	 The	 emphasis	 is	 on	 value	 addition	 so	 that
organic	 produce	 grown	 in	 these	 parts	 find	 domestic	 and	 export
markets.

How	impactful	are	the	other	agriculture	sector	specific	initiatives?

Irrigation	initiatives:	Only	65	million	out	of	141	million	hectares	of
net	 cultivated	 area	 are	 irrigated.	 By	 increasing	 the	 irrigation
capacity,	in	mission	mode,	the	productivity	of	land	would	increase.
Targeting	 Soil	 Health	 Card	 Scheme	 coverage	 to	 14	 crore	 farm
holdings	by	March,	2017	will	help	farmers	to	make	judicious	use	of
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fertilizer.
Access	 to	 markets	 is	 critical	 for	 the	 income	 of	 farmers.	 The
Government	 is	 implementing	 the	Unified	 Agriculture	Marketing
Scheme	which	envisages	a	common	e-market	platform	that	will	be
deployed	in	selected	585	regulated	wholesale	markets.
Special	focus	has	been	given	to	ensure	adequate	and	timely	flow	of
credit	to	the	farmers.

Rural	Development	initiatives

An	 allocation	 of	 Rs.	 2.87	 lakh	 crore	 as	 Grants	 in	 Aid	 to	 Gram
Panchayats	 and	 Municipalities	 (228%	 increase	 compared	 to
previous	 five	 years)	 as	 per	 the	 recommendations	 of	 14th	 Finance
Commission	was	announced.
300	_Rurban_Clusters	will	be	developed	under	the	‘Shyama	Prasad
Mukherjee	 Rurban	 Mission’	 to	 incubate	 growth	 centers	 in	 rural
areas	by	providing	 infrastructure	amenities	and	market	access	 for
the	farmers.
The	 Finance	 Minister	 committed	 to	 achieve	 100	 %	 village
electrification	by	1st	May,	2018.
In	order	to	spread	digital	literacy	in	rural	India,	2	new	Schemes	viz.
‘National	 Digital	 Literacy	 Mission’	 and	 ‘Digital	 Saksharta
Abhiyan’	(DISHA)	have	been	approved.

((( 	)))
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Agriculture	-	Monsanto	vs	India

The	 government	 has	 recently	 cut	 the	 royalty	 fees	 for	 genetically
modified	 cotton	 by	 about	 70%,	 in	 spite	 of	 threat	 from	 US	 seed	 giant-
Monsanto	 to	 pull	 its	 genetically	modified	 crop	 technology	 from	 India.
Though	the	decision	was	taken	to	safeguard	the	interest	of	the	farming
community,	it	raises	concerns	about	the	country’s	intellectual	property
rights	regime.	Is	there	a	plan-B,	in	case	Monsanto	pulls	out?
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What	has	Monsanto	threatened?

US	 seed	 giant	 Monsanto	 sells	 cotton	 seed	 in	 India	 via	 Mahyco
Monsanto	Biotech	(MMB),	a	joint	venture	with	Maharashtra	Hybrid
Seeds	Co.
Around	7	million	cotton	farmers	in	India	use	the	company’s	seeds.
It	 had	 threatened	 to	 pull	 its	 genetically	modified	 crop	 technology
from	 India	 if	 the	 government	went	 ahead	with	 its	 plan	 to	 cut	 the
company’s	royalty	fees.
MMB	has	said	that	it	would	be	difficult	to	bring	new	technologies	to
India	because	it	was	becoming	difficult	for	the	company	to	recoup
its	 investments	 in	 research	 and	 development	 of	 genetically
modified	seeds.
The	company	has	said	that	 it	would	also	re-evaluate	its	position	in
India	 as	 the	 regulatory	 environment	 is	arbitrary	 and	 innovation
stifling.
The	 company	 would	 also	 continue	 its	 lawsuit	 and	 warned	 of	 a
potentially	lengthy	legal	battle.
According	to	experts,	the	move	violates	the	principle	of	free	market
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economics	and	would	discourage	companies	from	researching	new
crop	genes	for	Indian	farming.

Why	is	Monsanto	angry?

Even	after	the	warning	from	Monsanto,	the	government	has	cut	the
royalty	fees	for	genetically	modified	cotton	by	about	70%.	A	drastic
reduction	in	trait	fees	means	substantial	losses	for	MMB.
The	 government	 order	 limits	 biotech	 royalty	 fee	 to	 49	 rupees	 per
packet	of	cotton	seed	from	163	rupees	per	packet.
The	 government	 also	 capped	GM	cotton	 seed	prices	 at	 800	 rupees
for	a	packet	of	400	grams	after	appeals	by	some	state	governments
and	farmers	to	lower	the	rate.
The	decision	was	based	on	the	recommendation	of	a	nine-member
committee	 constituted	 by	 the	 agriculture	ministry	 on	 cotton	 seed
prices	 to	 reduce	 the	 royalty	 fees	 payable	 to	 seed	 technology
companies,	and	an	overall	lowering	of	seed	prices.
MMB	had	filed	a	case	in	a	Delhi	court,	challenging	the	authority	of
the	 panel	 to	 determine	 the	 trade	 fee	 agreed	 upon	 by	MMB	 and	 a
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number	of	Indian	seed	companies.
The	move	will	benefit	nearly	8	million	cotton	farmers	in	India	but	it
raises	concerns	about	India’s	intellectual	property	rights	regime.

When	did	India	make	a	definitive	shift	towards	Bt	Cotton?

The	GM	cotton	variety	in	India	was	introduced	in	2002.	It	helped	in
transforming	the	country	into	the	world’s	top	producer	and	second-
largest	exporter	of	the	fibre.
Monsanto	was	 the	 first	 to	 introduce	 Bt	 cotton	 seeds	 in	 India	 that
changed	the	dynamics	of	cotton	cultivation	in	the	country.
Biotech	plants	now	cover	an	estimated	97%	of	India’s	cotton	fields,
with	 the	Monsanto	and	Mahyco	supplying	pest-resistance	genes	 to
about	50	Indian	cotton	seed	companies.
According	to	the	Cotton	Advisory	Board,	India’s	average	per-hectare
yield	 jumped	almost	70	percent	to	503	kilograms	 since	 it	 allowed
farmers	to	use	genetically	modified	seeds.
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Where	is	India’s	Plan	B?

India	 has	 to	 find	 an	 alternative	 to	 address	 the	 issue	 of	 pest
resistance	in	case	Monsanto	pulls	out	of	India.
In	 Kharif	 2015	 there	 were	 reports	 of	 pink	 bollworm	 attacking
cotton	crops.	This	shows	the	pest	has	developed	resistance	to	the	Bt
seed.

The	Central	Institute	of	Cotton	Research	(CICR)	in	Nagpur	has	signed	an
MoU	 with	 three	 desi	 GM	 cotton	 varieties,	 which	 can	 compete	 with
Monsanto’s	Bollgard.

The	 first	one	 is	developed	by	Delhi	University,	a	cotton	 transgenic
event,	 ‘Tg2E-13’,	 based	 on	 the	Cry1Ac	gene	 isolated	 from	 the	 soil
bacterium	Bacillus	thuringiensis	(Bt).
Second	is	with	the	National	Botanical	Research	Institute	in	Lucknow
which	has	used	a	synthetic	Cry1EC	gene	for	conferring	resistance	to
the	leaf-eating	tobacco	caterpillar.
The	third	one	is	with	Tamil	Nadu	Agricultural	University	which	has
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developed	an	event	expressing	the	Cry2AX1	gene.

The	 government	 should	 also	 focus	 on	 facilitating	 the	 setting	 up	 of	 a
public	seeds	company	 that	would	bring	to	market	 the	much	cheaper,
indigenously	developed	GM	seeds.

Who	leads	cotton	production	in	India?

India	has	the	distinction	of	growing	all	the	four	cultivated	species
of	cotton	and	their	intra-	and	inter-specific	hybrids.

Cotton	is	produced	in	more	than	12	states	in	India.	It	is	grown	in	three
distinct	agro-ecological	zones:

Northern	zone	-	Punjab,	Haryana	and	Rajasthan
Central	zone	-	Gujarat,	Maharashtra	and	Madhya	Pradesh
Southern	zone	-	Andhra	Pradesh,	Tamil	Nadu	and	Karnataka.
Gujarat	 is	 the	 biggest	 cotton	 producing	 state	 in	 India	 with	 a
production	of	125	Lakh	Bales.
Maharashtra	stands	at	second	place	with	total	production	of	85	Lakh
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Bales.	 It	 is	 followed	 by	 the	 newly	 formed	 state	 Telangana	 with
production	of	50	Lakh	Bales.
Karnataka	 with	 a	 production	 of	 28	 Lakh	 Bales	 is	 at	 fourth	 place,
followed	by	Andhra	Pradesh	with	production	of	27	Lakh	Bales.

How	are	cotton	prices	expected	to	be	in	2016-17?

Cotton	 prices	 have	 declined	 in	 calendar	 year	 (CY)	 2016	 and	 are
expected	to	remain	under	pressure	in	CY-2017	as	well.
The	Cotton	Advisory	Board	estimates	 that	production	will	drop	7.4
%	to	35.2	million	bales	of	170	kilograms	each	in	2015-16.
This	is	due	to	first	back-to-back	shortfall	in	monsoon	rain	in	three
decades	which	forced	farmers	to	reduce	planting.
The	 lower	 demand	 from	 spinning	 mills	 in	 the	 country	 and
continuation	 of	 direct	 subsidy	 based	 policy	 by	 China	 has	 kept	 the
domestic	cotton	prices	under	pressure.
Though	Bangladesh,	 Pakistan	 and	 Vietnam	 have	 replaced	 China
with	 India	 as	 a	 supplier,	 they	 are	 unlikely	 to	 match	 Chinese
demand.	The	volumes	are	picking	up	at	a	slow	pace.

1328



However,	 international	 cotton	 prices	 will	 remain	 sensitive	 to	 the
release	of	cotton	by	China	from	its	cotton	reserves.

((( 	)))
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Agriculture	-	Agricultural	Mechanization:	the	need	of	the
hour

Indian	agriculture	will	 face	two	big	challenges	 in	the	coming	years.	 If
the	 shrinking	 resources	 of	 land	 and	 water	 are	 one,	 the	more	 serious
concern	 is	 the	 availability	 of	 human	 resources.	 Although	 India	 is	 the
largest	manufacturer	 of	 tractors	 in	 the	 world,	 farm	mechanization	 in
India	is	still	at	a	nascent	stage.	Karnataka	has	a	solution	to	fast-track	this
process	–	the	Uber	model	for	tractors.
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What	 is	 Karnataka	 government	 doing	 with	 respect	 to	 Agricultural
mechanization?

Karnataka	 government	 has	 setup	 equipment	 rental	 services,	 by
means	of	which	agriculture	equipment	will	be	available	to	farmers.
It	has	roped	in	firms	such	as	VST	Tillers,	John	Deere	and	Mahindra
and	Mahindra	to	offer	tractor	and	farm	equipment	on	demand	for
farmers	 across	 the	 state,	 adopting	 the	 Uber	 model	 to	 increase
mechanization	and	overcome	labor	shortage	for	farmers.
Farmers	 in	Karnataka	are	 incurring	huge	farming	costs	due	to	 the
non-availability	of	labor.	This	issue	can	be	addressed	by	bringing	in
mechanization	into	farming	techniques.
The	 state	 is	 investing	Rs	 175	 crore	 in	 the	 “Uber	 for	 agricultural
services”	model	that	entails	paying	for	75	%	of	capital	costs,	while
the	equipment	makers	earn	money	by	renting	it	to	farmers	over	a
three	year	period.	This	reduces	the	cost	of	use	of	these	equipment	to
farmers	by	nearly	a	third.
The	state	had	so	far	tied	up	with	two	nonprofit	entities	and	spent	Rs
87.5	crore	to	set	up	175	farm	machinery	custom	hire	service	centres
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(CHSCs).
With	majority	of	farmers	owning	patches	of	land	that	are	too	small
to	justify	the	investment	on	equipment,	the	plan	is	being	expanded
to	 cover	 the	 state	 by	 next	 year,	 where	 villagers	 rent	 farm
equipment	 such	 as	 tractors,	 tillers	 and	 harvesters	 on	hourly	 and
daily	basis.

Why	is	Agricultural	mechanization	the	need	of	the	hour	for	India?

The	overall	level	of	mechanization	in	farming	is	below	50	%	in	case
of	majority	of	the	farming	operations	in	India.
With	 shortage	 of	 labor	 for	 agricultural	 operations	 owing	 to	rural-
urban	 migration,	 shift	 from	 agriculture	 to	 services	 and	 rise	 in
demand	for	labor	in	nonfarm	activities,	there	is	a	need	to	use	labor
for	 agricultural	 operations	 judiciously,	which	makes	 a	 strong	 case
for	mechanization	of	farming.
For	 instance,	 according	 to	 the	 Agricultural	 Machinery	 and
Manufacturers	Association	 in	 India,	 tractor	penetration	 is	38	%	for
large	farmers	(with	more	than	20	acres),	18	%	for	medium	farmers
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(5-20	acres)	and	just	around	1	%	for	marginal	farmers.
With	 increase	 in	 fragmentation	 of	 landholdings	 and	 low	 rates	 of
tractor	penetration	among	small	farmers,	there	is	need	for	a	market
in	 tractor	 rentals,	 akin	 to	 cars	 and	 road	 construction	 equipment,
driven	by	private	participation.
With	 suitable	 mobile	 and	 internet	 applications,	 manufacturers	 of
tractors	 along	with	 other	 stakeholders	 need	 to	 deliberate	 on	 this,
since	it	will	also	increase	demand	for	tractors.
Experts	 believe	 agriculture	 needs	 infusion	 of	 technologies,
including	mechanization,	as	 there	 is	scarcity	of	 labor	 to	undertake
activities	 such	 as	 weeding	 in	 corn	 cultivation	 or	 manual
transplantation	in	rice	cultivation.

When	will	farm	mechanization	gain	prominence	in	India?

The	 availability	 of	 labor	 to	 work	 in	 agriculture	 is	 crucial	 in
sustaining	agricultural	production.
The	population	dynamics	of	Indian	agricultural	workers	shows	that
by	2020,	 the	population	of	agricultural	workers	 in	the	country	will
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be	about	230	million	of	which	45	%	will	be	the	female	workers.	It	is
predicted	that	the	population	in	rural	areas	will	decrease	to	62.83	%
in	2025	and	to	44.83	%	in	2050.
Thus,	there	is	going	to	be	a	significant	shortage	of	farm	workers	in
country’s	agricultural	production.
Agricultural	 wages	 have	 traditionally	 been	 low,	 due	 to	 low
productivity	 and	 large	 disguised	 unemployment	 in	 agriculture
sector.	 However,	 in	 recent	 years	 there	 is	 sharp	 increase	 in
agricultural	 wages	 due	 to	 economic	 growth	 and	 adoption	 of
employment	 generation	 policy	 like	 the	Mahatma	Gandhi	National
Rural	 Employment	 Guarantee	 Act	 (MGNREGA)	 and	 increase	 in
minimum	wages	due	to	the	Minimum	Wages	Act.
However,	agricultural	wages,	 in	general,	are	still	much	 lower	 than
the	industrial	wages.
This	 further	 strengthens	 the	 necessity	 for	 agricultural
mechanization	in	a	manner	that	is	inclusive	and	suitable	for	Indian
conditions.

Where	 are	 the	 bottlenecks	 in	 the	 process	 of	 moving	 towards
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mechanization?

Small	farm	holdings:	The	average	farm	size	in	India	is	small	(1.16
ha)	 as	 compared	 to	 the	 European	 Union	 (14	 ha)	 and	 the	 United
States	(170	ha).	Therefore,	there	will	be	little	mechanization	unless
machines	appropriate	 for	 small	holdings	are	made	available.	Also,
due	 to	 small	 size	 of	 land	holdings,	 it	 is	 difficult	 for	 the	 farmers	 to
own	 machinery.	 As	 a	 result,	 the	 benefits	 of	 mechanization	 are
enjoyed	 by	 only	 a	 section	 of	 the	 farmers	 who	 have	 large	 farm
holdings.
Mechanizing	 small	 and	 noncontiguous	 group	 of	 small	 farms	 is
against	 ‘economies	 of	 scale’	 especially	 for	 operations	 like	 land
preparation	 and	 harvesting.	With	 continued	 shrinkage	 in	 average
farm	 size,	more	 farms	will	 fall	 into	 the	 adverse	 category	 thereby
making	 individual	 ownership	 of	 agricultural	 machinery
progressively	more	uneconomical.
Almost	90	%	of	tractors	are	sold	in	India	with	the	assistance	of	some
financial	 institution.	 Incentives	 to	 encourage	 such	 financial
institutions	and	farmers	to	adopt	mechanization	are	absent.
The	 major	 constraint	 of	 increasing	 agricultural	 production	 and
productivity	 is	 the	 inadequacy	of	farm	power	and	machinery	with
the	farmers.
Hill	agriculture,	 which	 covers	 about	 20	%	 of	 cultivated	 land,	 has
little	access	to	mechanization.	This	situation	has	to	be	improved	by
developing	 and	 promoting	 package	 of	 technology	 for
mechanization	of	hill	agriculture	to	achieve	higher	productivity.
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Who	will	play	an	important	role	in	agriculture	post	mechanization?

Women	in	rural	India	will	play	a	major	role	in	shaping	the	economy
of	 the	 country	 post	 farm	 mechanization.	 In	 Indian	 agriculture,
women	 perform	 four	 different	 types	 of	 roles	 viz.	 as	 a	 worker	 (a
source	 of	 power),	 as	 an	 operator	 (a	 controller),	 as	 a	 manager	 (a
farmer)	 and	 as	 an	 entrepreneur	 (a	 business	 person).	 At	 present,
most	of	the	Indian	women	carry	out	the	role	of	workers	only.
The	hand	operated	tools/equipments	available	have	been	primarily
developed	for	male	workers,	and	women	workers	have	to	use	these
whenever	required.	As	a	result,	the	output	is	lower	and	may	lead	to
many	occupational	health	problems.
To	 make	 them	 capable	 for	 other	 roles,	 it	 is	 necessary	 to	 design
machines	 suitable	 for	 the	women	and	upgrade	 the	women’s	 skills
for	operating	these	machines.

Who	is	supporting	agriculture	and	how?

The	 Ministry	 of	 Agriculture	 is	 giving	 a	 major	 thrust	 to	 farm
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mechanization	 through	 its	 various	 schemes.	 A	 dedicated	 Sub-
Mission	 on	Agricultural	Mechanization	 has	 been	 proposed	 for	 the
Twelfth	Plan,	which	includes	custom-hiring	facilities	for	agricultural
machinery	as	one	of	its	major	components.

How	should	India	go	ahead	with	Agricultural	Mechanization?

In	 the	 absence	 of	 good	 planning	 and	 direction,	 investment	 on
mechanization	may	not	 yield	 the	 expected	 results.	 India	 adopts	 a
policy	 of	 selective	mechanization	under	diverse	 conditions,	which
makes	the	agricultural	mechanization	a	challenging	task.

Road	ahead:

The	 widely	 fragmented	 and	 scattered	 land	 holdings	 across	 the
country	need	to	be	consolidated.
More	 interaction	 among	 the	 farmers,	 research	 and	 development
workers,	 departments	 of	 agriculture	 and	 industry	 are	 required	 to
make	farm	machinery	research	and	development	base	stronger.
The	benefits	of	mechanization	should	be	extended	to	all	categories
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of	farmers	with	due	consideration	to	small	and	marginal	farmers,	to
all	cropping	systems	including	horticultural	crops	and	to	all	regions
of	the	country	especially	the	rain	fed	areas.
Provision	may	be	made	for	special	credit	support	at	 lower	interest
rates	 to	 rural	 individuals,	 venturing	 into	 entrepreneurial	 use	 of
farm	machinery	through	custom	hiring.
Manufacturing	 units	 that	 are	 set-up	 in	 areas	 with	 lower
mechanization	 need	 to	 be	 supported	 by	 extending	 tax	 and	 duty
sops.
There	is	a	need	for	quality	manufacturing	and	after	sales	support	for
reliability	of	farm	machinery.
It	 would	 also	 help	 if	 we	 could	 come	 up	 with	 good	 public-private
partnership	 (PPP)	 models	 that	 would	 bring	 more	 private	 players
into	farm	mechanization.

((( 	)))
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Agriculture	-	Taxing	farm	incomes

Agricultural	 income	 is	 exempted	 from	 tax	 since	 decades.	 Crorepati
farmers	are	mushrooming	by	the	day	and	there	is	suspicion	about	tax
evasion	and	money	laundering	in	the	name	of	agricultural	income.	Due
to	lack	of	political	will	and	vote	bank	politics,	farm	income	remains	tax
exempted.	Based	on	the	principle	of	 fairness,	 is	 the	 idea	of	 taxing	rich
farmers	really	that	bad?

What	is	the	case	for	taxing	farm	incomes?
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As	per	economists,	based	on	the	principle	of	fairness,	agricultural
incomes	should	be	taxed.
Irrespective	of	their	source	of	income,	individuals	who	earn	above	a
particular	threshold	should	be	taxed.
Agricultural	 incomes	 can	 be	 taxed	without	 hurting	 the	 small	 and
marginal	farmers.	It	would	help	significantly	to	widen	the	tax	base.
As	per	estimates,	 if	farm	income	was	taxed,	an	amount	equivalent
to	 1.2%	 of	 the	 country’s	 GDP	 could	 be	 collected	 in	 2008-09.	 The
figure	would	be	much	higher	now.
Under	 the	current	 system,	companies	 investing	 in	 the	agricultural
sector	are	 exempted	 from	paying	 tax.	 It	 is	 estimated	 that	 over	50
companies	 reported	 agricultural	 incomes	 of	over	 Rs	 100	 crore	 in
2009-10.
Since	many	companies	may	have	integrated	operations,	their	actual
agricultural	income	may	either	be	undisclosed	or	underestimated.
Tax	 exemptions	 to	 farm	 sector	 also	 provide	 an	 easy	 avenue	 for
evading	and	avoiding	taxes.
The	 total	 amount	 of	 agricultural	 income	declared	by	 taxpayers	 in
returns	filed	up	to	November	in	the	assessment	year	2014-15	stood
at	a	staggering	Rs	9,338	crore.
The	 income	 from	 transfer	 of	 agricultural	 rural	 land	 is	 also
exempted	from	tax.
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Why	have	farm	incomes	not	been	taxed	till	now?

Agricultural	 Income	 is	defined	under	 section	2(1A)	of	 the	 Income
tax	Act,	1961	and	is	exempted	from	tax.
As	 per	 the	Constitution	 of	 India	 –	 Schedule	 VII,	 agriculture	 is	 a
subject	 on	 which	 the	 state	 legislates	 and	 hence	 taxation	 of
agricultural	 income	falls	within	the	ambit	of	 the	states.	The	centre
has	no	power	in	this	regard.
Tax	 exemption	 to	 agriculture	 income	 cannot	 go	unless	 states	 and
Union	government	agree	for	constitutional	amendment.
People	 who	 are	 engaged	 in	 cultivation	 and	 produce	 agricultural
income	 always	 enjoy	 the	 sympathy	 of	 the	 statute	 makers	 of	 the
country.
The	rising	trend	in	suicides	being	committed	by	agriculturists	also
goes	against	taxing	farm	income.
For	 the	 fear	 of	 being	 seen	 as	 anti-farmer,	 none	 of	 the	 state
governments	dare	touch	this	contentious	subject.
As	agriculture	is	affected	by	so	many	factors,	it	leads	to	difficulty	in
ascertaining	farm	income.
However,	 unless	 efforts	 are	 made	 to	 widen	 the	 taxpayer	 base,
government	finances	will	always	be	under	strain.
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When	were	recommendations	given	for	taxing	agricultural	income?

Taxation	 Enquiry	 Commission	 which	 was	 set	 up	 in	 1953-54	 had
recommended	the	revision	of	tax	laws	taking	into	consideration	the
changes	in	the	prices	of	agricultural	produce.
In	1975,	a	Committee	on	Agriculture	Taxation	headed	by	Dr.	K.N.
Raj	had	recommended	that	the	agricultural	 income	of	 landholding
classes	should	be	taxed.
A	long	term	fiscal	policy	introduced	by	the	Government	in	1985	had
also	recognized	the	concept	of	taxing	agricultural	income.
Task	Force	headed	by	Dr.	Vijay	Kelkar	in	2002	had	suggested	to	tax
agricultural	income.
The	 Parthasarathi	 Shome	 led	 Tax	 Administration	 Reform
Commission	had	recommended	taxing	large	farmers.
A	finance	ministry	report	on	black	money	claimed	that	agricultural
income	 was	 used	 as	 a	 channel	 to	 launder	 black	 money	 and
suggested	state	governments	to	levy	tax	on	agricultural	income.
Chief	 economic	 adviser	Arvind	 Subramanian	 has	 suggested	 that
people	who	 earn	 an	 income	 above	 a	 taxable	 threshold	 should	 be
taxed	regardless	of	the	source	of	their	income.

1342



The	Central	Board	of	Direct	Taxes	(CBDT)	has	noticed	that	several
taxpayers	 have	 declared	 significant	 agricultural	 income	 and	 are
investigating	 people	 who	 have	 tried	 to	 evade	 income	 tax	 by
misusing	the	provision.
Public	interest	litigation	was	filed	in	the	Patna	high	court	recently
which	states	that	agricultural	income	is	often	used	as	a	conduit	for
money	laundering.

Where	are	the	pros	and	cons	of	taxing	agricultural	income?

Pros:

The	revenue	gained	by	taxing	agricultural	 income	could	provide	a
significant	boost	to	the	finances	of	the	states.
The	corporate	sector	that	has	been	heavily	investing	in	agriculture
would	also	be	brought	under	the	tax	ambit.
The	tax	base	will	be	widened	and	at	 least	one	route	used	to	evade
taxes	would	also	be	closed.
If	transfer	of	agricultural	land	is	taxed,	the	state	will	get	a	lucrative
revenue	stream	from	land	sales.
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It	 will	 also	 lead	 to	 small	 and	marginal	 farmers	 demanding	 better
services,	infrastructure	and	facilities.

Cons:

The	agricultural	sector	is	already	very	sick	with	people	moving	out
of	 this	 sector	 because	 of	 unreliable	 weather	 and	 the	 low	 prices
offered	to	the	farmers	by	the	middlemen	and	traders.
The	 farmers	who	 are	 still	 engaged	 in	 cultivation	 are	 struggling	 to
make	ends	meet.	Taxing	the	income	of	these	poor	farmers	will	be	a
death	blow	to	this	sector.
There	is	a	possibility	that	farms	will	be	split	to	avoid	taxes	leading	to
land	fragmentation.
By	taxing	the	larger	farmers	 it	will	automatically	 increase	the	cost
of	food	and	will	led	to	inflation.

Who	will	be	impacted	if	agricultural	income	in	taxed?

There	 will	 be	 a	 positive	 impact	 on	 the	 economy	 if	 taxing
agricultural	 income	 can	 be	 done	 without	 hurting	 farmers	 who
have	borne	the	brunt	of	agrarian	distress.
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A	substantial	section	of	the	farmers	-	the	small	and	marginal	ones	-
will	 remain	 outside	 the	 tax	 net	 simply	 because	 their	 incomes	 are
likely	 to	 be	 below	 the	 basic	 exemption	 limit	 of	 Rs	 250,000	 per
annum	that	is	extended	to	all	taxpayers	in	India.
There	 are	 large	 number	 of	 agriculturists	 who	 buy	 luxury	 cars,
luxury	 homes	 and	 luxury	 holidays.	 The	 logic	 of	 exempting	 them
from	 taxes	 is	difficult	 to	absorb	and	 they	will	be	 impacted	 if	 farm
income	is	taxed.
The	 farmers	 of	 the	 country	 will	 be	 able	 to	 develop	 the	 habit	 of
saving	for	their	bright	future	if	farm	income	is	taxed.
It	will	be	a	 significant	 incentive	 for	 farmers	 in	 this	 country	 to	 get
organized	 into	 associations,	 demand	 accountability	 and	 seek	 to
influence	 the	 debates	 around	 development	 rather	 than	 to	 remain
mute	beneficiaries.
Also	 individuals	who	 have	 used	 this	 route	 to	mask	 some	 of	 their
income	accruing	from	other	sources	will	be	impacted.

How	has	politics	impacted	this	decision?

As	farmers	are	a	huge	vote	bank,	there	is	absence	of	political	will	to
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tax	farm	income.
No	 government	 has	 dared	 to	 touch	 this	 subject	 matter,	 bowing
down	to	the	political	compulsion.
A	large	number	of	politicians	as	well	as	business	communities	also
own	substantial	part	of	agricultural	 land	 in	 India	and	are	deriving
considerable	tax	free	agricultural	income.
There	 is	 no	 political	 consensus	 reached	 on	 this	 complex	 and
controversial	issue.
The	 discussions	 are	 held	 from	 the	 prism	 of	 gains	 and	 lossesto
political	parties	and	not	with	reference	to	the	national	outlook.
Therefore,	 a	 bold	 and	 dynamic	 approach	 is	 now	 needed	 in	 India
whereby	 all	 the	 political	 parties	 and	 parliamentarians	 organize	 a
conclave	 to	 debate	 and	 discuss	 the	 issues	 concerning	 taxation	 of
agricultural	income	in	India.

((( 	)))
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Agriculture	-	Can	e-NAM	reward	farmers?

The	Mandis	 have	 failed	 our	 farmers.	 Though	 they	were	 designed	 to
help	 the	 farmers,	 they	 now	 prevent	 the	 farmers	 from	 getting	 a	 fair
price.	In	a	bid	to	ensure	transparency,	the	government	has	launched	the
National	 Agriculture	 Market	 portal	 (e-NAM)	 under	 the	 concept	 -
“agriculture	 development	 tree”.	 Can	 e-NAM	 play	 a	 big	 role	 in	 the
creation	of	a	national	market	in	agriculture?

What	is	National	Agriculture	Market?
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The	 national	 agriculture	 market	 (e-NAM)	 will	 enable	 farmers	 in
eight	 states	 to	 sell	 23	 commodities	 online	 in	 21	wholesale	mandis
and	 get	 better	 prices.	 The	 states	 include	 Gujarat,	 Rajasthan,
Jharkhand,	Madhya	Pradesh	and	Uttar	Pradesh.
This	project	will	operate	through	an	online	portal	which	is	linked	to
the	 mandis	 of	 the	 States.	 Its	 software	 will	 be	 provided	 to	 all	 the
willing	states	without	cost.
A	 knowledgeable	 person	 is	 being	 deployed	 for	 one	 year	 in	 every
sharing	 mandi	 so	 as	 to	 facilitate	 the	 smooth	 functioning	 of	 the
portal.
Under	this	Project,	the	government	of	India	is	providing	a	grant	of
Rs.	 30	 lacs	 to	 the	 proposed	 agriculture	 mandis	 of	 the	 states.	 The
farmers	will	be	provided	“farmer	helpline	services	round	 the	clock”
for	obtaining	information	related	to	this	portal.
For	 the	 first	 time	 in	 India,	 “one	 nation,	 one	 market”	 concept	 is
being	pursued	and	this	market	status	will	be	elevated	to	the	status
of	international	market	going	forth.
By	September,	2016	two	hundred	mandis	will	be	included	(from	21
now)	and	by	March,	2018	585	mandis	will	come	under	the	Market.

Why	was	it	required?
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The	 current	 state-level	Agricultural	Produce	Marketing	Committee
(APMC)	 laws	 permit	 the	 first	 sale	 of	 crops	 —	 after	 harvesting	 by
farmers	—	to	take	place	only	in	regulated	market	yards	or	mandis.
It,	thus,	restricts	the	farmer’s	universe	of	buyers	to	just	the	traders
licensed	 to	 operate	 in	 the	 mandi	 under	 the	 concerned	 APMC’s
jurisdiction.	 Even	 traders	 have	 to	 procure	 separate	 licences	 to
operate	in	different	mandis	within	the	same	state.
NAM	would	essentially	be	a	common	electronic	platform	allowing
farmers	 to	sell	 their	crops	 to	buyers	anywhere	 in	 the	country	and
vice	versa.
The	 benefits	 to	 buyers	 —	 be	 it	 large	 retailers,	 processors	 or
exporters	 —	 are	 obvious,	 as	 they	 can	 log	 into	 the	 platform	 and
source	from	any	mandi	in	India	connected	to	it.	They	don’t	need	to
be	 physically	 present	 or	 depend	 on	 intermediaries	 with	 trading
licenses	in	those	mandis.

When	can	small	farmers	of	India	take	advantage	of	e-NAM?

With	 farmers,	 it	may	 not	 be	 as	 simple.	Most	 farmers	 do	 not	 take
their	 crop	 to	 the	 mandis;	 they	 sell	 off	 to	 the	 local	 arhatiya	 or
produce	aggregator	even	before	that.
Even	the	ones	who	take	would	offer	a	trolley	load	or	two	at	most	—
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hardly	enough	to	excite	distant	buyers	bidding	online.
To	that	extent,	the	possibilities	for	better	price	discovery	through	a
widened	universe	of	buyers,	both	local	and	online,	are	quite	limited
for	them.
Farmers	 can,	 however,	 still	 benefit	 if	 they	 were	 to	 find	 ways	 for
aggregating	 produce	 on	 their	 own,	 bypassing	 the	 arhatiya	 and
even	the	local	mandi	in	the	process.
This	 is	where	 farmer	producer	organisations	and	cooperatives	can
play	 a	 role,	by	 facilitating	 aggregation	 and	 creation	 of	 volumes
that	is	intrinsic	to	the	success	of	any	ambitious	virtual	marketplace
experiment.

Where	are	the	obstacles	preventing	the	Indian	farmer	from	getting	a
fair	price?

Lack	of	Storage	Facility

Every	year	15	to	30	per	cent	of	the	agricultural	produce	is	damaged
either	by	rats	or	rains	due	to	the	absence	of	proper	storage	facilities.

Distress	Sale
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Farmers	 often	 have	 to	 go	 for	 distress	 sale	 of	 their	 output	 to	 the
village	moneylenders-cum-traders	 at	 a	 very	 poor	 price	 since	 they
don’t	have	capacity	to	wait	for	better	price.

Lack	of	Transportation

In	 the	absence	of	proper	 road	 transportation	 facilities	 in	 the	 rural
areas,	 Indian	 farmers	 cannot	 reach	 nearby	 mandis	 to	 sell	 their
produce	at	a	fair	price.

Unfavourable	Mandis	and	Intermediaries

The	farmers	have	to	lake	help	of	the	middleman	or	dalal	who	takes
away	a	major	share	of	the	profit,	and	finalizes	the	deal	in	his	favour.

Unregulated	Markets	and	lack	of	grading

There	 are	 many	 unregulated	 markets	 which	 adopt	 various
malpractices.	Prevalence	of	false	weights	and	measures	and	lack	of
grading	 and	 standardization	 of	 products	 in	 village	 markets	 go
against	the	interest	of	the	small	and	poor	farmers.

Lack	of	Market	Intelligence

Indian	farmers	are	not	aware	of	 the	ruling	prices	of	 their	produce
prevailing	 in	 big	 markets.	 Thus,	 they	 have	 to	 accept	 any	 un-
remunerative	 price	 for	 their	 produce	 as	 offered	 by	 traders	 or
middlemen.

1351



Who	controls	agriculture	sales	in	India?

Agriculture	 is	 a	 state	 subject	 and	 almost	 all	 state	 governments
enacted	 APMC	 acts	 in	 1950s	 to	 bring	 transparency	 and	 end
discretion	of	traders.
However,	widespread	perception	 for	 this	Act	 is	 that	 it	has	worked
contrary	to	almost	every	stated	objective,	at	least	in	recent	past.
It	 should	 be	 noted	 that	 though	 the	 current	 system	 controlled	 by
APMC	 is	 quite	 inefficient,	 it	 is	 still	 a	 far	 improvement	 from	 pre-
APMC/50’s	 era.	 At	 that	 time	 there	 was	 no	 control	 at	 all.	 Money
lender,	traders,	bankers	etc.	were	often	just	one	person.	This	all	 in
one	 role	 of	 middleman	 resulted	 in	 perpetual	 indebtedness	 of	 the
poor	farmer.
Under	 the	 APMC	 acts,	 States	 are	 geographically	 divided	 in	 to
markets	 which	 are	 headed	 by	 market	 committees	 and	 any
production	in	that	area	shall	be	brought	to	a	market	committee	for
sale.
This	 is	 applicable	 to	 ‘notified	 agricultural	 products’	 which	 differs
from	 state	 to	 state	 and	 generally	 includes	 most	 of	 the	 important
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cereals,	vegetables	and	other	horticulture	products.
It	is	quite	often	seen	that	the	agents	in	an	APMC	get	together	to	form
a	 cartel	 and	 deliberately	 restrain	 from	 higher	 bidding.	 Produce	 is
procured	 at	 manipulatively	 discovered	 price	 and	 sold	 at	 higher
price.	 Spoils	 are	 then	 shared	 by	 participants,	 leaving	 farmers	 in
lurch.
APMC	plays	the	dual	role	of	a	regulator	and	a	Market.	Consequently
its	role	as	a	regulator	is	undermined	by	a	vested	interest	in	lucrative
trade.

How	can	Agriculture	Marketing	in	India	be	improved?

A	model	APMC	act	in	2003	was	passed	by	the	Central	Government	which
was	to	be	implemented	by	all	states.

Features	of	the	model	APMC	are:

Allowing	 Public	 Private	 Partnership	 in	 the	 ‘management	 and
development’	 of	 agricultural	 markets	 in	 the	 country	 for	 post-
harvest	 handling,	 cold	 storage,	 pre-cooling	 facilities,	 pack	 houses
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etc.
Ensuring	transparency	in	Pricing	and	Transactions	in	the	market.
Encouraging	Contract	Farming
Establishing	 ‘State	 Agricultural	 Produce	 Marketing	 Standards
Bureau’	for	Grading,	Standardization	and	Quality	Certification.
Abolishing	 commission	 agent	 system.	 Payments	will	 be	made	 for
facilities	such	as	grading,	sorting,	and	processing.

The	 states	 have	 adopted	 Model	 APMC	 in	 a	 piecemeal	 manner	 as	 per
vested	 interests	of	various	pressure	groups.	Most	of	 the	 states	haven’t
abolished	 the	 system	 of	 commission	 agents	 as	 they	 comprise	 of
influential	people.

Though	model	APMC	is	not	without	its	own	flaws,	implementing	it
in	 letter	 and	 spirit	 and	 taking	 care	 of	 problems	mentioned	 under
WHERE	question	would	improve	Agricultural	marketing	in	India	by
leaps	and	bounds.

((( 	)))
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Agriculture	-	Marathwada:	Sugarcane	is	not	the	villain

Even	before	the	drought,	there	was	little	sweetness	in	the	lives	of	the
sugarcane	farmers	of	Marathwada.	Now,	their	lives	have	become	much
tougher	 as	 the	 government	 moves	 to	 impose	 bans	 on	 the	 ‘water
intensive’	 sugar	 industry.	 Sugarcane	 has	 become	 the	 ‘fall	 guy’	 for	 the
drought	Marathwada.	However,	if	you	crunch	the	numbers,	sugarcane
will	not	be	the	villain	it	is	made	out	to	be.	

What	is	the	case	against	sugarcane?
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The	area	under	sugarcane	cultivation	in	Maharashtra	doubled	in	the
decade	of	2003	–	2013	from	4.43	lakh	hectares	to	9.37	lakh	hectares.
During	the	same	period,	the	sugarcane	produced	increased	by	one
and	half	times	to	621.7	lakh	tonnes.
In	percentage	terms,	4%	of	the	farmed	land	in	Maharashtra	is	under
sugarcane	but	it	consumes	71.5%	of	irrigated	water,	including	wells.
The	state	is	the	second	highest	producer	of	sugarcane	after	UP,	but
79%	of	this	is	grown	in	drought	prone	regions	i.e.	Marathwada.
To	 produce	 of	 1	 kg	 of	 Sugar	 Maharashtra	 uses	 2068	 litres	 of
water;	this	doesn’t	include	more	water	used	by	sugar	mills	to	crush
and	process	the	sugar,	which	is	an	average	4	lakh	litres	per	day.
Marathwada	is	reportedly	drilling	as	many	as	10,000	bore	wells	per
month	 in	 this	 drought;	 a	 boom	 that	 is	 sustained	 by	 the	 ‘boring
mafia’	 from	Andhra	Pradesh	and	Tamil	Nadu	using	 travelling	rigs,
leading	 to	 71%	 of	 the	 irrigated	 area	 in	 the	 state	 being	 irrigated
through	ground	water.
The	five	major	dams	 in	 the	region	are	at	 the	“dead	reserve”	 level.
The	groundwater	reservoir	level	has	sunk	so	low	that	the	Fadnavis
government	had	 to	 restrict	and	regulate	 the	digging	of	bore-wells.
And	water	thefts	are	now	becoming	the	most	dreaded	of	crimes	in
parts	of	Latur,	as	reports	have	shown.

1356



Why	is	it	unfair	to	blame	the	sugarcane	industry	for	the	Marathwada
drought?

Sugarcane	bashers	never	fail	to	mention	how	the	crop	consumes	2,000-
odd	 litres	 of	 water	 to	 produce	 one	 kg	 of	 sugar.	 But	 this	 is	 only	 half-
knowledge.

This	 water	 is	 consumed	 over	 12	 months,	 and	 it	 goes	 towards
production	 of	 fodder,	 electricity	 and	 alcohol	 as	 well.	 Sugarcane
typically	grows	over	365	days,	as	against	the	180	days	of	cotton	and
arhar,	130	days	of	paddy	and	wheat,	110	days	of	 jowar	and	chana,
and	100	days	of	soyabean.	So,	it	consumes	less	water	on	a	per-day
basis.
Even	 the	 more	 productive	 farmer	 can	 harvest	 only	 6	 tonnes	 of
wheat	and	9	tonnes	of	paddy	per	hectare;	whereas	sugarcane	yields
rarely	 go	 below	 40	 tonnes,	 while	 averaging	 80	 tonnes	 for
Maharashtra.	So,	even	on	a	per	tonne	basis,	 sugarcane	 consumes
less	water.
The	mills	themselves	consume	no	additional	water	or	electricity	—
they	are	surplus	in	both.
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Here	 is	 the	 most	 pertinent	 fact:	 Of	 the	 70	 lakh	 hectares	 (lh)	 of	 gross
cropped	area	in	Marathwada,	only	2	lh	are	under	sugarcane;	this	makes
sugarcane	occupy	just	2.85%	of	thte	total	cultivated	area!

Essentially,	the	total	water	consumed	by	most	other	crops	is	higher
than	that	consumed	by	sugarcane.

The	 above	 facts	 demonstrate	why	 sugarcane	 should	 not	 be	made	 the
‘fall	guy’	for	the	devastating	drought	of	Marathwada.	In	times	of	crisis,	a
villain	is	needed	to	point	fingers	at.	Sugarcane	is	not	that	villain.	And	as
we	have	pointed	out	in	an	earlier	knapp,	even	IPL	is	not.	The	drought	is
the	result	of	a	shameful	failure	of	policy,	worsened	by	nature’s	fury.

Since	when	is	the	sugarcane	farmer	of	Maharashtra	struggling?

The	life	of	a	sugarcane	farmer	is	tough.	He	has	to	work	with	heavy
machetes	on	rocky	terrains	for	long	hours.
A	worker	puts	in	at	 least	12-14	hours	of	 labour	on	an	average	day,
transporting	 tonnes	 of	 sugarcane	 on	 bullock	 carts	 and	 smoke-
belching	trucks.
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These	workers	are	the	least	paid	in	the	industry.	They	spend	their
lives	in	makeshift	tents	in	open	fields.	Without	proper	sanitation	or
drinking	water	facilities,	 their	homes	are	breeding	grounds	for	air-
and	water-borne	diseases.
Healthcare	 units	 are	 few	 and	 far	 between,	 and	 the	 lack	 of	 proper
toilets	compromises	the	safety	and	privacy	of	women.

The	 farmers	are	 facing	great	hardship	due	 to	non-payment	of	dues	by
the	sugar	mills.

According	 to	 the	 1966	 Sugar	 control	 order	 of	 the	 Maharashtra
government,	mills	 are	 required	 to	 pay	 the	 fair	 and	 remunerative
prices	(FRP)	to	the	sugarcane	farmers	from	whom	they	obtain	their
sugarcane	supplies	within	14	days.	Failing	this	payment	mills	could
lose	their	assets.
The	FRP	is	decided	each	year	by	the	Central	government	and	stands
at	Rs.	2,200	per	tonne	for	the	year	2015.
Data	 from	 Maharashtra	 Sugar	 commissioner	 shows	 that	 many
farmers	have	not	been	paid	FRP	for	more	than	6	months.	There	are
193	sugar	mills	in	Maharashtra	and	almost	90%	have	not	paid	FRP.
The	FRP	arrears	stood	at	Rs.	2995	crores	at	the	end	of	August	2015.
Government	has	not	taken	any	action	against	the	sugar	mill	owners
for	 recovery	 of	 this	 amount	 while	 the	 farmers	 are	 in	 extremely
difficult	situation.
Sugar	mill	 owners,	most	 of	who	 are	 politicians	 in	 Congress	 party,
BJP	and	Nationalist	Congress	party,	are	saying	that	they	are	not	able
to	pay	because	the	FRP	has	been	set	too	high	in	relation	to	the	sugar
prices	in	the	market
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Where	can	the	solution	to	the	farmers’	problems	come	from?

Apart	 from	making	 sure	 that	 the	 farmer’s	 pays	 are	 made	 by	 the
mills,	 the	 Government	 should	 encourage	 farmers	 to	 grow	 other
crops	 such	 as	 oil	 seeds	 and	 pulses	 which	 are	 best	 suited	 for	 the
climatic	conditions	of	Maharashtra.
Oil	seeds	and	pulses	may	not	be	as	sturdy	as	sugarcane,	but	they	can
fetch	good	prices.	But	in	order	to	encourage	farmers	to	turn	to	these
crops,	 the	 government	 will	 have	 to	 revamp	 its	 agricultural
extension	 service	 and	 invest	 in	 the	 research	 and	 development	 of
new	varieties	of	these	crops	to	increase	their	productivity.
The	government	will	also	have	to	come	up	with	policies	which	will
encourage	 agro-processing	 industry	 in	 rural	 areas	 to	 encourage
establishment	of	mills	in	rural	areas.
The	 government	 must	 make	 drip	 irrigation	 mandatory	 for
sugarcane	farming.	The	government	should	stop	granting	crushing
licence	to	sugar	factories,	unless	 it	ensures	 that	conversion	to	drip
irrigation	is	100%	in	its	exclusive	zone.

Note:	 Drip	 irrigation	 reduces	water	 consumption	 by	 around	 60%	 and
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also	increases	productivity.

Who	called	for	a	Sugarcane	cultivation	ban	in	Maharashtra?

The	 sugar	 cane-versus-water	 debate	 is	 not	 new.	 In	 1999,	 the
Maharashtra	 Water	 and	 Irrigation	 Commission	 under	 Madhav
Chitale,	 former	 chairman	 of	 the	 Central	 Water	 Commission,	 made
several	 key	 recommendations.	 A	 key	 one	 involved	 putting	 a	 stop	 to
sugar	cane	cultivation	in	Marathwada.

Especially	for	Solapur,	but	later	extending	their	suggestion	to	other
districts,	the	Commission	had	stated:	“It	is	desirable	to	impose	a	total
ban	 on	 water	 intensive	 crops	 like	 sugarcane	 in	 these	 deficit	 sub
basins…	 less	 water	 intensive	 crops	 only	 and	 less	 water	 intensive
economic	activities	only	should	be	permitted”.
The	Marathwada	region,	which	has	80	 sugar	 factories	across	eight
districts,	 is	 the	worst	affected	as	 it	 is	 facing	a	drought	for	 the	third
consecutive	year.	Moreover,	water	levels	in	the	dams	of	the	region
has	fallen	to	7%.	Some	parts	of	western	and	northern	Maharashtra
are	also	suffering	the	same	fate.
The	 Chitale	 commission’s	 recommendations	 finally	 seem	 to	 be
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having	some	impact	 in	2016.	On	18	April,	 the	Maharashtra	cabinet
considered	 banning	 setting	 up	 of	 new	 sugar	 factories	 in
Marathwada	for	 the	next	 five	years,	 though	a	decision	 is	yet	 to	be
taken.

However,	a	ban	may	not	be	practical.

Sugarcane	 is	 not	 just	 a	 crop	 but	 a	 whole	 ecosystem	 catering	 to
nearly	15	million	people	directly	or	indirectly.
Around	 2.5	million	 farmers	 in	 the	 state	 are	 engaged	 in	 sugarcane
farming,	 which	 provides	 employment	 to	 an	 additional	 1	 million
labourers	 during	 the	 harvesting	 season.	The	 sugar	 industry	 also
pays	around	Rs.2,500	crore	in	taxes.
If	 the	 government	 decides	 to	 ban	 sugarcane	 crushing,	 it	 will	 not
only	have	to	give	up	the	revenue	of	Rs.	2,500	crore,	it	will	also	have
to	find	the	means	to	compensate	affected	farmers.

How	is	the	Maharashtra	government	addressing	this	issue?

It	is	doing	what	most	elected	governments	do	to	win	over	their	people	–
playing	up	to	the	populist	themes,	ignoring	or	overlooking	the	facts.
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The	Maharashtra	government	is	set	 to	enforce	a	five-year	ban	on
sanctioning	 new	 sugar	 mills	 in	 the	 drought-hit	 Marathwada
region.
At	 a	 core	 committee	 meeting	 of	 cabinet	 ministers	 led	 by	 Chief
Minister	Devendra	Fadnavis,	it	was	decided	to	ban	new	sugar	mills
in	 Marathwada,	 which	 comprises	 eight	 districts	 —	 Aurangabad,
Jalna,	Beed,	Parbhani,	Latur,	Hingoli,	Osmanabad	and	Nanded.
The	government’s	decision	is	 in	line	with	the	recommendations	of
the	 Madhav	 Chitale	 committee.	 The	 panel	 had	 pointed	 out	 that
sugarcane	requires	a	large	amount	of	water	to	cultivate.
In	another	decision	meant	to	save	water,	 the	government	plans	to
make	drip	irrigation	compulsory	for	all	sugar	mills	across	the	state.
Only	20-25	per	cent	sugar	mills	have	implemented	drip	irrigation	so
far.	A	majority	of	 the	 sugar	mills	draw	water	 from	dams.	But	 this
decision	 will	 impose	 additional	 burden	 on	 the	 exchequer;	 the
sugarcane	 growers	 will	 seek	 higher	 subsidy	 to	 implement	 drip
irrigation.
Note:	 Of	 the	 202	 sugar	 mills	 in	 Maharashtra,	 40	 per	 cent	 are	 in
Marathwada	 region.	 Maharashtra	 accounts	 for	 32	 per	 cent	 of	 the
total	sugar	production	in	the	country.

((( 	)))
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Agriculture	-	Dealing	with	drought

At	 least	 a	 third	 of	 the	 residents	 in	 India’s	 countryside	 are	 battling
drought	 —	 many	 for	 the	 third	 consecutive	 year.	 Near-zero	 yields,
sinking	groundwater	levels,	drying	streams	and	reservoirs	have	resulted
in	a	massive	slowdown	 in	agricultural	growth	—	 it	grew	by	minus	0.2
per	cent	in	2014-15,	with	no	imminent	signs	of	recovery.	For	millions	of
farmers,	there	is	little	food	and	almost	no	work	alternative.
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What	is	the	drought	situation	in	India?

India	is	suffering	one	of	its	worst	droughts	in	decades.	Two	years	of
poor	rains	add	pressure	to	manage	water	better	in	India.
Government	estimates	that	overall	330	million	people	-	a	quarter	of
the	country’s	population	-	are	currently	affected	by	drought.	These
include	30	million	people	in	Karnataka,	36.9	million	in	Maharashtra,
16.7	million	in	Orissa,	23.5	million	in	Andhra	Pradesh,	17.8	million
in	Telangana	and	99	million	in	Uttar	Pradesh.
Ten	 states	 namely	 Uttar	 Pradesh,	 Odisha,	 Andhra	 Pradesh,
Telangana,	 Madhya	 Pradesh,	 Chhattisgarh,	 Jharkhand,	 Rajasthan,
Karnataka	and	Maharashtra	are	facing	drinking	water	crisis	due	to
drought	situations.
Three	 states	 -	 Bihar,	 Gujarat	 and	 Haryana	 -	 are	 also	 facing	 water
crisis	in	some	parts.
The	 Central	Water	 Commission	 that	 tracks	 91	water	 reservoirs	 in
the	country	says	the	reservoirs	were	running	at	27	per	cent	of	their
total	capacity	which	is	the	lowest	in	a	decade.
Some	75	per	cent	of	India’s	basins	currently	hold	less	water	than	the
average	for	the	past	10	years,	Central	Water	Commission	data	show.
Over	a	quarter	of	habitations	in	the	countryside	don’t	have	enough
to	drink,	according	to	the	government.
Maharashtra	 is	 one	 of	 the	 worst	 affected	 states,	 with	 successive
years	 of	 poor	 rainfall	 ravaging	 crops,	 killing	 livestock,	 drying	 up
reservoirs	 and	 forcing	 farmers	 into	 indebtedness	 that	 has	 led	 to
thousands	of	suicides.
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Why	is	MGNREGA	critical	to	drought	management?

Mahatma	 Gandhi	 National	 Rural	 Employment	 Guarantee	 Act
(MGNREGA)	 creates	 legal	 obligations	 on	 governments	 to	 create	 at
least	100	days	of	work	 in	a	year	 for	all	 rural	households	 that	 seek
wage	work	in	rural	public	works	close	to	their	homes.
Given	the	scale	of	distress	of	 landless	workers,	small	and	marginal
farmers	 and	 livestock	 rearing	 communities	 in	 times	 of	 recurring
scarcity,	 it	can	reasonably	be	expected	that	there	would	be	a	huge
spurt	of	demand	for	employment	in	these	times.
This	 scheme	 could	 have	 been	 one	 of	 the	 most	 efficient	 drought
relief	measures	and	should	have	been	used	generously	during	 the
last	two	years.	Instead,	the	government	was	not	even	paying	for	the
work	that	had	already	been	done.
At	the	end	of	fiscal	year	2015-16,	the	governments	owed	more	than
Rs.12,000	crore	as	 “pending	 liabilities”	which	needed	 to	be	cleared
before	payments	could	be	made	in	2016-17.
It	also	turned	out	that	the	Central	government	was	violating	its	own
Master	 Circular	 in	not	 releasing	 the	 full	 first	 tranche	 for	MGNREG
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Scheme	amounting	to	over	Rs.45,000	crore	(while	the	much	touted
total	budget	for	it	is	Rs.38,500	crore)	that	was	due	in	the	first	week	of
April.
Also,	the	government	is	paying	lower	than	statutory	minimal	wages
to	MGNREGS	workers.
The	huge	bill	of	pending	liabilities	simply	means	that	workers	have
not	been	paid	wages,	often	for	several	months,	for	work	done	in	the
past.
If	 wages	 are	 delayed	 so	 extensively	 even	 during	 times	 of	 acute
distress	then	a	precariously	surviving	impoverished	person	cannot
rely	on	MGNREGA	to	extend	wage	and	social	protection	in	normally
lean	times.

When	can	India	better	tackle	drought	situations?

Extremely	 poor	 management,	 unclear	 laws,	 government
corruption,	and	industrial	and	human	waste	have	caused	this	water
supply	crunch.
Rain	 water	management	 and	 water	 harvesting	 can	 bring	 about	 a
major	socioeconomic	turn	around	in	villages	and	farmlands.
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India	 receives	 an	 average	 of	 4,000	 billion	 cubic	meters	 (bcm)	 of
rainfall	 every	year.	Unfortunately,	only	48%	of	 rainfall	 ends	up	 in
India’s	rivers.	Due	to	lack	of	storage	and	crumbling	infrastructure,
only	18%	can	be	utilized.
India	possesses	about	432	bcm	of	groundwater	 replenished	yearly
from	 rain	 and	 river	 drainage,	 but	 only	 395	 bcm	 are	 utilizable.	 Of
that	 395	 bcm,	 82%	 goes	 to	 irrigation	 and	 agricultural	 purposes,
while	only	18%	is	divided	between	domestic	and	industrial.
Government	has	to	complete	312	pending	irrigation	projects	across
the	 country,	 of	 which	 240	 projects	 are	 in	 drought	 hit	 states,	 in	 a
timely	 manner	 to	 boost	 water	 supply	 for	 drinking	 purposes	 and
agriculture.
Common	 people	 have	 to	 be	 educated	 on	 the	 importance	 of
conservation	of	water	and	made	to	‘save	every	drop’.

Where	could	the	government	have	done	more	to	tackle	drought?

The	 finance	 minister	 claimed	 he	 had	 allocated	 the	 highest	 ever
resources	 to	 MGNREGA	 in	 the	 2016	 budget.	 However,	 allocations
have	actually	fallen	significantly	in	real	terms	from	the	peak	of	0.6
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per	cent	of	GDP	in	2010-11	to	0.26	per	cent	of	GDP	in	2016-17.
Data	 compiled	 by	 the	 state	 relief	 and	 rehabilitation	 department
show	that	in	eight	districts	of	Marathwada,	only	6,744	works	under
the	 Mahatma	 Gandhi	 National	 Rural	 Employment	 Guarantee
Scheme	(MGNREGS)	are	underway,	while	more	than	110,000	works
are	 “on	 the	 shelf”,	 or	works	which	 could	 be	 implemented	 but	 are
not.
The	 large	quantity	of	 shelf	works	proves	 that	 the	government	has
the	capacity	to	provide	for	these	works.	There	is	definitely	demand
for	work	since	drought	has	affected	farm	yields,	which	in	turn,	have
reduced	daily	wage	opportunities	for	farm	labourers.
The	data	prove	 that	MGNREGS	 is	not	being	aggressively	pushed	 in
districts	 worst	 affected	 by	 drought,	 when	 it	 could	 provide
substantial	relief	to	farmers	and	farm	labourers,	who	are	migrating
for	work.
If	MGNREGS	 is	 implemented	with	 the	 spirit	and	 intent	 it	has	been
established	 for,	 people	who	 have	 no	 employment	 due	 to	 drought
could	have	been	employed.
The	Government	should	release	MGNREGS	funds	in	time	so	that	the
employed	get	their	wages	in	time.
To	ensure	that	the	people	in	the	drought	hit	areas	migrate	to	far	off
places,	 Government	 should	 increase	 job	 opportunities	 near	 their
place.
Also,	 the	 National	 Disaster	 Response	 Force	 does	 not	 have	 any
expertise	to	deal	with	the	drought.	They	have	to	be	trained	for	such
situations.	 And	 the	 Centre	 has	 to	 promptly	 release	 assistance	 to
States	under	the	National	Disaster	Response	Fund.
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Who	is	in-charge	of	managing	India’s	water	resources?

The	Ministry	 of	Water	 Resources,	 a	 branch	 of	 the	Government	 of
India,	 is	 the	 apex	 body	 for	 formulation	 and	 administration	 of	 the
rules	 and	 regulations	 and	 laws	 relating	 to	 the	 development	 and
regulation	of	the	water	resources	in	India.
The	Ministry	was	formed	in	January	1985	following	a	bifurcation	of
the	then	Ministry	of	Irrigation	and	Power	when	the	Department	of
Irrigation	was	re-constituted	as	the	Ministry	of	Water	Resources.
In	July	2014,	the	Ministry	has	been	renamed	to	“Ministry	of	Water
Resources,	River	Development	&	Ganga	Rejuvenation”,	making	it
spearhead	 the	 National	 Ganga	 River	 Basin	 Authority	 for
conservation,	 development,	 management,	 and	 abatement	 of
pollution	in	the	river	Ganges	and	its	tributaries.
Its	mission	 is	 to	 promote	 integrated	 and	 sustainable	 development
and	management	of	 India’s	Water	Resources	by	using	state-of-the-
art	technology	and	competency	and	coordinating	all	stake	holders.
The	 organization	 collects,	 maintains	 and	 publishes	 statistical	 data
relating	 to	 water	 resources	 and	 its	 utilization	 including	 quality	 of
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water	 throughout	 India	 and	 to	 act	 as	 the	 central	 bureau	 of
information	relating	to	water	resources.
It	also	promotes	and	creates	mass	awareness	regarding	the	progress
and	 achievements	 made	 by	 the	 country	 in	 the	 water	 resources
development,	use	and	conservation.

How	bad	is	the	summer	of	2016?

The	 country	 is	 in	 the	 grip	 of	 an	 early-summer	 heat	 wave	 that’s
killed	 more	 than	 100	 people.	 Temperatures	 in	 some	 states	 have
gone	 above	 40	 degrees	 Celsius	 or	 104	 degrees	 Fahrenheit,	 forcing
schools	 to	 close,	 and	 all	 but	 stopping	 outdoor	 work	 like
construction.
The	 highest	 maximum	 temperature	 of	 48.5	 degrees	 Celsius	 was
recorded	 at	 Titlagarh,	 Odisha	 on	 24th	 April,	 as	 per	 the	 India
Meteorological	Department	(IMD)
Water	 is	 set	 to	 get	 scarcer	 over	 the	 next	 two	 months	 as
temperatures	soar	above	40	degrees	Celsius,	drying	up	Marathwada
reservoirs	that	are	now	just	3	percent	full.
India’s	 hottest	 months	 are	 May	 and	 June,	 but	 some	 states	 have
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already	registered	temperatures	in	excess	of	40	degrees	Celsius	(104
degrees	Fahrenheit),	forcing	authorities	to	take	emergency	steps.
At	 least	 300	 people	 have	 died	 of	 heat-related	 illness	 this	 month,
including	110	in	the	state	of	Orissa,	137	in	Telangana	and	another	45
in	Andhra	Pradesh	where	temperatures	since	the	start	of	April	have
been	hovering	around	44C.

((( 	)))
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Agriculture	-	Is	India	prepared	to	take	on	Wheat	Blast?

India’s	wheat	crop	faces	potential	danger	from	a	disease	called	Wheat
Blast	 lurking	 across	 its	 border	with	 Bangladesh.	 If	 Bangladesh	 fails	 to
contain	 the	 disease,	 Indian	 government	 should	 consider	 the
development	 seriously	 and	 act	 accordingly.	 Though	 Indian	wheat	 has
not	been	impacted	by	any	major	epidemic	in	the	past	four	decades,	the
spread	 of	 this	 disease	 can	 be	 disastrous.	 Is	 India	 ready	 to	 not	 have	 a
Blast?
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What	is	Wheat	Blast?

Wheat	 blast	 is	 a	 fungal	 disease	 caused	 by	Magnaporthe	 oryzae,
which	also	causes	Rice	Blast.
The	 fungus	 is	 known	 to	 occur	 in	 85	 countries	worldwide	 and	 is	 a
potential	threat	to	wheat	production	worldwide.
It	is	an	agricultural	disease	that	can	cause	more	than	75	%	yield	loss
in	affected	fields	and	can	render	the	region	non-cultivable	for	years.
It	 takes	 out	 the	 grain-producing,	 spikey	 head	 of	wheat,	making	 it
more	difficult	to	treat	with	fungicide.
It	was	first	 identified	in	1985	in	Brazil	and	has	thereafter	spread	to
Bolivia	and	Paraguay.	It	has	become	a	dreaded	agricultural	disease
in	South	America.
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Why	should	India	be	prepared	to	deal	with	it?

The	consequences	of	a	wider	outbreak	of	Wheat	Blast	in	South	Asia
could	 be	 devastating	 to	 a	 region	 of	 300	 million	 malnourished
people,	 whose	 inhabitants	 consume	 100	 million	 tonnes	 of	 wheat
each	year.
Indian	household	on	an	average	eats	about	four	kg	of	wheat	every
month	and	the	demand	for	wheat	locally	makes	it	more	important
for	India	to	be	better	prepared.
Bangladesh	detected	the	first	case	of	Wheat	Blast	a	few	months	ago.
It	was	notified	 in	 the	 first	week	of	April,	 sending	 alarming	 signals
across	South	Asia.
Researchers	 suspect	 the	 wheat	 blast	 in	 Bangladesh	 originated	 in
South	America	and	the	spread	to	this	South	Asian	country	remains
mysterious.
It	has	led	to	the	burning	down	of	standing	crop	in	15,000	hectares	in
Bangladesh.	 Therefore,	 India	 faces	 potential	 danger	 from	 this
disease.
This	 disease	 could	 be	 a	 threat	 to	 wheat	 production	 worldwide,
causing	 food	 shortages	 in	 developing	 nations	 and	 economic
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turmoil	in	developed	countries.
Some	 areas	 of	 South	 America	 have	 given	 up	 on	 growing	 wheat
completely	and	if	the	disease	is	not	addressed,	India	can	face	similar
threats.

When	can	Wheat	Blast	become	a	serious	issue	for	India?

As	there	is	not	much	natural	resistance	to	wheat	blast	in	wheat,	the
possibility	 for	 wheat	 blast	 to	 spread	 rapidly	 necessitates	 quick
intervention.
Scientists	 fear	 that	 if	 the	 disease	 is	 left	 to	 its	 own	 devices,	 the
pathogen	 could	 threaten	 wheat	 production	 throughout	 Southeast
Asia	and	India	will	be	severely	affected.
When	 there	 is	 humid	 climate,	 it	 is	 just	 the	 right	 condition	 for	 the
fungus	 to	 grow	 and	 there	 is	 really	 no	way	 to	 control	 it.	 This	 can
devastate	the	fields.
Experts	suspect	that	days	of	nonstop	rain	in	upcoming	Monsoon	 in
India	 can	help	 spread	 the	 disease	 at	 a	 rapid	 pace.	 Climate	 change
also	has	the	potential	to	fuel	wheat	blast	spread.
Wheat	blast	can	be	seed-borne,	meaning	 the	disease	could	spread
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unwittingly	 by	 farmers	while	wheat	 is	 in	 the	 seed	 state.	 This	 is	 a
major	cause	for	concern.

Where	is	India’s	preparedness	to	deal	with	the	Blast?

Indian	wheat	has	not	been	 impacted	by	any	major	epidemic	 in
the	past	four	decades.
Till	now	there	has	not	been	any	report	of	Wheat	Blast	in	India	and
there	is	no	need	to	panic.
A	high-level	team	of	senior	Indian	Council	of	Agricultural	Research
(ICAR)	officials	visited	the	wheat	growing	areas	of	Assam	and	West
Bengal	but	could	not	find	any	trace	of	Wheat	Blast.
If	Bangladesh	fails	to	contain	the	disease,	the	Indian	government	is
already	 considering	 directing	 eastern	 states	 of	 West	 Bengal	 and
Assam	to	stop	farmers	from	cultivating	wheat	in	border	areas.
The	government	might	even	ban	import	of	wheat	from	Bangladesh,
if	need	arises.
Unlike	 Bangladesh,	 India	 has	 very	 strict	 quarantine	 norms	 and
therefore	there	is	no	possibility	of	any	infected	wheat	coming	into
the	food	chain.
The	majority	of	wheat	grown	in	India	is	resistant	to	“Blast	infection”
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as	per	the	experts	in	ICAR.

Who	is	at	the	forefront	of	agricultural	research	in	India?

The	Indian	Council	of	Agricultural	Research	(ICAR)	is	at	the	forefront	of
agricultural	research	in	India.

It	 is	 an	 autonomous	 organisation	 under	 the	 Department	 of
Agricultural	Research	and	Education	(DARE)	and	was	established
on	16	July	1929.
It	 is	 the	 apex	 body	 for	 co-ordinating,	 guiding	 and	 managing
research	 and	 education	 in	 agriculture	 including	 horticulture,
fisheries	and	animal	sciences	in	the	entire	country.
It	 is	 one	 of	 the	 largest	 national	 agricultural	 systems	 in	 the	world
with	101	 ICAR	 institutes	 and	71	agricultural	universities	 spread
across	the	country.
It	has	played	a	pioneering	role	 in	ushering	Green	Revolution	 and
subsequent	developments	in	agriculture	in	India.
It	has	made	a	visible	 impact	on	the	national	food	and	nutritional
security	by	enabling	the	country	to	increase	the	production	of	food
grains	by	5	times,	horticultural	crops	by	9.5	times,	fish	by	12.5	times,
milk	7.8	times	and	eggs	39	times	from	1951	to	2014.
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It	 has	 played	 a	 major	 role	 in	 promoting	 excellence	 in	 higher
education	in	agriculture.
It	 is	 engaged	 in	 cutting	 edge	 areas	 of	 agricultural	 technology
development	and	its	scientists	are	internationally	acknowledged	in
their	respective	fields.
It	has	launched	the	National	Agricultural	Technology	Project	(NATP)
in	1998	and	National	Agricultural	Innovation	Project	(NAIP)	in	2005.

How	can	India	prevent	cross-border	spread	of	Wheat	Blast?

To	 prevent	 cross	 border	 spread	 there	 is	 a	 need	 for	 a	 comprehensive
wheat	 blast	 preparedness	 plan	 that	 includes	 effective	 surveillance,
accurate	 diagnostics,	 a	 reliable	 forecasting	 system,	 resistant	 wheat
cultivars,	and	an	effective	fungicide	management	strategy.

India	 is	 in	 the	 process	 of	 dispatching	 35	 Wheat	 Blast-resistant
varieties	to	Brazil	and	other	South	American	countries.
According	 to	 Indian	 agricultural	 scientists,	 these	 varieties	 would
enable	South	American	countries	to	uproot	the	disease	altogether.
Scientists	are	approaching	wheat	blast	epidemics	informed	by	how
health	 officials	 try	 to	 manage	 virus	 outbreaks	 like	 Zika.	 A	 key
component	 is	 identifying	 the	 strain	 of	 wheat	 blast,	 which	 then
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allows	scientists	to	search	for	genes	that	could	provide	resistance.
The	US	had	managed	 to	 control	 the	 spread	of	wheat	blast	 in	 2011
through	surveillance	and	action.	On	similar	lines,	India	should	help
other	countries	in	adopting	surveillance.
Scientists	in	the	UK	and	Bangladesh	have	launched	the	Open	Wheat
Blast	 initiative.	 Anyone	 can	 download	 the	 genomic	 data	 of	 the
Bangladesh	strain	of	wheat	blast.	India	should	also	join	hands	in	this
initiative.

((( 	)))

1381



Agriculture	-	India’s	wheat	problem

The	wheat	procurement	this	year	(2015-16)	will	fall	short	of	the	target.
A	 cool	 weather	 laden	 with	 moisture	 is	 good	 for	 the	 wheat	 crop.
However,	 such	 a	 climate	 has	 been	 absent	 this	 year.	 While	 three
drought-hit	states	-	Uttar	Pradesh,	Madhya	Pradesh	and	Rajasthan	–	have
seen	a	drop	in	production,	 the	farmers	now	prefer	to	sell	 their	crop	to
private	buyers	over	the	government.
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What	is	casting	doubts	over	India’s	official	wheat	figures?

India’s	wheat	market	 is	 in	a	 tizzy	as	supply	projections	and	actual
arrivals	 are	 not	 matching,	 raising	 a	 big	 question	 mark	 over	 the
Centre’s	official	production	estimate	for	2015-16.
The	agriculture	ministry	 in	 its	 third	advance	estimate	of	 foodgrain
production	released	earlier	this	month	had	estimated	wheat	output
at	over	94	million	tonnes	for	the	year.
A	 senior	 official	 from	 the	 Karnal-based	 Directorate	 of	 Wheat
Research	 discounted	 any	 report	 of	 shortfall	 in	 production	 on	 the
grounds	 that	 arrivals	 in	 Punjab	 and	 Haryana	 are	 more	 than	 last
year’s.	However,	the	procurement	figures	compiled	by	the	ministry
of	food	and	consumer	affairs	belied	claims	of	a	bumper	harvest.
May	is	about	to	end	and	wheat	procurement	in	2016-17	is	only	22.8
million	tonnes	(mt),	well	below	the	official	target	of	28	mt.
Considering	that	the	peak	wheat	procurement	season	ends	in	June
just	a	few	weeks	from	now,	there	is	talk	that	wheat	procurement	in
the	2016-17	season	might	be	23-24	mt,	missing	the	target	by	4-5	mt.

Why	did	wheat	production	suffer	last	year?
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Severe	drought	linked	to	an	El	Nino	weather	event	and	unseasonal
rains	cut	the	harvest.
India	 has	 suffered	 two	 back-to-back	 droughts,	 which	 had	 pulled
down	 the	 groundwater	 levels.	 Besides,	 the	 winter	 in	 2015-16	 was
much	less	cooler	than	before.
The	big	drop	 in	wheat	production	so	 far	has	been	 in	 three	states	 -
Uttar	Pradesh,	Madhya	Pradesh	and	Rajasthan	 -	 all	 of	 them	hit	by
drought.
Unseasonal	 rain	 and	 hailstorm	 have	 damaged	 wheat	 produce	 in
Punjab,	 Haryana,	 Rajasthan,	 Uttar	 Pradesh,	 Madhya	 Pradesh	 and
Maharashtra.
In	Punjab,	the	early	sown	wheat	crop	was	dislodged	in	some	areas
of	Patiala,	 Sangrur,	Bhatinda,	Mansa,	Gurdaspur	and	Amritsar	and
crop	loss	could	be	between	10%	and	25%
It	 did	 not	 rain	 in	 January	 and	 early	 February	 when	 the	 crops
needed	water	the	most;	instead,	the	late	march	rains	wreaked	heavy
damage	in	some	places.
Farmers	in	15	states	bore	the	brunt	of	unseasonal	rain	in	March	and
April	last	year—just	ahead	of	the	winter	harvest—which	led	to	a	7%
drop	 in	wheat	 production	 in	 2014-15	 (compared	 to	 the	 previous
year)	and	damaged	the	pulses	crop,	whose	production	fell	by	nearly
2	million	tonnes.
Freak	 rain	 in	 2015	was	 preceded	 by	 a	 drought	 in	 2014,	when	 the
June	 to	 September	 southwest	monsoon	 recorded	 a	 deficit	 of	 12%.
This	was	 followed	by	 a	 second	drought	 in	 2015,	which	 saw	a	 14%
deficit	in	rainfall	and	as	many	as	10	states	declaring	drought.
Also,	sowing	of	wheat	was	lower	by	3%,	compared	with	the	normal
sowing	area	and	4.4%	lower	compared	with	2014-15.
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When	 can	 falling	 wheat	 procurement	 become	 a	 problem	 for	 the
government?

The	initial	estimate	of	wheat	purchase	by	government	agencies	for
2016-17	was	30	mt,	later	revised	to	28	mt	in	the	backdrop	of	drought
in	much	of	the	country.
About	22	mt	a	year	of	wheat	 is	needed	 for	 the	Public	Distribution
System.	Food	Corporation	of	India	(FCI)	had	an	opening	stock	of	14
mt	on	April	1.	So,	a	fall	of	4	mt	can	be	absorbed,	as	per	the	FCI.
Also,	 an	 FCI	 executive	 said	 there’d	 been	 unprecedented
participation	by	private	agencies	in	purchase.
Farmers	in	Rajasthan,	Madhya	Pradesh	and	Uttar	Pradesh	have	this
year	 preferred	 selling	 to	 private	 buyers	 due	 to	 instant	 cash
payment,	as	compared	to	delayed	payments	by	state.
The	 arrivals	 have	 started	 diminishing	 and	 actual	 procurement	 is
expected	to	be	close	to	24	mt,	against	the	28	mt	estimate.
The	 diminishing	 production	 and	 procurement	 will	 become	 a
problem	when	 the	 government	 runs	 out	 of	 its	 buffer	 stock.	With
normal	 monsoons	 predicted	 this	 year,	 the	 chances	 of	 that
happening	are	remote.
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Where	are	Indian	millers	importing	wheat	from?

Private	 Indian	 millers	 are	 showing	 increasing	 interest	 in	 French
wheat	 due	 to	 its	 competitiveness	 on	 world	markets,	 with	 traders
reporting	recent	sales	of	up	to	150,000	tonnes.
Indian	importers	have	already	purchased	at	least	140,000	tonnes	of
higher	protein	Australian-origin	wheat	and	European	traders	said
last	week	more	could	have	been	purchased	from	another	origin.
Traders	had	on	March	3	reported	purchases	of	about	60,000	tonnes
of	 Australian	 wheat	 by	 Indian	 mills	 in	 their	 first	 international
purchases	this	year.
India	 generally	 only	 clears	wheat	with	 zero	 ergot	 fungus,	 a	 level
French	wheat	exporters	say	they	cannot	guarantee.	However,	some
local	 millers	 are	 ready	 to	 apply	 the	 international	 codex	 standard
allowing	up	to	0.05	per	cent	of	the	fungus.
India	 requests	 pest	 control	 fumigation	 using	Methyl	 Bromide,	 an
insect	 control	 gas	 banned	 in	 the	 European	 Union	 since	 2010.	 The
wheat	would	thus	need	to	be	treated	in	India,	with	additional	costs
for	the	exporter.
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Uncertainty	about	the	future	of	India’s	25	per	cent	tariff	on	wheat
imports	 due	 to	 expire	on	 June	30	 is	 also	weighing	on	 the	pace	of
these	rare	sales,	which	are	for	optional	origin.

Who	procures	for	the	government?

Food	 Corporation	 of	 India	 (FCI),	 the	 nodal	 central	 agency	 of
Government	 of	 India,	 along	with	 other	 State	 Agencies	 undertakes
procurement	of	wheat	and	paddy	under	price	support	scheme.
Coarse	 grains	 are	 procured	 by	 State	 Government	 Agencies	 for
Central	Pool	as	per	the	direction	issued	by	Government	of	India	on
time	to	time.
The	procurement	under	Price	Support	is	taken	up	mainly	to	ensure
remunerative	prices	to	the	farmers	for	their	produce	which	works
as	an	incentive	for	achieving	better	production.
Before	 the	 harvest	 during	 each	 Rabi/Kharif	 Crop	 season,	 the
Government	 of	 India	 announces	 the	 minimum	 support	 prices
(MSP)	for	procurement	on	the	basis	of	the	recommendation	of	the
Commission	of	Agricultural	Costs	and	Prices	(CACP)	which	along

1387



with	 other	 factors,	 takes	 into	 consideration	 the	 cost	 of	 various
agricultural	 inputs	 and	 the	 reasonable	margin	 for	 the	 farmers	 for
their	produce.
To	 facilitate	 procurement	 of	 food	 grains,	 FCI	 and	 various	 State
Agencies	 in	 consultation	 with	 the	 State	 Government	 establish	 a
large	number	of	purchase	centres	at	various	mandis	and	key	points.
The	number	of	centres	and	their	locations	are	decided	by	the	State
Governments,	based	on	various	parameters,	so	as	to	maximize	the
MSP	operations.
Whatever	stocks	which	are	brought	to	the	Purchase	centers	falling
within	the	Government	of	India’s	specifications	are	purchased	at	the
fixed	support	price.
If	 the	 farmers	 get	 prices	 better	 than	 the	 support	 price	 from	other
buyers	such	as	traders	/	millers	etc.,	the	farmers	are	free	to	sell	their
produce	to	them.	FCI	and	the	State	Government/its	agencies	ensure
that	 the	 farmers	 are	 not	 compelled	 to	 sell	 their	 produce	 below
support	price.

How	are	Punjab	farmers	caught	in	the	cross-fire?
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Since	 the	 start	 of	 the	 current	 rabi	marketing	 season	 from	April	 1,
farmers	in	the	‘granary	of	India’	have	brought	over	61	lakh	tonnes
(lt)	 of	wheat	 to	 its	various	mandis,	 of	which	nearly	57	 lt	has	been
procured	by	government	agencies.
But	 they	haven’t	 got	 the	payment	 for	much	of	 this	 crop	—	worth
almost	Rs	8,700	crore	at	the	minimum	support	price	of	Rs	1,525	per
quintal	 —	 that	 should	 ordinarily	 have	 come	 within	 48	 hours	 of
procurement.
Many	 farmers	 have	 been	 waiting	 for	 the	 past	 20	 days	 to	 be	 paid
even	 after	 selling	 their	 crop.	 This	 is	 unprecedented	 for	 a	 state,
boasting	 of	 a	 well-oiled	 and	 time-tested	 system	 of	 foodgrain
procurement	 and	 payment	 to	 farmers	 through	 arhtiyas	 or
commission	agents	in	mandis.
Punjab	had	sought	a	cash	credit	 limit	of	Rs	20,094	crore	 for	wheat
procurement	operations,	which	the	banks	had,	however,	refused	to
sanction.	 This	 followed	 the	 Reserve	 Bank	 of	 India	 (RBI)	 directing
them	to	provide	for	potential	 losses	 in	 food	credit	extended	to	 the
Punjab	government.
A	significant	quantity	of	grain	stocks,	against	which	this	money	had
been	 lent	 in	 the	 past,	 was	 said	 to	 have	 simply	 ‘disappeared’,	 an
allegation	that	the	state	has	denied.
Caught	 in	 the	 crossfire	 between	 the	 banks,	 the	 RBI,	 the	 state
government	and	the	Centre	—	which	has	been	a	mute	spectator	so
far	—	are	the	12	lakh-odd	farmers	of	Punjab.

((( 	)))
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Agriculture	-	India	sees	record	production	of	tea

The	tea	production	of	1,233.14	million	kg	in	2015-16	-	an	increase	of	3%
over	2014-15	-	is	the	highest	recorded	by	India	so	far.	Increase	in	exports
was	mostly	to	Russia,	Iran,	Germany,	Pakistan,	Bangladesh,	the	UAE	and
Poland.	The	increase	in	production	is	attributed	to	increased	demand	in
North	India,	while	the	south	suffered	from	adverse	climatic	conditions
and	labour	issues	in	Kerala.

What	are	the	encouraging	statistics	about	India’s	tea	production?
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The	 financial	 year	 2015-16	 saw	 record	 tea	 production	 at	 1,233
million	kg	(mn	kg)	and	exports	crossing	230	mn	kg	after	35	years.
India	 exported	 232.9	mn	 kg,	 valued	 at	 Rs	 4,493	 crore.	 In	 1980-81,
export	was	231.7	mn	kg;	it	had	since	not	crossed	that	level.
Of	 the	production,	 that	 of	 crush-tear-curl	 (CTC)	was	91	per	 cent	of
the	total,	at	1,121	mn	kg,	up	23.2	mn	kg.
Tea	Board	data	shows	total	domestic	production	grew	by	three	per
cent	or	nearly	36	mn	kg	from	the	year	before.
North	 India	 —	 the	 sectoral	 term	 covers	 the	 three	 main	 growing
areas	of	Bengal,	Assam	and	Himachal’s	Kangra	—	grew	1,009	mn	kg,
up	5.5	per	cent	by	52.7	mn	kg	from	2014-15.
South	Indian	gardens	saw	a	production	of	224.6	mn	kg,	a	decline	by
16.8	 mn	 kg	 or	 nearly	 seven	 per	 cent,	 due	 to	 adverse	 climatic
conditions	and	labour	issues	in	Kerala.
Among	major	 growing	 states,	 the	 share	 of	 small	 growers	was	 the
highest	in	Tamil	Nadu	at	53	per	cent,	followed	by	West	Bengal	at	40
per	cent	and	Assam	at	27.6	per	cent.
Average	price	realisation	and	quantity	sold	at	auctions	rose	8.1	per
cent	and	17.8	per	cent,	respectively,	from	2014-15.	The	quantity	sold
in	North	India	auction	centres	increased	39.3	per	cent,	with	a	rise	of
3.3	per	cent	in	average	price	realisation;	the	comparative	figures	for
South	 India	 were	 26.2	 per	 cent	 and	 29	 per	 cent,	 respectively,	 of
increase.
Exports	increased	by	33.8	mn	kg	or	17	per	cent.	In	value	terms,	the
increase	 was	 Rs	 669.5	 crore	 or	 17.5	 per	 cent.	 Shipment	 to	 Russia
increased	 22.4	 per	 cent	 to	 48.2	 mn	 kg,	 followed	 by	 Iran	 where
exports	 stood	at	22.1	mn	kg,	a	22	per	cent	 increase.	Pakistan	 took
19.4	mnkg,	 a	 rise	of	 27.4	per	 cent.	Germany,	Bangladesh,	 the	UAE
and	Poland	also	contributed	significantly	to	the	surge	in	export.
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Why	is	this	still	not	enough	to	make	the	tea	industry	happy?

India	recorded	an	all-time	high	production	of	tea	in	the	last	fiscal	but	all
does	not	seem	to	be	alright	with	the	industry	in	Assam.

The	tea	industry	in	Assam,	which	produces	more	than	half	of	the
country’s	 tea	 output,	 has	 been	 hit	 hard	 with	 rise	 in	 essential
inputs	and	labour	costs.	 Input	prices	have	gone	up	by	at	 least	10
per	 cent	 annually,	 while	 tea	 auction	 prices	 have	 registered	 an
increase	of	only	5	to	6	per	cent.	Effectively,	this	means	that	the	tea
industry	has	got	pooerer	now.
The	 secretary	 of	 Assam	 Branch	 Indian	 Tea	 Association,	 Sandip
Ghosh,	 said	 the	 prosperity	 of	 the	 industry	 is	 reflected	 not	 just	 in
production	but	in	the	realisation	of	prices,	which	is	not	showing	in
the	market.	“It	 is	 too	early	 to	say	what	will	happen	this	year.	One
will	have	to	wait	till	September,”	he	added.
Increasing	wages	 are	 another	 issue.	 The	 industry	 is	 demanding	 a
sustainable	cash	wage	since	the	overall	wage	costs	include	“in	kind”
wages	 too.	 The	 industry	pays	Rs	 126	as	daily	wage	 to	 its	workers.
The	effective	packages	paid	out	to	workers	comprise	both	cash	and
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“in	 kind”	 benefits,	 which	 works	 out	 to	 Rs	 249	 per	 day.	 The	 state
government,	 in	 its	 draft	 proposal	 last	 year,	 had	 set	 the	minimum
wage	at	Rs	177.19.

When	did	India’s	love	story	with	tea	begin?

Although	the	development	of	tea	as	a	thriving	industry	in	India	has
been	more	recent,	historical	records	indicate	the	prevalence	of	tea
drinking	 in	 India	 since	 750	 BC.	 In	 the	 16th	 century,	 it	 was	 also
observed	that	people	in	India	were	preparing	a	vegetable	dish	using
tea	leaves	with	garlic	and	oil.
Commercial	cultivation	of	 tea	started	 in	 India	 from	the	British	era
when	one	Robert	Bruce	in	1823	discovered	tea	plants	growing	wild
in	Upper	Brahmaputra	valley.
In	May	1838	the	first	Indian	tea	from	Assam	was	sent	to	England	for
public	sale.
In	 1840,	 the	 Assam	 Tea	 Company	 began	 the	 commercial
production	of	tea	in	the	region,	run	by	indentured	servitude	of	the
local	inhabitants.
Beginning	 in	 the	 1850s,	 the	 tea	 industry	 rapidly	 expanded,
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consuming	vast	tracts	of	land	for	tea	plantations.	By	the	start	of	the
20th	century,	Assam	became	the	leading	tea	producing	region	in	the
world.	Tea	is	the	‘State	Drink’	of	Assam.
According	 to	 the	 ASSOCHAM	 report	 released	 in	 December,	 2011,
India,	 as	 the	 world’s	 largest	 consumer	 of	 tea	 uses	 nearly	 30
percent	of	the	global	output.	Despite	the	consumption,	India	is	also
the	largest	exporter	of	tea	after	China.
Indian	tea	companies	have	acquired	a	number	of	iconic	foreign	tea
enterprises	including	British	brands	Tetley	and	Typhoo

Where	is	tea	grown	in	India?

Tea	 is	 grown	 in	 16	 states	 of	 India.	 Assam,	 West	 Bengal,	 Tamil
Nadu,	 and	 Kerala	 account	 for	 about	 95	 per	 cent	 of	 total	 tea
production.
Tea	 grows	 in	 a	 moderately	 hot	 and	 humid	 climate,	 which	 is
preferred	for	better	yield,	crop	distribution	and	quality.	An	ambient
temperature	within	13°C	and	28-32°C	is	conducive	for	growth	of	tea.
Temperature	 above	 32°C	 is	 unfavourable	 for	 optimum
photosynthesis.	 It	 is	 synergistically	 disastrous	 for	 the	 crop	 if	 it	 is
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accompanied	by	low	humidity.
In	 India,	 the	 temperature	 in	winters	 is	 around	 or	 below	12°C	 and
there	is	hardly	any	growth	during	this	period.	This	is	called	Winter
Dormancy.	 Flushing	 in	 the	 tea	 plants	 starts	 from	March	with	 the
rise	in	temperature.
The	Acidic	 Soil	 with	 around	 4.5-5.5	 pH	 is	 most	 suitable	 for	 Tea.
Well-drained	 fertile	 acid	 soil	 on	high	 lands	with	moderate	 to	 high
rainfall.

India’s	major	Tea	Producing	Districts/	Areas	are	as	follows:

Assam:	 Darrang,	 Goalpara,	 Kamrup,	 Lakhimpur	 ,	 Dibrugarh,
Nowgong,	Sibsagar,	Cachar	,	Karbi	Anlong	,	North	Cachar
West	Bengal	:	Darjeeling,	Terai	(west	Dinajpur),	Doors	(Cooch	Bihar)
.
Tamil	 Nadu:	 Kanyakumari,	 Tirunelveli,	 Madurai,	 Coimbatore	 ,
Nilgiris
Kerala:	 Cannanore,	 Palghat,	 Kozhikode,	 Malapuram,	 Trichur,
Trivandrum,	Quilon,	Kottayam,	Ernakulam,	Idukki,	Wynaad
Karnataka:	Chikmagalur,	Coorg,	Hassan

The	Largest	state	with	area	under	Tea	Plantations	in	India	is	Assam.
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Who	fought	a	war	with	China	over	its	tea?

In	 the	 17th	 and	 18th	 centuries,	 the	 demand	 for	 Chinese	 goods
particularly	silk,	porcelain,	and	tea	in	the	European	market	created
a	trade	 imbalance	because	the	market	 for	Western	goods	 in	China
was	virtually	non-existent.
British	East	India	Company,	which	wanted	to	gain	monopoly	on	tea,
realized	 they	 could	 reduce	 the	 trade	 deficit	 as	 well	 as	 turn	 the
Indian	 colony	 profitable	 by	 counter-trading	 in	 narcotic	 Indian
opium.
Opium	 was	 produced	 in	 traditionally	 cotton-growing	 regions	 of
India	under	British	East	 India	Company	monopoly	 (Bengal)	and	 in
the	Princely	states	(Malwa)	outside	the	company’s	control.
In	England,	its	Parliament	gave	the	East	India	Company	a	monopoly
on	the	importation	of	tea	in	1698.
The	 Charter	 Act	 of	 1813,	 ended	 the	 Company’s	 commercial
monopoly,	except	for	the	tea	trade	and	the	trade	with	China.
A	turning	point	came	in	1834:	reformers	in	England	who	advocated
free	trade	had	succeeded	in	ending	the	monopoly	of	the	British	East
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India	Company	under	the	Charter	Act	of	the	1833,	finally	opening
British	trade	to	private	entrepreneurs,	many	of	whom	joined	in	the
lucrative	trade	of	opium	to	China.
The	 opium	was	 transported	 to	 the	 Chinese	 coast	 and	 sold	 to	 local
middlemen	 who	 retailed	 the	 drug	 inside	 China.	 The	 increasing
numbers	 of	 opium	 addicts	 alarmed	 Chinese	 officials	 –	 which
became	one	of	the	major	reasons	for	Opium	War	that	broke	out	in
1839.

How	can	India’s	tea	industry	grow	in	the	coming	years?

Droughts,	 floods	 and	 severe	 attack	 of	 pests	 have	 been	 adversely
affecting	production,	quality	and	costs	of	tea.
Crop	diversification	calls	for	greater	flexibility	in	the	existing	land-
use	laws	in	both	Assam	and	West	Bengal.	In	this	connection,	there	is
a	need	for	due	consideration	of	the	recommendations	forwarded	to
the	 respective	 State	 Governments	 as	 per	 National	 University	 of
Juridical	 Sciences	 (NUJS)	 study,	 commissioned	 by	 Tea	 Board
regarding	amendment	of	land	laws	for	facilitating	diversification.
The	Industry	desires	a	competitive	environment	for	production	and
processing	 with	 adequate	 government	 safeguards	 for	 a	 long-term
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socio-economic	and	environmental	sustainability.
The	 government	 should	 also	 take	 care	 of	 the	 problems	 and
concerns	of	the	workers	in	Assam	and	West	Bengal.

((( 	)))
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Agriculture	-	The	art	of	throwing	fertilizers	at	people

Fertilizer	subsidies	cost	India’s	economy	about	0.8%	of	GDP	(including
arrears).	 They	 encourage	 urea	 overuse,	 which	 damages	 the	 soil,
undermining	 rural	 incomes,	 agricultural	 productivity,	 and	 thereby
economic	 growth.	 Reform	of	 the	 fertilizer	 sector	would	 not	 only	 help
India’s	farmers	but	also	improve	efficiency	in	the	sector.	It	is	high	time
the	government	stops	splurging	on	the	subsidies	which	hurt	the	farmers
and	the	industry	alike.
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What	is	the	current	fertilizer	subsidy	scenario	in	India?

Fertilizer	accounted	for	large	fiscal	subsidies	in	2015-16	(about	0.73
lakh	crore	or	0.5%	of	GDP),	 the	second-highest	after	food.	As	per
the	 Economic	 Survey	 2015-16,	 only	 17,500	 crores	 or	 35%	 of	 total
fertilizer	subsidies	reach	small	farmers.
There	 are	 3	 basic	 types	 of	 fertilizer	 used	 in	 India:	 Urea,
Diammonium	Phosphate	(DAP),	and	Muriate	of	Potash	(MOP).

The	special	case	of	Urea:

In	fertilizers,	the	maximum	retail	price	(MRP)	for	urea	is	subsidized
‘at	source’	and	fixed	by	the	Centre	at	Rs	5,360	per	ton	or	Rs	268	per
50-kg	 bag.	 The	 MRPs	 for	 other	 fertilizers	 are	 technically
decontrolled.	 Companies,	 however,	 are	 expected	 to	 fix	 these	 at
‘reasonable’	levels	in	return	for	being	paid	a	fixed	per-ton	subsidy.
In	many	ways,	urea	dominates	the	sector.	Of	all	the	fertilizers,	it	is
the	 most	 produced	 (86%),	 the	 most	 consumed	 (74%),	 and	 the
most	imported	(52%).
It	also	faces	the	most	government	intervention.
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Urea	is	the	most	physically	controlled	fertilizer,	with	50%	under	the
Fertilizer	Ministry’s	 ‘movement	control	order’	compared	with	20%
for	DAP	and	MOP.
It	also	receives	the	largest	subsidies,	in	outlay	terms	(accounting	for
nearly	 70%	of	 total	 fertilizers	 subsidy)	 and	as	proportion	of	 actual
cost	of	production	(75%	per	kg,	compared	with	about	35%	for	DAP
and	MOP).
Note:	20%	of	the	decontrolled	fertilizers	produced/imported	in	India
has	 been	 placed	 in	 the	 movement	 control	 under	 the	 Essential
Commodities	 Act	 1955	 (ECA).	 Department	 of	 Fertilizers	 regulates
the	 movement	 of	 these	 fertilizers	 to	 bridge	 the	 supplies	 in
underserved	areas.

Why	is	there	a	need	to	reform	fertilizer	subsidies?

Black	 Market:	 Urea	 is	 only	 subsidized	 for	 agricultural	 uses.
Subsidies	 like	 this	violate	 -	One	Product-One	Price	principle—the
intuition	 that	 products	 which	 are	 essentially	 the	 same	 should	 be
charged	essentially	 the	same	price,	else	 there	will	be	 incentives	 to
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divert	 the	 subsidized	 commodity	 from	 eligible	 to	 ineligible
consumers.
Cross	 border	 diversions:	 The	 75%	 subsidy	 on	 agricultural	 urea
creates	 a	 large	 price	 wedge	 which	 feeds	 a	 thriving	 black	 market
diverting	 urea	 to	 industry	 and	 possibly	 across	 the	 border	 to
Bangladesh	and	Nepal.
41%	of	urea	is	diverted	to	industry	or	smuggled	across	borders.	It	is
estimated	 that	 about	51%	 of	 Indian	 farmers	 buy	 urea	 at	 above-
MRP.	This	also	corroborates	the	theory	on	cross	border	smuggling.
Not	 beneficial	 to	 Small	 Farmers:	 The	 black	 markets	 thus
developed	hurt	the	small	and	marginal	farmers	more	than	the	large
farmers	 since	a	higher	percentage	of	 them	are	 forced	 to	buy	urea
from	the	black	market.	This	 is	because	 large	 farmers	are	 typically
better	connected	and	therefore	able	to	secure	the	scarce	subsidized
urea.
Promotes	 inefficiency	 in	 fertilizer	 manufacturing:	 Some	 of	 the
urea	subsidy	is	sustaining	inefficient	domestic	production	instead	of
going	to	the	small	farmer.	As	per	the	current	model,	the	subsidy	a
firm	receives	is	based	on	its	cost	of	production.The	greater	the	cost,
the	 larger	 the	 subsidy.	 As	 a	 consequence,	 inefficient	 firms	 with
high	 production	 costs	 survive	 and	 the	 incentive	 to	 lower	 costs	 is
blunted*.
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When	were	fertilizer	subsidy	reforms	attempted	in	the	past?

As	part	of	economic	reforms	of	1991	-	the	first	big	policy	change	that
was	 attempted	 in	 agriculture	 pertained	 to	 fertilizer	 -	 raising	 urea
price	by	40%	in	order	to	cut	fertilizer	subsidy.	That	created	uproar,
even	in	the	ruling	Congress	party,	forcing	a	rollback	to	30%.
Subsequently,	 a	 joint	 parliamentary	 committee	 headed	by	Pratap
Rao	Bhonsale,	was	 set	up	on	pricing	of	 fertilizers.	 The	 committee
recommended	freeing	up	of	potassium	and	phosphorous	fertilizers
from	subsidies,	but	also	 suggested	a	10%	reduction	 in	urea	prices.
This	set	the	stage	for	unbalanced	fertilizer	use	as	well	as	swelling	the
fertilizer	subsidy.
Thereafter,	 several	 committees	 looked	 into	 this	 issue,	 but	 none
could	recommend	decontrolling	urea	prices.	As	a	result,	this	sector
suffers	from	large	inefficiency.
Since	 2014,	 important	 reforms	 have	 been	 implemented	 in	 the
fertilizer	sector.	These	include	the	neem-coating	of	urea,	which	has
(most	 likely)	 reduced	 the	 diversion	 of	 fertilizer	 meant	 for	 Indian
farmers;	 and	 gas	 pooling,	 which	 should	 increase	 efficiency	 of
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domestic	urea	production.	Both	steps	should	help	small	farmers	by
improving	their	access	to	low	cost	fertilizer.
All	 the	 current	 reform	 initiatives	 targeted	 by	 the	 government	 are
with	the	primary	aim	of	benefitting	the	small	farmers.
The	 Expenditure	 Reforms	 Commission	 headed	 by	 Shri	 K.	 P.
Geethakrishnan,	 former	 Finance	 Secretary,	 had	 gone	 into	 the
question	 of	 rationalizing	 fertilizer	 subsidies.	 It	 recommended	 the
dismantling	of	the	control	system	in	a	phased	manner,	leading	to	a
decontrolled	fertilizer	industry.
The	nutrient-based	subsidy	(NBS)	policy	was	announced	in	2010.
It	has	failed	to	promote	a	balanced	use	of	fertilizers	and	growth
of	 indigenous	 industry,	 the	 Comptroller	 and	 Auditor	 General	 of
India	(CAG)	said	in	its	performance	audit	submitted	to	Parliament	in
May	 2016.	 This	 policy	 of	 freeing	prices	 of	 phosphatic	 and	potassic
fertilizers,	 while	 retaining	 price	 control	 over	 urea,	 distorted	 the
consumption	 equilibrium,	 the	 CAG	 report	 said,	 adding	 that	while
the	price	of	urea	increased	by	only	1%	between	2010-11	and	2013-
14,	 the	 price	 of	 phosphatic	 and	 potassic	 fertilizers	 increased
between	104%	and	251%.
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Where	are	areas	of	over	usage	of	fertilizers	in	India?

The	Economic	Survey	2015-16	has	highlighted	some	environmental
and	 health	 externalities	 of	 under-priced	 urea.	 Mainly,	 overuse	 of
urea	leads	to	the	detriment	of	the	soil.
Ideal	 proportion:	 Agricultural	 scientists	 recommended	 that	 for
Indian	conditions,	Nitrogen,	Phosphorus	and	Potassium:	N,	P	and	K	-
should	be	used	roughly	in	the	ratio	of	4:2:1.
Ground	 reality:	 In	 reality	 there	 seems	 to	 be	 over-use	 of	 urea	 in
many	of	the	larger	states,	especially	in	Punjab,	Haryana,	and	Uttar
Pradesh	(UP).	The	amount	of	Nitrogen	used	in	the	soil	is	far	above
acceptable	limits.
Who	uses	how	much?	Most	states	use	almost	twice	more	nitrogen
as	compared	to	phosphorous	than	is	recommended.	This	pattern	is
also	 observed	 in	 the	most	 productive	 states	 like	 Punjab,	Haryana,
UP	and	Gujarat.
The	 overuse	 of	 nitrogen	 as	 compared	 to	 potash	 is	 even	 more
extreme.	Bangladesh	uses	only	4%	more	nitrogen	than	potash	while
on	average	India	uses	100%	more	than	recommended.
In	some	Indian	states	the	distortions	are	on	the	far	right	of	extreme
–	 4500%	more	N	 than	K	 in	 Rajasthan,	 1300%	more	 in	 Punjab	 and
Haryana.

Exceptions:

Not	all	states	overuse	urea.	Indeed	many,	especially	in	the	North
East,	 use	 less	 nitrogenous	 fertilizer	 per	 hectare	 than	 the	 world
average.
The	 distortions	 are	 less	 in	Maharashtra,	 Karnataka,	 and	Kerala,
which	 consume	 close	 to	 the	 optimal	 ratio,	 although	 this	 could
simply	be	the	result	of	different	crop	mixes.
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Note:	 Fertilizer	 manufacturing	 is	 not	 an	 employment-intensive
industry,	as	about	75-80%	of	production	costs	are	due	to	energy.	In
this	 sense,	 fertilizer	 is	 different	 from	 other	 sectors	 with	 exit
problems,	like	banking	or	civil	aviation,	where	employment	is	high.

Who	 has	 commented	 on	 the	 reasons	 for	 distortions	 in	 fertilizer
prices?

The	 Economic	 Survey	 2015-16	 offers	 severe	 criticism	 of	 the
government’s	fertilizer	policy.

The	 Government	 interventions	 in	 urea	 and	 Diammonium
Phosphate	 (DAP)	 and	 Muriate	 of	 Potash	 (MOP)	 differ	 not	 just	 in
scale,	but	also	in	kind.

DAP	and	MOP

DAP	 and	MOP	 producers	 and	 importers	 receive	 a	 Nutrient	 Based
Subsidy	(NBS)	based	on	a	formula	that	determines	the	amount	of	N,
P	and	K	in	a	given	amount	of	fertilizer.	Per	kg	subsidies	on	DAP	and
MOP	 fertilizer	 are	 hence	 fixed	 —	 they	 do	 not	 vary	 with	 market
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prices.	Imports	of	DAP	and	MOP	are	also	not	controlled.	The	prices
farmers	 face	are	 thus	deregulated	market	prices	adjusted	by	 fixed
nutrient	subsidy.
Government	 involvement	 in	 DAP	 and	 MOP	 is	 limited	 to	 paying
producers	 and	 importers	 a	 fixed	 nutrient	 based	 subsidy	 which
works	out	to	be	roughly	35%	of	the	cost	of	production

Urea:Distortions	 in	 urea	 are	 the	 result	 of	 multiple	 regulations	 by	 the
government.

It	sets	a	controlled	Maximum	Retail	Price	(MRP)	at	which	urea	must
be	sold	to	farmers.
It	provides	a	subsidy	to	30	domestic	producers	which	is	firm-specific
on	a	cost-plus	basis,	meaning	 that	more	 inefficient	producers	get
larger	subsidies.
It	provides	a	subsidy	to	importers	that	is	consignment-specific.
Imports	are	canalized	—	only	3	agencies	are	allowed	to	import	urea
into	India.
About	half	 of	 the	movement	 of	 fertilizer	 is	 directed	—	 that	 is,	 the
government	 tells	 manufacturers	 and	 importers	 how	 much	 to
import	and	where	to	sell	their	urea.
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How	can	the	fertilizer	sector	be	reformed?

De-canalizing	 urea	 imports:	 This	 could	 increase	 the	 number	 of
importers	 and	 allow	 greater	 freedom	 in	 import	 decisions.	 This
would	 allow	 fertilizer	 supply	 to	 respond	 flexibly	 and	 quickly	 to
changes	in	demand.	This	could	counter	black	marketing;	reduce	the
likelihood	and	severity	of	shortages.
Bringing	urea	under	 the	Nutrient	 Based	 Subsidy	 program.	 This
would	 allow	 domestic	 producers	 to	 continue	 receiving	 fixed
subsidies	based	on	 the	nutritional	 content	 of	 their	 fertilizer,	while
deregulating	the	market	would	allow	domestic	producers	to	charge
market	 prices.	 This	 will	 make	 fertilizer	 manufacturers	 more
efficient	and	earn	greater	profits	by	reducing	costs.
Implementing	direct	benefit	transfers:	This	could	reduce	leakages
to	 the	 black	market.	 Technology	 could	 be	 further	 used	 to	 curtail
leakages	 and	 improve	 targeting	 of	 fertilizer	 subsidies.	 But	 the
relatively	low	levels	of	last-mile	financial	inclusion	in	much	of	rural
India	 also	 suggest	 that	 it	 would	 be	 risky	 to	 replace	 subsidized
fertilizer	 with	 cash,	 due	 to	 beneficiaries’	 weak	 connection	 to	 the
banking	system.
Each	 household	 could	 purchase	 and	 require	 biometric
authentication	 at	 the	 point	 of	 sale	 (POS).	 Requiring	 biometric
authentication	 would	 make	 it	 harder	 to	 conduct	 large-scale
diversion.	Imposing	a	cap	would	improve	targeting.	Small	farmers
would	still	be	able	to	get	all	their	urea	at	subsidized	prices	but	large
farmers	may	have	to	pay	market	prices	for	some	of	 the	urea	they
buy.

((( 	)))
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Agriculture	-	India’s	pulse	is	missing

As	you	grow	richer,	you	consume	more	protein.	India,	a	poor	country,
is	 getting	 richer	 now	 and	 its	 people	 find	 the	 pulses	 as	 the	 most
affordable	source	of	protein.	The	Green	Revolution	led	to	a	more	than
necessary	 increase	 in	 cereal	 production.	 However,	 the	 per	 capita
availability	of	pulses	in	India	has	declined	in	the	last	four	decades.	India
must	get	its	pulse(s)	back.
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What	is	the	magnitude	of	the	problem?

The	case	of	pulses	 in	 India	 is	 that	of	a	gross	mismatch	of	demand	and
supply.

The	 production	 of	 pulses	 has	 not	 kept	 pace	 even	with	 population
growth.
Per	capita	production	of	pulses	 in	 India	has	declined	 from	18.5	kg
during	1965-1970	to	about	15	kg	during	2011-2014.
Prime	Minister	Narendra	Modi	on	his	ongoing	Mozambique	trip	has
signed	 a	 ‘long	 term	 agreement’	 with	 the	 African	 nation	 to	 meet
India’s	 frequent	 shortfall	 in	 pulses.	 However,	 even	 with	 imports,
India	is	not	able	to	meet	the	domestic	demand	for	pulses.
As	per	NITI	Aayog	estimates,	the	per	capita	net	availability	of	pulses
in	 the	 country,	 after	 factoring	 in	 for	 imports	 and	 exports,	 has
declined	from	18.15	kg	during	1965-70	to	15.4	kg	during	2011-14.
As	 per	 UN	 Food	 and	 Agriculture	 Organization	 (FAO),	 pulses	 are
important	 only	 for	 food	 security	 but	 also	 for	 combating
malnutrition	but	 for	 alleviating	poverty,	 improving	human	health
and	enhancing	agricultural	sustainability.
Many	 studies	 in	 economics	 indicate	 that	 the	 income	 elasticity	 of
demand	 for	 pulses	 is	 close	 to	 one.	 This	 simply	 means	 –	 in	 lay
man’s	 terms	 –	 that	 if	 the	 income	 goes	 up	 by	 1%,	 the	 demand	 for
pulses	will	also	go	up	by	1%.	This	 is	 in	contrast	with	 the	cereals	 –
where	the	income	elasticity	tends	towards	zero.	That	is,	an	increase
in	income	does	not	lead	to	any	increase	in	the	demand	for	cereals.
This	makes	sense	–	just	because	you	are	richer	does	not	mean	you
will	eat	more	rice!
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Why	is	India’s	pulse	production	unable	to	match	the	demand?

The	Green	Revolution	in	the	late	1960s	launched	India	on	a	path	towards
self-sufficiency	 in	 food.	 It	 brought	 an	 end	 to	 India’s	 shameful	 ‘ship	 to
mouth’	existence.

However,	 the	 ‘revolution’	was	confined	 to	cereals.	The	production
and	 productivity	 gains	 were	 achieved	 only	 in	 wheat	 and	 rice	 on
account	of	technological	as	well	as	policy	support	towards	these	two
crops.	With	high	and	assured	prices	 (the	Minimum	Support	Price)
paid	through	public	procurement	encouraging	farmers	 to	 increase
output,	the	production	of	cereals	in	India	has	generally	been	greater
than	the	domestic	demand	since	the	mid-1990s.

It	is	quite	obvious	now	that	India	has	over-produced	its	cereals.

The	per	capita	production	of	cereals	has	steadily	increased	in	each
decade	from	145	kg	during	the	1970s	to	158	kg	during	the	2000s.
But	 the	 demand	 for	 the	 cereals	 did	 not	 rise	 in	 the	 same	 order
(because	 the	 income	 elasticity	 of	 demand	 for	 cereals	 is	 zero	 and
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because	the	population	growth	also	stabilized).
The	surplus	was	either	exported	(if	it	was	of	that	quality)	or	wasted.
Between	 2000-01	 and	 2013-14,	 India	 has	 been	 exporting	 9	million
tonnes	 of	 cereals	 per	 year	 on	 average	 while	 per	 capita	 domestic
intake	 has	 fallen	 despite	 increase	 in	 supply	 of	 grains	 at	 highly
subsidised	rate.
The	 lesson	 is	 clear.	 Economics	wins.	 Cereals	 are	 consumed	out	 of
necessity.	Just	because	more	of	it	is	available	at	lower	(than	market)
price	does	not	mean	people	will	start	eating	more	of	it.

It	 is	 clear	 therefore	 that	 India	 needs	 to	move	 some	 policy	 space	 and
funds	from	cereals	to	pulses.

When	 did	 India	 sign	 an	 agreement	 with	 Mozambique	 on	 pulses’
import?

On	7th	 July,	2016,	 India	and	Mozambique	signed	an	agreement	where
India	will	buy	pulses	from	the	southern	African	nation.

Prime	 Minister	 Narendra	 Modi,	 currently	 on	 a	 four-nation	 Africa
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visit,	 said:“India’s	 commitment	 to	 buy	 pulses	 from	 Mozambique
would	help	meet	India’s	requirement.	It	will	also	facilitate	long-term
investments	 in	 commercial	 farming,	 generation	of	 farm	employment
and	raise	farmers’	incomes	in	this	country	(Mozambique)”.
The	 arrangement	 is	 similar	 to	 contract	 forming	 –	 only	 that	 the
contract	 is	 between	 two	 countries	 and	 not	 companies.	 India	 will
encourage	 greater	 production	 of	 pulses	 in	 Mozambique	 with	 an
assurance	that	it	will	be	purchased	by	India	at	a	mutually-agreed
price.
The	agreement	is	being	deemed	a	“win-win”	for	the	two	countries.
Mozambique	 grows	 the	 commodity	 without	 much	 consumption
locally,	 while	 India	 needs	 the	 pulses	 badly	 to	 meet	 its	 domestic
demand	and	curtail	inflation.
In	June	2016,	the	Union	Cabinet	cleared	a	proposal	to	enter	into	an
agreement	 with	 Mozambique	 for	 importing	 100,000	 tonnes	 of
pulses	in	2016-17	with	an	option	to	scale	 it	up	to	200,000	tonnes
by	 2020-2021.	 The	 agreement	 will	 promote	 production	 of	 pigeon
peas	 or	 tur	 in	 Mozambique.	 These	 would	 be	 imported	 either
through	private	channels	or	through	nominated	state	agencies.
Note:	 Narendra	 Modi	 is	 the	 first	 Indian	 prime	 minister	 to	 visit
Mozambique	 in	 34	 years.	He	will	 also	 visit	 South	Africa,	 Tanzania
and	Kenya	on	his	tour	to	Africa.
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Where	are	the	problems	in	India’s	pulse	policy?

Imports	are	being	used	as	a	quick-fix.

According	 to	 the	 government’s	 revised	 estimates,	 total	 pulses
production	 in	 the	 country	 during	 2015-16	was	 estimated	 to	 be	 1.7
crore	tonne	while	57.9	lakh	tonne	of	pulses	were	imported	to	meet
the	domestic	requirements.
The	 domestic	 production	 was	 thus	 far	 short	 of	 the	 initial
government	target	of	2.05	crore	tonne.And	imports	accounted	for
a	third	of	pulses	procurement	last	fiscal.

India	lacks	a	long-term	stable	pulse	policy.

Unless	India	takes	a	360	degree	view	on	pulses,	even	a	good	year	of
monsoons	(expected	in	2016)	and	government-to-government	pacts
with	African	 countries	 are	 unlikely	 to	 solve	 the	 pulses’	 puzzle	 for
the	long	term.
The	 new	 policy	 should	 encompass	 production,	 processing,
consumption	as	well	as	trade.	Pulses	should	receive	adequate	policy
support,	 research	 support	 and	 investment	 support	 (which	 is	 right
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now	being	showered	on	rice	and	wheat).
Growers	need	more	attractive	prices	(high	Minimum	Support	Price)
and	assured	marketing	outlets.
The	long	term	solution	to	the	pulses’	shortfall	has	to	be	an	increase
in	domestic	production	and	productivity.	India	should	be	able	to
produce	sufficient	pulses,	irrespective	of	droughts.

Note:	 Much	 of	 India’s	 pulses’	 production	 happens	 on	 marginal	 lands
under	 rain	 fed	 conditions	 across	 Madhya	 Pradesh,	 Maharashtra,
Rajasthan	 and	 Uttar	 Pradesh.Only	 15	 %	 of	 the	 area	 under	 pulses
cultivation	has	assured	irrigation.

Who	is	suffering	as	a	result	of	this	problem?

The	changes	in	availability	and	intake	of	cereals	and	pulses	have	serious
implications	for	nutrition	in	the	country.

First	some	elementary	science.

Proteins	are	the	building	blocks	of	muscles,	bones,	hormones,	skin
cells	and	tissues.	 It	 is	responsible	for	the	regeneration	of	our	body
cells.	This	makes	it	even	more	important	for	growing	children	and
lactating	women	to	consume	more	of	protein.
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Empirical	 evidence	 shows	 that	 dietary	 diversification	 towards
livestock	 products,	 particularly	 meat	 products,	 in	 India	 has
been	slow	primarily	due	to	cultural	factors.	Even	for	the	population
which	is	not	strictly	vegetarian,	livestock	dishes	are	not	part	of	their
staple	food	diet.
For	vegetarians	it	is	difficult	to	get	enough	protein,	since	the	sources
of	protein	in	plant	foods	are	limited.	Pulses	can	be	a	regular	source
of	protein	to	vegetarians.

The	 people	 wanted	 protein.	 The	 government	 gave	 them	 more
carbohydrates.	The	people	said	no	thanks.

The	decline	in	cereal	intake	despite	abundant	availability	has	caused
a	decline	in	per	capita	dietary	energy	intake.
As	per	NITI	Aayog	 estimates,	 dietary	 energy	 intake	declined	 from
2,153	 kcal	 per	 person	 per	 day	 in	 1993-94	 to	 2,099	 kcal	 per	 day	 in
2011-12	for	rural	India,	and	from	2,071	kcal	per	day	to	2,058	kcal	per
day	in	urban	India.
This	 is	 enough	 evidence	 of	 undernutrition	 (deficiency	 of	 energy
intake	 and	 protein	 intake)	 as	 well	 as	 the	 under-nourishment	 of
India’s	population.

The	 problem	 is	 not	 just	 with	 low	 production	 but	 also	 with	 low
productivity.

The	productivity	 is	 very	 low	due	 to	 several	 reasons.High-yielding
varieties	of	pulses	haven’t	been	developed	 in	the	absence	of	any
technological	breakthrough.
Low	 productivity	 is	 also	 associated	 with	 the	 sharp	 year-on-year
fluctuations	due	to	high	vulnerability	 to	environmental	stresses	as
well	as	insects	and	pests.
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How	have	the	rising	prices	of	pulses	contributed	to	inflation?

India	is	the	biggest	producer,	consumer	and	the	importer	of	pulses.
What	China	 is	 to	 the	world	 steel	market,	 India	 is	 to	 the	pulse	market.
Rising	prices	of	pulses	has	set	the	government’s	pulse	racing	which	is	set
to	face	the	Punjab	and	Uttar	Pradesh	Assembly	elections	soon.

Steps	 that	 the	 government	 took	 to	 rein	 in	 the	 spiraling	 prices	 of
pulses	so	far	have	yielded	little	results.
Prices	 of	 popular	 pulses	 like	 tur,	 gram	 and	 urad	 have	 shot	 up
between	 33	 and	 60	 per	 cent	 compared	 to	 last	 year	 in	 the	 same
month.	The	retail	prices	of	arhar	or	tur	dal,	has	crossed	over	Rs	170
at	most	of	the	places.
Gram	 or	 chana	 dal,	 a	 cheaper	 alternative	 to	 tur	 dal,	 despite	 good
production	and	supply,	is	also	more	expensive	now.
There	 is	an	ever	 increasing	demand	and	supply	gap.	 In	2012-	2013
while	 the	 pulses	 production	 in	 India	 touched	 an	 all-time	 high	 of
about	20	million	tons,	the	demand	shot	up	to	25	million	tons.
The	situation	has	 further	 intensified	at	present	with	back	 to	back
droughts	in	the	last	two	years.	However,	the	current	year	–	with	the
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monsoons	set	to	be	normal	–	offers	hope.

((( 	)))
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Agriculture	-	More	grains,	less	pulses,	same	problem

Pulses	production	fell	by	4%	in	the	2015-16	crop	year	due	to	drought	in
many	 states	 but	 the	 country’s	 total	 foodgrains	 output	 rose	marginally
due	to	bumper	wheat	crop.	Nearly	all	major	pulse	growing	states	were
among	the	11	drought-hit	states	in	2015.	India,	as	the	largest	consumer
and	producer	of	pulses,	 is	 caught	 in	a	vicious	circle	of	price	 instability
and	low	production	of	pulses.
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What	was	the	state	of	foodgrains	production	in	2015-16?

The	agriculture	ministry	came	out	with	its	fourth	and	final	advance
estimates	of	foodgrains	production	for	2015-16.	The	estimates	show
that	 the	 production	 in	 the	 year	 stand	 at	 252.22	 million	 tons	 as
compared	to	252.02	million	tonnes	(MT)	in	2014-15.Both	years	were
drought	years.
This	is	slightly	higher	than	the	total	production	in	2014-15.However,
production	of	most	of	 the	 crops,	 including	 rice,	 coarse	 cereals,
pulses	and	oilseeds,	is	estimated	to	be	lower	in	2015-16	crop	year
(July-June)	than	their	production	in	2014-15.
The	production	of	wheat,	estimated	at	93.50	MT	in	2015-16,	is	higher
by	6.97	MT	than	the	production	of	86.53	MT	during	2014-15.
Rice	 production	 during	 2015-16	 is	 estimated	 at	 104.32	 million
tonnes,	compared	to	105.48	million	tonnes	during	2014-15.
Coarse	 cereals	 production	 is	 estimated	 to	 have	 declined	 to	 37.94
million	tonnes	in	2015-16	from	42.86	million	tonnes	in	the	previous
year.	Oilseeds	output	is	pegged	at	25.30	million	tonnes	against	27.51
million	tonnes.
The	latest	estimates	imply	that	any	change	to	the	growth	rate	of	the
agriculture	 sector	 in	 the	 gross	 domestic	 product	 (GDP)	 data	 is
unlikely.

The	overall	production	 in	both	the	years	was,	however,	way	below
the	2013-14	mark	when	the	country	had	achieved	a	record	foodgrain
production	of	265.04	million	tonnes.
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Why	could	India	produce	sufficient	foodgrains	in	a	drought	year?

Despite	 setbacks	due	 to	deficient	 rainfall	 and	 shortage	of	water	 in
reservoirs	in	2015	which	was	higher	than	the	deficiency	in	2014,	the
year	2015-16	managed	to	cross	the	previous	year’s	production	mark
-	thanks	to	irrigated	areas	of	northwest	India	where	good	wheat
production	more	than	made	it	up.
Timely	 contingency	 measures	 during	 Rabi	 (winter	 crop)	 season
resulted	in	higher	production	of	wheat.

Much	 more	 needs	 to	 be	 done	 to	 reduce	 agriculture’s	 dangerous
dependence	on	rains.

With	 over	 60%	 of	 the	 total	 farm	 land	 in	 India	 not	 covered	 under
irrigation,	the	dependency	on	rainfall	impacts	the	foodgrain	production
levels	of	the	country.

There	 is	 little	 scope	 to	 increase	 area	 under	 cultivation,	 thus
increased	productivity	from	the	existing	cultivated	area	is	the	most
viable	option	to	enhance	agricultural	production.
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There	 is,	 therefore,	 an	 urgent	 need	 to	 expand	 irrigation	 facilities,
especially	in	the	area	of	dry	zone	cultivation.

The	 government	 has	 acknowledged	 this	 need	 during	 Budget	 2016-17,
when	it	earmarked	Rs	86,500	crore	for	 irrigation	under	the	Pradhan
Mantri	Krishi	 Sichaai	Yojana.	 Total	 allocation	 for	 agriculture	 for	 the
coming	fiscal	is	to	be	Rs	35,984	crore.	Further	the	government	has	said
that	89	irrigation	projects	are	to	be	fast	tracked	on	a	priority	basis.	Out	of
this	30	projects	are	to	be	completed	by	2017.

Since	when	has	India	been	short	of	pulses?

The	production	of	 pulses,	which	are	 as	 important	 a	 staple	 food	as
cereals,	has	not	kept	pace	even	with	population	growth.Per	capita
production	of	 pulses	 in	 India	has	declined	 from	18.5	 kg	during
1965-1970	 to	about	15	kg	during	2011-2014.	 It	 touched	 the	 lowest
level	of	10.5	kg	in	year	2002-03.
In	2008-09,	the	production	of	pulses	stood	at	14.57	mt	and	rose	to	a
peak	 of	 19.25	 mt	 in	 2013-14,	 the	 highest	 that	 India	 has	 ever
produced.
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The	food	crop	that	seems	to	have	been	affected	significantly	by	the
drought	 is	pulses,	with	an	estimated	production	of	16.47	mt	being
the	 lowest	 in	 six	 years.	 The	 production	 of	 pulses	 in	 2015-16	 is
estimated	to	be	4%	lower	than	its	production	in	2014-15	(17.15	MT).
A	lower	pulse	crop	has	led	to	higher	prices	over	the	past	year	with
varieties	such	as	arhar	or	pigeon	pea	still	retailing	at	over	Rs.140	per
kg.

Where	are	the	efforts	taken	to	tackle	the	shortage	of	pulses?

Pulses	have	been	taken	up	for	sowing	in	over	41%	more	area	than
the	previous	year.
They	are	being	 imported	 from	Myanmar	and	African	nations	 to
counter	 a	 domestic	 shortfall	 of	 7.6	million	 tonnes	 that	 has	 driven
local	prices	of	key	pulses	like	chickpea	to	a	record	high.
To	prevent	 another	 full-fledged	pulse	 crisis,	 a	 sum	of	Rs.500	 crore
was	allotted	 to	pulses	under	 the	National	Food	Security	Act,	and	a
Price	Stabilization	Fund	with	a	corpus	of	Rs.900	crore	was	made	in
this	year’s	budget	exclusively	for	pulses.
Three	 agencies	—	 Food	 Corporation	 of	 India,	 Small	 Farmers	Agri-
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Business	 Consortium	 and	 National	 Agricultural	 Cooperative
Marketing	Federation	of	 India	Ltd	—	purchased	more	 than	50,000
tons	of	pulses	from	farmers	as	buffer	stocks	during	the	fiscal	year.
This	year,	the	centre	has	issued	an	early	directive	to	the	states	—	to
project	pulses	demand	and	keep	hoarding	in	check.

Who	is	driving	the	demand	for	pulses?

Even	with	imports,	India	has	not	able	to	meet	the	domestic	demand	for
pulses.

Some	studies	indicate	that	income	elasticity	of	demand	for	pulses
is	close	to	one	(if	the	income	goes	up	by	1%,	the	demand	for	pulses
goes	up	by	1%)	and	 that	 for	 cereals	 is	 close	 to	 zero	 (no	 change	 in
demand	with	increasing	income)	and	even	negative	(as	income	goes
up	people	consume	less	of	that	cereal)	in	some	cases.
With	the	increase	in	per	capita	income,	a	consumer	prefers	to	have
a	higher	quantity	of	pulses.	Pulses	are	part	of	the	staple	diet	and	are
highly	preferred	by	Indians.
They	are	also	a	relatively	less	costly	source	of	energy	and	protein	as
compared	to	livestock	products.
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With	 higher	 demand,	 lower	 productivity	 is	 adding	 to	 the	 woes	 of
managing	demand-supply	gap.

The	 productivity	 of	 pulses	 in	 the	 country	 is	 very	 low	 because	 of
several	 reasons.	 High-yielding	 varieties	 of	 pulses	 haven’t	 been
developed	in	the	absence	of	any	technological	breakthrough.
Pulses	are	grown	mainly	in	marginal	and	poor	environments	under
rainfed	conditions.
Low	 productivity	 is	 also	 associated	 with	 the	 sharp	 year-on-year
fluctuations	due	to	high	vulnerability	 to	environmental	stresses	as
well	as	insects	and	pests.
The	 last	 two	years	being	drought	years	 lowered	 the	production	of
pulses.

Note:	Income	elasticity	of	demand	measures	the	responsiveness	of	the
quantity	demanded	for	a	good	or	service	to	a	change	in	the	income	of
the	people	demanding	the	good.

How	should	India	balance	its	priorities?
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The	achievements	of	Green	Revolution	have	remained	highly	 skewed
towards	wheat	and	rice	 on	account	of	 technological	as	well	 as	policy
support	towards	these	two	crops.	A	shift	in	the	skewed	cropping	pattern
of	the	country	is	the	need	of	the	hour.

India	has	to	focus	on	increasing	the	area	under	pulses	as	well	as	its
productivity.	 It	 also	 needs	 a	 more	 transparent	 system	 of	 price
discovery	 through	 unified	 agricultural	 markets	 and	 revival	 of
systems	 such	 as	 forward	 and	 futures	markets	 with	 adequate	 risk
management	provisions.
The	 Minimum	 Support	 Prices	 (MSPs)	 for	 pulses	 have	 often	 been
lower	 than	wholesale	 prices.	 Procurement	 levels	 are	 often	 low	 or
nil.	 The	 central	 government	 had	 revised	 support	 prices	 of	 certain
pulse	 groups	 last	 year	 as	 an	 incentive	 to	 farmers,	 but	 the
Commission	for	Agricultural	Costs	and	Prices’	report	on	kharif	crops
submitted	last	week	has	said	that	a	more	substantial	hike	in	MSPs
of	pulses	will	be	needed	to	reduce	shortages	and	keep	inflation
under	control.
The	centre	and	states	would	also	do	well	to	simultaneously	focus	on
insuring	farmers,	raising	yields	within	water	constraints,	enhancing
food	processing	and	storage	facilities.

About	 one-fifth	 of	 the	 domestic	 demand	 is	 met	 through	 imports	 but
such	 imports	 are	 getting	 difficult	 to	 arrange.Even	 after	 tapping
markets	 of	 46	 countries,	 India	 is	 able	 to	 arrange	 only	 around	 five
million	 tons	 of	 pulses.	 India,	 being	 the	 largest	 producer	 as	 well	 as
consumer	of	pulses,	thus	needs	to	tap	the	domestic	potential	of	raising
the	production.

((( 	)))
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Agriculture	-	Bananageddon	is	coming

Scientists	 have	 sequenced	 the	 genomes	 of	 three	 fungal	 diseases	 that
currently	threaten	banana	crops,	and	found	something	disturbing	-	the
fungi	have	evolved	to	the	point	where	they	could	wipe	out	the	banana
crops	 in	5-10	years.	While	science	hopefully	will	 find	a	solution	to	 this
banana	crisis,	 there	 is	 some	chance	 that	 future	generations	will	never
know	the	magic	of	this	fruit.	Knappily	visits	a	world	without	bananas.
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What	is	making	the	banana	lovers	go	bananas?

Researchers	 have	warned	 that	 bananas	 -	one	 of	 the	 world’s	 top	 five
staple	foods	 -	could	well	be	wiped	out	globally	in	just	5	to	10	years	by
fast-advancing	fungal	diseases.

According	to	plant	pathologist	Ioannis	Stergiopoulos	of	University	of
California,	Davis,	a	fast-advancing	disease	compound,	known	as	the
Sigatoka	complex,	 could	 be	 a	 lethal	 threat	 to	 the	world’s	 banana
supply.
The	 Sigatoka	 complex	 is	 made	 up	 of	 three	 fungal	 diseases	 —
yellow	Sigatoka,	eumusae	leaf	spot	and	black	Sigatoka.	Of	the	three,
black	Sigatoka	poses	the	greatest	risk	to	the	banana	supply.
It’s	an	‘image	problem’	that	he	fears	could	prove	fatal	to	the	entire
banana	industry	in	the	very	near	future.The	image	problem	is	that
as	 bananas	 are	 always	 readily	 available	 in	 the	 market,
consumers	believe	that	banana	supply	can	never	cease	to	exist.
By	highlighting	this	threat	to	the	beloved	fruit,	the	researches	want
the	world	to	first	take	notice	and	then	act,	before	it	is	too	late.

Why	 is	 the	 Sigatoka	 complex	 causing	 such	 havoc	 on	 the	 banana
crops?
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The	 research,	 published	 in	 PLOS	 Genetics,	 found	 that	 the	 three
fungal	diseases	not	only	 shut	down	 the	 immune	systems	of	 the
banana	trees	but	metabolism	of	the	fungi	even	adapted	to	match
that	of	the	host	plant.
This	 allowed	 the	 fungi	 to	 produce	 enzymes	 that	 broke	 down	 the
plant’s	cell	walls	to	feed	on	carbohydrates	and	sugar.
The	 parallel	 change	 in	 the	 metabolism	 of	 the	 host	 plant	 and	 the
pathogen	 has	 been	 largely	 overlooked	 and	 may	 represent	 a
“molecular	fingerprint”	of	the	adaptation	process.
Stergiopoulos	arrived	at	the	findings	after	analysing	the	fungi	attack
by	 sequencing	 genomes	 of	 black	 Sigatoka	 and	 eumusae	 leaf	 spot.
He	next	compared	the	results	with	the	previously	sequenced	yellow
Sigatoka	genome.
‘We	 have	 demonstrated	 that	 two	 of	 the	 three	most	 serious	 banana
fungal	diseases	have	become	more	virulent	by	increasing	their	ability
to	manipulate	the	banana’s	metabolic	pathways	and	make	use	of	its
nutrients,’	said	Ioannis	Stergiopoulos.
He	 also	 pointed	 out	 that	 the	 Cavendish	 bananas	 —	 those	 most
commonly	 found	 in	 the	 supermarket	 —	 are	 grown	 from	 shoot
cuttings	 (unlike	 a	 tomato	 or	 green	 bean,	 which	 are	 grown	 from
seeds),	which	means	 a	 disease	 capable	 of	wiping	 out	 one	 plant
could	destroy	them	all.
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When	was	the	Sigatoka	first	reported?

Sigatoka	 leaf	 spot	 (popularly	 known	 as	 Yellow	 Sigatoka)	 was	 first
recorded	on	the	Indonesian	Island	of	Java	by	Zimmermann	in	1902.
Later,	 the	 disease	 was	 reported	 in	 the	 Sigatoka	 District	 on	 the
island	of	Viti	Levu,	Fiji,	in	1912.
During	 the	 following	 40	 years,	 serious	 epidemics	 were	 reported,
distributed	across	growing	regions	of	Asia,	Africa,	Central	and	South
America	and	the	Caribbean.

Yellow	 sigatoka	 was	 the	 first	 of	 the	 three	 to	 be	 recorded	 on	 banana,
although	 eumusae	 leaf	 spot	 and	 black	 sigatoka	 are	 now	 the	 most
devastating.

However,	 it	 still	 causes	 considerable	 losses	 at	higher	altitudes	and
cooler	temperatures,	and	is	also	typically	a	greater	problem	during
rainy	seasons	in	subtropical	banana	growing	regions.
In	Brazil,	where	the	pathogen	occurs	in	all	growing	regions,	it	still
imposes	 substantial	 costs	 to	 growers	 in	 the	 larger	 producing
regions.	Losses	of	up	to	50%	of	production	have	been	reported
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Black	 sigatoka	 is	 posing	 the	 greatest	 constraint	 to	 banana	 production
worldwide.

Black	sigatoka	is	air-borne	and	affects	the	leaves	of	banana	plants	in
small	 and	 large-scale	 plantations,	 and	without	 chemical	 control	 it
results	in	huge	yield	losses.
The	disease	also	reduces	the	quality	of	the	fruit,	causing	premature
ripening.

Where	is	banana	grown?

The	 banana	 is	 the	 world’s	 leading	 fruit	 crop	 and	 ranks	 fourth	 (after
rice,	wheat	and	maize)	as	a	global	staple	food.

The	banana	plant	 is	 actually	 the	world’s	 largest	herb	 and	 closely
related	to	vanilla	and	ginger.
Almost	100	million	tons	of	the	fruit	are	produced	across	almost	120
countries	every	year.
They	 are	 largely	 in	 developing	 countries	 in	 tropical	 regions	 of
Africa,	Asia,	and	Latin	America.
At	almost	25	million	tons	annually,	India	leads	among	the	10	major
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producers	globally.
Many	countries	produce	bananas	as	a	staple	food	and	only	around
20%	of	all	bananas	that	are	produced	are	actually	exported.

India	 is	 the	 world’s	 largest	 producer	 of	 bananas	 (24	 million	 tons),
followed	 by	 China	 (11	 MT),	 the	 Philippines,	 Ecuador	 and	 Brazil.
However,	 India	 is	 not	 even	 among	 the	 top	 10	 exporters	 of	 banana.
Recently,	the	prices	of	bananas	have	shot	up	by	30-40%	in	India,	due	to
crop	loss.

Note:	‘Plantains’	are	a	member	of	the	banana	family.	They	are	a	starchy,
low	in	sugar	variety	that	is	cooked	before	serving	as	it	is	unsuitable	raw.
Though	they	resemble	green	bananas,	they	are	a	distinct	group.Uganda
is	the	world’s	biggest	producer	of	plantains,	a	popular	food	crop	in	India.
In	southern	India,	meals	are	traditionally	served	on	a	plantain	leaf.

Who	would	suffer	if	the	banana	is	really	extinct?

It	 could	 prove	 devastating	 to	 millions	 of	 small-scale	 farmers	 who
depend	on	 the	 fruit	 for	 food,	 fiber	and	 income.	Already,	 Sigatoka	—	a
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three-fungus	disease	complex	—	reduces	banana	yields	by	40	percent.

The	 Sigatoka	 disease	 complex	 can	 reduce	 banana	 yields	 by	 50-70
per	cent,	if	not	controlled.
The	 constant	 threat	 of	 the	 disease	 requires	 farmers	 to	 make	 50
fungicide	applications	to	their	banana	crops	each	year	to	control	the
disease.	This	may	discourage	them	from	banana	cultivation	 in	 the
future.
“Thirty	 to	 35	 percent	 of	 banana	 production	 cost	 is	 in	 fungicide
applications,”	 Stergiopoulos	 said.	 “Because	 many	 farmers	 can’t
afford	the	fungicide,	they	grow	bananas	of	lesser	quality,	which	bring
them	less	income.”
And	 for	 those	 growers	 who	 can	 afford	 fungicide,	 the	 applications
pose	environmental	and	human-health	risks.
The	 heavy	 use	 of	 fungicides	 as	 the	 primary	 means	 of	 disease
management	has	also	 resulted	 in	resistance	 to	 several	 fungicide
classes,	 reducing	 efficacy	 through	 the	 development	 of	 fungicide-
resistant	strains.

The	tragedy	that	will	befall	on	the	consumers	of	bananas	cannot	even	be
imagined.The	 banana	 is	 by	 far	 the	 most	 popular	 fruit	 worldwide.
People	have	been	growing	bananas	for	more	than	10,000	years.
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How	can	this	banana	apocalypse	be	prevented?

Scientists	 are	 desperately	 trying	 to	 find	 a	 remedy	 for	 the	 ‘Sigatoka
complex’	before	bananas	as	we	know	them	become	extinct.

The	 levels	 of	 fungicide	 treatment	 used	 to	 control	 the	 Sigatoka
disease	 complex	 is	 not	 a	 sustainable	 practice;	 therefore,	 other
control	solutions	are	desperately	needed.
This	research	study	has	discovered	why	it	is	so	effective	at	killing	-	it
is	because	 it	 is	three	fungal	diseases	 in	one.	The	discovery	better
equips	 researchers	 to	 develop	 hardier,	 disease-resistant	 banana
plants	and	more	effective	disease-prevention	treatments.
“Now,	 for	 the	 first	 time,	we	 know	 the	 genomic	 basis	 of	 virulence	 in
these	fungal	diseases	and	the	pattern	by	which	these	pathogens	have
evolved,”	Stergiopoulos	said.
Another	 study	 led	 by	 scientists	 from	Wageningen	 University	 and
Research	 Centre	 in	 the	 Netherlands	 unravelled	 the	 DNA	 of	 the
fungus	that	causes	black	Sigatoka	disease	in	bananas.
Both	 the	 studies,	 published	 in	 the	 journal	 PLOS	 Genetics,	 provide
leads	 for	 increasing	 the	 sustainability	 of	 banana	 cultivation,	 for
instance	through	the	development	of	a	resistant	banana	plant.
Thus,	genome	sequencing	may	help	avert	Banana	Armageddon.
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