BANKING SYSTEM IN INDIA

A commercial bank is a type of financial intermediary as it mediates between the savers and
borrowers. It does so by accepting deposits from the public and lending money to businesses and
consumers. Tts primary liabilities are deposits and primary assets are loans and bonds.

“Commercial bank" has to be distinguished from another type called “investment bank”,
Investment banks assist corepanies in raising funds in the capital roarkets (both equity and debt), as
well as in providing strategic advisory services. for mergers, acquisitions and other types of
financial transactions. It is also called merchant bank. :

The term commercial banks refers to both scheduled and non-scheduled commercial banks which
are regulated under the Banking Regulation Act, 1949. The scheduled banks are those which are
included under the 2nd Schedulé of the Reserve Bank of India Act, 1934. The scheduled banks are
further classified into: Public sector, private sector domestic banks and foreign banks. Among the
public sector banks, there are nationalized banks, State Bank of India and Regional Rural Banks

(RRBs).

Scheduled banks are those banks which are included-in the Second Schedule of the Reserve Bank
Act, 1934. They satisfy two conditions under the Reserve Bank of India Act
* paid-up capilal and reserves of an aggregate value of not less than Rs 5 lakh

st-Gatisfy-RE cted in a manner. df:trimcntal to the

refinance etc and correspondingly, Ahey have certain obligations like maintaining certain cash

reserves as prescribed by the RBIttof Nop-sch ‘Teé-'"gg;ks are those banks which are not
included in the second schedule of the RBI Act as they do not comply with the above criteria and

The schcduledbanks njoy certampnwleges*lk pproachngBI forﬁnancnal assistance;

so they do not enjoy the benefits either. There are only 3 non-scheduled commercial banks:

operafing in the country with a total of 9 branches. Local Area Banks are Non-scheduled
commercial Banks in India. Scheduled banks. comprise Scheduled Commercial Banks and

Scheduled Co-operative Banks.

Currently (2017), India has 21 public sector banks that include SBI and the TDBI Bank; there are
private banks and foreign banks also. Public sector banks hold over 70 percent of total assets of the
banking industry. Share of public sector banks in total deposits is at 76.6 per cent.

GOI nationalized the ‘Impcrial Bank Of India in 1955 and the new bank was named as the State
Bank of India. The next major nationalisation of banks took place in 1969 when the government of
India nationalised an additional 14 major banks. The next round of nafionalisation took place in
1980. The govemment nationalised six banks. The objectives behind nationalisation were:
* To break the ownership and control of banks by a few business families and thus to prevent
the concentration of wealth and economic power ‘

+  To make banks into a part of socio-economic planning
* To extend banks to rurat and unbanked areas

* Tomobilize savings from masses from ali parts of the country,
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* To cater to the needs of the priotity sector Iike weaker sections and poverty alleviation,
agriculture, MSME; etc :

*  From class banking to mass banking

Private Sector Banks include domestic ang foreign banks,

Domestic Private Sector Banks

There are about 23 such banks, The private sector banks are divided into old and new. The old
private sector banks existed prier to the nationalisation in 1969 and retained fhej private status

because they were either too small or specialist to be nationalised. The new private sector banks
came up afier the liberalisation in the 1991 .

The Nedungadi Bank was the. first private sector bank in India.
Foreign Banks
There are more than 40 such banks operating in India.

State Bank of India

s

e U

I aml 955 and _r__énan;ed it tﬁc State Bank
f Indian princely:statészall of them were

Gve nks were StateBankof 'Bikaner and

renamed with] |
Jaipur (SBBJy

B.

Hyderabad (S ), State*Bank of Mysore (SBM), State Bank of
Patiala (SBP), State Bank of Trays '%et(iSB{),Sgatg Bank oftSaurashtra (SBS) and State Bank of
Indore (SBI - Indore). All these hafil ﬁisé%‘wth@ﬁs&lﬁe’h'é as its parent bank SBI acquired the

control of seven associate banks in 1960.

(SBM), State Bank of Patiala (SBP) and State Bank of Travancore (SBT), besides Bharatiya
Mabhila Bank (BMBY), merged with SBI with effect from 1 April, 2017 With this merger, the bank
will join the league of top 50 banks globally in terms of assets.

The total customer base of the bank will reach 37 crores with a branch network of arourd 24,000
and nearly 59,000 ATMs across the country. The merged entity will have a deposit base of more
than Rs.26 takh crore and advances level of Rs18.50 lakh crore.
The combined entity will enhance the productivity, mitigate geographical risks, increage

operational efficiency and drive Synergies across multiple dimensions while ensuring increased
custorner satisfaction.
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Post merger, the bank will rationalise its branch network by relocating some of the branches to
maximise reach. This will help the bank optimise its operations and improve profitability.
Integration of treasuries of the associate banks with the treasury of SBI will brmg in substantial
cost saving and synergy in treasury operations.

Lok Sabha passed the bill to repeal the SBI (Subsidiary Banks) Act 19359, State Bank of
Hyderabad Act 1956 and to further amend the State Bank of India Act, 1955, followmg the merger

of five associates with the parent SBL.

Deve[opment Banks

Development Banks are those financial institutions which prowde long term capital for industyies
and agriculture: Industrial Finance Corporation of India (IFCI); Industrial Development Bank of
India (IDBI} ; Industrial Credit and Investment Corporation of India (ICICI) that was merged with
the ICICI Bank in 2000; Industrial Investment Bank of India (IIBI); Small Industries Development
Bank of India (SIDBI); National Bank for Agriculture and Rural Development (NABARDY);

Export Import Bank of India; National Housing Bank(NHB).

The commercial banking network essentially catered to the needs of general banking and for

meeting the shorf-term working capital requirements of industry and- agriculture. Specialised

development financial institutions (DFIs) such as the IDBI, NABARD, NHB and SIDBI, efc., with
ank

majority ow a;%%&g of the R neet the long-term financing rcqulrcmcnts
of industry i ¢ ans&mtmns a mechamsrn to provide
concessional ﬁnan these ins

& ythe Reserve Banl(

The first deve iKY, a1y, mm_lcdlatcly aﬂc_r_ ln_dependencc'in
1948 under the Industrial Fmanc Corporahon Act_as g statefory corporation to pioneger

- institutional credit to medium and’] @-é’caje Th’%x@faﬁi&% regular intervals the government

started new and different dcvclopment financial institutions to attain the different objectives and
helpful to five-year plans. :

Government utilized these institutions for the achievements in planning and development of the
nation as a whole. The all India financial institutions can be cla551ﬁed under four heads according

to their economic importance that are:
e All-India Development Banks
» Specialized Financial Institutions(SIDBI)
o Investment Institutions {The Industrial Reconstruction Corporation of India Ltd., set up
in 1971 for rehabilitation of sick industrial companies )
+ State-level institutions(SFC)

S.H. Khan cormmittec appointed by RBI{ 1997) recommended to transform the DFI (development
finance institution) into universal banks that can provide 2 menu of financial services and leverage

on their asgets and talent.

Cooperative Banks

Co-operative Banks are organised and managed on the principle of co-operation, self-help, and
mutual help. They function with the rule of "one member, one vote” and on "no profit, no loss”
basis. Co-operative banks, as a principle, do not pursue the goal of profit maximisation.
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Co-operative bank performs ail the main banking functions of deposit mobilisation, supply of
credit and provision of remittance facilities.

Co-operative Banks provide [imited, banking products and aré functionally specialists in agriculture

telated products. However, co-operative banks are now provide housing loans also.

Utban Co-operative Banks (UCBs) are located in ucban and semi-urban areas, These banks, till
1996, were allowed to lend money only for non-agricultural purposes. This distinction does not
hold today. Edrlier, they essentially lent to small borrowers and businesses. Today, their scope of
operations has widened considerably. Urban CBs provide working capital, loans and term loan as

Co-operative Banks belong to the money market as well as to the capital market- they offer shogt
‘term and long term loans. S :

rm and mg@q@_}cr_‘m_ loans. State Cooperative
istrict fevel) provide both short term

e

ig-term loans.

 cooperative agriculture and rural

primary PCARDBs or branches of SCARDB

development bank (SCARDB) at the state level a ]

at the decentralised district or blocﬁgl_eifelgp,‘r_oviﬁiﬁ typikally medium and long term loans for
making investments in agriculture, rurs fncﬂfs?trie%s";_ﬁand fa c‘i’y housing. The sources of their funds
(resources) are ownership funds

* deposits or debenture issyes,
* central and state government
* Reserve Bank of India

* NABARD

¢ other co-operative institutions

Some co-operative bank are scheduled banks, while others are non-scheduled banks. For instance,
S

CBs and some UCBs aze scheduled banks (included in the Second Schedule of the Reserve Bank
of India Act). g

Co-operative Banks are subject to CRR and SLR requitements as other banks However, their
requirements are less than commercial ba :
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Commercial Banks And Their Weaknesses By 1991

The major factors that contributed to deteriorating bank performance upto the end of eighties were

o lack of profitability

o high SLR and CRR

o no credit discipline as there were loan melas’

o lack of competition

e directed and concessional lending for populist reasons
« administered interest rates and ' :

The reforms to set the above problems right were o
e Floorand cap ort CRR were removed and floor on SLR was removed in 2006

interest rates were deregulaled to make banks respond dynamically to the market
conditions. Even savings bank deposit rates were deregulated in 201 {

o near level playing freld for public, private and foreign banks inentry _
adoption of prudential norms- Reserve Bank of India issued guidelines. for income
recognition, asset classification and provisioning to make banks safer

¢ . Basel norms adopted for safe barking - B

« VRS for better work culture and productivity

¢ FDIupto 74% is permitted in private banks

. Diffe_r;gnﬁated.:bankjngiso,-a§-io:-£atcr:-10;.thcambanke_d_ and-also leverage technology to reach
3 i Jocated

orns for professionalization and strength

One of the sectors that has been sub]g;:tgg}g [efgjjgsg,gsé apart of the new economic policy since
1991 consistently is the banking sector? The'objectives:of:anking sector reforms have been:

e 1o make them competitive and profitable .

« tostrengthen the sector to face global challenges

« sound and safe banking
e to help them technologically modernize for customer benefit

o make available global expertise and capital by relaxing FDI norms
o inclusive banking '

Narasimham Committee

- Banking sector reforms in India were conducted on the basis of Narasimham Committee reports I
and 1L (1991 and 1998 respectively), primarily the first report. The recommendations of

Narasimham comtmittee 1991 are:

« No more nationalization
« create a level playing ficld between the public sector, private sector and foreign sector

banks
o select few banks like SBI for globa} operations

Jending to businesses
+ reduce Cash Reserve Ratio(CRR) to increase lendabie resources of banks

17!

reduce Statutory Liguidity Ratio(SLR) as that will lcave more resources with banks far
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* rationalize and better target priority sector lending as a sizeabe portion of it is wasted and
also much of j¢ turning joto non-performing asset

* introduce prudential norms for better risk management apd transparency in operations
* deregulate interest rates

* Set up Asset Reconstruetion Company {ARC) that can tzke over some of the bad debts of

Most of these reforms are implemented, SR 15 19.5% (20 7} and CRR s 49, Bank rate ig aligned

with MSF Divestment in public sector banks led to their listing op the stock exchanges and their
performance hag improved.

Bank Loans; Good and Bad
All loans given by banks are classified as either standard or substandard [oans.

Stahdard As_sets

Standard assets- are performing assets which are being serviced- Iepayment of Iin'ncipal at the
interest rate that i agrred upon- as per the coptract. Banks heve 1o make small amount of
Provisioning for these good loans also fyr security. For instance, provision for direct advance o
agricuiture or small and micro enterprise is0.25% and for housing loan at teaser (low at the time of

L 5 . 4 .

SEeb,

pays neither the Tntercst 3 A€ prncipal for 2 specified period of time, the
loan is said 1o be ton-performing, Wiieh a S is: %s i @PA it goes through severat phrases
as the repayment gets delayed, Ifthi &gwer does n%t es for 90 days, the loan becomes an
NPA and it is termed as “Special Mentipp Account”. If this Joap remains SMA for a period less
than or equal o |2 mondhs; it is termed as Sub-standard Asset,

Once the account crosses one year as DAL it becomes Doubtful Asset 2 (DA2-110 3 years) and

Tequires a provision of 40 per cent on the Secured portion and 100 pet cent on the unsecured
portion. '
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Stressed Assets

When an asset shows wekness and is likely to become an NPA, it is considered a stressed asget,
RBI allows it to be prevented from becoming an'NPA by restructuring: making terms of loan

softer by rescheduling the repayment period, lower interest rate, pumping additional assistance efc, -

They are classified as standard assets. RBI mandated the banks to meke additional disclosures

regarding restructured loans, which includes the number of proposals received, and the amount -

involved ete.
AQR

In addition to the annual inspection of bank books of banks done by the Reserve Bank of India

(RBI) a special inspection was conducted in 2015-16 called Asset Quality Review (AQR). It -

involves a small sample of loans being inspected to check if asset classification was in line with

the loan repayment and if banks have made provisions adequately Most of the large borrower
- accounts were inspected to check if classification was in line with prudential norms. The RB]

velieved that asset classification has to be done effectively and that banks should not resort to ever-
greening of accounts, that s, lend to the loanees who are in in the NPA, category to show them to

“be standard. Banks were postponing- bad-loan classification Investors were also facing

uncertainties as guidance by banks on bad loans was not proper. The impact of the AQR: banks
have classificd AQR-identified accounts (which were termed as stressed assets) as NPAs which

resulted in an increase in provisioning to. 15.per cent o more, ..

PAC

Prompt Corrective ‘Action norms allow the régulitor (RBIj-to place. certain restrictions such as
halting branch expansion and stoppjﬂ_{lgyc__fi_giﬁgnd:_ payment ,%1%11 banks. It can even cap a bank’s

1at can be imposed on banks include
special audit, restructuring operations and activation of recovery plan. Banks® promnoters can be
asked to bring in new management, too. The RBI can also supersede the bank’s board, under PCA,
RBI revised the norms of PCA framework which came into effect in 2017.

The PCA is invoked when certzin. risk thresholds are breached. There are three risk thresholds
which are based on certain levels of asset quality, profitability, capital and levels of NPA.

Stress Tests

Banks are exposed to a variety of risks- market, credit, liquidity etc- which need to be tested for
their adequacy continuously. Its need was amply demonstrated when the great recession took place
tn 2008. A stress test is an analysis or simulation to determine the ability of a bank to deal with an
economic or financial crisis. RBI undertakes such stress tests in India. Fol lowing tests are usual:

* If stock markets plunge by “x” % | '

» Ifrupee swings severely

* Ifinflation gallops

¢ If growth crashes

* If global commodity prices swing severely
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Extent of The Problem

Total bad loans of Indig's 38 listed (on the stock exchange) commercial banks ape about Rs 8 lakh
crore by mid-2017 which accounts for nearly 11 percent of the total loans given by all the
banks.Over 90 percent of these arc of PSBs _The actual figure is around Rs 20 lakh erore if we

include all troubled loaps including reported bad loans, restructured assets, written off loans and
bad loans that are ot yet recognized. K

NPAs can occur for a variefy of reasons:
~* Badlending practices
* Slowdown in economy -
* Discoms could not repay due fo bad tanff pelicy .

* Steel companies are running losses due to competition from imports

* Infrastructure companies could not get clearances due to environmental reasons, natural
calamiities, business cycle ’ . :

* willful defaulters due tg crony'capitalism

High levels of NPAs means
.. ¢ -banks’ proﬁtability diminishes
*. ‘Precious capital is locked up
* costof borrowing will rise
% e
baig S

dable assets élﬁnk

* ifba
What Is Being Done B e
* provisioning Sy Helh

¢ Capital adrquacy norms according to Base] 3
¢ securitization Jaw

* ARGCs '

* foreclosure _

* onetime settlement

* inferest waiver

*  wnteoffs/writdowns

* debtrecovery tribunals

¢ CDR

* SDR

s S4A
* IBC ' _

* Banking Regulation Act 2017
* Recapitalization bonds '

Foreclosure means taking over by the lender of the mortgaged property if the borrower does not
conform to the terms of mortgag,

Sccuritization is the process of pooling & group of assets, such as loans or fnorigages, and selling
securities backed by these assets.
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SARFAESI Act

To expedite recovery of loans and bring down the non-performing asset level of the Indian banking |

and financial sector, the government in 2002 made a new law that promises to. make it much easier
to recover bad loans from wiliful- defaulters. Called the Securitization and Reconstruction of
Financial Assets and Enforcement of Security Interest Act 2002 (SARFAESI), the law has given
unprecedented powers to banks, financial institutions and asset reconstruction/securitization
companies to take over management control of a loan defaulter or even capture its assets. It was
further amended in 2016 to speed up the process further. '

Asset Reconstruction Company

Asset Reconstiuction Companies (ARCs) have been crcated fo bring about a system for
recovering Non Performing Assets (NPAs) from the books of secured lenders and unlocking the

- value of Non-Performing Assets (NPA). Reserve Bank of India (RBI) provides license for ARCs

abd regulates them. ARCsare empowered by the SARFAESI Act. Securitisation Act
(Securitisation and Recﬁnstmctioln of Financial Assets and Enforcement of Security Interest Act,
2002). 1t aliowed selling of the assets held by banks as collalateral in case of NPA¢ building
up. - Prior to promulgation of the Securitisation Act, 2002, banks and financial institutions had no
option but to enforce their security interests through the court process, which was extremely time
consuming. After the epactment of the act many asset reconstruction compa_niqs (ARCs) were
formed. SRR e .

ARCs being thespeﬁlah

Narasimhan Conimitée'on Banking Sector tecommiend th i1 in. the 1990°.by way of creation of an
“Asset Recovery Fund" to take the N}_)Ag__of{t_he-ler;dgr'g_ books at a discount. SRFAES] Act, 2002
was made. ARC functions within the gidélinks 1s§u’ed$§}i{]’313 ' _
ARC has been set up to provide a focused approach to Non-Performing Loans resolution issue by:-
* isolating Non Performing Loans (NPLs) from the Financial System (FS),
- ¢ freeing the financial system to focus on their core activities and
' Facilitating development of market for distressed assets.

As per RBI, ARC performs the following functions:-
* Acquisition of financial assets
* Change or takeover of Management / Sale or Lease of Business of the Borrower
Rescheduling of Debts
* Enforcement of Security Interest
* Settlement of dues payable by the borrower

Insolvency and Bankeuptcy Code (IBC) 2016 provides opportunity for asset reconstruction
companies. Non-performing assets (NPAs) were essentially productive assets which, if turned
around, would not only create additional jobs but also contribute to national output.

For this to happen, timely. interventions, transparent price discovery and right management were

required. GOL made arious legislative and regulatory changes that have created an cnabling and
supportive operational envitonment for ARCs and for takeover of stressed assets, These mclude
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higher ceiling of 100 per cent for FDI in ARCs, pass through status to ARC trusts for income tax, E
+ exemption from stamp duty, enabling trading of securtty receipts etc. Y
Resultant collaboration between banks, ARCs and resolution professionals could pave the way to a A’
virtuous cycle of fresh investments, new Jobs and additional demand, As 2 result, a number of new ‘

'estimat_c& to account for 25% of _Indja’s- non-performing assets ‘(NPAs). ‘The RBI has also 5_
identified another 488 defaulters for which banks have been directed to finalise a resolution plan
within six months. : s

WD

TBS Challenge

The Economic
(TBS) probles =
- and so could n¢

‘it terms India's “Twitt Balance Sheet

sed ag their investments did not yield

! in NPAs. Thus, the balance sheets of

both the boirp . et pressure. ‘The issue: is important
because it is Holdifig “up- private investmeatin the"Country and therefore, growth -in all sectors.
Many measures are introduced by the:; OVELL egﬁ ﬁn%‘igrfaesi Act, to Asset Reconstruction |
Companies,. to Strategic Debt Restry rir% (SB'}gﬁmi 1 Sustainable Structuring of Stressed
Assets, The steps taken so far as mentioned above did not pay off-due to inherent difficulties.
The Insolvency and Bankniptcy Code, 2016 (IBC).Js being put to use by the RBI in 2017 with promise

- of results, Recapitalisation bonds in 2017 October, The suggestion of the Economic Survey that a Public -

Sector Assef Reconstruction Company (PARA) be formed to buy the biggest, most complex NPAs and then
dispose of them, - '

PARA | .

Economic Survey 2017 proposed that Public Sector Asset Rehabilitation Agency ofPARA) be
setup to solve the NPA problem of PSBs. PARA is expected to be the special purpoese vehicle that
will raise money by issuing government bonds with which it will buy the big bad loans of the
PSBs. The proposal has advantages of relieving the banks of NPAs: settling the issue faster than
~when each bank has to settje independently; get better bargain as there is only ne buyer etc. It is

the ‘bad bank’ that the country has been debating for some years.

S4A

RBI took many steps in relation to NPAs. The S4A is one. The scheme seeks to solve the TBS
challenge- rwin balance sheet, by converting a portion of farge loan accounts into equity shares.For
adistressed company (o be eligible for S4A, the RBJ hag put down three conditions. The project
must be operating and already genierating cash. The total loans to the entity should be T50¢ ¢rore
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or more.The lending banks are reqiured to engage an independent agency to evaluate how much of
the debt is ‘sustainable’. For the foan to be eligible for S4A, at least 50 per cent of it should be

‘sustainable’.

Strategic Debt Restructuring

The RBI in its “Ffamewor_k for Revitalising Distressed Assets in the Economy - Guidelines on -
Joint Lenders’ Foram (JLF) and Corfective Action Plan (CAP)”, in 2015 suggested change of
management as a part of restructuring of stressed assets. RBI-suggests that Joint Lenders® Forum

“(JLF) should actively consider such change in ownership and take necessary action, -

Prudential Norms

For the safety of banking operations, they need io follow prudential norms:Prudential norms relate

to

Income recognition

asset classification

provisioning for NPAs

»  capital adequacy nonns(capital to risk-weighted asset ratio, CRAR).

A proper deﬁnmon of income 18 wsentlal n order to ensure that banks take into account income .

; '_;asset as' INPA in certain cases. Once
('s operations so as to maintain safety

classified as
of operations
provisioning

Pmdcntlal norms make the operatlmﬁgausgarentga‘@gcouﬁtahle and safe.
§ 3

Prudential norms serve two primary purposes: bring out the true position of a bank's loan portfolio
and help in prevention of its deteriorauon

Safety of Banks And Basel Norms

Banks lend tg different types of borrowers and each carries its own risk. They lend the deposits of
public as well as money raised from the market- equity and debt. The intermediation activity
exposes the bank to a variety of risks. Cases of big banks collapsing due to their inability to
withstand are many. Therefore, banks are recommended to to keep aside a certain percentage of
capital as security against the risk of non-recovery. Basel committee provided the norms called

Bascl norms {o tackle the risk.

Basel Norms

The Basel Accords 15 a sct of rc'commendations for regulations for thc banks. The Basel

Accords —Basel [, Basel Il and Basel IIl— are issued by the Bascl Committee on Banking

Supervision (BCBS). They are called the Basel Accords as the BCBS maintains its secretariat at
the Bank for Intemational Scttlements in Basel, Switzerland and the committee normally meets

there.
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The ait of the Basel Accords is to ensure that banks and other financial institutions have enough

-

capital to meet their obligations to depositors and other stakeholders and absorh unexpected losses.

Basel ITT

It ié a global, voluntary regulatory framework on bank capital adequacy, stress testing, etc. It was .

- agreed upon by the members of the Basel Committee on Banking Supervision in 2010_j I, and was
introduced -in 2013 to be adopted 6l 31 March 2019, It was developed in response. to the
deficiencies in financial regulation revealed by the financial crigis of 2007-08. The major thrust
area of Basel Il is improvement of quantity and quality of capital of banks, with Stronger
supervision, risk management and disclosure standards.

Under Basel Il norms, banks need to have a total capital adequacy ratio of 11.5% against 9% now.
Three Pillars

Apart from the risks which make up Pillar 1, there are two more Piliars of Basel regulations. Pillar
2 Enlarges the role of banking supervisors.Pillar 3 Defines the standards and requirements for
higher disclosure by banks on capital adequacy, asset quality- and other risk management
processes, :

Lorrowers may ﬂOt%Epﬁy-. loan, interest

or both, This _é_w_;'_ries -E@mjborréwento'borr’éwer deperiding on their

credit quality. | aséij—l"'II-fféqﬁiréé- banis ‘accurately measure credit risk to hold sufficient capital to
cover it, ' S0 LEELC '
SOV L0

Market risk: As part of the statutory requirement, in the form of SLR (statutory liquidity ratio),
banks are required to invest in liquid assets such as cash, gold, government and other approved
securities. For instance, Indian banks are required to jnvest 19.5% of their net demand and term
liabilities in cash; gold, government securities and other eligible securities to comply with SLR
requirements (2017). Such investments except the government securities (which carry zero nsk)
are risky as prices fluctuate. It is known as thé market risk as the value of the investments depends
on market forces, '

£
S

‘Operational risk :Several events that are neither due to default by third party nor because of the
vagaries of the market make up the operation risk . like frand, security, privacy protection, legal
risks, physical (e.g. nfrastructure shutdown) or environmental risks, . '

Capital Adequacy Norms

Banks peed to have adequate capital- profits or share capital and debt capital- to absorb a variety of
risks. It is set at 2 certain level as Capital Adequacy Ratio (CAR) which is the same as Capital to
Risk (Weighted) Assets Ratio {CRAR). It is expressed as 2 percentage of a bank's risk weighted
credit exposures.Jis purpose is to protect depositors and promote stability and efficiency of
financial systems around the woild RBl mandated the CAR norms for Base! 3 for Indian banks. It
15 fixed at 9% which is higher than the intermational norm of 8% Under Basel {11 norms, a
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countercyclical capital buffer is prescribed: keep aside capital that can be used when the cycle
tumns down due to slowdown or recession and the loans may turn bad.

CAR

Banks lend to different sectors. Hlstoncally, each of these sectors- agriculture, students exporters,
infrastracture etc are calculated to have certain quantified level of risk. Banks need t kecp aside
capital as a security in case of non-recovery. That is, all bank loans are risk-weighted assets except
_ bogerament bonds which carry zero risk. This type of asset calculation is used in determining the
capital requirement or Capltal Adequacy Ratio (CAR) for a bank. Government debt is allowed a

0% "risk weighting” that is, they are subfracted from fofal assets for purposes of calculatmg the
CAR. , :

India and CAR

As per the Reserve Bank of India direction, the Basel III capital regulation is being 1mplementcd
from April |, 2013 in India in phases, and it will be fully adopted as on March 31, 2019. India
witnessed three important structural reforms demonetisation, Goods and Services Tax (GST), Real
Estate Regulatory Authority (RERA) which are impacting Indian economy and” the banking
sector. The country's barking sector,.which is the key driver of Indian economy, is currently going

through challeng[ng times duc fo low credit growth, deterioration- in asset quahly and low

profitability.

000 crorc by 2019 PSBs can not
equny from the market “to this &xtent
‘the.PSBs can raise. equlty, it will mean
that the govcmmcnt holdlng 18 Lhcm will fall closcr,;o St%% and the government is not ready for it.
Therefore, under Indradhanush mmaﬁwé @I IS*%&W recapitalization of banks. In fact the

earlier commitments of 2015 under the scheme are being scaled up significantty with the issue of

recapitalization and the bonds that were announced in October 2017.

BIS

The Bank for. International Setflements (BIS) is an international financial institution owned
by central banks which “fosters international monetary and financial cooperation and serves as a
bank for central banks”. The BIS carries out its work through its meetings, programmes etc. It also
provides banking services, but only to central banks and other international organizations. It is
based in Basel, Switzerland. The mission of the BIS is to serve central banks in their pursuit of
monetary and financial stability, to foster interational cooperation in those areas and to act as 2
bank for central banks. Sixty member central banks or monetary authorities are thcrc mn BIS

including India.

Bank Run

There are times when people are not confident about their bank’s capacity to honour its financial
commitments. They fear its insolvency for any pumber of reasons When a large number of such

customers of a bank want to withdraw their deposits af the same time due to such concerns , the

bank’s resources get even more depleted , the likelihond of default increases, thereby prompting
more people to withdraw their deposits. It is known as a bank run.
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There are many financial institetions that perform functions tike banks- rajse deposits and equity, P
tloat bonds and so on and lend them to investors and consumers — but are not covered by.the -
stringent regulations like bagks. Some of them are floated by the banks themselves Jike mutua|
funds, investment banks, housing finance bodies etc. They are refered o as shadow banking
system. Because of their lax conduct, some say the sub-prime ¢risis of 2008 resulted, ,

Universal Banking in hidia

of them itself- retarl, wholesale and Investment banking scrvices under one rooflt js both
a commercial bank and an mvestment. bank as well a5 providing other finaneia| services such
" asinsurance. Thus, itisa “full-service” bank providing wealth and assef management, housing and
" auto finance, trading, undervriting, consultancy, financial advisory etc. All commercial banks in.
* India are universal banks, Reserve Baik of India appointed committee — Khan Working group —
in 1993 recommended universal banking as was done carlief by the Narasimbam Commitee in
1988. It has advantages like better-use of given human, financial and institutional resources,
Disadvantage is that the regulatory norms not being strict for the non-banking activities, they can

ey

derail the entire bank as jt happencd in the sub-prime crisis in 2008 in the USA.

- Writeoff, Writedow nd:Hai o SRNEEREETEE :
Hair cut in . wn ds it can no't*'b_;:. realized in full.
Or at all. The first case is one of wiite

Background

Till IBC came into effect, India did not have effective legal and institutional machinery for dealing
with debt defaults as per the global standards. The recovery proceedings by creditors, either
through the Contract Act or through special laws such ag the Recovery of Debts due-to Banks and
Financial Institutiong Act, 1993 and the Securitisation and Rcconstmctjon of Financial Assets and
Enforcement of Security Interest Act, 2002, has not had desired outcomes, Simifarly, action
through the Sick Industria] Companies (Special Provisions) Act, 1985 (SICA) and the winding up
provisions of the Companies Act, 1956 were ineffective. Laws dealing with individual insolvency,
the Presidency Towns Insolvency Act, 1909 and the Provingial Insolvency Act, 1920, were
outdated. This hag hampered the confidence of the lender. The new faw aims to consolidate the
laws relating 1o insolvency into a single legislation and provide for their reorganization and
resolution in 2 time boupd manner for maximization of vajue of their assets. This Jaw will thus
promote entreprencurship, availability of credit and balance the interest of afj stakeholders. The
Code empowers the employees, suppliers etc. also to initiate the insolvency resolution process
Upon non-payment of dues. In order to develop the credit market in India, in case of liquidation,
financial debis owed to unsecured creditors have beep kept above the Govemment’s dues in the st
of priorities. Facilitating early resolution and exit is as important as facilitating investment, When
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. decisions are taken in a time-bound manmner, there is a greater chance that the corporate entity cay,
be saved as a going concern, and the productive resources of the economy (labour and capital) cap

be put to the best use. This is in complete departure from SICA regime where there were delays
leading to destruction of the value of the firm. : '

' The 2016 Code is systeinic reform to address this problemand covers borrowing By firms and also
by individuals. : o ) , :

The Code separates commercial aspects of the insolvency proceedings from judicial aspects. While
Insolvency Professionals (IPs) will «deal with commercial aspects such as management of the
affairs of the corporate debtor, facilitating formation of committee of creditors, organising their
meetings, examination of the resolution plan, etc., judicial issues will be handled by _Adjudicating
Authorities (National Company Law Tribunal / Debt Recovery Tribunal). One more important
institution created under the Code is the ‘Information Utility’ which would store financia)
information and data and terms of lending in electronic databases. This would eliminate delays and
disputes about facts when default does take place. The Code also addresses the important fssue
relating to cross border insolvency by providing the enabling mechanism on the subject. The
Government, at an appropriate time, will come out with a detailed framework for cross border
insolvency. The Code will give a big boost to case of doing business in India, '

Highlights of the Code

cel ,,the.ﬁ.'r'lanbial 'leigjétions due to

Insolvency is o : _
d status that an individual/firm

its creditors.

The 2016 Code seeks to-speed up § €, process ogrcsolutgngnd do. juSlice to siake holders. The

Code creates various institutions to fabiligité fesolfitioy of §dlvency. These are as follows:
* Insolvency Professionals: A specialised cadre of licensed professionals is proposed to be
created. These professionals will administér the resolution process, manage the assets of
the debtor, and provide information for creditors to assist them in decision making,

* Insolvency Professional Agencies: The insolvency pfofcssionals will be registered with

insolvency professional agencies. The agencies conduct examinations (o certify the

insolvency professionals and enforce a code of conduct for their performance.

o Information Uriffffes: Creditors will report financial information of the débt‘ owed to them
by the debtor. Such system by creating a data base tracks serial defaulters.Such information
will include records of debt, liabilities and defauis.

T e Adjudicating authorities: The proceedings of the resofution process will be adjudicated by
~ the National Companies Law Tribunal (NCLT), for'companics; and the Debt Recovery
Tribunal (DRT) for individuals. The duties of the authorities will include approval to
Initiate the resolution process, appoint the insolvency professional, and approve the final
decision of creditors. The NCLT appoints an insolvency professional or 'Resolution
Professional' to administer the IRP. The Resolution Professional’s primary funclion is to
take over the management of the comorate horrower and operate its business as a going
concern under the broad directions of a commitiee of creditors. Therefore, the thrust of the
Code is to allow a shift of control from the defauiting debtor's management to its creditors,
where the creditors drive the business of the debtor with the Resolution Professional acting
as their agent.
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SRIRAM’s

representation. Its recommendations related to PSBs and private banks. Main recommendations of
the Committee are: .

Owmership of Public Sector Banks (PSBs): All PSBs should be incorporated under the Comipanies
Act, 2013. The government should transfer its holdings in PSBs to 2 Bank Investment Company
(BIC). Some of the constraints faced by PSBs could be removed if the government rcduccs its

- holding below 50%.

Board appointments in PSBs: The process of board appointments in PSBs needs to be
professionalised in a three-phase process. In the first phase, a Banks Board Bureau should advise -
on all board appointments. In the second phase BIC should take over the process. In the’ third
phase, BIC should delegate these powers to PSBs’ boards.

It suggested a fixed term of 5 years for the chairmai/managing diréctor of a bank and a term of 3
years for a whole-time director. '

Bank Consolidation

The consolidation of PSBs , which have a market share of about 70% and account for over 80% of
the bad loans in the Indian banking system, 15’ aimed at building scale’, strengthening their nsk- -~
taking ability, opcranonal efficicney, deal better with their credit portfolio, including stressed
assets, prevent duph;' atiohi;of t 'ban.k branchcs in; thc .Saine. area and strengthcns banks to deal with

shocks.

The govcmment wants that thrs along wnth measures such as capltal mfusmns in weak banks, will
cause ' a revival.The government is looking to reduce thie number of staterun banks to 10-15
through mergers and acquisitions A1 case, of £ ctansol;dagon GOl factors in balance sheet,
integration of technology and people. AU S

GOL.in October 2017 set up a ministerial panel, headed by Union Finance Minister Arun Jaitley, to
consider and oversee mergers among the country’s 21 state-run banks.

SBI has merged operations of five of its associate banks and Bharatiya Mahila Bank with itself
carlier this year, marking the first consolidation move in the sector following the bad loan crisis.
The merger has reduced the number of state-controlled banks to 21 from-26.The govenment
announced infusing capital in excess of the 20,000 crore promised as part of the Indradhanush
plan over this fiscal year and the next.Under the Indradhanush scheme infroduced in 2015, the
government had agieed to infuse 70,000 crore in state-run lenders over four years. In October
2.11 lakh crores of rupees is committed for rrecapitalisation. '

Critics disagree. The objections are that it is a tactical decision to address the NPA issues and so
will be damaging in the long run. Employee rationalization is also worrying sore. '

The idea of bank mergers has been around since at least 1991, when former Reserve Bank of India
governor M. Narasimham recommended the government merge banks into a threetiered structure,
with three large banks with an international presence at the top. In 2014, the P. J. Nayak panel
suggested that the government either merge or privatize stateowned banks.
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Indradhanush

To revive the NPA-burdened public sector hanks, government infroduced in 2015 3 seven-point
plan called ‘dradhanysh. * : - :

The Indradhanush Strategy consists of
* Appointments
*  Bank of Board Bureay
o Capitalization
* De-Stressing Pubic Sector Ranks
Empowennent '
* Framework of accountabjl ity
*  Governauce Reforms

Details

. Appoiﬁhnents: Executives from the private sector have been engaged
owned banks. = _ ' '

*  Bank Board Bureay (given ahead)

to head state-

) Capita]izaﬁ_oa: Over the next four years; the government plans to inject Rs 70,000 crore.

bad, NPAs bas resulicd and the GO
5 iikg CDB, SDR, S4A_" etc.

Intetference in the management of banks.
tity:in hiring manpower to Banks.

* Framework of Accounta ility: The gov ent also,anaounced a new
performance indicators for Stateriiptlen eisf o,
assuring them of independenice in decision making

¢ Governance Reforms: The process of govemnance reforms is centered around  “Gyan

Sangam” - a conclave of PSBs and Fis organtzed at the béginning since 2015 as a Retreat
for Banlfs and Financial Institutions” to take forward the Government’s commitment’ to

ﬁamcwork of key
@Qo;st efficiency i functioning while
on purely commercial considerations,

ﬁclbanks in the public sector to take on the competition, have the ability to manage nsk across
stiess cyeles. The Bureay 1s engages with the Public Sector Banks (PSBs)
0 attract, retain angd aurture both talent and technology.
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- Small Finance Banks

SRIRAM STV

‘Differentiated Banking

In a dynamic growth-oriented economy, the financial sector needs to keep pace with the demands
of the real sector. It is crucial that the financial system is flexible and competitive to cope with

multiple objectives and demands made on it by various constituents of the econonty, The financial
sector catering to different segments, rangmg from retail to wholesale, micro- -finance, nurtunng
specific sectors and offering specialised services and tailor-made products to niche segments, is
crucial for economic growth and financial inclusion.

There has been niovement towards differentiated banking in the country since Nachiket Mor
Commistee in 2013. Differentiated banks are distinct from universal banks as they function in a
niche segment. The differentiation could be on account of capltal requirement, scape of activities
or area of operations. As such; they offer a limited range of services / products or function under a.
-different regulatory dispensation. The concept is not entirely new. In fact, and in a sense, the
UCBs, the PACS, the RRBs and LABs could be considered as dlfferennated banks as they operate
in localized areas.

Reserve Bank of India (RBI) in recent years has issued licences and debated upon the need for
niche bahks and put new lending systems in place as it seeks to widen sources of funding in the
economy.For example, in 2016 RBI gave in-principle approval to 10 small finance banks and 11
payments banks. Wholesale and Long-Tcrm Finance (WLTF) banks are undc'r discussion.

The Reserve ‘Bank: -'of Ind1a released a Dlscuss n:-'ePaper on Wholesale & Long -Term Fmance
saged in lhc dlscusswn paper thc Wholesale and Long:Term Finance (WLTF)
banks w1|l focu_ _;prlmanly on. lendlng to mfraslructu:c scctor and small;. medium and cosporate
businesses. They miay: havenegligible retait sector exposure on asset side.

Small finance banks are a part of diffcrentiatéd banking in India focused on basic banking service

of acceptance of deposits andlending for financial inclusion to sections of the economy not being
served by other banks, such as small business units, small and margmal farmers, micro and small

industries and unorganised sector entities.

* The Small Finance Bank (SFB) is a private financial instimtion that can operate without any -

restriction in the area unlike Regional Rural Banks or Local Area Banks.The minimum capital for
SFBs is prescribed at Rs. (00 crore. Foreign Investment is permitted as m the cas€ of other private

sector commercial banks,

- SFBs are full.spectrum banks in contrast to payments banks Hence, they are subject to _‘all
prudential norms ‘and regulations of RBT as applicable to existing commercial banks like
maintenance of Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR).

SFBs are required to extend 75 per cent of credit to the sectors eligiblé for classification aspriority
sector lending (PSL) by the Reserve Bank. At least 50 per cent of its loan porifolio should
constitute loans and advances of upto Rs. 25 lakh.

SFBs can undertake other non-risk sharing financial services activities, not requiring any
commitment of own fund, such as distribution of mutual fund units, insurance products, pension
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products, etc. SFBs .can set up dealership in foréign exchange business SFBs cannot set up
subsidiaries to undertake non-banking financial services activities.

Equitas Small Finance Bank Lid and Ujjivan Small Finance Bank Ltd are listed entities Mimbaj.
based Suryoday Small Finance Bank Ltd, Varanasi based Utkarsh Small Finasice Bank and Kerala
based ESAF Small Finance Bank Lid started operations by 2016; North East Small Finance Bank
Limited commenced operations from 2017, : : :

F c;llawing are ligible to apply - |
~ ¢ Existing Non-Banking Finance Compartics (NBFCs), -
* Micro Finance Institutions (MFTs), and

* Local Area Banks (LABs) that"are owned and controlled by residents can also opt for

conversion into smalf finance banks,

The fcoﬁcept of small finance banks was one of the recommendations in 'the' 2009 Report - A
Hundred Small Steps - of the Committee on Finaricial Sector Reforms headed by Dr. Raghu Ram
Rajan. : : ) - :

Payments B

Payments banks.aré aneiw:ry _‘:'Qﬁ.bqﬁj;-:édn'cépmaliSedfb'y'-ﬂié"Reserve Bank of India (RBI). These

banks can accept a restricted deposit, which is curcently limited to ¥1 akh per customer and may

be increased further. These basks cainatissie [oasis; atidi ¢rédit cards. Both cuirent account and

savings accounts can be operated by such banks, Payments banks can igsue services like ATM
- cards, debit cards, net-ban king and mobile-banking.

form subsidiaries io ‘und_c;tak'é nom-barking activities. The bank cannot undertake lending
activities. 25% of its branches must-be in the unbanked rural area. The bank must use the term
"payments bank" in its name to differentiate it from other types of bank. The banks will be licensed

s payments banks under Banking Repulation Act, 1949, and wilt be registered as public limited
company underthe Companies Act, 2013,

1 2014, a task force was formed by GOI ¢, study ways in which the existing postal network
sould be used more, headed by T.S. R, Subramanian. 1t said that more services should be provided
n the fieid of banking, insurance and ¢-commerce. In 2015, during the presentation of the Budget,
t was announced that India Post will use jts large network to set Up a payments bank. |PPR3
ceame operational from 2017, It is the third entity afier Airte] and Paytm paymens bank, o get

1 centeal bank's approval and the second after Ajrel Payment Bank to commence operations.

186

i
iR L

\

e o

L



=

India Post Payments Bank (IPPB) is set up as a public; limited company under the Department of
Posts with' 100 per cent government equity.

India Post has about 1,54,000 post offices, of them 90% are in rural areas. There is one post office
for- every 7176 people in India. India Post also has 2,96,000 agents in the rural area. About 22
crore people, already receive their National Rural Employment Guarantee Act (NREGA) payments
by post offices. After State Bank of India, India Post has the largest deposits valued at %6 takh
crore. T. S. R. Subramanian Committee said that it conld aid.in the ongoing Pradhan Mantri Jan
Dhan Yojana financial inclusion plan - '

D. IPPB will offer demand deposits such as savings and current accounts upio a balance of Rs [

Lac, digitally enabled payments and remittance services of all kinds between entities and
individuals and also provide access to third party financial services such as 1nsurance, mutual
funds, pension, credit products, forex, and more, in partnership with insurance companies, mutual
fund houses, pension providers, banks, interrational money transfer organisations, etc.

The four key features of IPPB are:
Financial literacy: IPPB aims to make India prosperous by ensuring that everyone has equal

access tO financial information and services.

Streamlining__])a
MNREGA wigs
account. Theyx
the same TPPB::

s, directly from their IPPB bank

oftal igstitutions and ‘many more from

Financial inlcusion: Hundreds of millions of Indrans who "dgn"'l' have access to banking facilities

, ) oy gh. A I Z . .
ed across al{ cross sécfions of society and geographies.

cannot avail of government bcncﬁlsigagsrgq‘d nfsugance, iaygl__ ¢ven interest on savings. IPPB will ©

reach the un-banked and the under-b:

Easy access: With over 1.54 lac post offices across the country, postal delivery system will make
IPPB an accessible banking network. IPPB also .offers services through internet and .mobile
banking, and prepaid instruments like mobile wallets, debit cards, ATMs, PoS and MPoS terminals
etc. . _ :

MUDRA Bank

Micro Units Development Refinance Agency (MUDRA) Bank is a refinance institution for micro-
fimance institutions. 1t aims to provide the funding to the non corporate small business

sector. MUDRA is conceived not only as a refinance institution and but also as a regulator for the

micro finance institutions (MFIs).

The MUDRA Bank is primarily be responsible for
* Laying down policy guidelines for micro/small enterprise financing business
* Regstration of MFT entities
* Regulation of MFI entities
»  Accreditation /rating of MF] entities
* Promoting right technology solutions for the last miie
* Formulating and running a Credit Guarantee scheme for providing guarantees to the loans

which are being extended to micro enterprises
187
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Union Budget 2015-1¢ proposed to create MUDRA with a cotpus of Rs, 20,000 crore made
available from the shortfalls of Priority Sector Lending. There is 5 credit guarantee corpus of
Rs.3,000 crore for guaranteeing loans being provided fo the micro-enterprises, MUDRA Bank wij]
refinance Micro-Finance Institutions through a Pradhan Manty; Mudra Yojana,

MUDRA Bank operates through regional leve] financing institutions who in turtt connect with last
mile lenders such as Micro Finance Institutions (MF1s), Smnal] Banks, Primary Credit Cooperative
Socicties, Self Help Groups (SHGs), NBEC (other than MF and such other fending institutions,
In lending, MUDRA gives priority to enterprises set up by the under-privileged sections of the
society particularly those from the scheduled caste / tribe (SC/ST ) groups, first genenation
cotyepreneurs and existing srall businesses. There. are estimated to be some .77 crore’ spa]l
business upits in India, mostly individuaj prop[ictorship, which run small manufacturing, trading
Or service businesses, 62% of these are owned by SC/ST/OBC,

begin with, the same is Bei g operationalised as 3 subsidiary of Small Industries Development
-Bank of India (SIDBI). The miero finance institutions {MFIs) can become Memper Lending
Institutions (ML'Is)__w_ith MUDRA (SIDBI) Bank for refinance and with National Credit Guarantee

Trustee Comy r'cte ce

The Pradhan Mantri MUDR A Yojang (PMMY) iy 2,scheme launched by the Union Government in

2015 for providing loang upto Rs, loﬁlak}j fo'the Eqﬁ-@b
Under PMMY, a|] banks viz. Puplic Sector banks, Private Sector Banks, Regional Rural

non-farm sector income Senerating activities below Rs.j( lakh, These loans are classified
as MUDRA loans under PMMY. o B :

For iinplcmenting the Scheme, govbrnmcnt has set up a few institution named, MUDRA (Micro -

Units Development & Refinance Agency Ltd.), for development and refinancing activities relating
fo micro uaits, ‘in  addition to 'actmg as a regulator for the micro finance sector, in

given under PMM Y. Thus, MUDRA refinances aj| Last Mile Financiers - Non-Banking Finance
Companies of vartous types engaged in financing of small business, Societies, Trusts, Section §
Companies {formerly section 25], Co-operative Societies Small Banks, Scheduled Commercial
Banks and Regional Rural Banks . which are in the business of lerding to Micro/Smal] business

vendors, truck operators, lood-service untts, repair shops, machine opcrators, smajl industrics,
artisans, food processors and others, in rural and urban areag. Onc of the biggest hurdles to the
growth of: enteepreneurship: in the Non-Corporate Small Business Sector (NCSBS) is lack of
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financial support to this sector and a vast majority belonging to this sector do not have access to
formal sources of finance.

Under the aegis of PMMY, the MUDRA created its initial set of products/ schemes, The
interventions have been named ‘Shishy’ (meaning infant), ‘Kishor' (meaning child) and “Tarun’
(meaning adolescent) to signify the state of growth/development and funding needs of the
beneficiary micro unit/entrepreneur and also provide a reference point for the next phase of
graduation / growth to look forward to:

* Shishu: covering loans upto Rs. 50,000/- provided with no collateral, @1% rate of

interest/month repayable over a period of 5 years .
* Kishor: covering loans above Rs.50,000/- and upto Rs. § lakh
* Tarun: covering loans above Rs. § lakh to Rs, 10 lakh

To begin with, MUDRA has enrolied 21 Public Sector Banks, many private sector banks, Regional
Rural banks and Micro Finance Institutions as partner institutions for channelizing assistance to the

ultimate borrower. :

A minimum of 60% of support would flow (o enterprises in the smallest segment. Partner
intermediaries of MUDRA Bank fave to endeavour to adhere to the following broad framework:

* First time entrepreneurs, youth enirepreneurs (i.e. entreprencurs aged upto 30 years) and

women entrepreneurs shall be encouraged and special schemes shall be designed for such

ing ari “not ségurity__bésed'lénc\:l}if_i-ig._Collateral

and shallbe framed kceljﬁ_g in view the business
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It has been in news since many years as PSBs are in need of capital both the meet basel3 norms by -

2019 and also to withstand the impat of NPAs. Indradhanush in 2015 commits the government to
recapitalization. The October 2017 bonds take the process further. Banks like ofher corporate
entities have equity apd debt making up their capital in a certain ratio. Changing the ratio is called
recapitalization. It can happen by infirsion of fresh capital or conversion of debt into shares or vice
versa.

In general, the aims of recapitalization may be:
* Desire of current shareholders to partially exit the investment
* Providing support of falling share price
* Protection from a hostile takcover

October 2017

2.11 lakh crores of bank recapitalisation plan spread over 2 years, announced for the PSBs in
October 2017 seeks to bail out the NPA-inflicted entitics to stimulate the flow of credit to spur
private investment, Out of the total commitment, Rs1.35 lakh crores will come from the sale of
recapitalisation bonds. The remaining Rs76,000 crore will be through budgetary allocation and
fundraising from the markets. Banks will buy the bonds with their deposits. It fetches them
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borrowing directly from the banking system instead of the markets, the Centre can avoid crowding
out private borrowings. Coupled with Bharatmala jp 2017, it can ajd “crowding in”; homowing
costs are lower for the GO thay the PSBs that are weak; banks will find the investment in these
bonds safe and they just need to divert the SLR excess investment; But there are downsides tag-

will the banks lepd again as they did, withoy due ditigence; nation’s debt-t0-GDP ratio wifl Tise;
fiscal deficit caleulation alsq matters, . .

It needs to he stressed that unless used o Start a new chapter in PSB governance driver by
fron

recommendations selectively from PJ Nayak cormittee and BBB, this policy may not make much
of a difference. ;

owed and in ];ﬁvaté‘tflq_auké it is 74%-

) vl basis However, voting rights are

Lo

incurred by pareni cap not be offset by subsidiary’s agsets. This arangement protects Indian
capital and operations from external economic shocks as such outfits follow local guidelines, It
can raise capital from Indian share market as a separate entity.

At present, most foreign banks operate as branches or Tepresentative offices of the parent.
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BALANCE OF PAYMENTS

Balance of payments is an overall statement of a country's economic transactions with the rest of
the world over some period- usually one year. It includes all outflows and inflows (payments afid
receipts). Countries have either balance of payment surplus or"a balance of payment dcﬁcﬁ :
Balance of payments can be broken down into balance of trade (export & import of geods)
balance of current account (includes the balance of trade, the balance of services and l‘crmttauces
and capital account (investment and borrowing). Trade account is a part of the current account
Capital account deals with investment and botrowings and the rest of the BOP is the currem

e e e .
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The Gulf crisis of. 1990-91 and the subsequent rise in crude prices rudely exposed the inadcquz;g;,.!
of reserves. India has been dependent on crude imposts. International crude pirces are very crucial
for out BOP condition. When there was geopolitical disturbance due to Iraq cnisis, crude prices
shot up as our.. 1mpon bill., Tourism dropped It depleted our foreign. exchange reserves.
International rating.. 165 .dow ' uelled the. crisis further as India’s credit
worthiness plunged A. substantlal outﬂow of deposﬂs eld by Non-resident Indfian during 1990.91
added to the crisis. Reserves declined e a low of! 309 illion. in January 1991, hidia had to pledge
gold in May 1991. and-again in Tuly 1991 to avoida, default on its short term obligations. Further,
in October 1991, India forex through Indla Deve!fppmen,t Bonds and Foreign Exchange Immun}ty

Scheme. AN

account of which foreign trade is a part.

India’s Balance of Payments (BOP) Crisis in 1991

The 1990s witnessed some major changes on India’s balance of payments front. The decade beggh n
with a crisis caused both by the immediate Gulf war and the cumulative problems of the Indign i
economy. It led to an IMF-sponsored bail out. i £

Confidence building measures were taken up after the new Rao government was formed in Jupe
1991. The rupee was devalued and brought closer to the market value as earlier it was artifi cnaffy
overvalued. International investors saw in this reform progress towards market orientation. Indian
exporters felt encouraged as their eamlngs in forclgn cutrency would fetch them more rupees. :_;_:i_

RURNEE L e T e

Devaluation is a precursor to the beginning of rupee convertibility. We need to pause and get clear
about a cluster of concepts- all being interrelated. o

Devaluation And Depreciation

When the exchange rate of a country’s currency is fixed, the central bank may choose to lower.ifs
value by its decision. That is called devaluation. The result is a new rate that is fixed by the cenjral
bank with respect to a foreign reference currency, for example, US dollar. Depreciation also has
the same effect of lowering the value of the domestic currency but matket forces are behind it and
not the policy decision of the central bank. Market forces operate under a floating exchange ratg. . -

When the central bank increases the value of the currency, it is called revaluation. Same increase
in value taking place as a result of market forces of demand and supply makes it appreciation. The
causes and effects of thesc changes on value will discussed ahead in the book, Exchange rate is the

value (price} ol one currency in terms of another.
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earnings , copsulting services, shipping services, tourism, and royalty on patents; and algo
movements of money without exchange for goods or services called ‘remittances' and may include
money sent fom one country. to angther by an individual, business, govemment or gor-
governmental organisations (NGO) - like charities. India was the topmost country for remiitances
in 2016 at $62.7 billion sen by its diaspora. It includes what is sent as a part of what is earned as
wage, interest, profit or rent. '

In the BOP when one overlooks the current account part that is detailed above, the rest is loan and
investment and that is called the capital account, The same information helps us (o differentiate
between balance of trade and the balance of payments. ‘Balance of trade’ is the foreign trade part of

The larger thez ~\§,‘g_§-‘,0§;§¢oﬁn&ﬁe§§ ili
resilient its e@%é}%wg‘ﬁ o begad :

account comﬁ ity Hs
. i T R
remittances (Whitinidiane T

Even here, restrictions are imposedyaf I #g_oim.}Cognglﬁl?ﬂity for investment and borrowing
abroad comnes under capital account oo xgeirtgb lityd » £ §

Rupee Convertibility

As an important part of the economic reforms since 199], Tipee was made convertible since 1992
in phases. Devalution was done by the RBI in 1991 toset the stage for convertibility. The rupee
Was made partially convertibie In 1992, under which 4¢ per cent of the foreign exchange earnings
were to be traded at the officjal ¢xchange rate and the remaining 60 per cent could be converted at
market determined cxchange rates. This was known as partial convertibility of rupee(PCR) and
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India's response to the crisis was essentially tailored to build confidence of the intermational
investing community i [ndia. Foreign institetional investments ( investments into financial assets
like shares, bords etc) were permitted and Indian companies were permitted to raise resources in
the international capital markets in the form of GDRs. Norms for foreign direct investments were
liberalised and multinational companies were wooed by Central/state governments to invest in
white goods ( consumer durables),infrastructure and other projects. The dramatic change in the
environment led to a surge in capital flows. Foreign investments into India shot up dramaticelly,

Balance of Payments and Invisibles

Invisibles in international trade, is used as a synonym for “service.” Invisibles trade is trade in
services. Visible, in referring to international trade, is used as a synonym for "goods." "Visibles
trade" is trade in goods. ‘ : '

[nvisibles are in three parts
e Services
¢ Transfers and
» [ncome.

Services include transportation, financial services, travel, telecommunications, computer services
and professional services. India's export of services increased to well over $110 biltion (2012}

it d diﬁidqnds)i-iﬁoﬁ‘lff'the -?";ownﬂ'ship of
mdividuals i

_ B ¥ g . BE_L -
The net inflow on ivisible accoxﬁklﬁ’s%ﬁtig;:gdﬁg i)E b major support to the balance of
payments. Invisible receipts have shown robust growth, increase being spurred by increased
private transfer receipts (remittances by Indian living and working abroad). Tourism receipts have
been on the rise. Software exports continue to show exceptional growth rates.

Remittances

India became the largest remittances receiving country at $72 billion in 2015 followed by China at
$64 billion. Kerala, Gujarat, Maharashtra, and Punjab are the maximum inward-remittance
generating states, according to the RBI. The largest remittances came from the UAE and USA.

In recent months, the mupee has weakened considerably vis-a-vis the doflar, and a surge in
remittances is expected as non-resident Indians take advantage of cheaper goods, services and
assets in India, says the WB report. Indian Diaspora which is one of the most prosperous in the
wotld is sending money home. Controls are lifted and so there are greater inflows. The government
has progressively reduced the red tape. Interest rates are high. RBI increased the amount that can

be remitted home.

Convertibility has four dimensions:
¢ Freedom to convert

o Convert at market rate and
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‘2 ¢ Removal of restrictions on convertibility on cument and capital account, That is,
g liberalization of flows. It means con vertibility for more purposes (like FDI in retail); higher =H
il 0r o ¢aps on existing convertibility regime (49% FDI in insurance etc}; more of automatic
o than approval route; and Indians being allowed greater freedom to take their money abroad,

* " Liberalization of outflows from India
The fuller the convertibiliry;, the more the above four items are relaxed.

Current Account Convertibility: It refers to freedom to convert domestic currency into foreign
currency and vice versa for the following purposcs:
1. exports and imports

payments due as interest on loans etc
remiftances :
travel '
education etc

I NEREN

N VPR

Capital Account: It covers investment and borrowings. For example, foreign investment in India;
kow much Indian companies can borrow. Similarly, Indians to open bank accounts in foreign
countries; invest abroad; hold assets abroad etc. 2 |

v
b5

e !

Capital Account Convertibility

Full convertibility means freedony to convert ruf

.current and capitalaccount purposes with \&ast reste

‘there should be.100% FDI and FII allowed across:all more or less {except security related

areas). Similarly, there should be’ very liberal regimé for-outflows- that ‘is, Indians can invest

.abroad and borrow from abroad. There should b no £hatiols on current account transactions
CmAET RS Efi.ﬁ;t%] -

currency and vice versa for both
at‘means, In the capital account,

;‘_éither.

“Full convertibility was the goal in India since the reforms began. We have a large measure of
capital account convertibility for forei guers and NRIs for investing in India and taking out profits
refating o FDI, portfolio investment and NRI bank deposits in India. For Indian residents and
corporates, some limnits still exist on how much they can ievest abroad. Indian companies also need

RBI permission fo borrow funds from abroad for some designated purposes. The controls are being "
—%l'ela:(ﬂd.' o - ' %

Why do we need fuller capital account convertibility? -

Advantages
" - we pet foreign capital for investment -
e "Fll flows can inctease liquidity and also modemize our financia] sector
- @ "Creates competition for our domestic players '
* All advantages of FDI will be available-techinology, investment and trade(TIT) accrue
* There will be macro economic discipline

* Indians have a widcr range of choice for investrent and borrowing.

== &n e

Fears are
¢ Asthe global financial crisis shows, adoption of fuller convertibility should be calibrated or
it can be quite destabilizing '
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» Domestic interests in retail are hurt 23 it can create unemployment
e Rupee still not being a hard currency, can be subject to volatility with serious effects
¢ FDI hike in defence also needs to be discussed well before being adopted

Prerequisites for fuller convertibility

Fiscal deficit should be minimal

« Forex reserves should be adequate

NPAs of banks should be minimal

Inflation and interest rates should be moderate

Unless these conditions are met, great steps towards fuller convertibility should be kepton hold.

Benefits of {uller convertibility:
First, India needs huge resources, especially to upgrade its infrastructure. Domestic savings alone

are not enough. More foreign funds would come in only if they are sure of free entry and exit.

Second, Indian businesses (especially, the established companies) would be able to access cheaper
foreign funds that would improve their intemational cost competitiveness.

Third, unhindered access to foreign funds would facilitate Indian companies taking over firms
abroad and developing more Indian MNCs in the process. For example, Tatas acqumng Jaguar ,

the mtematlona[ Steel n

Fourth, Indian
enable lhem to lend at

Sixthly, outflows are necessary to balance the inflows or the problem of appreciation will plague
the economy.

Finalty, ordinary Indian investors would be able to further diversify their asset porifolios. Fears
relate to Dutch disease. Netherlands experienced Dutch disease as a result of its discovery of oil

and related fuels in 1960s. The foreign exchange inflows led to the Guilder appreciating so much

that the imports shot up and the competitiveness of Dutch industry was affected adversely. Exports
suffered and imports increased due to appreciation. Deindustrialization is the result. The Dutch
disease is something simmlar to what the emerging market economies have expernienced due to

capital inflows, particularly of the pnrtfollo variety.

Tarapore Committee on CAC

Tarapore Committee on CAC that was set up in 1997 and gave a road map for introduction of
capital account convertibility. The objective of the committee was to study economies that had
implemented capital account convertibility and understand the prerequisites for it. They bad to
make recommendations on the measures to be taken and the time frame to achieve full capital

account convertibility.
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The report noted that India had adopted current account convertibility in Augyst 1994, in

and portfolio, non-resident depositors and Indian corporates which take externa] commercia]
borrowings (ECB). The report said that implementing capital account convertibility would increage
capital inflows and bring in all the other advantages cited above. The report said that the iy,

preconditions were reduction of fiscal deficit, keeping the inflation in a 3-5% range and reforming
the financial sector, including reduction of non-performing assets,

But it could not be implementcd as East Asian currency crisis siruck in 1997

Capital Account Convertibility Relaxationg So Far
Capital account transactiong continue to be regulated under the FEMA which is a highly

liberalized version of the carlier F ERA.

obvious réasons of _é:ccﬁrity. The

significantly undertaken.
Bpatjal Qombaithobaed) or Indian companies enhanceq,
*  Aggregate ceiling on overseas investment by mutual funds enhanced.

*  Prepayment limit of extemal commnercial borrowings (ECBs) without prior Reserve Bank
’ approval increased, o

*  Overseas investment limi (to

2011 to chart the future path.But, before making the rupee more fieely tradeablé, India must
“improve regulatory and supervisory standards across the banking system" and get its {inancial
house in order, including taming its worsening deficit, said the committec,

The repoit sought a ban on Participatory notes as a mode of investment in Indian equities and
casing the direct mvestment routes for foreigners. 1 suggested fhat foreign individuals Investors
shouid be brought at par with non-resident Indian investors. The committee recommended the

restrictions on overseas borrowings by Indian firms and banks be cased. I said that the limit on
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outbound remittances by Indian citizens should be increased. It also recommended that the fiscal
deficit be brought under control otherwise a large deficit will make India’s economy vulnerable to
shocks. It proposed the formation of a monetary policy commitiee (MPC) which has since been set
up and operating (2017). )

(Participatory Notes (P-Notes) are instruments issued by registered - foreign institutional
investors (FII) to overseas investors, who wish to invest in the Indian stock markets without
registering themselves with the market regulator, the Securities and Exchange Board of India-

SEBL They prefer to bay PNs for a variety of reasons and not directly invest in India.Investing

through P-Notes is popular amongst foreign institutional investors. Bu India’s risks can be high if
PNs invest heavily as they are very volatile.)

Internationalization of Rupee

The recent decision by the International Monetary Fund to include the Chinese renminbi in the
Special Drawing Rights basket ; the issuance by International Finance Corporation (TFC) of the
World Bank Group of rupec-denominated offshore masala bonds; and announcements by the
Reserve Bank of India (RBI) allowing Indian companies to issue masala bonds started debate
about ‘internationalization” the rupee. : o

A currency is said to be internationalized when other countries’ banks and firms and citizens hold
its currency for, finan ity, It i i 1 her feature: international currency
international trade transactions. If
i Ftpees ;Our.firms ‘can raise dollars in
will be an international currency if non-
widinvest i’ fupee-denominated assets. For example, a
Russian importer must be able to pa}%bfqr her imp%;l;; ﬁqgtéogth Africa in rupees. Similarly, a UK
resident must be able to invest her savgtggs%m@éqgn@@@tcd bonds or shares. In these cases,
non-residents take risks in the rupee as a currency.

These are the core features of an international currency. US dollar, Euro, Yen, Pound, and recently
renminbi are some of the dominant international cumencies.

To be an international currency is dependent on three prerequisites. First, the issuing country must
have sufficient scale: there must be so much currency available for non-residents to held it in terms
of volume of international transactions. It is linked to macroeconomic fundamentals like strength
of the economy, its exports, its resilience etc. Second, the value of the currency must be stable over
time. Stability has multiple aspects: macroeconomic, financial and political. Third, the currency.
must be liquid. A currency is liquid-if significant quantities of assets can be bought and sold in the
curmrency, without noticeably affecting its price. This requires depth in financial markets, a large

stock of domestic currency-denominated bonds Scale, stability and liquidity can be achieved
through strong economic fundamentals and once these are achieved, the rupee will come to be
accepted as an international currency.

Internationalization of Rupee will facilitate greater degree of integration of Indian economy with
rest of the world in terms of foreign trade and international capital flows. Key benefits of
internationalization of Rupee include savings on foreign exchange transactions for Indian
residents- we can pay in rupee for external transactions and need not route them through dollars
etc. Reduced foreign exchange exposure for Indian corporates, reduction in dependence on foreign
exchange reserves for balance of payment stability etc are other benefits.
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requirements of the Indjap dustries, individuals ang financial sectors. Government has beey,
taking measures to promote the intemnationalization of the Indian Rupee. Recently, 2 framework
Was put in place for issuance of Rupee denominated masala bonds overseas by Indian COfporate,

Capital Account Liberalizatio’n

Foreign Direct Investment (FDI) in India js subject to certain Ryles and Regulations and js subject
to predefined limits (Limits’) in varioys sectors which range from 20% to 100%. There are also

Some sectors in which FDJ ig prohibited, The ED] Limits are reviewed by the Government from:
time to time and as and when the need is fejt and FDI is allowed in new sectors where the limits of

The current aceount of; balancc ofpayments 1sthesum ﬁfthe balance’of trade (exports minus
imports of goods ahy sei; );miét factor- IRCOmE: ($1ch as interest and dividends) and net fransfer
payments (such as foreign aid). Both g;qvgrpnger% Jg_;ngi%grifate Payments are included in the

calculation. The balance of trade is ‘t}ﬁiéﬁlfwhe MOSL Important part of the current account. Thig
means that changes in the patterns of trade age key drivers of the current account, '

were encouraged into the country to finance the current account deficit (CAD). The steps include
liberalizing long-term externa] commercia) borrowings (ECBs), asking state-run Tompanies (o
raise fimds from Overseas markets etc. The government also talked to sovereign wealth fands and
pension funds (o get them to invest in India. Promoting €Xports and measures to redyce imports,
especially non-essenja) ones were taken up. '

Deﬁcit_on the current account InEans a net outflow of foreign currency and depletion of forex

feserves. In India's case, this means a dollar outgo.Therefore, a conntry with a current accoynt

deficit has to atiract capital flows, which couid be in the form of FDUNRI deposits/FI1 et to meet
the shorifall, But when capital flows are insufficient to meet the deficit, the country's currency
starts to depreciate ag jis capacity to defend fts currency weakens. It has no forex to meet it debt
servicing obligations. It rups mto a sovereign debt crisis thys, This is why a current account
deficit in excess of 2.5% of GDP is seen as worrisome i tase of India. To act against CAD, India
needs to promote <xports and slow down Consumption imports such as fuel and goid. Reduction of
subsidies will alsq reduce the dermand for imported fuel and thus balance trade.
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Exchange Rate

Exchange rate is the price of ome curency in terms of another currency. For example,
approximately 66 India rupees are exchanged for 1 US dollar in 2017. That is the exchange rate. 25
years back it was 20 rupees. But that was artificially fixed by the RBI for the reasons stated above.
Since the rupee exchange rate was deregulated- left to the market forces largely- rupee lost its
value and came down to almost close to 70 rupees in late 2013 and since then recovered. ‘The
exchange rate depends upon many factors:
~ o Growth rate of the economy

¢ Future potential

+ Foreign trade profile which includes import dependency

¢+ Inftation

» Forex reserves with RBI

« Interest rates in the country and global majors like US

¢ Monetary policy of countries like USA

« Intemational commodity prices

« External debt levels; particularty the short term commercial debt level

+ The extent of convertibility of the currency '

e Twin deficits - fiscal and external current account

» Political stability

not even semz aged (dicty, float). RBI’s significa :
when there is manipulation-of forex market.that can. orc
reason for $400 b is built up as the foreign currency res
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Currency Mech anisms

There are many ways a curiency’s exchange rate is amived at. Some are:.
I. In floating rate , the forces of demand and supply determine the valuation and the role of
monetary authority is nil or negligible except in indirect terms like buying and selling
currency in the market, changes it makes in the interest rates , cash reserves ratio etc .

2. In dirty float the exchange rate is largely market determined but the central bank manages
the rate in a specific band that suits certain national goals like export promotion etc.
Management of the currency valuation is within a band called the target zone and 1t is
declared by the central baunk. The objective here is to make exchange rate conducive for
certain macro economic goals like export promotion and balancing it with import
liberalization; remittances etc. It is also called managed float.

3. In the fixed exchange rate, the Central Bank artificially and arbitrarily fixes the exchange

 rate which may not have any  relation to market forces. India had the system till 1992
before trade account convertibility was introduced. India had the system as it did not need

any FDI or exports.

4. In the pegged system the currency is pegged to the international hard currency like dollar
so as to signal the commitment of the central bank to stability. Its movements may of may
not be determined by the hard currency because the valuations that suit the local currency
are independent of the hard currency. It 18 essentially meant for imparting stability and
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2013 And The Exchange Rate Of Rupee: Why Did The Rupee Slide To
Historic Lows Of N early 69 In 2013 _

Rupee fell its lowest ever against the dollar_culminating 02013 - at Inttle less than Rs.69 for which
the extemal and internal reason are responsible

- »  Eurozone crisis :
* Fedtaper and rate hike : #
~» Flightto safety

* Dollar is relatively strong as the US £Conomy came out of recession and growth resurfaced

* Riskaversion for the foreign inyestor
*  GAAR/etro taxation laws
* CAD widenipg

» Weakg& 1 e capital account (the net flow of funds through investments
and bpIiowin <1o% e current account deficit for many
years 5C tothednlBroving eGonomic situation in the US and
other dex exi ,}"éli)pi:ig markets in expectation of the
US Fé ' urten

oty

S mpacting the currencies. of emerging

=t GRS
%!'Ej( and South-A frica,
: LWL EE
* Inflation:. part of the deprecia idh is %ttn' it Me adjustment of the rupee exchange

faie to the inflation differential, i.e. India’s relatively high rate of inflation -versus other
€conomies, : : 3 :

? Peeral Reserve sinciedsiing fhe: nierest;
markets, like Indta, Brazil, R ssia, Ind ne%i
u

Steps taken by the RBI and the government of [ndia to stabilise the currency markets:

r Issue . Det:ils 7
____‘H__—_'_ .
Capital Qutflow The RBI reduced the limit for outbound investrnent and remittances from

India.

—
Encouraging RBI has removed administrative restrictions op nvestment  schemes
Capital Inflows offered by banks to non-resident Indians, and removed ceiling on interest

rates on deposit accounts held-by NRIs.The govermment liberalised the
FDI limits for 12 sectors, tncluding oil and gas.

Limiting Ymports { The inance Ministry increased the customs duty on tmporting precious
and  encouraging | metals inchiding gold and platinum 20% of every lot of import of gold

exports - must be exclusively made avatlable for the purpose of export of pold-
related items

——-—_____;_____ﬂ——_-___________
Oit Import Needs | RBI decided to provide dollar Tiquidity to three public sector oijl
marketing companies {IOC, HPCL and BPCL) to help them meet their

entire daily doliar requirements. Government also considered increasing
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its import of crude oil from Iran, and pay for it directly in Indian rupees.

Trade Deficit Ministry of Commerce explored the poss1b1hty of using local currenCy for
trade with major trading pariners RBI allowed exporters and importers
more flexibility in management of their forward currency contracts.

RBI increased the short-term emergency borrowing rates for banks.

Curbing
Speculative in The daily holding requirements under the Cash Reserve Ratio for banks
currency | have been modified.

MSF was increased to curb borrowing for speculation
International "| Government increased its currency swap limit with Japan from USD15
Cooperation billion to USD50 billion.

The BRICS pations also agreed on a USDI00 billion foreign cumrency
reserve pool as part of their plan to create a BRICS -CRA

As is evident, some were related to capital account; some others were long term and confidence
hoosting measures; few are related to immediate relief. From the above sub topic where the reasons
and remedies were given, it is clear as to how the currency moves and what policy levers are
~ available to ensure order. The reason for giving in such detail the case of rupee in 2013 isitisa

good case stud

Since then rupec recovered and;fell a(gam i :'joggmber to clo?ée to R’$.69 levels.

What is the'Real Value of the Rupee?

q‘ = L % .
Since 1991 when dollar fetched 16+ pém%%pcghaﬁ*dcprcciatcd to Rs. 65 per dollar by 2017
October. Erosion is caused by the fact that unlike the arbitrary valuve fixed till 1991, the rupee 1s

finding its market value according to demand and- supply in the market. The factors that influeace
the value are:
» Demand and supply
¢ Net Capital flows
o Performance of economy-and its prospects
* Forex reserves with the RBI
¢ Interest rates
* Short term debi and the Current Account Deficit{ CAD) or CAS
» International prices of the commodities on whom the nation depends. For example, the
crude prices in the intemnational markets influence exchange rate of rupee as India depends
for more than 80% of its requirements on imports
s speculators
+ Political stability - current govemment has overwhelming majority in the Lok Sabha and
gives an edge

The prevailing official exchange rate is called the nominal effective exchange rate (NEER)
Adjustrnent —upward or downward  according to inflation shows real effective exchange rate
(REER). REER is an inflation adjusted exchange rate — the differential between the inflation in
India and India’s trading partners is factored to amrive at the REER, NEER always tends towards

REER even though there may be a time lag lo st the macro-requirements of (he economy.
201
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Forex Reserves

RBI holds foreign exchange reserves which are made up of
* foreign currency held in US Dollars, Euro, British Pound s Japanese Yen etc
* foreign bank deposits '
* foreign government securitics
¢ pold reserves _
*  Special Drawing Rights of IMF and Intemnational Monetary Fund reserve positions

Reasons For Accurnulation of Forex
Today (2017) RBI has $400b of reserves. It is acquired by the RBI for the following reasons
* To gain extemal accoynt security ' '
- * To defend the rupee when needed
~* To import essentials for economic agd social security
To enable the country to globalise further
To deter speculators -
- To enjoy favourable rating by sovereign credit rating agencies which in turn will confer
advantages like borrowing cheap from offshore currency market etc.

The foreign currency assets (FCAs), a major component of the overall reserves, were at $375
billion in Septe ber when RBI had $400 billion forex reserves for the first time.

<l ciation or depreciation of non-US
0 ‘the yénl d'in the reserves. :

Gold reserves wi

a drawing rights with e 1. 5 233 & B3 301 "
The special drawing rights with the Intémational Monéta Fu%d {IMF) were $1.5 biltion,

The country’s reserve position with the IMF was $2.3 billion.

These are reserves and not resources and can not be used for tnfrastructure etc as the investors

RBI is diversifying the reserves into SDR and gold since 2008 and the US-centered global

recession,
Problems of P‘lenty With La rge Forex Reserves

But there are problems with huge forex reserves as to
* Cost of acquisition is high
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-e Sterilization costs are high, that is, when rupess are printed to buy dollars, the rupees that
put into market have to be absorbed by floating government securities carrying significant
interest cost through MSBs( discussed in the Monetary Policy Chapter) '

o Market risks associated with their deployment in US securities are evident since 2008

o Returns on such deployment is also miniscule

RBI is diversifying the reserves into SDR and gold since 2008 and the US-centered global’
recession.

China, Japan, Switzerland, Saudi Arabia, Taiwan, Russia, Hong Kong and India are the top eight
countries in terms of forex reserves- in the descending order.

Strong Rupee 2017: Causes And Effects

Indian rupee has turned out to be one of ‘the best-performing cureencies in the world with a gain of
well over 6% against the U.S. dollar by August 2017. The rupee has been appreciating because of
strong capital inflows. These include po rtfolio inflows into equities and, more importantly, debt
markets. They also. include higher levels of foreign direct investment and instruments such as
masala bonds. These are driven partly by global liquidity and “partly by the improving
fundamentals of the Indian economy. The Reserve Bank of India’s (RBI) relatively hawkish stance
on the policy rate has attracted funds searching for yield.According to the Reserve Bank of India,
foreign portfolio-investors invested $15.2 billion in India’s equity.and debt.markets. this year until
the end of Ju ; foreigi diréet investment in April:May doubled compared to last year.
Oil prices remaining stable’at arotind the $50 ‘marktod has'hielped s it helps réduce forex outgo on
oil imports. Thig'is Teflected i_t'l".'th"e__irﬁiarqve’dl'éi;pﬁntfé:c@buﬂ;t“deﬁci_t, which stood at 0.7% of GDP
in 2016-17 compared to almost 4:3% in' 201 2130 '

Foreign exchange reserves are at a recard 16v&l of 3303 villiod.

However, strong Tupee can cause concerns if our object is to stimulate investment, cCreate
employment and foster growth, it is a cause for scrious concern.

The exchange rate is a determinant of the price competitiveness of exports in world markets and
the price competitiveness of imports in the domestic market. Similarly, it exercises an important
influence on the profitability of dorestic fizms that produce, goods which are exported, or produce
goods which compete with imports. The relative profitability of domestic firms is particularly
important in a large economy such as India, because most exports arc goods that can be sold either
in the world market or in the domestic market, while most imports are goods that can be bought

gither from abroad or at home.

It is possible that any currency 1s overvalued or undervalued. Overvaluation of the rupee means
that its price in terms of foreign currencics is too bigh, cornpared to what it would be with a more
appropriate exchange rate. This makes our exports expensive in foreign markets and our imports
cheap in the home market. Undervaluation of the rupee means the opposite. Its price in terms of
foreign currencies is too low, so that it discriminates against imports and in favous of exports.

In 2047, almost cvery currency appreciated against the dollar, but the rupee rose the most (along
with the Korean won).
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distinctly cheaper than home-produced goods, whether fruits, mobile phones, consumer electronics
or household goods. Every consumer in India is familiar with the overwhelming presence of
Chinese: manufacqyred goods. The consequent switch in domestic cxpenditure from home.
produced goods to imports did lead to a conttaction in demand_ and jobs which in had a
dampening impact on Jobs and economic growth

e

e

Fi'rst, portfolig:

p E L L
the Bxcharige rate. The appreciating
overvalued 7

eXpOTEs " arig enhances the price
competitivenessiaf s ofisswich hurtsitherprofitab Smestic firms and is bound to enlarge
the trade deficit. A¢ 4 macro level, this also leads to a_contraction in domestic demand so that
- &conomic growth is slower than jt wp%id;[fa?ﬁ%beefj ﬁih% Eb}@ce of an appreciating rupee.

Itis essential o recognize that the exchange rate i 4 price which matters for the €conomy in many

The way forward, oW, 1S to drop interest rates, which would also help the ¢xchange rate
depreciate, Together, these would stimulate investmen; and revive exports, which in tum wil drive
€CONoImIE growth and employment creation from the demang side. The time is alsq Most opporiune
as the consumer price annyal inflation rate has dropped to 1.5% in June 2017
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Sovereign Wealth Fund

It is a fund of forcign cumrency that is meant to be invested in global assets. |t is set up and
managed by the ceniral bank or a special body (special purpose vehicle) of the government. 1t is
commounly seen in countries thathave substantial foreign currency assets eamed by them from

" exports or by foreign investors like. MNCs. The fund is invested in shares, bonds, property or
“other areas of potential growth- like energy assets like il and gas fields, uranium and agricultural

fields. It may also be used to acquire foreign companies. The ain reason for it s to earn more than
making investments in government bonds . of foreign central banks. It helps in energy and food
seourity, Some - of the countries that use sovercign wealth funds (SWFs) have economies that are
rely on one source of income- oil revenues in Norway and the Middle East.

SWFs diversify their incomes and help them with cxtemal account security. India has not set up an
SWF because our reserves are not adequate for our needs and contingencies. Besides, the forex
held by the'RBI is not earned through exports or FDI but is essentially. borrowed resources. Our
external debt 15 about $4?5 billion and our forex reserves are $ 400 billion.

Rupee Devaluation/l_)epreciation and Export Performance and Prometion

It is argued that when a currency depreciates due to market forces of .;,upp]y and demand or is

devalued by the Central bank exports gO up as in price terms as the country’s goods and services

- Qud&andﬁcrwces froms- =competifive countries. In
0@’?@91 one of the reasons for the growth
mp&ﬁﬁlth deprccrated%upce . FII will also
Hs i;éduce ‘More money qn rupee terms is

i
in exports- m‘i“dpll

However, when rupee loses its value e‘-j{téjn%-ﬁy, d;eb%iergéﬁjé becomes costlier. Inflation will rise |

as unports will become costlier. Government’s subsidy bill and fiscal deficit may rise as it will
have to make mmported goods like petroleum products and food affordable to the general public. At
the same time, a cheaper rupee making the imports costly may drive the domestic import ~
dependent firms to become either import-substituting or cut comers and raise productivity. The
result ¢an be innovation and indigenous production.

To boost exports, pricing the external value of the rupee low is not the strategy beyond a poiat.
Sclae, quality, reliability, packaging and so on matter. Price-elasticity of our exports 1s also to be
considered before depreciation is advocated. That is, price may not boost consumption beyond a
point. Further, competitive devaluation will harm the economy as elaborated above. Also, import

elasticity of Indian exports- about 50% exports like engineering goods, gems and jewellery etcis

high and thus depreciation hurts them.

J curve effect is a theory stating that a country's trade deficit will initially worsen after the
depreciation of its currency. This is because higher prices on foreign imports will be greater than
the reduced volume of imports and the growth in exporls initially. When exports become price-
coimpetitive and imports are reduced due to high cost, the BOP turns positive.
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the result of a booming economy. Performance of'economy brings in FIis; huge FII inflows into
financial asset markets and an increasing reliance on low cost foreign loans (ECB) add to the
foreign currency glut, and belp power the rupee higher. NRI deposits also explain the appreciation.

The Indian consumer is a beneficiary too, as costs of a host of imported goods — from petro
products to electronic, electrical and consurmer items — would be cheaper.

The effect on exporiers too is not all negative, With increasing
- ‘increasing proportion of exports consist of finported raw ma
particularly true of the diamond, high-end texile and engine
propétiou of imported goods in their exports,

Appreciation § Ugg, g TEASOT

* Helps ma}iage inflation . - Cy - :
* Puts pressure on export sector fo §caleiup tﬁ&@@&b:{m and export niche products
® Forces the industry to cut costs and be competitive on quality terms.

Currency Manipulation

A countty depends on the price of its CUITENCY In overseas markets- the exchange rate, for a variety
of its macrocconomic objectives. Some want it weak 50 as to export more efe and some want it

deficit that India runs with Chigg (about $50 billion in 2017) may be cited as ag example of such
policies. 1tis the result of curreacy manipulation. The United States accused China of keeping the

yuan, artificiaily low by masstvely accumulating foreign reserves, in order to give Chinese exports
an advantage over competitors. ' '

US wants to have Chinese yuan to move i'"reeiy in foreign exchange markets and find its value.

A weak currency cheapens the price of a Country's exports, making them more attractive to
international buyers by undercutting competitors.
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China's economy is primarily export-driven and international competition could be killed only by
currency manipulation. Other countries can not join this currency war as they do not have such
large scale manufacturing capacity nor the population to supply cheap labour skills nor the
authoritarian government that can take decisions against- popular will, for examples
envitonmentally incompatible - projects. Other countries lose by way of growth, jobs, fiscal
receipts, competitiveness, welfare and so on as they lose their global and domestic markets,

‘Certain professional economists and policy fnakcrs are apprehensive that the devaluation driven
growth could overheat the economy and bardland the country into a rapid slowdown hindering the
world recovery. - : :

Other countries also reacted in a similar manner. US started quantitative easing one of whose

objectives was to oversupply dollar to weaken it to check imports and boost exports. President’s

Tremp’s “America First” is also a response to it. Protectionsim is spreading across the world as a
. tesult.

Currency War .

In 2010 by Brazil's Finance Minister ‘Guido Mantega coined the term while describing the
competition between the United States and China to cheapen their currency- US having joined the
war started by China by introducing the QF .As detailed in the note on currency manipulation,
some nations%:libg}_ratgl weaken the :

nations join -the “raee ot d aluationsitas edlicdia-curr var.,Currency ‘chq:apci__liug is made
possible by th cetitralibak Holiowing an ckpaifsiofiy’ tary:policy;to [6wer the value of its
-money. The céfitral baj rei on o ahd keeps a'war chest of 1t like China with which

it ensures thatisiHare YRR fafion visa vis other currencies (o aid exports.

That helps businesses and boosts eca omic gromg, T aw e
SR Deihi

Other countries may not be able to join as their currencies are not fixed but are floated; imports

will be costlier; inflation will shoot up; growth will suffer; jobs will be lost and financial sector

may be destabilized as banks may accumulate non-performing assets(NPA).

A central bank has many tools to lower the exchange rate: increase the money supply by
expanding credit..It can lower interest rates. It can also add credit'to a money supply throngh
open market operations an extreme form of whichis Quantitative Easing. '

Governments can also aid in currency losing its value through expansionary fiscal policy: by
spending more or cutting taxes. ‘But its effects can be severely destabilizing and anti-growth unless
the entire ecosystem is in place to take relative advantage of the weak currency from the global
market, ' o :

- Dollarization

When a country uscs the currency of another country along with its own currency or by official
substitution, it is called Dollarization. Currency substitution-can be in complete replacement of
domestic currcncy or along with it. Nepal and Bhutan people hold Indian rupee along with their
own official currencies Nepalese rupee and Bhutanese Ngultrum respectively for financial security
and for trade across the border. Similarly, residents of Zimbabwe hold Britisli Pound or South
African Rand along with Zimbabwe doliar.
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Currency Board

In recent times, cumency board came into international headlines in 2001-02when Argentina
adopted it to flush out its extra currency that was losing its value due to fisca] profligacy, When
foreign investors were leaving the country ad the exchange rate of peso was plunging, the decision
was taken to adopt the currency board mechanism. It sof a fixed exchange rate to US dollar, ¥
tuled that the country showid print S0 many pesos as it had dollars- the ratio between the two being
fixed at a certain level. Thug the Country retrieved its financial stabilityand FDI and FII resumed.
Thus, like a central bank, a curzency board is a country's monetary authority that issues notes and
coins. That s its only function aad is performed in line with the fixed curency exchange rate. In
other words, CB, unlike a central bank, is not the lender of last resort, nor banker to government
nor is it the bank’s bank. : .

Global Reserve _Currency ;

~ There are some national currencies that are held by central banks around the world as a part of
their foreign exchange reserves as they are accepted in the intemnational markets for all types of
transactions like payment for imports, debt servicing etc. For example, US dolar, Japanese ven,
‘Euro etc: It is held not only by the central banks but also firms and individuals as it is considered

a hard currency ‘or safe-haven currency. U.S. dollar is the most preferred and makes up 64 percent

of all known central bagk foreign exchange reserve. More than 85 percent of forex

trading involv_gi the U.S. QO
e dollr Gl i
Agreement assignedia $ink

TICG:a T
made the US3iaHariths, b

39 percent of the world's debt is issued in dollars.-The reason for

IOMIAREE POSON SV i 194 fheBretton  Waods
‘dollar it took the World ff thigggold standard and
Allafithe, bisis: G0 rititingstheir currencies; Thats, US doilar ws
made the globabiEeea o %ﬁihﬁf&@g%ﬁﬁﬁﬁ&iustcad-,oﬁgold..ﬂhen they wanted

to convert the dollars into gold, Us%éuld cxchgéc.ﬁ{l gdollar was printed on the basis of gold
Hottar
d

Ty

; iﬁated the world; all others used the
dollar to buy US goods; dollar was in huge deman ; others were grossly undervalued. But they felt
-nflationary pressures, It worked well when the US held sway over the world- il the end of sixties.
When Japan and Germany.- and others were coming up, they defied it.and wanted their own
currencies also to emerge as global reserve currencies. When they wanted gold for dollars, Richard
Nixon changed the system and discontinued with the gold standard for the USA. That is, even the
US dollar was not tied to the gold reserves. In other words, since (971, the amount of currency that
US printed is not linked to gold: Each country followed its own standard (gold standard is followed
when a country promiises the holders of ifs currency to redeem their cumencies for their value
- in gold upon dermand). The pext most popular reserve currency is the euro. About 20% (2017) of
. known central bank foreign currency reserves were in euros.Most of the. other cwrrencies are only
used inside their own countries, Whether a currency becomes a reserve currency ot not does pot
depend on the size of the currency. Swiss economy is worth only $660 billion (2017) but has been
one for many years. China was more than 35 trillion 10 years back and was not.

holding. It meant that all countries| RaI4 *har-

(Bretton Woods Agreement 1944 was decided upon at the United Nations Monetary - and
Financial Conference held in Bretton Woods, New' Hampshire, in  1944. The creation of the
International Monetary Fund (IMF) and World Bank Group and valuation of gold and foreign
exchange rates was the contributzon of 44 countries that met to create a new international monetary
system. The main goals of the meeting of the 730 delegates were to ensure a foreign exchange rate
System, prevent competitive devaluations and promote economic growth.)
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The reasons for any national cumency lo emerge as a global currency are that it should have
strength in the form of a large economy; it should have performed well for decades; it should be
stable which the central bank should be able to ensure; there should be adequate amount of the
currency in global markets to convert it into other currencies and vice versa. If a currency satisfies
these features, it can be accepted across the world. '

If a currency is held by others, it has a great advantage: other countries will hold it. They do not
hold it as currency as it does not fetch retums. They buy government bonds with it. For example,
US dollar is held, it is held as US government security which fetches some returns. It means, world
will give USA the dollars ¢hat it holds and US will exchange it for US government securities.
These securities are thus sold for an interest rate that is negligible-1% or so. It medns, the rate at

- which US raises loans is very cheap. That reflects on the global trust in these bonds. US: spends-
the money for its own growth and consumption.

Hard And Soft Currency

In line with the explanation of global reserve curtency above, hard currency is any globally
traded currency that is liquid( adequate supply} and stable (does not fluctuate much). Such
currency is in global demand as a store of value. Long-term stability, fiscal and economic policies
of the country, strength of the economy eic are the relevant factors behind the emergence as a hard
currency.lt becomes a safe haven currency.Soft currency exhibits opposite features.

Flight of G
When financi; r3pic {0 the finderstapding that the economy
is not doing Well:’omisimposing controls that will-mean 1osées; or is likcly to .makes policies that
are inimical for investments, government facin ere1 debt crisis defaulting on its debt efc.
Any of these events will cause loss chonﬁ’degg §1ﬂ11 &@nomy When flight of capital takes
place, exchange rate drops thus causing even greater flight and harm to the. economy. The
country’s currency will lose value and the purchasing power. High inflation will result .The
problem is worse if the country is impoit dependent. In.such a situation- clther before after the

capital flight, the country will resort to capital controls.

Capital Controls

In 2017, China imposed regulations targeting “jrrational” overseas investments in the property,
entertainment and sports sectors. In 2015, Greece imposed capital controls on foreign currency
outflows. In India, in August 2013, the Reserve Bank of India (RBI) imposed partial capital
restrictions on companies and individuals to stabilise the rapidly weakening rupee. Overseas direct
investment by Indian companies was cut by three-fourths, making it more difficult for local
corporate entities to buy overseas assets, RBI also lowered overseas remittances by locals to
$75,000 a year from $200,000, and prohibited investments in overseas- properry These measures
were rolled back after the rupee stabilized.

These measures constitute 'capital controls’: Any measure taken by a government, central

bank or other regulatory body to limit the flow of foreign capital in and out of the domestic
economy. These contrels include taxes (Tobin tax), quantitative restnictions ete.
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| POVERTY:

CONCEPTS, DATA, POLICY AND
ANALYSIS

Poverty is deprivation of basic needs that determine the quality of life- food, clothing, shelter, safe
drinking water etc. It also includes the deprivation of opportunities to health, education, skills,
employment etc. Agricultural wage earners, small and marginal farmers and casual workers
engaged in non-agricultural activities, constitute the bulk of the rural poor. Small land holdings
and their low productivity are the cause of poverty among houscholds dependent on land-based
activities for their livelihood. Poor educational -base and lack of other vocational skills also
perpetuate poverty. Due to the poor physical and social capital base, a large proportion of the
people are forced to seek employment in vocations with extremely low levels of productivity and

wages.

There are many reasons for poverty which include:
+ Colonial destruction of economy .. '
» Uncontrolled population
e Growth is ot rapid to eradicate poverty :
. . Iss0f.growth: may.be unsuitable for:pover g,lﬁg:iation. For example,.capital-intense

entian }@gveldbment\;}
factors,for-examp -offer and access to natural resources,

+ Anti-pp  s¢hernés: nét:béing-éffeétwé dueto ﬁn‘sﬁﬁﬁonal and other inadequacics

« Insurgencies as i the north st %h;c!ia ag‘a?a@i§,m€s in the eastern corridor

« Lackof education and skills: % ¥V £ il

e gender discrimination

Poverty Is A Cognitive Tax

Scientists have demonstrated what we observe around us: Chronic poverty causes health
difficulties, educational failure, mental health challenges, and impoverished aspirations. Finances
for appropriate provision are not available, and overexposure to Stress has pegative consequences
on physical and emotional development. Poverty causes cognitive depletion and thus is 2
"cognitive tax” on the poor. Researchers suggest that people who find themselves poor spend an
enormous amount of mental energy managiog the state of poverty. The constant preoccupation
with the difficulty generated as a result of not having appropriate resources narrows down
thinking, focusing attention on the concern at hand. This intense and concentrated use of energy

reduces a person’s "mental bandwidth", preventing them from managing effectively other. areas of

their lives, because worry is consuming them.

A variety of studies point to a correlation between poverty and counterproductive behavior. The
poor use less preventive health care, fail to adhere to dug regimens ,are less likely to keep
appointments , are less productive workers , less aftentive parents , and worse managers of their
finances. These behaviors are troubling in their own right, but they are particularly troubling
because they can further deepen poverty. Some explanations of this correlation focus on the
cnvironmental conditions of poverty. Predatory lenders in poot areas, for example, may create
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high-interest-rate borrowing, and unreliable transportation can cause absenteeism. Lower levels of f}
formal education, for example, shows as financial illiteracy. ,,;
The condition of poverty imposed, as one study showed, a menta] burden simitar to losing 13 1Q ”:
points, or comparable to the cognitive difference that’s been observed between chronic alcoholicg -
and normal adults, ‘
The finding further weakens the theory that poor people, through -inherent weakness, are 4

responsible for their owp poverty — or that they ought to be able to lift themsclv_&e out of it with

Types of Poverty; ' _ o :
Human Po‘i_'fgrty is the lack of essentjal human capébi]ititm- literacy and nutrition.

- Income Poverty is the fack of sufficient Income to meet minimum consumption needs,

s
i

as

P e e Ry

;@-ving___pli less -tharf $1.90 a day

ck the minimum amount of income needed in
' they live. It is defined in

World Bapk ang relative poverty metrices o

WB defined the extreme poverty line first in 1990 at §1 aday which becy \
In an attempt to be more precise with jtg classifications, the Wg. in 2017 November added new
standards of poverty for people living in middle- and high-income countries. The new standards are

St at $3.20 a day for people in "lower-middle-incomc" countries, such ag Egypt or India; $5.50 a

day for "upi:er—middle-income" countries, such as Jamaica or South Afiica; a third standard for
high-income Countries, like the US, at $21.70 a day. _ _

The United Nations ai

ms to eradicate EXireme poverty by 2030 as part of its Sustainabie
Development Goals, My

ch of the suceess s owed o organizations like the World Bank, UNICEF,
and the Gateg Foundation, which pa Spent billions over the pagt decade to alleviate poverty
around the world, One of the hallmarks of thig success has been the reduction in a group of side
effects related to poverty, such ag bunger, chiid mortality, materna] mortality, and widespread
declines in the wotld's deadljest diseases, such as HIV/AIDS and malarig

Absolute Poverty is defined ag “a condition characterized by severe deprivation of basic human
needs, including food, safe drinking waler, sanitation facilities, heaith, shelter, education and
information, It depends not ouly oa income but s 0N access to services

b
[



Poverty Line | - :
It is the level of income below which one cannot afford to purchase all the resources one requires
to live.

Poverty lines are defined as the per capita monetary requirements an individual needs, to afford the
purchase of a basic set of goods- food and other goods.

Some definitions include only certain calories of intake and convest it into monetary value. In
India monetary requirement to consume 2100 calories in urban areas and 2400 calories in rural

areas per day per person was the absolute poverty line but was changed later till the Tendulkar line .

was adopted in 2010. Other definitions include more goods and services in the basket. The
monetary value is determined and indexed to inflation and the line is drawn dynamicalty.

Headcount Ratio :
The incidence of poverty is revealed by this ratio. It shows the percentage of the population whose
_ per capita incomes are below the poverty line, that is, the population that cannot afford-to buy a
specified basic basketof items. . : :

Poverty Gap (PG} :
PG is a measure of the intensity of poverty among the poor: the difference “between the mean

income among the poor and the poverty line. This indicator measuees the magnitude of poverty as

nsity- sumber. of poor and b are, The Poverty Gap Index s the
R SR a oL S foverty, PG i Al called the Foster-

i
=
cu‘_g%

théj poor and the

. ge poverty among
poverty line. -

Momryes

Misery Index e S
The misery index was initiated *1, ¢ ];%gpm@t%% ert Barro in the 1970%. It is the
unemployment rate added to the‘im %u‘ rate.” It i‘%aas%umcd that both a higher rate of
unemployment and a worsening of inflation cause and intensify the misery. A combination of
rising inflation and more people of out of work ("stagflation”) implics a deterioration in economic

performance and a rise in the misery index.

Planning Commission and Poverty

- The Planning Commission as the nodal agency in the Government of India for estimation of
poverty has been estimating the number and percentage of poor at national and state levels.
Estimates of poverty are made from the large sample survey datz on household consumer
expenditure conducted by the National Sample Survey Organization (NSSO) of the Ministry of
Statistics and Programme Implementation.

NSSO and Poverly Estimates
National Sample Survey Organisation (NSSO) collects household consumer expenditure data

every five years on a large sample. Household consumer expenditure surveys are also conducted
annually but the sample size is much smaller. Every five years full surveys on 1,20,000 households
are carried out. In the intervening period, "thin" samples of around 20,000 households are
surveyed. The "thin” samples do not indicate trends fully.

Plantiing commission initially gave poverty mumbers and related data ratios since 1979 based on
the Alagh Committee Report of that year. This procedure was subsequently modified by
the Lakdawala Committee {1993).The commission appointed an expert group led by Suresh
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latest data to congtryet a ew poverty line basket, Ji moved away from the calorie intake as anchor

for poverty estimation and included health and education. Tenduikar comumittee did not deg) with.

the urban poverty as the line was nog controversial at that time. Arjun Sengupta Commission on

80 far since Independence, The pan'él assessed whether poverty can be determined On any criteria
other than the consumption basket.

It redefined the poverty line-in 2014, According to the the commitee, the new poverty kine should be

- R$ 32 in rural areas and Rs 47 i urban ateas at 2011-12 prices, The earlier poverty line figure was R
- 27 for rural India and Rs 33 for Urban india, The Rangarajan report added 93.7 million more to the
;aspertieSiresieTendulkar mmlttqe formula. The total tumber of poor

_ \garajan committeehousehold s poor

clothing, ho e,

protein and fats ' sed on this methodology,

Rangarajan commitree estimated the fyfiber,of DOOT Were I?Qpc;r cent higher in rura] arcas and 41 per
o : L ERAT FES 5 5 A

cent more in urban areas than what was‘%sﬁ using Fer d%iikar cominittee formula, _

NC Saxena Committee

The Ministry of Rura] Development in 2008 appointed a cofnmittee headed by NC. Saxena 1o
calculate the rural Bp], figures in the states,

Officially, there are two sefs of BPL estimates in India, one made by the Plénning Commission
using NSSO data on liousehold consumption €xpenditure and the other by the tural development
ministry through a state-level BPT houge-to-house census. The mismatch between the two, with
Planning Commission progressively lbwering poverty estimates while the states push higher
numbers, has been g source of controversy, The Centre allocates resources for BPL schemes based
on the figures of the Planning Commission, The committee chaired by NC Saxens recommended

- that 50% of India's populaiion be given below-povcrty—line cards. Thus, jt SUggests expansion of

~ the socjal security ret involving ﬁ#cal and administrative challenges.

While advocating exclusion of large number of families from the BpL lists, the committee

Tecommended that thoge familic_s having double the land of the district average of the agricuitural

land or two wheeler orone mumning bore well or income tax Payers would be deleted frony the BPL

fists. The Panel recommended that some disadvantaged communitics be given BPL. cards
dutomatically. These include chronically valnerap|e groups, such as households with members
having tuberculosis, leprosy, disability, menta] illnesses or HIV/AIDS ang others, designated

‘primitive tribe’, designated daliz groups, homeless houschoid etc.
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The Centre notified 3 new parameters for defining Below Poverty Line (BPL) category of people
in the country. It has done away with the earlier definition based on food calories or annual
earnings. The revised definition is based on landholding, type of dwelling, clothing, fobd'sccurity,
hygiene, capacity for buying commodities, literacy, minirmum wages earned by the household,
means of livelihood, education of children, debt, migration and priority for assistance. The matter
had been stayed by the Supreme Court and has only now been vacated. -

Urban Pdverty'

The Planning Commission had constituted an expert group under S. R. Hashim in 2010 te
recommend detailed methodology for identification of BPL families in urban areas in the context
of the 12th Five Year Plan. The expert group submitted an intedim report recommendinig that
poverty in urban areas be identified through identification of specific vulnerabilities in residential,

occupational and social categories.

It said that those who are houseless, live in tcmpor&ry houses where usage of dwelling space is
susceptible to insecurity of tenure and is affected by lack of access to basic services should be

considered residentially vulnerable.

Houses with people unemployed for a significant proportion of time or with irregular employment
or whose work is subject to unsanitary or hazardous conditions or have no stability of payment for
services should be regardéd occupationally valnerable.
Households hEaded by women of mi '

household or%ﬁé‘f
considered sociall

thi derlygredcpendenton the head of
be isabled of chronically ill should be

Pronab Sen Committee - - Py
e SWETCOE RiviEEYRE
v i Fiials

tion set up a committee to look into various

DV ESVE R
The Ministry of Housing and Urban Pox?crty. Allevia
aspects of Slum statistics /Census and issues regarding conduct of slum - census 2011. The

commiltee submitted its report to the Ministry of Housing and Urban Poverty Alleviation in 2010.

The salient finding / recommendations of the committee arc: -

o The committee estimated Slum population in the country in 2001 as 75.26 million and the
projected slem population in the country for the year 2011 at 93.06 million. '

+ The committee suggested a different definition for slum thax the definition adopted by the
census of India 200] and the states. The committee recommended a normative definition of
slum as: “A compact settlement of at least 20 households with a collection of poorly built
tenements, mostly of temporary nature, crowed together usually with inadequate sanitary
and drinking water facilities in unhygienic conditions.”

The committee suggested-adoption of the following as slum-like characteristics for the purpose of

identification of the slum areas: -
+ Predominant roof material: any material other than concrete
o  Availability of drinking water source: not with premises of the census house

o Drainage facility: no drainage or open draipage

The committee recommended that a contiguous arca with 20-25 house holds having slum like
characteristics be counted as sium.
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and union terriototies of India and the first findings were revealed in 2015. SECC 2011 is also the

first paperless census in India conducted on hand-helq electronic devices by the government in 640
districts, Therural development ministry, union govemment has taken a decision to use the SECC
data in all jts programmes such as MGNREGA, National Food Sccurity Act, and the Deey Dayal
Upadhyaya Grameen Kaushalya Yojana, SECC 2011 was the first-ever

since 1931 Census of India : _ '

¢+ Caste Census is nnder the administrative contro] of Ministty of Home AfTairs: Registrar
General and Census Commissioner of India,

SECC 2011 daia was -i:riﬁcised' that caste related data js deliberately withheldTamil Nady
leaders demanded to reledse the caste-based census data that wil] help to provide the key to justify

the existing 69 Pz cent fo rard oo %mllm@dﬂmliﬁﬂclfﬂ& ,th_c‘_(.;ensus was
welcomed as it 1 WInany ¢4 othebene s and how many don’t and to what extent
has the welfare sprei Al elps bettes aigeting the L . & R

i ) i .

heq:;es.

i

P Y

o | Moy FYoiE s
President Ram Nath Koving appoimed;;%ﬁée‘-}a%ﬁ]bgﬂ’frﬂn%&fm headed by Delhi High Courts
former Chief Justice G Rohini to examine the sub-categorisation of (her Backward Classes
(OBCs) under ‘Article 340'of the Constitution in October 201 7. '

This decision hag been taken

fo ensure more backward among the OBC communities to avail the
-benefits of reservation

The Commission has been asked to submit its re

weeks. On receipt of the report, the Central government will consid
equitable distribution of e

in Centra governiment institutions amongst all strata of OBCs, SECC data will be usefu] in this
>ontext.

caste-based censyg
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Eradication of Peverty

The straiegy of the Government includes the following elements
©« Socio economic planning ' : .

o welfare state. For example, food security Act 2013. Energy security through through
schemes like Saubhagya, Ujjwala eic. ,

+ Progressive taxation to gamer fiscal resources for spending on poor

o Social safety net like the National Social Assistance Programme (NSAP)

o Open society in which poverty is recognized as a national challenge and earnest efforts are
made to tackle it (Amartya Sen) ' ' '

s Anti-poverty programmes - Pradhan Mantri Awas Y ojana, Deendayal Antyodaya Yojana
(DAY) etc. ' _ . C

« Massive social sector expenditure for skill building :

o Decentralization through PRIs and Nagarapatikas for better delivery models

Niti Aaydg Task Force on Poverty Elimination

Constitated in 2015 under the Chairmanship of Dr. Arvind Panagariya, Vice Chairman, NITI
Aayog, the report of the Task Force primarily focusses on issues of mecasurement of poverty and
strategies to combat poverty. Regarding estimation of poverty, the report could not reach a
consensus. With respect to strategies to combal poverty, the Task Force has made
recommendaffons. e hrous loyment infensive sustained rapid
growth and effect SR A

!

MDGs and SDG e
New Deline

-MDG 2060

The Millennism Development Goals (MDGs) were the cight international development goals for -

the year 2015 that had been established following the Millennium Summit of the United Nations in
2000, following the adoption of the United Nations Millennium Declaration. Foltowing are the
MDGs: : '
.o To eradicate extreme poverty and hunger
» To achieve universal primary education
s To promote gender equality and empower women
‘o Toreduce child mortality
¢ To improve maternal health
"« Tocombat HIV/AIDS, malaria, and other diseases
o Toensure environmental sustainability
+ Todevelop a global parmership for development

. SDG 2015 -
The Sustainable Development Goals (SDGs), officially known as Transforming our world: the

2030 Agenda for Sustainable Development is a set of seventeen aspirational "Global Goals" with
169 targets between them. Spearhcaded by the United Nations, through a deliberative process
involviag its 193 Member States, as well as global civil society, the goals inspired by United
Nations Secretary-General Ban Ki-moon that “there can be no Plan B, because there 1s no Plaget
B” They were adopted at the UN Sustainable Development Summit September 25-27, 2015 )
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Goal |. End Ppoverty in all its formg everywhere

Goal 2. End hunger, achieve food
agriculture

ture, promote inchisive ang sustainable industrialization and foster

“Goal 10, Redyce inequali_ty within and émolng countries

Goal 11, Make éities_ and human settlements inclusive safe, resilient and sustainable

cas and marine: resourcés for sustainable

Goal 15. Protect, restore and promot8isusta

sustai _a_l;;lc_i'is‘g ?f fe gsjrial ecosystems, sustainably manage
forests, combat desertification, and half a%d%:%/ers% 'l’a.ri‘dl% adation and halt biodiversity loss

Goal 16. Promote peaceful and inclygive societies for sustain
justice for alf and build effective, accountable and inclusive instituti

Goal 17, Strengthen the means of implementation and revita]ize the global partnership for
sustainable development, ' ' :

iimilarities apd Differences _
htline of the similarities and differences betwee

unched in 2000, anq the Sustainahle Development Goals (SDGs) in 2015 when the MDGs
Kprred , ' _ ' .

* Zero Goals: The MDG targess for 2015 were sef {o et us “half way” ty the goai of ending
hunger and poverty, with similar proportional goalg in other fields. The SDGs are designed
to finish the job — 1 et to a statistica) “zero” on hunger, boverty, preventable child deaths
and other targets. This approach will call for very different Strategies: getting “halfway
there” encouraged countries to “do the easicst parts first,” Getting to zero requires 2 reaj
focus on the empowering the poorest apg hardest o reach,

s More Comprehensive Goals_: There were § MDGs. There are 17 SDGs




* Inclusive Goal Setting: The MDGs were created through a top-down process. The SDGs
are being created in one of the most inclusive participatory processes the world has ever
seen ' _

+ Distinguishing Hunger and Poverty: In the MDGs, Hunger and Poverty were joined
together in MDGI ~ as if solving one would solve the other. So much has been learned
about nutrition since that time, and the SDGs treat the issue of poverty separaleiy from
Food and Nutrition Security.

* Funding: The MDGs were largely-eavisioned to be funded by aid flows — which did not
materialize. The SDGs put sustainable, inclusive economic development at the core of the
strategy, and address the ability of countries to address social challenges largely through
improving their own revenue generating capabilities '

o Peace Building: The inclusion of peace-building in $DGs is critical to the success of
ending hunger and poverty — yet was totally Ig;uored in the MDGs. '

+ Data Revolution: The MDGs said nothing about momtonng, evaluation and accountability
- the SDGs target by 2020 to “increase significantly the availability of high-quality, timely
and reliable data disaggregated by income, gender, age, race, ethnicity, migratory status,
disability, péographic location and other characteristics relevant in national contexts.”

. Quahty Educatlon The MDGS focused on quantlty (eg, high enrollment rates) only 1o see
i y-seciet] & SDGs represent the first attempt by
quallty of educétlon of learnmg - and the role of
) wotld: educatlon for sustainable: development and
sustamab _e.-;.hfesty]es human nghts-r:gendbr equality, promotion of a culture of peace and
non- wolcnce global citizenship, and appmmatlon of cultural dwerSIty and of culture’s
contribution to sustainable dev-elqpm@t” i ER R

Relé of Niti Aayog in SDGs

NITI Aayog has been entrusted with the role to co-ordinate ‘Transforming our world‘ the 2030
Agenda for Sustainable Development® (called as SDGs). The task at hand for NITI Aayog. is not
merely to periedically collect data on SDGs but to act proactively pursue the goals and targets not
only quantitatively but also maintaining high standards of quality. Ministry of Statistics and
* Programme Implementation (MoSPI) has already undertaken a parallel exercise of interaction with
the ministries to evolve indicators reflecting the SDG goals and targets.

To achieve these tasks, the draft mapping of the goals and targets as an initial step on proposed

Nodal and other Ministries has been carried out in consultation with MeSPL Further, as an’

illustration, the Centrally Sponsored Schemes (CSSs), including the ‘core of the core’, ‘core’ and
‘optional’ Schemes being implemented by the States have been mapped alongwith some of the
recent initiatives undertaken by the Central-Government. In addition, Ministrics are implementing
Central Sector Schemes and States are also mplcmenlmg varous State Schemes aligned with one
or more SDGs.

Voluntary National Review of Implementation of SDGs in India.

As a signatory to the 2030 Agenda for Sustainable Development, India is committed to participate

in the intemational review of progress of Sustainable development Goals {SDGs) on a regular

basis. The central platform for international follow-up and review of the 2030 Agenda is the High-

Level Political Forum (HLPF), which has started meeting annually since 2016 under the auspices
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of the UN' Economic and Social Council (ECOSOC). In the HLPF, UN member countries are
expected to present their Voluntary National Review (VNR) on implementation of SPGs. The
VNRs thus serve as a basis for international review of progress of SDGs.

The 2017 HLPF was held ip July 217 at the United Nations, New York. It focused o the theme; -
“Eradicating poverty and promoting prosperity in a changing world’ and on the SDGs | No
Poverty); 2 (Zero Hunger); 3 (Good Health and Well-Being); S (Gender Equality); 9 (Industry,
Innovation and Infrastructure), 14 (Life Below Water)and 17 (Partnerships for the Goals).

As a part of its role, NIT] Aayog has presented the 1 st Voluntary National Review op
implementation of SDGs in the country fo the 2017 HLPF in July 2017

Thé' report details various measures and programmes being implemented_acrosa India towards
achieving the core objectives of the 17 ambitious global goals, includigg poverty eradication,

The i‘eport said that externally, the country has played a key role in shaping the SDGs and ensuring
the balance among its three pillars - economic, social and environmentai. Internally, it has
launched many programmes to m ds these goals, India said it will continue to -
pursue the i R S CYINE TR laboratﬁ?bctﬁreen the national
of all othef releyant stakeholders, Tt
Ig ndtional-dnd sufinational policies

irtnerships af the Tegionial and global

) $ I % - g“% E%E *
1t will work towards ensuring a grea:? ﬂ%tv%o} ﬁn‘z’in{:e%'a %e%hno[ogy from developed countries -
in alignment with their explicit commitment in the context of the 2030 Agenda - 1o developing and
least developed nations ' - '

- India’s VNR

SDG 2 on ending hunger, improving nutrition progratmes: doubling famers income by 2022,

“Infegrated Child Development Services, Public Distribution System, and the mid-day meat

SDG 3 on health and wellbeing programmes: National Health Mission, National Vector Borne -
Disease Programme, and National Programme for Prevention of Non-communicable Diseases.

SDG 5 on gender cquality (“the most important SDG g5 well, in addition to the eradication of
poverty™): Save the Girl Child, Educate the Gir] Child, Maternity Benefit Programme, Women
Transforming India, and Stand Up India,

SDG 9 on Infrastructure and Innovation: Rural Electrification scheme . (reached 99% of Indian
homes already), Make in Indta, (building roads and infrastructure, FDI), Attal Innovation Mission.
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SDG 14 on life under the water: Mangroves for the Future, National Oil Spill Contingency Plan
2015, National Policy on Marine Fisheries 2017, and Sagarmala (port-led development),

SDG 17 on global partnership for sustainable development: Direct tax reform, GST, public private
partnerships, south-south cooperation, Aadhar, direct benefits transfer, and having 2% of company
profits being spent on social programmes,

India expects developed countries to help developing ones to reach these goals, especlally i the
area of curbing illicit financial flows.

Universal Basic Income (UBI)

A universal basic income is a form of social security in which all citizens or residents of a country
receive a regular, unconditional sum of money, from government, It is being debated across the
world as automation threatens jobs; growth being low needs to be stimulated with basw income
and as a form social securlty There are advantages: -

Transparency: Basic income is a much simpler and more transparent welfare system than the one
existing -in the welfare states around the world today. Instead of having numerous welfare
programs, it would simply be one universal unconditional incore. This strategy for introducing
basic income 15 controversial because some basic income supporters argue that it should be added
to the existing welfare system rather than a replacement for. it. Also, money. may. not buy goods
where people-are in‘remote’ areas’ and’ markels have: ot’ tleveloped Further there ‘are questions
about quality of goods and services and mflatlon R S

Administrative effici aency. One of'the beneﬁls ofa bamc iricome i lower overal| cost than that of
the current one. For example, aadhaar Imkagc and direct transfer However, 1if basic income does
not deliver is reversed, it becomes. problcmatlc ad because fof it the welfare administration is
dismantled like the PHCs, PDS shops etc,

Poverty reduction: Basic income is often érgued for by its advocates because of its potential to
reduce poverty, or even eradicate poverty. But the claims are contested as the fiscal space available
in a country like Jodia is limited and markets have not penetrated.

Basic income and growth: Basic income and growth allows for economic growth: there is assured
demand because of the transfers. This is also debatable as the continuation is not guaranteed and so
investors confidence may not be high to produce.

Freedom: Beneficiaries can use the income for whatever they want. The down side is that it will
open up the fanltlines like girls and women being sidelined; wasteful expenditure may be spent on
etc. There is also a belief among critics that if people have free and unconditional money, they will
not work {as much). Less work means less tax revenue and hence less money for the state and
cities to fund public projects. There are also concerns that some people will spend their basic
mcome on alcohol and drugs

Basic income in India started with the project organized by India’s Self Employed Women's
Association {SEWA) with support from UNICEF in 201 1.
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In total there are 20 villages in the project According to piIo't projects, positive results were
found. Villages spent more o food and healtheare, children's school performance improved in 68% <7
of families, time spent in school nearly tripled, personal savings tripled, and new business startups S
doubled.

health expenditure ete, But enormous care should be taken not to be overrug by the exuberance for
UBI as that imay lead to the existing structures for welfare being replaced by adhoc schemes,
Economic Survey 2017 began the debate about the pros and cons of UB].

Multidimensional Poverty Index (MPI)

Poverty is often defined by one-dimensional measures, such as income. But no one indicator aloe
¢an capture the multiple aspects that constitate poverty. Multidimensiopal poverty is made up of
several factors that constitute poor people’s experience of deprivation — such as poor health, lack
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rogramme and uses different factors
previous Human Poverty Index.

| §ithe Huimai -:-Déifeloﬁiment Index: health, education,
and standard of living, These are measured using ten indicators.
R svme t oy 4 B
v §¥%Y it 3] E _
Dimension ' - Indicators |
Health *  Child Mortality
¢ Nutrition

A

*  Years of school
. Chil_dren enrolled

¢+ Cooking fuel
+ Toilet

*» Water

*  Electricity

¢ Floor

* Assets - AJ

Each dimension and each indicator within a dimensjon i equally weighted.

Education

SRV AL

Living Standards

The MPI is an index of acute multidimensional poverty. It shows the number of people who are
multi-dimensionaily poor (suffering deprivations in 33% of weighted indicators)-and the number
of deprivations with which poor households typically contend,
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Economic inequality refers to how economic resources and opportunities are unevenly distributed
among people in general- some having disproportionately high some equally disproportionately
deprived. It essentially refers to disparitics in the distribution of economic assets and income-
among individuals and groups within a nation and among nations- it has many dimensions:

income, wealth and consumption.

N 2

RN

TR AR

Income Inequality: It refers to the extent to which income is distributed in an uneven manner
among a population. Income includes the revenue streams from wages, salaries, interest on a
savings account, dividends from shares of stock, rent and profits. In 2017, income disparities have
become so pronounced that America’s top 10 percent now average more than nine times as much -
income as the bottorn 90 percent. US’s top 0.1 percent are makmg over 198 times the income of

the bottom 90 percent.

SRR e e

Wealth lnequality:' Wealth refers to the fotal amount of assets of an individual or household. This
may include financial assets, property, gold etc. Wealth mequality thus refers to the unequal

distribution of assets among people.

LN A SR A e e b n s

Censumption Irequality: Increases in income and wealth mequality lead to higher inequality in
outcomes such:as-consumption, health, education; tr enfertainment-and overall well-being.

In econom;cs"f ,ls”thesc outcomme i 'é':i'_téf  function, not income or wealth.

An increase nsumptzon mequaht}f means’ the poor are'buying fewer goodsand services as their
incomes have'declined . Part ofthe decllne is made ap by welfare state mterventlon but the decline

is real. , _;% {- by x n“ﬁ-n

Technically, growth in income and wealth inequal ity need not mean less consumption by the poor. '
It is possible that rich are getting richer faster than the poor becoming less poor. But facts are

otherwise. Rich are getting rich while the number of poor is growing. It is seen in the fact that

economic growth is handicapped by demand deficit which is caused by consumption going down

in the USA. Its economic potential is not being realized due to demand constraints.

R T L T R T

It may result from the operation of the economic system, access to assets, nature of laws, education
and skills, social factors like caste and gender etc.

The Consequences of Rising Inequality
On the human side, absolute and refative deprivation is aﬁpallin g.
On the economic side, rich become so influential that crony capitalism results.

When wealthy individuals and corporations influcnce the government policy to their advantage:
{ow minimum wage, no or limited national health insurance, iInadequate spending on health, safety
or pollution regulations, access ete. Thus, rising inequality has the danger of it aggravating even

more.
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On the socia] side, the faultlines in society become reinforced: gender, caste, ethnic and other
divides become even more polarized,

Poverty-Inequality Link

Poverty is deprivation of basic human needs. |t can be relative (depending on the national
income/per capita of the country) or absolute which is deprivation of basic needs.

As mentioned above, poverty and inequality generally go together but it need not necessarily be
the case, even if absolute nequality rises.

Measures of Inequality

Gini Coefficient

The Gini coefficient measures inequality across the whole of society.If all the income/wealth goes

i 10a%: ity) and:all.oth eive--.-.noﬂ]ingy:the-Ginh;cocfﬁcient is

VWil everyon, thggsame_,i__amoynt;: the Gini is equal

al"a Y- -as:is evidént from ‘above. Most OECD

thdhe o est:being:0.24. The UK a fairly unequal

I ociety; 0.38. In contrast, Denmark, a much
stimated to be close 1o 0.50.

When we calculate the post-tax Gini Coefficient for India, it is likely to be lower the progressive
Mcome tax and corporate tax rates that India has particularly since 2013 are reducing

disparity. Also, govemment welfare schemes are many and are working relatively well with
Aadhhar, DBT and social audit,

Ahlnwalia-Chenery Welfare Index
GDP may grow but the distribution of economic Iesources may in fact worsen making the rich
richer and the Poor poorer. Thus, inclusjve growth and not merely growth is required, An index
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Kuznets Curve

Economist Simon Kuznets had hypothesised that, as an economy develops, “inequality increases °

but later reduces. In other words, the shape of the Kuznets curve is like an mverted U. Japan,
Gemnany and some other social democracies in Europe support the hypothesis.

Inaquality

Bt Lt T [

ncosms par Caplly

Kumets Curve and Thomas Piketty . (,

Kuznets Curve says: the natural progression of development is towards industrialisation. and
urbanisation. Initially, this leads to increased Inequality in society, as capitalists get richer and the
influx of rural labour holds wages down.But as employment opportunities grow and the flow of
cheap rural labour ja i Mger there, Wages rise and an equalisation tendency appears, which gets
"agamsttinie, e get an inverted-U or bell-shaped
wothat the "tickle down™ of the: benefits of growth

="afising tide lifts all boats".

The recent work of Thomas Piketty, Capital in the Tweg?-lijrst Century, questions the Kuznets
Curve.Piketty shows that since 1980?31:@3 ﬁ%“bgé : sharpirise in inequality in the US, Japan and
Europe. His data shows a U-curve in the trends of inequality in the advanced nations - US, Japan,
Germany, France and Great Britain - the exact opposite of the Kuznets Curve. Inequality grows

shatply after having fallen iitially for a few years.

Piketty shows that there is nothing natural or automatic about declining inequality under market
system. It is the destruction of war, the policies of a Keynesian‘welfare state and a strong Tabour
movement that led to a decline in inequality in the 60-year period (1214-1974) . The trend:shifted
towards greater market forces and so inequality rose again since the 1980°s and the restilt is the

rise in inequality. C
quality '

The most important engine that drives inequality up, according (o Piketty, is the higher rate of _

return on capital compared to the low-overall growth rate of the economy. In slowly growing
€conomies, past wealth takes on a disproportionately higher importance. Inherited wealth grows
faster than overall output and income.

Piketty says that there are powerful forces that can mitigate inequality. He specifically identifies
diffusion of knowledge and skill as a key factor. But these too depend on state policies on
education, access to training and skill development

Kuznets curve was a very tentative hypethesis by.Kuznets who said: "Effective work in this field
necessarily calls for a shift from market cconomics to politica am} social economy."
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Palma Ratio

Unlike Gini index, ratio measures compare how much people in strata of the income distribution
have compared to people at another. For instance, the 20:20 ratio compares how much richer the
top 20% of people are, compared to the bottom 20%. For example, Palma ratio used by Oxfam ig
the ratio of the income share of the top 10% to that of the bottom 40%. In more equal societies this

ratio will be one or below, : the top 10% does not receive a larger share of national income than the

bottom 40%. In very unequal socicties, the ratio may be as large as 7.

Lorenz Curve
The Lorenz curve was developed by Max Q. Lorenz a5 2 graphical representation of income
inequality. It can be used to measure inequality of income or assets or any other facility, The

Lorenz curve is the graphical representation of the Gini data. Gini coefficient is derived by taking
the following two:

* area between the line of perfect equality and the Lorenz curve(a)

o area between the line of perfect equality and the line of perfect inequality (b)

1.00

089

0.50

0.40

020

0.00
DD 02z0 040 0f0 080 . og

Gini number is arrived when a is divided by b.

Ahluwalia-Chenery Welfare Index

GDP may grow and the distribution of wealth may in fact worsen making the rich richer and the
poor poorer, Thus, inclusive growth and not merely growth is required. An index that measures
how all social groups are impacted by growth is necessary.

This problem was recogmized by Montek Singh Alhuwalia. Alhuwalia's solution, the Ahluwalia-
Chenery Welfare Index, measures bow each social group is impacted from the prosperity, It is an

alternative measure of income growth, one that gave equal weight to growth of all sections of
society.

Gender Inequa lity Index (GIT) A

The Gender Incquality Index (GIDis an jndex for focasurement of gender disparity that was
introduced in the 2010 Human Development Report 201th anmversary edition by the United
Nations Development Programme (UNDP). According to the UNDP, this index is a composite
measure which captures the loss of achievement, within a country, due to gender inequality, and
uses three dimensions to do so: reproductive health, empowerrment, and labor market participation.
The new index was introduced to remedy the shortcomings of the previous, and no longer used,
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indicators, the Gender Development Index (GDI) and the Gender Empowerment Measure (GEM),
both of which were iatroduced in the 1995 Human Development Report. :

GIL is the first index to include reproductive health indicators s a measurement for gender
inequality. The GII's reproductive healthhave two indicators: the Maternal Mortality Ratio (MMR)
and the adolescent fertility rate (AFR). With a low MMR, it is implied that pregnant women have
access to adequate health needs, therefore the MMR is a good measure of wornen's access to health
care. The UNDP expresses that women's bealth during preguancy and childbearing is a clear sign
of women's status ir society. A high AFR, which measures early childbearing, resulis in health
risks for mothers and infants as well as a lack of higher education attainment. According to the
UNDP data, reproductive health accounts for the largest loss due to gender inequality, among all
regions.

The empowerment dimension is measured by two indicators: the share of parliamentary seats held
by each sex, which is obtained from the International Parliamentary Union, and higher education
attainment levels, which is obtained through United Nations Educational, Scientific and Cultural
Organization (UNESCO) and some other sources. The GII index of higher education evaluates
women's aftainment to secondary education and above. Access to higher education expands
women's freedom by increasing their ability to question and increases their access to information
which expands their public involvement. There is much literature that finds women's access to
education may reduce the AFR and child mortality rates within a country. Although women's
representation in patliament has been increasing women have been disadvantaged in representation

of parliament:wit If?bi’.ilf?l:\fé_ragé--- ofonly16%

The labor market- dis cnsion: is. measured: by -women's "-p_'z__articii')atipn i the workforce. This
dimension accounts:for'paid work unpaid-work, and-actively looking for work. The data for this
dimension is obtained through the International Labour Organization databases. Due to data
lin‘iitations WwOomen's income and unpﬁig yor;,i@%arc ’img gcp:ré;;:sgngcd tn the labor market dimension of
GIL. T TR

The metrics of the GiI are similar in caleulations to the Inequality-adjusted Human Development
[ndex (IHDI), which was also introduced in the 2010 Hurman Development Report, and can be
interpreted as a percentage loss of human development due to shortcomings in the included
dimensions. The value of GII range between 0 to 1, with 0 being 0% inequality, indicating women
fare equally in comparison to men and 1 being 100% inequality, indicating women fare poorly in
comparison to men. There is a correlation between GII ranks and human development distribution,
according to the UNDP countries that cxhibit high gender inequality also show inequality in
distribution of development, and vice versa,

inter—Group Equality

Inclusiveness is not just about bringing those below an official fixed poverty line to a level above
it. It is also about a growth process which is seen to be “fir’ by different socio-economic groups
that constitute our society. The poor are certainly one target group, but inclusiveness must also
embrace the concern of other groups such as the Scheduied Castes (SCs), Scheduled Trbes (STs),
Other Back- ward Classes (OBCs), women, minorities, the differently abled and other
marginalised groups. These distinct ‘identity groups’ are sometimes correlated with income slabs
the SCs and STs, for cxample, are in the lower income category and zall poverty alleviation
strategies help them directly. Women on the other hand span the entire income spectrum, but there
are gender-based issues of inclusiveness that are relevant al! along the spectrum.
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Balanced Regional Development (BRD) and Inclusive Growth

Another aspect of inclasiveness relates to whether all States, and indeed al| regions, are seen to
benefit from the growth process. The regional dimension has grOWn In importance in recent years.
On the positive side, many of the erstwhile backward States have begun to show significant

backward regions, or districts, which may not share the general improvement in living standards
experienced elsewhere; Many of these districts have unique characteristics including high

concentration of tribal population i forested areas, or Minorities in urban areas. Some districts are
 also affected by left wing extremism, making the task of development much more dj fficult.

'Govcmment pays special attention to the Ecopc for acéclerating growth in the- States that are
lagging behind. This requires strengthening of States® gwn capacities (o plan, to implement and to

. tbe. growth of bac
ly-road: connectivity;
b-combine.to hold b

el

ard_regions in ‘the country is the poor state of
olg th fgcililigs and the availability of
devclgpmc‘x_fz'ft\d_Imprbvcment in infrastructure must

therefore be an""if-_n_pﬁﬁaqt“épmponent'gjf apy gion- aflyinclusive development strategy.

* special category states A 2AA 1Y
* Green revohution in the castern region

* North eastern region Vision 2020

¢ PMGSY

Bharatmala(201 7)

Saubhagya(20] 7)

DDY

PMAY

The efforts of the govtin this regard ave

. * @

Green Revolution in Eastern India :
It was during Union Budget 2010-11 that for the first time, separate funds were allocated for the

caster parts of the country. The scheme, which comes under Rashiriya Krishi Vikas Yojana,
includes Assam, Bihar, J harkhand, eastern 8] 4 Chhattisgarh, Odisha and West Bengal. Rice was 2
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Impact of inequality etc.
When inequality is growing, economic growth will not achieve its potential in reducing poverty.

Steep inequality damages the long-term prospects for economic growth by creating conflict or
instability and it also limit growth by restricting the number of people who can participate in
markets. Urban-dominated growth in India has caused social friction as a result of the high levels
of migration to cities and a shortage of foreign investment in more isolated areas.

To examine why growth is not reducing inequality, we need to see the fact that income growth is
concentrated in certain urban centers, and those whose incomes increase are usually already above
average in income and education, that those best positioned to gain from new economic
opportunities are the educated urban-dwellers. On the other hand, the poor rely mainly on
agriculture, and the agricultural sector has not been growing as fast as other sectors in most of
Asia. They are not very high on human capital- education and skills and so ¢an not enjoy the fruits
of growth. Their health standards are low and thus can not be very productive and innovative
which make the poverty cycle vicious for them.

The cument context of mew technologies, market-oriented reforms and globalization has not
favored the agricultural sector. Other causes of the agsicultural sector’s Lackluster growth include:
the decrease in transfers of new technology to farmers, and government that invest little in
agriculture and do little to encourage private investrent in the sector.

Given that hig!;z_l_ 3
address ineqiafiti by

For millions of children, inequalityggllcggs_ not Qa\gng geess to adequate nufrition, health, and
basic education. Therefore, public pdheﬁﬁh’a@hugéichﬂfcng‘% in providing these services.

In sum, main reasons for widening economic gaps in recent years are:
_s stagnation in agriculture while the economy is growing
« discrepancy in investment between urban and rural areas which favoured better-educated,

better-off urban populations.

» Improvements in rural infrastructure were being held back by govemment policies which

deterred private investment.

o Unevenness in growth in incomes across urban and rural arcas, leading and lagging regions
in the country, for example coastal and interior, and highly educated houscholds and the
less educated are important factors associated with increases in inequality.

Secial Security

Certain social conditions need protection to prevent further distress - old age, poverty,
unemployment, disability etc. Govemment provides social protection by way of wage
employment, food grain either free or at affordable prices, old age pension etc. In some cases there
is social insurance tor disability etc.
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In social insurance people receive benefits or Serviees in return for contributions to an insurance =
scheme, These services include Provision for retirement pensions, disability insurance etc. Public ;_
distribution System in India s g social security example.
Social safety net i similar. It involves a collection of services provided by the state o other 3
institutions including welfare, unemployment benefit umiversal healthcare homeless shelters etc to ﬂ?
prevent individuals from falling into poverty beyond a cerfaip level. For ¢xample, NREGA in &
India, b
For many decades now, there have been laws In India thet provideq soctal security,
*  Workmen’s Compensation Act 1923: A beginning was made W social security with the
Passing of the Workmen’s Compensation Act in 1923. The Act provides for payment of
compensation to workmen agd their dependents in case of injury and accident {includin
certam occupational discase) arising out of and i (he course of employrnent ang resulting
in disablement or death.
¢ Maternity bepefit scheme: The Matemnity Benefjt Act, 1961 regulates employment of 3
WOmEn in certain establishments for , certain period before and afler childbirth and 5
provides for maternity and other benefits. - a

for payment of gratuity at
eCt to certain maximun

* Employees Pension scheme
* Atal Bima Yojana

* Rashtriya Swasthya Bima Yojana )
Unorganised Workers Social Security Act 2008

AG States are less (o do with the
availability of finds {hap the issue of govemance. Therefore, proposats for resolving the systemic

1Ssucs relating o key areas such ag human regource Mmanagement, logistics fmanagement,
Itegration of fumerous health socjetjes at State and district levels, regular rejeage of funds to
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operational levels, joint planning/traiing for the field staff of the cognate departments, greater
autonomy to the districts and within districts, to hospitals and PRIs, are integral parts of the plan.
Among the Empowered Action Group (EAG) states and Assam, all states except Uttarakhand have
registered the decline in the infant mortality rate in 2016 in comparison to 2015 as reported in

2017.

Aajeevika Grameen Express Yojana (AGEY)

The Government of India has decided to launch a new sub-scheme named “Aajeevika Grameen
Express Yojana (AGEY)Y” as part of the Deendayal Antyodaya Yojana - National Rural
1ivelihoods Mission (DAY-NRLM). The Self Help Groups under DAY-NRLM will operate road
transport service in backward areas. This will help to provide safe, affordable and community
monitored rural transport services to connect remote villages with key services and amenities (such
as access to markets, education and health) for the overall economic development of backward
rural areas. This will also provide an additional avenue of livelihood for SHGs.

The Community Investment Fund (CIF) provided to Community Based Organization {CBOs)
under DAY-NRLM will be utilized to support the SHG members in this new livelihoods initiative.
The beneficiary SHG member will be provided an interest free loan by the CBO from its
Comraunity Investment Fund upto Rs.6.50 lakh for purchase of the vehicle. Alternative, CBO will
own the vehicle and lease it to an SHG member to operate the vehicle and pay lease rental to the

CBO.

AGEY will bé initially implemented in 250 Blocks in the country on pilot basis with each Block
provided upto6.vehicles to operate the transport services. The Blocks will be ‘selected by States
from-among the-Blocks where NRLM is being implemenited: intensively and where mature CBOs
are already functioning. Backwardngss, lack of trapsportatiop links and sustainability of sexvice
would be the guiding factors in the selection:of Blocks andirovtes.

The State Rura! Livelihood Missions (SRLMs) will do a feasibility stedy and traffic survey in the
selected blocks to identity the routes and the number and capacity of vebicles which can be
operated on sustainable basis. The study will be conducted by technically sound organizations with
expertise in transport network planning. The choice of vehicle could be cither e-riksha, 3 wheeler
or 4 wheeler within a cost ceiling of Rs.6.50 lakh. .

The SRLMs will be co-ordinating with State Transport Department for issue of permit for the
vehicle. The SHG member operating the vehicle shali ensure that ail necessary legal and statutory
requirement such as valid permit, road tax permit, valid insurance policy etc. are met. The SHG
member shafl run the vehicle on approved routes at pre-determined frequency as jointly agreed
between the CBO and the SHG operator based on financial viability and the need for transport
link. All vehicles under the scheme shall have a defined colour code and cary AGEY branding to
ensure their identity and avoid diversion to other routes.

The State Rural Livelihood Mission will arrange capacity building for their staff at State, District
and Block levels for operating the Scheme. The members of the CBO and the beneficiary _SHG
member shall also be provided adequate training in the Rural Self Employment Training Institutes

(RSETIs) and other pariner organizations.

A O AR TR AT |

N4 AT UL RPRE T SRR PRV

TR O L

B, e e T e

R A P R O



e

TN e e RN e e G -l LT LR T
L ST A e P S s e
R T T T

R e T T e e
A e S L T T

2016 and is the flagship Progiam of Govt. of India for
building strong instifutions of the poor, particularly wom

access a range of financial serviceg and livelihoods servies,

promoting poverty reduction through
en, and enabling thege institutions to

DAY-NRLM is des; gned to be a highty intensive Program and focuses on intensive application of
human and materiaf resources in order to mobilize the poor into functionally effective community
owned institutions, promote their financial inciugiop and strengthen their livelihoods, DAY-NRLM
complements these insti tutional platforms of the poor with services that ‘include financja and

capital services, production and productivity enhancement services, technology, knowledge, skills

and inputs, market linkage, efc. The community institutions also offer a platform for convergence

and partnerships with various stakeholders by building environment for the Poor to access their
rights and entitlemens and public service, - ' :

A women’s self-help
block of the DAY.
nurturing and stren
Federations at

x
£l

The support from DAY-NRLM inclides 3 round capacity b

The implementation of DA Y-NRLM bas been in a Mission Mode since 2013. DAY-NRLM adopts

a demand drive approach, enabling the States to formulae their own State specific poverty
reduction action plans. DAY-NRI.M enables the State ryura] livetihoods missj alize

ali the components of DAY-NRLM
mstitutions or NGOs, will be the
-inteasive blocks and districts. The
mographic vulnerabilities, [¢
blocks in the country will

232

e

',.ii'wmjﬂag !

I .
e N

A

e

PRYCTLRTIvAY: T AP

T O



Women SHGS3 and their Federations
Women SHGs under DAY-NRLM consist of 10-20 persons. In case of special SHGs 1.¢. groups in

the difficult areas, groups with disabled persons, and groups formed in remote tribal areas, this
number may be a minimum of 5 persons. DAY-NRLM promotes affinity based women Self -help
groups. Only for groups to be formed with Persons with disabilities, and other special categories
like elders, transgenders, DAY-NRLM will have both men and women in the self-help groups.
SHG is an informal group and registration under any Societies Act, State cooperative Act or a
partnership firm is not mandatory .However, Federations of Self Help Groups formed at village,
Gram Panchayat, Cluster or higher level may be registered under appropriate acts prevailing in

their States.

Financial Assistance to the SHGs _
Revolving Fund (RF): DAY-NRLM would provide Revolving Fund (RF) support to SHGs in
existence for a minimum period of 3/6 months and follow the norms of good SHGs, 1e. they
follow ‘Panchasutra’ - regular meetings, regular savings, regular internal lending, regular
recoveries and maintenance of proper hooks of accounts. Only such SHGs that have not received
any RF earlier will be provided with RF, as corpus, with a minimum of 10,000 and up to a
maximum of 15,000 per SHG. The purpose of RF is to strengthen their institutional and financial
management capacity and build a good credit history within the group.

Community Investment support Fund (CIF) :
CIF will be pr_(_)}fitj__gd}g the SHGs in the intensive blocks, routed through the Village level/ Cluster

level Federations; intained in perpetuity. by the-Féderations. The CIF will be used, by the
Federations, to ady

a
economic activities.” -

l6ans to the-SHGs and/or to-undertake: the common/collective socio-

DAY-NRLM Values . -

R
ry = ;

The core values which guide all the activities under NRLM are as follows:
o Inclusion of the poorest, and meaningful role to the poorest in all the processes

o Transparency and accountability of all processes and institutions

e Ownership and key role of the poor and their institutions in all stages — planning;
implementation, and, monitoring

o Community self-reliance and self-dependence

Key Features
» Universal Social Mobilisation: At least one woman member from each identified rural poor

household, is to be brought under the Self Help Group (SHG) network in a time bound
manner. Special emphasis is particularly on vulnerable communities such as manual
scavengers, victims of human trafficking, Particularly Vulnerable Tribal Groups (PVTGs),
Persons with Disabilities (PwDs) and bonded labour. NRLM has devised special strategies to
reach out to these communities and help them graduate out of poverty. -

e Participatory Identification of Poor (PIP): The inclusion of the target group under NRLM
is determined by a wcll-defined, transparent and. equiable process of participatory
identification of poor, at the level of the community. All houscholds identified as poor
through the PIP process 1s the NRLM Target Group and is eligible for all the benefits under
the programme. Target Group is identified through the Participatory Tdentification of-Poor

(PIP) method.
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¢ Community Funds g Resources inkPerpetuit)': NRLM provides Revolving Fund (RF) and

Community Investment Fund (CIF) as resources In pespetuity o the insti tutions of the poor,

fo strengthen their institutional ang financial Mmanagement capacity and build thejr track
record fo attract mainstreaim bank finance, :

. * Financial Inclusion; NRLM works on both demand and supply sides of financia inclusion,
On the demand side, it promotes financial literacy among the poor and provides catalytic
capital to the SHGs and their federations. On the Supply side, the Mission coordinates with
the financial sector and €ncourages use of [nformation, Communication & Technology (icm

. Livelihpods: NRLM focuses on stabilizing and promoting existing livelihood portfolio of the
poor through its three pillars — ‘vilnerability reduction’ and ‘livelihoods enhancement’
through decpening/enhancing and expanding existing livelihoods options and tapping new
Opportunities in farm and non-farm sectors; “‘employment” - building skills for the Job market

outside; and ‘enterprises® . nurturing self-employed ang entrepreneurs (for micro-
enterprises), '

¢ Convergence and partnerships

- MoRD ah;d:_o_'tﬁé"r}(’jc;gi'tral".'Minjs.tdés.i-:Co'ﬁyctﬁénce is also sought with programmes of state

governments. for developing synergicscllrecﬂy of indirectly with institutions of the poor.
. -Partner.'s\'li'ips - w'ith_:"NGOs._. and otherCSOsNRLM has been prdacti?ely seeking

partmerships  with Non-Goverriment- ‘Ofgaiizations (NGOs) and other Civj] Society
Organizations (CSOs), at twolevels ;- Strategic ,‘a%d-- implementation, The partrerships are

guided by NRLM’s core beligfsg;énﬂ%'valﬁa%,ég.én | fniitual agreement on processes ang

outcomes. Partnership suideiines to partner with NGOs, CSOs have been finalized and
approved this year, |
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Once there is electricity in the village, it will create a multiplier effect. A service cable will be
drawn from the nearest electricity pole to the household premise where an electricity meter will be
installed along with the wiring for a single light point with LED bulb and a mobile charging point.
Any substitution of fuels for cooking, transportation and heating will improve India’s per capita
power consumption of around 1,200 kWh which is amoag the lowest in the world. The scheme
will also help India, the world’s third largest energy consumer after the US and China, to help meet
its global climate change commitments. The govemment has set a target of lowering import
dependence in oil by 10 percentage points to 67% by 2022, when the couatry will celebrate 75

years of Independence.

There will be advances in areas of electric vehicles and induction cooking. India has drawn up an
ambitious plap for a mass shift to electric vehicles by 2030 with state-owned Erergy Efficiency
Services Ltd (EESL) going ahead with the first stage of procuring 10,000 electric cars. Saubhagya
will have several benefits apart from enhancing demand on the grid and viability of stressed assets.
Last mile connectivity will provide options to customers to utilise electricity for cooking, mobility,
heating and lighting apart from socioeconomic benefits. According to the government, the
Saubhagya scheme will require an additional 28,000 megawatt {(MW) of power, considering an
average load of | kilowatt (kW) per houschold for eight hours in a day.

IMR

infants under one year old i a given year

¢ sarfi¢year. Thig'rate1s itsed: as an indicator of the level of health
in a country. India‘improved on IMR:and réported an-8%’decline in the infant mortality rate (IMR)
in 2016 from 2 year.ago, an improvement aided by a‘higher number of institutional deliveries and
campaigns to promote breastfeeding and immunization: IMR declined to 34 per 1,000 live births

Infant mortality rate compares the number o
per 1,000 livetbiths- in‘the sariieye

last year from 37 per 1,000 live binham 2015, according,to the Sample Registration System (SRS) -

bulletin, released by the Office of the Registir Géndrdlig Sgptember 2017.

The bulletin said the birth cohort—babies born during the year—had come down to below 25
million for the first time. In 2005, only 38% deliveries were taking place in hospitals; but now,
more than 79.8% are institutional deliveries. India has registered 90,000 fewer infant deaths in
2016 as compared to 2015. The total number of estimated infant deaths had declined to 840,000 in

2016 from 930,000 in 2015.

IMR declined in 29 states and Union temritories, was stable in two states and increased in five
states and Union territories. The highest decline of 7 points was reported by Chandigarh and the
highest increase of 6 points was reported by Arunachal Pradesh. The gender difference between
female and male IMR has also reduced to less than 10 points. It is a major boost fo the ‘Befi
Bachao Beti Padhao’ initiative of the government. Earlier it used to be above 20 points. There has
been a gradual change in social systems such as delayed marriages, thereby lesser adolescent
pregnancies, and economic status of people with time that has also contributed to progress in
health systems. The government identified and targeted 184 districts with the worst IMR to bring
about an improvement. Frec health services for pregnant women and newborns also helped. The
highest IMR in 2016 was reported in Madhya Pradesh (47) followed by Assam and Odisha (#4),
Uttar Pradesh (43) and Rajasthan (41). Efforts of focusing on low-performing states are paying off.
Improvement is attributed to countrywide efforts to expand health services coverage, including
reproductive, maternal and newborn health services. '
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Globalisation Angd Inequality

The integration of the world  economy through the progressive  globalization of trade,

The opposing school argues that although globalization may improve overall incomes, the benefits
are not shared equally among the citizens of a couniry, with clear losers in relative and possibly
even absolute terms. Moreover, widening income disparities miay not only raise welfare and socja]
concerns, but may also limit the drivers of growth because the opportunities created by the process
of globalization may not be fully exploited The sustainability of globalization will also depend on

maintaining broad support across the population, which could be adversely affected by rising
inequality.

ahzauon bhina tappéd its potential
Iramatically reduced. In US and India,

More talented sections having their‘_ga‘y gallop hjée 0%’1&?’8 grew far less. There are broader and
disproportionate upper-income gainﬁs.'&,})\ﬂ?e'g*pb%jajcﬁj ﬁ/gh gains for middle- apd lower-income
EToups. It matters because j¢ influénces society's willingness to folerate inequality and the
credibility of globalizatiop, ' : *

improving their lot.

Industrialists in some Sectors saw their wealth grow as they found their market footprint expanded

globally. That made lietle difference to poor and low income groups and much of jt capital-
intensive growth, '

To bridge the inequality is possible if there are redistributional interventions. There are: RTE,
Health Mission, PMGSY, Golden Quadrilateral; NHDP, Digital India, Skill Mission etc. But the
PIogress is slow and the quality in some nesds drastic improvement like in schools, hospitals,
nutrition and  skifls. Till the interventions pay off, opportunities for the lower part of the pyranid
are likely to stagnate and inequality will rise rapidly.

Populism is one direct effect of globalization falling far short of expectations of the ordinary
pcople.
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- PUBLIC SECTOR

Evolution, Reforms and Performance

Public sector units are enterprises - some are commercially oriented and some are not (Food

Corperation of India) are owned by Government- Central or state- either wholly or at least the

majonity of shares in each. Public sector enterprise normally has forms of organisational structure
like departmental vadertakings (Railways etc); statutory corporations {Oil and Natural Gas
Corporation Limited); companies registered under the Companies Act 2013 (Bharat Heavy
Electricals Limited -BHEL) mainly. Departmental undertakings are not formed by or with the
consent of the legislative authority. These are set up by the executive actions of government bodies
and are charged with the duty of carrying out specially defined functions. These undertakings are
not independent entities. They are subject to budgetary, audit and other controls of the government
and arc managed by civil servants. They are financed by annual budgets. A departmental
undertaking is best suited where the main purpose of the enterprise is to collect revenue for the
state and to provide public utilities and services at fair prices in larger public interest. Some
examples of departmental undertakings are the Railway, Postal Department etc.

Statutory corporations are enterprises normally engaged in economic or manufacturing activities

and are set up by act of legislature. These corporations are legal entities separate from the
government and.also. the h ir affairs, ONGC, FOC eic are.some examples.
: i nent.and these are, this owned and
Yiextensive légal autonomy, and their
aiid specified in “the- Parliamentary Act.
“Budgétand therefore, they can retain their
revenues, and also spend as per the nyles laid down by the statute.
e Heih

Control Boards are set up to manage government projecis- for example, the river valley projects.
Bhakra Management Board.

Govemnment Company is one where the government owns 51% or more of the paid up capital,
according to Companies Act 2013,

Rarely, PSE  can be in the form of cooperative society fo support cooperative movernent- Indian
Fammers Fertilizer Cooperative Ltd (IFFCO), Krishi Bharati Cooperative Lid (KRIBHCO) efc,
They are registered under Multi State Cooperative Societies Act. Over 65% of the capital of the
units is held by the Central Government

In India, we have all these types of PSEs.

Since the beginning of socio-economic planning aficr the Independence, public sector played a
preeminent role in ndia. Commanding heights of the economy were to be in the hands of the
public sector — basically infrastructure and basic industries like heavy engineering, power, metals
etc. PSEs dominated the Industrial Policy Statement 1948 and IP Resolution 1956. They were
opted for by the Government partly as the Govemnment wanled.to steer the economy towards
plannng goals rapidly and also because of pragmatic compuisions like the presence of the private
sector in manufacturing was negligible and they were not willing to take up the unprofitable work
of investing in infrastructure.
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The objectives of the PSUs are

* Tobuild a self reliant economy

* To prevent/reduce concentration of private economic power

* Establish sound economic infrastructise ,

* Set up industries in the backward regions and thus help bring about balanced regional
development - .

* Assist in ancillarization and thug spread the benefits of industrialization

* Create sufficient levels of employment and set standards in labour welfare

Selling goods and services at reasonable prices so as to serve consumer, keep prices
affordable and help non inflationary growth process.

* Invest in areas where the private sector would not invest like in roads, transport and so on.

Since planning began in 1 931, the public sector has been the main engine of inclusive growth as
can be seen below. :

The Public Enterprises (PE) Survey is a consolidated annyal report on the performance of all
Central Public Sector Enterprises (CPSEs) and their subsidiaries for the financial year 2015-16
which was made public in 2017. 1t is |aid in both the Houses of Parliament every year during the
Budget Session. : -

The overall perfors
2015-16 ov
€conomic s¢
in 2015-16. "

0 dmprovement during the fnancial year
zz comimodity prices and. a subdved global
9 fat'n_g""iCPS;_Es wenk:up to-Rs.1,15,767 crore

The CPSEs have been making a ;iigs i_z%l_- C@]E‘lgut%q"ﬂ}: tg) the Central Government through
payment of dividend, interest, corporate taxes, excise dhtics ot The contribution by the CPSEs
through these avenues increased to Rs.2,78,075 crore in 2015-16. The survey excludes

excluding insurance, finance and other companies.

The importance of the PSEs is

* The record of the PSUs in supplying many goods and services like coal, transport, power,
irrigation and so on is commendable

¢ The PSUs are a model employer proﬁiding various facilities like education, housing and so
on.

¢ Establishing industries in MP , Rajasthan , Bihar and so on » the efforts of the PSUs to
reduce regional economic imbalances are got insignificant

* Non-inflationary growth process is facilitated because of fhe PSEs as prices of their goods
and services can be administered.”

While considering the performarice of the PSUs it must be recognised that most of them had
locational disadvantage; sold. the product at administered prices (government fixed price); did not
have access to (he best of technology; had excess of manpower, operated in.areas not meant for
profit making like Railways; were subject to muttiple controls and excess of accounlability and so
on. Even while sick PSEs are reducing in number, the problems  are compounded by : resource

crunch, erosion of net-worth due to continuous losses incurmed by the PSUs, reluctance of financial
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institutions to provide funds for revival of PSUs, heavy interest burden, old and obsolete plant and
machinery, outdated technology, low capacity utilisation, excess manpower, weak marketing
strategy, etc. Inadequate autononty is one reason. Populism and the absence of rational pricing of
goods and services is another reason for the low levels of efficiency in PSUs.

Public Sector and Economic Reforms

Economic reforms were, made necessary to make the economy competitive through market forees.
It was expected to post higher growth rates; make industry yield higher productivity, profits and

1axes which can contribute to poverty alleviation on a war footing. Public sector was in need of
fore, domestic and foreign capital was invited to force the

competition to unlock its value. There
the need for PSE reform during the 7 FYP

PSEs to compete and perform. Government recognized
{1985-1990). )

The New Industrial Policy 1991 made significant changes like dereserving many areas with only 3
areas being reserved today( 2017); equity disinvestment; managerial revamp with greater
autonomy; refering a sick PSU to the Board of Industrial and Financial Reconstruction (BIFR) and

50 On.

List of industries reserved for the public sector

erey (Gontg of Production ard Use

Order, 19537 .
3. Rail\\if{jffﬁ’asﬁéngcf"{iah'gport.‘ R
The period since 1991 when reforms were launch
function g i

« Dereservation

« withdraw them from commercial and other areas like hotels, hakery, cycles etc

« disinvest a portion of the PSU equity for a variety of purposes _

« strategic sale where a PSE is sold overtoa strategic partner who buys majority equity and
takes over management and may extend to complete ownership in due course.
Increasingly they are being subject to market discipline primarily by listing on the stock
exchanges which is the direct outcome of divestment
Globalization - liberal FDI norms and import of capital goods, compel the PSU

ed saw-many reforms in the way PSEs should

s to
perform.
The MOU system is being improved with greater weightage being given to the criferion

of financial performance
Navaratnas (1997) are granted financial and managerial autonomy-

competitiveness (Read ahead)
+ mini —ratnas were taken up for similar reforms
« Maharatnas have been recognized since 2011
o professionalization of boards
o ETF(Bharat-22) 2017

for gldbal

As mentioned above, the reforms have paid off and the performance wproved. -
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Modem Food Industries Ltd., Hindustan Zjne Ld, Bharat Aluminium Cbmpany

and Maruti Udyog Ltd., on the other hand, which were CPSFs earlier, ceased to be CPSEs afier
their ‘privatization’. : .

Along with other public sector majors such as Indian Railways in transportation, the CPSEs are
leading companies of India with significant market-shares in sectors such as petroleum, (e.g. Coal
India Ltd. and NMDC), power generation {e.8. NTPC and NHEC), power transmission {e.g. Power
Grid Corporation of India Ltd.), heavy engineering (e.g. BHEL), aviation industry (eg. Hindustan
Aeronautics Ltd, and Air India Ltd.) storage and public distribution system {eg. Food Corporation
of India and Centra_l_Warehousing Corporation), shipping and trading (cg. Shipping Corporation of
India Lid. and State Trading Corporation Ltd.) and telecommunication (eg. BSNL and MTNL),

BOElsive préserve of Thipublic sector
perefore, ate fackd with competition
ave grown;very fast)iand the farge

Ihi

The New Industrial Policy 1991, as mentioned above, talked of disinvcstmen't-and the Finance
Minister’s Budget Speech in 1999-2000 taiked of privatization for the first time. Definitions are

Disinvestment is the sale of shares of the Government to the retail public or employees or mutual
funds or the Fis. [y other words, in disinvestment (divestment), there is no change in the
Management from public to private hands because cither the government holds majority equity
{51%) oreven if the government holds less than 51% of equity, rest of it is sold to various
individuals and institutions nope of whom holds enough to take over management. It is essentially
moncy-raising exercise with some accompanying benefits. Holding less than 31% is technically
possible but so far has never been done because at that level, the PSE ceases 1o be a public sector

If the Government sells chunk of equity to a single buyer- 26% or 51% or more- to whom the
management is also handed over, it is called strategic sale and the buyer is called strategic partner.
It is a-case of privatization The buyer is one who has presence in the sector and can add value to
the vnit. For example, [PCL being sold to Reliance Industries Lid (RIL) and Balco sold to Sterlite.

Government may also sell off a unit to a strategic buyer- entire equity.
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Strategic buyer is one who not only buys the chunk of entire eqmty- in one tranche or more- but
also-takes over management. That is the "strategic’ part of the sale. It is unlike usual disinvestment
where sale of shares is unaccompanied by management control transfer. The strategic partner gives
higher pncc for the shares as he gets management control along wnth it( management premium).

Also, manning of thc unit improves.

Privatization and strategic sale are the same.

As mentioned above, disinvestment can be for less than 50% stake sale in which case the company
remains a Government company.

The advantages with strategic sale (privatization) are that it gets investment; the strategic partner
with management conirol will invest further for diversification and technological improvement;
market perception will improve as it is no longer a government company; and shareholder value
will increase. With the improvement of the functioning of the company, workers’ protection will

also be guaranteed.

Corporatization is a related term. It means: government units are reorganized along busmess lines.
Typically they are required to pay taxes, raise capital from the market (with no government
backing, explicit or implicit), and operate according to commercial principles. Government
corporations focus on maximizing profits and achieving a favorable return on investment. They
have to opcrate in a level playing | ﬁeld along with the private sector WlthOUt any special

B T T

PR

e it raises finances for the gov¥ent that can be 5£}nt gnhrestmctunng the PSEs

* makes additional firances avai e%} lheg géﬁ tor pitortties

o exposes the enterprises to market discipline, thereby forcing them to become more -

efficient and survive on their own financial and economic strength

« when units become more professionalized and profitable , budgetary support for them can
be minimized freeing resources for social and infrastructural needs

e resulis in wider distribution of wealth through offering of shares to small investors and
employees.

o beneficial effect on the capital market; the increase in floating stock would give the market
more depth and liquidity and facilitate raising of funds by the PSEs for their projects or

expansion, in future.

¢ Opening up the public sector to appropriate private investment would increase economic
activity and benefits the economy, employment and tax revenues in the medium to long

{erm.
e Reducing the public debt that is threatening to assume unmanageable proportions

s Releasing ofher tangible and intangible resources, such as, large government manpower
currently locked up in managing the PSEs, and their ime and encrgy, for redeployment m
high priority social sectors that are short of such resources
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In many areas, ¢.g., the. telecom sector, the end of public sector monopoly brought relief to

consumers by way of more choices and cheaper and better quality of products and services,
Competition made them perform better as outlined above. :

Criticism of Divestment
While the advantages are convineing, the criticism is not to be dismissed wither.

* They constitute family silver and should not be liquidated

* PSEs check the private sector in the wider market place and so are crucial to €conomy.
“or example, if PSEs are not there, private enterprises may cartelise etc

* PSEs contribute by way of dividends and profits and thus are important sources of
public finance

*  The exercise is essentially meant to gamer resources for filling the revemue deficjt

A prudent middie path needs to be adopted by way of extent of divestment; unit chosen; pace of

3

By 2016, aboutRs.1 lakh crores were raised totally since 1992, approximately.

Valuation of Shares

oF;

Fixing the prite

¢ discounted cash flow (DCF) model.

The DCF mode}, method 1 I bisi iess foday:based on the stream of is future profits or
cash flows. Itissa fihe given methods, '

Net asset valuation is not adopted asf‘:i“t;égplies only o the i its that are being wound up and not for
. s [ . b u T AL E2 [ '
running businesses. :

F

Government Policy on Disinvestment /Privatization

As a part of reforming the PSEs, Government’s policy on disinvestment and privatization is
evolving since_ the beginning of the reforms in 199].

Its main elements are: -
*  Divest to raise money and other advantages
* Strategic sale is considered for loss making companies. NITI Aayog recommended
Strategic disinvestment of 34 gick public sector units

* List all unlisted pyblic sector enterprises and sell a minimum of 35 percent of equity to the
public as mandated by SER] by 2017 _

* Buyback of shares » for example, CIL and EIT. i 2017
*  Profit-making PSUs witl got be privatized
¢ Restmciue ang revive potentially viable PSUs:
*  Close down PSUs which canoot be revived or sold
¢ Fully protect the interests of workess.
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Strategic & Non-strategic Classification

Government classified the Public Sector Enterprises into strategic and non-strategic areas for the
purpose of disinvestment. It was decided that the Strategic Public Sector Enterprises would be

those in the areas oft
o Arms and ammunitions and the ailied items of defence equipment, defence aircrafts and

warships;

* Alomic energy (except in.the areas related to the generation of nuclear power and
applications of radiation and radio-isotopes to agriculture, medlcmc and non-strategic
industries);

" e Railway transport. _
* Allother Public Sector Enterprises were to be considered non-strategic.

Buyback of Shares

Buy-Back is a corporate action in which a- company buys back its shares from the existing
sharcholders usually at a price higher than market price. When it buys back the number of shares
ouistanding in the market reduces.

A buyback allows companies to gain name and also malcnal advantagcs By rcducm g the number
of shares outstandin !

“the open market over an extended

The reasons for and advantagcs of" buy— . :
* To provide an additional exit rouge to sh; holdpr*s Wheu shares are under valued or are
thinly traded; £y 1RV
» To enhance consolidation of slakc in the company;
¢ To return surplus cash to shareholders;
¢ To suppoit share price during periods of sluggish market conditions;

State-owned Engineers India Ltd’s Rs. 658.80 crore share buyback took place recently. The funds'

for the buyback were met out of internally generated cash resources of the company. The
govemment was the largest beneficiary as it sold its shares in the company. The government
encouraged cash—surplus PSUs to go for share buybacks to meet its disinvestment target. For the
2017—18 fiscal, it set a target of raising Rs. 72,500 crore through minority sales, stratcglc
disinvestments as well as through listing of state—owned insurance companies. :

EIL is a Navraina public sector unit under the admmlstmtwc control of the Ministry of Petroleum
and Natural Gas. It is an engineering consultancy company provndmg design, engineering,
procurement, construction and integrated project management services, principally focused on the
oil and gas, petrochemicals, fertiliser and LNG industry segments in India and internationally. The
company also operates in other sectors including non—ferrous mining and metallurgy, waste water
and infrastructurc. It is also a primary provider of engieering consultancy services for the
government’s energy security initiative under its Integrated Encrgy Policy for strategic crude
storages.
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Cross-Holdings , : !

State-owned companies like Coal India, NTPC and NHPC, have significant cash on their balance
sheets. It can be used by them o buy shares of one another s the corpanies are relaged and have o

PSE-ETF

raised Rs 3,000 crore in 2014 with the lannch of it first CPSE Subsequently, it raised Rg 8,500 :
crote through two follow-on offers of the CPSE ETF in 2017 Bharat-22 is being |aunched in 2017 :
SUUTI ‘ ' ?

Government holds stake in §| companies, both listed and unlisted, through the Specified Undertaking of
Unit Trust of India, or SUUTL OFf these, 43 companies are listed on the stock exchanges and eight

isted. i i hree companies, ITC, Axis Bank (erstwhile
Uit Tpust of India before its breakaup.
uédat above Rs 50,000 crore,

b

. -a;__;_ i g 'ia:g.e_:
In 2017, the next stage of ETF was l;ﬁ’néheh'}h an igrﬁ\éﬁ\%gnamcr. It is called Bahart-2? and is
Somewhat different from the earljer one htough essentials are same. Bharat-22 has 19 central public

sector enterprises, government banks and some holdings of the government’s investment arp
SUUTI. '

Bharat-22 has 22 constituents against CPSE ETF’s 10. In that §ense, Bharat-22 is more diversified.
Bharat-22 has 2 single company ¢ap of 15% weightage in the fund, and a sectoral cap of 22%,
eosuring that it is well represented by a diversified Spectrum of PSUs While CPSE ETF has only

state-run companies as jis constituents, Bharat-22 hag the government selling stakes in some of the
private sector blue-chip compantes as well bke some holdings of SUUTI (Specified Undertaking
of Unit Trust of India) as mentioned above.Bharat-22 has six sectofs. It features banking stocks,
- CPSEs such as Nalco, ONGC, SUUTT’s bolding in ITC has also been included. Unlike the earlier

ETF, in Bharat-22, the weights of the constituent companies can be changed by the manager,
Methods of Disinvestment of Minority Stake in CPSEs

*  Initial Public Offering (IPO) — offer of shares by an unlisted CPSE or the Government out
of its shareholding or a combination of both to the public for subscription for the first ime.

* Further Public Offering (FPO) - offer of shares by a listed CPSE or the Government out of
its shareholding or a combination of both (o the public for subscription.



SRIRAM s [EW

» Offer for sale (OFS) of shares by promoters through Stock Exchange mechanism —
method allows auction of shares on the platform -provided by the Stock Exchange;
extensively used by the Government since 2012.

+ Strategic sale — sale of substantial pottion of the Government share holding of a central
public sector enterprise (CPSE) of upto 50%, or such higher percentage as the competent
authority may determine, along with transfer of management controi.

o Institutional Placement Program (IPP) - only Institutions can part1c1pate in the offering,

¢+ CPSE Exchange Traded Fund (ETF) - Disinvestment through ETF route allows
simultaneous sale of Gol's stake in various CPSEs across diverse sectors through single
offering. It provides a mechanism for the Gol to monetize its shareholding in those CPSEs

which form part of the ETF basket.

*  Cross holdings

Use of Disinvestment Proceeds

The proceeds of disinvestment are credited into National Investment Fund (NIF) constituted in

November, 2005 and are used for the approved purpose, as decided from time to time.

Presently, the disinvestment proceeds are credited to the existing NIF which is a “Public Account’
snder the Government Accouats and.ihe funds. would..rcmam_ there until wrthdrawn Jinvested for

the approved-putposes.‘The. 1 urposes

SE .0n nghls basns so ‘s to ensure that

51% ownersmp of thie Goverirmentin CPSES is pot diluted.

o Preferential allotment of sharés P%}%g gmoters as per SEBI (Issue of Capital and
Disclosure Requirements) Regul iofis, 2 t”jGovcmment shareholding does not go

down below 51% in all cases where the CPSE is going to raise fresh equity to meel their
Capex program. -

+ Recapitalization of public sector banks and public sector insurance companies so as to
strengthen them through further capital infusion tewards achieving the Basel I norms.

« Investment by Government in RRBS/IFCL/NABARD/Exim Bank;

+ Subsc

* Equity infuston in various Metro projects,

¢ Investment in Bhartiya Nabh'ikjya Vidyut Nigam Limited and Uranium Corporation of
India Ltd.

+ Investment in Indian Railways towards capital expenditure.
Navaratna, Miniratna and Maharatna Companies

Navaratnas
Economic reforms subject PSEs to market competition. Gloablization makes the competition

more intense. To perform in such conditions, PSEs need a level playing field with the private
players. Hence, the Navaraina package that gives autonomy to PSEs.Government introduced the
navaratna concept in 1997, It granted enhanced autonomy to nine selected PSEs referred to as
“Navaratnas”. These were [OC, [PCL, ONGC, BPCL, HPCL., NTPC, SAIL, VSNL and BHEL.
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Navratna CPSEs

The govemment has 4 uantitative sygtem, onfer <0f "Navarathna" on PSE. Accordin
q yetem, gg g g
m ] :

“ Bharat Electronics Limited _

Bharat Petroleum Co:ﬁoratien Limited

Container Corporation of [ndia Limited

Engineers India I imited

Hindustan Acronautics Limited

Hindustan Petroleum Corporation Limited
Mahanagar Telephone Nigam Limited

National Aturniniym Company Limited

National Buildings Construction Corporation Limited
NMDC Limited o

Neyveli Lignite Corporation Limited

Oil India Limited

Power Finance Corporation Limited

Powe 1a Li

to the system, every PSE js rated on thé follgwi

Net Profit to Net Worih

Total Manpower Cost as 2 Percentage of Total cost of Production

Profit before Depreciation fnterest and Taxes (PBDIT) on Capital Employed
PBDIT on turnover

Eaming per Share &
ln{cr-sectm_'al performarnce

To gain Navarathna status, a PSE must  score atleast 60 oui of 100 based on these

Parameters. Additionally, a company must first be a minirama and must have foyr independent
directors on its board before it can be made 2 navaratna

These navaratpas, subject to certain guidelines, now have freedom 1o

incur capital expenditure

decide upon joint ventures

Setup subsidiaries/offices abroad

emer into technological and strategic alliances

raise fonds from capital markets (international and domestic)
enjoy substantial operational and managerial autonomy

Boards of these PSEs haye been broad-based with induction of nonofficial part-time

professional directors,
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For example, Navaraina' status empowers it to invest up to Rs. 1000 cr or 15% of their net worth
on a single project without seeking government approval. The overall ceiling on such investment
in all projects put together is 30% of the networth of the company.

Miniratma Companies
There are two types of miniratna companies: Type 1 and 2.Together there are 73 such companies.
Miniratnas can also enter into joint ventures, set subsidiary companies and overseas offices but

with certain conditions.

Category I Miniratna

They are PSEs that have made profits continuously for the last three years and ezmed a net profit
of Rs 30 crores or more in one of the three years. These miniratnas are granted certain autonomy
like incurring capital expendirure without government approval up to Rs. 500 crores or equal to
their net worth, whichever is lower. There ar¢ 48 miniratnas. Bridge & Roof Company (India)
Limited was added late in 2010.

x

Category I Miniratna '
This category include those PSEs which have made profits for the last three years continuously and

should have a positive net worth. Category Il miniratnas have autonomy to incurring the capital
expenditure without government approval up to Rs. 300 crores of up to 50% of their aet worth
whichever is lower. There are 14 such mimratnas: Bharat Pumps & Compressors Limited was

added late in 2010

Maharatnas e ' '
The Government introduced Mahamtna scheme in Fcbruary, 2010 wnth the objcctwe to delegate

enhanced powers.to the Boards of Idcnllﬁcd -large sized Navratna CPSEs so as to facilitate
expansion of their operations, both i in domcstlc as well as global markets.
"\’% i;%}u iy

Eligibility criteria for grant of Mahdratnd stafus; - Thc CPSBS fulfilling the following cnteria are
eligible to be considered for grant of Maharatna stamis: -

¢ Having Navratna status

+ Listed on Indian stock exchange, with minimum prescribed public shareholding under

SEBI regulations

* An average annual turnover dunng the last 3 years of more than Rs.25,000 crore

¢ An average annual net worth during the last 3 years of more than Rs.15,000 crore

* An average annual net profit after tax during the last 3 years of more than Rs.5,000 crore

+ Significant global presence or international operations.

Delegation of powers to Maharatna _CPSEs :- The Maharatna CPSEs in addition to having
Navratna powers have been delegated additional powers in the area of investment in joint ventures/
subsidiaries and human resources development. The Maharatna CPSEs can invest * 5,000 crore in

one project (© 1,000 crore for Navratna CPSEs).

Maharatna CPSEs :- The (Government has granted Maharatna status to 7 CPSEs : (i) Bharat Heavy
Electricals Limited, (i1} Coal India Limited, {iii} GAIL. (India) Limited, (iv) Indian Qil Corporation
Limited, (v) NTPC Limited, (vi) Oil & Natural Gas Corporation Limited and (vii) Steel Authority
of India Limited. 7.14 During the year 2015-16, the Inter Ministenial Committec reviewed the
performance of four Maharatna CPSEs, viz. indian Oil Corporation Limited, GAIL {India)
Limited, NTPC Limited and Qil & Natural Gas Corporation Limited.
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. Ad-hec Group of Experts (AGE) Report

Empowerment of Central Public Sector Enterprises wag set up in 2004. It was headed by Arjun
Sengupta. It recommended i 2006

¢ greater autonomy for Public Sector Units

*  central PSUs to have trly independent boards. [t has recommended empowering the PSYJ
boards to take decisions about mergers, joint ventures, pricing, expots, appointments,

- selection of dealers, promotion and fransfer of employees, and so on. The ministry
concerned should not review the PSU more than twice a year, Supervision should be done

¢ rnistries should not interfere with the functioning of the PSYJ; under them. Thejr
tmanagements should be accouatable to the board and not to the ministry

* govemment should be given flexibility to divest its stake in PSUs. As long as the
govermnment’s stake remains above s1 per cent, it should not require Parliament’s
permission to divest its shageg even in navramag, miniratnas, and consistently profit-
making PSUs. This can be dope through a board decision. '

¢ supplementary audit by the Comptroller-and Auditor General of India of the PSEs should
- be an exception rather thap nule, as it delays the publi shing of audited accounts ag required

_ TLACCEMEESBIE o e ccommendationistof A(;}}i.z.fclaffﬁg"tél_,__cnhanccment of
nancial powers of Navratna, Mj irama andggthcrszmﬁt-making CPSEs. The remaining

recommendations relating to ownerghip 4386, addif of GbYelnment companies, Article 12 of the

Constitution, Parliamentary accountability, vigilance, managemen in CPSEs, etc. are under
€Xamination.

MOU

judge_ment regarding enterprise’s perfommance, The signalling system overcomes this problem by
adopting the System of "five point scale” and "criteria welght" which ultimately result i
calculation of “composite scare” or an index of the performance of the enterprise
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The MOU system has been adopted as it was felt that PSEs are unable to perform at efficient levels
because of multi-point accountability. Also, there was no clarity of objectives. Absence of
functional autonomy also hampered their performance.

MOU is a freely negotiated agreement between the public enterprise and the administrative
ministry. Under the agreement, the enterprises undertake to achieve the targets set in the agreement
at the beginning of the year. The MOU covers both financial performance as well as non-financial
performance. Under this system performance of the company is categorized into five categories
namely: excellent, very good, good, fair, and poor.

The objectives of the MOU system are to improve the performance of public enterprises by
increasing autonomy and accountability of the management; remove the fuzziness in the goals and
objectives the enterprise is to pursue through clearly laid down performance targets at the
beginning of the year; enable the evaluation of managerial performance through objective criteria
and provide a mechanism to reward good performance through performance incentives to

stimulate improved performance.
Some Recent Initiatives in Restructuring The PSEs
» Maharatna status to 7 companies

* more companies given navaratna and mini ratha status to improve their performance in the
global.competitive environment .. .

. fiend stratepigsalecete. +

e B EEL D

Managerial and financial al.itr:morn-y‘%‘-iLk':}%'ﬂ-nir%"l[%’tn‘t&fai]t;ﬁ';r'-é i?u“.:£ 'PSFs to fupction well in a market
economy where there is severe competition and the companies are also listed on the stock
exchanges. Steps for rendening autonomy to the PSEs are essentially two

+ Maharatnas

+ Navaratna and miniratna status

+ MOU

+ Disinvestment

(Given above in detail)
Read along with the AGE repori given above.,

Professionalisation of PSU Boards

s MOU ‘
+ outside professionals should be inducted in the boards of PSU in the form of non-official

Directors whose number should be at least 1/3 of the Actual strengzth of the Board

¢ Under the Navratma/Miniratna package, the board of select PSUs have been
professionatised by inducting a minimum of 4 non-official Directors in case of Navratnas
and 3 in casc of Miniratnas. )

e pumber of Government Directors on the Board should not be more than two
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nurture the company, in PSU the rules with fespect to superannuation tends to focus attention on
short term strategies-co-terminus with CEQ’s tenure. There is, hence a'need to provide continuity

in the management by appointing CEQ and other members in the Board of Dj rectors for longer
tenure with representation of shareholders other than Gol Shareholders: :

Multiple-A udit

The business decision in PSUs gets influenced by presence of a mumber of controlling agencies,
such as the Ministry, patliamentary commuttees, CAG, CVC ele. The end result of this is recourse
to a nisk- adverse approach to business. For cxample, there is a decision related purchase of second
band equipment where on the spot decision i required and transparent processes such as global bid

ang
t contributing:as sha
support. The: ToleZof:N
avoided.

y;ithe Mmlshys role shonld be fimited
& companiesand providing it the requisite

anagement through correspondence should be
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Non Commercia] Activities

PSUs are expected to function on commercial consideration but are burdened with takeover of
some sickfpotentiaﬂy sick units,

Investment in newer unjts is based on Soc1o-political consideration, Thig results in non-flexibility
of to the company to reorganise jts own business. Regularisation of contract [abour under article 12
of the Constitution forces PSUs to absorb extra Jabour without any constderation to the existing

manpower strength. PSUs are unable to spin-of logs making units or close operations in those
units, which have become operationally unviable

Niti Aayog and Disinvestment¢

Finance minister said in his Budget 2016-17 speech that NIT] Aayog would identify Public Sector
Units for strategic sale, A new policy for Management of government investment 1 Public Sector
Enterprises, including disigvestment and strategic sale, was approved to leverage the assets of
CPSEs for generation of resources for investment in pew projects: encouwrage CPSEs to divest
individual aggefs like land, manufacturing nits, etc to release their asset value for making
[nvestment in new projects; for efficient management of investment in CPSEs by addressing issues
such as capital restructuring, dividend and bonys shares

The NITT Aayog was tasked to identify the CPSE;s for Strategic sale, )
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DIPAM

The Department of Disinvestment was renamed as Department of lnvestment and Public Asset
Management or 'Dipam’. It is aimed at proper management of Centre's investments in equity
including its disinvestment in ccntml public sector undertakings.

The new dep:imnent has been mandated to "advise the government in the matiers of financial
restructuring of central public sector enterprises and for attracting investment through capital

markets.”

Fifiance Minister announced renaming of the Department of Disinvestment in his budget speech
for 2016-17.

The Dipam is a part of work Finance Ministry and it deals with “all matters relating to
management of central govemment investments in equity including disinvestment of equity in
central public sector undertakings".

It also deals with "all matters relating to sale of central government equity through offer for sale or
private placement or any other mode in the erstwhile central public sector undertakings.”

All other post disinvestment matters, including those relating to and arising out of the exercise of
call option (buying more shares of the same unit by the one who bought the majority stake already
as in Balco)i spwhiilescengral public sector ‘undertakings, shall
continue to bé; Zof‘départment concerned, where necessary,

in consultation’”

Purchase Preference Pollcy% j
RTAY Efﬁaa *

Government gives purchase preference in supply of goods and services to the Govemnment

Departments, Autonomous bodies and other PSEs if the price quoted by the supplying CPSE is

within 10% of the lowest valid bid price, other things being equal. It helps support the PSEs.
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INFRASTRUCTURE

Infrastructure is the foundation for economic growtk. It includes both the physical, natural and
organizational structures which are the preconditions for sustainable economic development:
roads, ports, airports, bridges, railways, water supply, sewers, power, telecommunications
irigation etc. ' :

¥

Infrastructure facilitates the production of goods and services; distribution of final products to
markets as well as basic social services such as schools and hospitals.

Infrastructure can be physical or social or natural. I can be hard or soft. "Hard® infrastructure
refers to the large physical networks necessary for the functioning of a modem industrial nation,
whereas “soft” infrastructure refers to all the institutions (organisations) which are required to
maintain the economic system, health, and cultural and social standards of a country, such as the
financial system, the education system, the health care system, the system of government, and law
enforcement. '

Various types of Infrastructure

Transport infrastructure
* Road and highway.networks, including sh (bridges, tunnels, culverts)
: . Hisvstems sib tramways, and bus transportation)
s, éfignall'i_:gg and communications

» Canals and riavigable-waterway Wayey
[ ] Seapons . Ty ‘ . 5 ' oo d g_’ “
. Aiporis Conew Delh

Adequate transportation infrastructure is a essential for economic development and growth. Apart -
from facilitating cheaper and more efficient movements of goods, people and thus enabling .

growth, it also helps in national integration. Transportation infrastructure impacts the distribution
of economic activity and development across regions; helps business to multiply;  consumer
welfare; productivity enhancement; balanced regional development; employment; demand: and
makes the government access higher levels of fiscal resources to direct and indirect taxes. It is seen
in the case of Golden Quadrilateral and PMGSY- the latter accounting for benefits for agriculture
0.

Energy infrastructure

¢ Electrical power network, including generation plants, electrical grid, substations, and local
distribution.

» Natural gas pipelines, storage and distribution terminals

* Petroleurn pipelines

* Specialized coal handling facilities for washing, storing, and transporting coal.

¢ Renewable encrgy infrastructure like wind, solar power , hydro power, geothermal power
and biomass or biofuel facilities

* Coal mines, oif wells and natural pas wells { may alse be classified as being part of the
mining and industrial sector of the economy)
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Water management infrastructure
» Drinking water supply
~» Sewage collection, and disposal of waste water
+ Drainage systems '
+ Major irrigation systems {reserveirs, ismigation canals)
+ Major flood contro] systems

Commumcatlons infrastructure
» Postal service :
¢ Telephone networks (land lines) incleding telephone exchange systems
+ Mobile phone networks '
o Television and radio transmission stations
o Cable television physwal networks including recelvmg stations. and cable distribution
- networks
¢ ' The Internet, including the internet backbone
¢ Communications satellites

s Undersea cables

 Major private, governiment or dedicated telecommunications networks, such as those used
for internal communication and monitoring by ma_lor infrastruciure cempanies; by
governments, by the military or by emergency services, as well as national research and

cducation networks

Ser

Solid waste incinerat
which convests organic mén%tggg%thagc;
¢ Materials recovery facilities =~ '
¢ Hazardous waste disposal facilities

Information technology (IT) infrastructure -
IT- comaponents that are the foundation of an IT service- physical components (computer and

networking hardware and facilities), various software and network components.

Soft infrastructure
Soft infrastructure means the body of rules and regulations governing the various systems, the

financing of these systems, as well as the systems and organizations by which highly skilled and
specialized professionals are trained, advance in their careers by acquiring experience, and are
disciplined if required” by professwnal associations (professmnal training, accreditation and

dlsmplme)

Unlike hard infrastructure, the essence of soft infrastructure is the delivery of specialized services
to people.

Economic infrastructure
s The financial system, including the banking system, financial institutions, the payment

system, exchanges, the money supply, financial regulations, as weil as accoummg
standards and regulations
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* Major business logistics facilities and systems, including warechouses ag well ag
' warehousing and shipping management systems
* Manufacturing infragtryc » iBcluding industrial parks and special economic zones, piug
the: public safety, zoning and environmental laws and regulations that govem and limis
industrial activity, and standards organizations .

* Agricultural, forestry and fisheries infrastructure, including specialized food and livestock
~ transportation and Storage facilities

‘Social infrastructure

* The health care system, including hospitals, the financing of health care, including health
insurance, :

*  The educational and research system

* Skilling bodies _ o : _

*  Social welfare éystems, including both government Support and private charity for the poor,

 for people in distress o victims of abuse ' :
* Sports and recreational infrastructure, such as. parks, sports facilities, the system of sports
leagues and associations _ ' '
¢ Cultural infrastructure, such as tuseums, libraries, theatres, studios, and specialized
- - taining facilities : )
. *~ Business travel and fourism infrastructure

Criﬁ‘_cal infrast

e

rod ] nd'di
telecommunication; - %‘e‘i £run § ? Y iy :
* water supply (drinking water, Waste' Watetiewage” Stémming of surface water (e.g. dikes

and sluices)};
*  agriculture, food production and disiri bution;
* public health (Bospitals, ambulances); ' :
* transportation Systemss {fuel supply, railway network, airpouts, harbours, inland shipping);
*. financial serviges (banking, clearing); : '
* Security services {police, military),

NCIIPC is an organisation of the Government of India created under Sec 704 of the Information
Technology Act, 2000 (amended 2008) in 2014. Based in New Delhi, India, it is designated as the
National Nodal Agency in respect of Critical Information Infrastructure  Protection. The

Information Technology Act; 2000 defines Critical Information Infrastructure (CID) as “._. those -

~Computer resource, the incapacitation or destruction of which, shall have debilitating lmpact on

national security, £Conomy, public health or safety” NCIIPC broadly identified the following as
“Critical Sectors” - '

* Power & Energy

* Banking, Financial Services & Insurance.
*. Telecom
* Transport
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Government |
Strategic & Public Enterprises

NCHPC-functions and duties

National nodal agency for all measures to protect nation's crifical information
infrastructure. ' _

Protect and deliver advice that aims to reduce the vulnerabilities of critical information
infrastructure, against cyber terrorism, cyber warfare and other threats.

Identification of all critical information infrastructure elements for approval by the
appropriate Govcmmcnt for notlfymg the same.

Provide strategic leadership and coherence across Govemnment to respond to cyber security

threats against the ldeut;ﬁed critical information infrastructure,

Coordinate, share,- momtor, collect, analyze and forecast, national level threat to CII for

policy guidance, expertise sharing -and sitvational awareness for early warning or alerts. -

The basic responsibility for protecting CII system shall lie with the agency running that
Cll. .

ASSlStIIlg in the development of appropnate plans adopllon of standards, sharing of best
practlces and reﬁuement of procurement processes in reepect of protectlon of Critical

Heat s .

) 1[1ty assessment and auditing
nnplementatlon for protectlon of

Undertakmg research and deve[opmenl andzalh B.(:twmes prov1d1ng fundmg (including

grants-in-aid) for creating, collabor%tmg and'dev lopment of innovative future technology

for developing and enabling the growth of skills, working closely with wider public sector
industries, academia et al and with international partners for proteotlon of Critical
Information Infrastructure. :

Developing or orgaoising training -and awareness programs as also nurhming and
development of audit and certification agencm for pro(ectzon of Crttical Information
Infrastructure.

Developlng and executing national and international cooperatlon strategles for protcctlon
of Critical Information Infrastructure.

Issuing guidelines, advisories and vulnerability or audit notes etc. rélatin g to protection of
critical information infrastructure and practices, procedures, prevention and responsc in
consultation with the stake holders, in close coordination with Indian Computer Emergency

'Resp_onse Team and other organisations working in the field or related fields.

Exchanging cyber incidents and other information relating to attacks and vulnerabtlities
with Indian Computer Emergency Response Team and other concerned organisations in the

field.

In the event of any threat to critica) information infrastructure the National Crtical
Information Infrastructure Protection Centre may call for infermation and give directions to
the critical sectors or persons serving or having a critical impact on Critical Information
Infrastructure.
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{CERTs) and will also install sensors op critical systepns for' getting real-time information
regarding cyber attack of any kind for preparing a quick response. :

,Urba'n infrastructure

Urban or municipal infrastructare refers to hard infrastructire systems owned apd opefated by
municipalities, such as sireets, water distribution, and sewers, It may also include some of the
facilities associated with soft in&astrucuxrc, such as parks, public pools and libraries,

Green Infrastructure .

Green infrastructure is 4 concept that highlights -the imporfance of the natural environment in
decisions about land yse planning, In particular there is an emphasis on the "jfe suppoit” functiong
provided by a network of natural eoosystems, with an emphasis on interconnectivity o' support
long-term sustainability, Examples include green belts, wild fife sanctuaries; eco sensitive regions,
Tiger, lion, and ¢lephant reserves; bird Sanctuaries; western ghat being conserved ete, '

Natural infrastructure SR ' ‘ _

It may be used Synonymously with green infrastructure. Natyra] infrastructures are planned and
‘Panaged natural or semi-natura] systems, which can provide benefits forests, agficultura| lands,
estuartes, coasta landscapes  and. wetlands. These soluti_qns comprises coastal ecosystem
(mangroves, fg T TS e e REEAT e o to@s’f ’”ﬁéié‘féhéﬂf"ﬁﬁgtomtion (by
sustainable [apg genie; 3 “aiforeSfationifor carbon gequestration;
habjtat restotifi@%q Gori§ '%édia on ;d;f-f_ghap'iliig_:ate,_{bontamiuated
soil and watef sl sabor Seaffecteddy arotind 288 weather-related
disasters during 19959075 % avoid'risk “and damags, %ad to build resilience to these
disasters, natural infrastructure solufipr inc%%ingi)gvge;ng considered and implemented It
helps in achicvemert of SustainableiDev%?ﬁcn Go s£( DGs) and the Paris Climate Agreement
targets Intended Nationally-Dctennined'Conn'ibutio'ns (INDCs).

Cun‘ently,l the source of financing varieg g gnificantly across sectors. In India, some are monopoly;
nailways and nuclear power. Some sectors are domiinated by govemment spending, others by
Overseas development aid (ODA) and yet others by private invesiors, PPP is cmerging as the
. dominant model, Depy and equity are, like anywhere else, the ways of raising resources.

The total Invesiment in infrastructure spotors in the Twelfth Plan(2012-17) s estimated to be

Rs.55.7 lakh crore.The share of private investment in the total investment in infrastructure was 48
percent during the Twelfih Plap : "

Infrastructyre may be owned and managed by governments or by private companies, such ag sole

public utility or railway companies. O it can be a Joint operation of construction, management and
ownership (PPP) in which there arc many models as we will see ahead.

256

[

hen

EE
ot .

e,

PR

RS

o P L S Tntdey HED
BT i S - '

Hragnl R

?'4_.'1'



A R iy N L W R T TR DI PP S

PPPs

Goverments in most developing countries face the challenge to meet the growing demand for new

and better infrastructure services. As available funding from the traditional sources and capacity in
the public sector to lmplemcnt maay prolccts at one time remain limited, govemments have found
that partnership with the private scctor is an attractive 2lternative to increase and improve the
supply of infrastructure services. :

The partners 10 a PPP, usually th:ough a legally binding contract or some other mcchamsm apree
to share responsibilities related to implementation andfor operation and management of an

infrastructure project. This collaboration or parmershlp is built on the expertise of each partner that
meets clearly defined public needs through the appropriate allocation of:
+ Resources
¢ Risks -
Responsibilities, and
Rewards

The availability of high-quality infrastructure and the overcoming of India’s infrastructure deficit
is crucial fo attaining and sustaining rapid growth that generates the gainful jobs. It is urgently
required for India to grow rapidly and generate a demographic dividend.The Government of India
ldentlﬁed pubhc—pnvate partnershlps (PPP) as a way of developing the country's infrastructure for

. . valuable.instument--to speed up
e 20003, ,PPPs were succesm“ull)r
PPPs RS

implemented;

PPPs havc b ; furc dcvelopmcnlas

* They can enhance the supp]ya%{ much»neeg tructure services.

¢ They may not require any 1mesd1atcioash p%lﬁ %1“ ﬁe y provide rchcf from the burden of
the costs of design and construction.

+ They allow transfer of many project risks to the private sector. .

o They promise better project design, choice of technology, construction, operation and
service delivery. o

* Rationalize taraff for services like power and rads wnthout any resistance from pubhc

Kelkar Committee defines PPPs as : Public Private Partnerships (PPPs) in infrastructure refer to
the provision of a public asset and service by a private partner who has been conceded the right
(the “Concession™) for the pupose, for a specified period of time, on the basis of
marketdetermined revenue streams, that allow for commercial return on invesiment. '

There are many models of PPPs being followed in India.

Build-operate—transfer (BOT) or build—om—operal&-transfer (BOOT) is a form of project
finarcing in which a private entity receives a concession from the private or public sector to
finance, design, construct, own, and operate a facility stated in the concession contract. This
enables the concessionaire to recover investment, operating and maintenance expenses in the
project. Due to the long-term nature of the arrangement, the fees are usually raised during the

concession period.
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BOT has uses im infrastructure projects as a form of public—private partnership. In the BOT
project, Government delegates to a private sector entity to design, build infrastructure apd io
operate and maintain these facilities for a certain period. During this period the private party is
entitled to retain all revenues generated by the project. The facility will be then transferred to
government at the end of the concession agreement. '

V-BOT 3

In a BOT project, there are instances where the contractor realizes the investment and profit ahead
of the contract period and there are cases where he does not realize even afier the contract period
is over. There should thus be flex ibility.

_ The govcmmenf is considering offering a .“rolliné contract” for road development that will have

the above said flexibility: NHAI will reserve the nght to take over the project to stem public

Opposition over “super profits”. The model-—variable build operate and transfer (V-BOT) .There
have been severat instances of protests in states including Delhi, UP and Maharashira against the
toll collection by the concessionaires for many more years than necessary. Under this model, the
projects will be bid out on the basis of total cost (including construction, financing, operation and
maintenance) for a defined contract period. The 'lowest bidder wil] get the project and will build,
operate and collect toll. If toll collection increases beyond the projection due to high traffic growth,
the contractor will recover the cost before the quoted period and NHA] will terminate the contrac.
NHAI will then collect toli to recover the land cost. Wheg that amount is recovered, toll will be cut

il compulsorily have 100% clectronic toll collection, installation of
SSifiet svsie ‘I tiifi"'glhd'qmcr systems. -

iffe

=

6% Vied! uters using the Delhi-Noida Direct
jor traffic artery connecting southeas Delhi with'Noida across the Yamuna jg
Uttar Pradesh. Noida Toll Bridgef’%)fb‘gxpmg_y NEBGL is the special purpose vehicle to
develop, construct, operate and maintaDND, The & ihita High Court order was caused by a
public inferest petition filed by abody of Noida residents, The court considered several aspects of
the case before ruting that NTBCL had “recovered all réasonable refurns” on its investment, and

Was 1o longer entitled to collect toli Supreme Court upheld the same in 2017.
Concession -

A concession o concession agreemient is a grant of nghts, land or property by a government, local
“authority, corporation, individual or other legal entity. Public services such as roads, hospitals roay
be operated s a concession In the case of a public service concession, a private company enters

In condession;, payments.can take place both ways: concessionaire pays to govemment for the
concession rights and the government may pay the- concessionaire, which it provides under the
agreement to meet certain specific conditions. For example, hybrid annuity model or VGF.
Usually, such payments by the government may be necessary to make projects commercially
viableand/or reduce the level of commercial risk taken by the private sector, particularly in a

developing or untested PPP market. Typical concession periods range between 5 to 50 years,

A BOOT structure differs from BOT in that the private entity owns the works, During the
concession period the private Company owns and operates the facility with the prime goal to
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recover the costs of investment and maintenance while trying to achieve hi gher margin on project.
The private entity has additional rights being owner- raise loans against it as collaterai. o

Hybrid-Annuity Model (HAM) -

HAM was introduced in 2016 essentially for road infrastructure projects. About 30 highways
projects have been awarded under HAM by the National Highway Authority of India (NHAJ) af a
total cost of about RS.28,000.crore. Half the projects awarded in 2016. 17 were under HAM.

As per HAM model, 40% of the capital cost quofcd is paid upfront by government while
the remaining 60% of the cost will be paid over the life of the project as annuities. That is
the meaning of “hybrid”. It must be differentiated from VGF where the gap is given as

- grant. In HAM, the initial payment is adjusted from annuities.

HAM is a financial innovation in funding for infrastructure that emerged from a practical need.
The BOT model was not considered viable by the private players to invest as the private player
had to fully mobilise finances and bear the risk. Banks were unwilling to lend to these projects as
they had burnt their fingers and accumulated NPAs. Risks were unevenly distributed getween
government and private builder as developers had to take the entire risk of low passenger traffic.
Projections on traffic go wrong affecting returns. Hence the reluctance to commit large sums of
money in such models. ' ' ' :

P I

e Government. T;;h;é"annfuity payment
risk: all by thefiigelves. From the

portion‘of the project ¢ost,

It helps by d;,
structure mea

Government -has many incentives: Muilds gdsg‘gélagl% Ej%sinesses, boosts tax buoyancy as it
triggers economic growth, land pn'cés‘% t?n the - 1§i-n;§ hat helps the owners etc. There is less
traffic congestion. HAM projects are also being tested in urban infra developments such as metro
rail projects. : '

In 2017, Hybnd Annuity based PPP model was adopted for the first time in the country in

Sewage managemcent sector in two major cities in Ganga river basin - Varanasj and
Handwar. ' :

TOT

' The government approved a model vnder which toll highways operated by the National Highways

Authority of India (NHAI) for over two years will be leased out to entities which will collect toll
and operate the project for a specified daration, in a return for an upfront fee. The money raised
will be used to invest in developing more highways.

GOl identified 75 national highway projects adding up to 4,500 kra for the toll-operate-transfer

(TOT) model. The overall annual toll collected from these projects is about Rs2,700 crore. Proje_cts
under the TOT mode! will be awarded through intemational competitive bidding where foreign
funds can also (ake part. '

TOT model will bring new investments to the highways sector. Under the TOT tmodel, the investor
wiil collect toil and be responsible for operation and maintenance of the project. '

259

o

\ al

Hr

L L o T AP i 1

R LR

o S

I R R AL N b

\!":?v,‘ ,'._'.Iv.'.-:-.fg-.'n..;-_',. e

s



TR A R T T PR S e R N T S i s s S AR B e s
T T N T D S e

SRIRAMIEEH

Proceeds from TOT auctions wi] free up valuable taxpayer capital and augment resources for new
infrastructure projects,

‘The model is likely to help NHAT raise capital to fund road projects based on the engineering,
procurement and construction (EPC) and hybrid annuity models. It will also be an opportun; ty for
pension funds and infrastructre investors to invest in India’s road sector profitably.

Swiss Chall'enge- -

O railway stations using the Swiss challenge method. it

hization, mega investments b creation etc. N

benefits: efﬁcwncy m{he use of capital;
goSt saving fro the govéimment ;speed up

The critics of this method point tolap%*gngé‘ Qﬁ&reagqﬁgb%té@g_ as i reality unsolicited bidder may
not be in reality unsolicited becays of the politics-busmess nexus,

In-an age of crony capitalism, odmpanies may employ questionable means to wii mega projects.

Thus this method has a potential (o encourage [arge-seale corruption and erosion of préecious public
resources, I .

Effective legal ang regulatory regime is ﬁeccssary o make the most of the Swiss Challe'hge
method.

Kelkar Committee report on. Revisiting and Revitalising the PPP model of infraStmcturc
development,” presented GOJ in 2015 discouraged the government from following the ‘Swiss
Challenge’ model of auctioning infrastructure projects.

Viability Gap Funding

The VGF Scheme was notified in 2006 to enhance the financial viability of competitively bid
infrastracture projects, which are pistified by economic returns, but do not pass the standard
thresholds of financial retums- that is their commercja viahility is not good to be taken up by the
private partics Under the scheme, grant assistance of up to 20 per cent of <apital costs is provided
by the Central Government to ppp projects undertaken by any Central Minisiry, State
Government, statutory entity or Jocal body, thus leveraging hud getary resources to access a larger
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poot of private capitzl. An additional grant of up to 20 per cent of project costs may be provided by
the sponsoring Ministry, State Government or project authority.

UDAN (Ude Desh ka Aam Naagrik) is an ambitious regional air connectivity scheme for which
GOT set up a trust for disbursing viability gap funds to the participating airlines. Airports Authority
of India (AAI) is the nodal agency for the scheme that dims to connect un-served as well as under—
served airports and make flying affordable for the masses. As atleast half of the seats in UDAN
flights are to be offered at subsidised fares, the participating carriers would be provided a certain
amount of Viability Gap Funding (VGF) -- an amourit shared between the Centre and the state
- cohcerned. . ' _ ' :

Take out financing

Banks aftract_deposits whose average life is about 3-5 years and 50 can not be lent to finance

infrastructure. But take out financing can be helpfu! as banks lend long term but after 3-5 years, a

firm like India Infrastructure Finance Company Limited (IIFCL) takes out the account from the
banks books. It pays the bank what the borrower owes it and collects the money from the
bomrower. It was introduced in 2009-10.Takeout financing is an accepted international practice of
releasing long:-term funds for financing infrastructure projects. Tt can be used to effectively address
Asset-Liability mismatch of commercial banks arising out of financing infrastructure projects and

also to free up capital for financing new projects.

infigstructure projects.

ks
W y
i3 :

T )
o To expandisoirecsart.

entities i.e. medium / s

Indncefor: infr stn_igﬁii'é-pr()]ects,by,fac'ilitatri'ng.particii‘aation of new
mall sized banks, ingurance companies and pension funds.

o REeV Lrehn

India Infrastructure Finance Company Limited (IFCL)

[IFCL was i_ncorpor_aléd' in 2006 for providing long-term loans for financing infrastructure projects

that typically involve long gestation periods. IIFCL provides financial assistance both through
direct lending to project companies and by refinancing banks and financial institutions as also take

out financing. IIFCL raises funds from both domestic and overseas markets on the sirength of

government guaraniees.
HFCL is a wholly-owned Government of India company.

The sectors eligible for financial assistance from IIFCL broadly include transportation, energy,
water, sanitation, communication, social and commercial infrastructure. ’

HFCL has been registered as a NBFC with RBI.

The authorized and paid up capital of the company (2017) stood at Rs 6,000 Crore and Rs 4,002

Crore, respectively.

By 2017, IIFCL made cumulative gross sanctions of Rs 77,000 Crore to 442 projects under direct
lending and cumulative disbursements of Rs 56,000 Crore under Refinance and Takeout Finance.
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Plag and play model

The Union Budget 2015-16 proposed a 'plug—and;p'lay' model for big-ticket infrastructyre projects

such as power plans, airports and roads, where al| regulatory clearances will be put in place before
they are awarded to private developers through a transparent auction, :

GOI announced plans to set up five ultramega power projects (UMPPs) of 4,000 mw' each under
the ‘plug-andplay’ model, This means winners of the contract can start implementing the project
immediately, without worrying about all the regulatory clearances and coal or gas linkages — the
“causes for so many stalled projects in the country. This should unlock investments to the extent of
Rs 1 lakh crore. Government will consider plug-and-play mode! for other projects such as roads,
ports, rail lines and airports as well, .

It witl help the government attragt foreign and domestic investments into much-needed
infrastructure projects as it will significantly cut down project implementation time and cost and
time overruns. ' - : C

In_frasfructure Debt Fund

g payback periods, and, therefore, require

re projects in India are figanced mainly by
marketlacks- depth 1o -address-the needs for a
5, Infrastructure Develdpment Funds
) do%esnc“‘and Toreigd pension and
bk ReSeive Bankiof Indid; and {ho Securities and
Tegulatoryframework. for the IDFs. -

 chaniielig ieig.nn
Exchange Boatdof Iidis Kav&al SR s

Setting up of Infrastructure Debt Fu?ﬁ;(ﬁﬁfs) wgsgaﬁngéfcéd in the Union Budget for 2011-12.
An IDF can be structured either as g Company or as a trust, If set up as a trust, it would be

of RBL Guidelincs with enabling provisions have already been issned by the Reserve Bank of
India and SEBI. By 2017, three infra debt funds have been set up through the NBFC route and
three through the MF route. S :

An IDF-NBFC would issne either rupéc or dollar denominated bonds o mobilise money to be
invested in infrastcture PPPs, '

Establishmént of Infrastructure Debt Fund through ppp model is gaining ground iy Tndia, Three

IDFs set up through the NBEC route — L&T IDF, India Infradebt and IDFC IDF— have grown |

. galloped from 600 crore about in 2015 to over 39,000 ciore in 2017-18,

Infradebt Limited fund is jointly promoted by ICICI Bank, Baak of Baroda, Life Insurance
Corporation (LIC) and Citicorp Finance (India), - ,

Infrastructure Investment Trust {(InvITs)

Infrastructure Investment Trust (IavITs) is like 2 mutual fund, which enables djrect investment of
small amounts of tmoney from individual/institutiona| investors in infrastructure to €217 Income as
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return. InvITs work like mutuaj funds or real estate investment frusts (REITs). InvITs can be
treated as the modified version of REITs designed to suit the specific cm:umstanccs of the
infrastructure sector. They are regulated by SEBL.

Masala Bonds
{discussed elsewhere)

Engineering, Procurement, Construction (EPC) Contract and Turnkey

Developed countries are preferring Engineering, Procurement and Construction (EPC) contracts
where the contractor is responsible for design and construction on a turnkey basis and for a fixed
price. Tumkey is a traditional public sector procurement model for infrastructure facilities.
Generally, a private contractor is selected through a bidding process. The private contractor
designs and builds a facility for a fixed payment. The contractor assumes risks involved in the
design and construction phases. This type of private sector participation is also known as Design-
Build. Bolh EPC and Turnkey propcts for general purposes are similar.

L.ease

In this category of arrangement, the operator (the leaseholder) is responsible for operating and
maintaining the mfrastruct'ure faclllty (that aircady exlsts) and services, but generally the operator

is not reqmreii eni this model is applied iii combination
with other ease, the@opcratot relams revenue
collected frot ._-spemﬁed ‘Tease ‘fee, payment to the

contracting a kes the responsibility for investment and

Phelin

Sultahlhty and which model to select

Each. model has its own pros and cons and can be suitable for achieving the major objectives of
private-private partnership to a varying degree. Special characteristics of some sectors and their
technological development, legal and regulatory regimes, and public perception about the services
in a sector can also be important factors in deciding the suitability of a particular model of PPP.

There is no single PPP model that can satisfy all conditions.

A typlcal PPP structure can be quite complex mvolvmg contractual arrangements between 2

number of parties, including the government, project sponsor, project operator, financiers,
suppliers; contractors, engineers and customers. The creation of a separate commercial venture
called 2 Special Purpose/Project Vehicle {SPV) is a key feature of most PPPs. The SPV is a [egal
entity that undertakes a project and negotiates contract agreements with other parties including the

gO}'ﬁHlﬂlCﬂt.

SPV has many advantages. Protected finance is available. A project may be too large and
complicated to be undertaken by one single investor considering its investment size, management
and operational skills required and risks invoived. In such a case, the SPV mechanism allows
joining hands with other investors who could invest, bing in technical and management capacity
and share risks, as necessary.The government may also contribute to the long-term equity capital
of the SPV in exchange of shares. For example, GSTN.
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Sometimes, governments want to engyre 4 confinued interest (with or without conirolling
authority) in the fmanagement and operations of mffastructure assets such a5 a port or an aitport
particularly those which: have strategic importance, or iy assets that require significant financjaj
confribution from the government. In sych a case, a joint venture may be established. A Joint
venture is an operating company owned by a government entity and 4 private company (or

muliiple companies including.foncign companies if permitted by law), or a consortiym of private
companies. : - o '

Other than its strategic, financial and €conomic interest, the government may also like to directly
participate in a PPp project. The main reasons for such direct involvement may include:
* Tohold interest in strategic assets; '
* To address political sensitivity and fuifil socia] obligations;
¢ Toensure commercial viability of the project;
*  To provide greater éonﬁd_encg to ienders: and
¢ Tobave better insight to protect public interest.

PPP in Highways

The Nationa] Highway network of the country Spans about 70,548 km. The National Highway.

0ad network of the. country to world class

nt requitement -is expected to be

spaiining length of about 45,000

d port conngctivity projectsy and a

PRGIRALISHANCE 00 PPPS. Expressways are the highest

1an road netyork . They ar_c,gsix ar eight-lane highways Under Bharatmala

Project(2017), over 83,000 km of naﬁgﬁ@‘lﬁ@\wa&g@@&@nsﬁucm at an estimated investment

of Rs 7 lakh crore by 2022 Private participation through public private partnership (PPP) of about
Rs 1 lakh.crores. S }

PPP in Civil Aviation
(Udaan given clsewhere)

PPP in Urban Infrastructure o .
Private sector paiticipation needs to be cocouraged in urban infrastructure sectors like water sup-~

efficient transport services, construct and maintaip modemn bug terminals with commercial -

complexes, over bridges, city roads and so on. PPP initiatives are also being undertaken to develop
Metro rail systems in Indian cities.

H y_dembad Metro Rail Project

Hyderabad Metro Raj| Project on PPP mode, being developed on Design, Build, F inance, Operate

and Transfer (DBFOT) mode, The project was awarded to the successful bidder for a VGF
provided by the Central Government while the remaining investment will be made by the
COncessionaire, This is the single largest private i avestment in a PPP project in India. Tt is also ope
of the targest metro rail projects built and operated by a private entity anywhere i (he world. The
project demonstrates how farge volumes of private capital cap be deployed in public projects in 2
transparent, efficien{ anq competitive manner, The concession has been awarded on the bagis of
the Model Concession Agreement for Urbap Transit developed by GOL
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PPP in Ports

The government has encouraged private sec- for participation in port development and operations,
Foreign direct investment up to 100 per cent is permitted under the automatic route for port
development projects. Private investment has been envisaged on PPP basis in ports of Kolkata,
Haldia, Paradip, Vizag, Ennore, Chennai, Tuticorin, Cochin, New" Mangalore, -Monﬁugao
Mumbai, INPT and Kandla, - - '

b3

PPPs in Social Sectors S _ .
The Twelfth Plan (2012-17) lays special emphasis on the development of social Sectors in view of

their impact on human development and quality of life, especially of the underprivileged sections. _

The physical targets st in the Plan cannot be met out of public resources alone. }t s, therefore,
imperative that resources have to be attracted from the private sector to ensure that targets, in
Physical and financial terms, are met by the ead of the Twelfth Plan period. "

"a'fgéiﬁiiﬁs%ﬁ"Eﬁgjéésé'i;bns, although
hich would provide réimbursement
nt::The main-adyanta &s of adopting the
en danyest ent, redilction if time and cost over-
runs, impmvementmeﬁimchc’:iéé'éiﬁé_l"?:f‘é"t’férgif fy ot performance.” 7 7
. S YA ) L sﬁ% % 2
PPP in Education % €W L Ciid

A scheme for se ing up 2,500 schools under PPP md_de was rolled out in the Twelfth Plan: The

sl

tt
puipose of the- scheme is to meet the government’s objective of establishing world-class schools -

for providing quality education to underprivileged children who cannot afford to pay the tuition fee
_ that good private schools charge. It is expected that the scheme will help in creating capacity for

providing quality education to 40 lakh children, out of which 25 lakh will be from the
underprivileged category. : : '

for the under- privileged students at the rate of 25 per cent of the recurring tuition support. The
concession would be for aperiod of 10 years, : ‘
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shared goal of good education for all. in particular, adoption of the Ppp mode would lead to rapid o
expansion of access to world.class education by low-income families, , : ; 3
X 4

In 2012, GOI approved a scheme for setting up 20 IfTs in PPP mode with an overal] outlay of Rg
2,800 crore. While land for the purpose was made available free of cost by state governments
concemed, an IT was established at a capital cost of Rs 128 crore cach to be contributed i ratio 4
of 50:35:15 by centre, state and industry partner respectively,

Areas that come under Ppp might include almost every aspect of educatiop, including evaluation
and implementation, ownership, management, funding, ruaning of institutions, acadernic aspects, C
special education Programunes, like bridge cousses, teacher training Services, extra academic 3
aspects, examinations, including entrance ¢Xaminations, Support -services, ' hostels, healthcare,
transport, maintenance, security, and so o, though policy formulatiog is normally considered as an _
exclusive prerogative of the state, I recent years several hybrid partnerships have also evolived, i

mvolving new combinations and pemutations of state and nop-state sectors engaged in a range of
activities in education, : . .

Criticism: Most partnerships of tlie recent period are based on market-oriented logic, while many
models prevalent during earlier periods were not 50, and they were also not described as PPp
models.. There 1S a main difference between the earlier models and the recent ones. The
govemment wa3 interested in PPP, when it proposed, for example, university-industry

'~ collaborations, essentiafly f; to improve the relevance of carricutym, increase
employability; adi indbjective of Proposing BPP is 16 raise private
funds and save piiblic " Tk i

o

need o viey 1cation . £00d, a pﬁbllc good and a social
m production” of normal commercial goods ang infrastructure, It jg
- widely felt that ag 3 result, PPP advegsely a:xjnﬂue;ﬁcésf-_ﬁl;t_‘a publicness of education, ppp then may

lead to gradual or rapid shrinking of the state secfor afd ari éxpansion of private sector which may
cventually emerge as the soe player in education displacing public sector altogether.

- In other words, public-private partnerships often end in favour of privatisation of Education and
diminution of the rofe of thegovernment. ' ' 3

| Table 1. PPP an Incompatible Partnership: Conflicting Interests of the Public | |

. : and Private Players jn Education : ;
— A ay 1 Educat
, | State/Public Market/Private
Natwre & puroose oy ———ue/Public " bar
Nature & purpose of . - .
education Social good Individual gan
| Motivation Service : Profit
Main Concerr, - _{Knowledge Skills
_———‘___-_‘___‘_—‘——————\-—k—\ 3 T
Area of interests Generic Specific
. - -_______—“‘————-—-________"_——————-—.__—"—‘—-______
Duration of interest Long term Short term
_ | 2ONg | —_ ]
Team effort | Rarely B Always
Research Publish/public good 2;2? contidentialiprivate
| Time Schedule Flexible Rigid B
____'_____h‘—-—-——_——"‘— T T e — Fimip o ——— |
Nature of Universities Diversjty Umtonmly
l\_ T sy, ) ]
[ Relevance B ! Society Market o )
Source: Jandj yala B G Tilak
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PPP in Health Care Services _
Several Siate Govemments are experimenting with delivery of bealth services through different
models. Planning Commission also considered a scheme for setting up secondary and tertiary care

hospitals through PPPs at various District Headquarters. The principal objective of the scheme is to
create a health care delivery mechanism comprising multi-specialty hospital to meet the growing
health care needs of the poor, and for supplementing human resources in the sector by setting up

nursing schools and medical colle pes.

Niti Aayog: Public Private Partnership for Non-Communicable Discases (NCDs) iﬁ.-Distn'ct
Hospitals: Draft Guidelines 2017 - ' :

National Health Policy, 2017 advocates the case of increased mle for private sector in the urban
areas: “Given the large presence of private sector in urbap areas, the policy recommends exploring

the possibilities of developing sustainable models of partnership with for profit and not for profit
sector for urban health care delivery” _ .

agreement, which has been shared with states for theif cbmments, allows \private hospitals to bid
for 30-year leases over parts of district hospital buildings and land to set up 50~ or 100-bed
hospitals in towns other than India’s eight far i

éed to share their back-end servies

L F
= ;

layérs. The state” government could
player _ g

W
8 (osthé:iodel contéget, the dis
such as bloo%b%%,kg;aégm%

also provide parf,qf

are not higher than those prescribed under govemment health insurance schemes.

The rationale for coming up with this mode] is the fact that these three diseases do account for
almost 35-40 per cent of total mortality in the country. So attention to them is not misplaced. It is
also a fact that three-quarters of the specialists, equipment and beds are in the private sector.
Partnership with them is therefore inevitable. Given below are the arguments of the proponents
summarized by Amitabh Kant of Niti Aayog and opponents as presented by Sujata Rao |, former
Health Secretary,GOI

Pros ' )
The for the PPP is justified on the following grounds:

* rampant absenieeism of doctors — ranging from 28 per cent to 6§ per cent in different
states, :

* The increase in government expenditure to 2-2.5 per cent of GDP for the expansion of
public health services fails fo fructify, and has hovered in fhe range of 0.9-1.3 per cent
from1990 ilf date.

+ Community Health Centres report a 65 per cent vacancy rate of specialisls since
governments are simply unabie to attract and retain talent.
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® private sector continues to grow at 15 per-cent per annum, accounting for 58 per cent of

rural and 68 per cent of urban in-patient care with 80-90 per cent of health- facilities and a
five-fold higher doctor density.

_® Non-communicable diseases account for 60 per cent of the premafurc mortality in India and
cardiovascular diseases, pulmonary diseases, cancer, as well as hypertension, diabetes and
-~ stroke are among the leading killers, accounting for four of the top five causes of death

¢ The aim is'to ensure that district bospitals provide basic services for the diagnosis and
treatment of NCDs at affordable rates or free of cost for those patients for whom the
government chooses to cover such costs through insurance or through budgetary grangs.

- This will help decongest tertiary level heaith facilities, help in the geographic dispersal of

- skills required for NCD care and provide quality care to people closer home at a lower cost.

Cons

* one-sidedness of the agreement, with the government bearing all the risk and the private ‘

partner having -alt the profits. Risk is unequally spread. .
* The challenge in the Nitj Aayog hybrid model is its implementation. How do public and

 private managements coexist in the same physical space? A hospital is a living institution -

that cannot be dismembered.- Salary streams, motivation levels, working methods,
prescription practices, monitoring and accountability systems, work expectations, all vary.
Everyday, there are instances of patients being denied tréatment in private hospitals till
ing paying patients to the government insured ones or levying

cF ".;gte hq;pita!_s are also known to
ey fevenyc eapming centres. How,
8 jantaushadhi phatinacies alongside
2 model how will conflicts of interest

ey - Skentsy
the priyitetentity pharmacié
be managed? ' :

w Sew Dethi - |
- (Primary healthéare is the first level of confact between patient with the health system:
immunization, treatment of common diseases or injuries, provision of essential facilities, health

education, provision of food and nutrition and adequate supply of safe drinkin g water.

Secondary Healthcare means patients from primary health care are referred to specialists in higher
hospitals for treatment. : _—

-Teniary_HeaIth'care involves specialized consultative care provided on referral from primary and
secondary aedical care. Specialised Intensive Care Units, advanced diagnostic support services
and specialized medical personnel on the key features of tertiary heaith care. )

PPP in Skill Development : '

‘As part of the govemment's initiative fo augment the programmes for skill development, GOI
announced sefting up of 1,500 ITIs through PPP in unserved blocks. The objective is io create
centres of excellence in vocational education especially for the youth from low-income families in
order to improve their prospects of gainful employment. A major proportion of the costs incumed
by an ITI are of 2 recurr{ng nature, and GOl Aherefore, provides support for the recurring
expenditure incurred by an ITI ‘towards training students from underprivileged families. Further,
GOI provides capital grant to meet a part of the cost of creating the infrastructure for setting up the
ITls. Under Phase ! of Pradhan Mantri Kaushal Vikas Yojana (PMKVY), the government has
trained millions More than 1,100 new industriai training institutes (ITls) have becn created in

-
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2016. Cabinet approved a national apprenticeship promotion scheme under which five miiliop
people are to be trained by 2019-20 at cost of Rs 10,000 crore,

In 2013 the Companies Act mandated all organizations with a minimum net worth of Rs 500
crores, a tumover of Rs 1,000 crores, and a net profit of at least Rs 5 crores, {o spend at least 2%, of
~ their profits on CSR. Leading corporations have takey an active role in working with ITIs to
strengthen them and improve the quality of learning outcomes from the ; nstitutions. - '

PPP in Digital India

Digital India is a campaign launched by the Government of India in 2015 which includes plans to
connect rural areas withhigh-speed internet networks. Digital India consisis of three core
components. They are: . , )
. Development of secure and stable Dj gital Infrastructyre
* Delivering government services digitaliy
¢ Universal Digjtal Literacy

The BharatNet project, cartier National Optical Fibre Network or NOF N, seeks to bring hj gh-speed
broadband to all 2.5 lakh gram panchayats through optical fibre. It was approved by Cabinet in
20111 is to be funded by Universal Service Obligation Fund (USOF). The project intends to
~ enable the govemment of India to provide e-services and e-applications nationzlly.

Under Bharat}ict Phase I Opti

ectivity reached in over 1, 00, 000 Gram
Panchayats (¢ ross.id

ovember 2017. The second phase
PSMarch.2019.

ls main objectives.The resources for
be generated through a Universal Access

TRAI said that “public-private-partnership” (PPP) model is best suited for this project. Under PPP
model, private sector’s capacity for delivery is combined with the government’s role as an enabler
and regulator to overcome market failures.Build»Own-Operate-Transfer (BOOT) model has
potential to ensure long-term incentive and reduces risks. TRAL‘A PPP model that aligns private
- incentives with long term service delivery in the vein of the Build-Own-Operate-Transfer/Build-
Operate-Transfer models of implementation be the preferred means of implementation.”

TRAI said that a-project like BharatNet should be done by entities that have their own interests in
monetisation of the network.

PPP in Swachh Bharat -

Swachh Bharat Abhiyan (SBA) was started in 2014 with the objectives that include eliminating
open defecation through the construction of household-owned and community-owned toilets and
establishing an accountable mechanism of monitoring toilet use, I aims to achieve an Open-

Defecation Free (ODF) India by 2 October 2019, the 150th anniversary of the birth of Mahatma
Gandhi, by constructing 12 million toilets in fural India at a projected cost of Z[.96 lakh crore.

It is India's largest cleanliness drive to date with 3 mitlion government cmployees, school students,

and college students from all parts of [ndia participating in 4,04] sfatutory cities, towns and
associated rural areas,
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* The missiog contatns two sub-missjong: Swachh Bhara Abhiyan ("Gramin® o rural), which
operates under the Ministry of Drinking Water and Sanitation; and Swachh Bharat Abhiyin
(Urban), which operates under the Ministry of Housing and Urbag Affairs. .

The government hag stressed on promoting PPP. Community cleanliness Projects can be funded
via the PPP model,

- interventions and Programs, which can maximize socia] impact and the focuis on behavigr change
to influence positive behaviors,

Concerns

_ lor projects; the féed for ‘people’s’
participation ; : MO0, becommes erueial, Local citizens are
direct stakeholders 5 such p Qjéﬂdts_and therefore their s port becomes crucial Therefore, some
cities and Stageg have begun o shzﬁ;g %Pgl}in ;

alia

: ? odidlsand urban sectors as People—Public—
Private Partnerships (PPPPs), This is 3 {31; e inriovgtiésn which should be applaided.

Recommendations of Kelkar Committee 2015

Public Private Partnerships (PPPs) in infrastructure refer (o the provision of a public asset and
service by a private pariner who has beep conceded the right (the “Concession™) for the purpose,
for a specified period of time, on the basis of martket determined revenye streams, that allow for
Commercial retury op investment. PPPs i infrastructure fepresent a valuable instrument to speed
- up infrastru¢ture development in Inja This speeding up is urgently required for Indiz to grow
rapidly apd generate a demographic dividend for itseif and also 1o tap into the large pool of

India offers today the world’s largest market for PPPs, It has accumulated a wealth of experience
in getting to this premiere position. As the PPP market ip infrastructure matures it India, new
challenges-and OPportunities have emerged ang will continue to coerge. Periodic review of PPPs,
as i the present Committee's remit, are a must fo belp address jssyes before they become endemic

and to mainstream innovations and foster new ones that mmprove the successful delivery of ppp
projects.

India’s success ip deploying PPPs 45 an important Instrument for creating infrastructure in India
will depend o 4 change in attitude and i the mind-set of all authoritjes dealing with PPPs,
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including public agencjes Partnering with the private sector, govermnment departmen g Supervising
PPPs, and auditing and legislative institutions providing oversight of Ppp’s. ‘ :

including the vafiations iy contracts and the difficulties experienced, (1) analysing the risks
involved in Ppp projects in different sectors ang the framework of risk sharing between the project
developer and the government,  (iji) Proposing  design modifications 4o the contractual
rrangements of PpPs based on the above; and (jv) Proposing measures to improve capacity
building in govemnment for effective implementation of PPP projects. o ,

consequent erowing need for better infrastructure, jt js important for [ndia to improve s current
model of Ppps, PPPs have the botential to deliver infrastrrcture Projects better and faster.
Currently, PPP contracts focus more on fiscal benefits. The Committee recommended that the
focus should instead be on service delivery. for citizens. Further, fiscaj feporting practices and
performance monitoring of PPPs should be improved,

The PPP model feqnirss the involverien
operational effigiencies. Thercfore,
om0 bd 5 PP projects pbby gt . . : __
responsibility of service delivery {5 ¢i . This tode] should be adepted only affer checking its
viability for a Project, in terms of COE}% fa%r{d nséks Fu:xtger l?gl%:.'stmcturcs should not be adopted for
very small projects, since the benefits are'not cominensufats with the cosg,

covering al| aspects of a projecy’s lifecycle, The Committee atgo rfecommended the guidelines for
risk allocation, - ' : : :
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Strengthening contracts: 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 such loss of bargaining
power. This could be ensured by amending the terms of the PPP contracts to allow for
renegotiations. The decision on a renegotiated concession’ agreement must be based on (i) full
disclosute of renegotiated costs, risks and benefits, (i} comparison with the financial position of
the government at the time of signing the agreement, and (iii) comparison with the existing
financial position of the government just before renegotiation.

PPPs and Capacity Building in the States

The State Governments generally do not have dedicated staff resources for handling PPP projects
or for building the requisite capacity. Such capacity is cntical for conceptualising project
proposals, engaging consultants, interacting with and Supervising consultants, analysing and
processing their advice for government approvals, interacting with prospective investors, executing
the project documents and monitoring implementation. ' :

stA | | -

Social impact assessment (SIA) assesses the social effects of infrastructure projects and other
development interventions. The origin of SIA comes from the environmental Impact assessment

(EIA) model_%,h_—i-__ merped - ansthe 1 97 0ss i the-LL.S A5 -a-way-to-assessthe impacts on
- environment ¢ enih bodi Id life etc) of gertain; development
schemes and rofét;ﬁ Bef X3 W IO:éds, industrial. facilities, mines,
S S - ;.
D C;

dams, ports, Aiep
i Sk

formal plannifigzans Pprov:

major developmients may aff

& s been incoporated Since into the
Iseveraleouniries in order.to.categorize and assess how

it i
l%ions, rougs; andisettiements.
, NOWDETRT

Social impact assessment is also of increasing importance as a means o measure and monitor the
social retumns or social outputs of a project. Social impacts can be defined as the consequences to
people of any proposed action that changes the way they live, work, relate to one another, organise
themselves and function as individuals and members of society. This definition includes social-
psychological changes, for example to people’s values, attitudes and perceptions of themselves and
their community and enviroament, Indeed, some SIA practitioners consider social impacts to be

only ‘as experienced’ (e.g. stress, disruption, hunger) and differentiate these from the causal

processes (¢.g. over-crowding, infrastructure pressure, poverty). Right to Fair Compensation and

Transparency in Land  Acquisition, Rebabilitation and Reseftlement Act, 2013 makes SIA
mandatory.

The main types of social imipact that occur as a result of these project-related changes can be
grouped into five overlapping categories: ' '

¢ lifestyle impacts ~ on the way people behave and relate to family, friends and cohorts on a
day-to-day basis; , . '

* . cultural impacts — on shared customs, obligations, values, language, religious belief and
other eletnents which make a social or cthnic group distinct;

* community impacts - on infrasticture, services, voluntary organisations, activity networks
and cokesion;

* amegity/quality of life impacts - on sense of place, aesthetics and heritage, perception of
belonging, security and livability, and aspirations for the future; and
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o heaith impacts — on mental, physical and social well being, although these aspects are also
the subject of health impact assessment _

The key points of the above discussion are that:

o social and biophysical impacts are interconnected and should be assessed together;
e SIA is understood to be concerned with the human consequences of development
proposals, identifying all significant social impacts that arise in this context; and

National Investment & Manufacturing Zones (NIMZs)

Government notified the National Manufacturing Policy {NMP) on 4th November, 2011 with the
objective of enhancing the share of manufacturing in GDP to 25% and creating 100 million jobs
over. a decade or so. National Investment and Manufacturing Zones (NIMZs) are one of the

important instruments of the Policy to achieve its objectives. So far Govermnment has granted ‘in-
principle’ approval to the fourteen NIMZs {outside the DMIC region). These are:

o Nagpur in Maharashtra

o Prakasam in Andhra Pradesh

¢ Chitioor in Andhra Pradesh

¢ Medak in Telangana

e Hyderabad Pharma NIMZ at Rangareddy and Mahabubnagar Districts in - Telangana.

T umkur in Kamataka :

Ramanamapumm District of

e Ponper Taluk, Thiruvallur Dlslpe’fa %mlg\laqk E %‘g I

e Auraiya District in Uttar Pradesh and
+ Jhansi Pistrict in Uttar Pradesh

Of these, the NIMZ at Prakasam in Andhra Pradesh; Medak in Telangana and Kalinganagar, Jajpur
district in Odisha have been granted final approval. _

Eight Investment Regions along the Delhi Mumbai Industrial Cotridor (DMIC) project have aiso
been announced as NIMZs. The details are as under:

o Ahmedabad-Dholera Investment Region, Guyarat

¢  Shendra-Bidkin Industrial Park city near Aurangabad, Maharashtra

o  Manesar-Bawal Investment Region, Haryana

¢ Khushkhere-Bhiwadi-Neemrana Investment Region, Rajasthan

o Pithampur-Dhar-Mhow Investment Region, Madhya Pradesh

o Dadri-Noida-Ghaziabad Investment Region, Uttar Pradesh

« Dighi Port [ndustrial Area, Maharashtra ; and

. Jodhpur-PaIi-Manvar Region in Rajasthan

The basic detail is 2s follows: State government selects the land and applies to the Central
govenment to accept its proposal to set up an NIMZ. If the central government accepts, it notifies
the same and sets up an SPV that manages it. State govemment owns it itself or makes any other

. arrangement of ownership. NIMZs are developed as green field industrial townships, benchmarked
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While the Central Govt. will he

clearances, the State Governments Ifqun._,.ﬁpart from selecting the [and and
chias e "pd}y'er connectivity, ‘infrastructure

onglother things,

wavs .

acquiring if f

. exploffﬁg fundmg arfa{}iggniéngs, mcludmg}ﬁ-org nternational {funding ii'is'titutions,- long

term tax free debentures, clrc‘;z ; {?%% g {3
*  power connectivity, ' ’
¢ waler requirements,
_* state roads cbnncctivi ty,
¢ sewerage andeffluent treatment,

* health, safety and environmentai issues, etc. -

13

The preference will be for non-agricultural land with adequate water supply. If needed, the states
may reserve a certain share of the land for MSMEs, Ownership of an NIMZ wi]] either be with the

state government, a state govermnment undertaking in joint ownership with a private partner or

under any other appropriate model. Wasteland, as far ag possible will be acquired and agricultural
land will be kept to minimum. It should not be ip ecologically sensitive area.

NIMZs wil] put in place a comprehensive exit policy that will promote productivity while
Providing  flexibility by reducing some of the moving rigidities i the labour market and by
CUSWring protection of workers® rights as laid dowp in the Statute. '

Affordable Housing

Disposable incorme of the people remains the primary factor in determining the affordability. Asa
result, it becomes the increased responsibility of the govemnment to cater to the rising demand for

274

SR
. S wea e ST el e PR )
B R T o i
BRGNS

TR .
ey Al



affordable housing. The Government of India has taken various measures to meet the increased
demand for affordable housing along with some developers and stressing on public-private
partnerships (PPP) for development of these units.

There were many problems initially in developing affordable housing: lack of land and high
construction costs; unfavourable tax environment and lack of incentives. A major catalyst
instrumental in this segment’s growth was the Indian government’s ambitious housing program. .

In 2015, Prime Minister Narendra Modi announced the ‘Housing for All by 2022’ scheme
targeting two crore homes to be built across all urban locations over the next five vears. 2017-18
Union Budget has many initiatives for the affordable sector:
» The government has granted the much-coveted infrastructure status to affordable housing,
. giving developers access to cheaper sources of funding, including external commercial
borrowings (ECBs), :

* Affordable housing promoters have been granted more time for project completion - the
deadline has been increased to five years from the current three years. -

» The qualifying cntena for affordable housing have been revised to 30 square meters and 60

square meters onthe carpet, rather than the saleable area, for metros and non-mefros

respectively. This effectively increases the size of the affordable housing market across
India.

for. affordable housmg development

this financial year under the PradhanMantn Awa ’?0 nﬂa{PMAY} It has also extended the CLSS
to loans up to Rs 12 lakh i ¥ E;rﬁ? L i ﬁ _

Government policies like the; Real Estate Regulatory Authority (RERA) made buyer confident .
The availability of cheap finance is also driving the demand for affordable housing.

Refinance of housing loans by National Housing Banks (NHBs} will gwc further boost to the
sector.’

There are however chailenges.

The biggest challenge to create affordable housing is the unlocking of Tand in urban areas. Unless
adequate land is made available, creating 2 crore homes may be a distant dream. According to an
estimate, close to 57,392 acres will be required to build thé 2 crore homes. This will require
unlocking non-essential lands currently being held by large government bodies.

The housing shortage in India is pegged at 1.9 crore units and the government has recognized the
need to fill the gap in urben housing. The drive to bring homes to the country’s 1.3 billion people
1s expected to bring a colossal $1.3 trillion of investment to the housing sector over the next seven
years. The government’s financial and policy thrust, regulatory support, rising urbanization, and
increasing affordability ts converting demand for affordable homes into a commercially viable
opportunity.
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With the infrastiucture status, the sector can look a funding through insurance companies, which
is a huge aiternate sector and opens Up a new avenue for long term real estate funding, It alse
means higher limit on external commercia] borrowings which will altract more investments,

PPP Policy for Afforda ble Housing

Central deemmcnt 'annbunced a new PPP Policy for Affordable Housing that allows ektending

central assistance of up to Rs.2.50 lakh per each house to be built by private buildess even on

Private lands besides opening up immenge potential for private investments in affordable housing
projects on govemment lands in urban areas.

The policy gives eight PPP (Public Private Partnership)- options for privéte sector to invest in
affordable hausing . eksato-divide. risks..

able housing. %gc.-‘thea--govenupent‘;~-dc§veiqgms and
financial tstifitions; sidgs icvgraglgg-undgr utilized and
un-utilized priyss g for All target'hy 202..

. M . G

It proposes eighti Mo
government lands, and two using private land, These are: L
¢ Govemyment land based suEs:":i@d}%ﬁﬁusiﬂgt ?ﬁuﬁlic authority will allot land to the
selected private developer, who will design, build, ang transfer the housing units hack to

the authority, The public authority will pay the developer based on pre-determined
milestones, : '

*  Mixed development <ross-subsidised housing: Instead of feceiving paymenis from the

public authority, the developer can cross subsidise the project by developing high end
housing 0n a part of the aj lotted land,

this period, and will pe monitored by the authority.

Annuity cum capital grant based subsidised housing: A significant proportion of the cost
(40-50%) will be paid by the authority during the constuction phase. THe remainder wiil
be paid as ap annuity (up to 10 years),

¢  Durect relationship ownership hovsing: The land will be allotied to the developer by the
authority. The beneficiary wil] directly pay to the private developer.

* Direct relationship rental housing: The developer will owp the bousing units and receive
rent from the beneficianes. '
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component of the Pradban Mantri Awas Yojana (PMAY), the central government wi]|
provide an interest - subsidy of Rs 2.50 lakh per house on loans taken by beneficiaries.”

¢ Affordable Housing Parinership (AHP) spproach. The private developer will - be
responsible for providing land and the development of the project. The central government
will provide the allotiees an assistance of Rs 1.50 lakh for each economically weaker
section housing unit -

Sagar Mala Project

Problems with the port sector in India

For long, the growth of India‘s maritime sector has been hampered by many procedural and policy
related challenges, the most important among them being the presence of a dual institutional
structure that has led to the development of major ports (those owned by the central government)
and non-majot ports (those owned by the state govemments) as individual projects.

Lack of infrastructure for cvacuation of cargo at major and non-major ports leading to a sub-
optimal transport modal mix, limited hinterland linkages and its impact on transportation costs,

limited development of coastal areas for manufacturing and economic activities, low penetration of -

coastal and inland shipping, lack of scale and deep draft at ports also contributed to the skewed
growth, '

ative~of the-Goveriiitvent of India to
e augmented anil ‘oastlines can be
! ansf._:fonn_i_ffg_ e*existing Ports into
| Zinteor < the Ports; the:Industria] clusters and
hinterland and B i rail; inland-and-coastal waterways

resulting in Ports becoming the dﬁvﬁ%’g&mgo ; ‘gn%}% 19 coastal areas. It aims at harnessing
India's 7,500-km long coastline, 14,506-Ki¥ offpbienda Iy *navigable waterways and strategic

location on key internationat maritime trade routes. : _

Indian coastline will be developed as Coastal Economic Regions (CER). The Sagarmala
Development Company was given the nod for incorporation by.Indian Cabinet in July 2016 with
an initial autherized share capital of Rs 1000 Crore and subscribed share capital of Rs 90 Crore, to
give a push to port-led development. The Sagarmalz National Perspective Plan was released in
Aprit-2016 with details on Project Plan and Implementation.

Sagar Mala project—an infrastructure-cum-policy iitiative being readied By the shipping

mixistry— seeks to allow the central government to have a say in the development of non-major
ports. The initiative, according to the ministry, will strive to tackle all the challenges by focusing
on port modernization, efficient evacuation and coastal economic development through a
structured framework for ensuring inter-agency collaboration and integrated development. It will
provide the necessary institutional framework to enable the central and state authorities to work
together for ensuring inclusive growth.

Coastal Economic‘Regionls (CER)

As 4 part of flagship Sagarmala (string of ports) project, the government will develop 10 Coastal
Economic Regions (CERs) which will be the focal point for economic development along India‘s
vast coastline of over 7,000km. Each CER will hold an integrated and comprehensive plan of the
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area, combining the growth poiential of various industia| clusters and economic activities with the
upgradation and development of both major and non-major ports simuttaneously, The CER will
also develop transport systems for Jand- and water-bame evacuation of cargo from and to the ports
on a regional basis, thug ensuring an optimal modal miy. By linking major and non-major pos,
industrial clusters and evacuation infrastructure into a single system at a larger regional level, a

CER will enable seamless and efficient movement of cargo through gateways, thereby allowing”

Ports to eahance competitiveness and offer multiple freight options to customers.

Ports will thus be able to actively participate in driving the economic development of wider
region, which | '

government concerned and the company. The management of the CER special purpose vehicle
would vest with the state government. ' :

Port-led development model sticcessfully delivered in Gujarat, This includes_dchlopmcnt port.
based industrial parks, caplive industries and ancillary facilities i
ship-breaking, bunkering, i

significant i

Sagar Mala h% b %g}gf th | ports;‘miany of which are
losing markefs O RON-Major ports mainly due'ty ‘fj}"fééli;'tiﬁs."EiftEﬁHEi’iEH:collaborative

hand would help both sef of ports toibrows The prliEcswhild heed Rs 5,000 crore in investment in
the next five years. ' hﬁ?g TR %cé‘wi)glﬂl

While this wilj primarily focus on major and minor ports, government s alse going for its other
-agenda 1o affract private investment in the inlang waterway sector that can provide a competitive
altemative to road and rail network for Cargo transport. Thus, Make in India programme gets
boost. | i

vorldwide survey of stakcholders on the ground providing feedback on the logistics “fricndliness”
of the countries in which they operate and those witl which they trade.In the 20]¢ logistics

rerformance index,top position is held by Germany. India holds 35th position, 4 significant
nprovement from 2014,
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NIIF

National Investment and Infrastructure Fund (NIIF) is a fund created by the Government of India
for strengthening infrastruchire f nancing m the country. It must-be noted that his is different from
the National Investment Fund which is raised form public sector disinvestment.

India needs investments worth an estimated Rs 43 lakh crore (about $646 billion) in the’

infrastructure sector over the next five years. As much as 70% of this requirement will be in
power, roads and urban infrastructure, Since most public-sector banks are struggling to cope with
{toxic assets, their ability to fund large -infrastructure projects is very limited. So funds for
infrastructure from other sources, including NHF, assume importance,

The NIIF and its sub-funds are supposed fo invest in infrastructure projects — greenfield,
brownfield and stalled. The NIIF will have an titial corpus of Rs 40,000 crore, of which 49%, will
be contributed by the government. The remaining 51% is to be raised from sovereign wealth funds,
other global long-term investors and public-sector units. The government has already approved its
contribution of Rg 20000 crore towards the NIE. Of this, however, Rs 1,000 crore has been
budgeted for 2017-18 -and R 4,000 crore for the last fiscal, ‘

The NIIF was set up as a trust under the provisions of the. Indian Trusts Act, 1882.The NIIF was
registered with Securifies and Exch B 12,28 investment fund in 2015, NIIF aims to
raise debt to Tigh

iipanies such as Indian Rail Finance
Corporation (IRF )-aud N
important projects, for exit

¢ould’also consider other nationally

ly viable.

The idea is that these infrastrﬁcm're ﬁnance comp,ga;gcs can f}:_igﬁ use this extra equity, manifold. Tt
15 a fund of funds and may invest in ot ‘e%‘»SEilgI rq%j_gﬁii’gé E%ngls.

New Metro Policy

The new metro rail policy empowers states, by putting the opus on ther to improve pr_dject
viability by stressing on economic viability and private participation, It ¢laborates, that the
viability can be improved by promoting transit-oriented development (TOD) and allying it with
real estate development, improvin g last-mile connectivity as well as attracting private investments.
The policy provides for rigorous assessment of new metro proposals, including altemate transit
mode analysis to ensure that the least-cost and most-efficient mass fransit mode is selected for
public transport. The new policy plans to empower states to regulate and set up a Fare-Fixation
Authority as well as promoting other non-fare revenues such as advertisements, lease of space.
Also there are provisions to raise resources using innovative mechanisms like 'Betterment Levy' on
nearby assets, 1ssuance of corporate bonds and improve last-mile connectivity for a catchment area
of nearly five km, to promote metro ridership. The three models are outlined in the policy:

* Public-Private Partnership with Central assistance. This will be part of the Union Finance

Ministry's viability gap funding scheme.

* Grant by Centre whereby 10% of Metro project cost will be provided by the Central
government as lwmp sum amount,

*  50-50% Equity sharing modei taken between the Centre and state,
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Creen Bonds

Green bonds are debt instruments that raise money to fund cleag energy projects. Companies that
raise money through these bonds have to jnvest it only in arcas that are environment-friendly such
as renewable energy, waste management, ciean transport or sustainable land use.Though the green

bond market has been in existence globally since 2007, in India it took off in 2015, Their _

significance lies in the clean environment that it will create; reverse climate change; augment
financial resources for investment; provide foreign currency etc,

Yes Bank was the first Indian entity to raise money through green bonds, raising 1000 crore from
insurance companies, pension funds, mutual fund houses and foreign portfolio investors to fund
solar, wind and biomass projects in 2015. Later, the EXIM Bank raised about $500 million from
international investors through green bonds.

Since Lidia signed the Paris climate deal in 2015, a number of i)ublic_and private companies have
sold green bonds to raise money. Companies such as [DBI Bank, Axis Bank and NTPC Lid have
raised large sums through green bonds. State Bark of India plans to raise in 2017-18 up to $3

billion in the country’s biggest overseas green-bond issue for funding projects that wil] help
achieve the govemment’s commitments toward sustainable growth. There has been an agpressive’

commitment for renewable energy by the govemment which has set very stringent renewable

energy targets—I175 gigawaits by 2022-—an estimated requirement of $200 billion. Hence, in the-

next five years, we will
Securities andiEXchatgey
are intemation?

fure. spending..on..such projects. The
' 3 d the Green Bond principles which

SEBI.Gulde‘hﬁés*-

. R g ok .. ‘ . . .
[n 2615, Securitics and Exchange ];?Er%'-'of%{ndiﬁ-%gﬂg)%rgposed new norms for issuance and
listing of green bonds. The proposed norms mainly relate to disclosure requirements by the

However, for designating an issue of corporate bonds as green bonds, in addition to the compliance
with the requirements under. the existing regulations, an jssyer will have to disclose in the offer

Green Bond Principles, 2015,
Green Bond Principles 2015 -

As the market for green bonds' grew rapidly, a group of banks initiated the development of the
Gréen Bond Principles {GBP)—a set of vohintary guidelines framing the issuance of green
bonds.GBP encourage transparency, disclosure, and integrity in the development of the green bond
market. The GBP suggest a process for designating, disclosing, managing, aud reporting on the
proceeds of the bond. They are designed to provide issuers with-puidance on the key components
involved in launching a green bond, including providing information to aid investors in cvaluating
the environmental impact of their green bond investments. The International Capital Markets
Association acts as the GBP's secretariat and facilitates the work of its members, including issuers,
investors, banks underwriting green bonds, and other market participants.
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The GBP recognize several broad categories of potential eligible projects, which include but are
not limited to the following:

* Renewable energy

* Energy efficiency (including efficient buildings)

» Sustainable waste management

* Sustainable land use (including sustainable forestry and agriculture)

* Biodiversity conservation '

» Clean transportation -
Sustainable water management (including clean and/or drinking water)

Climate change adaptation

India’s Inland Waterways

India has an extensive network of inland waterways in the form of rivers, canals, baclkwaters and
creeks. The total navigable length is 14,500 km {9,000 mi), out of which about 5,200 km (3,200
mi) of the river and 4,000 km (2,500 mi) of canals can be used by mechanized crafis. Freight
transportation by waterways is under-utilized in India compared to other large countries and
geographic areas like the United States, China and the European Union. The total cargo moved (in
tonne kilometers) by the inland waterway was just 0.1% of the total inland traffic in India,
compared fo the 21% figure for United States. Cargo transportation in an organized manner.is

lemmieter;:as compared.to ¥ by railways
and ¥1.5by road ivingSignificant attention in‘recent times.
Inland waterway sanges  (Ganga)-Bhagirathi- Hooghly rivers, the
Brahmaputra, the Barak river, the?‘i:i{re@@;_-{}f‘fa",' t\hg{;ﬁ’-b?glévatcrs in Kerala, inland waters in
Murzbai and the deltaic regions of the Goddveri By iShriarivers. About 44 million tones of cargo
is moved annually through these waterways using mechanized vessels and country boas. .

Cost of water’h

Inland Waterways and National Waterways Act 2016

In April 2016 National Waterways Act came into force. Tt declares 106 additional inland
waterways as the national waterways in addition to five existing national waterways. The
declaration of these National Waterways would enable Inland Waterways Authority of India
(TWAI) to develop the feasible stretches for Shipping and Navigation. The right over the use of
water, river bed and the land will remain with the State Government.

~ The legislation provides conversion into waterways 15 rivers in West Bengal, 14 £ach in Assam
and Maharashirz, 11 in Kamnataka, 12 in Uttar Pradesh, 9 in Tamil Nadu and 6 each in Bihar and
Goa and 5 each in Gujarat, Meghalaya, Odisha and Telangana, among others. It also includes plari
- to convert the Yamuna in Delhi and Haryana into a waterway. Five of the river-stretches, which
have been declared as National Waterways, include Allahabad Haldia on Ganga (1,620 km),
Brahmaputra's Dhbubri-Sadiya (891 km), West Coast Canal Kottapuram Kollam (205 km),
Kakinada Puducherry canals (1,078 km) and East Coast Canal integrated with Brahmani river and
Mahanadi delta nvers (588 km).

The Act highlights the crucial importance of waterways in the economic development of the
country, which for long remained a backburncr. India‘s trade through the waterways constitutes
only 3.5 per cent. Inland water development is cost-effective. Ofien it has been said that it is far
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easier and less expensive to transport goods from Mumbai to London than it is from Mumbai to
Delhi. In this context, the Minister said that inland waterways cost only 30 paise to move-cargo
through waterways in compartson 1o Rs 1.5 through road and Rupee one from raill.,

The Act also ensures that it is équally enviromnent-fﬁendly especially in protecting the rverine
ecology and fisheries and importantly tackling pollution. Inland waterways interlink three
important issues: :

* Tool for economic growth: In densely populated patts of India with strong industry
presence, inland waterways will help keep goods moving by avoiding a traffic gridlock

when economic growth leads to tising freight volumes again, Investments in waterways

¢ Tool for sustainable development: Clearly inland waterway transport will reduce negative

- externalities.” nvestments in waterways will - serve ‘biodiversity and integrated water
management. ' "

The social and environmental benefits of
consumption, fadi
and wildlife,Jeds on ‘foa
fverine comiiyini (
option again for mun
untreated sewage inio rivers as they w

]

ecrease
e

the economic vatue of the river.

: Atk I T
Other benefits are: creation of busineds opi)org‘ hittés” and "jobs, and public benefits, such as
receeation. Some, of the key benefits provided by inland waterways may lie in those areas which
are currently not quantified and valued, such as drainage and community benefits including a sense
of civic pride. Further evidence on the benefits of green transport opportunities is also required as

these may prove to play a significant role in reducing travel carbor emissions. These are high on
the government‘s agenda. ' I

Jal Marg Vikas

a project on the river Ganga, being devefoped betwecn Allahabad and Haldia to cover a _
f1

It is

distance of 1620 kms. The project envisages development of a fairway with three metres depth,
which would enable commercial navigation of at Jeast 1500 ton vessels on the river. Construction
of multi modal terminals, jetties, river information system, channel marking, navigational lock,
river training and conservancy works are to be undertaken as part of the project. The projeet is
being implemented with technical and investment support from World Bank and would be

‘completed over a period of six years at an estimated cost of Rs. 4200 crore.

Special Ecenomic Zones (SEZs)

'ndia was one of the first in Asia to recognize the effectiveness of the Export Processing Zone
(EPZ) model in promoting exports, with Asia's first EP7 set up in Kandla in 1965. With a view to
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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 2 view to atfract
larger foreign investments in India, the Special Economic Zones (SEZs) Policy was announced in
2000. This policy intended to make SEZs an engine for economic growth supported by quality
infrastructure complemented by an atiractive fiscal package, both at the Centre and the State level,
‘with the minimum possible regulations.

To instill confidence in investors and signal the Government's commitment to a stable SEZ policy
regime and with a view to impart stability to the SEZ regime thereby generating greater economic
activity and employment through the establishment of SEZs, Special Economic Zones Act, 2005,
was made in 2005 The main objectives of the SEZ Act are: S
- ¢ gencration of additional economic activity

* promotion of exports of goods and services;

* promotion of investment from domestic and foreign sources;

* creation of employment opportunities;

¢ development of infrastructure facilities;

It is expected that this will trigger a large flow of foreign and domestic investment in SEZs, in
infrastructure and productive capacity, leading to generation of addittonal cconomic activity and
creation of employment opportunities. ' )

The SEZ Act 2005 .envisages key role for the State Gov ents in Export Promotion and creation

he applications:duly recommended
__ Gaverny _ Tai nsidered by this BoA: periodically.
All decisionsiof=the: Board of: approvals’ are with-c sensusiThe SEZ Rules provide for different
minimum land requirement for different class of SFZs. Bvery SEZ is divided into a processing

area where alone the SEZ units wo@ﬁi@éﬁi@ Ap asgc_l;the nom:processing area where the supporting

infrastructure is to be created.

Approval Mechanism

The developer submits the proposal for establishment of SEZ to the concemed State Government.
The State Government has to forward the proposal with its recommendation to the Board of
Approvil. The applicant also “has the option to submit the proposal directly to the Board of
Approval The Board of Approval has been constituted by the Central Government in exercise of

the powers conferred under the SEZ Act. All the decisions are taken in the Board of Approval by

consensus.

The functioning of the SEZs is governed by a three tier administrative set up. The Board of
Approval is the apex body. The Approval Committee at the Zone level deals with approval of unifs
in the SEZs and other related issues. Each. Zonie is headed by a Development Commissioner, who
is ex-officio chairperson of the Approval Committes. -

Once an SEZ has been approved by the Board of Approval and Central Government has notified
the arca of the SEZ, units are allowed {o be set up in the SEZ. All the proposals for setting up of
units in the SEZ are approved at the Zone level by the Approval Committce consisting of
Development Commissioner, Customs Authorities and representatives of State Government.
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Fag-t Sheet on Sgegial'Egongmig Zones

Number of Formal _
approvals (As on 07.09.2017) | 424
Number of notified SEZs _ '
(s on 07.09.2017 354 + (7 Central Govt. + 1] Stare/Pw. SEZ;)
Number of In-Principle '
Approvals (As on 31
07.09.2017)
0 eraﬁor?;l SEZs 222
{45 on 36" June, 2017)
Units approved in SEZs
(As on 30’5‘ June, 2017) 4,643
INVESTMENT Investment Incremental | Total Investment
' (As on February, Investment (As on 30tk June,
_ 2006} : 2017y
Central Government SEZs Rs.2,279.20cr.| Rs.13,694.80 cr. { Rs.15974 cr.
f;;;“”‘"" SEZssetupbefore | @ et en Rs.9,721.69cr. | Rs11478cr.
iff’s Notl_ﬁed under the - Rs.4,05,690 cr. Rs.4,05,690 cr.
' 29,106.45 cor. Rsd33,142 cr.
?gmental CELL Total
ruarygebniployment . | .. -Employment
%y 2006) o | g5 » | (ds on 30tR June,
| Netwt’ Dhglhy 2017)
g;;tsral Gove_rrnment 1,22,236 persons L,12,625 persons 2,34,861 persons
it};tﬁefl’vt. SEZs set up before 12,468 persons | 83,502 persons 95,970 persons
iﬁltZs Notified under the 0 persons 14,48,020 persons 14,48,020 persons
Total : 1,34,704 16,44,147 17,78,851
persons . persons persons
Exports in 2014-15 Rs. 4,63,770 Crore
Exports in 2015-16 -| Rs. 4,67,337 Crore
Exports in 2016-17 Rs. 5,23,637 Crore
Exports i:hzo]?-ls Rs. 1,35,248 Crore (Growth of 15.39% over the exports
(4s on 30 June, 2017) of the corresponding period of FY 201617y -
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Industrial Parks

The Rakesh Mohan Committee Report refers to Integrated Industrial Parks as “self contained
island providing high-quality infrastructural facilities. Integrated industrial parks offer industrial,
residential, and commercial areas with developed plots/ pre-built factories, power, telecom, water
and other social infrastructure”,

Stakeholders Benefits offered

For Users: ' Availability of high quality infrastructure in a centralised manner for the
end-user industries resulting in lower transaction costs and shorter start-
up time for them.

Economies of scale in terms of development of land and infrastructure,
inclhding common facilities.

For the State: |- Macroeconomic benefits like, increase in industrial development, growth
of hinterland, etc.

Geographical spread of industrial development 1ncludmg development of
backward areas.

Fulfilment of state’s social objectives like generation of employment,
 creation of social infrastruchy

t through taxes and duties

For the Dcvcloper ! -_Cummerc;al retums ece

_ “b ol ark_"‘.:t_ievélo'per, op‘ératbr and utility
Operator: '-_'-.:"!pfowder Sl TR '

The industrial parks are wsually promoted by the SIDC or such other government agency /
statutory authority. The projects are planned, approved, developed, managed and regulated by a
govemmcntal agency with minimal private sector parﬂcnpatlon

There are different schemes under which the industdal parks could be promoted including; Growth
Centre, Export Processing Zone, Free Trade Zone, Export Promotion Industrial Park, Software
Technology Park, Electronics Hardware Technology Park.

The key features of the industrial parks development in India are;

+ Status of the indusirial parks sector varies fromi State to State, wherein states like
Maharashtra, Gujarat, AP, Tamil Nady, etc. have made significant progress in promoting
industrial parks / estates. \

» The approaches relating to development, adminiétration regulation, etc. of industrial parks
also vary according to the political and developmental compulsions faced by the mdmdual
States.

* Primarily, the industrial parks have been promoted by the government and its agencies with
minimal private sector participation (PSP). PSP in industrial parks has mel with partial
success in India and that too has primarily been restricted to the IT parks.

» A few examples of the private initiative in industrial parks development are Information
Technology ~ Park  {ITPL),  Bangalore; Infocity,  Hyderabad;  Technopark,
Thiravananthapuram; etc. The Mahindra City at Chennai was envisaged initially as an Auto
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» Often, the decision to set-up an industrial park reflects the and social objectives of the
government. With parles throughout the State normeally under 2 single agency, typically the

SIDC, the revenues from parks at industrially forward locations are used to cross-subsidise

the parks in the backward areas.

China is setting up two industrial parks, .one in Gujarat and the other in Maharashtra. India wants
Chinese goods made in India as that can help in reduction of trade deficit and also exports from

. Land Pooling Vs Land Acquisition

_States, such as Maharaéhtra, Gujarat, Tamil Nadu, Punjab, Andhra Pradesh and Kerala have used

land pooling as a viable alternative to land acquisition. It is a technique for promoting efficient,
sustainable and equitable land development in the urban fringes.

The concept 6f land pooling involves amassing small rural land parcels into a large parcel, provide

it with infrastructure and return approximately 60 per cent of the redeveloped land to the owners

nént sl etesandappio S IREED \oflnfrastructurcand public spaces.

langing or; state; governinent authority, a

'._ astoads, hospitals, schools, parks,
Sy BEE T ORI, S )

(X oidl planning or developing authority

or the“infrastrictire and amenities, The target parcels

alrc usvally agricultural holdings wh:ﬁgqa% c%q%ve?%té??ﬁme

Siace configuous parcels are required by the government authority, the tand owner usually gets a
bercentage of his holding back at another location within a radius of 5 km from his original

holding. He may also get additional floor space index (FS1), due to which the value of the returned

land_ will be a multiple of the worth of his original holding, even though the plot size has shrunk, A
land readjustment scheme like this is initiated by Government - :

As the method is based on public/private cooperation, the majority of the [andowners should
support the use of the technique. Foreeful acquisition of land should be avoided.

It provides an oppottunity for a planned development of the land and infrastructure network and jt
avoids the problem where different types of land uses and densities are mixed.

It is an attractive method to influence the tocation and timing of new urban development since it is
becoming increasingly difficult to obtain public support for land acquisition. The method is

supported and sormetimes even inittated by the landowners since they would make considerable
profit on the project. :

Farmers agreed to become partners in 2 land pooling scheme proposed by the Andhra Pradesh
Capital Region Development Authority (APCRDA), for the development of the Andhra Pradesh
staie capital at Amaravati, contributing about 33,000 acre to the government for the purpose. The
Delhi Development Authority (DDA) identified 260 villages along the outskiris of Delhi in a land
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pooling scheme, to convert around 90 villages into development areas and another 90 info urban
villages. DDA has recently passed a modified land pooling policy within the Master Plan Delhi
2021. . : '

City and Industrial Development Corporation of Maharashtra Li(CIDCO) is developing an
international airport-at Navi Mumbai and villages coming under Navi Mumbai Airport Influence
Notified Area (NAINA) are participating in a land pooling scheme to facilitate its construction.

Pooling is seen as a viable altemative to land acquisition primarily because of the difficulties
involved in acquiring clear, marketable and litigation-free appropriately sized contiguous land
parcels for development —it is sensitive issue in various parts of the country.
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conference, was held in Bietton Woods, New Hampshire, USA in 1944 to reguiate the-
international monetary and financial order afier the conclusion of World War II. The conference
resulted in the agreements 10" set up the International Bank for  Reconstruction and -
Development (IBRD) - popularly known as” World Bank; and the International Monetary g
Fund (IMF). The IMF was set up to foster monetary stability at global level. The IBRD was
created to speed p post-war Teconstruction. The two institutions are known as the Bretton Woods
- twins. They are specialized agencies of the United Nations.

AR Tt
R

A e
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‘The International Monetary Fund, a UN specialised agency, was established under the Bretton
‘Woods Agreement in 1944 along with the World Bank. It has 189 members (2017). Nauru joined
as the 189" member in 2016. Naun is the second smallest member of the Fund, after Tuvajy,

Nauru is a tiny island country m Micronesia, northeast of Australia, ‘

S
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IMF Objectives
IMF objectives are: % e R Tglv
* To promote international monctady dobperatib * 1§} i

* To facilitate batanced growth of international trade for the economic growth of all member
countries : _
*  To promote exchange rate stability ; maintain orderly exchange rate armangements; and to
advise against competitive exchange rate revaluation 8
¢ To help members in times of balance of payments crisis.

.Governance Structure S '
The Board of Governors is the highest decision-making body of the IMF. It ‘consists of one
govemor and one alternate governor for each member country. The govemor s appointed by
the member Country and is usually the minister of finance or the head of the central bank. While
the Board of Governors has delegated most of itg powers to the IMF's Executive Board, it
retains the right fo approve quota increases, special drawing right (SDR} allocations, the
admittance of new members and amendments to the Articles of Agreement and By-Laws. The
Board of Governors also elects 0T appoints executive directors. ' :

The IMF Board of Govemors is advised by two ministerial committees, the International
Monetary and Financia] Committee (IMFC) and theDcevelopment Committee. The IMFC meets
twice a year, during the Spring and Annual Mectings. The Committee discusses matters of

comumon concern affecting the global cconomy and also advises the IMF on (he direction its
work.
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The Development Committee is tasked with advising the Boards of Govemors of the IMF and
the World Bank on issues related fo economic development in emerging and developing

countries.

What the IMF Does . ’
In oxder to achieve the above objectives, the IMF monitors the waorld's economies, lends to

members in economic difficulty and provides technical assistance.

To ¢laborate, the work of the IMK is of three main types:

_ Surveillance which involves the monitoring of economic and financial developments of
every member country and the provision of policy advice, aimed. especially at crisis-
prevention. Also, appraisal of the exchange rate policies of mmember countries. In-the
absence of surveillance, the financial volatility in the world today can become worse. '

e Lends to countries with balance of payments difficulties.

o Provides countries with technical assistance and training in its areas of expertise.
The IMF also plays an important role in the fight against ﬁloney-laﬁndering and tetrorism

Benefits to member countries of the IMF are many. They have accéss to information on-the
ecoromic policies of all member countries, the opportuznity to influence other members’ economic
policies, technical assistance in banking, fiscal affairs, and exchange matters, financial support in
times of payment difficulties, and increased opportunities for trade and investment

Special Drawing Right
IMF lends in jts;0wn

_ The SDR is an international reserve
] untries” official reserves. Its value is

asset, created by thc[b.;l 9tos ppleme ber co
based on a basket of five key internatipnaligwrrercibssadpHarseuro, yen, pound and chinese Yuan

which was included in 2016. The basket now consists of the following five currencics with their
respective weights: U.S. dollar 41.73%, Buro 30.93%, Renminbi (Chinese yuan) 10.92%, Japanese
yen 8.33%, British pound 8.09%. The basket composition is reviewed every five years to ensure

ts

that it reflects the relative importance of currencies in the world’s trading and financial systems. .

The weights assigned to each currency in the SDR basket are adjusted to take into account their
current prominence in terms of international trade and national foreign exchange reserves. .
The SDR value in USD terms in November 2017 is $1.403, '

SDRs can be exchanged for national currencies. SDRs are not traded in the forex market like other
national currencies but can be exchanged between countries. Private parties do not hold oruse -

them.

SDR is neither a currency, nor a claim on the IME. It is a pbtenﬁal claim on the freely ﬁsab_le

currencies of IMF.members. Holders of SDRs can obtain these currencies in exchange for their -

SDRs.

Renntinbi in SDR Basket
China’s curency, the renminbi was added to the “Special Drawing Rights” (SDR) basket of

currencics from October 2016, Its inclusion is an important milestone in China’s global financial
integration and reflects growing intemational use and trading of renminbi. This is the first time m
over 15 years that the list of currencies comprising the SDR has been altered. Since 1999, when the
euro replaced the Deutsche mark and French franc, ifs value has been based on a basket of four
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Some criteria for inclusion iy the basket: that ¢he issuing country i among the largest exporiers in
the world and that its currency is “freely usable.” _

T

India need not stock 0 many dollars and cap diversify thys derisking jts external account ,.
relatively.
IMF Quota

Upon Joining, each member of the IMF s ass; gned a quota- the amount that the country has to pay
to the IMF. It is based broadly on its relative size in the world cconomy. A member' quota guides:

Upon joining the IMF, a country normally pays.up to one-quarter of jis quota in the form of widely
accepted foreign currencies (such as the US. dollar, uro, yen, or pound sterling) or Special
Drawing Rights (SDRs). The Iemaining three-quarters  are paid in the country’s  owp
currency.Quotas are denominated iy Special Drawing Rights (SDRS), the IMF’s unit of account.

The International Monetary Fund (IMF) in 2016 announced implementation of its long-pending
quota reforms, which will give more voting rights tg emerging economies such as India in the

With these reforms, Indja’s quota in IMF would rige t0 2.7 per cent, from the existing 2.44 per

cent. Also, the voling share of India in MF would increase to 2 ¢ per cent from 2,34 per cent.
makes India the eighth-largest shareholder. ‘ _

and the UK)

The IMF TEVIEWS members' quotas once in five years and the last sych review took place in
Decembcr, 2010,
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IMF Borrowing Arrangements

While quota subscriptions of member countries are its main source of financing, the IMF can
supplement its resources through borrowing if it believes that resources might fall short of
members’ needs. Through the General Arrangements to Borrow (GAB) and the New
Armangements to Bomow (NAB), a number of member countries and institutions lend additional
funds to the IMF.The GAB and NAB are credit arrangements between the IMF and a group of
members and institutions to provide supplementary resources to the IMP to prevent or cope with
problems of the international monetary system or to deal with an exceptional situation that poses a
threat to international monetary stability,

Indiz and NAB

India funded IMF for bailouts in financially-stricken - Europe, marking a dramatic role reversal
from 1991 when it had to borrow International Monetary Fund (IMF) to avert a balance of
payments crisis.

GOI provided loans o the multilateral agency's New Arrangements to Borrow (NAB), a fund
whose corpus was raised  when the debt crisis in Europe showed no signs of abating after the
Greek sovereign debt crisis. :

India gave $10b in 2012 during the Mexico summit of the G-20 for the Eurozone crisis firewall,

How the IMF lends

A core respogggb_ﬁ_@g%f IME iy
payments problergs; Th '
reserves: stahilize thei

ber countries experiencing balance of
tried; to rebuild  theic’ intemational
; bt servicing and imports; and restore

ingipolicies to”correct the underlying

conditions for o _rué o g
problems. Unlike development banks, the IMF does not Tend for specific projects.

The changing niture of IMF lendih?‘ i" H RASELE
The volume of loans provided by the IMF has fluctuated significantly over time. The oil shock of
the 1970s and the debt crisis of the 1980s were both followed by sharp increases in IMF lending.
In the 1990s, the transition process in Central and Eastern Europe and the crises in emerging
market economies led to further surges of demand for IMF resources. Deep crises in Latin
America kept demand for IMF resources high in the early 2000s. IMF lending rose again in late
2008 ior the wake of the global financial crisis. '

IMF Facilities
Over the years, the IMF developed vartous loan instruments, or facilities, that are tailored to
. address the specific ciraumstances of its diverse membership. '

Low-income countries may borrow at a concessional interest rate through thie Poverty Reduction
and Growth Facility (PRGF).

The Exogenous Shocks Facility (ESF) pfovidcs policy éupport and financial assistance to low-
income countries facing global shocks. For example, due to commodity prices falling etc.

Non-concessicenal loans are provided mainly through Stand-By Amrangements (SBA) for members
who are in a BOP crisis. When 2 member takes SBA . he may opt for 4 long term Extended Fund
Facility(EFF) which requites basic changes in the economic policy orientation to open up the
economy, or he may not opt out of such EFF having used the SBA funds well and not necding any
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further assistance, The IMF also provides emergency assistance to support recovery from nasara] 2
disasters and contlicts, in some casas af concessionat interest rafeg, é
7y

Except for the PRGF and the ESF, all facilities are subject 1o the IMP’s market-refated interest i
rate. The amount that 5 country can borrow from the Fund—its acoess limit—varies depending on
the type of loan, but s typically 2 multiple of the country’s IMF quota. This {imit may be exceeded
in exceptional circumstances. : o

The IMF's analysis of global economic developments, contained in its World Economic Outlook,
- Provide finance ministers and central bank govemors with a common framework for discussing the o
global cconomy. Twice 5 year, it publishes the Global Financial Stability Report. The IMP's E
performance is assessed On a regular basis by an Independent Evaluation Office.

IMF and social Protection ,

To incorporate social protection considerationg into
partuer institutiops, The relevant Institutions include: the World Bank, in the areas of poverty "
assessment, provision of socig| safety nets and basic social services, and improving the
effectiveriess ang Pro-poor orientation of public expenditures; the International Laboyr ,_:-'
Organization (ILO), in the area of jabor market and related sooja| policy reforms; Upiged Nations

- Children’s Fung (UNICEF); the Organization for Economic Cooperation and Development
(OECD), regional development banks; and bilatera] aid agencies efc.

ST

e, secarity and support to all—paying
Who needs social protection should be
e@__ate cash transfers-for all who need
of working age in-case of maternity,
1 ns for all older persons. This protection
h social insdan = x-ﬁ;’ii'@edasi)gi?lgbcncﬁts, social assistance services,
and other scliemek guaranfééin%’bgasic ncome sécurity. '

IMF and Conditionalities

IMF ‘conditionality is‘a get of policies or conditions that the
Iesources. The IMF does require collateral from

govemment seeking assistance to correct it macroeconomic imbalances i ¢

IMF requires in exchange-for financiaj

cuts.

Some of the conditions can include:
-+ Cutting expenditures, also known ag austerity.
¢ Devaluation of currencies,
+ Trade liberalisation, or lifting import and ex port restrictions,

* Open upto foreign direct investment and ex pand domestic stock markets
* Balancing budgets and not overspending,

* Removing price controls and state subsidies,
* Privatizatioy

¢ deregulate the exchap ge rate

*  cumency convertibility

» downsize the guvernment

* enact flexible labour sector reforms
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»  Enhancing the rights of foreign investors vis-a-vis national laws
* Improving governance and fighting coruption,

These conditions are known as the Washington Consensus,

These loan conditions ensure that the borrowing country will be able to repay the IMF and that the
country will solve their balance-of-payment problems complementary to the global growth,

It is clear that most countries can not follow these policies with popular support. At the same time
it must be understood that these policies should be selectively followed for the best results by
avoiding populism and adhering to genuine welfarism.The Fund admitted that too many conditions
were imposed on borrowers; it overstepped its mandate and expertise.Another criti cism about the
conditionalities is that the reforms suggested are the same for all countries irrespective of the
causes of the crisis. India suggested that the IMF conditionalities must be more sensitive to the
domestic realities of the member countries.

IMF and the global finaneial erisis

As the world economy had becomie engulfed in in 2008 in the worst crisis since - the Great

Depression, the IMF mobilized on many. fronts to support its member countries; increasing-jts
lending, using its cross-country experience to advise on policy solutions and introducing reforms
to become more responsive to member countrics’ needs. It stepped up crisis lending, including 2
sharp increase in concessional lending to the world’s poorest nations and provided analysis and
targeted advice." The- IMF:overhaitled its: :
country needs.” - o e

s general dending: framework to make it better suited to

R

The IMF created a broad ﬁnaﬁéial‘fsaféfyhel.to-'-'lir}n_:it the-spread of the crisis.

Since 2010 the LM.F. focused largd?’*;;;jnég‘{r?pe gﬂcrath ¢ é)q_tb;rcak of the sovereiem debi crisis that
has threatened the euro. SR O

Reforming the IMF .
Role of IMF was criticized for the following reasons
¢ One size fits all policy uader which it gives the sarne recipe for all ills

* Conditionalities that go with the loans that it disburses demand that spending on social
sector be curtailed

* - IMF Managing Director is invariably from a European country (the current MD, Chritine
Lagarde is from France) and India and other emerging markets are demanding that it
should not be geographically confined and be merit — based

-+ India wants that its economic power ,as it is emerging, should be recognized and so is
given greater voting rights

* IMF failed to predict the global recession in 2008-09, let alone prevent it with its
surveillance role

Reforms have taken place afier the global crisis in some of these matters,

India and the IMF
India and the IMF have had a fnendly relationship, which has been benelicial lor both. The IMF
provided India with loans over the years and this has helped the country in times of BOP pressure.
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* India joined the IMF in 1945, as one of the IMF's original members,

* India accepted the gbli gations of Article VIII of the IMF Articles of Agreement op current
account convertibility in 1994, '

* India subscribes to the IMF's Special Data Dissemination Siandard, Countries belonging to
this group make a commitment to observe the standard and o provide information about
their data and data dissemination practices,

helping India respond to emerging balance of payments problems on two occasions. In 1981-82,
India borrowed SDR 3.9 billion. In 1991-93, India borrowed 2 total of SDR 2.2 billion under two
stand-by arrangements (SBA), and in 199i it borrowed SDR 14 billion under the Contingency
Compensatory Financing Facility (CCFF). ) '

The relationship between the IMF and India has grown strong over the years. In fact, the country
has turned into a creditor to (he IMF and has stopped taking loans from it. We Jent $10b in
 2012(Mexico G20 Summit) to the IMF to bail out the Eurozone countries. India needs IMF as its
globalizing economy carries risks like any other; it also needs IMF for technical fraining and
capacity building; it needs to contribute to global monetary stabitity for its own enlightened self
interest; it needs the SDR to diversify its forex holdings for greater safety.

e US dollar as global reserve

m f.\"ﬁ ﬂ%
,' :

ey o

evident by the 7008 global financial
or desirable to/the same degree as
Xport goods and have current account

¥ fhem with hge and umanageable CADs

John Maynard Keynes once propose%gé globat ¢ réncy "'tE Bancor, to be placed at the centre of
the tnternational monetary systern. “The'idta netei Sadght dn. Instead, we now have a system
dominated by holdings of US dollars. This has disadvantages. It creates tension due to the use of a
national currency, the dollar, as the global currency. This can lead to global volatility as a resuli of
growing US twin deficits. These deficits generale excessive indebtedness, both external and

intemal, US monetary policy impacts the whole world though it is made with the US interests in
mind. '

Some experts argue that the global role of SDRs should be increased as it would avoid help
diversify the risk from forex holdings; lessen chances of global financial volatility; make US
policies relatively less' important for the ‘world etc. Global stability enhances as dollar worries
recede. However, SDRs can only supplement the dollar and other giobal reserve currencies and
gold as the SDR is the creation of US and (he west-within the IMF. If SDR becomes a rival to
dollar and yen, it may not receive the support of these Countries. Nor are the SDRs created in such
huge numbers as is warranted to play the larger role that some are recommending.

Chiang Mai Initiative
The Chiang Mai Initiative (CM1) is a multilatera) currency pooling amangement among the ten
members of theAssociation of Southeast Asian Nations (ASEAN), the People’s Republic of

China (including Hong Kong), Japan, and South Korea. It draws from a foreign exchange
reserves pool worth US$240 billion that waslaunched in 2010,
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After 1997 Asian Financial Crisis, member countries started this initiative to manage regional
shorttetrn fiquidity problems and to facilitaic the work of other intemational financial
arrangements and organisations like International Monetary Fund. It has never been used as there
has not been a crisis since 1997 asian financial Crisis,

BRICS CRA

The BRICS Contingent Reserve Arrangement (CRA)isa pool of foreign currency reserves for
the member countries to draw from when they face any balance of paymemnts crisis- actually or
potentially. Each member contributes to the pool which is a safety net. It was established in 2015
by the BRICS countries Brazil, Russia, India, China and South A frica. The legal basis is formed by
the Treaty for the Establishment of a BRICS Contingent Reserve Amangement, signed at
Fortaleza, Brazil in 2014. It entered into force upor ratification by all BRICS statesin 2615, It
became operational in 2616, ‘ ' '

The objective of this reserve is fo provide protection against global liquidity. pressures when
members' national currencies are adversely affected by global financia pressures. It is an example
of south-south cooperation- that is cooperation among developing countries. It and implies a
commitment from each member that it will support the other during crisis. It plays a role similar to
the IMF but the BRICS nations say that it i compelemtary to the IMF, Some see CRA as a
competitor to the Intemational Monetary Fund (IMF). That is debatable though.

CRA hasa C&pltal -

R R B RS A T e e s

y -’ca'.;}ca’n 'éontrzbuﬁén
Country Voting Rights
(billion USD) R ! (b)ij_&ig'n USsi)% 4 E,; -
PR FACHIES
Brazif 18 18 18.10
China 4] 21 39.95
India 18 18 18.10
Russia 18 18 18.10
South Africa 5 16 5.75
Total 106 85 100.00

Can CRA be a rival oflMF?

Russian President Viadimir Putin opined that the new BRICS contingent reserve arrangement
(CRA) could be a substitute for the IMF, saying that it “creates the foundation for an effective
protection of our national economies from a crisis in fimancial markets. "

However, CRA is said to be complementary to IMF as IMF is steeped in assisting the crisis ridden

Eurozone countries. Also, with globalization and huge private flows, the need for safety nets is
much more than earlier. CRA does not liave such funds. '
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Under the terms of the arrangement, each country can only borrow a part of its contribution before
going to the IMF for a stand by atrangement with the IMF. Tt works out to a very small amount
. which is grossly inadequate when compared to Russia and Brazil’s crisis-borrowing from the IMF

over the past twenty years. The IMF approved lending to Russia of $38 billion (SDR 24.786

billion) in the 1990s. In 2002 alone, the IMF approved a | 5-month stand-by credit arrangement of
about 330 billion for Brazil, Net private financial flows to emer

. ging markets today are about 10
times what they were in 2002, meaning that the size of the loans necessary to address balance of

payments financing problems would be even larger now.The BRICS countries are intensely aware
of it as revealed in vast pools of foreign exchange reserves that they maintain. The small amont

from the BRICS CRA would make only a symbolic difference in a genuine financial crisis. Thus,
CRA 15 only complementary to IMF as of now.
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WORLD BANK GROUP |

The World Bank Group (WBG) is a family of five intemational organizations .The Bank came into
existence in 1945 following international ratification of the Bretton Woods agreements, which
emerged from the United Nations Monetary and Financial Conference (1944). Commencing
operations in 1946, it began undertook post-war reconstruction of western Europe. Its current role
is different as its focus is to lend to developing countries to rid them of poverty.

The Group's headquarters are in Washington. Its head is called President and today it is Jim Yong
Kim, South Korean-American physician and anthropologist who has served as the 12th President
of the World Bank since 2012 and is on second 5 year term. The President of the World Bank is
conventionally an American. There are 189 countries in the WB today. :

Itis responsible for the preparation of the World Development Report.

World Bank Group is owned by its member governments which subscribe to its basic share capital,
‘with votes proportional to shareholding. Membership gives certain voling rights that are the same
for all countries but there are also additional votes which depend on financial contributions to the
organization.

A country has to first join IMF before it can be a member of the WB.

World Bank Gro -i:oqs-lsléi“of’"'ﬁve_lagcncué_s' whtch Atz

»  Intematignal Bank for Reconstruction and Developrient (IBRD) -

* Intemational Developmient Association (IDA) -

+ Intemational Finance Corporation (IFC)

+  Multilateral Investment Guarﬁ_tegﬂggncy%(ﬁgﬂ@é}fg-é—_

+ International Cenire for Settlémerit of InveStment Disputes (ICSID)

The term “World Bank” generally refers to the IBRD and IDA, whereas the World Bank Group.is .

used to refer to all the five institutions collectively.

The World Bank's (i.c. the IBRD and IDA's) activities are focused on developing countries, in
fields such as human development (e.g. edication, health- Swachh Bharat Mission, Sarva Shiksha
Abhiyan etc), agricultare and rural development (e.g. irrigation, rural services -Pradhan Mantri
Krishi Sinchayee Yojanz (PMKSY), Watershed Management Project "Neeranchal" etc), poverty
alleviation (Deen Dayal Antyodaya Yojana-National Rural Livelihoods Mission (DAY-NRLM) },
environmental protection (e.g. pollution reduction, establishing and enforcing regulations-
National Ganga River Basin Project etc), infrastructure (e.g. roads, urban regeneration, electricity,
ports Port Modernization & New Port Development under Sagarmala}, and governance (e.g. anti-
corruption, legal institutions development). '

The IBRD and 1DA provide loans at soft rates to member countries, as well as grants 1o the poorest
countries. Loans or grants for specific projects arc often linked to wider policy changes in the
sector or the economy. For example, a lean to improve coastal environmental management may be
linked to development of new environmental institutions at national and local levels and the
implementation of new regulations to limit pollution.

The activities of the IFC and MIGA include investment in the private sector and providing
insurance respectively. {Detdils ahead) :
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Difference between Wi and WB Group
The World Bank differs from the World Bank Group, m that the World Bank comprises only two
institutions: _

* International Bank for Reconstruction and Development {IBRD)

+ International Dévelopment Association (IDA)

World Bank Group incorporates these tWo in addition to three more:
* International Finance Corporation (IFC)
* Muitilateral Investment Guarantee Agency {MIGA)

* International Centre for Settlement of Investment Disputes (ICSID)

IBRD

The Intemational Bank for Reconstruction and Development (TBRD) is one of five institutions that
comprise’ the World Bank Group. The IBRD is an international organization whoge original
mission was to finance the reconstruction of nations devastated by World War 11, Now, its missjon
has expanded to fight poverty by means of financing states. i

A
The Internationat Development Association
world’s poorest. couitias: teomiplent

Bank for Reconstiyit 0 Developpia
capital investmen( and dvisory services;

art of the World Bank that helps the
ther ifndmgannh the Internationa
Serves middle-income countries with

(IDA), is the p

IDA was created in 1960 ang i responsible for providing long-term, interest-free loans to the
world's 80 poorest countries. IDA ledids money odch cedsiondl terms. This means that IDA credits
have a zero or very low interest chargearid ?efaa "grt%a%eas'iretchcd over 25 to 40 years, including
a35-to 10-year grace penod. IDA alsq Provides grants to countries at sk of debt distress. In
addition to concessional loans and grants, IDA provides significant levels of dept relief through
the Heavily Indebted Poor Countries (HIPC) hitiative and the Muitilateral Debt Relief Initiative
(MDR]). : :

While the IBRD raiseg most of its funds on the world's financial markets, IDA is funded largely by
‘contributions from the governments of its richer member countries. Additional funds come from

BRD's and IFC’s ipcome and from-borrowers' fepayments of earlier IDA credits.

IDA loans address primary education, basic health services, clean water supply and Sanitation,
environmenta] safeguards, business-climate improvements, infrastructure and institutional reforms,

These projects are intended to pave the way toward economic growth, job creation, higher incomes
and better Ijv; ng conditions. '

Eligibility for DA support depends on 3 country’s relative poverty, defined as per capita income below
an established threshold ang updated annually (31,165 in fiscal year 2018). IDA also Supports some
countries, inciuding severai small island cconomics, that are above the operational cutoff but Jack the
creditworthiness needed 1o borrow from the International Bank for Reconstruction and Development
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WORLD BANK GROUP

The World Bank Group (WBG) is a family of five intermational orgamzations . The Bank came into
existence in 1945 following international ratification of the Bretton Woods agreements, which
emerged from the United Nations Monetary and Financial Conference (1944). Commencing

operations in 1946, it began undertook post-war reconstruction of western Burope. Its cutrent role
is different as its focus is to lend to developing countries to rid them of poverty.

The Group's headquarters are in Washington. Its head is called President and today it is Jim Yong
Kim, South Korean-American physician and anthropologist who has served as the [2th President
of the World Bank since 2012 and is on second 5 year term, The President of the World Bank is
conventionally an American. There are 189 countries in the WR today. :

It is responsible for the preparation of the World Development Report.

World Bank Group is owned by its member governments which subscribe to its basic share capital,
with votes’ proportional to shareholding. Membership gives certain voting rights that are the same
for all countries but there are also additional votes which depend on financial contributions to the

organization. :

Acount_ry has to fi

in IMF before it can be a member of the WB.

World Bank Grotiprconisis of“five agencies which are: -

. Intemé_i?_ﬁgl_l_a_l-‘{Bank;_forReconStru_Ctidn-'and Development (IBRD)

Intermations] Dévelopment Association (IA)- -

Intemational Finance Corporation (IFC) L

Multilateral Investment Guarz?h;efw_ggncﬂé(@ﬂ@éﬁ}; ;e

International Centre for Seitlement of Invé*é'tfrng”ﬁt"lj?iéapﬁtes (ICSID)

The term “World Bank”™ generally refers to the IBRD and IDA, whereas the World Bank Group. is

used to refer to .all the five institutions collectively.

-

-

The World Bank's (i.. the IBRD and IDA's) activities are focused on developing countries, in
fields such as human development (e.g. edircation, health- Swachh Bharat Mission, Sarva Shiksha
Abhiyan etc), agriculture and rural development (e.g. irrigation, mural services -Pradhan Mantri
Krishi Sinchayee Yojana (PMKSY), Watershed Management Project "Neeranchal” etc), poverty
alleviation (Deen Dayal Antyodaya Yojana-National Rural Livelihoods Mission (DAY-NRLM} ),
environmental protection (e.g. pollution reduction, establishing and enforcing regulations-
National Ganga River Basin Project etc), infrastructure (¢.g. roads, urban regeneration, electricity,
ports Port Modemization & New Port Development under Sagarmala), and govemance (e.g. anti-
corruption, legal institutions development).

The IBRD and IDA provide loans at soft rates to member countries, as well as grants to the poorest
countries. Loans or grants for specific projects are often linked to wider policy changes in the
seetor or the economy. For example, a loan to improve coastal environmental management may be
linked to development of new environmental institutions at national and local levels and the
implementation of new regulations to limit poliution.

The activities of the IFC and MIGA include investment in the private sector and providing
msurance respectively. (Details ahead) )
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Difference between WB and WB Group
The World Bank differs from the World Bank Group, in that the World Bank comprises only two
instifutions:

* International Bank for Reconstruction and Development (IBRD)

» International Dévelopment Association (IDA)

D

e 7 At M JE

The IBRD focuses on middje income and creditworthy poor countries while IDA focuses o the 4.
poorest countries in the world. _ e

World Bank Group incorporates these two in addition to three more:
* International Finance Corporation (IFC) - : 3
« Muitilateral Investment Guarantee Agency (MIGA) #
* International Centre for Settlement of Investment Disputes (ICSID)

L emr Dby
B O

i

The International Bank for Reconstruction and Development (IBRD) is one of tive institutions that 5
comprise’ the World Bank Group. The IBRD is an international oIganization whose original o
mission was to finance the feconstruction of nations devastated by World War [ Now, its mission £
has expanded to fight poverty by means of {inancing states. '

DA

The Intématiqp_al_Dc_yelopmept 4ssocia_ti_qg (IDA), is the part of the }_&_’o_r___ld Bank that helps the
world’s poorestici tEI t.ebmiplement : ding

ther lénding arm ' the International
erves middle-income countries with

s
L]

IDA was created in 1960 and js responsible for;provlding'“lOﬁg'-téﬁﬁ,'ihtere'st-ﬁ'ee loans to the
world's 80 poorest counfries, IDA leﬁ"i?l}gf t)p.o%efyo 164 gsfm al terms. This means that IDA credifs
have a z7ero or very low interest charge “arid repayhéy a‘fcgs'fretched over 25 10 40 years, including
a 5- to 10-year grace peniod. IDA also provides grants to countries ai nisk of debt distress. In

While the IBRD raises most of itg funds on the world's financial markets, [DA is ﬁmded largely by

“contributions from the goverments of its richer member countries. Additional funds come from
IBRD's and IFC’g ncome and from-borrowerg* repayments of earlier IDA credits.

Donors meet every three years (o replenish IDA funds and review [DA’s policies. The most recent

replenishment of DA’ resources, the eighteenth (IDAI8), has a size of §75 billion to finance projects
over the three-year petiod from 2017 o 2020. ' :

€S¢ projects are intended to pave the way toward economijc growth, job creation, hicher incomes
and better living conditions. a

Ehigibility for 1IDA support depends on 3 country’s relative poverty, defined as per capita income below
an established threshold and updated annually (31,165 in fiscal year 2018). IDA also supports some
countries, including several small island econointes, that are above the operational cutoff but lack the
creditwoithiness needed to bomow from the International Bank for Reconstruction and Development
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(IBRD). Some countries, such as Nigeria and Pakistan, are IDA-eligible based o per capita income
levels and are also creditworthy for some [BRD borrowing. They are referred to as “blend” countries.

IDA has 173 members.

IFC
The International Finance Corporation (IFC) promotes private sector investment in its member
countries, particularly developing countries as a way to reduce poverty and improve people's lives,

IFC is a member of the World Bank Group and is headquartered in Washiagton. It shares the
primary objective of all World Bank Group institutions: to improve the quality of the lives of
people in its developing member countries,

IFC is the largest multilateral source of loan and equity financing for private sector projects in the
developing world.

India is one of the founder members of the IFC. IFC finances investments with its own Tesources
and by mobilizing capital in the Intemnational financial markets. India has 3.38% of the voling
power. Over the past few years, in line with a strong strategic focus on India, IEC has augmented
its program and portfolio in India by investing in high impact projects. India represents JFC's
single-largest country exposure. IFC is working in the the following areas by promoting;

. inveslm’ént climate fe private se development and inclusive growth;

nancial services and initiatives related to the
g micro-credit bureau, risk mitigation initiatives,

code ofco _giiict-;séﬂing":etc; e

. renewélibl.éaérié'rg:y (solar and bmmass) and c_;féél'ricr p’fbduction as well as key subsectors like
agribusiness; and F’E% gy ;—’g By E §§ g

¢ developing PPP transactions with focus op social services (health and education) and
-~ climate change impact projects. ' :

+ Infrastructure has been stepped up in India in the last few years and currently accounts for
~ about US$1.3 billion of cusrent committed portfolio, :
IFC floated a rupee bond, masala bond i the global credit market to raise a billion dollars that was
used o assist the Indian companies in 2014.

MIGA

The Multilateral Investment Guarantee Agency (MIGA) is a member of the World Bank group, [t
was established to promote foreign direct investment into developing countries. MIGA promotes
foreign direct investment into developing countrics by insuring investors against political rigk,
advising governments on attracting investment etc. India is a member.

MIGA can cover only new investments. These include:
* new, greenfield investments;

* new investment contributions associated with the expansion, modernization, or financial
restructuning of existing projects; and

s acquisitions involving privatization of state enterprises.

299

£

|
B A T S N

AR BB S s e ey e i e



ICSID |

The International Centre for Settlement of Investment Disputes (ICSID) is an institution of the
World Bank group based in Washi ngton. It provides facilities for the conciliation and arbitration of
investment disputes between member countrics and individual investors. India is not a'member,

India and the World Bank

The advantage of bomowing from the World Bank is the low cost and stable financing it provides
with Jonger maturity periods that better match [ndia’s investment needs.Financing through the
International Development Association {IDA), the Bank’s concessional lending arm, is provided
for as low as 0.75% p-a., repayable over a period of 35 years, inclusive of a 10 year grace period,

India benefited from the WB funds in education (Sarva Shiksha Abhfyan); health care; health care;
power; agriculture; irrigation; natural 2as, roads and other sectors. '

India has been borrowing from the World Bank {through IBRD and IDA) for various development
projects in areas of poverty alleviation, infrastructure, rural development, human resource
development, ete. IDA funds are one of the most concessional extemal loans for GOI-and are used
largely in social sector projects that contribute to the achievement of SDGs. IBRD funds are semi -
concessional and of a longer maturity and therefore, cheaper than commercial external borrowings.

- st m .World Bank, the Bank's cumulative
4 billin:(USS 50 billion under IBRD and US$54 billiog

IMF and WB : ST ' _
There are similarities and differences betwe thems Both are owned and directed by the
governments of member nations, Botli: ﬁaét%t%lﬁ.-gtfn'cérfiﬁtﬁemselves with economic issues and
_ concentrate their efforts on broadening and strengthenin g the economies of their member nations.

Despite these similenttics, however, the Rank and the IMF remain distinct. The fundamental
difference is this: the Bank is primarily a developraent institution; the IMF is a cooperative
institution that seeks to maintaig an orderly system of paymenis and receipts between nations.
Each has a different purpose, a distinet structure, receives its funding from different sources,
assists different categories of members and strives to achicve distinct goals,
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[ The International Monetary Fund and the World Bank at a Glance

International Menetary Fund World Bank
.r T .
i« Single institution » includes IBRD and TDA
+ oversees the International monetary system « seeks o promote the  economijc

* promotes exchange stability and orderly
. exchange relations among its member
countries

» assists all members--both industrial apd

developing countries--that find themselves
i In temporary balance of payments
difficulties by providing short- to medium-
term credits

* draws its financia] resources  principally

| from the quota subscriptions of its member
countrics

+ has at its disposal fully paid-in quotas now
totaling USD 650 billion

development of the world’s poorer countries

» assists developing Countries through long-
term financing of development projects and
programs

* provides to the developing countries

* Cncourages  private  enterprises i
developing countries through its affifiate,
the Intemational Finance Corporation (IFC)

* acquires most of its financial resources by
borrowing on the i nternational bond marke{

+ members’ subscriptiéms are about USD 250
billion . it also raises from bond market and
has profits from its assets.

Bretton Woodé}}Zfi}

The originat Bretton Woods conifiririce P

_ Z — ]

s post-WWII reconstruction. The arrangements

need redefinition and refocus i the pigt, 2 Sio'g_:?_" glﬂgsﬁlgeéwo& The broad mandate should be
*  The two institations need to bf%éénoc tised” - > 14 )

*  Merit based appointment to the two insti tutions

* IMF should have an expanded role and be the lender of last resort. SDRs should be more

central to global monetary system

*  World Bank should be refocused with clear
SDGs to reduce poverty, hunger and discase.

* global trade agenda should be reoriented

goals: helping the poorest countries achieve the

0 help the poorest countries to be more

productive; global trade should- promote environmental sustainability, to help enforce

compliance with reduced carbon emissions

and protection of endangered biodiversity

* the new global financia) structure should help to rescue the world from human-induced

climate change.

G-20

The Group of Twenty (G-20) Finance Ministers and Central Barnk Governars was established in
t999 to bring together systemically important industrialized and developing economies to discuss
key issues in the global cconomy. The G-20 promotes open and constructive discussion between
industrial and emerging-market countries on key issues related to global economic stability. By
contributing 1o the strengthening of the international financial architecture and providing
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Opportunitics for diatogue on national policies, international co-operation, and internatiopal
financial institutions, the G-20 helps to support growth and development across the globe The G- £3
20 was created a5 a response both to the financial crises of the late {990 and to 2 growing
recognition that key emerging-market countries were not adequately included in the core of global
cconomic discussion and goverance. The G-20 is made up of (he finance ministers and central
bank governors of 19 countries and EL- :
"« Argentina
*  Austrafia
*+ Brazil :
+ Canada o - C
» China ' _ ¥
*  France
»  Germany
+ India
+ Indonesia
o ltaly
-+ Japan
« Mexico
+ Russia ' o
» Saudi Arabja ' '
- »  South Africa

L AN o

To ensure global economic fora an Institutions work together, the Managing Director of the
Intemnational Monetary Fund (MF);’%ﬁdgthgs%?rﬁf‘ of g‘??eg\?%rld Bank, plus the chairs of the
Intemational Monetary and Financial%(,gdm{fh'itt *égﬁ‘ﬁ éi%pment Commitiee of the IMF and
World Bank, atso partici pate in G-20 meetings on an ex-officio basis. Together, member countries

different regional grouping of countres each year. In 2016 the G-20 chair was China. For 20 7,it

is Turkey. The 2018 G20 Buenos Aires summit is the thirteenth reeting of Group of Twenty (G20). Location
is the city of Buengs Aires (Argentina).

[t is normal practice for the (5-20 finance ministers and central bank governors to meet once a year.

" : 302



G-20 and G-7

The G-7 was established in 1976 as an informal forum of seven major industrial economies:

Canada, France, Germany, Italy, Japan, the United Kingdom and the United States of America.
Russta joined later. The G-7 conducts dialogue and seeks agreement on current ECONOMIC 1Ssues on
the basis of the comparablé interests of those countries. The G-20 was established in 1999 and
reflects the diverse interests of the systemically significant industrial and emerging-market
economies. [thas a high degree of representativeness and legitimacy on account of jts geographical
composition (members are drawn from all continents) and its large share of global population
{two-thirds}) and world GNP {around 90 per cent). The G-20's broad representation of countries at
different stages of development gives its consensus outcomes greater impact than those of the G-7.

International Financial Architecture For The 21st Century

The institutions in\folired are:
¢ G-20

* FSB: In response to the global financial crisis, the international financial COMMmunity
established the Financial Stability Board (FSB). The FSB aims to address vlnerahilities

and develop and implement strong regulatory, supervisory and other policies in the interest
of financial stability.

* BIS, Basel.

o WB and ADB provide econor Gass:stance so that-the:long/term economic underpinings of
global economy.are strengthened! ' Lo E e

* ADB iy ER T
iz T

ADB 15 an international development firance insfitution whose mission is to help its developing
member countries reduce poverty and improve the quality of life of their people.

Headquartered in Manila; and established in 1966, ADB is owned and financed by its 67 members,
of which 48 are from the asia and pacific and 19 are from other parts of the globe. ADB's main
partners are governments, the private sector, nongovernment organizations, development agencies,
community-based organizations, and foundations. '

Under Strategy 2020, a long-term strategic framework adopted, ADB follows three complementary
sirategic agendas: melusive growih, enviroamentally sustainable growth, and regional integratior.

in pursuing its vision, ADB's main instruments comprise loans, technical assistance, grants,
advice, and knowledge. ADB President is Haruhiko Kuroda.

ECB

The eurozone (euro area) is amonetary ugion of 19 of the 28 European Union (EU) member -

states which have adopted the euro (€) as their common currency and sole lepal tender. The other
nine members of the European Union continue to use their own national currencies. The monetary
authority of the eurozone is the FCB. '

The Europcan Central Bank (l:CBY is the institution of the European Union (EUY which
administers the monetary policy of the 19 EU Eurozone member siates. It is thus one of the world's
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‘most important central banks. The bank was cstablished by the Treaty of Amsterdam in 1998, ang
is headquartered in Frankfurt, Germany, :

OECD

The Organisation for Economic Co-operation and Development (OECD) is an international
€Conomic organisation of 34 developed countries to stimulate economic progress and world trade,
It defines itself as a forum of countries comumitted to democracy and the markeq economy,
providing a platform to Compare policy experiences, seeking answers to common proeblems,
identifying pood practices, and to-ordinating domestic and international policies of jtg meimbers.
Its membership includes non-European states. The QECD's beadquarters are in Parjs, India is o

the Governing Board of the OECD’s Development Centre and it also participates as an observer in
some OECD Committees. :

NDB

The New Development Bank (NDB), BRICS Bank, is 2 multilateral development bank operated by
the BRICS states. During the sixth BRICS Summit in Fortalezg (2014), the leaders signed the
Agreement establishing the New Development Bank (NDB).In the Fortaleza Declaration, the
leaders stressed that the NDB will strengthen cooperation among BRICS and will supplement the
efforts of multilateral and regional financial institutions for global developmen:, thus contributing
to collective commitments for achieving the goal.of strong, sustainable and balanced growth. NDB
intends to mobilize resources for infrastructure and sustainable development projects in BRICS
and other emerging economies and developing countries

According toat
through Ioan%“‘

B
to;
cooperate wiﬁl |

upgi‘_iort p}xbllc:ggpr pr_ivate projects

e = q?"’-\ K 1
% A Ffinangial instrumeds. :NDB” shall
i e e oo, F Iy -
L 1] coraar 7 ol dal €ntities; angd provide technical
H m"ﬁ o R R ~m’“‘g‘%5‘a"% R S PR
assistance for projecis fo be support by tke Ba

. AT
AT R R T
The initial authorized capital of thct’}nléls‘ﬁ 00%1% %fge'i%ifial subscribed capital of the NDB is
350 bin which Is equally distributed among the founding members. The Agreement on the NDB

specifies that the voting power of each member wil] be equal to the number of its subscribed shares

in the capital stock of the bank. K. v. Kamath, the President of the NDB. The bank is
headquartered in Shanghai, China -

The first president is from India. Inaugural Chairman of the Board of directors will come from
Brazil Inaugural chairman of the Board of Governors will be Russian,

The 7th BRICS summit in July 2015 marked the entry into force of the Agreement. K. V. Kamath
Was appointed as President of the Bank,

The Loan Agreement for New Development Bank (NDB) financing of US§ 350 Million for
Development and Upgradation of Major District Roads Project in Madhya Pradesh was signed
between Govemment of India and the New Development Bank (NDB) in 2017. This is the First
Loan Agreement for NDB assisted project in India, '

AllIB

The AlIB was cstablished as a new multilatera financial institution aimed at providing “financial
support for infrastricture development and Tegional connectivity in Asia.” Tt has its headquarters in
Beijing. Its goals are also to boost economic development in the asia, create wealth, provide
nftastructure and promete regional cooperation apd Partnership. AIIB wiil “provide or facilitate
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financing to any member, or any agency, instrumentality or political subdivision thereof, or any
entity or enterprise operating in the territory of a2 member, as well as to international or regional
agencies or entities concerned with economic development of the Asia region.”

The value of AIIB’s authorized capital amounts to $100 billion, with almost $30 billion investeq
by China. At its- launch in January 2016, there were 57 signatories to AlIB’s Articles of

Agreement, and in mid- 2017, it has 80, China, India and Russia are the three largest shareholders
of AlIB with china holding almost 30% of the share and Indta about a quarier of china’s holding.

The Board of Directors of the Asian Infrastructure Invest:ﬁent Bank (AIIB) approved 2 loan of
US$160 million in support of the Andhea Pradesh — 24x7 Power for All project in 2017 with the
objective to strengthen the power transmission and distribution system in the State of Andhma
Pradesh, ' '
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GATT AND WTO

by 23 countries to establish 2 free and fair international trading fegime among member countries
based on dismantling of trade barriers -tariffs or non-taniff restrictions fike quotas. It came into
existence in 1948, India was a founding member. GATT progressed- expanded its scope in terms
of areas covered - by a series of “trade rounds™- negotiations centered around a specific set of

issues over a period of a few years leading to agreement among members are called a round.
GATT was headquartered in Geneva, Switzerland.

s et M
e e e

Eight rounds of such negotiations were held under GATT- 3
1. Havana Round (1947) with 23 countries brought into being the. GATT.

Annecy (France) Round (1949) (France)

Torquay Round(England) (1950) (England)

Geneva Fourth Round (1956)

Dillon Rourd (1960-1961) was held in Geneva and were named after Under Secretary

of State, Douglas Dillon, who first proposed the talks L

6. Kennedy Round (1962-1967) was also. held in Geneva but was named after the Us _
 President Joha F Kennedy, in his memory. ' 2

7. Tokyo Round (1973-1979) '

8 UruguayRound (1986-94) | -

T

We
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e F 2 ]
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It of theUruguay Round.- WTO camé into existence in 1995, Doha

WTO was se_'_t_:'fu Urug) .
nnd un cr__thc-_WTO,_(__QOO’l). Itis yet to complete. It is the 9™ round. !

Round is the ﬁ

As can be seen from fhe above, the Qng-guay. round Ias:'te_dkthc_longest (Doha round-2001 onwards,

is taking longer) as it took place m“*% ;iadi_cr%lly differedtiset of circumstances- communism was
) . . ¥ HEREMEY N .

collapsing; the model of westerp industral democracies was becoming more acceptable to the .

developing countries; USSR disintegrated leaving the third world so much weaker in world F

diplomacy. New areas were brought into the agenda- intellectual property rights; agriculture;

services; foreign direct investraent and 50 on. Initially, the developing countries were reluctant and

tesisted the expansion of the agenda. But partly due to western force; lack of unity among the "
developing countries; and partly due to seeing benefits for themselves, they agreed. There was no
agreement after protracted negotiations. The Director General of the GATT was asked to draft an ¥

agreement for the consideration of the members. It was called Dunke] Drafi, named after the
Director General Arthur Dunke] After attaining consensus, it was made into the Marrakesh Treaty

and was signed in Marrakesh (Morocco) in 1994 and paved the way for the establishment of World
Trade Organization (WTO) at the beginni ngof 1995

GATT and WTQ

GATT is differeat from WTO in two essential respects- GATT is a treaty while WTO is an
organization. GATT kad no dispute settlement process while WTO has. The GATT was essentialty
concerned with traditional trade issues such ag tariffs and quotas in intemational trade. WTO

¢ncompasses many more areas. GATT had only a relatively small secretariat with no i nstitutional
foundation to implement these rules,

The World Trade Organization that <ame Into existence at the beginning of 1995 replaces the
(eneral Agreement on Tariffs and Trade (GATT). Like its predecessor, it is headquartered in
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Geneva, Switzerland. It has 164 members (2017). Afghanistan became the 164th WTO member
carly in 2016. Liberia was the 163" member. Kazakhstan was the 162nd member.

In addition to states, the European Union is a member. WTO members do not have to be
full sovereign nation-membexrs. Instead, they must be a customs territory with full autonomy in the
conduct of their external commercial relations. Thus Hong Kong and - Taiwan became WT
members. Iran s the biggest economy outside the WTO. '

Roberto Azevedo from Brazil is the current Director-General of the World Trade Organization,
DG term is 4 years. ' '

The WTO states that its atms are fo increase international trade by slashing trade bariers and
providing a platform for the negotiation of trade and related issues. Basically, it sets up a rule
based multilatera] trading system to liberalise the regime and boost world trade. :

Principles guiding the WTO are: :
¢ non-discriminatory  and rule-based trading system where foreign goods and services
should receive the same treatment as domestically sourced ones
*  trade barriers (tariffs and non-tariff barriers) should be dismantled * and interational trade
should be free ' _
» less developed countries should receive preferential terms of trade

P
LA

on:a;_,'l'\ Monetary Fund(IMF) where
e ;:as it contributes.financially-, WTO
glﬁ%_ﬂmq@_:mt_ic‘ Decisions ‘are taken by

= S
WTO is not partof the United Natiof giididts dnd ‘6@%1?!? at the behest of its membership. A
global arranigement exists between the two, based’ l'én%ie"re attonship that had existed between the
UN and the WTO’s predecessor, the General Agreement op Tariffs and Trade (GATT). This
tacludes provision and exchange of information, representation it cach other’s meefings and
cooperation between the secretariats.

Unlike other_:; j
there is weighted'¥{
has a ‘one o iry:
CONSENSUS.

Structure of WTO

Highest level decision-making body of the WTO is the Ministerial Conference, which usually
meets once every two years with each member country represented by the commerce minister.
Next. in authority is the General Council which carries out the decisions of the Ministerial
Conferences. It is seated in Geneva. It has representatives (asualty ambassadors or equivalent)
from all member governments and has the authority to act on behalf of the ministerial conference

There are two other bodies apart from the General Council. They are the Dispute Settlement Body
composed of all members, usually represented by ambassadors or equivalent; and Trade Policy
Review Body (TPRB) - the WTO General Council meels as the Trade Policy Review Body to
undertake trade policy reviews of Members.

Below the above three bodics, at the third level, there are Councils for Trade. The Councils for
Trade work under the General Council. There are three councils - Council for Trade in Goods,
Council for Trade-Related Aspects of Intellectual Property Rights, and Council for Trade in
Services. Apart from these three councils, six other bodies report to the General Council on issues
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such as trade and develo pment, the environmcnt, regional trading arrangements and administrative
issues, .

At the fourth leve] from the top, there are subsidiary bodies- various committegs apg working
groups related to various fields.

Dispufe Settlement

World Trade Organization (WTO) hasa dispute settlemen body (DSB) that settles trade disputes
among mermbers. Disputes can anise from trade policies of members that are violative of the WTO

rules. WTO procedures require sixty days of ‘consultations’ among the disputants ¢, resolve the
dispute failing which a disputes panel is sef up. :

¢ 1986-1994 -%-'Ufugil-é'y Round: oF G -negotiations. were Headlocked‘ Dunke! Draft was
- the basis for the resolution, Itled to I*hgz airak JEAgreemem (Morocco) that resuited in
the WTO coming into force. RN B3 QCE i1

* January |, 1995 _ The WTO came info existence.

* 1996 - The firg; ministerial conference in Singapore. Birth of "Singapore issyeg”
* 1998 - Second ministeiial conference jp Geneva, Switzerland.

¢ 1999 - Third ministerial cop ference in Seattle, Washington, USA

* 2001 - Fourth ministerial conference it Doha, capital of Qatar. A new Round of trade talks
begin called Doha Development Round,

* 2005 - Sixth Ministerial at Hong Kong once 2gain failed to deliver resyltg
*  Seventh Ministeria] 2009 in Geneva

* 8" 02011 in Gepeva

* 9" Ministerial in Bali 2013 December

* 10° Ministerial in 201 5 December in Nairobi

« Nt Ministerial Conference in Buenos Alres, Argentina jn 2017 December
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SENRIAS

There are three basic principles built into the WTO:
l. National treatment , .
2. Most favoured nation{MFN)
3. Special and differential treatment

National Treatment
National treatment is a basic pnnmplc of GATT/WTO that prohibits discrimination between

imported and domestically produced goods with respect to intemal taxation or other govermument
regulation. The example is solar-panels case of India in 2016.

MFN _ _
In interational trade, MFN treatment means normal trading relations between two countries. All

WTO members are statutorily obliged to grant one another the MEN status. Favour one, favour
all. MFN means treating one’s trading partoers equally on the principle of non-discrimiration.

MFN is so important that it is the first article of the General Agreement on Tariffs and Trade
(GATT), which governs trade in goods. MFN is also a priority in the General Agreement on Trade
in Services (GATS) and the Agreerncnt on Trade-Related Aspects of ]ntellcctual Property Rights
(TRIPS).

Some exceptions are allowed. For example, countries can set up a free trade agreement that applies
only to goods traded w1lhm the group — disciminating agamst goods from outside. Or they can
give developmg i : ; arkcts ‘Or.a country can raise bamers against
products that are’e : or- spemﬁc countries. in general MFN means
ofopens up'a market, it has to o so for the same
i..hether' rich or poor, weak or strong.

MFN has benefits in line with the WTQ g Qlérgases‘ trade. A country that grants MFN on
imports will source from the best countty-cost afid quality. But if the most efficient producer is
outside the group of MFN and is charged higher rates of tariffs, the importer loses. This leads to

- economic costs for the importing country, which can outweigh the gains from free trade.

+ Small and developing countries benefit as they are automatically granted MEN status and
gain thus - a privilege that they can not get otherwise due to their weak bargaining power
in global trade. They gain in imports and exports.

+ having one set of tariffs for all countries simplifies the rules and makes them more
transparent '

s MFN prevents domestic special interests from obtaining protectionist measures.

s MFN clauses uphold non-discrimination and thus free trade .

There are exceptions to MFN. Regional trade blocs such as the European Union and the North
American Free Trade Agreement (NAFTA), which have lowered or eliminated tariffs among the
members while maintaining tariff walls between member nations and the rest of the world. Trade
agrecments usually allow for exceptions to allow for regional economic-integration.

WTOQ allows departures from the MFN principle.
+ imports flom poar countries are allowed at lowcr/zero tariffs (Generalised System of

Preterences GSP- (Read ahead)

+ preferential and free trade arrangement among countries of a region and others are
allowed- at concessional and free rates respectively
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of the Agreement in their bilateral relations pending the establishment of traqe ties between
them on a definitive basis. It is under this clause that Pakistan has not given MFN statyg to
India, though the latter has extended such status to the former.

India granted MFN status 1q Pakistan in I996. Pakistan has pof granted India MEN status byt
offered Non-Discﬁminalory Market Access (NDMA) agreement - ‘

India, Pakistan and GATT Rules
Paragraph 1 of GATT Article XXIV says: | -

“Taking into account the exceptional circumstances arising out of the cstablishment of Indja and
Pakistan ag independent States and_recogmzing the fact that they have tong constituted an
economic unit, the contracting partjes agree that the provisions of this Agreement fie,
GATT] shall not prevent the twe conntries from entering into special arran gements with respect to
the trade between them, pending the establishment of thejr mutual trade relations op 4 definitive
basis * ' : :

v

*Measures adopted by India and Pakistan in order to cairy out definitive trade a:rrangements
between them, once they have been- agreed upon, might depart from Particular provisions of this

Agreement, by these measures would, in general, be consistent with the objectives of the
Agreement.”

Qatar in 2017:has fileq a legal complaint at the World Trade Organisation (o challenge a trade
- boycott by Saudi Arabia andothcrs butthey cited national security as the reagon which is allowed

-

Russia, Ukraine ang WTO %‘% %% L & g 131
In 2017, Russia sent 4 request to the World Trade Organization seeking to hold consultations over

S&D Provisions

The WTOQ Agreements contain spectal provisions which give developing countries special rights
and which give developed countries the possibility to treat developing countries more favourably
than other WTQ Members. These special provisions include, for example, longer time periods for

implemenﬁng-Agreements and commitments'Thcy are referred i as “special and differential
treatment” (S&D) provisions, ' '

WTO Agreements ' _

The WTO oversees about 60 different agreements which have the status of international legal
texts. Member counries Must sign and ratify aif WTO agreements op accession. Important among
the agreements are the following,

Agreement gp Agricnlture (AoA)
Its three piltars are: '

* domestic support
*  export subsidies
¢ market access
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Domestic support refers to the subsidies that govemments give to the farmers like food, fertilizer
power, water etc. The domestic subsidies are grouped into three classes called "boxes™: (reen Box,
Amber Box and Blue Box- the first two being borrowed from the traffic ght colours.

distorting, To qualify for the green box, WTO says a subsidy must not distort trade, or at most
cause minimal distortion. These green box subsidies must be govermment-funded — pot by
charging consumers higher prices and they must not involve price support. They tend 1o be
programs that are not directed at particular products, and they may include direct income supports
for farmers that are decoupled from current production levels and/or prices. Examples:
environmental and conservation programs, research funding, extension services, food stamps and
disaster relief.

* Amber box is used for all domestic support measures considered to distort praduction and trade.

WTO members are required to maintain their amber box supports to within five to 10 percent of
their value of production- 5% for the developed countries and 10% for developing countries like
India Subsidies that are considered to be trade distorting and are subject to limitatiens and
isciplines fail into the amber box. '

Blue box subsidies are direct payments under a preduction limiting program. There is no limit on
thern. '

India and the dimber box

For some year now, India has been having difficulty at the WTO io continue to give agricaltural
subsidies. India has MSP, minimum support price, programme under which Government pays the
farmer for the grain he sells to the Food Corporation of India which is used to run the Public
Distribution System (PDS) under which low income and poor people are supplied grain at cheap
rates. The subsidy involved thus is to make agriculture investment-worthy, food security, price
stabilization and so on. But the WTO put a cap on the subsidy which India is accused of kaving
exceeded. India questions the methodology of calculating the subsidy. But there is no permanent
solution that WTO offered to India’s chailenge. At the Sth ministerial in Bal; (2013), developed
countries had agreed {0 a ‘peace clause’ for India’s stockholding of grain under which even if we
are not conforming to the rules, no member wil challenge this until 2017.

India says export subsidies given by USA and Europe rmake their agricuitural goods so cheap that
their markets are virtually inaccessible to exports from developing countries. The earlier gains
expected by the developing countries from a genuinely free intemational trade in agricultural
goods have not come about as the advanced countries are least inclined to reduce the subsidies to
the statutory levels. It is one of the ‘implementational concerns’ in WTO being discussed in the
Doha round.

G33

The G33 (“Friends of Special Products” in agriculture) is a group of 48 developing countries
inchiding India and China. It came into cxistence before the 2003 Cancun  rministerial
conference. They have common concerns in agriculture.
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It has interests of farmerg and food production interests- "defensive" jnterests regarding agriculture
in relation to World Trade Organisation negotiations, Jt demands are
* limit the level of market opening o agri-imports of developing couatries

* creation of a "specia] products”™ exemption, which would allow developing countries to
exempt certain products from tariff reductions

* “special safepuard mechanism” which would permit tariff increases ig response to import
surges in agricultural goods

In 2017 the G-33 countries made two demands _
3. MSP programmes 1o help farmers during times of distress should not be treated ag trade-
distorting - '

b.. Calculation of the quantum of subsidies on the basis of market prices prevailing in 1986-
1988 is flawed and does injustice and should be dropped.

However, countries like Australia, Pakistan, Peru, Thailand, Japan, Paraguay_, Australia, Mexico
and Russia said they could not accept unlimited market price support under the banner of ‘public
stockholding for food security’. :

Export Subsidies
Agricultural export subsidies are to be limited by the developed countries either in value or volume

terms so that international.pr low a point.and-exports -and domestic markets
- ¥ riaé.;z—in 2015 decided to phase them

pad
i

% oregn %0 T
Market access means all member cou%’%s* gh%u lcéthi-éhr%gghéthcir domestic market to agricultural
imports by reduction of tariffs and removal of or non-tariff barriers, Countries should undertake
* ‘tariffication’- to convert non-tariff barriers( like quotas) to tariffs and

- ¢ “bind" their tariffs- to 28re6 10 2 limit that is the “bounded rate” and not increase the rateg
beyond them. The bounded rates are usually high

Special Products (SP) and Special Safeguard Mechanisms (SSM) are key concems of developing
nations involved in WTO negotiations in agriculture. By using SP apd SSM, these natiogs hope to
ensure food security and protect small farmers angd the rest of the poor from the vagaries and
pressures of international trade in agriculfure commodities,

Special Products (SPs)
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production of these products, thereby allowing them to protect and enhance livelihoods and food
security in their domestic agriculture,

SP is a component of the WTOQ’s Special and Differential (S&D} provision and is available only to
developing country members of the WTO,

The Doha Ministerial Declaration recognised the non-trade concerns of developing countries and
explicitly mentioned that the Doha Development Round of trade talks would include concessions
that will “enable developing countries to effectively take account of their development needs,
including food security and rural development”. -

Since the introduction of the concept of SP, discussions are going on about their selection and
treatment. Essentially, the discussion centres on fwo Issues:
e The number of products to be given SP status.

+»  The modalities to select SPs.

Special Safeguard Mechanisms (SSM)

Special Safeguard Mechanisms or SSMs are a set of provisions through which a WTO member
country can temporarily impose higher than bound tariff raies on the import of a particular
agricultural product if there is a sudden surge in imports of that product into the country. The SSM
provisions willbeavailable to all developing and:least-develaped country members of the WTOQ.,

yicoufiter. the volatility of intemational commodity
‘ tice"of an-agricultural commodity could
i ¢ the viability of -domestic production.

Countries may find it difficult to chegk these §grgms-e.ln}thai :ases, a temporary measure like SSM
' it llow countries to raise tariffs above

SSM is 2 trad;?“g_g!gfepcq me_élla;;jsm to-€ssentiall

will allow developing countries to liﬁéﬁfo%r?gsﬁscg.-ﬁghdg\%
their bound levels for a limited duration:

A Ministerial Decision on a Special Safeguard Mechanism (SSM} for Developing Countries
during the Nairobi ministerial in 2015 recogunizes that developing members will have the right to
temporanily increase tariffs in face of import surges by using an SSM.

To conclude, Special Products and Special Safeguards Mechanisms together can provide a
reasonable level of protection to the agriculture sector of developing countries.

TRIPS

Intellectual property (IP) is the work of intellect or mind to create products that have comumercial
uses- products like drugs, literature, paintings etc. It is protected like the physical property with
trademarks, patents etc. Holders of the patents etc are enfitled to the commercial proceeds for a
specified time period, exclusively '

Types of intellectual property rights:

* A patent may be granted for a new, usetul, and non-obvious invention, and gives the patent
holder an exclusive right to commercially exploit the invention for a cortain period of time
(typically 20 vears from the filing date of a patent application).

33

L M T T R E T DR TP SERVE 1 DY

T P R o e



TR N LT e T A T S L St e S s e
N s S T T T AR g T s T L RS SN LT AR LR S R AT A e e FAVSEN s
- R R L ] T --.-_,_;'.-_'.;_r_'ar.\)’_‘-J':'_‘:;;r___r'-,_._,3_.50:»,,-—,,-;—.__ ST TR R AR D RIS L N TR
R e e S T I L S s s e sy =42

o 4).I
f

= -ﬁ

iz i

* Copynight is given for creative and artistic works (e.g. books, movies, music, paintings, ”ﬁ‘
photographs, and software) and give a copyright holder the exclusive right to control fi
reproduction or adaptation of such works for a certain period of time. ;

2‘-;:.\

* A trademark is a distinctive sign which is used to distinguish the products or services of Y

different businesses.

Seh I

* An indusirial design right protects the form, of appearance, style or design of an industrial
object (e.g. spare parts, furniture, or textiles).

The need for agreement on TRIPS arises from the fact that [P generation takes substantial

investment and should be incentivised: and the commercial proceeds from international trade in
inteflectual property are growing in worth. .

Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPs)

Agreement on TRIPS lays down legal standards for the mernber countries (o protect intellectual

property by way of copyright ri ghts; geographical indications, industrial designs; integrated circuit

layout-designs; patents; monopolies for the developers of new plant varieties; trademarks. It
- regulates  dispute resolution procedures and enforcement procedures.
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TRIPS and patents . _

A patent is an exclusionary right. It grants the right to exclude others from making use of the
patented invention for the given period- 20 years from the filing date under TRIPS. In return for
the patent, thé inventor offers-the kno vith commercial use (o be put in public domain after
the expiry ofithe-patent. Patent is anin e.to ifinova “and invent. It sustains rescarch and

o ) B

development:@?nabj -

. Product and process patents _ ) o
Under WTO, patents can be grantsd, for. the pr}éé;&csg grgjgréduct. Product patents provide for
absolute protection of the product'efh%ﬁs?iﬁg all e '%ro%e‘sses that may lead to the product,
whereas process patents provide protection in respect of a specific process or method of
manufacture, Protection for process-patents would not prevent the manufacture of patented
products by a process of reverse engineering, where a different process-or method from that which
has been invented (and patented) is used. For example, national legislation requiring only process
patent protection has enabled manufacturers in certain countries to make generic versions of v
patented medicines. RE (Reverse engineering) made it possible in developing countries to sell =
medicines cheap. India is a prime example.

TRIPS agreement allows both process and product patents, though only product patents must be
awarded for food, pharmaceuticals and chemicals. Patents should be valid for 20 years.

Developing countries had 10 years to adopt the TRIPS agreement standards{ by 2005) while the
advanced countries adopted them by 1995 itself, -

Developing countries that had apprehensions about the product patents agreed to it because they
benefited under other agreements- for example, services etc. They agreed also because they
received concessional terms under TRIPS- grace period of 10 vears to adopt product patents in
food, pharmaceutical and chemical ficlds.
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Patents (Amendment) Act 2005

As mandated by the TRIPS, it introduced product patent regime for food, chemicals and
pharmaceuticals. .

Highlights of the Act
¢ Product patent protection to drugs, foods and chemicals
* availability of Pre-grarit and Post-grant challenge
« Incremental innovation involving small scale improvements do ot qualify for pew patents
* Infroduction of a provision for enabling grant of compulsory license and paralie] imports to
meet public health crises as provided for in TRIPS '

Prior to 1970, 85 per cent of medicines available in India were produced and distributed by
multinational corporations (MNCs) and the prices of drugs in the country were among the highest
in the world. The 1970 Patents Act of India provided for process patents for pharmaceuticals and
agro-chemical products. This enabled the growth of a strong local generic drug industry, which
produced the same drugs as the MNCs at relatively low prices. When Indian generic manufacturers
such as Cipla, Ranbaxy etc began manutacturing drugs, especially for Human Inmnunodef; ciency
Virus/Acquired Immune Deficiency Syndrome (HIV/AIDS), at much lower prices, it served a
public health cause .The demand for these drugs grew in countries that could not afford to buy

these drugs from MNCs.

pdten

gE’oBal E"ﬁﬁarrnzi:ii;_mar];et. It gt_tmcts_-MNC investment

Indian goverr_im Acc
global and TR IS"‘-helps“_R-axj‘ D't
also. TRIPS is a'part of the Targer WTO:

There was a fear that prices of medicines would spiral, due to product patents as it can fead fo
monopoly pricing. But on balance it wastfelt that becausé §7 per cént of all drugs manufactured in
India are off-patent, prices would be protected. Add to that the fact that Government could control
the prices of essential medicines, and the fears of price rise werc seen to be fargely unfounded.

The other criticism is that patents being given for 20 years will stunt technological development in
India. '

On the positive side, the Act modemizes the law. It helps Indian pharma companies to grow into
MNCs. Indian companies can take up contract research. DI will flow in with all the technological
benefits. Safeguard provisions help meet public health concerns. Drug price Controt order (DPCO)
gives government the power to regulatc the prices and make them affordable. Generic
manufacturers can continue in India for product patented drugs by paying 2 reasonable fee.
(Generic medicines are unbranded drugs. They have the same active chemical content as the
patented drug. They can be produced for drugs for which either there is a process patent or the
product patent expired.) .

Public Health Concerns: TRIPS Agreement and Safeguards :
In view of the fact that the above mentioned provisions for product patents have the potential to
raisc prices, safeguards have been built in the TRIPS Agreement called “parallel imports” and
“compulsory licensing.”

Parallel importation is the importation of drugs from another country where they are sold at a

lower price to meet a public health crisis. It can take place if there are no manufacturers in the
315
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couhtry facing the public héalth crisis and the pharma company that holds

the patent for the drug is
unwilling to price it affordably for the sake of the ailing public,

The compuisory licensing provision arms the

government with the power to ensure that medicines
are available to patients at affordable-rates. -

Multinational drug companies had demanded strong safeguards against the liberal use of the
provision when Indja's patent law was being framed, but the final legislation had kept the grounds
for invoking this provision open-ended,

Heclual "Propél_'_'ty; Ai}]})cﬁate Board
;@’eﬁc %"CIS]OH of Bayers Nexavar, an

2% of th €a af ation:had an‘easy access to the drug and that

1d by Bayer & an exorbitant price of 23 Jakh INR for a month's treatment.

- Nexavar was being imported into té‘@t : .:Ingi aj %F‘u%{% issued 2 compulsory license to Natco
Pharma, which assuted that the tablets wme 3 'l?f or’ ?%?880«’- per month. 6% of the pet sales
of the drig would be paid to Bayer by Natco Pharma as royalty.

Health experts and NGOs have welcomed the order sa

( ying it would deter innovator companies
from selling their drugs at exorbitant prices. ’

It was the only case when compulsory licensing wag invoked.

Incrementaj Innovations

The Intellecmal.Property Appellate Board (IPAB) in 2013 revoked GlaxoSmithK fine's pateat in
India for its breagt cancer drug Tykerb. IPAB ordered that the claimed invention, the salt version
of the original drug, is "obyious" and, therefore, hag been revoked.

Earlier in 2013, the Supreme Court in 2 landmark ruling rejected Swiss drug-

maker Novartis' plea
for a patent for its anti-cancer drug Glivec — beta crystalline of 5 known mol

ecule called imatinib

"his upholds India's policy stance that ncremental innovations lacking "enhanced therapeutic
tficacy” as assessed by the patenting authorities will got qualify for patents.
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Voluntary Licensing

Gilead Sciences ~ entered into licensing agreements with seven Indian generic manufacturers for its
“Sovaldi’ (anti-Hepatitis C drug). This license aflows the companies to manufacture and sell the
drug in any of the 9] voluntary licence (VL) countries at their own price but at a 7% royalty rate
on sales sales. The pool of 91 countries included in the deal comprise of 54 middie income
countries and 37 low-middle income countries. I also includes complete technology transfer of
Gilead’s manufacturing process. A further term s that manufacture of the active pharmaceutica
ingredients (APIs) must be in India. Criticism is that the license restricts export to only the 91
listed countries. This excludes many important middle income countries, including China and
Brazil which is a serious concern as over 70% of HCV patients are in middle income countries

However, the consensus opinion 1s that Gilead’s licences are an important victory for public
health. Gilcad leads the way for the rest of Big Pharma who sell life saving drugs and who may
follow suit and ethically balance business with public health.

Anti-Counterfeiting Trade Agreement (ACTA)

It is a multinational treaty for the purpose of establishing international standards for intellectua)
property rights enforcement. The agreement aims to establish an international legal framework for
targeting counterfeit goods, generic medicines and copyright infringement on the Internet, and
would create a new goverming  body outside existing forums, such-as the World Trade
Organization, the World Inellectial Propety Organization, or.the United Nations.

The agrecment was 'signcdiinﬁ;-_Q'OII EU, Australla, Caiiada, f__apan, South .I:(prea, United States and
few of their friends. =+~ . PRSP -

Supporters have described the agré’e___m_\cnt-._lﬁ a5 ag r&spoﬁisﬁag to "the increase in global trade of
counterfeit goods and pirated copyright protected worksAC'TA has also been criticised by Doctors
without Borders for endangering access to medicines in developing countries. European Union
(EU) parliament in 2012 rejected ACTA.

It was a response to India assertin g 1ts rights like invocation of compulsory licensing and rejection
of incremental innovations for new patents. India termed it piracy when India generics being sent
to other develcping countries were sought to be confiscated under ACTA.

Sui Generis System .

TRIPS agreement provides sui generis option regarding patent laws. Sui generis means generating
by itself or of itself. It is a choice given to members in the place of TRIPS norms. That is, they can
protect inventions either on the basis of TRIPS pattern of patents or any other indigenous system
(sui generis). '

Geographical Indicationis

There are some goods that owe their properties to the region in which they originate and are
nurtured. The climate, soil and the native efforts of the region account for their. fame, utility and
qualities. Some Indian examples are: Basmati Rice, Darjecling Tea, Kanchipuram Silk
Saree, Aiphanse Mango, Nagpur Orange, Kolhapuri Chappal, Bikaneri Bhujia, Agra Petha,
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Mysore silk, Niigiri tea, Coorg coffee, Mysore sandaj products, Majabar pepper ete.Such products
are given Geographical Indications. GI means any indications which identify the goods as
originating in the territory of a country or a region or focality in that territory. It is used to identify
agricultural, patural or manufactured goods, The manutactured goods shouid be produced or

processed or prepared in that territory. It should have 5 special quality or reputation

or other
characteristics

¢ It confers legal protection to Geographical Indications jn India .
* Prevents unauthorised yse of a Registered Geographical Indication by others

* It provides legal protection to Indian Geographical Indications which in tum boost exports.
* Protects the consumers :

pply for a Gl Any association of Persons, producers, organisation
or authority establighed by or under the law can apply but the applicant must represent the interest
of the producers.t i geaenally not granted to an individual. It js given to a product for a specific
petiod of time (10 years in India), It can be renewed from time to time for further period of 10

. There is greater

Gl is different'fiom nark. which is used in the coufse of trade and it
distinguishes “good ice € ‘eiiterprise from ‘those of other enterprises Whereas a
geographical indication is an indicagi_io?k_ sgd tg'-'-gdgggfg}gpods having special characteristics
originating from a definite geographical femitory, & F 475 57 ¢

In 1999, the Parliamep passed the Geographical Indications of Goods "(Registration and
Protection) Act, 1999 This Act seeks to provide for the i

geograpkical indications relating to goods in India. The Act is administered by the Controller
General of Patents, Designs and Trade Marks- who is the Registrar of Geographical Jadications.
The Geographical Indications Registry is located at Chennai. The Geographical Eudications of
Goods (Registration and Protection) Act, 1999 came into force in 2003. This is a sui generic
legislation intended to give better protection to Gls of Ind 1a.

Hundreds of items items including Kancheepuram silk and Darjeeling g:"a from various state:
enjoy the protection.Some such products are: Nagpur orange, Kangra paigiting, Moradabad Metal
Craft, Firozabad Glass, Kanonauj Perfurme, Kanpur saddlery, Saharanpur wood craft, Dharmavaram
handloom pattu sarees and paavadas, Warli painting, Kolhapur Jaggery, Thewa art work and three
Manipur-based knit works Moirang phee, Wangkhe; phee and Shaphee fanphee.
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Manipur government's department of commerce has sought GI for Moirang phee, Wangkhei phee

and Shaphee lanphee, which are shawls/fabric with unique needle work, to be wom as special
recogtution of honour.

Kolhapur jaggery seeks unique recognition for its white and golden chemical-free product having
10 added colour, chemicals, additives and flavours, Iis application said the Jiggery had natural
sweetener and contained glucose, vitamins, calcium and minerals.

India has more than 300 GI products registered so far. Also known as the Bird's Eye Chilli, Mizo
Chilli is given GI The Hyderabad Haleam is one of the few Indian dish to have got a GI status. So
s the famous traditional craft of Rajasthan: Blue Pottery made in Jaipur. Also, Pattachitra is a form
of art that originated in Odisha. It is a pictorial narrative painted on a cloth-based scroll. Generally,
the scrolls depict the tales of Hindu gods and goddesses.

Famous Banganapalle mangoes of Andhra Pradesh and Tulapanii rice of West Bengal are among
the seven commodities that have been granted Geographicai Indications 2017-18 The other five
products which have received this tag this year include Pochampally Ikat of Telangana;
Gobindobhog Rice of West Bengal; Durgi Stone Carvings and Etikoppaka Toys of Andhra
Pradesh; and Chakshesang Shawl of Nagaland.In 2016-17, as many as 33 items got GI registration.

Kamataka with 32 GI prdducts tepped the nattonal list followed by Tamil Nadu (24), Andhra
Pradesh (22) and Kerala (20).

French chamﬁéﬁ;ﬁql-ahd cognac, the USA’s_Naﬁé'ifalley, the:UK’s Scotch whisky and Mexican
Tequila are among foreign products that have acquired GI tag in India. '

Joynagarer moa is a seasonal Bengali sweetmea delicacy made of puffed fice and palm jaggery

which gota Geographical Indication tag in 2015.. saily

Ty

Rasgolla :
There was a legal issue over the origins of rasgolia between Odisha and West Bengal. Odisha has
staked claim associating it with a centuries old ritual of Lord Jagannath. West Bengal always
thought of rasagolla as its own.

Geographical Indications (GI) registry announced in November 2017 that the rosogolla orginated
in West Bengal. .

Apeda

APEDA is a non-trading, statutory body created under the Agricultural and Processed Food
Products Export Development Authority Act, 1985 (“the APEDA Act”), which provides for the
development and promotion of export of certain agricultural and processed food products from
India, including Basmati rice. The APEDA Act was amended in 2008 to confer it powers to protect
intellectual property in special products such as Basmati rice. As such, APEDA is qualified to be
an applicant under the Geographical Indications of Goods (Registration& Protection) Act, 1999
(“Gl Act™).

Basmati 2016 '

GI tag was given to APEDA Nationmal Agricultural Research System, under the ministry of
agriculture and cooperation has recognised onl y the states of Punjab, Harvana, Himacha! Pradesh,
Delhi and Uttarakhand, the western part of Uttar Pradesh and two districts of tammu and Kashmir
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(namely, Jammu and Kathua) as the tadiﬁcinal geographical indication for Basmati rice

cultivation. .

This means that the basmati rice produced in these regions are considered an intellectual property
and will be acknowledged as Basmati rice, white the Basmati rice produced in other places will not
be considered Basmati rice, as APEDA does not consider arcas other than those with the GI tag for
Basmati rice production. Madhya Pradesh contested the fact that it was excluded even as 13-14

IPR Policy 2016

GOl recently approved the National Intellectual Property Rights (IPR) Policy which lays down an
institational mechanism for implementation, monitoring and review. It aims to incorporate and
adapt global best practices to the Indian scenario. This aims to bring together the strengths of the
Government, research and development organizations, educational institutions, corporate enfities
including MSMEs, start-ups and other stakeholders in the creation of an innovation-conducive
environment, which stimulates creativity and innovation across sectors, #s also facilitates a stable,
transparent and service-oriented IPR ‘administration in the country.The Nationa} Intellectual
Property Rights (IPR) Policy endeavors fora “Creative India; Innovative India

Objectives:
The Policy la

ublic awareness about the economic,
f sogiety. '

_ ¢ and effective IPR laws, which balagce
the interests of rights owners Siith fazeer piBlicirtckest
herests ofrg =R et .
* Administration and Management - To modemize and strengthen service-oriented IPR
administration.

* Commercialization of IPRs - Get value for IPRs through corﬁmercializaticm.

* Enforcement and Adjudication - To strengthen the enforcement and adjudicatory
mechanisms for combating IPR infringements,

¢ Human Capital Development - To strengrhfm_énd expand human resources, institutions and
Capacities for teaching, training, research and skill building in IPRs.

The action by different Ministries/ Departments shall be monitored by DIPP which shall be the

nodal department o coordinate, guide and oversee implementation and future development of [PRs
in India,

The Policy recognizes that [nd ia has a well-established TRIPS-compliant legislative,
administrative and judicial framework to safeguard IPRs, which meets its international-obligations
while utilizing the flexibilities provided ia the mtemnational regime {0 address its developmental

concems. It reiterates India’s commitment to the Doba Development Agenda and the TRIPS
agreement.

While [PRs are becoming increasingly important in the global arena, there is a need to jncrease
awarencss on IPRs in India, be it regarding the [PRs owned by oneself or respect for others’ [PRs.
The importance of IPRs as 2 marketable financial asset and economic tool aiso necds to be
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recognised. For this, domestic IP filings, as also commercialization of patents granted, need to

increase. Innovation and sub-optimal spending on R&D too are issues to be addressed. .
The broad contours of the National IPR Policy are as follows: .

Vision is to create an India where creafivity and innovation are stimulated by Intellectual Property
for the benefit of all; where intelleciual property promotes advancement in seience and technology,
arts and culture, traditional knowledge and biodiversity resources; where knowledge is the main
driver of development, and knowledge owned is transformed into knowledge shared.

Mission is to stimulate a dynamic, vibrant and balanced intellectual property rights system in India
to:
* foster creativity and innovation and thercby, promote entrepreneurship and enhance socio-
¢conomic and cultural development, and

+  focus on enhancing access to healthcare, food security and environmental protection,
among other sectors of vital sacial, economic and technological importance.

PPVFR Act

The Protection of Plant Variety and Farmers Right Act, 2001 (PPVFR Act) was made to set up an
effective system for protection of plant varieties, the rights of farmers and plant breeders, and to
encourage the.: pment and cultivation of -new varieties. of ‘plants. The Act-was enacted (o
grant intellecfial-property right ers, re; and farmers who have developed
he'righits granted-under this Act are'heritible and assignable
y confers:the right: Essentially Derived Vasieties (EDV) can
it may be new or extant.- Farmers-are entitled to save, use,
Sow, re-sow, exchange or sell their ‘argg,é)%c;dug:e%includigg'g seed of a registered variety in an

unbranded manner. Farmers' varieties ars-eltgible ot f‘e'gﬁs%’étfon and farmers are totally exempted
from: payment of any fee in any proceedings under this Act. The period of protection for field
crops is 15 years and for trees and vines is 18 years and for notified varieties it is 15 years . he
rights granted under this Act are exclusive right to produce, sell, market, distribute, import and
export the variety. Civil and criminal remedies are provided for enforcement of breeders' rights and
provisions relating to benefit sharing and compulsory licence in case registered variety is not made
available to the public at reasonable price are provided. Compensation is also provided for village
or rural communities if any registered variety has been developed using any variety in whose
evolution such village or local community has contributed significantly. '

GATS

The General Agreement on Trade in Services (GATS) is the set of regulations that governs trade in
services among the WTO countries. GATS, which is one of the three agreements along with AoA
and agreement on TRIPS has rules that cover a broad range of economic activity such as health
care, education, telecommunications, bankin g, insurance, business process offshorin g (BPO),
tourism and so on. India is interested in these fields due i its core competence.

With GATS, multilaterai trading system extends (o services for the first me. GATT, its
predecessor did not cover services,
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In services, members of the WTO offer one another most favoured nation (MEN) status as they do
for physical goods. MFN means grant of non-discriminatory trade- normal trade.

The GATS agreement covers four modes of supply for the delivery of services in international
trade: ‘

e I T "
[ L ; = ————rt Tesenee
Mode 1: Cross. : the territory o

border supply

Service supplier not present within

Mode 2: Service dcllvc_red outside: the territory o the tertitory of the member
Consumofi the Member, in the territory of another ' ~
sumplion Member, 10 a service consumer of the '
abroad - Memb -
ember ] _________\J
- - - - + . __H_______-_______——_——-—
Mode 3; :
Commercial: .Jthe  Member :
presence iService supplier present within the

y. offiterritory of the Member

Trade Negotiations

While WB ang IMF operalc on weighted voting- basis, WTO decisions, such as adopting
agreements (and revisions to them) are officially determined by consensus of all members. The
advantage of consensug decision-making is that it encourages efforts to find the most widely

acceptable decision, Small countyies and low income countries also weigh for as much as rich
countries,

In reality, WTQO negotiations proceed not by conscnsus of ali nembers, but by a process of
mformal negotiations betweer small groups of countries. Such negotiations are often called "Green
Room" negotiations (after the colour of the WTO Director-General's Office in Geneva), or "Mini-
Ministerials”, when they occur in other countries.

WTO and safeguard duty

In the technica] language of the World Trade Organization (WTO) system, a safeguard is used to
restrain intermational trade in order to protect a certain home mdustry from foreign competition. A
memnber may take 2 “safeguard” action (restrict import of 2 product (emporarily) 1o protect a
spectfic domestic mdustry from an inerease in imports of any product which is causing, or which s
threatening to cause, serious injury to the domestic industry that produyces like or directly-
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competitive products.Safeguards are usually-seen as responses to fair trade bclgaviour’, 25 opposed
to unfair trade practices such as ;
* Dumping

* Subsidy that atiracts countervailing duty

As such they are used only in very specific circumstances, with corpensation, and on a universaj
basis, 1., 2 member restricting imports for safeguard purposes will have lo restrict imports from
all other countries,

Safeguard duty in India .
India imposed safeguard duty on stee| imports as the country faced cheap stec] imports flooding
its market and thus protect the domestic steel sector in 2015. It aims 1o deter countries such as
China, South Korea and Japan from undercutting local mills, the first such move [n more than 15
years. The-safeguard duty expires in 200 days from the day it comes into effect. Critics say that jt
is counter productive as it promotes inefficiency but the answer is tht jt is temporary. -

Countervailing duties (CVDs)

Some countries subsidies their products and make them cheap to be exported. The importing
country then takes recourse 1o CVDs. Thus, CVDs are known as anti-subsidy duties. CVDs are
trade import duties ive effects of subsidies. They are imposed after
IC | ! 'sﬁbggims”its‘“e}'(pbrts', imuring domestic
il ."‘; Y =5 = .-? - - - - N ¥ .
de Og;gmlz_,;n_:hon;gples, a country can
lra:duties, provided such additional duties are
e GATT Agreemént-on Subsidies and

: SR AV Y '
India resorted to CVDs on import ofcéﬁ%-inﬁhineiegﬂatéégl %roducts for a period of five years in
2017. The Commerce Minjstry's investigation arm - Directorate General of Antt-Dumping and
Allied Duties (DGAD) - in its probe had concluded that the domestic stee| ndustry has lost sales

opportuntties which is a direct consequence of subsidised imports from China. The decision to

inpose CVD was taken by the Finance Ministry after the DGAD's recommendation.

Anti-Dumping Duty = -

Dumping refers to pricing a export. It is the act of charging a lower price in a forei gn market for a

product than the price of the same product in a domestic market or in 2 third country market. It is
selling at less than “fajr value". Under the World Trade Organization {WTO) Antidumping
Agreement, dumping is prohibited if it causes or threatens to cause material injury to a domestic
industry in the importing country. Otherwise it is not prohibited. '

Dumping is a kind of predatory pricing in intemational trade. The objective of dumping may be to
use the full capacity of the industry; get relieved of the éxtra stock; or to increase market share ina
foreign market by dniving out competition and thereby create 2 monepoly situation where the
exporter will be able to unilaterally dictate price and quality of the product. .
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The anti-dumping laws in India in the Customs and Tariffs ‘Act, 1975 (Amended 1995) and The
Anti-umping rules state that “If any article is exported from any country or termitory to India at
less than its normal value, then, upon the importation of such article into India, the central

govemment may by notification in the official gazette, impose an anti-dumping duty not exceeding

the margin of dumping in relation to such article.” As of 2017, 353 anti-dumping cases had been
initiated by Directorate General of Anti-Dumping and Altied Duties (DGAD) out of which in one
hundred and thirty cases, anti-dumping measures are in force,

In October 2017, India imposed anti-dumping duty on stainless stéel from US, EU and China.
Although antidumping measure has been provided as a'vital rule to promote free trade, some
instances of antidumping practices suggest that antidumping measures have been used as a too] of
protectionism, as “safety valves” - to ease competitive pressure in domestic market.

Doha Round

Doha Round of Trade talllcs under the WTO -bcgan in 2001 in Doha, the capital of Qatar. Doha
was the fourth ministerial after the WTOQ came into force- Singapore, Geneva, Seattle and Doha

being the earlier three. It is called Doha Round because the talks were started in Doka. It is called -

Doha Development Round as it promised to address the issues that were important to the
developing countries like India. It has lasted the longest and is yet to complete (2014),

Developing counries believed that they; réceived a raw deéal finder the Marrakesh Treaty in matters
related to agriculfure, paténts and so’on. So*. théy needed additional inducements to agree fo the
new round of talks. Thus, naming.th¢ Rouad as a Development Roiind was to. pacify the
-developing countries. © - T - o .

Doha Round aims at further libera[i;i'qgg_j'ntgtnatiipr_]fﬁl;‘_ué{é}fgr agniculture, industry and services.
The need for expeditious completion of the round is because trade as an engine of growth is
needed ever more in the present world when global recession has reduced incomes of hundreds of
nuillions of people due to collapse of demand. Also, protectionistn is being chosen as a politically

convenient strategy by countries including USA. It is a threat to globalization of trade and hurts all
members. : '

Bali Package 2013

. TheBali Packageis atrade agreement resulting  from the Ninth Ministerial Conference of
the World Trade Organization in Bali, Indonesia, 2013. 1t is aimed at lowering global trade
barriers. The package includes provisions for lowering import tariffs and agnicultural subsidies,
with the intention of making it easier for developing countries to trade with the developed world in
global markets: Another important target is reforming customs bureaucracies and formalities to
facilitate trade. The package covers the following; '

Trade facilitation: Agreement on Trade Facilitation will reduce red-tape and streamline customs. It

will be legally binding, require some expense and a certain level of technology. LDCs will be
supported in building capacities to implement the changes. Although, some critics worry
govemments may have to prioritize funds for trade facilitation over other important areas such as
public health or education.
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Agriculture: Covers food security in developing countries.
India and the Bali Package C

India had not yielded on the food security issue in the WTO Bali ministerial and, in fact, secured
somi¢ concessions on the trade facilitation agreement (TFA),

The Bali draft says that til a permanent sofution is reached (on the question of issues of
asymmetry o the Agreement on Agriculture), members would refrain from approaching the
dispute-settlement body against breach of the 10% cap on price—support based food subsidy, This
is the peace clause discussed above.

Nairobi 2015

At the Nairobi Ministerial, fissures emerged between the developed and developing countries,

Nairobi declaration: "We recognise that many members reaffirm the Doha Development Agenda. ..
Other members do not reaffirm the Doha mandates, as they believe new approaches are necessary
to achieve meaningful outcomes in multilateral negotiations. Members have different views on
how to address the négotiations.* S - . -

The outcome of WT(O’s ministerial conference at Nairobi was mixed. On a positive note, all
members agreed for the first time to a leg lly binding deal o promote agricultural trade by

removing subsidies forfannexports As -4 Tief :exporter. -of agricultweal products, the deal on
agriculture holds iaqt:ential_:fﬂ)r;l_ﬁdié, : P o

The Nairobi iinistériaticamesat-a tumingipoiiittor-globaltrade: Three major stakeholders among
developed countries, the US, EU and Japan, haveﬁbcglm“to stitch together far reaching regional
trade deals. Consequently, their nee?*fo;%’lgo gé@e%f@qt of concessions they are willing to
offer therc is declining. This did not bode well for many developing countries such s India as
WTO provides a better platform to secure a fair trade deal. Even if multilateral trade deals in WTO
have been limited, the dispute settlernent wechanism of the organisation has worked to the
advantage of developing countries, WTO does indeed remain relevant.

The threat to WTO in 2017 is different; deglobalisation due Yo Donald Trump’s isolationism,
Brexit and nationalism rising in Europe are rolling back the progress. :

Trade Facilitation

Trade facilitation looks at how procedures and controls governin g the movement of goods across
national borders can be improved to reduce associated cost burdens and maximise efficiency while
safeguarding legitimate regulatory objectives. Trade facilitation 15 “the simplification,
standardization and harmonisation of procedures and associated information flows required to

move goods from seller to buyer and to make payment”.Occasionally, the tem trade facilitation is

extended to address a wider agenda in economic development and trade to nclude: the
improvement of transport infrastructure, the modernization of customs administration etc.

Some examples: T

Fiscal: Collection of customs duties, excise duties and other indirect taxes; payment mechanisms.
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Environment and health: Phytosanitary, ve
measures; Consumer protection: Product testip

ing; labelting; conformity checks with marketing
standards (¢.g. fruit and vegetables)

'+ Stmple rules and procedures

* Avoidance of duplication

* Alignment of procedures and adherence t intenational conventions
* Transparent niles ang procedures |

¢ Mechanisms for comrections and appeals

* Fair and consistent enforcement

* Time-release measures

* Standardisation of documents and electrigic data requirements
* Automation o

* International elecironic ¢xchange of trade dag
* Single Window System

A major milesioné for' lheglobaltradmg Systemiw Steached on 22 Febiuary-‘a?ﬂl? when the first
multilateral deal concluded n-the 21, year bistorfolle Worid Trage Organization entered ingy
Jorce following 1ts ratification by'wd-ﬁifﬁWEW;ﬁemb¢mhip, including India.

Megz regionals like TPp and the Transatla

niic Trade and Tnvestmen Partnership (TTIP) between
the US and the E1; held hape for them_ '

Advanced countries at WTO want negotiations for “ecommerce,” by developing conntries
OPpose it. Proponents Say small- and medium-sizeg enterprises (SMEs) wil benefit using e-
commerce. But SMEs are the Teast likely to pe able to compete wigy giant transnatinal

8, technologica) advances, strong
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- The contentious issues are -

* requirements to hold data locally
* taxation for digitally traded goods to pay tax

Data is now the most valuable resource. WTO will allow corporations to transfer data around the
world without restrictions would deny the right of countries to benefit from their own data and
intelligence in the future. It also has serious implications for both data privacy and consumer
protection. What WTO proponents call “localization barriers” are actually the tools that countries
use to ensure that they benefit from the presence of transnational corporations to advance their own
devetopment. ' )

WTO members do not currently have a mandate to write new global rules on “e-commerce.”

India has been opposing attempts, mainly by the rich nations, to incorporate e-commerce in the

ongoing Doha Round talks of the WTO on the grounds that it would lead to the ‘dilution” of the
‘development agenda® (that is to improve the trading prospects of developing countries) of the
negotiations.While it is not against informal and non-binding discussions on issues like e-
commerce, India has said these topics cannot be made part of the formal agenda of WTO
negotiations without consensus among all the WTO member nations. :

“

Indian companies have reservations regarding a global, regional or bilateral pact on e-commerce
fearing it would favour multinational firms. It involves policies on cybersecurity and hacking, fake
goods and piracy, net-neutrality as well as safeguards to protect consumer data and ensure privacy.
Fear is that it could result inf'sigﬁiﬁcan}t-.,oppning;Qf markets for goods and services and curtail the
policy space of govemmepts toreguléte and nurture its domestic producers. ' '

In the context of dimu§§i0ﬁ$ oncoonmlcrcc, small and Imedi_ljin enterprises (SMEs) have come into

focus. Some are saying that it will lead to gains for the MSMEs. But critics wam that MSMEs in

India and in dther developing countries fa@ f:insui‘%,mbgntégle problems in embracing e-commerce
i TR

S

especially for intemational trade due to lack of e-commerce readiness.

India faces serious challenges in four areas in facilitating e-commerce especially international/
cross border: hard and soft infrastructure, legal framework, taxes and administration. For enabling
c-commerce the entire logistics andling at ports/ airports has to be strengthened.

" TBT and SPS

The Agreement on Technical Bamiers to Trade is an intemational treaty administered b}' the World
Trade Organization. '

-

TBT exists to ensure that technical regulations, standards, testing, and certification procedures do
not create unnecessary obstacles to trade. The agreement prohibits technical requirements created
in order to limit trade, as opposed to technical requirements created for legitimate purposes such as
consumer or environmental protection. The TBT agreement is closely linked to the Agreement on
the Application of Sanitary and Phytosanitary Measures. '

The Agreement on the Application of Santtary. and Phytosanitary Measures - aiso known as the

SPS Agreement is an intemational treaty of the World Trade Organization. Under the SPS
agreement, the WTO sets constraints on member-states' palicies relating to food safety (bacterial
contaminants, pesticides, inspection and labelling) as well as animal and plant health

(phytosanitary) about imported pests and diseases.
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Forexample, Indian measures against imports of toys from China on safety,considerations,
Singapore Issues

The first ministerial conference was keld in Singapore in 1994, Rich countries introduced four
tssues thaf came to be known as the "Singapore issues” '

* lovestment by forei g1 companies on same terms as national companies
¢ Competition laws that dea} with monopolies and cartels , price fixing, mergers etc

* Transparency in government procurement and  creating a level playing field for af
players- domestic and foreigu .

* trade facilitation: standardization and simplification of customs procedures

* large, multinational cotporations aomina,tc and threaten the young and growing domestic
firms :

t. It should bé made at its ow

*  policy:should be the e fthe * goverminy
pends.on-a country’Siinique market conditions

dlscmhonbccause suchpollcy

The common theme of three of the 1';{ es Gnvw%e%t, _cc;x:?pe(jtion, govémment procurement) is to
maximise the rights of foreign enterprisés tihave marke fabdess fo developing countries through
their products apd nvestment: to reduce to a minimum the rights of the host government to

regulate foreign investors; and to prokibit government from measures that support or encourage
local enterprises.

competition/investment and Procurement policies distort trade as much as tariffs do, and therefore
should be regulated by the WTO rather than left up to individual country govemments. However,
the US and other developed nations shouid first implement their commitments i agriculture before
expanding the agenda,

India and BITs
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rather than suing the host State in its own courts. This process is called investor-state dispute
settlement.

India terminated the bilateral investment treaties (BITs) it had signed with 58 couniries-they were
allowed to expire on April 1, 2017. The reason behind the termination is_that India wants to
renegotiate its investment treaties based on India’s new model BIT. The ministry of finance is the

nodal body dealing with BITs.

The recently adopted Indian model BIT tils the balance towards the host state’s regulatory power
by severely limiting the substantive and procedural protection to foreign investment. Even if there
is no BIT in place, the country’s laws will contimue to protect all the investments.

The new model BIT has clauses that are progressive for out sovereignty and policy space: reducing
the extent of most-favoured nation status and national treatment clauses. The contentious change
is India’s insistence that forej gn firms can tum to investor-State dispute settlement mechanisms —
in other words, outside atbitration — only after exhausting local Judicial remedies. GOI says this
is necessary to stop the hundreds of arbitration cases filed against the government by foreign firms,

Foreign firms say the cases are filed because thie govenment is filing taxation and retrospective .

taxation and other cases against them. o -

As per Indian BIT’s, investors can access ICSID (International Centre for Scnleﬁlenl of
Investment Dispg!es). Or_can approach for ambitration under UNCITRAL (United Nations
nsInterational Trade Law) ful :As-India:is:not a party to ICSID convention, the

at;cess AddltlonaIF Tilﬁ&lesof C3ID fof'dlspute resolution.

Commission on:lnft
Foreign investors

thé Ministry of Law and Justice under Mr. Justice

GOlLsctup aHigh{ Committee (HLC) in thé
B N Srikrishnia, Retired Judge, Supreme Court jn 3018 based on.the  Government’s
commitment to speedy resolution of commercial disputes and to make India an international hub of
arbitration. The terms of reference of the Committee required it to examine the effectiveness of
existing arbitration mechanisms, stud ying the fanctioning and performance of arbitral institutions
in India and. identifying gaps regarding rhanpower, skills, infrastructure, and funding in such

institutions. Report was submitted in 2017,

Solar Panels

National Solar Mission is one of the several initiatives that are part of the National Action Plan on
Climate Change with a solar power capacity target of 100 GW by 2022.

Guidelines for solar thermal mandated 30% project to have domeslic content. A controversy
proy

emerged between power project developers and solar PV equipment manufacturers. The former
camp prefers to source modules by accessing highly competitive global market to attain flexible
pricing, better’ quality, predictable delivery and use of latest technologies.The latter camp prefers a
controlled/planned environment to force developers to purchase modules from a small, albeit
growing, group of module manufacturers in India. Manufacturers want to avoid competition with
global players at this nascent-stage of development and the government is convinced that to

incentivise growth of local industry.

US Trade Representative has filed a complaint at World Trade Organization challenging India's
domestic content requirements, citing discrimination against US ¢xports and that industry in US
which has invested hugely will be at loss. US insists that such restrictions are prohibited by WTO.
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India however claims that i is only an atiempt to grow focal potential and to ensure gelf susténancc.
2016

and reduce dependence. | » WTO rejected India’s case thus upholding national treatment
clause of its charter.

HIB Visa Fee Hike ang WTO—Compatibility

India launched a complaint against the US at the World Trade Organisation over changes to vigag
for skilled workers. USA changed rules to rajse fees for L1 and HIB working visas and also placed
more restrictions on the number of those visas awarded, The move is thie first step in initiating 3
dispute at the WTO. -

India’s complaint centres on'a doubling in the fees for HIB and L visas that

was passed by
Congress in 2015 as well 35 2 congressionally mandated cap that limits the number of visas
awarded to 65,000 each year. ' -

India alleged that the U.S. is violating jts obligations under General Agreement on Trade in
Services (GATS), a binding agreement for all WTO member countries, as well as the GATS
Amnex on Movement of Natural Persons Supplying Services, to not discriminate against or
between non-U.S. service providers, India contends that the 2010 apd 2015 fee increases do not
comply with “most-favouredmation (MFN) treatment” under the GATS, which generally prohibits
a WTO member from treating the services and servi i

favorably than It !

specifically nmén

_ .,-50;;;pa}1’i&cf',Iﬁ&i_a;al'l"‘c'gcd."fr'

The H-1B is awsamtthnitedStatcs under-the Immigrafion and Nationality Act which allows
US. employers to employ forejgy workers in spgqg_alty.ogcnpations like biotechnology, physical
sciences, socia sciences, medicine and hgalth, ‘ctqg_ilf@higlj'}fgreign worker must possess at feast 3
bachelor's degree H-1B work-authorization is strictly limited to employment by the sponsoring
employer. |

An L1 visais a visa document used fo enter the United States for the purpose of work.

L-1 visas are available 1o employees of an internationg| company with offices in both the United

States and abroad. The vigy allows such foreign workery to relocate to the corporation’s US office
after having worked abroad for the company. ' _ )

Generalized System of Preferences (GSP) and India

Generalized System of Preferences (GSP) is a preferential tariff System extended by developed
countries (o developing countries, It involveg feduced MFN Tariffs or duty-free enlry of eligible
products exported by beneficiary countries to the markets of donor countries,

Indian exporters benefit by wéy of reduced tariff or duty free entry of eligéble Indian products

‘Reducxion Or removal of import duty on a;n Indian product makes it more competitive to (he
ImMporter - othey things (¢.g quality) being equal,
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SRIRAM’s IE

Rules of Origin -

A. Rules of origin comprise a set of requirements laid down by the importing country, which must
be fulfilled by a product to be eligible for preferential tariff treatment upon import in that country.
In sum, they are a set of criteria that define nationality of traded products.

The rules of origin are aimed at reserving, as far as possible, the benefit of the preferential system
to the country for which it is intended, and to prevent third countries’ goods from unduly exploiting

the system.
For examplé, cach SAFTA country retains its external tariffs vis-a-vis non-members' goods and

levies a lower tariff on the goods "originating” from the other SAFTA members. Rules of origin
provide the basis for customs officials to make deiermmatlons about which goods are entitled

preferential tan ff treatment under the SAFTA.

Unless certain value addltlon 1s made in the member countries, FTAs and PTAs do not accord
tariff concession.

Regional Trading Arrangements (RTA) and Multilateralism under WTO
PTA/FTAs should be understood in the context of economic integration among countries- usually

ina gebgraphical region like EU, Asean, NAFTA, SAFTA etc,

; p'towards mtegrauon wherein the members agree to
nff.- The same concesmonal tanff is demied to non-

members j.'i'- A ..,;- _

The next step is duty free trade and elimination of quotas Lt I, ca]led FTA.
I E*’!uig“'-’

‘f" PR
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The customs union is a form of economic integration involving two or more sovereign states Ihat_
. stipulates that there be free tfrade between the member states and a common tariff policy on trade

with non-member states.

Later comes common market where there is a free movement of labour, capital, goods and

SEIVICes.
If the common market has the same currency, it is called a monetary union.

The last stage is the economic union in which members have a commeon currency and fiscal and
monetary policies. Presently, the EU is the only example of a monetary and economic union.

RTAs are allowed under the WTOQ. Most of the main RTAs today were there when WTO was born
in 1995, The reason is that the aims of the two are the same: economic integration on a wider and
deeper scale. Tariffs beinga barrier to trade, reducing and removing them boosts trade

o complementarities are established among the regronal members

o trade creation is another argument- that is, due to free trade among members more trade i

created

« hipher production and greater efficiency due to enhanced competition
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* free trade withipn region is a beginning towards globalization as it prepares the countries .y

, to face global competition and secure benefitg 4
* infact, FTAs catalyse globalization as the benefits ar (he regional level will accelerate ‘

the pace towards a larger scale +,

* non-economic factors are another major incentive as more peaceful relatjons among the . ‘;
regional countries will have a a virtuous effect,

The following are the problems

* Trade diversion takes Place. It means trade i tot created but is merely diverted.
are made from the FTA member due io price advantage
efficient :

Imports

,even if a non-member jg 1more

* Also, these arrangements have other undesirable fallout like loss of revenue due fo tariff
reduction or removal and -

o R R

¢ Bl

difficult to accept by the people of the coun
u -P ¥ pe.?},ﬁg?{_!% 535253%;

* domestic lobbies for protectionisin caf?‘bes 18ted mote successhull
the regional leve] initially and later at the obal level

mparison to globalization as the latter is

¥ by the govermiment at

* scope for deeper integration at the regional level- not only tradc.bljt also

comprehensive
economic Cooperation( investment, cotlaborations etc)

* openregionalismis a Step towards making regional trade blocs global,

Some regional trading arrangements i force and innegotiations:
¢ The Transatlantic Trade and Investment Partnership (also known as the Transatlantic
Free Trade Area) is 4 Proposed free-trade
- the United States. The deal is estimated to boost (4
economy by €90 biilion and the rest of the world
and may be finalized by the end of 2014,

* Regional Comprebensive Economic Partnership (RCEP)is 2 Free Tradc

Agrecment (FTA) scheme of the 10 ASEAN Member States and its FTA Partners
(Australia, China, India, Japan, Korea and New Zealand).

* Traus-Pacifje Partnership (TPP) is a trade agreement under  negotiation
Australia, Brunei, Chile, Canada, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore,
the United States, and Vietam. The TPP is intended to be a “high-standarg" agrecment
amed at emerging trade issues in the 21st century. Trump pulled USA oyt of it
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 ASEAN Free Trade Area (AFTA) with Brunei, Indonesia, Malaysia, Philippines,
Singapore, Thailand, Cambodia, Laos, Myanmar, Vietnam. .

+ European Free Trade Association (EFTA) between Iceland, Norway, Switzerland and
Liechtenstein ) - _

¢ North American Free Trade Agreement (NAFTA) betwesn Canada, U.S. and Mexico

* South Asia Free Trade Agreement (SAFTA) between India, Pakistan, Nepal, Sri Lanka,
Bangladesh, Bhutan and the Maldives _ :

* Mercosur is a Regional Trade Agreement (RTA) between Brazil, Argentina, Uniguay and
Paraguay, founded in. 1991 by the Treaty of Asuncién, which was later amended and
updated by the 1994 Treaty of Ouro Preto. Its purpose is 1o promote free trade and the fluid
movernent of goods, peoples, and currency . .

* The Andean Commiunity of Nations {CAN) is a trade bloc comprising the South American
countries ke of Bolivia, Colombia, Ecuador and Peru. Its headquarters are located in
Lima, Peru. S

¢ The Economic Community of West African States (ECOWAS) is a regional group initially

- of sixtecn countries, founded in 1975.0n the basis of Treaty of Lagos.

* 'The Southem African Development Community (SADC) seeks to further socio-economic
cooperation and integration as wellas political and security cooperation amorng 14 southern
African countries, ST : : -

Gi‘oups | _ |

G-10 are major -'food-'impbrt'i‘né"ec&iﬁ'r’rii_éiﬁﬁé Japari, South Korea, Taiwan, Norway, Switzerland
Israel etc. It has rich and poor rcpresﬁr_%ﬁgyﬁ&L(Bqu&gia efc), .
I 1 B T A R

Group of 20 (also called G20+) is a bloc of developing nations established in the 5th Ministerial
WTO conference, held in Cancun in 2013, It stands for drastic reduction in agricultural subsidies
by industrialized nations and opposed further liberalization.

G-33 comprises developing countries like India, Indonesia ete with defensive farm interests that
involves protecting farmers from-impoits. It is an alliance of developing countries on Special
Products (SP) and Special Safeguard Mechanism (SSM) in the ongoing agriculture negotiations. It
has 42 members including India, Indonesia etc .They are net-food importing developing countries.

While G-20 consists of developing countries with ex porting interests as well as defensive infcrests,
the G-33 includes only those developing countries with defensive interest in agriculture.

G-90 1s the group of Least developed countries (L.LDCs) along with other countries from Africa, the
Caribbean and Pacific formed G-90 during the Cancun conference in 2003,

What has India gained from the WT0?
* MFNstatusin the 164 member body .

* Rule based trading system

* Impantial trade dispute settlement process unlike earlier when there was bilateral pressures
and threats to full in line( Super and Special 301 of the USA)

333

-4

ST T AL TEOT TR

RITES e-\?xyr.tr!:r{xl:mw. SHETF I EUEREP,

A IR A T e L,



