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President’s Message
A quiet Diwali
We went through a fairly quiet and subdued Diwali. From the almost delirious hope and
expectations ignited by Modi's BJP in 2014 there is a considerable slowing down of
expectations and a feeling that things are not what they should be.
It is a fact, that you can list out a large number of achievements; some of the them mindboggling like the number of Jan Dhan bank accounts….32 crore accounts, more than 9.2 crore
toilets constructed, more than 72 million Ujjwala gas connections provided with the target of
covering all households in India before year end.

Dr. M R Khambete
President of COSIA

A lot of changes but no josh

Even assuming the usual leakages, dressed up figures etc. these are massive achievements and perhaps explain the reelection of the Government by a thumping majority.
But India is so huge and the disparities so stark that benefits accruing to a village woman who till yesterday was blowing air
into the chula, in a kitchen dark with smoke; or now using the toilet in her house without sacrificing either safety or dignity,
makes not a whit of difference to people who are long accustomed to these and far more sophisticated facilities on par with
the best in the world in cities like Mumbai, Delhi and Bengaluru.
Nor have all the relaxations, concessions and slashing of Corporate Tax unleashed the “animal spirits” as expected. Whether
the problems we face are structural or cyclical, the fact remains that economic indicators are depressed though the stock
market is unnaturally riding high.
Does the Stock Market know something which none of us know is the
big question?!
Not so good news continues
Meanwhile factory activity has slowed down to a 2-year low in October
2019. The IHS Markit India Manufacturing PMI fell from 51.4 in
September to 50.6 in October. Please note that the 50-point mark
separates expansion from contraction. Eight core sectors... coal, crude
oil, natural gas, refinery products, steel, cement and electricity
contracted 5.25 in September its sharpest decline.
In the meantime, GST collections in October slipped down 5% to Rs. 95,380 crores. Since GST is a consumption tax, lower
levels below Rs.1 lakh crore which is the comfort level, even during the festive season are a serious indication of the fall in
consumer demand.
Saying no to RCEP. What the future holds?
Given this despondent and listless state of affairs on the economic front, with China and Pakistan sniping away at us
internationally, and the situation in Kashmir remaining abnormal and unresolved, might have also influenced to some
extent the Modi Government's decision to opt out of the RCEP.
How isolated India will be as a result, in the arena we intended to influence as part of Modi's “Act East” policy, it is difficult to
say. For the time being, China appears to be having the upper hand, which is the very reason why most of the ASEAN nations
wanted India as part of the group to counterbalance China. How good or bad the decision was, only the future can tell. In the
meantime, India and Indians have a lot of work to do to get India out of the economic rut. Let'sget on with it!
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Strangling MSMEs
with an Inverted Duty
Structure
Manufacturing currently hovers around 15% of the Gross
Domestic Product (GDP) and the Government dreams of jacking
it up to 25%
Legacy of protectionism
Among the many things which throttled
and continue to throttle the growth of the
manufacturing Industr y in India,
particularly the MSMEs, it is the LicencePe r m i t R a j a n d i t s s t e p - s i s t e r
“protectionism”.
This protectionism manifested itself in the
form of high tariffs to permit our hideously
inefficient Public Sector Units to survive,
prosper and even flourish at the expense of
the smaller downstream units, most of
them MSMEs which utilised the expensive
industrial raw materials from these socalled giants for manufacturing other
products.
Protectionism and corruption went hand-
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in-hand with manipulations in a high tariff
regime till the whole unholy mess brought
us near-bankruptcy in 1991 when
economic reforms had to be willy-nilly
instituted under the auspices of the World
Bank.
Inverted Duty Structure
Manufacturing currently hovers around
15% of the Gross Domestic Product (GDP)
and the Government dreams of jacking it
up to 25%.
Given the current circumstances of
slowdown this seems a pipe-dream. Apart
from all other identifiable problems in our
“protected economy” which gave us cold
feet in signing the RCEP, the single biggest
impediment is the inverted duty structure.

MSME
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In very simple terms,
inverted duty structure is
when the tariff on raw
materials is higher than
on finished goods,
whereas in any sensible
economy it ought to be
the other way around. In
any sensible nation
i n d i g e n o u s
manufacturers generally
get their main raw
materials from the
cheapest sources wherever it is
available in the world, except
when there are serious security
implications.
Anomaly leads to inability to
export & vulnerability to
imports
However, in India we have long
lived behind high tariff walls
protecting the producers of main
raw materials like steel or
chemicals etc.
What this does, is to prevent

market which
lessens or even
totally dries up
our ability to
export.

indigenous manufacturers from
sourcing material from the
cheapest producers world-wide.
Instead they are forced to source
materials from virtually monopoly
producers within the country.
A number of extra costs due to
poor efficiency, lack of quality
power, high interest rates, poor
and high cost of logistics,
corruption etc.,along with the
compulsion to buy local high cost
raw materials, drives up our
prices and of ten lowers our
quality. We are, therefore, not
competitive in the international

Wait there is a
double whammy
here. Not only
are we not in a
position to
export but
because the tariff
is pretty low on the finished
goods, the local manufacturer is
also likely to be thrown out from
the indigenous market.
Examples -Can't compete
abroad & not even at home
In April 2019, Engineering export
body EEPC India was petitioning
the Government to rectify the
anomaly of inverted duty
structure in copper to help the
Indian export industry becoming
globally competitive.
"The duty on copper concentrate
is presently 2.5 per cent while the
finished goods are coming at zero
duty. There is a situation of
inverted duty structure.
Government should consider
removal of this duty to help the
industr y become globally
competitive," EEPC India
chairman Ravi Sehgal said.
Then there is the classic example
of steel. Equipment
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manufacturers across India,
many of them MSMEs are under
severe strain due to the high
duty on steel raw materials. To
add insult to injur y most
factories in India would prefer to
source their equipment from
abroad, as the duty on the
finished equipment is lower.
Again, the duty on HR coils is
higher than the duty on large
diameter Line Pipes with the
result that the domestic market
gets flooded with imported
pipes and the capacity usage of
Indian firms is down to 40% for
no fault of their own. The
Inverted Duty Structure is again
the villain of the piece.
These protective tariffs induce a
vicious spiral of monopoly,
lower quality, inefficiency and
higher costs which affect all
areas of our manufacturing and
infrastructural development
from highways, roads, bridges,
ports, railways, vehicle etc.
It is no magic by which China is
zipping ahead and we are in
decline. Why even our national
projects such as Make in India
and Smart Cities are infected by
the same disease.
Who is the villain?
The problems we refer to above
are definitely due to the Inverted
duty structure which is not

sensible but the funny thing is
that it is not irrational.
In fact, from the politician,
policy-maker's point of view it is
counter-intuitive to lower tariffs
on raw materials which may
swamp the large (most often)
Public Sector Units with terrible
consequences of job losses and
labour unions to contend with.

They, along with large private
sector producers, are a very
vocal and influential minority.
It is easier to jack up tariffs to
protect large producer A, then B,
then C of major raw materials
and emerge as a hero to the
electorate, who are basically
concerned with preservation of
their jobs.
That it seriously affects a
humongous number of mainly
MSME downstream users of raw
materials doesn't really matter
because those who are affected

are fragmented and have
neither influence nor voice to
alter such policies.
That is how a number of large
firms end up making primary
products but downstream
producers, even exporters are
largely MSMEs. The broad
scenario is that raw material
producers are protected from

global competition through high
import duties.
But MSMEs have to compete
with global manufacturers for
exports and in the domestic
market. And they have to do this
using high cost local raw
materials.
It is no wonder that MSMEs who
cut costs to the bone are
successful, not because of, but in
spite of so many adverse factors,
including inverted duty
structure.
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While there is no one reason for
not entering into the Free Trade
Agreement with RCEP grouping
of 10 ASEAN and 5 other nations
including China, let no one be
under any illusion - the main
reason is our inability to compete
in manufacturing. Even
Bangladesh is doing better than
us in garment exports and giving
China a run for its money.
Actually, the word “Even” should
be deleted in the last sentence.

the accumulated historical
weaknesses of our
manufacturing industries, which
have been, by and large,
protected from competition over
decades, through a number of
policy measures, chief among
them the inverted tariff structure.
Free Trade Agreements increase
the duty gap between a large
producer of raw material and the
MSMEs who are mainly the
downstream users because
customs duty on most finished
goods becomes zero.

And the main reason for our
inability to compete comes from

The gap may, in fact, widen even
further in some cases, such as

Why no to RCEP?

synthetics, where GST is higher
on the raw material than on the
finished product.
We never grew up in
manufacturing
If we cut import duties on input
raw material a lot of our large
industries, many of them Public
sector units with crores of
investment and huge number of
employees may simply collapse
overnight. Seventy years of
inefficiently creating selfsufficiency in manufacture of
major raw material inputs will be
eroded.

UFPL UNITY FABRICATORS PRIVATE LIMITED
COMMITMENT TO QUALITY SINCE 1974…

Fabrication / Machining / Integration

An ISO 9001: 2008 Company

Specialists in : Heavy Machining, Stainless Steel, Aluminum & Mild Steel Fabrication.
· We are providers of complete single window supplies which includes

1) Fabrication
4) Shot Blasting

2) Machining
5) Assembly

3) Stress Relieving
6) Final painting

· Horizontal Floor Boring Machine :
MAKE
:
Plauert WetzeL (Made in Germany)
MODEL
:
BFKN 125 Spindle,
AXIS TRAVEL : X : 8000mm, Y : 1800mm, Z : 1500mm, W: 500mm,
Rotary Table Make : Wetzel Table Size : 2200 X 2000mm.
Works :-

UFPL
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MSME
But this is the bitter medicine
India has been putting off for the
past 70 years. If we don't do it
now, our downstream valueadding industries are likely to
continue to be MSMEs, with no
hopes of ever climbing out of the
pit and competing on even
terms with the best
manufacturers of the world.

from imports. When should we
protect a KRM? I suggest three
criteria:

What to do?

Two: High protection comes at
high cost to the economy. It
should not expand the profits of
KRM producers. For example,
usually firms export at lower
prices than it sells in the
domestic market. The price
difference must equal or be less
than the tax rebates/ incentives
provided by the government on
exports. Any substantial

In a fine article “A Manufacturing
Game Changer” in TOI, Ajay
Srivastava, an Indian Trade
Service Officer provides some
possible solutions.
“A possible way out is to
recognise that not all Key Raw
Materials may need protection

One: If local production of a
KRM meets 80% of domestic
demand, do not protect. Limited
imports will put healthy
pressure on local firms to
improve productivity.

difference merely increases
personal profits.
Lower the protection in such
cases.
Three: Create a national vision
for important products. Bring
import duties, GST rates, FTA
openings, exports and domestic
incentives in sync with this
vision.
Finally, continue land, labour,
power, infra and capital reforms.
They will make most distortions
lose justification for their
existence.”
What is clear is that, for India
the game has to change!
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MSMEs To Be
Now Defined
By Turnover
Micro, small and medium enterprises (MSMEs) will soon be
defined based on their annual turnover. It proposes to do away
with the current system of classifying units based on the capital
deployed in Plant & Machinery.
What is being changed
It is now proposed to classify MSMEs
based on Turnover.
· Any unit with a turnover up to Rs.5
crores.....Micro Enterprise
· Any unit with turnover beyond Rs. 5
crores Up to Rs. 75 crores …Small
Scale Enterprise
· Any unit with turnover beyond Rs
75 crores with turnover beyond
Rs.75 crores Up to Rs.250
crores...Medium Enterprise
The number of MSMEs registered on
Udyog Aadhaar Memorandum (UAM)
Portal till date(since September 2015) is
79,01,250l.
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Although a similar proposal was made
during the last term of this Government
it had to be dropped in view of strong
opposition from industry associations
such as the Laghu Bharat Udyog.
However, the Government's intent to
change the old definition is in view of its
misuse by many entities to avail or
continue to avail some of the benefits of
being an MSME.
At present, it is decided based on the
investment made in plant and
machinery / equipment.
Under the MSME Development
(Amendment) Bill, 2018, introduced by
MSME Minister Giriraj Singh, any

MSME NEWS

Re-Classifying
MSMEs
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business with a turnover of
up to ₹ 5 crore will be
considered a 'micro
enterprise'. The other slabs
are ₹ 5-75 crore for 'small
enterprise' and ₹75-250 crore
for 'medium enterprise.’
At present, there are two sets
of definitions, depending on
whether the units produce
goods or services. Under the
goods category, the slabs are
up to ₹25 lakh for micro, ₹25
lakh to ₹5 crore for small.
Distinctions removed
Recall that prior to the
enactment of the MSME Act,
2006 there was only one
c a t e g o r y, t h a t i s
manufacturing, which was
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classified as small scale
enterprise and eligible for
several benefits, including
exemption from Central
Excise up to a certain limit.
With the 2006 Act, however,
the categories of
Manufacturing and Services
was introduced as shown in
the Table above.
This distinction will now be
removed under the new
definition.
But service sector units will
not be eligible for some of the
benefits available to MSMEs
such as public procurement
to prevent misuse. But they
can avail concessional Bank
finance and some other

benefits available to MSMEs.
Monitoring will be Easier
While the earlier definition
based on investment in Plant
& Machinery was susceptible
to manipulation and misuse
to wrongly avail benefits
which were strictly meant for
MSMEs, the proposed
definition based on Turnover
has the advantage of
simplicity. The criterion of
investment also entailed
physical verification, bringing
with it transaction costs, even
corruption. It also
incentivises promoters to
keep the investment size
small to retain the MSME tag.
Further with the introduction
of Goods & Service Tax, the

MSME NEWS
turnover figures are easily
available and quickly
verifiable with the GSTN
network to ensure that there
is hardly any likelihood of
misuse.
There is also a section of
people in the Government
who believe that the MSME
definition needs to be taken
out of the MSME Act 2006, so
that there is no need to have
an amendment each time the
need is felt to tweak the
figures a little bit, to take into
account the fast changing

economic environment.

Overall, the turnover based
classification will promote
the ease of doing business
and will put in place a nondiscretionary, transparent
and objective classification
system. More importantly, if
the Turnover figures are
periodically and
appropriately raised, we
may finally find MSME
enterprises finding no
incentive in remaining
stagnant and on the
contrar y, finding ever y
incentive to grow.

There is merit in this
suggestion as India is in a
medium to high-growth
phase where we expect our
GDP to shoot to $5 trillion by
2024-25 and perhaps double
again before the end of the
next decade. In such a
scenario, obviously what is
thought to be a small
enterprise will keep changing
as the size of the economy
changes.

ELECTR TEKNICS
ISO 9001-2015 Certified Company

Manufacturers & Exporters of :
Electrical and Electronics Control Panels &
MS / SS / Aluminum Fabricated Parts,Transformer Tanks & Frames

ELECTR

TEKNICS

D7/9, Road No. 33, Wagle Industrial Estate, Near ‘MSSIDC’Godown,
Thane- 400604, Maharashtra, India.Tel : 022 25821933/ 86574208
Email- ashishpatil1@yahoo.com
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Government
Launches L2 Pro
App An e-Learning
Platform for IPR
MSMEs in developing countries like India typically focus on
protecting tangible assets such as land or machinery and leave
the domain of intellectual property rights (IPR) to larger
enterprises.
Value of brands & IPR
The marketing Guru, Jagdish Kapoor
speaking on the terrific value of branding
quotes the example of Manish Malhotra
the famous designer and fashion mogul.
Among all his achievements there was one
thing which he failed to do and that was to
legally protect the use of his name which
was, of course, the brand.
It, therefore, came as a considerable shock
to him when he found that clothes were
being sold in Dubai and Pakistan under his
brand, that is “Manish Malhotra”. The
brand he could have legally protected with
a couple of lakhs in expenditure, ended up
costing him tens of crores he would have
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gained, had he been more alert to
protecting his brand and name.
He then goes on to say that most small
industries and businesses are totally
unaware of “brand value” and the
measures to be taken to protect them.
The Need for IPR Training for MSMEs
In an article in FE R Narayan, the Senior
Vice-President at FICCI-CMSME and
Founder & CEO at Power2SME says “Filing
patents, copyrights or trademarks can
prevent other business owners from simply
copying an idea, and it can help MSMEs
boost their technological gains. Moreover,
it can convince MSMEs that knowledge-

MSME NEWS
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based innovations can be just as
profitable as raw material or
labour-based ones, and that
intellectual research is crucial for
commercial success.
It also protects them from
exploitation – which is the
single biggest threat that Indian
MSMEs have had to deal with.
Left at the mercy of notorious
loan sharks, or vulnerable to
larger enterprises copying a
unique idea, MSMEs have often
had to deal with lost business
opportunities, merely because
they did not have the awareness
or the expertise to file for
patents, copyrights or
trademarks for their
products.”
L2Pro -Learn to
Protect, secure and
maximise your
innovation
The DPIIT (Department
for Promotion of
Industry and Internal
Trade) on October 14th, 2019
launched an Application and
website L2Pro (Learn to
Protect, Secure and Maximize
Yo u r I n n o v a t i o n ) o n
Intellectual Property Rights
(IPRs). India's base of more than
63 million MSMEs will now be
able to utilise this e-learning
platform that is designed to
guide them on IPR and how they
can leverage it to expand their
business operations.
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The website and app have been
developed by the Cell for IPR
Promotion and Management
(CIPAM)-DPIIT in collaboration
with Qualcomm and National
Law University (NLU), Delhi. The
L2Pro platform is designed to
help MSMEs understand the IPR
domain, file for copyrights and
patents, and leverage IPR to
enhance their business models
and R&D efforts.
Integrating IP into business
models
At the event which was held for
launching the Mobile

Application, the Secretary, DPIIT
has remarked that modules of
this e-learning platform- L2Pro
India IP e-learning Platform and
the L2Pro India Mobile App will
aid and enable youth,
innovators, entrepreneurs and
small and medium industries
(SMEs) in understanding IPRs for
their ownership and protection,
integrate IP into business
models and obtain value for
their R&D efforts.

With many MSMEs operating in
overlapping and crowded
markets, the need for
competitive advantages and
unique selling propositions has
long existed. IPRs provide just
that, especially for businesses
that operate in the
manufacturing or engineering
space.
With L2Pro – you learn by
doing
Speaking on this occasion,
Secretary DPIIT said that L2Pro
has been successfully
implemented in Germany,
United Kingdom, Italy and
France and the learning
app has been
customized for India in
order to ensure that
innovation which is
fundamental to start-ups
are protected.
Reportedly, the L2Pro
India IP e-learning
platform will have 11 modules
for three different levels: Basic,
Intermediate and Advanced and
each module will comprise of etext for understanding concepts,
short animated videos of the
concepts, links to additional
resources on the subject and
quizzes for assessment and
grading the learner's knowledge
and understanding of the
subject.

MSME NEWS
sheets, get better investment
and interest rates, and control
their destiny.” [R. Narayan Senior
Vice President at FICCI-CMSME]

Holistic training in IPR is the
need of the hour for MSMEs
“However, effective IPR training
does not simply constitute
educating MSMEs about
trademarks, patents and
copyrights. It also demands
entrepreneurial training on how
to commercialise and market
innovations, how to monitor and
enforce IPR, how to collaborate
with other MSMEs, and how to
create contracts.

hope to make the most of fast IP
applications, streamlining of
procedures and augmentation of
manpower in the future. The
intention is for MSMEs to begin
viewing intellectual property as
assets. This can help MSMEs
include IP in their balance

The present initiative by the
Government to sensitize the
benefits of IPR amongst startups and SMEs is a
commendable one.
Innovations and creations of
mind whether in the form of
patent, trademark or
copyright is a valuable asset
for any entity and hence
should be adequately
protected

Without such holistic training in
the IPR space, MSMEs will
always struggle to make sense of
IPR and how it can benefit them.
The Indian government
recognizing the need for better
IPR training and development
for MSMEs. In September 2019,
it announced reductions in fees
of more than 50 per cent for
various rights like patents and
designs for MSMEs to promote
innovation.
With the right support from
regulatory bodies, MSMEs can
TISA
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SAYING NO
to The Regional
Comprehensive
Economic
Partnership (RCEP)
If the pact had been concluded with INDIA in it, it would have
emerged as the World's largest economic bloc, covering nearly
half of the global economy.
What is RCEP?
The Regional Comprehensive Economic
Partnership (RCEP) is a proposed free trade
agreement (FTA) between the ten member
states of the Association of Southeast
Asian Nations (ASEAN) (Brunei,
Cambodia, Indonesia, Laos, Malaysia,
Myanmar, Philippines, Singapore,
Thailand, Vietnam and its five (formerly six)
FTA partners (China, Japan, South Korea,
Australia and New Zealand).
On 4th November 2019, India, the sixth FTA
partner, decided to opt out of the pact. In
the light of India's departure, China
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announced that India is welcome to join the
RCEP whenever it's ready.
What is its potential size?
The original 16 member RCEP would have
had a population strength of more than 3
billion people or 45% of the world's
population and a combined GDP of about
$21.3 trillion, accounting for about 40
percent of world trade. India's decision not
to join RCEP reduces the impact of RCEP
significantly.
If the pact had been concluded with India in
it, it would have emerged as the world's

COVER STORY
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largest economic bloc, covering
nearly half of the global economy.
The combined GDP of potential
RCEP members was more than
the combined GDP of the original
American-led Trans-Pacific
Partnership (TPP) members in
2007. With continued economic
growth, particularly in China,
India and Indonesia the total GDP
of the RCEP grouping could have
touched over $100 trillion by
2050, roughly double the
projected size of TPP economies.

the elephant in the room.
China is keen for India to sign,
to exploit its market, current
and potential. India coming on
board will also give a China-led
R C E P size and heft, to
overshadow any other trade
grouping, including the TransPacific Partnership (TPP) out of
which America under Donald
Trump has opted out.
The other nations of the RCEP
would like India to join, both as
a counterweight to China and

could virtually amount to a
troublesome FTA with China.”
(Ashok Malik, distinguished
fellow, Obser ver Research
Foundation.)
What is a Free Trade Agreement?
I n g e n e r a l , a F r e e Tr a d e
Agreement is a treaty between
two or more countries to
establish a free trade area where
commerce in goods and services
can be conducted across their
common borders, without tariffs
or hindrances but (in contrast to a

RCEP is widely seen as a Chinasupported alternative to the
Comprehensive and Progressive
Agreement for Trans-Pacific
Partnership (CPTPP), which
covers 11 countries across the
Pacific.
Why is India still being wooed
after saying no?
“RCEP is open. We will follow
the principle of mutual
understanding and
accommodation to negotiate
and resolve those outstanding
problems raised by India and
we welcome an early joining by
India,” Chinese foreign Ministry
spokesman, Gen Shuang said.
There are mainly 2 sets of
players in the RCEP. The 10member Association of South
Eastern Nations (ASEAN) and
the other 5, of whom China is
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to avoid being completely
overshadowed, not only in
trade, but even in security
issues by the dragon. They are
also concerned that if India
opts out of RCEP, New Delhi
would hand Beijing a long-term
advantage.
“This prospect (of signing the
RCEP) is leading to upheaval in
India, where Modi faces pressure
from those, including within his
government and political system,
who legitimately argue that RCEP

common market) capital or labour
may not move freely.
India already has FTA with
several of the ASEAN countries.
But an FTA, which would have
been a grouping of 16 nations, as
in RCEP, is a different ball game
altogether, especially when it is
almost led by China with whom
we already have a $50 billion
deficit balance in trade.
The decision to join or not to join
was no easy one. It has

COVER STORY
tremendous implications, not
only for foreign trade but for
India's development, relations
with other nations and our future
security.
The SBI Ecowrap Report -Pros
& Cons
The SBI Ecowrap report came
days before the crucial meeting
of the negotiating partners of
RCEP in Bangkok, Thailand just
before the leaders of the 16 RCEP
negotiating nations were
scheduled to meet on November
4 to announce the result of their
seven-year long negotiations.
Ÿ India ran a merchandise
trade deficit with 11 out of
the 15 other RCEP members
in 2018-19 totaling $107.28
billion out of the total
merchandise trade deficit of
$184 billion in 2018-19.
Ÿ In 2018-19, 34 per cent of
India's imports were from
this region, while only 21 per
cent of exports went to this
region.
Ÿ Considering segment-wise
imports and exports, India
has a trade surplus in
agricultural commodities and
allied products, textiles,
g e m s a n d j e w e l l e r y.
However, this is minuscule
compared to the deficit in
other commodities.

Ÿ In fact, even the small surplus
in these segments might turn
into a deficit once India
becomes a part of RCEP.
Ÿ The report points out that
India's milk and dair y
product imports could
increase, if New Zealand and
Australia succeed in
negotiating reduced duty on
dairy products. Also, there is
fear that imports of cheaper
electronic and engineering
goods from China could
increase further. post-RCEP,
seriously impacting the
manufacturing sector.
Ÿ M u l t i p l i c i t y o f Tr a d e
agreements is leading to
complexity in the trade
framework. Also, according
to a study, we do really do
not benefit from the FTAs
that India signs. Our
utilisation rate is less than 25
per cent. Lack of information
on FTAs, low margins of
preference, delays and
administrative costs
associated with rules of
origin, non-tariff measures,
are major reasons for
underutilization.
Ÿ Merely entering into
agreements and focusing on
tariff reduction won't help
unless India takes up the task
of building high value goods
at competitive prices. All

these factors have to be kept
in mind before entering into
RCEP according to the report.
On the other hand, opting out of
the RCEP will extract its own
cost. If other countries go ahead
and sign the RCEP without India,
then it can be detrimental to
India's export ambitions as it
could miss becoming part of
global supply chains for highend goods such as electronics
and engineering.
All in all, there were 25 chapters
to be negotiated, majority of
which have been agreed upon.
Inside the Global Value Chain
(GVC) or out
A global value chain is divided
among multiple firms and
geographic spaces. For example,
a computer uses labour and
materials from multiple suppliers
in different countries, is
assembled in another country,
was designed and will ultimately
be sold in other places.
India is looking at increasing the
share of manufacturing from 15
per cent of GDP to 20 per cent
over the next five years. In this
period, the country not only
wants to double the size of the
GDP, but also to expand its
exports basket. The GVC
manufacturing is seen as a mustdo for the same and a great
TISA
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opportunity because labour
costs are soaring in China.

goods and services and be more
attractive for global GVC players.

suffered if India had opted for
RCEP, as tariff would cease to be
a barrier for export of finished
goods to India. That would put
paid to Narendra Modi's Make in
India project.
India is sought after, mainly for
being a market of 1.35 billion
people and a big consumer of
various products. The reality is
that Chinese companies come at
the top of the global value chain
and Indians end up importing
finished goods. The trade deficit
at $53 billion with China merely
confirms that.
There are 15 other countries in
the RCEP grouping. India is
already running a trade deficit
with 11 of them amounting to
more than $105 billion.

RCEP and the global value
chain
According to Ministry Officials
roughly 70 per cent of the global
trade is structured within GVC of
various multinational
corporations.
Those who say India should stay
in RCEP see this grouping as a
way of making India part of the
global value chain (GVC) of
manufacturing. FTAs bring in the
legal predictability in areas of
tariffs, rules of origin and
investment services. Therefore,
it may allow easy movement of
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But it is a fact that so far, India
has not got much benefit from
free trade agreement (FTA),
comprehensive economic
partnership agreement (CEPA)
and other similar agreements.
Since these have not brought
integration with GVCs, there is
no reason to believe that RCEP
will do so.
On the contrary, the surge in say,
mobile SKD manufacturing and
its further backward integration
due to the increase in tariff over
the last three years, would have

The GVC manufacturing will only
increase this deficit, and may
legitimise the 'dumping', as 74
per cent of the products being
traded in the region will attract
zero tariff over the next 15 years
if India had agreed to RCEP.
Remember, 40 per cent of them
are already dumped in India by
various Chinese players.
Can RCEP turn around
things for India in
GVC manufacturing?
At present, the answer is in
negative. If Indian companies
were ready to absorb the
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opportunity, existing FTAs with
ASEAN countries and CEPAs with
Japan, Korea and Singapore
would have easily
accommodated those scenarios.
The challenge for Indian players
is not in integration, but
competition.

issues overnight. This is also
proved by a reverse example.
India is already a part of the
GVC to manufacture
automobiles and aerospace
thanks to its domestic
policies. It did not have to
concede to tariff policies.

India is dealing with:

What are India's key concerns?

Ÿ Expensive cost of capital.
Ÿ Massive delays &
complications
in land
acquisition laws.
Ÿ High cost and unreliability of
logistics network
Ÿ High cost and poor reliability
/ quality of electricity.
Ÿ RCEP does not offer any
magic solutions to these
internal challenges and

1) Negotiations for RCEP, began
in 2012. Indian industry was,
however, worried that the
deal would lead to a surge of
cheap imports from China,
with which India already has
a trade deficit of over $50
billion.
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The numbers tell the whole
story. India has a negative

trade balance with almost all
RCEP members amounting to
$105 billion trade deficit. To
join a grouping where you are
already the biggest loser is
not just self-defeating, but
also foolish. India's trade
deficit with ASEAN, Korea and
Japan has widened postF TA s . O v e r a l l i t c a n b e
concluded that India's quality
of trade has not improved
under AIFTA (ASEAN-India
FTA).
2) The problem with the RCEP is
that it is neither regional
(Australia and New Zealand
are in the southern
hemisphere), nor
comprehensive (it is mostly
about merchandise, not

COVER STORY
services), nor fully economic
(the driving impulse is
geopolitical in a post-Trump,
deglobalizing world), nor a
partnership, which, by
definition, ought to find ways
to compensate the weak at

industries such as metals,
d a i r y, e l e c t r o n i c s , a n d
chemicals have raised serious
concerns over this agreement
due to the presence of China
in the grouping.

MSME and e-commerce
companies, along with
advocacy groups pushing for
data sovereignty and tighter
e-commerce regime, wanted
the Government to reject the
RCEP drafts. Leading the pack
of opponents was the RSS'
affiliate, Swadeshi Jagran
Manch.
· The ASEAN and their six Free
Tr a d e A g r e e m e n t ( F TA )
partners in the Asia Pacific
region were negotiating this
major multilateral trade
agreement.

the cost of the strong. It may
make sense for the other 15
members, but not for India. It
will ultimately be dominated
by China, which makes it very
political. (Arthanomics / R.
Jagganathan)
3) India's concerns stem from
the fact that it already has a
bilateral trade deficit of over
$50 billion with China. Under
the liberal rules of origin
under RCEP, India is worried
that items on which Beijing
doesn't enjoy lower duties,
may end up entering its
shores via other RCEP
member countries. India
wants a tariff differential
mechanism to prevent this.
4) Several domestic players from

No easy decision -Factors to
be taken into account
The decision not to go along
with RCEP has come after a very
difficult dance, trying to balance
all pulls and pressures to arrive
at what is hopeful a wise
decision, both for the short-term
and the long-term.
· The demands of the domestic
industry, the deeply divided
C a b i n e t a n d p a r t y, t h e
opposing RSS and those who
see strategic benefits along
with future integration into
global value chain
manufacturing had to be
taken into account.
· India's dairy, steel, textile,

· There are 14 pending issues,
of which five demands are
from Indian negotiators. This
includes:
Ÿ Changing the base year to
apply the reduction of tariffs
(from 2013 to 2019).
· Provision of auto trigger
safeguard mechanism.
· Right to determine differential
tariffs (for specific products).
· Fut ur e d om es ti c p ol i c y
concessions in investment
and services sectors.
India is also non-committal on
the provisions of data
sovereignty and concessions on
e-commerce.
There is a strong lobby that
TISA
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wants the country's dairy and
agriculture sectors to be kept
out. In the past, India kept these
sensitive sectors out of the other
FTAs, but with RCEP, the players
from Australia and New Zealand
are eyeing the Indian market. In
f a c t , e a r l i e r, t h e F T A
negotiations with the EU,
Canada, the US failed because
they sought access to India's
dairy and farming sector, which
India denied.
Industr y in the times of
downturn develop
cold feet
I n d u s t r y, t o o , i s
worried about RCEP.
Right now, it is due to
the major downturn
because of poor
domestic demand.
Opening the gates
wide to China and the
South East Asian
tigers is hardly seen as
a sensible thing to do at this
point in time.
During the recent informal
summit at Mamallapuram
between Chinese President Xi
Jinping and PM Modi there was
an agreement to set up a new
trade mechanism to cut the
massive trade deficit of $53
billion. It's ironic that at such a
time the RCEP negotiators
wanted to bring the tariff to zero
for 90 per cent of the products
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traded in the region.
Dumping, investment, free
global data flows& a legal
noose
Besides China is a ruthless
competitor. It uses all kinds of
procedures and non-tariff
barriers to keep Indian
manufactured goods out while
it is supposed to be already
dumping about 40% of the
goods in India. Indian business
expects that China will not play
by the strict rules of the game

even if we succeed in imposing
some tax differential.
As the Rules of Origin (ROO)
allow any product with some
value creation in the RCEP
region to enter Indian markets
duty-free, they are sure to
exploit such a loophole.
There are also concerns related
to investments. The RCEP draft
investment text which got
leaked allegedly contains many
controversial provisions, which

are TRIMS-plus (Trade Related
Investment Measures) and TPPplus (Trans-Pacific Partnership),
and they go far beyond the
scope of India's Model Bilateral
Investment Treaty text (2015)
and the recently concluded
bilateral investment
agreements with Brazil and
Cambodia. Rather than moving
forward, India would be moving
backwards on its policy over
investment.
With regard to data, Parminder
Jeet Singh of IT for
Change, cautioned
that "accepting free
global data flows as
per RCEP demands is
(equal) to giving up all
data policy space, and
data sovereignty. And
with it, any chance
that India could
really employ its data
for
India's
development, and be
a top digital country, is gone.
We will become digitally
completely dependent on one of
the two digital super powers.
No clever language around
public policy exceptions in the
RCEP text will mitigate this
disastrous eventuality. Such
public policy exemptions have
never worked effectively,
especially for developing
counties."
Shalini Bhutani, legal
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researcher and policy analyst,
says, "Negotiating for a trade
deficit with a democratic deficit
spells disaster on both fronts.
The irony is that the draft chapter
of RCEP on General Provisions
and Exceptions makes it a legal
obligation on member countries
to publish in advance any such
laws, regulations, procedures
and administrative rulings of
general application with respect
to any matter covered by this

farmers, many of who are
women, are the backbone of the
largest dairy economy of the
world, which is worth Rs7 lakh
crore per annum, and forms
almost 25 per cent of India's total
farm produce (worth Rs 28 lakh
crore). Further, in Indian dairy
cooperatives, farmers have
some control over production,
processing, as well as,
marketing.

a bigger impact on metals on the
importing side ― a 10 per cent
reduction in tariffs for metals
increases imports by 1.4 per
cent. The trade balance has
worsened in 13 out of 21 sectors.

Agreement that it proposes to
adopt so that interested parties
have reasonable opportunity to
comment on the same.

Past experience

origin, and non-tariff measures.
( E M K AY G l o b a l F i n a n c i a l
Services).

What is worrying is that the talks
have gone so far in such detail
without any meaningful
involvement with people, who
are the real stakeholders and will
face real consequences.
”A disaster for Dairies
The agricultural sector becomes
all the more vulnerable if RCEP
opens the gates to imports.
About 15 million Indian dairy

The free trade pacts have mostly
hurt India's trade position in the
past. Most of the India's FTAs
with some of the RCEP members
have turned out to be adverse,
with trade deficit almost
doubling. The trade deficit with
ASEAN tripled to $26.6 billion
from $9.4 billion in 2009-10. FTA
tariff reduction has happened in
four major sectors ― textiles,
metals, automobiles and
machinery.
According to the 2016-17
Economic Survey, FTAs have had

However, Indian players in some
sectors could not utilise the
benefits of FTAs because of lack
of information on the same,
delays and administrative costs
associated with the rules of

What's in store
Micro Small and Medium
Enterprises (MSMEs), which
have been significantly impacted
after demonetisation, need to be
strengthened to face
competition from other players.
India's agricultural sector would
also be impacted with FTAs.
Wi t h C h i n a a n d T h a i l a n d
emerging as new services hubs
for attracting Foreign direct
TISA
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India on the rebound -Other
options -USA/EU
FTA with USA?
A day after opting out of the
China-backed RCEP India said it
was exploring an agreement
with the US, a move seen as a
strategic shift.

investment it is difficult to say
whether Indian services would
have benefitted.
What are the implications of
India saying no?
While the long-term implications
will take time to work
themselves out, nothing is likely
to immediately go wrong. In the
short run, this is actually a setback for RCEP nations and its
main driving force China.
That partly explains why China
after some show of rigidity, has
held out an olive branch for India
to re-think its position and join
the group soon.
India has responded on
November 5 saying it is open to
joining the China-led Regional
Comprehensive Economic
Partnership (RCEP) trade deal if
all its concerns are met, while
maintaining that its decision to
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stay out is final for the moment.
India and the Modi Government
in particular, is fast acquiring a
reputation for tough hard-nosed
action which is so totally out of
keeping with our old adjustable
image. So, this decision is in
keeping with India's current
penchant for taking unexpected
decisions.
The world so far had Chinawatchers tasked with the job of
predicting how China would
react or behave. The time is
coming when India watchers
will be in demand.
The other 15 members, however,
decided to go ahead and sign
the trade deal next year. In a joint
statement, RCEP members said
all RCEP participating countries
will work together to resolve the
outstanding issues raised by
India in a mutually satisfactory
way.

“At present, India is exploring
Trade Agreements with the USA
and the European Union, where
Indian industry and services will
be competitive and benefit from
access to large developed
markets,” Commerce & Industry
Minister Piyush Goyal said.
President Trump had hinted at
such a deal a few months ago
but at that time India had denied
the possibility of such an FTA.
The USA is India's largest trade
partner with imports and exports
adding up to $ 88 billion in
2018-19. With exports of $52.4
billion, India had a trade surplus
of $16.8 billion.
A trade deal with the US at a time
when India has walked away
from the RCEP over worries of
Chinese goods flooding the
market will underline the
growing convergence with the
US and our well-justified
suspicions of the dragon's
intentions.
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FTA with EU?
India also signaled its readiness
to renew negotiations on a longpending free trade agreement
with the European Union. On a
question regarding the longpending India-EU free trade
agreement, Goyal said he
believes India should engage in
an FTA with the EU.
“These are countries where
India has a number of
products which can be
exported. Currently, there are
no discussions going, on the
FTA. We have now been
approached by several EU
countries to once again consider
negotiations with the EU. A new
EU commission is expected to be
in place soon.

Nov 5, R. Jagannathan has
provided an excellent analysis.
“However, walking away is the
easy part. The question is
whether we will have the same
gumption to walk back to a more
receptive RCEP in future, after
doing all the things that are
necessary to build our

competitive capabilities in
primar y and manufactured
goods.
We have two challenges.

After that, we will once again
start discussing with them to see
if there is a potential scope for a
fair and balanced FTA," he
added.
Future course and our own
weaknesses
In an article in Livemint dated

The smaller one is to forge
bilateral trade deals that are
more equitable, both with
partners outside the RCEP and
some within (for example,
Australia and New Zealand).
We must lose no time in ensuring
that we do deals that are more

balanced and beneficial to both
partners. In an era when the
World Trade Organization is
becoming irrelevant, this has to
be our short-term focus. We
could start with our own region,
by doing deals with Sri Lanka,
Bangladesh and Indonesia,
apart from countries in southern
and northern Africa. The US,
post-Brexit UK, Russia and
France are other countries with
which bilateral trade deals could
be struck.
H o w e v e r, t h e b i g g e r
challenges are internal.
Our real problem is that we
do not have the scale and
competitive strengths
internally to compete abroad
in goods. Even in textiles, we
find that Bangladesh has
stolen a march over India. In
manufacturing, the rejigging
of global supply chains
necessitated by rising Chinese
wages is favouring Vietnam
rather than India.
The sole exception is mobile
phone assembly, where valueaddition is low and customs
tariffs offer a degree of
protection.
The one area in which we do
have a global advantage is
petroleum products. The
complex and massive coast-
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based refineries set up by private
players such as Reliance and
Essar Oil are globally
competitive, given their choice
of technology and locational
logistics. In almost every other
area of logistics, we are losers.
The Economic Survey 2016-17,
for example, suggested that the
logistics cost per kilometre of
road transport was $7 in India,
versus $3.9 in Bangladesh, $3 in
Sri Lanka, and $2.4-2.5 in China.

persons" who are vital for the
provision of software services
based on labour cost arbitrage.
This is unlikely to change till
India shifts its focus to providing
software products and not just
services, in which case physical
barriers and resistance to people
movements are minimal. Thus,
even in services, India will not
get a good deal till it becomes a
big player in branded products
and platforms.

Add finance costs, poor
infrastructure and an
extractive state
machinery which
knows how to fleece
exporters and
businessmen. We are
clearly in no position to
compete in sectors
involving physical
merchandise.
Where we are
competitive is largely in
digital products and services, in
which states cannot easily
become obstructive and rentseeking. However, these are
precisely the areas where the
RCEP does not want Indian
competition.
Barring Australia, to some
extent, each of them is antiimmigration and against the free
entr y and exit of “natural

The RCEP is actually a closed
club of manufacturing powers
that turn mercantilist when it
comes to trade in services.
Most RCEP countries are racially
and culturally homogeneous from China to Japan, South
Korea, Thailand and Indonesia.
Many are openly hostile to
immigrants and acutely
xenophobic.

The only seriously diverse states
in the Asiatic part of RCEP are
Singapore and Malaysia, but one
is an authoritarian city-state with
a meritocratic bureaucracy, and
the other is an Islamist state,
whose policies are skewed
towards locals within the
context of an open economy.
All these countries have
benefited from authoritarian
governments that could get the
right things done for their people
at an early stage in their
development journey.
They invested in
education and health
and put exportoriented policies in
place.
India has a steep
mountain to climb in
terms of making itself
competitive—not only
in merchandise trade,
but also in software
platforms and
products. Our battles, given our
federal structure, extreme
diversities, and inability to find a
consensus on most policies, are
internal.
When we find answers to these
issues, which must involve more
economic power devolution to
the states, and especially cities,
we can consider knocking on
RCEP doors again.
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Ease of Doing
Business – Making
the Indian
Elephant nimble
India jumped 14 places to the 63rd position on the World Bank's
ease of doing business ranking released on Thursday, riding high
on the government's flagship 'Make in India' scheme and other
reforms attracting foreign investment.
Freeing the entrepreneur

Leapfrogging and how!

The country also figured among the top 10
performers on the list for the third time in a
row.

Ÿ India jumped 14 places to the 63rd
position on the World Bank's ease of
doing business ranking released on
Thursday

"This is the third year in a row that India
makes to top 10 in Doing Business, which is
a success which very few countries have
done over the 20 years of the project,
Without exception, the other countries that
have done this are very small, populationwise, and homogeneous," Simeon Djankov,
Director of Development Economics at the
World bank told PTI in an interview.
"India is the first country of its type to
achieve that. It has jumped this year by 14
position," he said.
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Ÿ India was ranked 142nd among 190
nations when Prime Minister Narendra
Modi took office in 2014
Ÿ The establishment of a modern
insolvency regime in 2016 as part of a
comprehensive strategy to reform
corporate law paved the way for
gradual increase in the number of
reorganizations, despite some
implementation challenges. As a result,
the overall recovery rate for creditors

BUSINESS REFORMS
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has jumped from 26.5 to 71.6
cents on the dollar. “India
now is by far the best
performer in South Asia on
this component and does
better than the average for
OECD high-income
economies,” it said.
Ÿ Completing the procedures
required to build a
warehouse now costs only
4% of the warehouse value.
Building quality control
measures were also
improved, and now only six
economies in the world score
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better than India's 14.5 out of
15 on this index.
Ÿ Importing and exporting
became easier for companies
for the fourth consecutive
year. With the latest reforms,
India now ranks 68th globally
on this indicator and
performs significantly better
than the regional average.
The time necessary for the
logistical processes of
exporting and importing
goods has been significantly
reduced.

Persistent Effort is the key
Ÿ India made it easier to do
business in four areas
measured by Doing Business.
Ÿ Authorities in Mumbai and
New Delhi made it easier to
obtain construction permits
by allowing the submission of
labour inspector
commencement and
completion notifications
through a single-window
clearance system.
Ÿ Starting a business is less

BUSINESS REFORMS
costly thanks to abolished
filing fees for the SPICe
company incorporation form.
Ÿ Electronic memorandum of
association and articles of
association.
Ÿ Exporting and importing is
also easier following the
integration of several
government agencies into an
online system and the
upgrading of port equipment
and infrastructure.

ranked lower than Iran and
Uganda.
Last year, the country jumped 23
places to the 77th position on
the back of reforms related to
insolvency, taxation and other
areas.
The Government turned to the
Doing Business indicators to
show investors India's
commitment to reform and to
demonstrate tangible progress.
In 2015, the government's goal
was to join the 50 top economies
on the ease of doing business

implementation of the reform, it
was ver y burdensome for
secured creditors to seize
companies in default of their
loans," the report said.
"Since its implementation, more
than 2,000 companies have used
the new law. Of these, about 470
have commenced liquidation
and more than 120 have
approved reorganization plans,
with the remaining cases still
pending," it added.
Aiming higher
In 2015, the Government's
goal was to join the 50 top
economies on the ease of
doing business ranking by
2020.

We've come a long way baby!

ranking by 2020.

India was ranked 142nd among
190 nations when Prime Minister
Narendra Modi took office in
2014. Four years of reform
pushed up India's rank to 100th
in World Bank's 'Doing Business'
2018 report.

Significant changes

It was 130th in 2017 when it was

One of the main reasons for
improvement in India's ranking
this year goes to the successful
implementation of the
Insolvency and Bankruptcy
Code, the World Bank official
said. “Before the

While the competition to move
up the ladder would increase
and become much tougher,
India is on track to be within
top 50 of the Ease of Doing
business in the next year or
two, Djankov told PTI in
response to a question.
And to come under 25 or
below 50, the Modi
government needs to
announce and start
implementing next set of
ambitious reforms now, as
these reforms takes a few
years to be realized on the
ground, he said.
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ThinkaNomics

Economic Slowdown
-Impact Of Inevitable
Correctives
- P R Viswanathan
The failure of Il&FS and other Non-Banking Finance Companies
(NBFCs), as well as, the co-operative banks has only worsened
the situation. The NBFC sector depends to a large extent on the
banks for funds.

Undoubtedly, there is an economic
slowdown in India for the last two years in
the sense that GDP growth figures have
been progressively declining every quarter.
Growth rates have reduced from a high of
7.50% to 6.10% per annum. The slowdown
was largely due to internal factors:

big industry including for infrastructure
projects in an earlier era when banks were
flush with funds. This led to bad debts (NonPerforming Assets-NPAs) accumulation of
unprecedented magnitude, particularly post
2013, when stricter norms of asset
classification were introduced.

1. Accumulation of bad debts of
unprecedented magnitude by the banks
and finance companies and

Such a large accumulation of NPAs implied a
twin balance sheet problem.

2. A slew of measures taken by the
Government (GOI).
Bad Debts - Twin Balance Sheet Problem
There was much indiscriminate lending to
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Besides the impact on the large defaulting
companies, the balance sheets of the banks
too, took a major beating. This time around,
the impact was not merely on the bottom
line but extended to the net worth of the
banks. The capital adequacy ratio of several
banks reduced sharply.

ThinkaNomics
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The net result was neither the
companies could borrow nor
could the banks lend.
The failure of Il&FS and other
Non-Banking Finance
Companies (NBFCs), as well as,
the co-operative banks has only
worsened the situation. The
NBFC sector depends to a large
extent on the banks for funds.

the housing construction that
happened earlier was motivated
and fueled by the expectation of
these cash receipts over and
above the official value on
paper.DeMo has resulted in vast
unsold inventories in housing in
all major cities. Real estate
prices remain depressed since
then.

Code (IBC) has brought an end
to the easy-going flippant
attitude of the loan defaulters
among businessmen. Now your
company can be declared
bankrupt and this will mean
neither your company nor the
directors will get a loan from any
bank. Fearing this, several

At the same time, RERA which is
a law that secures the rights of
the home buyers by imposing
stringent conditions on the
builders has brought in better
standards in construction. No
more does “anything” sell. In
the real estate market, we are in
a limbo. Builders are in a
quandary. The bad guys are
looking to exit, while the good
guys have still not mustered the
courage to make an entry into
what has always been an un
savoury trade, not only because
of black money but also the
presence of the underworld and
use of strong arm.

businessmen who were in
default for thousands of crores
have settled their accounts,
of ten by sale of personal
property of the owners. Since its
promulgation IBC has resulted
in repayments of Rs. 1,50,000
crores.

Government Measures - I Clean up
In these five years, GOI has also
taken several measures
designed to clean up the system
(economy) but every one of
these is a growth dampener.
These measures are:
· Demonetization, November
2016 (DeMo)
· Real Estate (Regulations and
Development) Act 2016
(RERA)
·
The Insolvency and
Bankruptcy Code 2016 (IBC)
·
The Central Goods and
Services Act 2017 (GST)
DeMo by itself and in
combination with the other laws
has dealt a heavy blow to
growth. The most conservative
estimate of the size of the
parallel economy is 25% of the
formal economy. In sectors like
real estate 30-40% of the value
of the transactions was paid in
cash i.e. unaccounted. Much of
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The Insolvency & Bankruptcy

GST has brought virtually every
business into the formal taxpaying net, as the Government
now has information on the
sale-purchase chain. Since GST
has replaced about a dozen
indirect taxes, it has become
easier for authorities to
supervise, as all goods and
services are taxed only at one
point, the point of sale. The
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dampener is that numerous
businesses which never paid
any taxes or paid far less than
due are now having to pay up
and they are not used to this!
These then are the two reasons
for the slowdown – the twin
balance sheet problem brought
about by an extraordinarily
large proportion of loans given
by banks going bad and the
measures taken by the GOI
(DeMo RERA IBC and GST) to
establish honesty and good
order in the economy.
What has been the overall
impact of these measures of
GOI?
It has become a lot more difficult
to make ill-gotten gains, to hide
transactions, to be in business
and still invisible, to avoid taxes
and to avoid repayment of
loans. In other words, there has
been a surgical operation on the
economy, cutting out some
tumours and some flab. It was a
major operation and the patient
(the economy) is recuperating; it
will take some time to fully
recover. The growth rate has
dipped but the economy is still
growing.
Let us also not forget that there
is a slowdown worldwide, as
well. In some countries growth
rates have even turned
negative.

Government Measures – II –
Public Welfare
Simultaneously with the
surgical (clean-up) operation,
GOI also launched several public
welfare measures targeted at
the underprivileged people such
as:
1.Free Cooking Gas
Connections: PM Ujjwala
Yojana 2016 is a scheme for
provision of free cooking gas
connections. So far (till
September 2019)8 crore
connections have been given.
(https://www.thehindubusinessline.co
m/economy/free-lpg-ujjwala-schemeachieves-8-cr-target-beforeschedule/article29354207. ece.)

2. Free Electricity
Connections: PM Sahaj Bijli
Har Ghar Yojana - Saubhagya
2017 is a project to provide
electricity to all households.
Certain households identified
via the Socio-Economic and

Caste Census (SECC) of 2011 are
eligible for freeelectricity
connections, while others will
be charged Rs. 500 as a onetime fee.
(https://www.recindia.nic.in/saub
hagya.)

Out of the total of 19679
villages identified as
unelectrified in April 2015,
barring 1270 villages which are
uninhabited and 35 which are
grazing reserves/de-electrified,
all the remaining 18374 villages
have been electrified.
(http://garv.gov.in/dashboard)

3. Financial Inclusion: PM Jan
Dhan Yojana 2014 under
which as on October 23, 2019,
37.33 crore accounts of
unbanked under-privileged
sections of society have been
opened by, mainly, public sector
banks with an aggregate
b a l a n c e
o f
Rs.1,06,517.33 crore.
(https:// pmjdy.gov.in/account)
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This is probably one of the
world's largest financial
inclusion schemes.
The most tangible benefit of JDY
scheme coupled with the
Aadhaar Card and Mobile
Phone as identifiers- JAM trinity
- has been the direct transfer of
subsidies from Government to
the accounts of the beneficiaries
cutting out the intermediaries.
This has resulted in
beneficiaries getting the full
amount due to them.

(https://www.thehindubusinesslin
e.com/opinion/columns/all-youwanted-to-know-about-jamtrinity/article22511736.ece)

By this means, the Government
has also managed to unearth
and weed out several fake
accounts fake ration cards etc.
and thus save large sums of
taxpayers' money in the
process.
4. Mission Hygienic India:
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under the Swachh Bharat
Abhiyaan 2014, as on October
02, 2019, 10.70 crore toilets
have been constructed. Out of
6.41 lac villages in India, 5.99
lac have been declared ODF open defecation free.
Out of 718 districts, 699 have
been declared ODF.
(https://sbm.gov.in/sbmdashboar
d/Default.aspx.)

The tangible benefits of this
scheme have yet to be
calculated - in terms of

reduction in health-care costs as
a result of prevention of
infections and ailments
avoided. In terms of restoring to
the affected citizens, their
dignity the positive impact is
incalculable.
5. Affordable housing:
Pradhan Mantri Awas Yojana
(Urban) for ensuring housing for
all in urban areas was launched
on 25th June 2015 for
implementation during 2015-

2022.
The target is to complete
construction of 2 crore
affordable homes by2022. The
Mission provides central
assistance to implementing
agencies through States / Union
Territories (UTs) and Central
Nodal Agencies (CNAs) for
providing houses.
6. Affordable Healthcare:
Ayushman Bharat Scheme
includes the following:
a. Creation of 1,50,000
Health and Wellness Centres
(HWCs) by transforming
existing Sub-Centres and
Primary Health Centres. These
centres would deliver
Comprehensive Primary Health
Care (CPHC) bringing healthcare
closer to the homes of people
covering both maternal and
child health services and noncommunicable diseases,
including free essential drugs
and diagnostic services.
b. PM-Jana Arogya Yojana,
which aims at providing health
insurance cover of Rs. 5 lakhs
per family per year for
secondary and tertiary care
hospitalization to over 10.74
crores poor and vulnerable
families (approximately 50 crore
beneficiaries). There is no cap
on the family size under the
scheme.
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these initiatives detailed at 1 to
7 above, we find that every one
of them is specifically for the
benefit of the poor – affordable
housing/healthcare, free
gas/electricity connections etc.

c. PM-JAY has been rolled out
for the bottom 40% of poor and
vulnerable population. The
households included are based
on the deprivation and
occupational criteria of SocioEconomic Caste Census 2011
(SECC 2011) for rural and urban
areas respectively.
PM-JAY is completely funded by
the Government, and cost of
implementation is shared
between Central and State
Governments.

tremendous boost given in the
last five years to infrastructure
by way of:
a. Highway construction is 30
kms a day more than double the
12 kms/day during 2014-15.
b. The recharging of rivers
initiative.
c. Clean Ganga project and
creation of water ways for
transportation of goods
Now, if we go through each of

Moreover, all these initiatives as
well as the thrust to
infrastructure (8) are also great
employment generators.
Construction of roads, houses,
toilets, wellness centres,
hospitals, recharging of rivers,
all these are labour - intensive.
Besides labour, each project
requires sizeable administrative
staff. And once the job of
creation is over, employment
will be required for
housekeeping and
maintenance.
The employment for fulfilling
most of these initiatives comes
from the unorganizedlabour
market. That's a double benefit
to the poor delivered by these
schemes. They benefit from the

d. Pradhan Mantri Mudra
Yojana (PMMY) under which
small loans have been given to
as many as 5.40 crore
individuals to set up new
businesses and expand existing
ones.
8. Infrastructure: Over and
above all these initiatives, which
are targeted specifically at the
poor individuals and families,
we must mention the
TISA
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employment generated and
they themselves are the users
of the public goods they
produce – the houses, the
wellness centres, the toilets
etc.
Setting new rules for the
game
We j u s t s u m m a r i z e d t h e
Government initiatives for the
poor which are all about
creating goods and services for
the poor and
g e n e r a t i n g
employment for them.

digitisation to reduce
bureaucrat/citizen interaction
leading to reduced corruption
and so on. Revenue increase
with less leakages, as well as,
effective reach of welfare
measures through DBT and
better administration and
monitoring has enabled the
Government to finance many
welfare schemes for the poor.
A great structural reform is
happening right at this

Let us now read
these initiatives with
the first set of
Government
measures, the cleanup measures – DeMo
RERA IBC and GST.
What do we find?
These measures have
had the following impact on the
better-off sections of society:
(a) plugged the avenues for
making illicit/speculative
income and (b) resulted in more
money coming from them to the
Government coffers.
That's a fundamental shift in
many of the rules of the game
through Direct Benefit Transfer,
simplifying rules & procedures,
legislating more effective laws,
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moment which is spread
across India. It is much less
perceptible because it is not
urban-centric, except as it
relates to infrastructure. But it
is more likely to be
revolutionar y in impact
because it touches a vast
number of lives in rural India
who lived forgotten and
neglected, over most of the
decades since independence.
We have all heard the story of a

beggar, who survived on the
alms given by the villagers. One
day he met a learned man from
another village. The latter
refused to give charity but
chatted with him at length and
finally presented him with an
axe. “Go, he commanded, from
tomorrow you shall not beg. You
will cut firewood, supply it to the
villagers and earn your living
honourably.”
What the learned man did, is
today known by such
terms as, financial
inclusion or inclusive
development. Note,
the poor are not being
given charity. Rather
they are being
included in the
economy in the
process of production,
in the making of the
cake. The focus is on a
more welfareoriented and
egalitarian economy
Because of this, the temporary
fall to 6.10% growth of GDP is
not a matter of serious concern.
GDP and its growth are valued
in money terms but the massive
structural changes in the Indian
economy have shif ted the
growth to low value products.
What is the value of 2 crore
toilets in the GDP of India? A
pittance, but the contribution to
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good health and
savings in healthcare
costs
is
immeasurable.
M o r e o v e r, t h e i r
construction and
maintenance require
employment of lacs of
people.
What of the
dampening effects
of DeMo, RERA, IBC
and GST?
These are at best temporary. As
explained earlier, these are like
so many major surgical
operations performed on the
economy, so many shocks
administered.
The great dampener to growth
has been mentioned at the
outset namely, the huge NPAs of
the banks and their inability to
lend. Measures have already
been taken to address this, such
as infusion of capital into the PSU
banks, merger of some banks
etc.
The bigger cause for worry is the
failure of some NBFCs and Cooperative banks. Clearly, they
have violated fundamental
norms of lending. In the case of
the PMC Bank, the lending to
one entity represents as much as
70% of the Bank's total loan
book. That has been the case
with NBFCs too.

This indicates lax supervision; an
issue that is compounded by the
dual control in case of cooperative banks. RBI which
shares control of co-operative
banks with the respective State
Governments needs be far more
alert.
Our banking system is in bad
shape and a few more failures –
commercial, NBFC and Cooperative sector – cannot be
ruled out. Banking needs an iron
hand of control, without the
velvet gloves. While on the
subject, it would be a good idea
for Finance Ministry to carry out
an impact study of the MUDRA
loans, as well as, the NPAs
among them.
In sum, the reduction in GDP
growth rate (the slowdown) by
itself is not a cause for concern.

s t r u c t u r a l
transformation that is
happening in the
I n d i a n e c o n o m y.
H o w e v e r, a s a n
economy that is far
from full employment
level, we have the
potential and the need
to grow at a faster rate
– may be 8%. For that
to happen, the banking
system needs to be
properly nursed back
to good health and
thereafter managed
professionally at all levels.
Meanwhile we all need to put
our shoulder to the wheels.
***************

[P.R. Viswanathan is an M. A.
(Economics & Politics) from
Mumbai University with the
rare credentials of having
worked in senior positions in
State Bank of India, Banque
Nationale de Paris (BNP),
CIBIL and lastly as COO of a
Mumbai-based Microfinance
company.]

It is largely explained by the
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Development Finance
Institutions- How
deviation from
objectives affects
MSMEs
- Dr. B Yerram Raju
When one sees high inflation, the RBI comes to mind. When
capital markets misbehave, SEBI is on the radar. When an
insurance problem surfaces, the IRDA comes into the picture.
These are institutions with proven credibility.

TThe focus must shift from merger of public
sector banks to NABARD and SIDBI, which
are not fulfilling their intended roles.

But when credit does not flow to
agriculture or when farmers commit
suicide, why does NABARD (National Bank
for Agriculture and Rural Development) not
come to mind? Why do farmers go to the
government for a resolution?

When one sees high inflation, the RBI
comes to mind. When capital markets
misbehave, SEBI is on the radar. When an
insurance problem surfaces, the IRDA
comes into the picture. These are
institutions with proven credibility.

Similarly, when MSMEs do not get credit on
time or do not get the services promised,
why is SIDBI not under scanner? Why
should the RBI still have a department to
resolve issues relating to agriculture and
MSMEs and prescribe priority sector

Are DFI's performing their intended
roles?
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should NABARD fund States for
infrastructure projects, and in
the bargain became a banker for
the State — not for agriculture
and allied activities, rural and
cottage industries?

boundaries, despite these other
institutions?

matters connected therewith or
incidental thereto.”

Agricultural credit

NABARD is a development
finance institution (DFI)
established under the statute to
serve the purpose of providing
and regulating credit and other
facilities for the promotion and
development of agriculture.

NABARD, a statutory
corporation, was set up in 1982,
to take up the work of the
Agricultural Refinance and
Development Corporation (or,
Agriculture Refinance
Corporation, till 1970), as well as
some functions of the
Agriculture Credit Department.
The NABARD Act was passed in
1981. Its preamble states that it
is: “An Act to establish a
development bank...for
providing and regulating credit
and other facilities for the
promotion and development of
agriculture (micro-enterprises,
small enterprises and medium
enterprises, cottage and village
industries, handlooms),
handicrafts and other rural crafts
and other allied economic
activities in rural areas with a
view to promoting integrated
rural development and securing
prosperity of rural areas, and for
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It started regulating
co-operative credit, but that
space was ceded to commercial
banks. It also started with
regulating Regional Rural Banks,
but most of them merged into
larger entities and RRB branches
are now mostly seen in urban
and metro centres.
When the statute provided for
regulation of credit to
agriculture, why did the RBI
continue to hold the reins? Is it
because of lack of confidence in
NABARD, or a reluctance to cede
control?
The Rural Infrastructure
Development Fund is
administered by NABARD. Why

It undertakes more treasury
business (pure financial
operations) than refinancing of
cooperative banks and RRBs at
very soft rates, and through
them, lends to the farmers of all
hues.
There has been a compromise of
objectives, with full concurrence
of both the RBI and the
government. NABARD's income
comes more from investments
than refinancing or development
projects.
Commercial lending
Let us see the other DFI — set up
under a separate statute in 1989
the Small Industries
Development Bank of India, or
SIDBI. There are several
Centrally-supported 'funds' for
the development of small
enterprises. But there is no
review in the public domain as to
how these funds are performing.
The Centre established SIDBI
Venture Capital and the ventures
funded were of the real estate
sector and MFIs.
It has no credible record of
financing and promoting micro
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institutions engaged in the
promotion, financing or
developing industry in the smallscale sector and for matters
connected therewith or
incidental thereto.”

and small manufacturing
enterprises or clusters. SIDBI
started direct lending sparsely,
with a minimum of ₹50 lakh. It
did not consider, during the first
decade financing, SME
marketing activity as a term
lending portfolio. Manufacturing
enterprises did not get venture
capital at a lower cost than the
normal venture capital funds.
Commercial objectives continue
to govern its functioning. Its
regional offices are so
autonomous that they do not
even consider responding to RBI
guidelines. Most of SIDBI's
lending is through collateral

securities. It basks under
sovereign protection to
diversified activities.
Schemes such as MUDR A ,
CGTMSE, 59Minute Loan are all
under its umbrella, albeit
i n d i r e c t l y. N o o n e h a s
questioned SIDBI's way of
functioning in relation to the
objectives spelt out in the
statute: “An Act to establish the
Small Industries Development
Bank of India as the principal
financial institution for the
promotion, financing and
development of industry in the
small-scale sector and to coordinate the functions of the

Thus, both the DFIs targeting
specific sectors are nonperformers in their supposedly
dedicated domains. At a time
when the Finance Minister is
keen on bringing about
institutional reforms, she should
shift her antenna from mergers
to these two DFIs.

[With the permission of the
author B Yerram Raju Updated
on October 11, 2019 Published
on October 09, 2019 in The
Hindu Business Line. The writer
is an economist and risk
management specialist. Views
are personal]
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The Last Word
Opting out of RCEP
The Regional Comprehensive Economic Partnership (RCEP) is a free trade agreement
(FTA) between the ten member states of the Association of Southeast Asian Nations
(ASEAN) (Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines,
Singapore, Thailand, Vietnam) and its five (FTA partners (China, Japan, South Korea,
Australia and New Zealand).
On 4thNovember 2019, India, the sixth FTA partner, decided to opt out of the pact. China
announced that India is welcome to join the RCEP whenever it's ready.

Seshan Ranganathan
Executive Editor- TISA

India's decision is momentous apart from the economic ones. While it might seem at the moment that it has left the
field open to China, which will have both economic and security implications, it has also avoided a secondary role to
China to which it might have been perpetually forced to play second fiddle. It may have also avoided economic
devastation through the flooding of cheap Chinese goods into its market, with which it already has a trade deficit of
$60.1 billion.
Opposing viewpoints in Twitter -Who says what
A quick sampling of opposing viewpoints tells you that it must not have been an easy decision to make. The
consequences of both a good and bad decision will have wide ranging implications which will take shape over the
longer term.
“Deeply disappointing this Indian retreat from RCEP. To say that India isn't ready to compete 28 years after it embraced
reform, global competition & boomed is dismal lack of self-confidence, and victory of many lobbies.” Shekhar Gupta
“Not a good comparison to make with the '91 reforms. In fact, we need more reforms of the '91 kind to make India
more competitive that we can compete globally. Besides we have FTA with all countries in RCEP except China, Aus &
NZ. We just cannot have an FTA with China.”
Yusuf Unjhawala
“Bingo! The fact the loudest cheers are coming
from the looney left should tell us that NOT
signing #RCEP is an acknowledgement of our
severe economic weakness, inefficiency &
inability to compete at any level, anywhere.
#SuperpowerMyAss” Abhijit Iyer
“If India has stayed away for the moment from
RCEP deal, it's almost all because of sustained
pressure from @ashwani_mahajan and associates. I totally agree with the decision. The last thing a vulnerable
economy needs is a flood of Chinese goods. It would have been neo imperialism” Barkha Dutt
“Every single argument defending the GOI decision to walk out of RCEP is remarkably similar to the arguments made
when Narasimha Rao opened the economy in early 1990s. Rao went ahead and India prospered. But I guess we must
go back to the villages and spin khadi.” Sushant Sareen
History will, of course, as usual have the last word on the issue!
TISA
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