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Climate change denial
on floods won't help

Incontrovertible proof exists linking Kerala-Karnataka-
Maharashtra floods to climate change effects

HE FLOODS IN Kerala, Karnataka and Maharashtrawere,without doubt,

aggravated by short-sighted development thatignored the consequence

of exploiting the Western Ghats in the manner this has happened and

the poor urban planning that followed. But, saying that the floods have
nothing to dowith climate change,as environment minister Prakash Javadekar has
done,isnothing short of climate denialism.In fact, it fliesin the face of research on
climate change impact on rainfall in the region.

Twenty-one of the 27 studies published in the 6th edition of the Explaining Extreme
Events from a Climate Perspective—a special edition of the Bulletin of the American
Meteorological Society—that was published in December 2017 state that extreme
weather events have stronglinks tolong-term anthropogenic climate change.Thedev-
astating floods in Uttarakhand (201 3),Kashmir(2014),Gujarat (2017),Kerala(2018),
and in Maharashtra, Kerala and Karnataka this year would all qualify as extreme
weather events. In fact, the rainfall recorded on August 13 in Kerala was 70% above
the normal,and thatin Karnataka and Maharashtra,over June 1-August 16,was 20%
and 31% above normal. But,more importantly,the precipitation in Kerala over August
8-14wasawhopping 387% above the normalwhile in Karnataka,itwas 1769% above
the normal for that period. This clearly shows these states that are seeing some of the
worst floods in their respective histories have been brought to their knees by cloud-
bursts. Now, research published in the Indian Meteorological Society’s journal, Vayu
Mandal,analysed rainfall datafrom 1871 to 2011 to find that the contribution of the
southwest monsoonin therainfall that Keralareceiveshas declined but thereisa trend
of increased pre- and post-monsoon rainfall in the recent decades.

Thefactis climate change is making extreme and erratic monsoon the newnor-
mal for India. Flood-drought cycles are becoming common. Between June 1 and
August 14, 25 districts in the country had large deficit of rainfall over the normal
for that period while 237 recorded deficit. On the other hand, 38 recorded a large
excess over the period compared to the normal while 100 experienced rainfall in
excess,as per India Meteorological Department’s classification. This,and excessive
rainfall in an area over a short period are clearly signs of climate-change impact on
the southwest monsoons. A committee of experts that studied the heavy floods in
Gujaratin 2017 found that the Dhanera region in the state had received twice the
seasonal normal in just two days.Vimal Mishra, of IIT Gandhinagar, had found that
such extremes are expected to increase,and one-to-five day extreme rains—at lev-
elsfound once inahalf-millenium—can increase by 20-30%if global warming con-
tinuesasusual.Inadequate storage and drainage in cities and assault on flood plains
exacerbate the effects of a deluge occurring due to climate change. As The Economic
Timesreports,The Council on Energy, Environment and Water estimates that if emis-
sions continue to be high, the probability of once-in-a-century flood for a city like
Kolkatawould increase by 1,000 times by 2050.IMD data shows that between 1951
and 2010,the annual and seasonal mean temperatures in the all six of the states of
the Western Ghats—Maharashtra, Goa, Karnataka, Tamil Nadu and Kerala—had
increased significantly,and all these states have ignored the recommendations of the
Madhav Gadgil committee on the conservation of the Ghats.

As per a 2017 study, India had the second-largest number of deaths linked to
extreme weather events—floods, heatwaves, etc. A paper published in Nazture Cli-
mate Change estimates upto 60,000 extra deaths annuallyby 2030—and 260,000
by 2100—if climate change continues unabated. South Asia will be the worst hit
region by the end of the century. Ostrich-like evasion on climate change—worse, cli-
mate change denialism—is not going to help.The government,and the green min-
istry, must get its act together if mitigation steps are to be taken with an eye on
avoiding the disasters that are becoming increasingly frequent in these states.

Reverse insurance model

Use trusts/pools for agriculture, insurance for health

HILE THE CENTRE is reportedly planning to tweak the norms of

Pradhan Mantri Fasal Bima Yojana (PMFBY), to make crop insur-

ancevoluntary for farmers, it needs to relook the entire insurance

model for both PMFBY as well as its flagship health insurance
scheme Ayushman Bharat.Indeed, the model needs to be flipped; farm insurance
should be based on a trust model or risk-pools, while Ayushman Bharat should be
based on pure insurance instead of the trust model that several states are using
right now. The reason for this is simple; there are fewer chances of fraud in farm
insurance,so the insurance firm can be eliminated whereas, given the high level of
fraud in medical insurance, the insurance company is critical in that case.

In the case of farm insurance, no single farmer can claim crop failure,ithastobea
village,a district or a state where there has been crop failure due to flooding, drought
etc;andwith satelliteimagery or drone, the extent of disaster can be immediately cross-
checked.So,if thereisa pool of insurance premium—fromthe centre,statesand farm-
ers—and thisis keptina trust,if the damages forayearareless than the premium, the
balance can remain in the fund for use in the next year. In the two financial years—
2016-17and 2017-18—the gross premium collected was 348,267 croreand the pay-
outwas ¥39,789 crore.Also, it is not as if, once the premium is paid, the central/state
governments have nomorerisk.As perthe contract, tokeep premiums affordable, if the
lossesinayear exceed a certain level, the difference is to be made good by the govern-
ment anyway; if gains are above a certain level, these get ploughed back to the gov-
ernment. Havinga trust oran insurance pool,without the insurance company,is then
aless-costlymodel as it eliminates the profits of insurance firms.

Inthe caseofhealthinsurance,aswas evident in Rajasthan’s Bhamashah model,the
risk of fraud is quite large; in this case, the fraud was sowidespread the PSU insurance
firm even walked out of the project. While the insurance company was catching the
fraud, the state government was delaying de-empanelling the hospitals doing the
fraud; also, the state government didn’t make use of Aadhaar biometrics mandatory,
nor time-stamped pictures of people being hospitalised/discharged. Ideally,all states
enrolled in Ayushman Bharat should stop the trust model and move toinsurance firms
that are suitably empowered if fraud has to stop. Over time, if things go to plan, the
Health Stack which will have digitised records of everyone’s treatment can serve asa
check,especiallyif dataanalyticsand artificial intelligence is used to mine the data for
frauds,but fornowit is cleara good insurance model is critical.

CaughtBEHIND

BCCI finally submits to NADA dope-testing for cricketers
after discrepancies in its preferred protocol surfaced

FTERITS DECADE-long deadlockwith the National Anti-Doping Agency
(NADA), the Board of Control for Cricket in India (BCCI) agreed, last Friday,
to come under the it’s ambit. The agreement was reached after the Union
sports ministrybased granting of No Objection Certificates forvisas tovis-
iting teams on the precondition that BCCI follow laws applied to the country’s other
athletes, including those against doping. BCCI has,however, requested for some ‘pre-
mium services’citing concerns over the quality and efficiency of NADA’s testing.
Making cricketers subject to out-of-competition testing and target testing will
usher in equality in Indian sports. As per the World Anti Doping Agency’s (WADA)
norms,all athletes competing ina countryare to be tested by that country’s anti-dop-
ing agency. Indian cricket remained out of NADA’s reach, being guided, instead, by
BCCI’s rules adopted in 2009.Testing of sample was outsourced and the results were
handled by BCCL. This came under fire recently, when incriminating transgressions
were discovered in the handling of adoping case against Indian batsman, Prithvi Shaw.
NADA’s scrutiny iswelcome, especially since now, ICC can lobby for cricket’s inclusion
in the Olympics—so far, India was the only ICC member that didn’t abide by WADA
regulations and this is a key reason for the sport not making it to the Olympics.

» Opinion

T THE TIME of taking a
bath, many people still
recite a shloka. Without
using diacritical marks,
rendering a shloka in
Roman is difficult. Nevertheless—
gange cha yamune chaiva godavari
sarasvati narmade sindhu kaveri jale
asmin sannidhim kuru. “O Ganga,
Yamuna, Godavari, Sarasvati, Nar-
mada, Sindhu, Kaveri! Please be pre-
sent in this water.” Eric Newby’s
“Slowly Down the Ganges”also quotes
this,with the comment,“Prayerto the
Seven Sacred Rivers recited by every
devout Hindu at the time of taking his
bath”. There are many more than
sevenrivers in India. How many? Since
thereisno proper definition of ariver,
it is impossible to answer this ques-
tion.Onewayto listisin terms of river
basins, so that the main river and its
tributaries are both included. For
Himalayan rivers, one will then list
Indus basin, Ganga basin, Brahmapu-
tra basin, Barak basin and so on. Sim-
ilarly, in the south, one will list basins
of rivers flowing east (Godavari,
Krishna, Kaveri, Mahanadi) and those
flowing west (Narmada, Tapti). This
still leaves some loose ends, minor
rivers along the coast and rivers that
don’tdrain into oceans. Depending on
what is included, there can be more
than 100 river basins and more than
600 rivers in the listing.

Rivers now have legal rights. In a
way, it started with some rivers in Vic-
toria. Then, in 2017, we had the
Whanganui river in New Zealand and
Ganga and Yamuna. Because of news
reports, most people know what the
Uttarakhand High Court said in March
2017, though there is now a stay
because of an appeal before the
Supreme Court. “All the Hindus have
deep Astha in rivers Ganga and

RIVER RIGHTS

GIVING LEGALRIGHTS TO INDIAN WATER BODIES IS A GREAT LEAP FORWARD IN THE PREVENTION
AND REDUCTION OF WATER POLLUTION, AND OPENS UP ANEW ERA FOR ENVIRONMENTALJUSTICE

Ripples of
change
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Yamuna, and they collectively connect
with these rivers...Accordingly, while
exercising the parens patrie jurisdic-
tion, the Rivers Ganga and Yamuna, all
theirtributaries, streams, everynatural
water flowing with flow continuously
or intermittently of these rivers, are
declared as juristic/legal persons/liv-
ing entities having the status of alegal
person with all corresponding rights,
duties and liabilities of a living person
in order to preserve and conserve river
Ganga and Yamuna. The Director
NAMAMI Gange, the Chief Secretary of
the State of Uttarakhand and the Advo-
cate General of the State of Uttarak-
hand are hereby declared persons in
loco parentis as the human face to pro-
tect, conserve and preserve Rivers
Ganga and Yamuna and their tribu-
taries. These Officers are bound to
uphold the status of Rivers Ganges and
Yamuna and also to promote the health
and well-being of these rivers.” Ganga
and Yamuna obtained legal rights, but
as minors. They needed guardians.
Granting legal rights to rivers (and
water bodies) opens up a new area of
environmental jurisprudence.

Why did Ganga and Yamuna need
legal rights? The core issue is pollu-
tion. Central Pollution Control Board
(CPCB) brings out reports on water
qualityin ourrivers. Strictly speaking,
these are measures of water quality
along stretches of rivers.Thereis actu-
ally a hierarchy of pollution, based on

levels of biochemical oxygen demand
(BOD). One can legitimately argue
BOD is at best a partial indicator.
There are other measures of a river’s
well-being. If BOD values exceed 8
milligrams per litre, the river will be
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CPI(M) leader, Sitaram Yechury

The fun and frolic in Corbett will not provide the
solution to this grave economic crisis, created by the
government since 2014. We have not heard any
coherent plan from the govt

world and cleanest rivers in India. For
instance, stretches of Chambal, Nar-
mada, Brahmaputra, Umngot, Teesta
and Tuipui are remarkably clean.
I1l-being of rivers is primarily due
to raw sewage and industrial waste.
Neither problem is new. In Britain, a
Royal Commission on Sewage Dis-
posal was established in 1898.
Between 1901 and 1915, this pro-
duced ten reports. For decades, these
reports were used to frame policy in
Britain. People may know of this Royal
Commission. I suspect not too many
have heard of Kashi Ganga Prasadini
Sabha, established by concerned citi-

regarded as severely pol- zens of Varanasiin 1886.
luted. Between poeeseeeeeeeeeemmms The Sabha’s objective
Wazirabad and Okhla, was to introduce

Yamuna hasa BOD level ~Without contesting drainage and clean up

of 32,55 and 70, at three
different places. Between
Kala Amb and Narayan
Garh, Markanda river in

pollution in Ganga
and Yamuna, one
should be sceptical

theriver.The Royal Com-
mission and Namami
Gange are primarily
about what government

HaryanahasaBODvalue of lists and rankings, does. (Namami Gange

of 590.Lists floataround
of most polluted riversin
the world. Ganga and
Yamuna will invariably

both because of  does have a public
data problems
(there are good

awareness component.)
The Sabha was about
what citizens did and in

figure in these lists. dataonly for OECD) addition to the govern-

Without contesting pol-
lution in Ganga and
Yamuna, one should be
sceptical of lists and
rankings, both because
of data problems (there
are good data only for OECD) and
because of the way numbers are used.
Similarly, there are also lists of most
polluted rivers in India and these lists
will typicallyinclude Ganga, Yamuna,
Sabarmati, Oshiwara and Damodar.
More often than not, these lists are
based on CPCB findings and therefore
mean stretches of rivers, not entire
rivers. Somewhat more rarely, there
are also lists of cleanest rivers in the

The currency manipulation game

Fears of currency wars (or competitive
depreciation) have always gone hand in hand
with the desire to avoid trade wars. Both concerns
are rooted in the “beggar-thy-neighbour” policies

THE TRADE WAR between the United
States and China is heating up again,
with US President Donald Trump
abruptly announcing plans to impose a
10% tariff on the $300 billion worth of
importsfrom China thathehadsofarleft
untouched.The Chineseauthorities then
allowed their currency, the renminbi, to
fall below the symbolic threshold of
CN¥7 per US dollar. The Trump admin-
istration promptly responded by nam-
ing Chinaa“currency manipulator’—the
first time the US had done that to any
country in 25 years. Pundits declared a
currencywar,and investorsimmediately
sent global stock markets lower.

The US assertion that the recent
depreciation of the renminbi amounts
to currency manipulation is not true. It
would be more correct to say that the
Chinese authorities gave in to market
pressure—the immediate source of
which was none other than Trump’s
announcement of the new tariffs.

Economictheorysays that tariffs do
not improve a country’s trade balance
in the way their proponents think they
do.When an exchange rate is market-
determined, it automatically moves to
offset the tariff. Intuitively, if tariffs dis-
courage American consumers from
buying imported Chinese goods, then
demand forrenminbiweakens,and the
currency’s price falls.

Thetaskof evaluatingwhetherAmer-
ica’s trading partners manipulate their
currencies lies with the US Treasury
Department, which uses three criteria.
Two of the three coincide with interna-
tionallyagreed yardsticks for manipula-
tion under the Articles of Agreement of
the International Monetary Fund: per-
sistent one-sided intervention by the
countryto push down thevalue ofits cur-
rency,and a large current-account sur-
plus. Neither of these apply to China
today. Since the US Congress assigned
this task to the Treasury in 1988, the
Department has fulfilled its mandate
professionally, regardless of who was in
theWhite House.The sudden decision to
label China a currency manipulator,
despite it not meeting the criteria, is yet
another case of Trump heedlessly run-
ningroughshod overestablished norms,
professional expertise, the long-term
credibility of US institutions, and even

the plain meaning of the law.

To be sure, there was a time when
China did act to keep the renminbi sub-
stantially undervalued. From 2004 to
mid-2014,and particularlyin 2004-08,
the Chineseauthoritiesintervened heav-
ily to slow down the currency’s market-
driven appreciation. Over this ten-year
period, however, the renminbi still
appreciated by 30% against the dollar,
peakingin 2014.

Then, thewind changed,and market
sentiment turned against the renminbi.
For the past five years, contrary to what
Trump and some other US politicians
often claim,the Chinese authorities have
intervened to slow down the deprecia-
tion of the currency.In 2015 and 2016,
the People’s Bank of China spent $1 tril-
lionin foreign-exchange reserves (out of
a total of $4 trillion) in an effort to prop
up the exchange rate—by far the largest
intervention in history to support the
value of a currency.

The Chinese authorities’recent deci-
sion to let the renminbi break the CN¥7
barrier may well have been a deliberate
response to Trump’s latest tariff offen-
sive. At the same time, however, China
remains concerned that its currency
might slide too far too fast and desta-
bilise financial markets.

Trump, meanwhile, is a master at
accusing others of transgressions thathe
himself hascommitted oris considering.
While accusing China of currency
manipulation, he wants to do the same
with thedollar.Not contentwith publicly
pressuring the US Federal Reserve to cut
interest rates, Trump has explicitly
attempted to talk down the currency.
Clearly, he sees the world as a game of
competitive depreciation.

The Trump administration has even
considered the possibility of interven-
ing directly in the foreign-exchange
market toweaken the dollar.(“Icould do
that in two seconds if I wanted,” Trump
said onJuly 26.)

Yet such amove seems unlikely.The
last US effort to depreciate the dollar
against other currencies, the 1985
Plaza Accord, worked only because it
was part of a coordinated G7 initiative
to correctan acknowledged exchange-
rate misalignment.

If America were now to engage in a

FRANKEL
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pure currency war against China, it
would find itself outmatched, because
the USTreasuryhasonlyafraction of the
firepower available to the Chinese
authorities for foreign-exchange inter-
vention. Furthermore, no matter how
crazy US policy gets, investors continue
torespond toanyuptickin global uncer-
tainty by piling into dollars, the world’s
number-one safe-haven currency. Para-
doxically, therefore, Trumpian volatility
cansend thedollarupratherthan down.

More generally, major governments
have so farabided bya 2013 agreement
to refrain from competitive deprecia-
tion, in the core sense of explicitly talk-
ing down currencies or intervening in
foreign-exchange markets. But, if cur-
rency wars are defined much more
broadly to include central banks’ deci-
sions to ease monetary policy with the
side effect of depreciating their curren-
cies,then thewindmillsatwhich Trump
is quixotically tilting may not be wholly
imaginary.Forexample,the Bankof Eng-
land responded to the Brexit referendum
with monetary stimulus that depreci-
ated the pound. Morerecently,the Euro-
pean Central Bankssignaled a furthereas-
ing of monetary policy in response to
slower eurozone growth.

Fears of currency wars (or competi-
tive depreciation) have always gone
hand in hand with the desire to avoid
trade wars. Both concerns are rooted in
the “beggar-thy-neighbour” policies of
the Great Depression, when countries
tried to gain a competitive advantage
vis-a-vis their trading partners in a col-
lectively futile exercise.

In truth, however, currency wars are
less damaging than tradewars.Whereas
acurrencywar islikely toresultinlooser
global monetary policy, an all-out trade
war could derail the global economyand
financial markets.

The real significance of the US deci-
siontolabel Chinaa currency manipula-
tor, therefore, is that it represents a fur-
ther escalation of the two countries’
avoidable tradewar.And,sadly, Fed inter-
est-rate cuts may give US politicians the
impression that monetary policy can
repair the damage caused by their own
trade-policy mistakes.
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and because of
the way numbers
are used

ment bit, the citizen bit
is also needed. Today,
Thames is listed among
the world’s cleanest
rivers. “The appearance
and the smell of the
water forced themselves at once upon
my attention. The whole of the river
was an opaque, pale brown fluid.” This
isfromaletter Michael Faradaywrote
to“The Times”. Theyearwas 1855.But
more than one hundred years later, in
1957, Natural History Museum
declared Thames biologically dead.
The story of rebirth dates to late
1960-s, not earlier. Similar to the
Rhine timeline.

LETTERS TO

THE EDITOR

I[-day reflections

It must be conceded that even after
72 years of self-rule we could not
erase the dubious distinction of
having the largest concentration of
impoverished people on earth.
While Shining India enjoys a
measure of prosperity on account
of lop-sided economic growth, the
Suffering India still struggles to
cope with dehumanising poverty.
With little or no income, many
people still cannot even afford
basic necessities such as food and
clothing. As for the fabric of society,
the traditions and values we have
inherited from the freedom
movement are now under serious
strain. The rise of Hindu Right is
hastening a retreat from secularism.
Hindu nationalism repudiates a
pluralist approach to politics and
corrodes our pluralist democracy.
You can imagine the harm to the
country when an ideology hostile
to religious diversity becomes the
ruling ideology in a multi-religious
country! The ruling dispensation's
intolerance of dissent is not good
for a healthy democracy. In today's
India criticism of the government
makes one an anti-national! Citing
‘national interest' and 'national
security' to justify or rationalise
violations of constitutionally
guaranteed rights and freedoms is
not worthy of a free nation. For all
the rhetoric of patriotism, the
notion of human equality still eludes
our hierarchically-organised
society. Caste consciousness is still
very much there. A high-caste
Hindu and a Dalit do not enjoy the
same social status. Nor is the value
of their lives the same. Nobody
seriously seeks to de-sanctify caste.
Still the lower castes support the
BJP in increasing numbers, thereby
lending strength to the saffron
party to deny religious minorities
their space and rights. Why should
any non-Hindu chant "Jai Shri Ram'
to qualify to be an Indian? For
‘independence’ to be meaningful in
its truest sense in the Indian
context, three things should
happen; poverty mitigation, India’s
continued existence as a secular
democracy and the annihilation

of caste.

— G David Milton, Maruthancode
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GROWTH PRESCRIPTIONS

RBI initiatives
can reverse
slowdown In

growth

The central bank's current monetary policy, having
evolved from focusing solely on controlling inflation
and emphasising independence, is aimed at

N AN INTERVIEW reported on July

22, 2019, Governor Shaktikanta

Das was quoted as saying that the

Reserve Bank of India (RBI) was

doingeverythingatits disposal tobe

in sync with the government’s efforts to

accelerate economic expansion, be it

interest rate cuts, ensuring sufficient lig-
uidity or enabling more bank lending.

From the time of Das's appointment

as Governor, RBI in December 2018,

there hasbeen anoticeable change in RBI

philosophy. Under the leadership of the

twoimmediately previous governors, RBI

had an unwavering focus only on con-

trolling inflation and, emphasising its

independence; it ignored other govern-

supporting economic growth

ment objectives, such as increasing eco-
nomic growth or employment.

The objective of the Bank of Eng-
land’s monetary policy is to deliver price
stability and, subject to that, to support
the government’s economic objectives,
including those for growth and employ-
ment. The US Congress established the
objectives for monetary policy by
statute, the Federal Reserve Act, not
leaving it to the independent thinking
of the Fed—maximum employment,
stable prices,and moderate long-term
interest rates. The Law of the People’s
Bank of China explicitly stipulates that
the ultimate goal of China’s monetary
policy is to maintain currency stability,

ILLUSTRATION: ROHNIT PHORE

and thereby facilitate economic
growth—clearly,economic growth is the
ultimate objective. The evolution of
RBI's monetary policy objective from
solely controlling inflation to support-
ing the government’s objective of eco-
nomic expansion is a refreshing and
much-needed change.
RBIhassoughttolowerinterest rates,
but seems frustrated that there is along
lag between the time it lowers its repo
rate—therateatwhich banks can borrow
from RBI in case of shortage of funds—
and when the banks lower their lending
rates. To speed up transmission, RBI
should dramatically decrease thereverse
repo rate—the rate earned by banks on
deposits with RBI—so as to discourage
banks from lazy banking. Public Sector
Banks (PSBs) are blessed with huge
inflows into savings and current
accounts, notwithstanding their finan-
cial performance because of the cus-
tomer perception of safetyand trust that
the Government of India is behind these
PSBs; they get a decent return (5.15%
even after the reduction on August 7) on
such inflows without taking any risk by
merely depositing them with RBI.
Indeed, the reverse repo amounts
totalled over %2 lakh crore at the end of
the first week of August, up
from X1 lakh crore in mid-
July. This has occurred at a
time when MSMEs, NBFCs,
and potential borrowersare
complaining of lack of
availability of finance.
Since RBI has expressed
itsintention to enable more
bank lending, reducing the
reverse repo rate to a level
whereitis nolongerattrac-
tive for banks to put
deposits with RBI is a desir-
able and necessary step.
One-third of sovereign
bonds globally carry a neg-
ative rate of return, i.e.,
investorswill get backless than what they
paid at the time of issue, paying a price
for safekeeping of their funds. Banks
must likewise paya price if theywant the
safety of deploying funds with RBI; oth-
erwise, the banks must play their role as
intermediaries between savers and bor-
rowers, and seek out borrowers. The pri-
vate sector banks have shown that there
is no dearth of such customers at this
time. If the reduction in repo rates leads
to a reduction in deposit rates, it is only
fair given the low-inflation scenario pre-
vailing currently; the government must
thenactwith alacritytoreduce adminis-
tered interest rates, such as the uncon-
scionable tax-freerate of return on prov-

HE FOCUS OF attentionisonce
againontheJalan Committeeas
itistobe seenhowmuch money
can possiblybe transferred tothe
governmentand the modalities
of the same. This addresses the issue of util-
isation of RBI's excess reserves, which have
notbeen touched so faron thebalance sheet
sidethough surpluses generated onaccount
of income and expenditure are transferred
almost fully to the government. The other
issue is how balance sheet entries will be
drawn up to accommodate such drawls.
RBIhasabalancesheetsizeof ¥36.3 lakh
crore. The liabilities include a large part of
issued currency,which,as of June 2018,was
X19.2 lakh crore. Another part, of around
6.5 lakh crore, is deposits kept with RBI, of
which %5 lakh crore is under CRR stipula-
tion. These two components are tangible.
The ‘other liabilities’ constitute the second
largest part of the balance sheet at ¥10.4
lakh crore,and is the Committee's target.
Within this category, there are four sig-
nificant components: contingency fund
(2.3 lakh crore), asset development fund
(0.22 lakh crore), investment revaluation
(%0.13 lakh crore),and currency and gold
revaluation reserve (36.91 lakh crore). It
looks likely that the contingency fund and
currency revaluation funds will be the ones
targeted for transfer to the government.
The contingencyfund hasremainedvir-
tually unchanged in the last five years at
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Converting reserves |

Into money

Financing budget
expenditure through
RBI surpluses is novel

financial engineering  SABNAVIS

Chief Economist, CARE Ratings. Views are personal

%2.2-2.3 lakh crore and is supposed to be
usedin case of revaluation of securitiesheld
by RBI.With yields coming down, the value
of securitieswould goupand sowould these
funds, becoming one potential source of
funds. The other is currency revaluation—
quite high at 6.91 lakh crore. If the rupee
declines, thefixed set of dollarswould beval-
ued higherinrupeetermson theassetsside,
increasing thereserveson theliabilities side.
However, if the rupee appreciates, as is the
case today, the reverse would occur and the
rupee value of reserves will come down.
Hence, one is reallylooking at these ¥10
lakh crore of reserves,a part of which can be
potentiallymonetised by RBIand passed on

to the government. Since this is legally per-
mitted, there can be no questions in this
regard.Some of the questions that the Com-
mittee will address are the following.
First,what is the quantum of reserves
that can be monetised and drawn out of the
balancesheet?Isthe contingency fund ade-
quate or too high. However, if we go back
another five years,a level of X1.5 lakh crore
was also witnessed in 2009. Therefore,
depending on how far back the Committee
looks, there is still potential to draw down
this reserve on the grounds that one could
manage with a lower amount, as there has
not been an instance when the level dipped
sharply. Prima facie, keeping a limit of X2
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Too much was
being made of the
"independence"” of made of the “indepen-
RBI in the recent
past. No one ever
advocated
reducing RBI's role
in controlling
money supply.
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ident funds and small deposit schemes.

The US Fed, Bank of England, Bank of
Japan have been forward-looking in
employing the tools of monetary policy
at their disposal. In developing its mon-
etary policy, Bank of Japan employs the
Tankan survey, a quarterly poll of thou-
sands of companies that have linkages
with economic conditions. The compa-
nies are asked about current trends and
conditions in the business place and
theirrespective industries aswell as their
expected business activities for the next
quarter and year. For example, firms are
asked about domestic demand and sup-
ply, inventory levels, projections for
inflation,and the number of new gradu-
ates they hired in the last year. A rear-
view mirror of “hard data” which comes
with a lag, results in dated inputs for
monetary policy decisions. RBI must
develop an efficient system of assessing
every quarter forward-looking economic
sentiments of rural and urban con-
sumers and businesses as inputs for its
monetary initiatives.

Inthe developed world, monetary pol-
icy is proactive and fiscal policy lags in
response to developing economic situa-
tions.In India, monetary policy has hith-
erto been reactive while fiscal initiatives
are more proactive—for instance, RBI, in
its Monthly Monetary Policy Statement
2015-16,dated August4,2015,acknowl-
edged the “Government’s current pro-
active supply management to contain
shocks to food prices, especially of veg-
etables, alongside its decision to keep
increases in minimum support prices
moderate”; the central governmentis try-
ingto pace out capital expenditure evenly
over the fiscal year instead of having it
bunched towards the end,aswas the prac-
tice in earlier times. Where the central
government has miserably failed is in its
own objective of ease of doing business,
and in gross inefficiency in administra-
tion—witness the initiatives of the Min-
istry of Corporate Affairs,such as striking
off companies which only hurts lakhs of
innocent employees, directors and credi-
tors while protecting the crooked cronies
from tax claims,the poorimplementation
of the GST and the IBC, the tax initiatives
introduced without homework, such as
the tax on FPIs.If the central government
wishesto slowdown theslidein the econ-
omyand improve the growth rate,it must
recognise that the enemy is within—and
itisthe bureaucracy.

RBI can also play its part in ease of
doing business—for instance, avoiding
classifying bank accounts as “dormant
or inactive”, which entails hassles for
small depositors, avoiding paperwork
forforeign receipts and payments,which
even exporters have to comply with,
removing the requirement of filling a
KYC repeatedly for a bank customer
transferring amounts to mutual funds
or openingbrokeraccounts
ordemataccounts,encour-
aging speedier adoption of
technology to serve cus-
tomers better.

Too much was being

dence” of RBI in the recent
past.Nooneeveradvocated
reducing RBI’s role in con-
trolling money supply.
Monetary policy objectives
must be dovetailed with fis-
cal policy objectives, and
Governor Shaktikanta Das’
endorsement of this is a
refreshingrecent changeat
RBI. Along with economic
growth, RBI may explicitly aim to facili-
tate employment, and less-explicitly, to
prevent currency volatility; work with
SEBI and others to facilitate foreign
inflows to augment foreign exchange
reserves,and to reduce the onerous form-
filling requirements, thereby facilitating
the less-privileged to put financial sav-
ings into financial instruments rather
than land or gold; develop a framework
in association with SEBI and the govern-
ment for managing the possible systemic
risk from large finance companies and
from debt mutual funds, which do not
enjoy lender-of-the-last-resort support
or an inter-institutional market like the
inter-bank market.
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‘PAC’Kking quite

a few benefits

DEY

Product Advisory Committee will
deepen benefits of derivative markets

ETTING UP AN independent Product Advisory
Committee (PAC) to deepen the benefits of com-
modity derivative markets to commodity value
chainactorsisatimelymoveby Sebi.Itwilladdress
issues in the contract design of commodities and
caterto needs of physical market participants. Based on Com-
modity Derivatives Advisory Committee’s (CADC) advice, Sebi
has directed each recognised exchange, including stock and
commodity, to “constitute a PAC for each group/complex of
commodities having common stakeholders/value chain par-
ticipants,onwhich derivativesare traded or being proposed to
be traded”. This requires PAC to:

mwork on contract design fornewcommodities,explorearight
mix of liquid and hedge contracts, review design of existing
contracts,and ensure these are as perindustry’s needs;
mwork onaligning quality/grade and quantity specifications of
the product with spot/physical ready-cash markets;
mprovideachoice-set of basisvariety, proposeadditional deliv-
ery centres which are exchange-accredited warehouses, and
review existing delivery centres;

mreview performance of existing contracts onvarious explicit
and broad-based parameters;

mdiscussthe state of markets forthe commodity during meet-
ingsoratleast twiceayear

But, how will PAC extend benefits of futures to the value
chain stakeholders? Will it effectively assess the state of the
market forcommodities under the chairmanship of indepen-
dent advisor—devoid of any principal and agent dichotomy?

Performance review of existing futures/options contracts,
changing the contract design, and exploration of opportuni-
ties for new contract could be an up-hill task.

Fundamental factors of commodities should be studied by
assessing the local demand and supply. Stock-to-use ratio is
essential from liquidityviewpoint of futures/options contract.
In the case of guar gum,a derivative of guar seed, the stock-to-
use ratio of the seed determines the liquidity position, price
and spread of gum contracts.Also, convenience yield benefits
to commodity-holder should be appraised before PAC decides
frequency of contract,deliveryand stack and roll hedging.

Identifying close substitutes or rival contracts can help
explore avenues for inter- or intra-commodity spread and/or
calendar spread.Selection of basis varietyand tenderable vari-
eties forfutures/options contract, too,isimportant, to encour-
age and sustain participation of physical market actors.

Delivery schedule should mirror the agricultural cycle of
the producewhile spot price could be depressed.So,in presence
of liquid and efficiency futures/option, producers can offload
risk,tosecureincomeand stimulate investment in agriculture.

Market micro-structure parameters—bid-ask spread, mar-
gining, contract size, contract duration, price band, etc—are
critical to assess performance of futures/options contract. A
research body aligned with PAC should review historical and
stochastic performance of competing/completing contracts.

PAC’s expectedrole,isatbothat the microand meso-levels.
At the micro-level, PAC can observe heterogeneity in partici-
pation between physicaland derivative marketactors,helping
exchangesand regulators take measures to bring parityin trade
and maintainahealthy hedger-to-speculatorratio.At the meso
level, it can help internalise the altruistic benefits of commod-
ity derivative markets among market participants. The advi-
sory body can contribute to the commodity/stock exchange
utility and management in reliable price discovery, price dis-
semination,and effective hedging againstbasisrisk.PAC,inits
review meeting,should disclose speculator-to-hedgerratio, to
help discover optimal number of derivative contracts (liquid)
foreach group of commoditiesand rationalise transaction fees.

The membership criteria and margining system for FPOs
should be revised in view of financialisation of commodities.
PAC and Regulatory Oversight Committee, in consultation
with CADC, should enable trading, settlement, and delivery.
Exchange of futures for physicals/alternate settlement mech-
anism should be promoted along with early pay-in facility.

PAC should facilitate index trading to access annualised
averageyield and volatility from the disclosure of commodity
exchanges.InFY19,theaverageyield at N-Krishi of NCDEXand
MCX-Comdex was 6.6% and 12.5%, respectively, while their
volatilities varied from 19% to 37.4%. It should adopt good
governance practices frominternational exchangesandregu-
lators. The committee’s right intention, autonomy, directed
effort in facilitating and designing broad-based contracts can
help accommodate a diverse group of commodity stakehold-
ers—from producers and processors to traders.

lakh crore could be a safe level that releases
%0.3 lakh crore.

The currency revaluation reserve has
been more volatile—35.3-6.9 lakh crore in
the last five years, with the lower end being
reachedin 2017 andalowof1.2 lakh crore
in 2010. Here, the Committee can think of
lowering the reserves by a considerable
amount—by,say,around X1.5-2 lakh crore—
and keeping 15 lakh croreas thefloor.Over-
all,around X2-2.2 lakh crore can be drawn
from these two reserves.

The second question which follows is
that if reserves were to be lowered, how
would adjustmentbe madetotheassetsside
of the balance sheet? If the liabilities get

reduced by, say, X2 lakh crore, theassets, too,
should be lowered. This will be interesting,
becauseifthe currencyrevaluationreserveis
reduced,it means that some part of the forex
should drop out of the system. RBI has been
buying forex from banks to supply liquidity
and, hence, any drawdown of forex will
mean selling the same to banks, which will
create a liquidity problem. Therefore, it is
more likely that the dollars have to be kept
in a separate suspense account to balance
the accounts. Even if the contingency
reserve is reduced, it could mean lowering
the stock of GSecs (through OMOs), which
willimpactliquidityin the systemaswell as
GSecyields.This, too,mayhave tobe held in
a different account, much like the MSS
bonds. The Committee’s call on this aspect
is something that will be awaited.

The third question iswhether the trans-
ferwillbe donein one stroke orovera period
of time.The indication is that it will be done
over a period of three to five years, which,
being more manageable, has theadvantage
of reducing market volatility. A one-shot
transfer can mean a major shock for the
financial market because if X2 lakh crore is
taken out from,say, the currencyrevaluation
account, the shock for the forex market can
beamatterof conjecture.Alternatively,if the
contingencyfundisbeinglowered,acallhas
to be taken on RBI's GSec holdings, which
can create disturbances in bond yields. This
is something RBI has to consider finally.

Fourth, would the transfer of funds
would be conditional or not? Economists
wouldarguethatifthe RBIreservesare used
forfinancingthebudgetandaretreatedasa
revenue/capital receipt, depending on how
the Committee seesit,itwould resemble the
disinvestmentreceipts thatare used forgen-
eral expenses.On the other hand, if they are
earmarked for, say, bank capitalisation or
specific infra projects, it would be targeted
and easier to accept. Unlike disinvestment,
which can spread over decades as the gov-
ernment can potentially sell stake invarious
entities, in this case,it would be almost lim-
ited by the target amount decided by the
Committee. This is so because the recent
experience hasbeen thatall RBIannual sur-
pluses are transferred to the government as
non-tax revenue. Hence, scope of these
reservesincreasing maybelimited. Thiswill
subsume the concept ofamacronormbeing
applied on the desirability of reserves and
surpluses in relation to the balance sheet
size,which can be 15% or 20%.

Using RBI surplusreserves for financing
thebudget expenditureis definitelynovel—
more akin to recap bonds that finances
expenses through a different financial engi-
neering. With fiscal pressures mounting, it
is natural that new sources of finance are
exploredastractionin taxrevenueisalways
uncertain. Sale of assets, like land or prop-
erty, can be the next frontier, and the Rail-
ways could open up space for discussion.
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