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Let’s get realistic
about BSNL revival

After cost-of-revival package is added, BSNL’s debt rises four
times; also, costs are understated and revenues overstated

VER SINCE THE press critiqued the government’s 70,000 crore bailout pack-

agefor BSNL-MTNL,BSNLsupporters have called itill-informed,and one-sided;

itdoesnot, forinstance, take intoaccount the tens of thousands of crores of pri-

vate telecom debt that PSU banks will have to write off.Indeed, if the debt owed
bytelcostothe governmentisadded, the figure could runsinto lakhs of crores; while com-
panies like RCom and Aircel are already in the insolvency courts,many believe Vodafone-
Idea is running out of funds to sustain operations. And, after the Supreme Court judg-
ment on AGR, you can add another ¥1.33 lakh crore to private sector telecom debt. Put
that way, the argument is a sound one: why is writing off private sector debt okay, but a
bailout for the public sector problematic?

But,before BSNL'’s top brass,and the politicians, start trotting this out,areality check
may not be a bad idea. While no one supports private sector telcos reneging on lakhs of
crores of debt—the spectrum-payment obligations to the government, of course,willbe
recovered as the spectrum will revert to it in the event of default—that does not justify
losing money in a no-hope bailout. One bad deal in the past cannot possibly justify
anotherone.Itisabigriskif,after BSNL's turnoverfalling by overa third over thelast four
years, the turnaround plan projects revenues
rising by two-thirds over the next four years.
This,in an environment where, thanks to RJio’s
pricing,itis not clearif the bloodletting is over.

Nor is it quite correct to look at BSNL’s low
debt as a sign of it being healthy relative to the
private sector; if BSNL's debt is low, it is because
ithas comparatively little capex and spectrum.
In fact, once the 360,000 crore bailout pack-
age—<X70,000 crore if you add MTNL—comes
through, its cost needs to be added to the debt
since, had BSNL not been a government com-
pany, this would have been financed by taking
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issues, it is unlikely a similar extension would have been afforded to a private player.
This renewal will also be paid for by government, and so should be added to BSNL-
MTNL'sdebt.Ifitis not renewed,and then used for 4G services, BSNL-MTNL's 4G spec-
trum will be much less than that with rivals like RJio, Bharti Airtel,and Vodafone-Idea.

The costs don’t stop here. BSNL-MTNL subscribers will have to increase their
monthly-spend considerablyif they move to 4G; whileitis not clearthey can afford todo
that, theywill also need to buy new handsets since they cannot use their current feature
phones on 4G networks.RJio subsidised the 4G handsets (JioPhone) to facilitate the move
to 4G; if BSNLis to do the same, it may need to incur similar costs.

The assumptions on revenue growth—a 66% hike over the next four years—we’ve
said, is optimistic. But, even if that happens, is that enough to make BSNL profitable?
According to the presentation made to the Group of Ministers, BSNL's wage costs are
60% of its turnover—this is 8 7% for MTNL; the actual number, though,is 77% for BSNL
ifyougobythemore detailed annexuresin the presentation.Evenif youaccept the lower
figure,the wage-to-income ratio is 63% for the combined entity; itis 78% based on the
real figure for BSNL.Going by the projected revenue given in the presentation,and assum-
ing (incorrectly) that there is no hike in salary costs, this means staff costs will be 35% of
revenuein FY26.Take the most aggressive estimate for staffers taking VRS,and assume
the wage bill gets halved as a result—the VRS planned is for 50% of the employees over
50-years of age,soa more aggressive VRS requires greater funding. Evenif that happens,
BSNL-MTNL’swage costswill still be over 17% of turnover compared to 3-5%in the case
of most of its private sector competitors.

Given how the expenditure in the revival plan seems horribly understated, and the
revenues quite overstated, the very least the government needs to do is to make public
the exact assumptions made; if the arguments made in this column are incorrect, the
government needs to show how that is the case. Indeed, since this is valuable public
money that is being spent, both Parliament—through some standing committee—as
well as the CAG should be examining the assumptions to see if they hold water. Other-
wise, in the grand tradition of all bailout packages, this too will be followed by another,
most likely much bigger, one.

KashmirCONUNDRUM

Letting European lawmakers visit J&K internationalises the
issue; besides, it is odd since Indian MPs couldn’t go
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HILE THE GOVERNMENT'S decision to allow a group of members of

the European Parliament (MEPs) to visit Jammu & Kashmir“to talk to

locals and assess the on-ground situation” is aimed at changing the

international narrative on the region, it is a big gamble. An official
statement issued by the PMO after the MEPs’ meeting with the prime minister reads,
“Their (the MEPs’) visit to Jammu and Kashmir should give the delegation a better
understanding of the cultural and religious diversity of the region of Jammu, Kash-
mir and Ladakh; apart from giving them a clear view of the development and gover-
nance priorities of the region.”While there is always the possibility the group may not
endorse India’s view, if it does, many will point to the group’s constitution: many of
the parties the MEPs represent are seen as xenophobic,and anti-Islamic. There is also
the issue of how foreigners were allowed while Indian MPs weren’t.

Also, while it is clear the situation hasn’t normalised—doing so can take months
given the level of the militancy—inviting the MEPs looked half-baked anyway.Against
suchabackdrop,itishard to fault former Union minister Jairam Rameshwhen he terms
allowing MEPs tovisit J&Kwhile preventing Indian lawmakers from doing the same as
“an outright insult to India’s own Parliament and our democracy”.It doesn’t help that
the visiting MEPs are not an official European Parliament delegation,but are on a ‘pri-
vate’visit. Ironically, with the prime minister and other senior officials meeting the
MEPs, it is possible to argue the issue has been internationalised; while the visit closely
follows the US Congressional hearing on the Kashmir lockdown, the government’s
action could lead to requests for fact-finding missions from UN bodies (UNHRC, for
instance), international NGOs, etc. What that could lead to is anybody’s guess.
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REVERSAL IN NPA CYCLE COULD SPELL DISASTER. DOUBTS COULD RESURFACE ABOUT DISCLOSED
ASSET QUALITIES, AND RETURN TO PAST BEHAVIOUR BY LENDERS LIKE EVERGREENING ASSETS
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¢ TICKETTO EDUCATION

Chief minister of Delhi, Arvind Kejriwal

Girls and women who had to drop out of schools and
colleges because of high transportation cost don't
need to sacrifice their education. They can now take
buses to good schools and colleges

fragility persists

STHE NON-PERFORMING asset
cycle beginning to reverse aftera
brief spell of improvement?
Nascent signs have appeared,
even though an enduring setback
is not yet visible. The Reserve Bank of
Indiareported,recently,that credit qual-
ity deteriorated in June 2019, with rise
in stressed and NPA ratios in all sectors
except industry (Monetary Policy Report,
October).Although the central bank did
not provide numbers, charted trend
shows the gross NPAratio closerto 10%
from 9.3% in March,which represented
afour-quarter successive decline.It was
only a quarter ago that RBI stated NPAs
seemed to have turned around (Finan-
cial Stability Report,June 2019).A Jef-
feries report in early October predicts a
second wave of NPAs seeing significant
divergence in ratings and financial
health of some stressed corporates,
adding that asset quality deterioration
risk has risen, following a shift in lend-
ingtobottom-end customers from non-
banks to the banks. Then, September
quarterresultsindicate fresh stress,spe-
cial mentionaccounts,NPAs,and provi-
sions for several banks.

These are early signs, possibly mir-
roring weak demand conditions. It
remains to be seen if the deterioration
persists,leadingtoan enduringincrease
in gross NPAs. The aggregate NPA ratio
may notnecessarilyreflect theincreased
underlying stress ahead: post-June
2019, therevised RBI framework forres-
olution of stressed assets expects
lenderstoinitiate resolution even before
adefault,giving complete discretion for
any decision including reorganisation,
sale,and restructuring.Oneis not sureif
financial intermediaries (non-banking
financial companies or NBFCs,and small
finance banks are now included) will
engage in more restructuring to allevi-
ate stress than recognise such assets as
NPAs.Evolving developmentsindicatea
tilt towards restructuring or disposal of
stressed assets; lendersincreasingly pre-
fer to avoid the IBC path as unantici-
pated complications at the forum pro-
long resolution, and increase
uncertainty. Moreover, the underlying
stress in MSME loans will remain
unrecognised from the one-time
restructuring allowed for specific
defaults classified as standard assets on
January1,2019 up toend-March 2020.

KOHLI
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These counters could keep thelid on
NPAs, preventing a full-blown reversal
of the cycle. Nonetheless, the emergent
setback cannot be taken lightly in the
context of intense strains in the finan-
cial system, which is visibly vulnerable
to frequent defaults in fresh trouble
spots,e.g.,real-estate exposures of banks
through NBFCs. Besides, increasing the
extent of restructured or reorganised
loans—with or without approved addi-
tional financing—is a sure sign of per-
sisting financial fragility.Itis significant
that this transpires after substantial res-
olution efforts, and recapitalisation of
public sector banks. If economic condi-
tions continue to deteriorate, i.e., the
expected recovery from October-
December quarterdoes not materialise,
areversalin the NPAcycle could bea seri-
ous blow. This would add to the linger-
ing presence of past NPAs, portendinga
perpetuation of a pattern that eventu-
ally ends in reduced lending.

Take the case of banks first. Charted
trends show brisk credit growth (in real
terms) in first round; this is followed by
rising NPAs; real credit then slows
down, or even comes to a standstill in
some cases, as balance sheets are too
weak for further lending.In 2006-11,
real credit growth averaged 12% annu-
ally; NPAs followed with a lag, after
which the pace of real credit slowed to
an average 4.5% for four successive
years (FY12-FY16)—banks retreated,

Banks: Real credit growth, NPAs
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short of capital to fund further growth
with increased provisioning needs. As
recapitalisation and resolution delays
wereaddressed, the pace of real lending
picked up to about 9% last year. But, in
April-September 2019, real credit
growth slowed againto 5.5%,down 1.6
times over a corresponding 9.1% one
year ago; NPAs have started increasing.
A sustained setback could result in a
furtherlending slowdown, unless capi-
talis quicklyaugmented.
NBFCsillustrate similar patterns (see
graphic).Consolidated data forall NBFCs
exists only from 2014-15,but it can be
seenthatanaverage 11.6%real growth
inloansinFY14-FY16shotupto17.5%
in 2017-18,followed by 15.2%lastyear,
as NBFCs rapidly expanded lending,
replacing banks. An almost five-point
jumpinreal credit growthin this period
isaccompanied by a 1.5-2 percentage
point jump in their gross NPA ratio,
reversing the moderation in 2014-15.
In 2017,RBI observed that their double-
digit credit growth “has improved
resilience and stability of the economy
by filling up the financing gap opened
up by the muted bank credit growth
from 2014-15” (Report on Trends and
Progress in Banking in India, December
2017), reaffirming last year that “the
slowdown in SCBs’ credit growth...pro-
vided a fillip to loan companies as sub-
stitution effects provided tailwinds.This
was especially true of their lending to

NBFCs: Real credit growth, NPAs
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Golden age is ending in India

India’s outsize role in the world gold

market isn’t going to disappear

overnight. Still, this change in gold
demand should be a warning to investors

THEWORLD'S MOST important gold
market isn’t what it used to be. Just a
decade ago, India’s hunger for gold
jewellry and bullion meant it
accounted for about a quarter of
global demand. Consumption has
since fallen by about 249%. Ahead of
Sunday’s Diwali festival, when pur-
chases traditionally peak, imports in
September fell to their lowest level in
three years.

Part of this is a reaction to short-
term pricing factors. Buyers tend to
stay away when the bullion price in
Mumbai rises above about 30,000
rupees($422.97) for 10 grams.Thanks
to the rupee’s slump and the metal
breaking through its long-standing
$1,350-a-troy-ounce ceiling, it has
been in that territory now for the best
part of twoyears,andis currently trad-
ingat 38,200 rupees.

There are longer-term issues to
worry about, though. About two-
thirds of the country’s gold is bought
in rural areas, where its traditional
roles as investment and adornment
are oddly intertwined. Rural Indians
are far more inclined to buy gold jew-
ellry than their urban counterparts,
and tend to favour plain pieces that
can easily be valued and traded in if
money gets tight.

That makes demographic changes
arisk to the entire market. Rural pop-
ulation growth is grinding to a halt as
people migrate to cities and birth rates
fall,shifting the focus of consumption
spending. “Millennials in urban India
are increasingly tempted by goods
other than gold, particularly luxury
fashion and smartphones,” according
to a report by the World Gold Council,
an industry group.

There arealsoa growing number of

alternatives to gold jewellry for those
who want to save up for a rainy day. (In
the case of rural India, the better term
might be “a dry day,” as weak mon-
soons tend to tighten farmers’ cash
flows, and force them to pawn or sell.)
Gold was originally popular as a store
of value because banks weren’t avail-
able,but the share of rural adults with
anaccounthassoaredto79%in 2017
from 33% in 2011, according to the
World Bank.Alarger proportion of the
adult population now has a bank
account than in Hungary or Turkey.
Considering the State Bank of
India’s current 6.4% benchmark one-
year deposit rate and inflation at
3.99%, a savings account is a far bet-
ter way to protect your wealth against
rising prices than a bangle.
Evenindeprived urban areas,alter-
native stores and sources of capital are
opening up.About four million people
in Delhi’s shantytowns will be granted
ownershiprights, the government said
this week, a move that would help
them take out loans to build houses.
To be sure, the allure of gold can’t
be wiped out by banking.Another rea-
son that buying tends tobe sovigorous
in late October is that it is peak wed-
ding season.About half of India’s gold-
jewellrydemand is for the heavy pieces
worn as part of a bridal outfit,accord-
ing to the World Gold Council. Con-
sumer spending, the other main leg of
gold demand alongside investment
(industrial uses are a distant third) will
tend to rise with income, benefiting
from the same urbanisation that is
depressing purchases in rural areas.
This year, however, consumers are
a tough market to bet on. Motor-vehi-
cle purchases, usually a good proxy for
the public’s appetite for big-ticket
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items, are collapsing. Sales of cars,
trucks and buses fell by more than a
third in September from ayear earlier,
and two-wheelers were down 22.1%.

The same pattern is borne out in
broader data. The share of consumers
who think their current economic sit-
uation hasworsened and is set to dete-
riorate over the coming year was its
highest since 2013 in September,
according to the Reserve Bank of India.
Perceptions of the job market are the
worst in seven years of records. For the
first time in four years of data, con-
sumers think they’re spending less on
discretionary purchases.

India’s outsize role in the world
gold market isn’t going to disappear
overnight.Its consumers still account
for more than one in six ounces
bought globally.

Still, this change in gold demand
should be a warning to investors. For
many years, its role as a rural invest-
ment made India a downside buffer
for the yellow metal, with farmers
rushing in to make physical pur-
chases whenever the price fell to lev-
els that tempted investors to liqui-
date their positions.

As the country changes, that
dynamic is disappearing. While high
gold prices still appear to put off pur-
chases, consumption-focused urban
jewellry buyers aren’t necessarily
going tobe around to prop up the mar-
ket when it is weak.

Gold’s attraction for investors has
long been its counter-cyclical tenden-
cies. As this crucial part of the market
grows more pro-cyclical, they’d dowell
to pay attention.

This column does not necessarily
reflect the opinion of the editorial
board or Bloomberg LP and its owners

commercial real estate, consumer
durables, and vehicle loans” (RTPBI,
December 2018).

NBFClendingbegan toslowlatelast
year,triggered by the IL&FS default that
led to close scrutiny of funding sources,
asset-liability mismatches, and expo-
sures. For the current year, aggregate
NBFC loan data is unavailable yet, but
NBFC credit growth is reportedly
declining 3-4 percentage points; new
financing contracted ¥1.26 trillion in
April-mid Septemberagainst 3412 bil-
lion correspondingly a year ago.

From the viewpoint of financial sta-
bility, matters are equally concerning.
The June 2019 re-examination by RBI
(Financial Stability Report) highlights
extensive interconnectednessrisks: inter
alia,banks’exposure to NBFCsincreased
9 percentage pointsin June 2017-March
2019; NBFC credit to four consumer
credit sub-segments grew 20% CAGRin
twoyears to December 2018, with retail
assets as key drivers of portfolio size,
growth, and delinquencies in asset
financeand loan companies; NBFCslead
delinquency levels in almost all con-
sumer credit sub-segments,applying the
90-day norm. Recently, RBI said “the
events of 2018-19 showed there was
irrational exuberance and considerable
overleveraging, with asset-liability mis-
matches” (Annual Report,August 2019).

In a context of visible vulnerabilities
within the financial system, a sustained
increase of gross NPAs or the alternate
build-up of restructured/reorganised
stressed loans could have adverse conse-
quences that could be more severe than
they have been in recent past. Doubts
could resurface about disclosed asset
qualities,and return to past behaviourby
lenders,like evergreeningassets; equally,
aloss of faith in IBC is not a good augur.
If past patterns are a pointer, rising NPA
stress could morph into a further lend-
ing slowdown by both banks, and non-
banks. Growth repercussions could be
felt beyond credit supply. For instance,
the credit channel that is still not fully
operational mayremain so,blocking full
transmission and negating the positive
impulse expected from monetary policy.
The chain effect loops back to the fiscal
side if further recapitalisation is needed
to unclog credit pipelines. The persis-
tence of financial fragility could indeed
bealongand severe drag.

LETTERS TO

THE EDITOR
Visit to the Valley

Eyebrows are raised at the visit of a
‘select’' team of European Union
lawmakers to the Kashmir Valley.
While supporters of the Modi
government's Kashmir policy hail it
as a "truth tour” and an "excellent
diplomatic strike", critics denounce
it as a "guided tour" and a "face-
saving exercise". Touted or decried,
the clear signal is that the
government is badly in need of a
certificate of normalcy to
corroborate its version of the
situation in the Valley, even at the
cost of further internationalising the
Kashmir issue. The government has
not agreed to an all-party
delegation of Indian
parliamentarians to Kashmir, but it
has given foreign parliamentarians
access, exemplifying its skewed
and self-serving nationalism in the
process. EU MPs cannot be
expected to make an objective
assessment of the situation on the
ground. The high-profile panel
stands to lose credibility when it
meets army officers and does not
meet the leaders under detention.
A lot more than the promise of
development is needed to address
the sense of being occupied and
subjugated. Something more than
enumerating the 'advantages'
accruing from the revocation of
special status is needed to wean
the people away from their
voluntary and peaceful civil
disobedience. The humanitarian
crisis in Kashmir is of the
government's own making. The
government can and must win the
hearts and minds of the people of
Kashmir by rescinding its decision
to abrogate article; 370 and taking
steps to fulfil their legitimate
political aspirations.

— G David Milton, Maruthancode
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RIME MINISTER NARENDRA
Modi made a dramatic
announcement on August 15
that India would eliminate
single-use plastic by 2022.
This generated a lot of speculation on
whether a ban on single-use plastics was
in the offing. Then came another state-
menton October 2, Gandhi Jayanti,by the
Prime Minister that single use plastics
will be phased out by 2022, and the offi-
cials indicated that states will play a
major role in ensuring this happens.

Single-use plastics are plastics which
are used just once as in disposable pack-
aging, and also in items such as plates,
cutlery,straws, cups,etc.Astudy by FICCI
estimates that 43% of India’s plastics
are used in packaging and much of it is
single-use. We are also experiencing
completely unnecessary single-use plas-
ticentering homes in the form of covers
for invitation cards, magazines, bread
wrappers,and advertisements.

Single-use plasticisonlya part of what
istrulyamassive challenge,and thatis the
management of all kinds of plastic waste.
Butitisgood tobeginwith single-use plas-
tic, its large and growing volume adds
enormously to the total plasticwaste.The
growing volume, to a large extent, is
because of rising e-commerce in India.
People buy from companies like Ama-
zon.comand Flipkart.com, that usesingle-
use plastic (cling film,bubblewrap, etc.) for
disposable packaging.Both the companies
have made a commitment to phase out
their use of single-use plastic, but this is
not likely to happen anytime soon.

Ever since plastic was invented by
JohnW Hyattin 1869, manymoreinven-
tions of synthetic polymers followed,
plastics have been an integral part of our
lives, contributing much to the conve-
nienceand ease of modern livingbecause
of the pliability, flexibility,durability,and
lightness of the material. Plastics are used
not only in airplanes, computers, cars,
trucks, and other vehicles but also in
everyday use items such as refrigerators,
air-conditioners, furniture,and even cas-
ingsforelectricwires,toname onlya few.

The problem is that plastic does not
decompose naturally and sticks around
in the environment for thousands of
years. Safe disposal of plastic waste is,
therefore, a huge challenge worldwide.
For an excellent short introduction to
plastics, see bit.ly/2or5ieh.

Close to 20 states of India have
imposed a partial or a total ban on single-
use plasticsat one time oranother. Maha-
rashtra, Tamil Nadu, Telangana and
Himachal Pradesh opted for complete
bans, while others including Madhya
Pradesh, Biharand Odisha have tried par-
tial bans.Plasticbags havebeen banned in
even a larger number of cases. The bans
have by and large not been successful
owingto poor state enforcement capacity.

Plastic carry bags pose a special prob-
lem.Although theyare strong,lightweight
and useful, and can be saved, cleaned and
reused many times, thisis mostlynotdone
because they are available very cheap and
are,therefore, notvalued (often shops give
plastic carry bags for free). They become
effectively single-use plastics.

Acompulsorychargebyretail stores on
carry-bags has proven most effective in
reducing their use sansaban.In Ireland,a
minor chargeadded toeverybill sawa 95%
reduction in demand for such carry-bags,
as most shoppers began bringing in their
ownreusable grocery-bags.

In India, the Plastics Waste Manage-
mentRules 2016 includedaclauseinRule
15 calling for explicit pricing of carrybags,
whichrequired vendorstoregisterand pay
anannualfeetotheurbanlocalbodies.But
lobbying by producers of plastics meant
that this clausewasremoved byanamend-
ment in 2018, that was never put up for
public debate,as is mandatory.

In India, plastic producers have been
advocating thicker and thicker micron
sizes for carrybags.Also,whenthereisaban
oncarry-bags,itinstead leads touse of non-
woven polypropylene (PP) bags,which feel
like cloth and are now even being printed
tolooklike cloth. These areactually more
dangerous for the environment as their

ILLUSTRATION: ROHNIT PHORE
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Ahluwalia is chairperson, Indian Council for Research on International Economic Relations
(ICRIER), and Patel is member, Supreme Court committee on solid waste management

CITIES AT CROSSROADS

Single-use

plastic only

part of the
challenge

But it is good to begin with single-use plastic,
its large and growing volume adds
enormously to the total plastic waste

fine fibres rub off and enter global waters
as teeny micro-plastics.

Discarded plasticbags createthe great-
est problemsinwaste management.Wind-
blown into drains, they cause flooding of
urbanareas.Used aswaste-binlinerstodis-
pose of dailyfood scraps, theyfind theirway
into the stomachs of roaming livestock.
Animals ingest them to get at the food
inside and this ultimately causes death.All
plastic waste is eventually carried by rain,
streams and rivers into the oceans.

ATexas-sized Great Garbage Patch of
floating plastics switling in the Pacificfirst
attracted attention in the 1960s.A similar
or even greater quantity of sunken plastic,
especially discarded fishing gear, called
ghost nets,blankets our ocean floors. Both
floating and sunken plastics kill riverine
and marine life.

Weneed tobuild awareness of the dam-
age caused by single-use plastics and
develop consumer consciousness to min-
imise theiruse.Forexample,atairports,we
could replace meters of cling-film,used to
wrap luggage, with a pretty cloth bag tem-
porarily sealed by machine stitching that
can later find alternative uses. In our par-
ties,we could use paper platesand bamboo
straws.In our pantries,we could usebutter-
paper as in olden times replacing the mil-
lions of bread wrappers needlesslyused for
a product with shelf life of one to three
days.Weshould alsowrite tothose sending
us magazines or invitations or advertising
in plastic sleeves to switch to tear-proof
paperinstead.Finally, plastic throw-aways
at parties should be replaced withwashable
reusable tableware.

Single-use plastic can potentially be
converted by thermo-mechanical recy-
cling into plastic granules for blending
into other plastic products,usuallyirriga-
tion piping for agriculture. But collection
of post-consumer waste and recycling
poses a major challenge. This is particu-
larly sowhen packaging consists of layers
of different types of polymer. The multi-
layer flexible packaging which is used for
Kurkure and other snack foods cannot be
made into granules because it contains
layers of plastic with different melting
points. The Plastic Waste Management
Rules of 2016 require creators of such
packaging waste to take it back at their
cost or pay cities for its management
under Extended Manufacturer Responsi-
bility. But there is little compliance.

While it is true that India recycles
much more than the industrialised coun-
tries through an informal network of
waste collectors and segregators (a lot of
this is downcycling), a study by FICCI
points out that the fast growing con-
sumption hasbrought ustoa pointwhere
consumption has clearly outstripped
India’s current capacitytorecycle plastics.

In our October 2017 column
(bit.ly/2JuL4aN) we had pointed out how
recycled plasticcanbe used in strengthen-
ing roads. Use of plastics more than dou-
bles or triples road life, and has been
approved bythe Indian Road Congress (IRC
98 of 2013)and mandated by the National
Highway Authority in November 2015 for
up to 50 km around every city with popu-
lation over 500,000. To date over 14,000
km of so-called plastic roads have been
builtwhicharelong-lastingand free of pot-
holes. Only corruption in road contracts
inhibits their wider use, as longer lasting
roads means fewer contracts for building
and rebuilding poor quality roads.

Another ingenious idea is to replace
Thermocole with totally biodegradable
pith from the shola/sola  plant
(Aeschynomene aspera); thiswas usedin
huge quantities till the 1950s for making
sola-topees or pith helmets for colonials
and theirarmies.Today, it is used in Ben-
galiweddings and for Durga Puja decora-
tions.Imagine the rural income genera-
tion from steady commercial use of this
wild marsh-land reed.

We need many more such innovative
ideas and a fundamental change in
mindsets to minimise the use of single-
use plastic. It is high time we also turn to
thelarger challenge of plasticwaste man-
agement if we want to avail of the many
advantages offered by plastics in our
modern lifestyle.

Oil or water?

& V SRIDHAR

Narayan is research associate, CUTS International.
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Need to ensure that data nationalism, in
the garb of additional security, does not
hurt consumer interests

HE NEW PARLIAMENTARY Standing Committee
on Communications & IT has a daunting task
ahead,asitaimstostudythe contentiousissue of
restricting cross-border data flow, or data locali-
sation (DL) among other policyissues, in the first
year of its constitution. More so, as the government may
table the‘Personal Data Protection’bill in the winter session.

Dataasoil orwaterisaraging debateacross theworld. Many
have have advocated forthe free flow of data across borders,as
it provides various benefits, increasing consumer surplus
through dynamic pricing mechanisms; maintaining avail-
abilityand quality of service; promoting innovation in the pro-
visioning of digital goods and services; ensuring ease of doing
business;and preventingand detecting fraud. However,many
countries,including India,areleaning towards DL.Primaryrea-
sons being privacy; protection of national interest; utilisation
as an economic resource; and so on. Other reasons include
ensuringaccesstolawenforcementagencies (LEAs)and creat-
ingalevel playing field for smaller Indian tech companies.

Though there are many proponents and opponents of
DL, conclusive research on consumerimpact is missing. Con-
sumer Unity & Trust Society (CUTS) is involved in a con-
sumer impact assessment of data localisation.

The preliminary results indicates that claims of the oppo-
nentsholdwater.The survey shows thatvarious consumerfac-
ing parameters such as freedom of speech, availability of ser-
vices provided by smaller foreign service providers, privacyand
data protection of consumers, are to be adverselyimpacted.

DL may result in reduction in international competitive-
ness of service providers. Moreover, DLmay createa‘honeypot
of data’ concentrated in one geographical location, thereby
enhancing the risk of data breaches and cyber-attacks. Also,
expertsare sceptical of the State havingadequate cyber-secu-
rity experts and vulnerability proof digital infrastructure.

Capacity of LEAs in combating
e CyDercrimes was also ques-
tioned.Furthermore,therewere
concerns of excessive tracking
and monitoring of data.

Preliminary findings also
showthat the government may
make it easier for LEAs toaccess
data, create conditions for
growth and narrow competi-
tion between foreign and
domestics service providers.

On the issue of realising the
full economic benefits of DL,
experts opined that this maylargelybe dependent on govern-
ment’s support in providing power,land and cooling for Data
Centres (DCs).The capital intensive and not labour-intensive
nature of DCsalso question theamount of employment, DLis
expected to create. Furthermore, experts also believed that
large foreign companies are better placed to complywith DL,
and set up their DCs within India, as opposed to smaller
domestic companies, which may result in unintended nega-
tive impact on competition,and thereby consumers.

It seems that DL may not be the most appropriate way of
achieving the regulatory objectives, since the envisaged bene-
fits of the regulation are unlikely to outweigh the consequen-
tial costs.As theway forward, it seems necessarytoanalyse con-
sumers’ perceptions towards the benefits currently derived
from data driven services, satisfaction levels with services and
privacy risks faced, and estimate how the usage may change
should these indicators be impacted on account of DL.

Itisonly then,that one would be able to answer the ques-
tionif‘data could be oil orwater,and whetherit should flow
freely across borders?’, at least from a consumer perspec-
tive.Such evidence-based consumer facing findings,would
certainly provide useful insights on theissue,and alsoactas
fodder for further debate, which would ensure that data
nationalism in the garb of additional security does not hurt
consumer interests. Lastly, it is imperative for the govern-
ment to explore less intrusive means to achieve the objec-
tives of DL. Exploring alternatives to Mutual Legal Assis-
tance Treaties (MLAT), such as becoming a member of
“Chart of signatures and ratifications of Treaty 185: Con-
vention on Cybercrime”, which has specific focus on cross
border cybercrimes and associated mutual assistance
amongst members,will certainly be useful in this regard.

It is imperative for
the government to
explore less
intrusive means to
achieve the
objectives of data
localisation

ANKS, FINANCIAL INSTITU-
TIONS and NBFCs are now
playing a pivotal role in meet-
ing the financial needs of indi-
viduals and business, which
have traditionally been un-served or
underserved.Regulationsand compliances
have, however, become stricter in recent
times. In light of recent macroeconomic
developments and a decelerating growth
environment,thereis credit crunch,aswell
as growing scrutiny on the broader finan-
cial sector. This has led to increases in the
cost of borrowing and playersare grappling
with higher unit economics implications.

To contest the current state of concerns
and become fit for future, Financial Insti-
tutionsand FinTechs are now turning their
focus on niche customer segments, lever-
aging technology and partnerships to ser-
vice ‘Aspirers’ and the emerging middle
class orthe‘Next Billion’. FS players are ful-
filling these segments’financial needswith
an impetus on digital, automation and
hyper-personalised products and services.
Traditional banking institutions, NBFCs
and new age FinTechs are realising the
potential of being agents of transforma-
tionand financial inclusion by focusing on
developing innovative products and ser-
vices, catering to low-income and inter-
mittent earnersin unorganised sectorsand
MSMEs,usually starved for credit or entan-
gled in web of shadow banking.

In such a scenario, both traditional
banking institutions and FinTechs are
adopting business and operational mod-
els powered by cutting edge technologies.
Investing in new technologies and strate-
gic partnershipsamong incumbent banks,
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Battle for the “next
billion” users

Fintechs need to collaborate with

traditional financial
institutions
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NBFCs and fintechs has favoured such
institutions to organically increase their
customer base, lower customer acquisi-
tion, transactional and operational costs,
reduce time to markets and manage port-
folio risk while trying to increase formal
credit and banking products penetration
in a growing and enterprising economy.
Apart from fintechs,new-agebanksand
NBFCsare using technology more than ever
and areharnessing partnership ecosystems
across the value chain of lead generation,
engagement,customeronboarding,under-
writing, disbursement, servicing, monitor-
ingand collection.AI/MLand big data have
equipped traditional lenders to measure
individual customer insights and build
alternative credit scoring models. Low cost
data, smartphone penetration and advent
of social media are enabling both tradi-
tional banks and fintechs to identify,

engage and on-board inaccessible and iso-
lated customers. Roboticprocessautoma-
tion (RPA) has enabled streamlining of
operational workflows, increasing produc-
tivity, accuracy, cost savings and customer
engagement, servicing and grievance han-
dling in various vernacular languages too,
with supporting technologies like Natural
Language Processing. Financial institutions
are also experimenting with distributed
ledger technologies for various use cases
such as e-KYC, data exchange, loan dis-
bursement and collection and cyber secu-
rity. And, application programming inter-
faces (APIs) are being built and tested for
robust connected ecosystems of various
institutions and stakeholders.

Market size, key trends and
developments
Today, India is at the core of innovation

to create a financially inclusive and con-
nected world, given its favourable demo-
graphics dividend. India’s banking sector,
NBFCs,otherfinancial service providersand
fintechs are presented with an abundant
opportunity and are making remarkable
progressriding onthe country’s pro-finan-
cial inclusion policies and the growing use
of mobile phones more than ever before.

Out of all retail segments, the Aspirer
and Next Billion segments present a
golden opportunity for prolificdemand of
financial services built on convenience,
transparency and low-cost. These seg-
ments are expected to grow significantly
in the next five years. This provides FS
playerswith an untapped potential to pro-
vide financial services.

Inthe past,ithasbeenverychallenging
to reach rural communities and provide
them with savings, payments, credit and
other financial products. However, with
increased digital technology penetration,
there has been a boost in the design and
development of business models to reach
last mile; this includes innovative service
delivery models and smart partnerships
(tie-ups and correspondence with kirana
stores and e-commerce).

Future state: maximizing
likelihood of adoption

India,in the near future,is poised to be
aleaderininnovationsand disruptionsin
bankingand financial services.Inadiverse
countrylike India, financial sectorincum-
bentsand nuevo fintechs have to focus on
the trinity nuances of price, product and
customer service to succeed, and these
nuances change with cultures and con-
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sumer segments.

Adopting technological innovations
across value chains will aid optimisation
of resources and processes, reduce turn-
around time, facilitate intuitive and auto-
mated decision making and ensure acces-
sibility of credit for customersatratesand
terms tailored to their socio-economic
profile. The success of India’s financial
sector companies to on-board and deliver
for the Aspirer and Next Billion segments
will largely be dependent on their ability
to rationalise and maximise use of tech-
nology, human capital and cohesive
financial and non-financial ecosystems.

New Delhi

One key strategy would be to provide
financial services at the point of con-
sumption, and thus an in depth under-
standing of the consumption needs of dif-
ferent segments is imperative. Lower
income segment needs are more focussed
onfood and clothing,while as we move up
the income pyramid, the needs shift
towards housing and transport.

This presents incumbents with an
opportunity to understand specific seg-
ments’ aspirations and challenges and
provide for core user need offerings. Play-
ers should focus on providing a simple,
clean and efficient user experience lever-
aging technology, analytics and partner-
ships at the point of consumption. This
would facilitate the growth of a user base
with loweracquisition costs.Once an ade-
quate user base has been built, there is
then the opportunity to pivot and
upsell/cross-sell other financial products
and services,such as micro insurance with
a consumer good product ora micro-loan
for small ticket size consumption.Anum-
ber of players have cracked this model by
first providing basic payments services,
and then pivoting into higher margin
financial products.

Thewinning strategy still seems tobe
through collaborations and partner-
ships: traditional institutions like banks
and non-banking financial institutions
have a large base of customers and fin-
techs have the right technological sup-
port; together, they can form a mutually
beneficial relationship to amplify the
processes of helping the un-served and
the under-served customers with finan-
cial services.
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