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No magic bulet,
just hard reforms

The twin balance-sheet crisis has got worse, investors don’t
trust govt & with empty coffers, pump-priming isn’t an option

VEN WHEN MANY in the government criticised ex-chief economic advisor

Arvind Subramanian for saying India’s GDPwas overstated by 2.5 ppt,few could

explain why, if GDP was growing so fast, other indices were growing so slowly.

AsIndia’s GDP has collapsed to 4.5% in Q2FY20, other indicators (see graphic)
suggest that even this maybe an overestimate. Even in FY94,when GDP grewat roughly
the same rate as today, IIP grew at 6% vs 1.3% now, exports at 20.1% (-2.6% now), pri-
vate consumption at 14.6% (7% now), and, the biggest surprise, while non-food credit
was 5.7% then, it is -0.2% now; if everything is collapsing, how is GDP growing?

While many feel growth will come back soon, theyignore the fact thatlittle has been
done to fix India’s credit crisis; in a recent paper, Subramanian and Josh Felman (S&F)
argue that India’s twin balance sheet crisis (banks and corporateswith shot balance sheets)
has morphed into a four balance sheet one (with NBFCs and real estate added). This is
why, from %20 lakh crore in FY19,commercial credit completely collapsed in FY20.

Inthe past,the collapse in credit—due to a huge rise in NPAs—was tackled by the gov-
ernmentinjectinglots of capital into bank balance sheets. Since the NDA came to powetr,
ithasinjected ¥3.5 lakh crore into PSU banks.But,with fresh loans turningbad and banks
writing off X7.2 lakh crore,NPAs are still a high 9.2%; and 12% in the case of PSU banks.

While S&F speak of X2.5 lakh crore of stressed power loans that could turn into NPAs,
other potential NPAs are the loans to NBFCs, real estate,and telecom (especially if Voda-
fone Idea shuts down, as is expected). And, with nominal GDP likely to grow at just 7-
8% as compared to the 129% budgeted for, this will add to the stress; 40% of corporate
loansin even Q1FY20 was to firms that couldn’t service it,and this rose to 45%in Q2.

This iswhat finance minister Nirmala Sitharaman has to deal with. She faces a possi-
ble X2 lakh crore tax shortfall due to poor GDP growth and bad budgeting—instead of
theactual FY19 tax collections of ¥20.8 lakh crore,the budget estimated itat ¥22.5 lakh
crore; she also needs money to recapitalise banks, and to take over some NBFCs, so that
credit starts flowing again. Had the government
privatised some banks, it would need less recapi- |
talisation money,but Modi refuses to do this. - — - -
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How, and whether the current crisis will turn
intoonelike 1991 isnot clear since forex reserves
remain robust and inflation is very low, but it is
clear India’s troubles are only deepening as—
amazingly, given how GDP is plummeting—
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speedy resolution of the telecom problem can, |
forinstance,arrest the collapse in investment in
the sector; slashing government levies and rapidly allocating mines could spurinvest-
ment in the mining sector including oil/gas, fixing defence procurement procedures
could give a big fillip to Make in India, finalising an incentive package to get the likes
of Apple/Samsung to shift their vendor base to India will give a big fillip to exports...

Many argue that Modi doesn’t have the ability to push tough reforms—Ilike privatis-
ing banks orallowing hire-and-fire—that require Parliament assent,and his failure over
theland acquisition bill is often cited in this context. While many of the reforms—slash-
ing levies in telecom and mining, or allowing FDI in multi-brand retail—don’t even
require Parliamentary approval, too much is made of the lack of Rajya Sabha majority.
When Modi wants it, as in the case of the citizenship law, he manages to get tough bills
passed and, in cases like demonetisation, he brooks no opposition.The question, then, is
when will Modi think economic issues are worth expending political capital on.

MedalMUDDLE

RTI reply shows that armed personnel have little
to show for their service

ESIDES THE SERVICE benefits received by army personnel, most have little
more to show for their years of service than medals and honours. An Indian
Expressreport shows majorityarmy personnel have been forced tobuy cheap
fakes from the marketas neitherthe force northe government hasbeenable
to deliver their medals on time.An RTI, filed by a retired colonel who has been waiting
for a medal for 13 years now, reveals that 17.33 lakh service medals were still on the
waiting list as of July 31.Of these, 33,035 were of commissioned officers,and the rest
belonged to Personnel Below Officer Rank (PBOR).Although earlier, the Directorate of
Military Regulations & Forms, under the ministry of defence, was responsible for
medals—another RTI reveals they had even allocated 20 crore in 2014, 2015, and
2016—for the last twoyears, the job has been given to service headquarters.

While the gallantry medalslike the Shauryaand Vir Chakrasare not theissue, the back-
log seems to be in non-gallantry awards or service medals, which are awarded for com-
pleting certain requirementsin service—forinstance, the Videsh Seva medal,awarded for
service rendered outside India, or the Sainya Seva medal,which isawarded in recognition
of non-operational service under conditions of hardship and severe climate in specified
areas.Even if the military thinks the fakes might serve the purpose fornow,it must bewary
of depriving its personnel of the few satisfactions their service affords them.
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¢ STRONGER TOGETHER

Congress leader Rahul Gandhi

Without taking everyone along, every religion, every
caste, Adivasi, Dalit, the backward classes, India's

economy cannot be run ... Put however much

strength you want

CENTRE-STATE RELATIONS

THE UNION GOVT'S FUNCTIONING HAS CURBED STATES' OPERATIONAL FREEDOM, RELEGATING
THEM TO BEING AGENTS OF THE CENTRE RATHER THAN AUTONOMOUS UNITS

[ndia’s eroding

cooperative federalism

SWIDELY RECOGNISED,
Indiais quasi-federal,with
powers and resources
being highly tilted in
favour of the Union. The
Constitution provided for institutions
like inter-state councilstoserveasa plat-
form for consultation between the cen-
treand the states,and these havelaid the
foundation for cooperative federalism.
Institutions such as the National Devel-
opment Council,set up along with the
Planning Commission, served to pro-
mote cooperative federalism. The 14th
Finance Commission (FC) recom-
mended a substantially higher share of
the tax revenues for the states, with a
clearobjective tostrengthen theirauton-
omy.Italsorecommended therole of the
inter-state council be reactivated. Even
recently, when NITI Aayog replaced the
Planning Commission,one of its impor-
tant roles was to promote cooperative
and competitive federalism.

However, in the Union’s actual func-
tioning, states’autonomy within their
assigned jurisdictions, instead of being
enlarged, has, in fact, been curbed. Over
the years, states have come to function
more as agents of the Union than as
autonomous units. Herearea few exam-
ple that show how states have been
coerced into accepting the Union’s
actions, and how the scope for states’
autonomy has shrunk.

To begin with, Jammu and Kashmir,
a full-fledged state, was split into two
union territories at the time when there
was Governor’sruleand the stateassem-
bly was in suspension. This was done
without ascertaining the views of the
State Legislature in contravention of
Article 3 of the Constitution.

The 14th FChiked the states’sharein
the Centre’staxrevenuesby 10 pptatone
go—from the 13th FC’s 32% recom-
mendation to 42%—to promote states’
autonomyinresourceallocation. But,the
Centre mobilised revenues by levying
cesses and surcharges, not included in
the divisible pool. Hence,cesses and sur-
charges’share in the Centre’s gross tax
revenuesshotupto15.7%in FY18 from
9.43% in FY12, shrinking the divisible
pool of resources available for transfers
to states. The divisible pool of taxes as a
percentage of gross tax revenue of the
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Centre declined to 78.28% in FY20, the
terminalyearof theaward of the 14th FC,
from 86.41%in 2010-11,theinitialyear
of the award of the 13th FC. Despite the
14th FC recommending an increase in
devolution, devolution during its award
period as a percentage of gross tax rev-
enue of the Union was 34.26% as com-
pared to 27.88% during the award
period of the 13th FC.

While the total central transfer to
states/UTs was I4.1 lakh crore in
FY18, revenue mobilisation by the
central government through cesses
and surcharges stood at X3 lakh crore,
or 15.70% of the Centre’s gross tax
revenue. This went up to ¥5.12 lakh
crore in the FY20 budget estimate
(BE), accounting for 21.03% of the
Centre’s gross tax revenue, while the
total central transfers to states/UTs
was 5.2 lakh crore.What is more, the
CAG,initsreports,has highlighted the
issue of underutilisation of the pro-
ceeds from cesses. It has also pointed
out that the monies raised for specific
purposes through some of the cesses
have been diverted for other purposes
by the Centre.

Following the restructuring and
rationalisation of the Centrally Spon-
sored Schemes (CSS)inFY16,theburden
on states’ resources has increased con-
siderably. Its implication is that states
nowhave tospend more on schemes that
they merely implement. To state more
clearly, CSSwere restructured into three
categories—core of the core, core,and
optional. The sharing pattern of financ-
ing between the Union and the states
remained unchanged in the case of core
of the core,and the contribution of states
belonging to the general category was
raised to40% of the total cost of the core
schemes,and 50% foroptional schemes.
In fact, 75.24% of the total cost of CSS
falls in the category of core schemes in

the FY20BE.Tothe extent thestates have
tocontributealarger chunkofresources
to finance CSS, they lose the freedom to
allocate resources on their need-based
schemes.

Another example of how the states’
autonomyisthreatenedistheadditional
terms of reference (AToR) given to the
15th FC. Specifically, towards the end of
itstenure, the Commissionwas asked “to
examinewhetheraseparate mechanism
forfunding of defenceand internal secu-
rityoughttobesetupandif so,howsuch
amechanism could be operationalised”.

The ToR of a FC is con-

stitutionally defined in [e———————————
The Centre is

mobilising more
revenue through
cesses and
surcharges, and it is
not liable to share
this with states

dated Fund of India; mea-

Article 280(3): Distribu-
tion of the net proceeds of
shareable taxes between
the Union and the states
andallocationamongthe
states; the principles that
should govern grants-in-
aid of revenues of the
states out of the Consoli-

sures needed toaugment

the consolidated fund of a state to sup-
plement the resources of the panchay-
ats and municipalities on the basis of
the recommendations made by
Finance Commission of the state.
Under Article 280(3)(d), the President
mayreferany other matterin theinter-
ests of sound finance.

Issues relating to sound budget and
fiscalmanagementhavebeenreferred to
FCs starting from the 1st FC. However,
AToR to the 15th FC, relating to protect-
ingdefenceand internal securityexpen-
ditures of the Union government,donot
fit into the framework of the constitu-
tional provision under Article 280(3)(d).

Defence is in the Union list and,
therefore, theresponsibility of the Union
government, while internal security is
largely the states’responsibility.If states

What a decade of Netflix did

Cord-cutting and consolidation redefined
the media landscape in the 2010s. The next
decade will usher in a new roster of leaders

ITWASTHE decade thataltered thevery
definition of “TV’—Noun: Netflix. Verb:
tostream.

The industry’s struggle to adapt to
the new terminology sparked a merger
mania that has rapidly condensed the
market for entertainment content and
pay-TVservices into the hands of a pow-
erful few.Hereisalookatwhat therise of
Netflix Inc, the intrusiveness of Big Tech
and a decade of dealmaking did to the
media and entertainment landscape.

Asviewers decided they didn’t need
somany channels,theindustrydecided it
didn’t need so many companies. Once-
powerful corporationssuchas 21st Cen-
tury Fox and Time Warner Cable were
acquired byrivals betterequipped tonav-
igatethe newage of streaming. Fox’s stu-
dios joining the Walt Disney Co family
probably came as the biggest shock, but
Disney’s more meaningful acquisitions
were of the Marvel and “StarWars” fran-
chises,giving it near-totaldomination of
thebig screen.

Of course, thebigscreenisn't quiteso
big anymore: Netflix alone generates
more revenue than the entire North
American box office. Originally a DVD-
by-mail service whose biggest competi-
tor was the Blockbuster store, Netflix is
now nearly as valuable as Comcast Corp
(for a time, it was even worth more than
the cable behemoth). It has also lured
some of Hollywood’s most sought-after
directors and actors, while others have
taken their movie-making talents to
Apple Inc and Amazon.com Inc. That is
as Lions Gate Entertainment Corp, the
studio that produced “The Hunger
Games”, is barely able to hang on to its
independence.CBS and Viacom recently
became ViacomCBS Inc, but they, too,
may be industry prey. Discovery Incwas
able to corner the market for unscripted
domesticand culinary programming by
taking ownership of HGTVand the Food
Network. But, the mega-deal of the

decade was AT&T Inc, a once prosaic
phone company, swallowing Time
Warner, the parent of HBO.

The so-called streaming wars didn’t
begin on any particular date, but an
important one was April 2,2010. That
was the day the Netflix app appeared on
the Apple iPad. Within a few months it
wasintheiPhoneapp storeand suddenly
streaming could fit right in our pockets,
travelling wherever we went. Not long
before, Netflix had struckafateful distri-
bution agreement with the Starz pre-
mium cable channel, which held the
rightstomajormovies monthsafterthey
left theatres. Starzwould laterregret the
arrangement, but for Netflix, it meant
gainingbackdooraccessto thousands of
films, including hits made by Disney
(which would later ink its own deal with
the service). And just like that,a §9-a-
month app became a viable and satisfy-
ing alternative to cable TV.

Then came the mergers. Few indus-
tries were maimed by technology these
last 10 years more than media—print
mediaabsolutelybut also the entertain-
ment giants, where the figures at stake
wereeven larger.By 2015,theindustry’s
centre of power was shifting as cracks
formed in the traditional pay-TV model.
A now-infamous earnings report that
summer from Disney showed that cable
subscribers were dropping the com-
pany's ESPN channel, the most valuable
network on the air—what was supposed
to be the Teflon of TV. The typical $100-
a-month-or-so cable bundle that force-
fed consumers far more channels than
they ever needed was going the way of
antennas.AT&T,which hadjustbetbigon
satellite dishes by acquiring DirecTV,
turned its focus to content assets and
spent 857 days straining to close its deal
forTime Warner.

It was a seminal moment for the
industry when a usually tenacious
Rupert Murdoch sold most of his com-
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pany to Disney, a deal which also
included valuable franchisessuchas"The
Simpsons" and "X-Men". The recent
reunion of Viacomand CBSwas the Red-
stone family’s attempt to shore up the
walls of its ownvulnerable empire,bring-
ing back together the broadcaster that
owns Showtime and the parent of MTV
and Paramount Pictures.

Sprouting from all these mergersare
new Netflix-copycat services,suchasthe
Disney+app thatlaunchedin November
and AT&T’s HBO Max, which is set to
launch in May. Apple TV+ subscriptions
alsowent on salelast month,while Com-
cast’s Peacock service—named for the
logo of its NBCUniversal division—
arrives in April.

Cord-cuttingand consolidation rede-
fined the medialandscapeinthe 2010s.
The next decade will usher in a new ros-
ter of leaders tasked with trying to make
financial sense of the industry shape-
shifting. Longtime media moguls such
as Disney CEO BobIgerand John Malone,
theinfluential owner of Charterand Dis-
covery,are on their way toward retire-
ment; Iger, 68, has a scheduled date of
December 2021, while the 78-year-old
Malone has started to lighten hisload.A
bedridden Sumner Redstone is 96 and
his daughter Shari Redstoneis 65; AT&T
CEO Randall Stephenson is 59; and
Charter CEO Tom Rutledge is 66. Com-
cast chairman and CEO Brian Roberts is
60, though the company’s unusual arti-
clesofincorporation sayhe canhold onto
his job for the rest of his life. However,
Comcast did recently announce that
Steve Burkewill retireas NBCUniversal’s
CEO at the start of the newyear.

For investors and consumers alike, it
is an uncertain road ahead. My cynical
prediction: An already shrinking indus-
trywill get even smaller.

This column does not necessarily
reflect the opinion of the editorial board
or Bloomberg LPandits owners

requisition paramilitaryforces,theybear
the expenses.Itisnot,therefore,anissue
thatshouldlegitimately come underthe
domain of the Finance Commission. In
any case, the original ToR itself incorpo-
ratesaconsideration for“thedemand on
theresources of the central government
particularlyonaccount of defence,inter-
nal security, infrastructure, railways, cli-
mate change, commitments towards
administration of UTs without legisla-
ture and other committed expenditure
and liabilities”.

There could be two reasons why this
AToR is added. One, the defence expen-
diture declined from 1.82% of GDP in
FY15t01.54%inFY19,andisbudgeted
todecline furtherto 1.48%in FY20.Asa
percentage of total government expen-
diture, defence expenditure declined
from 13.65%in 2014-15t011.22%in
FY20.The other,with the slowdown of
the economy, it could be hard to even
meet thislowbudget provisionin 2019-
20 while maintaining the
fiscal deficit at 3.3%.
Hence, the attempt to
ring-fence the defence
expenditure. Also, it could
beanattempttonudge the
Commission to apportion
a larger proportion of tax
revenue for the Centre,
leavinglessin thedivisible
pool for states.

However,the recent
implementation of the
Goodsand Services Tax (GST) can be cited
as a remarkable act of cooperation
between the states and the Union. After
all,the stateshaveagreed to give up their
autonomy with respect to nine state
taxes.Yet,therecent drastic cutin corpo-
rate tax, with its adverse impact on the
divisible pool, and not releasing GST
compensation to states falling short of
the stipulated growth on time,asagreed
upon, would deter the promotion of
cooperative federalism.

All these examples clearly show that
states’ operational freedom to function
within their specified jurisdictions is
hugely curtailed. This is certainly not
conducive to promoting cooperative fed-
eralism. Worse, they are coerced into
actions that are contrary to advancing
robust fiscal federalism.

LETTERS TO

THE EDITOR

On General’s remarks

With his sweeping remarks against
protestors of CAA, Indian Army chief
General Bipin Rawat had not only
overstepped the much important line
held in high esteem in a constitutional
democracy, the division of polity from
military and the very supremacy of
civilian leadership over military, but
also done a great damage to his repu-
tation and the office he holds. His
publicly expressed conviction that
protestors are leading people to
carry out arson and violence in cities
and towns and this is not leadership
could add impetus to the attempts
by Modi led government to crimi-
nalise the protests against
CAA.What stands apart India from
several of its neighbouring countries
is our vibrant democracy where its
military maintains the culture of neu-
trality , exercise voluntary restraint
and its stronger commitment to apo-
litical ethos. With only days away
from his retirement, General Rawat
should have exercised restraint and
refrained himself.

— M Jeyaram, Sholavandan

On archaic beliefs

It is incredulous that even in the
age of the internet, some people
continue to place their trust in
blind beliefs and follow archaic
rituals and practices. While sky
gazers marvelled at the glorious
solar eclipse that was unfolding in
the heavens, eight children in
Kalaburagi district had to undergo
the trauma of being buried neck-
deep in the ground. Hoping for a
miracle and desperate to cure their
children's disabilities, the parents
allegedly ignored strong
opposition from the villagers who
doubted the wisdom of the move.
Conducting awareness campaigns
will help dispel wrong notions,
besides, prevent the recurrence of
such bizarre practices.

— NJ Ravi Chander, Bengaluru
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THE WORLD IN 2020

The Splinternet
of Things
threatens 5G's

potential

The transformative potential of 5G will be
diminished by America’s blacklisting of Huawei

ORYEARS, TECHNOLOGISTS |

have gushed about the

promise of the “Internet of

Things” (IOT). With ubiqui-

tous sensors and universal
connectivity, punters have been told, the
IOT will transform ordinary workshops
into smart factories. Passengers will
enjoy safe travel in autonomous cars
and cargoes will be tracked seamlessly
across borders. Consumers will enjoy
blazing-fast connections on mobile
devices that allow whole films to be
downloaded in an instant.

This heady vision was promoted so
heavily for so long by tech vendors that
it began to seem like a chimera. It is not.
The two essential technologies speeding
the IOT’s arrival, inexpensive sensors
and super-fast networking Kkit, are
advancing fast. Gartner, a research
group, predicts that the global number

of devices embedded with sensors will |

leap from 8.4 billionin 2017 to 20.4 bil-
lionin 2020.

The second enabler is 5G, a telecom-
munication-networking technology
superior to today’s 4G mobile networks.
Hans Vestberg, chief executive of Veri-
zon, an American telecom giant, has
restructured his entire firmaround 5G’s
potential,arguing that it will bring many
benefits beyond blazing-fast speed. For
example, an IOT network based on 5G
connections would allow a million
devices to be clustered within a square
kilometre, as they might be on a dense
factory floor or at a crowded sports
arena—far more than the 60,000 or so
possible with 4G.

Alas, the once-bright prospects for a
speedy global roll-out are turning into a
tale of the good, the bad and the ugly.The
good news is that several big markets
will see 5G networks deployed at scalein
2020.Verizon expects three-quarters of

the phonesitlaunchesin 2020 in Amer-
ica to be 5G-capable,and AT&T, a rival
firm, expects to offer nationwide cover-
age by mid-year. Huawei, China’s tele-
com-equipment giant, has spent $46
billion developing 5G kit,and expects to
deploy 1.5 million base stations across
hundreds of Chinese cities by the end of
2020.Europe has been held back by mar-
ket fragmentation, but the European
Commission is pushing to have an EU-
wide commercial roll-out of 5G by the
end of 2020.

The bad news is that the usefulness
of all this will be limited at first. Unless
consumers spend a fortune on the lat-
est 5G handsets, they will not be able to
enjoy super-fast downloads. Most com-
panies will not have sensors embedded
inall of their factory machinery fora few
years yet, though vendors like Siemens
and GE will be keen to help

them set up such “indus- TE———————

trial internets”. There are
also barriers to the use of
IOT devices in some indus-
tries (privacy concerns in

Chinese firms
represent over a
third of global divide  poses  huge
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opportunity, Ericsson plans to open a
new manufacturing plant in Texas in
2020 to make 5G equipment that is
palatable to the White House.

Still, vast swathes of the globe, from
Russia to Malaysia to Peru, will remain
open to Huawei in 2020.This is not only
because they are in China’s geopolitical
orbit, though this is true for many Asian
and African countries. Huawei’s 5G
equipment is also more advanced: Chi-
nese firms represent over a third of
global patent applications for 5G-related
technologies, with Huawei alone repre-
senting 15% of the world total. And
Huawei’s equipment is less expensive
than rivals’Kit.

The result is likely to be a bifurcated
I0T, dividing the world between coun-
trieswilling to use Chinese telecom gear
and those that share America’s concerns
over security. Part of the
5G dream was that of a
unified global standard for
networking. Once that is
fractured, the resultant

healthcare, for example) patent applications headaches. Multinational

that require policy
reforms. As the various
hurdles are overcome over
the next fewyears, reckons
Michael Chui of the McK-
insey Global Institute, a
think tank, IOT technolo-
gies will create between
$3.9trillionand §11.1 tril-
lion in economic value
globally by 2025.

The ugly aspect of the
5G story involves geopolitics.A decision
to ban Huawei from America’s telecom
networks and to deny it access to vital
intellectual property from American
suppliers has dealt a severe blow to the
market leader. President Donald Trump
has cited security concerns. Huawei
points out that no evidence of wrongdo-
ing has ever been presented.

Americahasalsobeen strong-arming
its allies around the world to reject Chi-
nese Kit. Some, like Australia, have done
so. Others, like Britain, may restrict
Huawei to peripheral parts of their net-
works. In countries where Huawei is
banned, telecom operators must rely on
more expensive, non-Chinese 5G kit
made by Finland’s Nokia, Sweden’s Eric-
sson or South Korea’s Samsung. Sensing

ECONDARY AGRICULTURE
assumes prominence with the
announcement of the goal of
doubling farmers’incomes.The
term ‘secondary’ has a bearing
onclimate change adaptation and its mit-
igation, small farm viability and prof-
itability, food security, nutrition, sustain-
able utilisation of natural resources, and
optimal usage of produce from primary
agriculture and farm incomes.

In other words, promoting secondary
agriculture has implications on attaining
sustainable development goals,which aim
to connect primary,secondaryand tertiary
sectors by using slack/idle factors of pro-
duction, such as land and labour—con-
tributing to primary agriculture produc-
tion, capturing ‘value’ in primary
agricultural activities, and generating
additional income at the enterprise level.

While there is no formal definition of
secondary agriculture, based on the Eco-
nomic Accounts for Agriculture of the
European Union, a Technical Advisory
Committee on SecondaryAgriculture was
formed by the then Planning Commission
in 2007, and the committee had set out
the inclusion criteria as “assembling,
ripening, cleaning, grading, sorting, dry-
ing, preserving, packing and storing.”

The essence of secondary agriculture
was understood when the Ashok Dalwai
Committee submitted its report on
“adding value to primary agriculture and
building agricultural enterprises in rural

financ 1“ ep. A

The shift Indian
farming needs

We must focus on sustainable production, monetisation of
farmers’ produce and strengthening of extension services

The author is assistant professor, [IM Lucknow, associated with the
Centre for Food & Agribusiness Management. Views are personal

India” through “farm-linked activitiesand
secondary agriculture”in February 2018.
The committee has defined secondary
agriculture as a production activity at
enterprise/farm level, and it devised a
four-fold strategy:

D Sustainability of production;

D Monetisation of farmers’ produce;

D Strengthening of extension services;

D Recognising agriculture as an enter-
prise,and enablingit to operate as such, by
addressing various structural weaknesses.

This four-fold strategy for secondary

DEY

agriculture has drawn attention of devel-
opment professionals,agribusiness acad-
emics and experts,and policymaking bod-
ies. Secondary agriculture, as is defined,
can help drive the growth of primaryagri-
culture,and three avenues have been iden-
tified that adequately help utilise capital,
human resources, technology, organisa-
tional capabilities,and risk management:

Type A: Value-addition to primary
agriculture production systems;

Type B: Alternative enterprises, but
linked to rural off-farm activities;

for 5G-related tech,
with Huawei alone
representing 15%
of world total. And
Huawei equipment
is less expensive
than rivals’ kit
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firms with operations in
Shenzhen and Silicon Val-
ley cannot use the same
IOT systems in both. Global
developers of IOT devices
relying on seamless 5G,
such as new virtual- and
augmented-reality appli-
cations, may be handi-
capped by interoperability

= issues among markets.

Frank Appel, chairman
of Deutche Post DHL,a giant logisticsand
package-delivery firm, warns that if
information cannot be exchanged easily
between different networks, “we have to
gobackto paperworkand printand input
into the system...I don’t know how we
will manage.” Verizon’s Mr Vestberg
observes that 5G would then be a step
back to 1G and 2G, which used network
standards that did not allow seamless
global connectivity.Vincent Peng,aboard
member at Huawei,warns that this could
resultinadisastrous“digital Berlin Wall”.
Unless a political settlement is soon
reached between China and America on
5G, 2020 will be remembered for the
arrival of the Splinternet of Things.
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@ DISTRIBUTION OF PROFITS

Buy-back of

shares may still
be viable?

& NITIN BOHRA

Shah is partner and Bohra is principal, Dhruva Advisors

Opting for buy-back or dividend is not a
straightforward task

IVIDEND HAS BEEN one of the preferred ways

amongst Indian corporates to distribute profits

to theirshareholders. However, considering the

additional dividend tax levy in the hands of

non-corporate resident shareholders,buy-back
of sharesbylisted companies hasemerged as one of the pre-
ferred ways to distribute profits in recent years. This is also
evident from the fact that the return of cash by listed com-
panies to shareholders through the buy-back route got abig
boost since the introduction of super-dividend tax.

The buy-back of shares by listed companies was more
attractive on account of two aspects. First, the buy-back of
shares by them was not subject to buy-back tax (BBT),and
second, the receipt of consideration in the hands of share-
holders was subject to capital gains tax, and where listed
shares were held for more than 12 months, the same was
exempt from tax. The combination of all these led to distri-
bution of profits back to shareholders with almost no tax.

Post the introduction of long-term capital gains tax on
the sale of listed shares and BBT on listed shares, the direc-
tion has certainly changed. As stated in the Budget speech
bythe finance minister, the reason forintroduction of BBT
on listed shares was to discourage the practice of listed
companies announcing buy-back of shares instead of div-
idends, to avoid the dual
levy of dividend tax.

However, after rolling

) . Buy-back amount
out BBT on listed shares, it

.. . (% crore)
is interesting to analyse

whether listed companies 2016-1
should switch to dividends

as the preferred route for 2017-1

distributing profits to
shareholders. A plain 2018-1
vanilla  analysis  still

appears to be in favour of Total
buy-back in the scenario
where the majority of
shareholders are non-cor-
porate resident sharehold-
ers.With thelevyof additional dividend tax in the hands of
such shareholders,buy-backs offera tax arbitrage of nearly
10%. This arbitrage may further increase if significant
cost-base is available to the companies on shares being
bought-back, as the same would reduce the BBT liability
considerably, therebyleading to more surplus in the hands
of shareholders. A detailed analysis of shareholding pat-
tern (viz. corporates or non-corporates, residents or non-
residents), consideration received on issue of shares pro-
posed to be bought back etc, are essential for holistic
comparison between buy-back and dividend route.

Another advantage of the buy-back route from a stock
market perspective could be its positive impact on the EPS
and consequently on the P/E ratio,as shares bought back are
extinguished and lead to a lower capital base. It is also
noticed that the buy-back price proposed under the offer is
generally higher than the ruling market price,which imbibes
greater confidence amongst shareholders.

Apart from taxes, one must be also cognisant of other
legaland commercial aspects that need consideration while
deciding on buy-back vis-a-vis dividend route, viz. dispro-
portionate participation from promoters and public share-
holders, limits on buy-back size with minimum 15% enti-
tlement for small shareholders, restrictions on fund raising
for the next six months, constraint on maintaining mini-
mum debt-equityratio of 2:1 post-buy-back, etc.

Based on the above analysis,it becomes evident that opt-
ing forbuy-back or dividend is not a straightforward task.It
would require much more deliberation and consideration.
Furthermore, recent remarks by the finance minister to
address DDT asregressive taxlevy have fuelled the specula-
tion on the removal of DDT. If it is removed, it would cer-
tainly change the rules of the game. In such a scenario, it
would be interesting to see what happens to BBT?

Source: Prime Database
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Type C: Enterprises that thrive on crop
residues and waste materials of primary
agriculture.

Type A can be achieved by improving
livelihood enhancement action plans that
are implemented by farmer-based/com-
munity-based organisations. Linking
farmers with the market through aggre-
gation and assaying/grading of agricul-
tural produce can help them in value
enhancement and appropriation. Collec-
tivisations, cluster farming, financial lit-
eracy, marketing skills are important to

build this avenue.

Type B is based on utilisation of alter-
native enterprises to primary agriculture,
butisassociated with rural off-farm activ-
ities. For example, poultry, bee-keeping,
duck farming and livestock management
are off-farm enterprises that can be pro-
moted as part of integrated farming sys-
tem. Integrated farming can hedge farm
riskin the period of crop failure, or ease out
the seasonalityin the stream of cash flows.

Type C are such enterprises that strive
on crop residues, or by-products of pri-

maryagriculture. For example,afterrecov-
ering sugar from cane,cane can be used as
bagasse for molasses production. Simi-
larly, cotton stalk and seed (after ginning)
can be used for de-oiled cake preparation
orutilised in the secondary/tertiary sector.
To promoteagricultural entrepreneur-
ship or agricultural enterprises, there is
recognition of priority sector status for
institutional credit; low-cost skilling and
knowledge-based exposure of farm com-
munities; specialised extension services
forenterprises owned by females; priority
under rural electrification objectives; fast-
track procedures to avail benefits under
the ongoing central sector schemes; and
label geographical indicators to products
of village-scale secondary agriculture.
Itisworth noting that the Indian Coun-
cil of Agricultural Research,in association
with the World Bank, had instituted the
National Agricultural Higher Education
Project (with a $165 million funding sup-
port) in 2017-18 for a five-year period to
promote skill development and agri-
entrepreneurship amongst graduates of
agricultural colleges, apart from institu-
tional development and innovation fund-
ing to education.Agribusiness incubation
and acceleration, if made marketable,can
benefit farm communities,and appropri-
ate market linkages can improve farmers’
realisations through collectivisation.
However,a concerted effort at both policy
and implementation levels at the Centre
and states is necessary to attain this goal.
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