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Chapter 1. Wealth Creation: The Invisible Hand 

Supported by the Hand of Trust 

 

“Make money – there is no weapon sharper than it to sever the pride of your foes.”  

– Thirukural, Chapter 76, verse 759. 

Throughout 3/4th of the economic history of India, it has been a global economic 
powerhouse .this economic might and wealth creation was facilitated by the combination 
of the invisible hand of market and the supportive hand of trust. 

The survey shows how post 1991 liberalization and wealth creation are supported by 
traditional indian thinking. the survey also suggests that in order to meet the $5 trillion 
economy the invisible hand of market needs  support from the hand of trust ,this can be 
achieved by  

1. Providing equal access and opportunity to all business players be it small or big  
2. Educe government interventions into the open market operations 
3. Enable trade for job creation  
4. Re-augment the banking sector to  the size of economy 

 

 

  

IMPORTANCE OF WEALTH CREATION 

• It is important emphasize the benefits accrued  by  wealth creation after the 1991 
liberalization  
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• The survey points how wealth created by an entrepreneur correlates strongly 
with benefits that accrue to the employees working with the entrepreneur’s 
firms.  

• The survey also depicts how increasing wealth creation also benefits suppliers 
,capital expenditure (CAPEX),foreign exchange revenues, direct tax inflows, etc.   

 

  

WEALTH CREATION THROUGH THE INVISIBLE HAND OF MARKETS 

• Our traditional Indian thinking has repeatedly emphasized the importance of 
enabling markets and eliminating obstacles to economic activity.   

• This can be found in Kautilyas’ writings too where he says “The root of wealth is 
economic activity and lack of it brings material distress. In the absence of fruitful 
economic activity, both current prosperity and future growth are in danger of 
destruction. A king can achieve the desired objectives and abundance of riches by 
undertaking productive economic activity”. Kautilya advocates economic freedom 
by asking the King to “remove all obstructions to economic activity” (Sihag, 2016).  

• As wealth creation happens by design, the overarching theme of Economic survey 
2019-20 is wealth creation and the policy choices that enable the same. 

• The evidence since 1991 shows that enabling the invisible hand of markets, i.e., 
increasing economic openness, has a huge impact in enhancing wealth both in the 
aggregate and within sectors. 

• A contrast in pre-liberalization and post-liberalization performance of some 
sectors is given below  
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THE INSTRUMENTS FOR WEALTH CREATION 

 

• Enhancing efficiency is a major fuel for wealth creation .equal opportunity is 
necessary for new entrants and a 10% growth in new entrants increase GDP of 
district by 1.8% 

• The survey depicts how entrepreneurship is on a rise in India but specially in 
peninsular states  

 

  

THE BREAKDOWN OF TRUST IN THE EARLY YEARS OF THIS MILLENNIUM 

• In a market economy too, there is need for state to ensure a moral hand to 
support the invisible hand. 



 

 11 
 

• Along these lines, the Survey introduces “trust as a public good that gets 
enhanced with greater use” 

• Trust can be conceptualized as a public good with the characteristics of non-
excludability i.e., the citizens can enjoy its benefits at no explicit financial cost. 

• Corruption breeds distrust amongst the businesses as it favors crony capitalism 
.this has been proven evident  as since 2011 the corruption perception index has 
reduced and so has been the distrust  between private and public sector. 

• But, in the recent past incidences of loan defaults and audit failures have 
damaged this bond of trust 

• This needs to be set right, even while acknowledging that trust takes time to 
rebuild 

 

Enabling Trust: Avoiding policies that crowd out intrinsic motivation 

• Reducing information asymmetry: systems like CRILC (Central Repository of 
Information on large Corporates) for corporate loans database should be put in 
place for more information  transparency 

• Enhancing quality of supervision : wilful defaults, malpractices such as financial 
mis-reporting and market manipulation needs to be detected early because these 
are termites that eat away investor’s faith in financial markets, diminishes 
portfolio investments and crowd-out important national investments 

 

Chapter 2. Entrepreneurship and Wealth Creation at 

the Grassroots 

“The one who utilizes all resources and opportunities at hand is an efficient (entrepreneur) 
and nothing is impossible for him to achieve.” 

– Thirukural, Chapter 76, verse 753.  

  

ENTREPRENEURSHIP AND GDP 

  

• World Bank’s Data on Entrepreneurship, confirms that India ranks third in number 
of new firms created. The same data shows that new firm creation has gone up 
dramatically in India since 2014. 

• On a per-capita basis, India has low rates of entrepreneurship in the formal 
economy. Between 2006 and 2016, the mean (median) number of new firms 
registered per year per 1000 workers was 0.10 (0.11). In contrast, the mean 
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(median) entrepreneurial intensity for the United Kingdom and the United States 
was 12.22 (11.84) and 12.12 (11.81) respectively. 

  

 

• 10 per cent increase in registration of new firms per district-year yields a 1.8 per 
cent increase in GDDP. 

• We find that, though the peninsular states dominate entry of new firms, 
entrepreneurship is dispersed across India and is not restricted just to a few 
metropolitan cities 

 

 

 

DETERMINANTS OF ENTREPRENEURIAL ACTIVITY 

• The focus is on two key sets of district-level attributes that drive the level of 
entrepreneurial activity in the district – social and physical infrastructure. 

• it is expected that districts with better education levels will have higher 
entrepreneurial activity. 

• Measures of physical infrastructure include access to public goods like  

• electricity, water/ sanitation facilities, and telecom services that is fundamental to 
all businesses.   
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• Superior access to markets is also associated with higher entrepreneurial activity. 

 

  

  

Chapter 3. Pro- Business Versus Pro- Corny 
 

India’s aspiration to become a $5 trillion economy depends critically on  
promoting “pro-business” policy that unleashes the power of competitive markets  
to generate wealth, on the one hand, and weaning away from “pro-crony” policy  
that may favour specific private interests, especially powerful incumbents, on the  
other hand.  

 

Pro-Crony Means: In Favour of  a close friend or companion 



 

 14 
 

 

PRO-BUSINESS, CREATIVE DESTRUCTION AND WEALTH CREATION 
  

• The liberalization of the Indian economy in 1991 unleashed competitive markets. It 
enabled the forces of creative destruction, generating benefits that we still witness 
today. Using the lens of Indian equity markets as captured in the S&P BSE Sensex,  
we can clearly see an increase in market dynamism in the pro-business India of the  
post-liberalization period. 
  

• The Stock market, which captures the pulse of any economy shows that creative 
destruction has increased significantly after reform. Before liberalisation, a Sensex firm 
expected to stay in it for 60 years, which decreased to only 12 years after liberalisation. 
  

• Every five years, one-third of Sensex firms are churned out, reflecting the  
continuous influx of new firms, products and technologies into the economy. 
A pertinent question that arises at this stage is whether the churn illustrated above 
was beneficial to the Indian economy. A monopolist taking the place of another  
identical monopolist is hardly beneficial. However, in the Indian case, the Sensex does  
represent a process of creative destruction rather than spurious dynamism. The firms  
that displaced the incumbents on the Sensex brought with them new ideas, 
technologies and processes.  
  

• Difference between pro-business and pro-crony policy  
Pro-business 
o Firms compete on a level playing field 
o Resource allocation in the economy is efficient 
o Citizens' welfare is maximized 

  
Pro-crony 

o Some incumbent firms may receive preferential treatment 
o Resource allocation in the economy may not be efficient 
o Citizens' welfare may not be maximized 

 
 
PRO-CRONY AND WEALTH DESTRUCTION 

  

• Pro-crony policies, in contrast to pro-business ones, erode wealth in the economy as 
cronyism fosters inefficiencies by inhibiting the process of creative destruction. 
Raghuram Rajan and Luigi Zingales stressed the need for “saving capitalism from the 
capitalists” in their book, referring to the dangers of regulatory capture by private  
interests. 

• Pro-crony, when compared to pro-business, policies can create various indirect  
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costs as well. When opportunities for crony rent-seeking exist, firms shift their focus  
away from growth through competition and innovation towards building political  
relationships, thus undermining the economy’s capacity for wealth creation. 
  

DISCRETIONARY ALLOCATION OF NATURAL RESOURCES VIS-À-VIS 
ALLOCATION VIA AUCTIONS 

  
Firm productivity and performance: 

  
• The evolution of average market share of firms that received the committee-based 

allocation from 1993 to 2011. There has been a steady decline in the market share of 
these firms despite them getting a windfall gain from the discretionary allocation. The 
gain of an almost free resource should have aided firm productivity and business 
fundamentals. Instead the market share has fallen over the years - suggesting a case of 
Dutch disease – firms that got the free resource diverted efforts towards the tunnelling 
of the windfall gain instead of towards productive business activity. 
  

• Overall, the evidence suggests that discretionary allocation of natural resources  
by a committee provides avenues for rent-seeking. Subsequently, firm owners divert  
their focus towards tunnelling away these rents rather than furthering productive 
economic activities. A shift to market-based allocation of resources takes these 
avenues away, encourages productive economic activity and generates more wealth. 
  

Riskless Returns: The Case of Wilful Default: 
  

• Wilful default occurs when firms take loans, divert the proceeds out of the firm for the 
personal benefit of owners, default on loans and declare bankruptcy, thereby 
expropriating a range of stakeholders  
– lenders, minority shareholders , employees,regulators and state coffers.Every rupee 
lent to a wilful defaulter constitutes an erosion of wealth. Money lent  
to a genuine business creates assets. Besides making cronies rich, it contributes 
nothing to the economy. 
  

• The cost of such wilful default is borne by the common man. Public sector banks get 
their equity from taxes paid by the common man. They get their debt from deposits 
made by the common man. When unscrupulous firms willfully default, it is the 
common man who loses. 
  
  

CONCLUSION:  
• While pro-business policies increase competition, correct market failures, or  

enforce business accountability, pro-crony policies hurt markets. Such policies may  
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promote narrow business interests and may hurt social welfare because what crony  
businesses may want may be at odds with the same.   

• Pro-business policies, for example, those that make it easy to start a business,  
register property, enforce contracts, obtain credit, bid for natural resources, get 
permits, and resolve insolvency help firms to function effectively and thereby enable 
competitive markets. 
  
  

 

Chapter 4. Undermining Markets: When Government 

Interventions Hurts More than It Helps 

  
In this chapter details about how Government interventions affect Indian Economy are 
discussed. The chapter is not against Government interventions but stresses the need of 
updating method of intervention according to transforming Economy. Essential 
commodities act, Drug Price Control, Loan waiving are discussed with their merits and 
demerits. New ways to tackle changing economic conditions are also Suggested in this 
chapter. 
  

Essential Commodities Act(1955) 

  

What is the act? 
  
• The act gives power to state to control production, supply and distribution of , and 

trade and commerce in goods which are considered essential for day to day life of 
ordinary people. 

• These goods are for eg. Pulses, Vegetables, edible oils, Sugar, Medicines and Drugs etc. 
• State government can set stock limits on the goods it may concern necessary to lower 

down the market price of those goods  
  

Problems with ECA(1955): 
•  The act is not meant for today’s Economy. Original aim of the act was to provide 

essential food commodities to people in the drought of 1955. At the time of its 
enactment when black market was a threat and agricultural markets were fragmented 
as well as transport infrastructure was very poorly developed 

• By data we can prove that , Deviation in prices of essential commodities can’t be 
controlled by ECA. Following figures for pulses and sugar prices on which stock limits 
were imposed shows that very clearly. 

•  Recently government failed to control the Rising price of onion by ECA.   
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• Under ECA 76,033 raids were done alone in 2019 but persons convicted were only 
2941(i.e. 3.8% of total raids) which clearly shows that 96.2% raids resulted in 
harassment of traders and disturbing stable market operations. 

• Further ECA intervenes and disturbs natural law of demand and supply and free 
market operations suitable for capitalist economy and Globalisation  

 

 
  

Drug Price Control under ECA: 
  
• National pharmaceutical pricing authority (NPPA) and Drug Price Control Order(DPCO) 

advise government on Price Control of essential life savings drugs which Indian 
population needs 

• Ministry of Health and Family welfare prepares prepares the National list of Essential 
Medicines on the basis of prevalence of disease, affordability and current demand 

• Data shows that prices of Medicines controlled undeR DPCO have increased more than 
non-DPCO Medicines. 
o Eg. Price of Glycomet a DPCO medicine for blood sugar level maintenance 

increased more than the other medicine named Glimiprex-MF(non-DPCO) after 
2013 

• Drugs that come under DPCO,2013 has price increase of ₹71 per mg of the active 
ingredient while Drugs which are non DPCO have price increase of ₹13 per mg of active 
content 

  
 



 

 18 
 

 Grain Market interventions:  
• Food Corporation of India (FCI) was set up in 1965 to purchase, move, store and 

distribute food grains and foodstuff at the prices decided by government  
• To give guarantee against fall of prices related to food grain government announces 

MSP(Minimum Support Price) i.e. A price at which government is bound to purchase 
farmers produce if private sector doesn’t give fair price. The mechanism was created 
to give boost to procurement prices by private sector for farm produce  

• With time Many governments increased MSPs as popular decision. This defeated the 
purpose of MSP and rather than a floor price made it maximum price in many cases 

• Right now Government purchase 40-50% of market surplus Rice and Wheat. (In Punjab 
and Hariyana it is 80-90%) 

• The Mechanism discourages private sector in building proper storage facilities and 
warehouses for food product 

 

  
  

International Index: 
  
Index of Economic Freedom (Heritage Foundation): 
• India is categorised as ‘Mostly unfree’ with score of 55.2 out of 90.20 
• Ranks 129th among 186 countries(2019) 
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Global Economic Freedom Index (Fraser Institute) 
• India scores 40.0 out of 100 in this index against the Global average of 58.5 
• Ranks 79th among 162 countries  

  
  

Solutions: 
• Government should accept the principle of ‘Business is not the Business of 

Government’ 
• Industrial deregulation  
• Privatisation of state owned companies 
• Lesser control on international trade and investment in the country 
• Legislative Changes in some acts like ECA.  
• Government of India has performed this task in 1991 when we accepted LPG. It’s time 

to do away with some small acts  in order to achieve Economic progress  
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Chapter 5. Creating Jobs and Growth by Specializing 

to Exports in Network Products 

Introduction: 

The current environment presents India an opportunity to chart a China-like, labour 
intensive, export oriented growth and thereby creating unparalleled jobs in country. By 
integrating 'Assemble in India for the World' into 'Make in India', India can create 4 crore 
jobs by 2025 & 8 crore by 2030. Export of Network Products can contribute a quarter of the 
increase in value-added for the $5 trillion economy by 2025. 

  

Network Products: 

Network products include products in which production processes are globally fragmented 
and are controlled by leading Multinational Enterprises ( MNEs). The production is driven 
mainly by input and labour costs considerations of Producers rather than considerations of 
consumers.  

Examples of network products include computers, electronic and electrical equipment, road 
vehicles etc. 

  

Need of Exports: 

Growth in exports is important for increasing job creation. For instance, China in five year 
period of 2001 to 2006 created 70 million jobs for workers with primary education by 
increasing labour intensive exports. The US-China trade war and increased wages with 
labour shortages in China has presented India an opportunity to increase exports and job 
creation. 

However, India's share in world merchandise exports, 1.7% in 2018, is very low compared 
with China which had 12.8% share in that year. To increase the exports and thereby 
employment, Economic Survey has suggested following things: 

  

India's Export under-performance vis-a-vis China 

Economic survey has underlined following reasons for the under-performance 

1. Specialisation versus Diversification 
o The gap between China and India in world market share is almost fully driven by 

the effect of specialisation. India has clearly caught China in terms of 
diversification across products and markets. 

o High diversification combined with low specialisation implies that India is 
spreading its exports thinly over many products and markets leading to its 
lacklustre performance compared to China. 
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o The specialisation effect can change over the years due to changes in quantity 
(more quantity more export value) and/or prices (depend on cost of labour, 
inputs etc.) of exported commodities. 

2. Low level of participation in Global Value Chains 
o Despite having abundant labour, share of unskilled labour-intensive industries in 

India's non-oil merchandise exports declined to 16.3% in 2018 from 30.7% in 
2000. 

o In contrast, China's export composition shows a strong bias towards traditional 
labour-intensive stages of production within capital intensive industries like 
assembly of electronics and electrical machinery.  

o Export growth of capital-intensive products from China is because of high 
participation in Global Value Chains (GVCs). 

3. Low Market Penetration in High Income Countries 
o The dominance of capital intensive products in export basket and a low level of 

participation in GVCs have resulted in shift of India's geographical direction of 
exports from rich country markets to other markets 

o The high-income OECD markets accounted for 49.7% of China's exports in 2018 
while corresponding figure for India was 40.2%. 

o The rich countries have quality/brand conscious markets, however, because of 
distorted pattern of India's specialization, export to rich countries is low. 

o A general perception that China's exchange rate policy contributed to Export 
success can not explain India's Export under-performance for two decades when 
India's exchange rate depreciated significantly. 

  

Local linkages versus Global Value Chains: 

A higher level of participation in GVCs implies that share of foreign value (value of 
intermediate inputs sourced from other countries) added in gross exports is higher than 
when most inputs are sourced locally. However, with the scale and productivity effects of 
selling in the world markets, participation in GVCs can lead to higher level of domestic value 
added and domestic job creation. 

It can be seen that 10% increase in foreign value added leads to 17.9% increase in dollar 
value of gross exports, which in turn causes 7.7% increase in domestic value added which 
finally causes increased employment by 13.2%. 

For example, China specializes in assembly of parts & components of iPod. The factory-gate 
price of iPod was $144 in 2008, but only $4 of this constituted Chinese value added. 
However China assembled almost all iPods leading to aggregate value added of $219 
million. 
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Which industry should India specialize in for job creation? 

There exists a significant unexploited export potential in India's traditional unskilled labour-
intensive industries such as textiles, clothing, footwear and toys. The GVCs in this sector 
are controlled by buyer driven networks wherein leading firms based in developed 
countries concentrate in higher value added activities such as design, branding and 
marketing and physical production is carried out by firms in developing countries. 

India also has huge potential to emerge as major hub for final assembly in range of network 
products. The GVCs in these industries is controlled by MNEs such as Apple, Samsung, Sony 
etc. These are controlled by producer driven networks. Products are not produced from 
start to finish within a country, instead, countries specialize in particular tasks or stagess of 
good's production sequence. Labour abundant countries specialize in low skilled stages 
such as assembly while rich countries specialize in capital intensive stages such as R&D. 

  

Trends and Patterns of World Export of Network Products: 

The world exports of NPs increased from $ 2.01 trillion in 2000 to $5.41 trillion in 2018. The 
increase was mainly driven by Assembled End Products (AEPs). On an average NP account 
for 42% of World manufactured exports. Asia's share in world exports has increased 
phenomenally from 37% in 2000 to 51% in 2018 while share of Europe and America has 
declined. East Asia accounted for bulk of total Asian exports followed by SE Asia. Rest of 
Asia ( South, Central and Western) accounted for just 3% of total Asian exports. 

 

India's Share in Export of NPs  

• Even as India's Export of NP increased from $2 billion to $32 billion during 2000-2018, 
NP exports account for only 10% of India's total Export basket. In contrast, these 
products account for about half of National exports of China, Japan and Korea.  

• Among major Asian countries only India and Indonesia had a trade deficit in NP.  
• Among NP exports from India four product groups recorded increase in 2018 as 

compared to 2000 these were 
a. Road vehicles 
b. Electrical machinery 
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c. Telecommunications and sound equipment 
d. Professional and scientific equipment 

The share of road vehicles was 4.9% of India's total exports. In contrast, the electrical 
machinery which accounts for 16.8% of China's exports and 30.5% of Korea's exports 
accounted for less than 3% of India's Exports. 

• Since 2000s India's exports of assembled cars have increased at a much faster rate 
than automobile parts. The case of mobile phone assembly is another recent success 
story. In contrast to automobile industry, the electronic and electrical goods assembly 
is done mainly for domestic market. 

  

Potential Gains in Employment and GDP 

The policy of focusing on NP can create significant gains both in employment and GDP 
growth. Under business as usual scenario in world trade, if India mimics China's initial 
export performance (that is India can increase its share of NP in exports from 0.6% to 6% by 
2030), it will lead to increase in exports of NP from current $32 billion to $490 billion by 
2030. It will add $304.7 billion by 2030 to domestic economy and can create 25.5 million 
jobs in 2030. 

If we consider second order effects of this, it will create 38.5 million jobs in 2025 and 82.2 
million jobs in 2030. Also, it will add $485 billion to economy by 2025 which is one-quarter 
of increase in GDP required for making India $5 trillion economy by 2025. 

  

Are FTAs (Free Trade Agreements) beneficial? 

The argument put forward for not signing FTAs is that it could lead to worsening trade 
deficit. However, basic trade theory teaches us that country gains from free trade because 
it leads to more efficient allocation of resources and increased competitiveness. 

A careful analysis of FTAs such as MERCOSUR, ASEAN, Nepal, Singapore, Chile, Bhutan, 
Afghanistan, Japan, Korea etc. indicates following 

• The overall impact on India's exports to partners is 13.4% for manufactured products 
and 10.9% for merchandise products.  

• The overall impact on India's imports is found to be 12.7% for manufactured products 
and 8.6% for merchandise products.  

• Therefore, from perspective of trade balance India gained 0.7% of trade surplus for 
manufactured products and 2.3% for merchandise. 

  

Way Forward: 

• The experience of countries that have achieved rapid and sustained export growth 
suggests that India can reap rich dividends by adopting policies aimed at strengthening 
its involvement in export market of NP. Given our vast manpower with relatively low 
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skill, India's current strength lies in assembly of NPs. Therefore short term objective 
should be assembly activities by making use of imported parts & components and long 
term objective should be giving busy to domestic production of parts & components to 
upgrade ourselves within GVCs. 

• For a country to become attractive for assembly activities, we must reduce import 
tariffs for intermediate inputs to zero or negligible rate. 

• A proactive FDI policy is also critical as MNEs are leading vehicles for entry into GVC.  
• Assembly process require not only low-cost unskilled labour but also a lot of middle 

level supervisory manpower. Therefore, education and skilling is required. 
• A low level of service link costs (costs of transportation, communication, coordinating 

etc) is prerequisite for countries to strengthen their participation in GVCs. The 
government must invest in infrastructure required for this. 

• Supply disruptions due to shipping delays, power failure, political disturbances, labour 
disputes etc should be minimised. 

  
  
   
  

Chapter 6. Targeting Ease of Doing Business in India 

  
Introduction: 
• India aims at becoming a five trillion-dollar economy by 2024-25 and for that 

simplifying and maintaining a business-friendly regulatory environment is one of the 
essentials.  

• Improving ease of doing business would be a key structural reform that would enable 
India to grow at a sustained rate of 8-10%. 

• India has made substantial progress in World Bank's Ease of Doing Business rankings 
from 142        in 2014 to 63 in 2019. Progress was seen in 7 out of 10 parameters. The 
Goods and Service Tax (GST) and the Insolvency and Bankruptcy (IBC) are the key 
reforms which have stimulated the rise in India's rankings.  

• However, India still lags behind in parameters like : 
i. Ease of starting Business,  

ii. Registering Property,  
iii. Paying Taxes and 
iv. Enforcing Contracts.  

In India these parameters take longer time and cost higher than the OECD high income 
economies , and hence impede wealth creation.  

  
• The previous economic survey had asserted that the single biggest constraint to ease 

of doing business in India is its failure to enforce contracts and resolve disputes. 
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Global Comparisons:  

 
  

Starting a Business: Regulatory hurdles: 
• The services sector too faces regulatory hurdles. A sector like bars and restaurants 

which is an important source of employment faces hurdles even in routine businesses. 
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Construction Permits: 
• When compared to best in class- Hong Kong, it takes just 2 months, while Delhi takes 

4 months to obtain construction permits. 
 

Achieving Scale Across Business: 
• One of the greatest impediments in business efficiency is that of scale. Most of the 

manufacturing units in India have small capacities and as a result low manufacturing 
efficiency. This hampers their competitiveness in the global supply chain.  

• Countries like Bangladesh, Vietnam, China are able to progress in global value chain 
due to their delivery time and domestic production capacity. 

• 80% of market value of exports of these countries comes from large enterprises,  for 
India 80% of it comes from small enterprises. 

  

 
 
Trading Across Borders: 
• This indicator records time and cost required for logistical process of import and 

export. 

• Italy tops the EoDB rankings in Trading across borders. 

• While        India        takes        60-68        and 88-82 hours in        border and 
documentary        compliance for exports and imports respectively, Italy takes only one 
hour for each. 

• Almost 70% of the delays in exports and exports take place at port or border handling 
processes which are time consuming and  inefficient and  up pushing cost of trade. 

• Increasing digitalisation and integrating multiple agencies into a single digital platform 
can improve the efficiency further. 
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Authorised Economic Operators(AEO):  
• This scheme is used to smoothen the process for registered exporters/importers. 
• It is a programme under the aegis of World Customs Organisation(WCO) to secure 

and facilitate global trade. 
• Under this scheme, an entity engaged in international trade is approved by Customs 

as compliant with supply chain and security standards and is granted AEO status. 
• This reduces the examinations and clearances thereby fixing the time delays. 

  

 
Conclusions and recommendations: 
Case studies and industrial surveys  brought out following conclusions and 
recommendations: 

• Too many delays in loading and customs processes at Indian seaports. 

• The turnaround time of ships in India has been declining continuously from 4.67 days 
in 2010-11 to 2.48 in 2018-19. 

• Processes for imports are better than those for exports!! 

• Imports and exports of electronics through Bengaluru airport was found to be world 
class. So the processes of Indian airports should be replicated in seaports. 

• Setting up and operating services/manufacturing firms in India face a lot of laws, 
rules and regulations. Many of these are local requirements like police clearance for 
opening a restaurant. This should be cleaned up and rationalized one by one. 
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Chapter 7. Golden Jubilee of Bank Nationalisation: 

Taking Stock 

  

 
 
Current state of PSBs: 
• In 2019, India completed the 50th anniversary of bank nationalization.  
• Although India has grown significantly to become the 5th largest economy in the 

world, the state of India's banking sector is still dismal. For example, India has only one 
bank in the global top 100 whereas, comparatively smaller economies like Norway, 
Austria, Belgium , Singapore have thrice the number of global banks. 

• A large economy needs an efficient banking sector to support its growth. 
• Another clear fact is that in last 50 years, the top 5 economies have always had the 

support of their banks. If India's banks were efficient enough played a role 
proportionate to the economic size, India could have 6 banks in the top 100. 

• As the PSBs account for 70% of market share in Indian banking, the responsibility of 
supporting the economy and fostering development falls on them. 

• Credit growth among PSBs has declined significantly since 2013 and has also been 
anaemic since 2016. 
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Issues faced by the PSBs: 
• The bad loans :  the bad loans in PSBs amount to about 80 per cent of the NPAs of 

India's banking system.  In 2019, PSBs’ collective loss was largely due to bad loans—
amounted to over 66,000 crores, an amount that could nearly double the nation’s 
budgetary allocation for education. 
  

• Bank Frauds: The PSBs also account for 85 per cent of reported bank frauds. 
  

 



 

 31 
 

 
  

 
India is at a critical juncture due : 

1. The demographic dividend : a banking sector that supports this working population 
shall create multiplier effect, permanently altering the growth trajectory in a positive 
way 

2. The JAM trinity and digitalisation 
3. The GST reforms and electronic indirect taxation system across India. 

These investments set the stage for a modern economy in which  crores of individuals and 
businesses are entering the formal financial system.  
  

Financial intermediation in the private sector for social impact 
• The transformation of microfinance sector since 2000 shows its huge potential to 

achieve social goals at scale by using business models that are different from PSBs. 
• Microfinance institutions started as not-for-profit organisations and focused on 

poverty alleviation via financial inclusion and inclusive growth. 
• United Nations declaration of Microfinance year in 2005 highlighted the role of MFIs in 

poverty alleviation. 
• As of 2016, 97% of the borrowers were women with SC/ST and minorities accounting 

for around 30 per cent and 29 per cent of the borrowers. This shows that the loans 
given by these MFIs primarily cater to the marginal sections of the society. 
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NPBs and PSBs: 
• The key difference between the state-owned PSBs and private banks is that PSBs enjoy 

less strategic and operating freedom  because of majority government ownership. 
• The majority ownership of the government also results in an implicit promise of the 

bailout of bank liabilities which is ultimately a cost to the taxpayer. 
• Majority govt share also subjects PSB officers to scrutiny of their decisions by the 

Central Vigilance Commission(CVC) and the Comptroller Auditor General(CAG). 

Benifits of Nationalization: 
• The allocations of banking resources to rural areas, agriculture, and priority sectors 

increased. This is vident from the facts like number of rural bank branches increased 
ten-fold , Credit to rural areas increased from `Rs.115 crore to Rs.3,000 crore, etc. 

• Both rural bank deposit mobilization and rural credit increased significantly after the 
1969 nationalization.  

• The flip side: 
o However, all the above said things were not entirely a result of nationalisation- 

there were other factors involved- like the Green Revolution, the poverty 
alleviation programs in 4th and 5th Five Year Plans, RBI's priority sector lending 
norms. 

o Pangariya clearly states that  differential impact on poverty seen during 1977-
1991 cannot be attributed to nationalization.  

o The survey also says that despite nationalization a significant portion of the poor 
remained unbanked till 2014. Financial inclusion, in large part, happened in 
August 2014 through the Pradhan Mantri Jan Dhan Yojana (PMJDY). 
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Enhancing the efficiency of PSBs: 
• Previously, the Narasimhan Committee (1991, 1997), Rajan Committee (2007) and P J 

Nayak Committee (2014) have provided several suggestions to enhance the efficiency 
of PSBs. 

•  FinTech:   
o The Financial Technology is forcing traditional banks to review their outdated 

business paradigms to come up with effective, low-cost, banking solutions. It has 
radically changed the way information is processed by banks because it analyses 
extremely large sets of data using algorithms that explore, learn and identify 
patterns. 

o This also generates and stores an abundance of high quality structured data on 
the all aspects of the economic lives of firms and individuals.  This data that can be 
employed for credit analytics. 

o Credit analytics: A large proportion of NPAs of Indian banks, especially PSBs, could 
have been prevented if data and analytics were employed in corporate lending. 
This is because analytics based on market data are quite capable of providing 
accurate predictions of corporate distress.  
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Key recommendations : 
•  The survey suggests solutions that can make PSBs more efficient so that they are able 

to skillfully support the nation in its march towards being a $5 trillion economy. 
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• To incentivize employees and align their interests with that of all shareholders of 

banks: 
Bank employees should be given stakes through an employee stock ownership plan 
(ESOP) together with proportionate representation on boards proportionate to the 
blocks held by employees.  
  

• Creation of a PSBN(Public Sector Banks Network): 
Just like the GSTN a PSBN  would enable the use of big data, artificial intelligence and 
machine learning in credit decisions. Government as the promoter must set up this 
entity that will aggregate data from all PSBs to enable decision making using big data 
techniques. 
  

• With the cleaning up of the banking system and the necessary legal framework such as 
the Insolvency and Bankruptcy Code (IBC), the banking system must focus on scaling 
up efficiently to support the economy. 
  
  
   

 Chapter 8. Financial Fragility In The NBFC Sector 
Introduction: 
• Shadow banking comprises a set of activities that operate partially (or fully) outside 

the traditional commercial banking sector and are hence either lightly regulated or 
not regulated at all.   

• However, regulations in the Indian NBFC (Non-Banking Financial Company) sector have 
evolved over time with prudential norms discouraging deposit-taking by NBFC (RBI, 
1998) and encouraging the entry of non-deposit-taking NBFCs (RBI, 2006). As a result 
of these, there has been a steady decline in the share of customer deposits, while 
boosting wholesale funding of the NBFCs via banks and debt mutual funds. 

• Liquidity crunch in the shadow banking system came to light in wake of the defaults on 
loan obligations by major NBFCs and its subsidiaries, especially Infrastructure Leasing 
& Financial Services (IL&FS) and Dewan Housing Finance Limited (DHFL). 

  

Determinants of Rollover Risks 

What is rollover risk? 

 

Rollover risk is associated with refinancing of debt. It occurs when a loan or other debt 
obligation is about to mature and needs to be converted, or rolled over, into new debt. 
If interest rates have risen in the meantime, they would have to refinance their debt at a 
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higher rate and incur more interest charges in the future. Here, Refinancing risk is a more 
general term, referring to the possibility of a borrower being unable to replace an 
existing loan with a new one. 

  

• Over-dependence on short-term funding 
o NBFCs prefer to raise capital in the short-term (1-3 months) commercial paper 

market at a lower cost, as compared to the long term (5-10 years) nonconvertible 
debenture market. Therefore, their debt needs to be reinvested frequently on 
expiry of the previous securities across short intervals. The frequent repricing of 
its funds expose the NBFC to the risk of higher financing costs and credit 
rationing.   

o Reliance on short tern funding (as opposed to the long term investments) further 
causes an Asset-Liability Management (ALM) problem. There is a mismatch in 
assets and liabilities, meaning that liabilities are to be repaid in a much shorter 
duration than the long term returns expected over a period of time from its 
assets. Thus, any asset-side shock threatens the future contractual cash inflows 
from loan assets, and widens the gap between expected inflows and outflows. 

o Inherent resilience of the NBFC, as reflected in the strength of the balance sheet, 
allows it to absorb shocks. This implies that an NBFC must maintain a minimum 
amount of cash or cash-equivalent assets to meet its short-term obligations. 
Such NBFCs survive through the stress period as they can meet their obligations 
without having to tap the wholesale funding market. 

o During these periods of stress, there may be a significant drop in periodic cash 
flows that would normally arise from an NBFC’s long term assets. Here, an NBFC 
can repay its obligations by issuing fresh CP to avoid defaulting. However, 
negative asset liability gap (based on the duration of assets and liabilities, and the 
difference between expected inflows and outflows) can lead to defaults if there is 
a shock to the asset/liability side and the firm is unable to roll over its debt 
obligations. 

  

• Transmission of Systematic Risk  
o The liquidity crunch in a specific NBFC adversely affects risk perceptions about 

other NBFCs when they are due for refinancing their commercial paper 
obligations. Hence, the rollover risk, initially contained within a few NBFCs, may 
rapidly spill over and affect the entire NBFC sector.  

o Liquid Debt Mutual Funds (LDMFs) are primary short-term wholesale lenders to 
the NBFCs. This interconnectedness is a channel for the transmission of systemic 
risk from the NBFC sector to the LDMF sector. In response to the defaults made by 
the NBFCs, panic stricken investors in the respective debt mutual funds start 
pulling out their investments in a concerted (coordinated) manner. Therefore, 
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the LDMFs too start selling off their investments in the NBFC sector to reduce 
exposure to stressed NBFCs.  

In finance, redemption describes the repayment of any money market fixed-
income security at or before the asset's maturity date. Investors can make 
redemptions by selling part or all of their investments such as shares, bonds, or 
mutual funds. 

 
o LDMFs are also subject to 'run' risk from their investors if their cash holdings do 

not account for extreme tail events. Liquidity buffers in the LDMF sector to absorb 
redemption pressure the first place. Thus, low levels of cash holdings diminish 
the ability of the LDMF sector to absorb redemption pressures.  

 

  

Housing Finance Companies (HFCs) and Retail NBFCs 

  

• The drivers of Rollover Risk differ between HFCs and Retail-NBFCs as demonstrated 
below. 

• HFCs hold much longer duration assets (housing loans, developer loans, etc) as 
compared to Retail-NBFCs, which hold medium-term assets (auto, consumer durables, 
gold loans, etc). Thus, HFCs face a greater gap between the average maturity of their 
assets and liabilities. Here, the key driver of rollover risk is ALM of the HFC. 
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• Retail-NBFCs rely much more on the short-term wholesale funding market as 
compared to HFCs. Thus, Retail-NBFCs are more exposed to interconnectedness risk 
(average dependence on the LDMF sector, proportion of highly liquid investments), as 
compared to HFCs. 

• Financial and Operating Resilience problems are common to both types of NBFCs 
mentioned above. Measures of financial resilience of NBFCs are commercial paper (CP) 
as a percentage of borrowings, Capital Adequacy Ratio (CAR) and provisioning policy, 
while measures of operating resilience are cash as a percentage of borrowings, loan 
quality and operating expense ratio (Opex Ratio). 

  

'Health Score' 

• It is a dynamic health index constructed to diagnose the risks in any individual NBFC, 
and decide upon the financial fragility or stability within the NBFC sector.  

• Key Metrics affecting Health Scores of a NBFC 
o ALM Profile: difference between assets and liabilities in each cash flow bucket 

normalized by the total assets 
o Interconnectedness Risk 

▪ LDMF sector exposure: average of the ratio of commercial paper of the 
specific NBFC held by the LDMF sector and the total commercial paper 
holdings of the LDMF sector in the overall NBFC sector 

▪  Liquidity Buffer levels in the LDMF Sector: average proportion of highly 
liquid investments such as cash, G-secs etc., held by the LDMFs 

o Financial resilience  
▪ Short-Term Volatile Capital: CP as a percentage of borrowings 
▪ Provisioning Policy: difference between provision for bad loans and the gross 

non-performing assets (NPA) 
▪ Capital Adequacy Ratio (CAR): sum of Tier-I and Tier-II capital held as a 

percentage of Risk-Weighted Assets (RWA) 
o Operating resilience 

▪ Asset Quality: ratio of retail loans to the overall loan portfolio 
▪ Short-term Liquidity: percentage of cash to the total borrowings 
▪ Operating Expense Ratio (Opex Ratio): operating expenses in a financial year 

divided by the average of the loans outstanding in the current and previous 
financial year 

• The weights assigned are subjective, and the sum of the weights is 100 points. The final 
Score can range from -100 to +100 with higher scores indicating lower Rollover Risk. 
A Health Score of 0 is a neutral score, not risky, but not too safe either. A benchmark of 
50 is used, above which the individual NBFC/Sector may be deemed to be sufficiently 
safe.  
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• Predictive power: The change in Health Score is demonstrated as a significant 
predictor of future abnormal returns of the NBFC stocks/portfolios. It can therefore 
serve as a timely indicator of future performance of these firms. 

• Policy implication: Policy makers can use this tool to monitor, regulate and avert 
financial fragility in the NBFC sector. Downtrends in the Health Score can be used to 
trigger greater monitoring of an NBFC. Furthermore, an analysis of the trends in its 
components/metrices can shed light on the appropriate corrective measures that 
should be applied to reverse the adverse trends. When faced with a dire liquidity 
crunch situation regulators can use the Score as a basis for optimally directing capital 
infusions to deserving NBFCs to ensure efficient allocation of scarce capital. 

  
  

Chapter 11. Thalinomics - The Economics of a Plate of 

Food in India 

Introduction: 

• Though economics affects each one of us in our everyday lives, this fact often remains 
unnoticed by the common man or woman. So, what better way to make economics 
relate to the common person than something that s(he) encounters every day – a 
plate of food? 

• Hence, the economic survey attempts to quantify what a common person pays for a 
Thali, one complete, homemade meal. It is the most effective way to communicate 
the trends in prices to the common man across India. 

  

Construction of a Thali: 

• The quantities of constituents required for preparation of a 'Thali' were based on the 
dietary guidelines prescribed for Indians (NIN, 2011). Its prices were constructed 
using the average monthly price data (used for preparation of Consumer Price Index-
Industrial Workers) for the period April 2006 to October 2019 from Labour Bureau, 
GoI. 

• The daily dietary requirements were determined as per an adult male engaged in 
heavy work. The quantities for constituent items for each Thali were taken assuming 
that at least two full meals would be consumed in a day. 

• Indian traditional diet has always been a healthy mix diverse cuisines with variety of 
food items. Thus, two types of Thali were considered for the analysis: a vegetarian 
Thali and a non-vegetarian Thali. 

o Vegetarian Thali consists of a serving of cereals (300 grams), vegetables (150 
grams) and pulses (60 grams). In the case of non-vegetarian Thali, dal is 
replaced by non-vegetarian component (60 grams); rest of the components 
remain unchanged. 
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o For dals, arhar, gram dal, masur dal, moong dal and urad dal have been 
considered. In case of non-vegetarian dish, prices of eggs, fish (fresh) and goat 
meat have been taken, which are generally consumed across regions as well as 
religions. 

o Two cereals have been taken: rice and wheat. 
o Potato, onion, tomato have been taken as the staple vegetables and brinjal, 

cabbage, cauliflower and lady’s finger have been taken as the additional 
vegetables. 

• Other commodities include spices and condiments used in preparation of the 
recipes. Mustard oil, groundnut oil, and coconut oil have been taken, depending on 
the state-wise differences in the type of oil used for cooking.  

• Fuel consumption per meal is calculated by dividing the total quantity, respectively, of 
LPG and firewood consumed in a month for a household by the average number of 
meals prepared at home obtained from the NSS 68th Round data. 

  

What happened to the Thali prices across India? 

• The Thali prices represent the total money spent in preparing all the constituents. 
• The year 2015-16 can be considered as a year when there was a shift in the dynamics 

of Thali prices. Many reform measures were introduced during the period to enhance 
the productivity of the agricultural sector as well as efficiency and effectiveness of 
agricultural markets for better and more transparent price discovery. 
o Pradhan Mantri Annadata Aay SanraksHan Abhiyan (PM-AASHA) 
o Pradhan Mantri Krishi Sinchayee Yojana (PMKSY) - Per Drop More Crop 
o Pradhan Mantri Fasal Bima Yojana (PMFBY) 
o Soil Health Card 
o e-National Agricultural Market (e-NAM) 
o National Food Security Mission (NFSM) 
o National Food Security Act (NFSA) 

• This is reflected in a slowdown in the prices of Thalis at the All-India level as shown 
below. 

• India, being a diverse country, it is important to look at the regional variation in the 
price trends. Therefore, the States have been divided into four regions: North, South, 
East and West. The data was collected from 25 States/Uts. 

• It is found that the absolute prices of a vegetarian Thali have decreased significantly 
since 2015-16 though the price has increased in 2019. Similar gains are observed 
across regions, with the exception of Northern Region and Eastern Region in 2016-17 
in the case of vegetarian Thali. 
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• The graph provides a counterfactual estimate of what the prices would have been 

(blue dashed line) if the policies described above had not been implemented. The 
gap between the two price lines shows that there has been a nominal gain to the 
consumers since 2015-16. 

• An average household comprising of five individuals has had experienced a nominal 
gain on average per year for eating minimum two healthy Thalis a day. The assumption 
of five individuals per household is based on the fact that the average household in 
India has 4.8 individuals (Census, 2011). 

• Here, the average yearly gain for a vegetarian family, in nominal terms, for the periods 
subsequent to 2015-16, equals around Rs.10887. Similarly, a non-vegetarian household 
gained around Rs.11787 on average during the same period. 

  

Which components account for the changes in the price of a Thali – the cereals, vegetables, 
pulses or the cost of fuel required for its preparation? 

  

• Prices of almost all the components have been mostly lower compared to the 
projected prices since 2015-16. 

• Dal prices remained elevated till 2016-17, subsequent to which, a large decline was 
witnessed. 

• While in the other regions, Sabzi prices have remained clearly below the projected 
prices; in the Southern region, the variation has been greater and, in general, the Sabzi 
prices have been higher. 
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Has a Thali become more or less affordable?  

• While the price of a Thali indicates the cost of consuming a healthy plate of food, it is 
also important to see is how have the earnings of the individual changed during the 
same period of time compared to the prices of a Thali. 

• Therefore, one must look at the share of his/her daily wages does a worker require to 
acquire two Thalis a day for his/her household members. If this metric decreases over 
time, we can conclude that the individual is better-off. It is calculated by dividing the 
price of two Thalis in that year for five individuals by the daily wage derived from 
Annual Survey of Industries data. 
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• It is observed that the affordability of Thalis has increased over the years. In terms of 
vegetarian Thali, an individual who would have spent around 70% of his/her daily wage 
in 2006-07 is able to afford same number of Thalis from around 50% of his daily wage 
in 2019-20 (April to October). The share of wage required to afford a non-vegetarian 
Thali has decreased from around 93% to around 79% between 2006-07 and 2019-20 
(April to October). 

• In 2019-20, the most affordable Thali was in Jharkhand. 

  

Has inflation in the price of a Thali increased or decreased? Is it the same for a vegetarian 
Thali as for a non-vegetarian one? Is the inflation in the price of a Thali different across 
different states and regions in India? 

  

• Thali inflation (year-on-year growth in Thali prices), which remained elevated during 
the initial part of the period of our analysis, has shown significant reduction. 

• In the case of vegetarian Thali, inflation at the All-India level fell from the significantly 
high level, attained in 2015-16, to below zero level in the subsequent years. In the case 
of non-vegetarian Thali, inflation fell drastically after 2013-14. 

• Across regions and States, a similar trend is seen in inflation with overall Thali inflation 
showing a downward trend. 

 

 

 
  


