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MY VIEW   |  FARM TRUTHS

seen its GVA decelerate. The economy 
was slowing down sharply even before 
the pandemic hit, with India’s official 
GDP growth rate decelerating from 
8.2% in the fourth quarter of 2017-18 to 
3.1% in the same quarter of 2019-20. In 
other words, had we not been hit by the 
pandemic, last quarter’s growth would 
still have been barely positive, at best. 

The deceleration of the last two years
had nothing to do with any exogenous 
shock, but was entirely a result of the 
government’s policy adventurism. 
Notable examples of it are the abrupt 
demonetization of late 2016 and a hasty 
roll-out of the goods and services tax 
(GST) within a year of that. These broke 
the backbone of three dominant sectors 
of the non-farm economy. It is no sur-
prise that unemployment and distress 
in the economy have increased. These 
sectors are also the largest contributors 
to India’s informal economy, which 
bore the brunt of those policy shocks. 
Demonetization disrupted the opera-
tions of most enterprises in sectors that 
rely heavily on cash transactions. As did 
GST, by raising their compliance costs, 
and arbitrary revisions in the rates and 
regulations of the tax. 

Last year’s tax waiver for India’s cor-
porate sector of around 1.5 trillion was 
another example of policy adventurism 
that seemed to ignore the need to pro-

tect the unorganized sector. It is now 
clear that most of the organized sector 
used the largesse not to increase invest-
ments, but to balance their accounts. 

The most recent act of adventurism 
was India’s sudden lockdown in March 
after the covid outbreak. While a lock-
down was desirable and it did slow the 
transmission of infections, the strict 
restrictions imposed without either 
warning or preparation, and that too at a 
time when the daily case count was only 
a few hundred, were yet another exam-
ple of the government’s shock-and-awe 
methods. India’s economy suffered 
much more on account of its lockdown 
than other countries, which imposed 
them gradually and in a relatively well-
planned and localized manner. Once 
again, the move affected the unorgan-
ized sector much more than it did the 
organized sector. The latter was cush-
ioned by the large cash balances of for-
mal enterprises and also because these 
were able to function by shifting work 
to the homes of their employees. But 
this was not possible for most of the 
unorganized sector. It was precisely the 
same three sectors that took the hardest 
impact. Most of their enterprises were 
not just informal, they also had limited 
cash balances. The outcome was that 
millions lost their jobs and incomes, and 
many of them had to take long walks 
back to their rural homes. 

While the government opened its 
purse to corporate entities months 
before the pandemic, it has seemed 
reluctant to help the unorganized sec-
tor. This has not only delayed an eco-
nomic recovery, but also made it hard to 
tackle a humanitarian crisis. 

The pandemic has struck everyone.
No country is unaffected. What matters 
is the response to this exogenous shock. 
In the case of India, the way our policy 
has responded has resulted in our 
economy being impacted the hardest. 
But covid is not the only reason why the 
economy is in such a crisis. That is a 
result largely of the policy adventurism 
seen over the last three years. 

T
he much-awaited gross domestic
product (GDP) data for the first
quarter of this fiscal year has con-

firmed the worst fears of policymakers. 
The decline in GDP of 23.9% is the 
worst among major economies. The 
largest contractions were in construc-
tion (-50.3%), trade, hotels, transport 
and communication (-47%), and manu-
facturing (-39.3%). These together 
account for three-fourths of all non-
agricultural employment in the country 
and 43% of all workers. Their sharp con-
traction has implications for wages and 
employment, particularly at a time 
when the economy is suffering from a 
demand contraction. Not surprisingly, 
most forecasters now estimate a decline 
in GDP of more than 10% this fiscal year. 

Finance minister Nirmala Sithara-
man was quick to attribute the decline 
to covid, which she had described as an 
“act of God”. There have also been pre-
mature celebrations of green shoots and 
a V-shaped recovery, none of which is 
visible in available data. While the pan-
demic did contribute to the economy’s 
contraction to a large extent, it would be 
an exaggeration to blame the shrinkage 
entirely on it. The fact is that gross value 
added (GVA) in the manufacturing sec-
tor has contracted with increasing mag-
nitude in the last four quarters. Con-
struction has been contracting for three 
quarters. Even trade, hotels, transport 
and communication, as a group, has 

The policy adventurism that has 
led India to its economic woes

Moves made without preparation may have contr ibuted more to our GDP contraction than covid 

HIMANSHU
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T
he decision of India’s Employees’
Provident Fund Organization
(EPFO) board to split its payout for
2019-20 into two parts—8.15%
from its bond investments right
now and 0.35% from its equity

investments later this year—was unprece-
dented alright. But it was no big surprise, given 
the poor performance of its stock portfolio. 
Provident fund (PF) subscribers should not fret 
too much. Even if they must content them-
selves with just the main tranche, a rate of 
8.15% is superior to anything a bank deposit 
could have offered in these times of low inter-
est rates. In fact, some economists have argued 
that PF account holders are rewarded far too 
handsomely, distorting credit markets by get-
ting in the way of efforts by the central bank to 
cheapen loans. It is an argument that holds 
some weight, and so the state-run manager of 
our retirement kitty has been generous. Fund 
management is not about generosity, however, 
and its deferral of the equity slice of its annual 
payout is yet another sign that it is woefully out 
of step with the times. 

That one cannot be partially market-linked 
is something that this newspaper has flagged 
over the past few years, ever since the EPFO 
decided to open the door a crack to allow stock 
market investments. Today, 15% of its incre-
mental inflows go into stocks through select 
exchange traded funds (ETFs), and equity 
investments make up just under 5% of its cor-
pus of over 12 trillion. While the organization 
decided to start investing in shares back in 
2015, it seems to have done nothing to account 
for how its equity returns would be reflected in 
a subscriber’s account statement. The only 

way to do this for mark-to-market holdings 
such as publicly-listed equity is to unitize these 
investments, the way mutual funds do. Even 
the National Pension System (NPS) does it. But 
how does one split a portion of the pool into 
units and not the rest? The EPFO went into 
loops trying to solve this unsolvable problem 
of keeping a part of the portfolio opaque while 
shining the light of transparency on another 
part, and then trying to offer a consolidated 
return. Ideally, both the debt and equity parts 
of its overall portfolio should reflect up-to-date 
market values, and a single return given. The 
NPS, which has performed better, could serve 
as a model for this. 

More than two decades ago, India learnt a 
lesson at the cost of millions of retail investors 
by letting Unit Trust of India manage dark 
pools of public money and declare dividends 
that were out of whack with the actual market 
value of its assets. Such opaque pools of non-
market linked public assets pose a systemic 
risk to an economy that hopes to be the world’s 
third-largest within a decade. A solution to our 
EPFO problem would need political will. Not 
only must we expose its corpus to third-party 
scrutiny, but also risk upsetting subscribers 
with a stiff dose of market reality. So far, our 
attempts to fix this comfort blanket for our 
salaried middle-class have evoked public 
uproars. In the years ahead, though, we may 
have no option but to reform the scheme to 
reflect the true value of its holdings. Until we 
do this, we will have the bizarre spectacle of a 
certain return being declared without any 
information on what this mega-fund’s equity 
operations yielded for subscribers. That’s a 
throwback to the 1970s’ way of doing things.

It ’s time to rid the EPFO
of investment opacity

The internal contradictions of this state-run manager of our retirement funds are bubbling 

up to the surface now, as seen in its split payout for the year. Our provident fund needs reform
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Nobody, it seems,
wants any part of the

Commonwealth Games.
The event hasn’t been
able to rustle up enough
sponsors, according to
the Business Standard
newspaper. With the
monsoon reluctant to
blow itself out quietly,
Delhi’s parade is getting
comprehensively rained
on, what with the
outbreak of disease
adding to the chaos.

With schools having
announced they’ll be
shut and most offices also
set to be closed, plane
and train tickets out of
Delhi for the beginning of
October are in great
demand. The only people
who’ll be in the Capital
3-14 October are those
who couldn’t get out and
a bunch of hapless
athletes trying their best
to avoid injury than
thinking about winning a
medal.

Since drastic situations
call for drastic solutions,
perhaps it might not be
such a bad idea to
postpone the Games. The
people of Delhi and the
athletes of 53 nations will
be eternally grateful.
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DEVELOPING MARKETS

Centreset to
formfinancial
stabilitypanel
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O
verriding the reserva-
tions of the Reserve
Bank of India (RBI), the

finance ministry will set up a
council this fiscal that will be
tasked with maintaining finan-
cial stability and developing fi-
nancial markets, taking on a role
the central bank believes is its
preserve.

The Financial Stability and
Development Council (FSDC)
will be headed by finance minis-
ter Pranab Mukherjee, who out-
lined the proposal in his budget
speech, saying it would “help to
strengthen and institutionalize
the mechanism for maintaining
financial stability”.

FSDC’s creation will be the
second key change in the frame-
work that governs India’s finan-
cial sector. The views of some
experts, including two former
central bank governors, reflect a
sense of unease in the way the fi-
nancial sector’s institutional
structure is evolving.

“This is an important institu-
tional change in the regulatory
structure of the financial system
with long-term implications,”
former RBI governor Bimal Ja-
lan, who also worked in the fi-
nance ministry, wrote in a recent
column in the Business Stan-
dard.

According to a senior finance
ministry official, who did not
want to be named, FSDC would
create an institutional mecha-
nism that would reflect reality.
This reality is that the legisla-
ture, through its representative,
the finance minister, is ultimate-
ly responsible for maintaining fi-
nancial stability and propel fi-
nancial market development,
the official said.

FSDC will not be a legislative
body, and can be created
through an executive order.
Work on establishing it is under
way and it will be formed before
the end of the current fiscal, said
the official, who didn’t want to
be named.

In June, the Union govern-
ment promulgated an ordi-
nance, replaced later with a Bill
passed by Parliament, to resolve
turf battles between the four fi-
nancial sector regulators. A joint
committee headed by the fi-
nance minister and composed of
theheads of the regulatory agen-
cies would resolve such dis-

putes. The move followed a turf
war between the capital market
and insurance regulators,

Around that time, the govern-
ment also circulated a discus-
sion paper on FSDC.

Both developments made RBI
uneasy as the central bank felt
they had the potential to erode
its autonomy. Although Mukher-
jee has repeatedly said none of
the proposed changes are aimed
at undermining regulators’ au-
tonomy, the sense of unease re-
mains among some experts.

FSDC, as proposed in the dis-
cussion paper, will not be a su-
per-regulator. It will be chaired
by the finance minister and will
have two committees, one on
regulatory coordination under
RBI and the other on financial
sector stability under the finance
secretary. FSDC’s secretariat will
be housed in the finance minis-
try, the discussion paper said.

There are two main points of
concern about the proposal.
FSDC’s scope includes macro-
level supervision to identify risk
and maintain financial stability.

So far, RBI has interpreted the
existing legislation as entrusting
it with primary responsibility for
stability, according to an essay
on the subject by former RBI
governor Y.V. Reddy in Econom-
ic and Political Weekly (3 April).

Finance ministry officials have
repeatedly made the point that
in all financial crises, including
the last one in September 2008,
the finance minister is the one
who has been at the forefront of
coordinating different stake-
holders to find a solut ion.

The finance minister is also
the only person who can au-
thorize the use of taxpayer mon-
ey as a part of the solution.

This is a general principle as
even after recent reforms to reg-
ulatory and supervisory archi-
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The council’screation,
which is likely toalter
the equilibrium, will
be the second key
institutional change
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TataMotorsplans
bigoverseaspush
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I ndia’s largest auto maker by
revenue, Tata Motors Ltd, is

in the process of setting up
subsidiaries in key overseas
markets, seeking to increase its
presence and lend greater fo-
cus to its operations abroad,
said three people familiar with
the plan.

The ventures will address
specific regions—Latin Amer-
ica, South-East Asia and the
Commonwealth of Indepen-
dent States that consists of for-
mer Soviet republics, said the
people who declined to be
named.

The fully owned overseas
units will be modelled on the
national sales companies of
Tata Motors’ UK subsidiary
Jaguar Land Rover . The sales
companies, spread across
countries in western Europe,
and North and South America,
among others, act as the offi-
cial importers of Jaguar and
Land Rover models.

Apart from distributing the
vehicles to dealerships in the
regions they oversee, these
firms are also responsible for
spare parts supply and post-
sales services.

“The new (overseas) compa-

nies will mirror the national
sales companies and look after
marketing, sales and distribu-
tion,” said one of the three
persons cited above.

Tata Motors is attempting to
boost the share of exports as a
percentage of revenue. In fis-
cal 2009-10, exports made up
just 4.77% of revenue, with
unit sales expanding by 1.7%
year-on-year to 340,109, in-
cluding commercial vehicles
and cars.

Since 2003, when Tata Mo-
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MOUNTING CONCERNS

THE NEWS
The government will set up the 
proposed Financial S tabilit y and 
Development Council (FSDC) in the 

current fiscal with financ e minis ter 
Pranab Mukherjee as its head.

THE BACKGROUND
Mukherjee pr oposed set ting up the 
FSDC in his budget speech, sa ying it 

would help s trengthen "the 
mechanism" of main taining financial 
stabilit y. It will no t be a legisla tive 
body.

THE IMPLICA TION

The f ormation of the c ouncil will put 
the financ e ministry clearly in char ge 
of main taining financial s tabilit y, 
which RBI sa ys is its pr eserve, and 
there are concerns that it may 

erode the c entral bank's 
aut onomy.

RBIsaysnoto
sunset clause,
BPLRtostay
B Y D INESH U NNIK RISHNAN

dinesh.u@livemint.com
·························
MUMBAI

Banks may have to pursue a
dual-rate system for many

more years because the regula-
tor is not inclined to accept
their demand to set a deadline
for the conversion of loans
linked to the benchmark prime
lending rate (BPLR) to the new
base rate regime.

The base rate, introduced in
July, has replaced BPLR.

Theoretically, a bank’s best
borrowers are entitled to raise
money at BPLR, but around
70% of them used to get loans
at below BPLR. The base rate,
on the other hand, is the floor
for all loan rates below which
no borrower can raise money.

The base rate replaced BPLR
in July to introduce more
transparency in loan pricing.
The original plan was to con-
tinue with BPLR for existing
borrowers for one year and
then have them migrate to the
base rate with a sunset clause.

In public policy, a sunset
clause is a provision that ter-
minates or repeals all or por-
tions of an existing arrange-
ment after a specific date.

However, because all loans
are contracts between banks
and their customers, the Re-
serve Bank of India (RBI) can-
not enforce such a clause for
BPLR-linked loans.

“We have checked the legal
implications. It cannot be
done,” said an RBI official fa-
miliar with the development.
The person did not want to be
named.

The continuation of BPLR
may not have a significant im-
pact on the cost of funds for
borrowers because there is not
much of a difference between
the effective interest rate un-
der both BPLR and the base
rate regimes. But banks will be
burdened with additional work
to administer a dual-rate sys-
tem.

Most banks, including the
nation’s largest lender State
Bank of India (SBI) and the
largest private sector lender
ICICI Bank Ltd, have fixed
their base rates at between
7.5% and 8%. A few private and
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Expansion drive: Tata group chief
executive and managing
director Carl-Peter Forster.
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BANKER’S TRUST: Indications
of apolicy rate hike >6

WSJ: Bank regulators reach deal on new
capital standards >20

CAPITAL CALCULUS: 9/11: requiem
for an idea gone awry? >4

RAGHURAM RAJAN: OnInternational
Monetary Fund, the global rebalancer >23

MINT

I  f ind i t  aston ish ing 
that  in  2020, a sm ile or  
a hug has becom e an 

act  of  revolut ion .

KARA D. SPAIN

Pinning blame on covid for our 
economy’s sharp contraction 

exaggerates its impact. Yes, the 
pandemic did hurt the economy 

but not as much as the policy 
adventurism of recent years.

The economy was slowing well
before covid, hurt by the 2016 

shock of demonetization, 
followed by a hasty GST roll-out, 
and most recently by an abrupt 
lockdown with little preparation.

Q U I CK  R EA D
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SUSHMITA BOSE back to work, he calls me a nag and a
whiner…. It’s been a bad time.” 

One day, they squabbled more than usual.
To make up for the excesses, Tosh made
spaghetti Bolognese in the evening, cracked
open a bottle of Chianti, and laid out the din-
ner table with a mimosa-scented candle as
its centrepiece. Man and wife sat down to
eat, and, as she carefully poured wine into
fine goblets, he trained his gaze on her (she
swore there wasn’t a twinkle in either of his
eyes). 

“I have something to say,” he began. “I
may have started believing in reincarnation:
I’m sure you were my mother-in-law in an
earlier life.”

“You mean you were married to my
daughter?” she asked. “Kind of icky, right?”

He: “I meant I must have been your
daughter-in-law, and you were a saas of the
desi variety, the sort who spawns Balaji
Films’ soap operas with her taunts and bick-
erings.”

She spilt a little wine on the crisp table
linen. “My heart literally bled.” But by the
end of dinner, they were in splits. “I guess
that’s what really matters, being able to
laugh together,” Tosh sighed. “Oh, I’m join-
ing work tomorrow.”

now being counselled since they are seri-
ously considering a divorce. The first few
weeks were reportedly great—the two of
them, a love suite, olive and feta salads, and
the sound of the sea. After that, with beaches
out of bounds, it was downhill all the way,
till they could no longer stand the sight of
each other.

My favourite love story for the season,
however, belongs to a dear friend who lives
in Dubai. Let’s call her Tosh—not least
because I’ve been watching Shetland. She

and her husband were
mighty thrilled when
work-from-home was
imposed by both their
respective companies.
“We’ll be working, but
also get t i ng to be
together 24x7 at home.”
Her WhatsApp status
from thereon read: “Do
Not Disturb”.

I  took the cue and
called her only a month
later. She immediately
informed me that her
husband gets on her
nerves: “I can’t wait to get

She: “Obviously not, she’d be furious! But
he’s really zoned out with his life and wife
right now, all these months of being boxed
in at home, so it’s a diversion. By the way,
he’s keen to check out the men as well, says
he wants to know more about these ‘losers’
who are looking for love in the time of
corona.”

Me: “When the pandemic knocks on the
door, love flies out of the window?”

She: “That’s cruel! Let’s just say familiar-
ity breeds contempt.”

Clearly, it’s not only
the serial daters or rela-
tionship enthusiasts
who are experiencing
FOMO—the fear of miss-
ing out—and having a
bad time. Those in the
thick of things seem to
be equally miserable. 

Someone told me of
this honeymooning cou-
ple stuck in a lovely
Mediterranean coastal
spot for more than three
months because the
lockdown was imposed
all too suddenly, and are

swiped left, and plans of walks down pretty
aisles are in cold storage. What’s more, the
Big Fat Indian Wedding industry, which
had promised to bask in the spotlight of
eternal sunrise, is sighting a sunset looming
on the not-so-distant horizon. 

At one level, I’m deriving a kind of sadistic
pleasure: bragging rights and silly giggles on
matters of the heart are on mute mode, and
the silence is rapturous.

At another level, I’m a bit worried. The
other day, I heard an odd tale. A married man
known to a friend of mine boasted that he’d
created a fake profile on a dating site “for
kicks”. He wants to be entertained by going
through other members’ bios, my friend
said, because he’s “bored out of his skull”.

“Scary much?” I asked, doing a balancing
act, talking on the phone while trying to
prise out the last-remaining lot of kettle-
fried chips from its packet—my second bag
of treats for the day. “He’s obviously a
stalker.”

She: “He has gone on record to say he’s
‘just looking’. You know, like harmless win-
dow shopping, with no intent or means to
touch-feel, let alone buy.”

Me: “So his wife knows, and she’s okay
with it?”

A
t times I do an Aldous Huxley and
reimagine my very own bravura
Brave New World. Thermal monitor-

ing, intelligence streamed from covid data,
mandatory app-controlled movement from
point to point, bio-weaponry, and other
such usual suspects. In the midst of all this
dystopia, I also think of love…. No, not love
for humanity or community or offsprings or
siblings, but the overwhelmingly grandiose
romantic version that impels kings to abdi-
cate thrones. 

For instance, what will happen to lovers
if Valentine’s Day beckons and the virus
shows no sign of retreat? Will they be con-
tent to moon over objects of affection on
Zoom? Or, even if they are courageous
enough to get together for a face-to-face,
will they be foolhardy enough to unmask
and kiss?

Talks of “upcoming” romantic weekend
getaways have been shelved, stories on
being “spoilt for choice” on Tinder are being

Death of romance amid a pandemic of twisted hear ts

is a journalist, editor and 

the author of ‘Single In The 

City’.

As we brace for a post-covid 
world of thermal scanners, 

tracker apps and other dystopic 
stuff, one wonders how it will 

affect romance. Will lovers, for 
instance, ever get to kiss again?

The pandemic’s impact on 
relationships of co-habitation 

has not been benign, as evident 
in the way it has driven cuddlers 
apart through contempt bred by 
extra home-bound familiarity. 
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