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1. Nehru’s theories no longer relevant, says BJP gen secy 

   

Written by Liz Mathew, Indian Express | New Delhi | Posted: November 16, 

2014 5:16 am 

 

Even as the political war of words over Jawaharlal Nehru’s legacy continues, a senior BJP leader 

on Saturday said Nehru’s theories are no longer relevant for India. 

 

BJP general secretary P Muralidhar Rao said that dismantling of the Planning Commission, which 

was based on Nehruvian socialism, is an indication that his theories have become outdated while 

Deen Dayal Upadhyay, the Jana Sangh ideologue who had argued against the Five Year Plans, is 

more relevant today. 

“The Planning Commission was based on socialist theory, which has failed everywhere in the 

world. When PM Narendra Modi announced dismantling of the Planning Commission, there was 

no protest. It is a clear indication that leaders like Deen Dayal Upadhyay who judged this country 

correctly is in the mainstream, not Nehru,” Rao said. He was speaking at the launch of the new 

edition of The Two Plans: Promises, Performance, Prospects by Deen Dayal Upadhyay. 

Upadhyay, a prominent Jan Sangh leader, was a vehement critic of the plan panel and the Five 

Year Plans, which according to him, were conceptualised by people who were ignorant of India’s 

culture and traditions. 

Rao said even Nehruvian secularism, which is irreligious, has been rejected by many. “In today’s 

world, his secularism is not accepted, the definition of secularism has changed and it will be on 

the basis of Indianness,” he argued. “Nehru will be remembered only for his contribution to the 

democratic traditions and its institutions.” 

Minister of State for Commerce and Industry Nirmala Sitharaman was expected to release the 

book, but she could not come due to official engagements. Her message was read out at the 

function. 

The arguments put forward by Rao were a clear indication that the economic policy of the BJP-

led government could be influenced by Upadhyay’s works. Sources said the RSS has demanded 

that Upadhyay’s theories should be the basis for the new body that would replace the plan panel. 

Ashwani Mahajan, co-convenor of Swadeshi Jagaran Manch, the economic wing of the RSS, said 

the government should not rush to constitute a body to replace plan panel. “One has to debate on 

the new structure. There has to be a broad consensus. Since Upadhyayji’s thinking has been proved 

right even today, that should be incorporated,” he said. 

 

 

 

 

 

 

 



2. Planning and practice 

SOM P PUDASAINI, The Kathmandu Post: 17.11.2014 

 

As Nepal considers restructuring its NPC, Indian and Chinese experiences could prove useful 

 

 

 

 

 

The role and relevance of planning commissions are being questioned across developing nations, 

including in Nepal. Questions have been raised largely because of two reasons. First, such 

commissions have not been able to deliver in the recent decade. They have become white elephants 

with bloated bureaucracy, useful to park ineffective or politically disliked bureaucrats or 

technocrats favoured by the political parties in power. Second, the relevance of old school planning 

has largely vanished. There is a need to look at planning and development in view of the increasing 

importance of markets and the need of a contemporary economy, guided by fast changing 

technology, quick communications, youth vision, and globalisation. 

 

This, however, is not to belittle the contributions national planning bodies made in the initial years 

in shaping the development roadmap of various nations. In addition, their contribution to shaping 

political thought and public perception requires clear vision and goals and that planning is a serious 

business cannot be ignored. Also, the economic meltdown that free-for-all capitalist economies 

have experienced since 2008 points to the relevance of good planning and regulatory bodies for 

consistent growth, better distribution of income, and overall human welfare. This article briefly 

reviews the planning exercise in Nepal, India, and China and seeks to offer some input to the 

ongoing debates on restructuring the National Planning Commission (NPC). 

 

Nepali experience, Indian plan 

 

A central planning body was established in 1956 with the initiation of planned development in 

Nepal. It experienced changes in its mandates and organisational structure periodically. Currently, 

the NPC is under the chairmanship of the prime minister with a full time vice-chairman, seven 



members, and a member-secretary; the chief secretary and finance secretary being ex-officio 

members. It is an advisory body for “formulating development plans and policies” under the 

directives of the National Development Council (NDC). Periodic and annual national development 

plans and programmes must be approved by the Commission before implementation. The NPC 

also sets ceilings for the allocation of resources and monitors and evaluates plans, policies, and 

programmes. 

 

On the whole, the NPC has been instrumental in establishing a planning process in Nepal. Some 

progress in education, health, infrastructure, and poverty reduction has been observed in the 

planned period of over five decades. It has functioned better when the top political leadership took 

strong ownership and appointed competent professionals to lead it. Overall, the achievements have 

been far short of potential and expectation. Plans and programmes have neither been visionary and 

realistic nor implemented effectively in most periods. In recent decades, the Commission has been 

criticised for its micro-management of development, poor monitoring and supervision, lack of 

visionary long-term planning, and for being a dumping ground for political cronies, deadwood 

bureaucrats, or unfortunate technocrats not in the good books of ministers and political leaders. 

 

In India, Prime Minister Narendra Modi is dismantling the Indian Planning Commission to start a 

new think tank consisting of independent technocrats, industrialist, chief ministers, and 

development experts as the government’s primary policy advisory council with a focus on “co-

operative federalism in long-term perspective”. The new body is expected to be under the direct 

supervision of the prime minister and headed by a senior politician acceptable to most states with 

a few experts nominated by the centre and by the states. It is expected to develop an overarching 

view of India’s development needs from infrastructure to security, focus on preparation of long-

term perspective plans, ways to improve outcome and effectiveness of huge welfare expenditures, 

providing economic data and information to government agencies and enterprises. Guiding 

contentious state-centre and inter-state issues to provide a smooth road-map for the uniform 

development of the country is likely to be its mandate too, while the Ministry of Finance decides 

on states’ budgetary support and annual plans. Reportedly, Modi aim is to replace an institution 

with the dubious distinction of being a parking lot for ‘cronies’ of the erstwhile government with 

a council in line with China’s National Development and Reforms Commission (NDRC). 

 

Chinese initiatives 

 

In China, the State Planning Commission (SPC) ran its centrally-planned economy since 1952, 

setting ‘production targets’ for everything from steel to wheat and rolling out the Five Year Plans. 

The SPC was shaped into the State Development Planning Commission in 1998 to help guide 

economic liberalisation. With the shift to a socialist market economy, the NDRC was created under 

the Chinese State Council in 2003 to promote sustainable socio-economic development, guide 

strategic restructuring of China’s economic system, monitor and forecast macroeconomic and 

social development trends, and develop strategies for climate change. It has 26 departments, a huge 

staff, and has been functioning as a ‘super ministry’. 

 



Lately, though, the NDRC has been criticised for its bureaucratic baggage, excess power, and its 

approach being in conflict with the vision laid out by President Xi Jinping to give a ‘decisive’ role 

to market forces in the allocation of resources. According to Peter Martin, a government relations 

consultant, Xi’s approach is to circumvent the NDRC and centralise decision-making powers 

around the top Party leadership with the creation of a new “leading small group” responsible for 

“general planning” and reforms. The future priority for the NDRC will be providing guidance and 

coordinating a shift in role “away from approvals and towards supervision”. A reformed NDRC 

will be “heavy on macro, light on micro; heavy on planning, light on approvals; heavy on reform, 

and lighter on developmentalism”. First, this will involve a significant “centralisation of power” 

under the top leadership, especially Xi. In the longer term, the reform process may see a major 

“devolution of power away from the government and towards the market”. 

 

Restructuring the NPC 

 

A taskforce constituted by the Government of Nepal is to submit a report for NPC restructuring 

by early February 2015. So far, debates are reported to have ranged from scrapping it and creating 

a visionary and flexible ‘new think tank’ to converting it into a more autonomous and stable entity, 

such as the Nepal Rastra Bank. Two points may be worth noting in this regard. First, the age of 

bureaucratic and micro-management-oriented planning commissions are over. Restructuring will 

have to build a think tank that focuses on long-term perspective planning, guiding strategic 

structural reforms, providing vision for overarching issues on economic growth and social welfare, 

monitoring, and forecasts. Also, developing strategies for gainful employment for youths, poverty 

and inequality reduction, human resource development in line with internal and external market 

demands, private-public sector partnership, domestic and foreign investments, productivity 

enhancement, and burgeoning trade deficit management will have to be its focus. Second, the 

restructured think tank will need a visionary and proactive leadership from the head of government 

and the top political leadership, supported by a small group of competent experts who have a broad 

vision for the country and the world that is changing fast. 

 

Pudasaini is a former UNFPA Representative in Sri Lanka and Yemen and former UNFPA 

Country Director for the Maldives (som.pudasaini@gmail.com) 

 

Posted on: 2014-11-17 07:30 

 

 

 

 

 

  



3. Creative Destruction 

Towards a National Think Tank  

Economic And Poiltical Weekly :Vol - XLIX No. 43-44, November 01, 2014 | 

Samar Verma, Jai Asundi, and Anshu Bharadwaj  

Responding to three articles that appeared in the EPW (13 September 2014) by Nachane, Shah and 

Mehrotra, the authors call for clarity and debate on the ethos of the new "think tank" that is to be 

instituted in the place of the Planning Commission of India. 

Samar Verma (sverma@idrc.ca) is Senior Program Offi cer, International Development Research 

Centre, New Delhi. Jai Asundi (asundi@cstep.in) and Anshu Bharadwaj (anshu@cstep.in) are 

with the Center for Study of Science, Technology and Policy, Bangalore. 

Views are personal. 

One of the several highlights of the prime minister’s Independence Day address was his bold and 

historic announcement about the creative destruction of the Planning Commission. He desired to 

replace it with a new institution having “a new design and structure, a new body, a new soul, a 

new thinking, and a new direction”. He also said that the new institution should lead the country, 

based on “creative thinking, public-private partnership, optimum utilisation of resources, 

utilisation of youth power of the nation, and empower the federal structure”. 

Ever since, several suggestions on the shape, nature, and functions of the new body have appeared 

in the media. The Economic & Political Weekly (13 September 2014) has published three articles 

from eminent and experienced authors. While one (Dilip M Nachane, “Yojana Bhawan: Obiter 

Dictum”) dwells at length on the excellent legacy of the Planning Commission, its motivations and 

vision, and consequently argues for retaining much of the old system within which the Planning 

Commission was – as the author argues – successful, the other two (Rajeeva Ratna Shah, 

“Reorienting the Plan Process and Revitalising the Planning Commission”, and Santosh Mehrotra, 

“The Reformed ‘Planning Commission’ : The Way Forward”) propose bolder reforms. While 

Mehrotra argues for learning from the Chinese system, Shah questions the utility of any reformed 

entity unless the very processes of the current top-down planning are inverted and are made 

“bottom-up”. Together, these three authors lay out a useful commentary on the changing context, 

http://www.epw.in/authors/samar-verma
http://www.epw.in/authors/jai-asundi
http://www.epw.in/authors/anshu-bharadwaj
mailto:sverma@idrc.ca
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and spell out some details of how the new think tank could be made to work better, what functions 

it should undertake and also about some important operational features such as staffing. 

However, we believe there are two key elements of any formulation of the new national think tank 

that are not addressed, except perhaps through stretched implication of some suggestions. One is 

the set of core values and principles that we believe any entity must embody, and they should be 

explicitly mentioned in the vision and mission statement of the new entity. Unfortunately, not 

much attention is paid to the vision and mission statement, and the core values that the institution 

embodies, which often leaves the institution vulnerable to the personality attributes of changing 

leadership, and in the worst case, open to manipulation and abuse in the long run in a dynamic 

political context such as ours. Second, even though the new entity seems to completely replace the 

Planning Commission, it still would operate in the existing context, and as such should recognise, 

support and leverage the national resources of think tanks that the new entity does not seek to 

replace. Promotion of a culture of excellence in public policy research, which has a rich history in 

India, must not only be protected, but adequately supported to leapfrog into world-class 

institutions. In putting forward these two specific dimensions of the new national think tank, we 

draw upon our experience of having worked and engaged with various think tanks in India and 

abroad, both in the capacity of managers of think tanks, and in supporting them to strengthen 

organisational systems, structures, and their effectiveness in public policy engagement. 

First, there is merit in the think tank option outlined by the prime minister. The new institution 

should also be shaped like a think tank in a sharp break from the past. Because structural change 

is not systemic change, much less a change in institutional culture. What is now required is a 

change in the culture of planning, and imbibing a culture of “honour of national service” in line 

with the current prime minister’s vision. The present government is characterised by a strong Prime 

Minister’s Office (PMO). Therefore, there is a need for a strong institution to support the PMO 

with informed and objective analyses, to independently evaluate results of publicly- funded 

national schemes and to use this institutional mechanism to strengthen federal functioning. How 

effective are the mega welfare schemes on which we spend billions of Indian taxpayers’ rupees? 

Or, what is the optimal mechanism for allocation of natural resources; when do auctions work and 

when do they not? 



The government needs unbiased and rigorous analyses of these issues to enrich its decision-making 

process, more as inputs into policymaking rather than prescriptive advice. Such analyses will also 

help to build public consensus for government decisions. Such studies often require sophisticated 

skills for analysis and assessment, cutting across multiple disciplines. Such evidence-based 

knowledge as inputs into policymaking is increasingly required from a government and a nation 

that aspires for a growing national economy and welfare and a rising role in international affairs. 

Moreover, we have the historic opportunity to start afresh. No matter what the shape, there is one 

aspect of any institution that defines its ethos, i e, the core values and principles that it stands for. 

These values alone are the hallmark of the underlying vision of its founder for time immemorial. 

Core values are not only guides and the moral compass, especially in times of internal crises, but 

also act as boundaries and limits under despotic or wavering leadership. This is important when 

we know how practices have significantly departed from intents. Therefore, before having any 

discussions on the shape and architecture of the national institution, it is crucial to outline the core 

values of the institution. In our opinion, these should comprise at least the following principles, 

viz, transparency, accountability and highest ethical standards; work ethic guided by honour of 

national service (in line with prime minister’s speech); highest quality standards in processes and 

outputs, including through promotion of an internal culture of a continuously learning 

organisation; composition and functioning should reflect India’s rich diversity across multiple 

dimensions; and internationalism and federalism should be defining features for all approaches. 

For an Outstanding Institution 

So, how do we translate the prime minister’s lofty vision into developing a high quality institution, 

which will serve the country for years to come? A high quality think tank should be a centre of 

bubbling new energy, innovation and excellence. The success of a think tank directly depends on 

the quality and motivation of its manpower. Moreover, it should maintain its quality and standards 

over a long period of time. 

We believe this can be achieved by adopting a two-layer model. One, the institution itself should 

have a lean structure and house qualified domain experts and talented researchers. Simultaneously, 

it should adequately strengthen and leverage the rich network of think tanks in the country and the 

region. 



The institution should attract the best talent and qualified manpower from India and abroad to work 

on challenging national problems. The researchers should be from diverse backgrounds including 

economics, social sciences, sciences, engineering, and law. Therefore, the institution will have to 

be flexible in its terms of appointment and recruitment. Moreover, the staff should be appointed 

for limited tenures so as to ensure vibrancy and avoid stagnancy. 

The institution should have a “problem solving” approach, which suggests meaningful and 

pragmatic solutions to important problems. Often, think tanks fall into a trap of merely highlighting 

the problems or suggesting options, which are not always feasible. If the ministries have to take 

notice of the institution, they should find the analyses relevant and practical. 

Second, in addition to having in-house expertise, there is a great opportunity to leverage on the 

rich tapestry of think tanks existing nationally and also regionally. India has a large number of 

think tanks, and there is an opportunity to use their knowledge and expertise. The ongoing Think 

Tank Initiative (TTI) programme being managed by the International Development Research 

Centre (IDRC), Canada, provides useful insights on how the new institution could play the role of 

a mentor and a critical ally to the network of excellent think tanks that are engaged in public policy 

in India and the immediate neighbourhood. 

Think tanks are most effective and useful when they are financially sustainable and independent 

of influence, including from funding bodies. A provision of long term, predictable, core support 

to think tanks, with complete institutional ownership, is critical for the success of think tanks. Most 

think tanks depend on project funding, mostly from international sources. The TTI made core, 

long-term grants of up to CAD 20 million to 16 think tanks in south Asia (nine of which are in 

India). The process of selecting the qualifying think tanks was rigorous, and objective. Once 

selected, the think tanks continued to be rigorously and comprehensively monitored on the 

objectives they had set for themselves. Following nearly five years of support – with another four 

or more years ahead – the selected think tanks are reporting progress and success. 

The new institution should therefore embed in itself a mechanism to support diversity of 

independent and successful think tanks in India and the region. A suitable and comprehensive 

mechanism for selection, monitoring and evaluation of think tanks in India and the region could 

be institutionalised within the new institution. The existing national institutions for promoting 

research and public policy engagement in India could be taken advantage of. 



This is a historic opportunity that rarely comes in the life of a nation. Institutions are also not built 

in one day. The prime minister has created this opportunity in our republic. Critical thinking must 

inform the architecture and design, but it is the underlying core values that define the character of 

the institution 

 

 

 

 

     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



4.      No one mourns Plan Panel’s end’ 

        Gargi Parsai, The Hindu:16.11.2014 

 
ZoomBookmarkSharePrintListenTranslate 

The relevance of Deen Dayal Upadhyaya’s book The Two Plans in the context of Prime Minister 

Narendra Modi’s decision to dismantle the Planning Commission was emphasised at a function here on 

Saturday to release its reprint. 

 

“The socialist basis of planning has failed the world over, in India, too and that is why when Prime 

Minister Narendra Modi announced the dismantling of the Five- Year Plan system and 

thePlanning Commission, there was no mourning. Deen Dayal Upadhaya’s book shows that he foresaw 

it. He foresaw several issues of trade deficit, inflation, foreign capital, black money, etc.,” BJP general 

secretary P. Muralidhar Rao said. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

javascript:;
javascript:;
javascript:;
javascript:;
http://www.pressdisplay.com/pressdisplay/showarticle.aspx?article=ffcf403d-5a1b-4732-a62f-a640d1e22150&key=s3fQNls7l413krLJl1%2fw9Q%3d%3d&issue=10912014111600000000001001
http://www.pressdisplay.com/pressdisplay/showarticle.aspx?article=ffcf403d-5a1b-4732-a62f-a640d1e22150&key=s3fQNls7l413krLJl1%2fw9Q%3d%3d&issue=10912014111600000000001001


 

5. Time for legal reforms, Mr Gowda 

Sudipto Dey, Business Standard:  17.11.2014 

To be successful, the new law minister needs to do some tightrope walking, taking into 

confidence both the legislature and the judiciary, while facilitating easier access to legal 

services for the com 

 
Sadananda Gowda 

Ads by Google 

The fourth floor at Shastri Bhavan, which houses the Ministry of Law and Justice, has been abuzz the 

whole of last week with officials sitting late into the evening, giving finishing touches to presentations 

for the new minister in office. For D V Sadananda Gowda, the new law minister, his predecessor Ravi 

Shankar Prasad seems to have set the agenda for the ministry in his five-and-a-half month stint. 

 

High on the priority list for Gowda are bringing down the number of litigations in the country, weeding 

out obsolete laws, pushing for ratification of the National Judicial Appointments Commission Bill by 

state Assemblies, havingmore courts, fill up vacancies of judges, and expediting the creation of a 

nationaljudicialgrid. 

 

Perhaps the biggest challenge that Gowda has on hand is to avoid friction between the judiciary and 

the legislature as he steps on the gas to push for more sweeping legal reforms, feel many in legal and 

academic circles. The judiciary and the executive have already seen some pow-wow over the 

appointment of judges in the past few months. 

TASKS CUT OUT FOR THE NEW MINISTER 

 Face challenges of undertaking judicial reforms 

taking both judiciary and legislature into confidence 

 Have more courts, appoint judges, increase the 

budgetary allocation for judiciary 

 Check litigation by Central government, both as 

petitioner and respondent, without any adverse 

impact on governance 

 Expedite creation of a national judicial grid 
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"He will have to handle the judiciary very carefully and avoid confrontation with the legislature," says 

Ashwani Kumar Bansal, dean, faculty of law, University of Delhi. The legal fraternity is already divided 

over the procedure of appointing judges. 

Senior Supreme Court advocate P P 

Rao, minces no words while 

expressing what he thought about 

some of the initiatives of the 

government. 

 

He says: "The draft Constitutional 

amendment and the Bill for the 

constitution of a National Judicial 

Appointments Commission is an ill-

conceived measure." 

 

According to Rao, the problem of 

lack of transparency and 

accountability of the collegium 

system needs to be tackled without 

violating the three aspects of the 

basic structure of the Constitution - 

independence of the judiciary, separation of powers and the rule of law. 

 

"Any such commission should give marginally more representation to the judiciary while keeping the 

Minister for Law and Justice as a member and one eminent jurist as another member," he adds. 

 

Manan Kumar Mishra, chairman, Bar Council of India, says the council has differences with the 

government over the issue of appointment and transfer of judges. "Representatives of the bar council 

should be involved in the process." 

 

At present, only three state Assemblies - Goa, Rajasthan and Tripura - have given consent to the Bill. 

The law minister will have to use his good offices to persuade the other state governments. Consent 

of at least half of the legislative Assemblies in the country is required for the approval of the Bill. The 

government has already proposed deletion of 36 obsolete laws and has identified 287 others to take 

up in the winter session of Parliament. The Law Commission has identified the set of laws that it has 

recommended to the Ministry for removal. "Law must evolve with time, or the purpose of law is 

defeated", says Haigreve Khaitan, managing partner, Khaitan & Co. Two other issues that need 



immediate action from the minister are - clearing the judicial delivery system off arrear of cases and 

checking litigation by government. 

 

According to K K Venugopal, senior advocate, Supreme Court, all cases have to be disposed-off in a 

time-bound manner. For this to happen the overall efficiency of the legal system has to be improved. 

That would involve increasing the number of courts. 

 

"Any litigant with a genuine grievance should not be afraid to approach a court. If this is not done, 

our legal system will continue to remain ineffective, expensive and time-consuming," says Venugopal. 

 

Legal experts note that central and the state governments have the dubious distinction of being the 

largest litigant in the country, both as a petitioner and respondent. 

 

One way to reduce litigation by the government is to come out with a comprehensive policy to reduce 

repetitive and routine filing of appeals by various government departments. 

 

"All governments should make it a policy to settle the grievances of citizens at the department level 

itself, instead of passing the buck to the judiciary as a matter of routine," says Rao. 

 

This could be done by having an in-house dispute resolution mechanism at each level of the 

government, with appellate powers given to the next level, notes Khaitan. 

 

"Only when the internal mechanism has failed should the courts be approached," he adds. 

 

To deal with corruption within the legal system, Rao feels a provision should be made in the 

Constitution for relieving a public servant found to be of doubtful integrity. 

 

Experts feel that having a national judicial grid to check the status of cases filed anywhere in the 

country would go a long way to make the legal service more people-friendly. "India needs fewer and 

simpler laws that are mercilessly enforced," says Rakesh Nangia, managing partner, Nangia & Co. 

 

For Gowda, that is a challenge worth taking on. 

 

 

 

 

 

 



6. Can our banks finance the economic recovery? 

Subir Gokarn , Business Standard: 17.11.2014 

 

The banking system's capacity to finance the ongoing recovery may become a constraint 

  

 There is little question now that the Indian economy is steadily climbing up from the bottom. Even 
though theindustrial growth numbers are still quite low, the fact is that they are rising. Key sectors 
like basic metals and automobiles have been growing steadily over the past few months. Most 
importantly, the dramatic decline in oil prices over the past couple of months has completely re-written 
the macroeconomic script. The three major stress points - inflation, the current-account deficit and 
the fiscal deficit - will ease off significantly over the next few months if oil prices remain at the level 
that they are now. Lower oil prices will, of course, help revive global growth as well. 
 
Overall, the Indian economy is now seeing the emergence of positive drivers last seen during the early 
2000s. This raises the question as to whether it will repeat its growth performance during the 2003-
08 period. The answer to this has two parts. One part, from the structural perspective, is that it 
depends on whether there are appropriate policy responses to the major structural barriers to 
accelerating growth. The other, which is what I want to write about in this column, is whether there 
are potential constraints to even the cyclical recovery that is now in progress. 
 
To my mind, the key short-term constraint is finance. Specifically, it is the limit on the capacity of 
the banking system to accelerate provision of credit to businesses, who will need more funds to 
support growth. Even if all the other conditions are favourable to a recovery, the lack of availability of 
credit can clearly weaken or hinder it. 
 
Why should we worry about the banks' capacity to lend at this time? To provide a context for this 
question, the accompanying graph plots the growth rates of aggregate deposits and gross credit raised 
and provided by all scheduled commercial banks over the past five years. There are three distinct 
phases: a credit boom in the early part of the period, when credit accelerated far ahead of deposit 
mobilisation; a middle phase, when both were growing at comparable rates, but steadily slowing; and, 
finally, in the last few months, some acceleration in deposit growth, but a relatively sharp decline in 
credit growth. In the quarter ended September 2014, credit grew by 9.5 per cent, the lowest rate in 
the entire five-year period. 

One could argue that this is in itself a cyclical 

pattern; credit is slowing because demand for 

it was sluggish. This would imply that, as 

demand for credit picked up, so would supply. 

Ergo, no cause for concern on this front. 

However, in my view, this argument misses a 

very significant development in the banking 

system over the past few years - the rising 

burden of non-performing assets (NPAs). For 

the banking system as a whole, gross NPAs as 

a percentage of total advances went up from 2.4 per cent in 2008 to 3.4 per cent in 2013. For public 

http://www.business-standard.com/author/search/keyword/subir-gokarn
http://www.business-standard.com/search?type=news&q=Indian+Economy
http://www.business-standard.com/search?type=news&q=Industrial+Growth
http://www.business-standard.com/search?type=news&q=Banking+System
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sector banks, this ratio increased from 2.3 per cent to 3.8 per cent over this period. Here again, the 

argument could be made that this is a cyclical pattern and will reverse as growth picks up. But there 

is another factor at work here. 

 

During this period, banks were lending aggressively to infrastructure projects, which reflected the 

great hopes placed on the public-private-partnership model. As these hopes were increasingly dashed 

by the realities of projects delayed by policy uncertainties, clearances and approvals, and various other 

barriers to timely execution, they put promoter companies in financial distress and banks that had lent 

to them in a situation of mounting NPAs. Unlike the traditional business cycle pattern of NPAs, these 

are structural and will not self-correct with a growth recovery. In short, the banking system is entering 

the economic recovery phase with an asset-quality problem that will not sort itself out. 

 

When banks have an NPA burden, an increasing share of their profits needs to be dedicated to 

provisioning. Managements come under pressure and, consequently, become more and more averse 

to taking on additional risks. Even public sector banks that are listed are constrained by this, because 

the analyst and investor communities are so focused on asset quality. These pressures induce bank 

managements to look for the safest possible ways to deploy their funds. 

 

In the Indian context, traditional commercial lending is not on the top of the list. Pride of place goes 

to lending to the government. Government securities are the one risk-free asset class that is available 

in plenty. Returns are attractive, and under the statutory liquidity ratio (SLR) provisions, holdings up 

to 22.5 per cent of banks' liabilities are exempt from mark-to-market requirements, insulating the 

banks' balance sheets from interest rate risk. 

 

The pattern of deposit and credit growth that the graph shows for the last quarter suggests that banks 

are deploying incremental deposits into buying government securities. This also explains why the yield 

curve has been inverted over the past quarter; the yield on 10-year government securities, which is 

the most liquid tenor, has been consistently below the overnight repo rate. This combination of 

outcomes is what leads to my basic concern; even if the economy shows signs of recovery, the 

structural nature of banks' NPAs will constrain their willingness to provide credit to businesses, which 

will need it to sustain the recovery. 

 

Policy responses can certainly be visualised. In the immediate term, the system's lending capacity can 

be enhanced by capital infusions into the public sector banks. Of course, this has long-term fiscal and 

governance implications, which need to be considered when the allocations are made, but there will 

be tangible short-term benefits. Importantly, to push the enhanced capital into financing business 

instead of buying more government securities, the mark-to-market exemption needs to be sharply 

reduced. 

 



From a somewhat longer-term perspective, the chronic burden of infrastructure NPAs needs to be 

taken off the banks' balance sheets. In an earlier column, I had argued for a National Investment 

Fund model to transfer these assets from the banks to a government-funded entity. Whether through 

this or any other model, it is imperative that bank balance sheets be restored to a state in which they 

can meet the normal business needs of their conventional borrowers. 

 
 

 

 

7. A Swachh Financial Sector Abhiyan? 

Debashis Basu, Business Standard:  17.11.2014 

 

The FSLRC is another United Progressive Alliance initiative that Mr Modi is keen to adopt and 

implement 

According to a newspaper report, Prime Minister Narendra Modi is seeking to revamp financial 

sector regulations. For this, he wants a report on the implementation of recommendations of the 

Financial Sector Legislative Reforms Commission (FSLRC). 

 

The FSLRC is another United Progressive Alliance initiative that Mr Modi is keen to adopt and 

implement. And as with all his other initiatives, Mr Modi is not interested in putting out a white 

paper on the current status so that the nation knows where we are and where we are headed under 

the new thinking emanating from him. 

 

Apparently, the Prime Minister's Office has sought a status report from the finance ministry on the 

progress of the FSLRC recommendations after President Pranab Mukherjee brought the tardy 

implementation to Mr Modi's attention in early October. 

 

It so happened that at the same time, a bureaucratic reshuffle pushed out Arvind Mayaram as the 

finance secretary, followed by G S Sandhu as the financial services secretary who was zealously 

implementing the prime minister's Jan Dhan Yojana. In place of Mr Mayaram came the dynamic 

Rajiv Mehrishi from Rajasthan, while Hasmukh Adhia from Gujarat, Mr Modi's man, has replaced 

Mr Sandhu as the new financial services secretary. Clearly, the financial sector is an important 

area for the prime minister. He is preparing the ground for important decisions. 

 

However, the government has not yet signalled that it is keen to implement the two main FSLRC 

recommendations - a Unified Financial Regulatory Agency (UFRA) and a central platform to hear 

all grievances of financial consumers called Financial Redressal Agency (FRA). These two would 

have been the most ambitious steps so far. It would have amounted to a big-bang reform of the 

sort that many expected the prime minister to implement but which he has steadfastly refused to, 

preferring incremental changes. 

 



The FSLRC, as we know, has proposed massive fundamental changes in financial regulations. One 

was demolishing sectoral regulators for insurance, capital markets and pension, and putting them 

under the UFRA. It must be remembered that the FSLRC recommendations were so contentious 

that that there were major differences among the members on important issues. 

 

One of the commission members, Kishori J Udeshi, a former deputy governor of the Reserve Bank 

of India (RBI), objected to the proposed overbearing role of government regarding capital flows: 

"When the rule-making vests with the government, the RBI may be consulted, but if there is a 

disagreement, the RBI would willy-nilly have to deal with a fait accompli and be accountable for 

the actions it would be required to take in the light of the government's decisions." 

 

P J Nayak, former chairman and managing director of Axis Bank, had a different problem: "One 

must view with apprehension the very substantial statutory powers recommended to be moved 

from the regulators (primarily the RBI) to the finance ministry and to a statutory Financial Stability 

and Development Council (FSDC), the latter being chaired by the finance minister. The finance 

ministry thereby becomes a new dominant regulator." 

 

J R Verma, professor at Indian Institute of Management (IIM), Ahmedabad, pointed out the 

"authorisation" requirement for providing any financial service, defined very broadly in Section 

2(75), amounted to regulatory overreach. "Many activities carried out by accountants, lawyers, 

actuaries, academics and other professionals as part of their normal profession could attract the 

registration requirement because these activities could be construed as provision of a financial 

service. Similarly, investors who rebalance their own portfolios regularly and day traders who 

routinely place limit orders on a stock exchange could also be deemed to require authorisation. An 

expansive reading of Section 2(75) (k) could require even a messenger boy who delivers a mutual 

fund application form to obtain authorisation. All this creates scope for needless harassment of 

innocent people without providing any worthwhile benefits." 

 

Y H Malegam, professional accountant and the longest-serving director of the RBI, believed that 

non-banking finance companies and housing finance companies must continue to be regulated and 

supervised by the RBI. 

 

In essence, of the six members other than the chairman, four of them had important points of 

disagreement that could not be ironed out before the report was signed. Is this why the Modi 

government is moving to implement the less controversial regulations such as setting up the 

Financial Sector Appellate Tribunal (FSAT), the Resolution Corporation, the Public Debt 

Management Agency (PDMA) and the Financial Data Management Centre (FDMC)? 

 

If the Modi government really wants to make an impact, however, it should think of fast-tracking 

the Financial Redress Agency, putting some genuine pro-consumer people to run it, who will make 

it a mission to treat the duped and harassed financial consumer fairly. 

 



As this column has explained many times in the past, while the business of financial services 

essentially runs on the deposits we put in the bank, the insurance premium we pay or mutual funds 

we buy, the financial consumers have absolutely no voice anywhere. 

 

The three main regulators have different approaches to grievance redressal and different standards 

to stop harmful from coming pitched at the consumer. None of them is proactive. Unit-linked 

insurance products were straightened out only in 2010, after being allowed to run amuck for five 

years when millions of people lost money. 

 

The RBI still does not care to rein in banks selling third-party products without any obligation to 

their customers. Chain-money schemes are being regulated by the Securities and Exchange Board 

of India (and it is making a hash of it) when it is a deposit-taking activity and should be regulated 

by the RBI. 

 

Finally, India is probably the only country where jewellers to manufacturing companies to builders 

can pick up money from the public without coming under any regulation. Financial consumers are 

in a mess. It is time for a Swachh Financial Sector Abhiyan. 

 

The writer is the editor of www.moneylife.in 

editor@moneylife.in 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



8. G20 supports Modi's pitch on black money 

Moscow/ Brisbane, November 17, 2014 

 
 

 

Leaders meet at the first plenary session at the G20 summit in Brisbane, Australia Saturday. (AP Photo) 

In a victory for India, the G20 on Sunday endorsed Prime Minister Narendra Modi's strong pitch 

for repatriation of black money at its summit, echoing the government's line on the need for 

transparency and disclosure of tax information. 

Modi while voicing India's support for a new global standard on automatic exchange of tax 

information urged every jurisdiction, especially tax havens, to provide information for tax purposes 

in accordance with treaty obligations. 

The new global standard will be instrumental in getting information relating to unaccounted money 

hoarded abroad and enable its eventual repatriation, Modi said, utilising the forum of G20, which 

accounts for 85 per cent of world's GDP. 

The prime minister also noted that increased mobility of capital and technology have created new 

opportunities for avoiding tax and profit sharing. 

The three-page communique was released at the end of the two-day summit of Group of 20 

industrialised and leading emerging economies hosted by Australia. 

Welcoming the "significant progress" on the G20/OECD Base Erosion and Profit Shifting (BEPS) 

Action Plan to modernise international tax rules, it said, "We are committed to finalising this work in 

2015, including transparency of tax- payer specific rulings found to constitute harmful tax practices." 

Briefing newsmen, railways minister Suresh Prabhu and external affairs ministry spokesperson Syed 

Akbaruddin said the reference to transparency, which was not there in the draft communique, was 

incorporated in the final communique after Prime Minister's strong intervention at Sunday's plenary 

session. 

After Prime Minister Modi's intervention, several countries, notably Brazil and South Africa wanted 

a reference to be made to transparency in the final communique, Akbaruddin said. 

http://www.hindustantimes.com/india-news/pm-modi-raises-issue-of-black-money-in-g20-summit/article1-1286609.aspx
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"After the prime minister's own and strong intervention (on repatriation of black money), several 

countries shared his sentiments and wanted the views to be reflected in the final communique," he 

said. 

Tensions soar over Putin 

Vladimir Putin's early exit from a G20 summit in Australia after an icy reception from world leaders 

may further stoke Russia-West tensions and lead to renewed fighting in Ukraine, analysts said. 

Western leaders piled huge pressure on the Russian strongman at the Group of 20 meeting in 

Brisbane, with host Tony Abbott calling on Putin to "atone" for the shooting down of Malaysian flight 

MH17 over rebel-held east Ukraine and Britain's David Cameron branding him a "bully". 

Analysts said Putin's apparent anger at his treatment by his fellow leaders could worsen the crisis 

in Ukraine. 

"If he is leaving irritated, just wait for the fighting in Ukraine to intensify," independent analyst 

Stanislav Belkovsky told AFP. 

In eyebrow-raising remarks, Putin, who prides himself on his stamina, cited the "need to sleep" and 

a long flight home as his reasons for leaving the summit earlier than planned. 

Despite the baking heat in Brisbane, the chill in the air was unmistakable. 

Australian tabloid The Courier-Mail demanded apologies from Putin, while Russian media 

complained that Western leaders went out of their way to ostracise the Russian president. 

"At the G20, Australian hosts tried to humiliate Vladimir Putin in every way possible," pro-Kremlin 

magazine Expert said online. 

Armed with the Forbes magazine title of "the most powerful man in the world" and domestic approval 

ratings over 80%, Putin arrived in Australia with a flotilla of Russian navy vessels in tow. 

The G20 summit had been expected to be the Russian president's toughest foreign visit since the 

start of the standoff between the Kremlin and the West over Russia's support for the separatists in 

eastern Ukraine. 

Putin and the West had not been expected to reach a breakthrough over the Ukraine crisis, yet no 

one had expected hostilities to break out into the open. 

In recent years Putin has habitually stolen the limelight at international gatherings, setting himself 

up as an outsider at G8 gatherings as the Kremlin agenda grew increasingly at odds with Western 

interests. 

But the walkout in Brisbane took tensions to a whole new level. 



Analysts said that Western leaders' increasingly vocal criticism of the Kremlin's policies and Putin's 

abrupt departure indicate that neither side was interested any longer in maintaining even a patina 

of civility. 

'De-escalation did not pan out' 

Fyodor Lukyanov, chairman of the Kremlin-connected Council on Foreign and Defence Policy, 

warned that Western criticism might just force Putin to harden his position. 

"We are witnessing a further radicalisation of the positions of some Western countries, first and 

foremost North America and Australia, which is the summit host," Lukyanov said on Russian radio. 

"There is no desire on their part to somehow soften this, on the contrary this is spilling into the public 

sphere. Well, the reaction is predictable -- Russia will also harden its stance." 

Going into the summit, US President Barack Obama said Russia's aggression against Ukraine was 

"a threat to the world" and called the shooting down of Malaysian Airlines Flight MH17 over the 

rebel-held east of the ex-Soviet country in July "appalling". 

Australia's Prime Minister Abbott accused Putin of trying to relive the "lost glories of tsarism". 

Putin was also apparently rebuffed by Canadian Prime Minister Stephen Harper when the Russian 

leader approached him to shake hands. 

"Well, I guess I'll shake your hand, but I only have one thing to say to you: you need to get out of 

Ukraine," said Harper, quoted by Canadian media. 

The British premier accused Putin of undermining Russia's interests. 

"You're not serving that country if, at the end of the day, the result is an economy under pressure, 

banks that can't raise money, a falling ruble, a stock market under pressure," Cameron was quoted 

as saying by British media. 

The West this week accused Russia of sending fresh military hardware into eastern Ukraine, fuelling 

fears of a return to all-out conflict, and threatened Moscow with new sanctions if the violence 

intensifies. 

Russia denies its troops are on the ground in Ukraine. 

"De-escalation did not pan out. The EU may introduce new sanctions against Russia," said 

Gazeta.ru. 

'More capricious, more attention' 

Analysts also said Putin's walkout on the Western leaders would play well with his supporters back 

home. 



"All the gestures of the Russian leader are aimed at the so-called Putin majority," Konstantin 

Kalachev, head of the Political Expert Group, told AFP. 

He said Putin's attitude would be interpreted by his backers as: "What does Russia's national leader 

have to talk about with the rotten West?" 

Kalachev also pointed out that by dispensing with diplomatic niceties Putin might be intentionally 

setting himself apart from other leaders. 

"The more capricious, the more attention," he said. 

Observers also pointed to Putin's charm offensive at APEC summit in Beijing ahead of the G20 

where he caused an uproar by wrapping China's first lady Peng Liyuan in a shawl. 

While some in Russia chalked up the gesture to Putin's old-school gallantry, others said it was the 

latest sign that the Russian leader considered himself above normal conventions. 

"Vladimir Vladimirovich has his own style," journalist and former diplomat Alexander Baunov wrote 

for the liberal Slon.ru news website. 

"This is also a hint at his own power." 
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