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Small Savings Interest Rates Reduced, But Withdrawn Later
- Union Finance Ministry of Government of India altered the new interest rates for small savings

for the quarter starting from April 1, 2021 to June 30, 2021.

- Interest rates were reduced by 0.4 per cent to 1.1 per cent on various small savings schemes.

- The sharpest cut was proposed in the quarterly interest rate paid on one year term deposits,
from 5.5% in the January to March quarter to 4.4% in April-June quarter.

- The rate of return on the Senior Citizen Savings' Scheme was cut from 7.4% to 6.5%, while
the Sukanya Samriddhi Account Scheme's return was reduced from 7.6% to 6.9%.

- The rate of return on the popular Public Provident Fund (PPF) scheme was reduced from
7.9% to 7.1% in April 2020 and further slashed to 6.4% for this quarter.

- The interest rate paid on National Savings Certificate and Kisan Vikas Patra was also
reduced significantly, from 6.8% to 5.9% and from 6.9% to 6.2%, respectively.

Decision Withdrawn:

- The interest rates on small savings schemes are reset every quarter by the Union Finance
Ministry. A financial year is divided into 4 quarters. Each quarter has 3 months.

- The new interest rates which were to come into force were withdrawn on April 1, 2021. The
Union Finance Minister Nirmala Sitharaman did not give specific reasons for withdrawal but
merely stated as an oversight (unintentional mistake).  But the reasons are backlash from
the middle class who criticised that the Government was reducing interest rates while inflation
was rising (6 per cent). The elections in states of Tamil Nadu, Kerala, West Bengal, Assam,
and Union Territory of Puducherry  influenced the Union Government's decision.

Benefits of Savings Schemes:

To Citizens:

1. Safe and Secure:

The investments in small savings are backed by sovereign guarantee. Hence these investments
are safe and secure for the investors. There is no risk of default.

2. Higher Interest Rates:

The interest rates offered by the small savings schemes are also slightly higher than the prevailing
market interest rates i.e. those offered by banks and other financial intermediaries.

3. Tax Benefits:

Investors in small savings schemes also tax benefits. The can reduce the tax burden by investing
in small savings schemes. Investments up to 1.5 lakh per year are deducted from income.
Interest earned on these savings schemes is also exempt from income tax.

To the Government:

Financing Government Expenditure:

- 100% of the collections under savings schemes in a state is invested in the securities floated
by the state government as a loan by the Government of India on long term basis.

- The state government use small saving collections for their developmental activities in the
state and pay interest on these small savings.

ECONOMY
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Why the Government wants to reduce interest rates on Small savings

Rationalisation of interest rates:

- For the past few years, the Central Government is advocating low interest rates in the economy.

- Low interest rates reduce the cost of borrowing for investors which in turn boost economic
activity, lead to more employment generation and generate higher tax revenues to the
Government.

- In furtherance of above objectives, the Reserve Bank of India has been reducing bank rate
and repo rates.

- The continuation of high interest rates for small savings creates an anomaly where saving
schemes would get high interest rates, deposits in banks would get less interest.

- Moreover, interests in the market for private sector are influenced by interest rates of small
savings schemes. Small Savings Schemes are risk free as they have sovereign guarantee
and offer higher returns. Hence, borrowers in the private market have to offer higher interest
rates than those on small savings schemes to raise money.

- Hence, the Union Finance Ministry has been reducing interest rates on small savings schemes
and keep them only slightly higher than prevailing interest rates in the market.

- The reduction of interest on small savings would also reduce the interest burden on State
Governments.

About Small Saving Schemes:

The objective of small savings schemes is to

1. promote habit of thrift and savings among citizens of the country and

2. provide avenues for safe and convenient investment to the small savers.

- The Post Office Savings Bank has been the main vehicle for these plans across the length
and breadth of India since its establishment 123 years ago. Post Office Savings Banks were
opened in 1882. Some of the small savings schemes i.e. Public Provident Fund and Senior
Citizen's Savings Scheme and Sukanya Samridhhi Account (Girl Child Account) are also
operated through nationalised banks and 3 private banks i.e. ICICI, HDFC and Axis Bank.

National Small Savings Fund (NSSF):

- All collections under small saving schemes are pooled into National Small Savings Fund
(NSSF).

- National Small Savings Fund (NSSF) has been set as a separate account under the Public
Account of India in 1999. All the deposits and withdrawals from small savings schemes are
made through this fund.

- National Small Savings Fund (NSSF) is operated by the Central Government through Union
Finance Ministry.

- All the money collected in a State under small savings saving schemes is invested in the
securities floated by that state government by the Government of India on long term basis.
The State uses this money for developmental activities.

Present Saving Schemes:

1. Post Office Saving Account

2. National Saving Time Deposit Account (1year, 2 year, 3 year and 5 year deposits)
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3. National Saving Recurring Deposit Account

4. National Saving Monthly Income Account

5. National Savings Certificate

6. Senior Citizen's Savings Schemes

7. Public Provident Fund Account

8. Kisan Vikas Patra

9. Sukanya Samridhhi Account (Girl Child Account).

- The above schemes are not permanent schemes. The Central Government (Union Finance
Ministry) may frame new Savings Schemes or amend or discontinue existing Savings
Schemes from time to time.

- All Small Savings Schemes are available at Post offices.

- Public Provident Fund Account (PPF), Senior Citizen Savings Scheme and Sukanya Samridhhi
Account are also available with designated Bank's Branches in addition to post offices.

Legislative Framework for Saving Schemes:

- Earlier savings schemes were governed by three acts;

- The Government Saving Banks Act, 1873

- The Government Savings Certificate Act, 1959,

- The Public Provident Fund Act, 1968, and

- In 2018, the Central Government merged all the three acts into a single act called Government
Savings Act, 1873.

Additional Information:

Present Interest rates on various small savings schemes.

 Small Savings Scheme     Interest Rates for Interest Rates for
     January-March April-June 2021
       2021 Quarter Quarter

 Post Office Saving Account 4.0 3.5

 National Saving Time Deposit Account (1year) 5.5 4.4

 National Saving Time Deposit Account (2 year) 5.5 5.0

 National Saving Time Deposit Account (3 year) 5.5 5.1

 National Saving Time Deposit Account 6.7 5.8
 (5 year deposits)

 National Saving Recurring Deposit Account 5.8 5.3

 Senior Citizen's Savings Schemes 7.4 6.5

 National Saving Monthly Income Account 6.6 5.7

 National Savings Certificate 6.8 5.9

 Public Provident Fund Account 7.1 6.4

 Kisan Vikas Patra 6.9 6.2

Sukanya Samridhhi Account 7.6 6.9
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Note: Since the interest announced for April-June 2021 quarter have been withdrawn, depositors
will continue to get interest rates announced for January-March 2021 quarter.

The above Small Saving Schemes can be grouped under three heads:

(a) Post office Deposits:

Post Office Savings Account, Post Office Time Deposits (1,2,3 and 5 years), Post Office
Recurring Deposits and Post Office Monthly Account

(b) Savings Certificates:

National Savings Certificate and Kisan Vikas Patra

(c) Social Security Schemes:

Public Provident Fund, Senior Citizens Savings Scheme and Sukanya Samridhhi Account.

Inflation Target for 2021-26 Retained by Central Government
- The Central Government has decided to retain the inflation target of 4%, with a tolerance

band of +/- 2 percentage points for the Monetary Policy Committee of the Reserve Bank of
India for the coming five years (April 1, 2021, to March 31, 2026).

- The inflation target is set for every five years by the Central Government for Monetary Policy
Committee. The previous target was for the period 2016-2021.

- Monetary Policy Committee is a statutory and institutional framework setup by the Central
Government to decide monetary policy rate.

Background:

- The Monetary Policy is the major instrument of the Reserve Bank of India (RBI) for ensuring
price stability in the economy. This is ensured through adjusting the benchmark interest rate
(Repo Rate). Repo rate is the rate at which commercial banks borrow from RBI to meet their
short term fund requirements. The Repo rate influences the aggregate money supply and
demand.

- Whenever the repo rate is increased by the RBI, the commercial banks increase the interest
rates on loans for borrowers.

- Alternatively, when the repo rate is reduced by the RBI, the commercial banks reduce the
interest rates on loans for borrowers.

- Till 2016, the Governor of Reserve Bank of India (RBI) had complete independence in deciding
the interest rates. Though he was assisted by Technical Advisory Committee on interest
rate, its advise was not binding on the RBI Governor. He can override its advice and take a
decision on interest rate.

- In 2016, the Central Government amended the Reserve Bank of India Act, 1934.

Highlights of the Amendments:

- The amendments took away the powers of RBI Governor in deciding interest rate and entrusted
this function to the six member body called Monetary Policy Committee (3 members from
RBI and 3 members appointed by Central Government).

- The Central Government shall, in consultation with the RBI, determine the inflation target in
terms of the Consumer Price Index (CPI), once in every five years.
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- The Central Government shall, upon such determination, notify the inflation target in the Official
Gazette.

- The Monetary Policy Committee shall determine the Policy Rate (Repo Rate) required to
achieve the inflation target.

- The decisions of the Monetary Policy Committee are taken on the basis of majority voting.

- In the event of an equality of votes, the RBI Governor shall have a second or casting vote.

- Monetary Policy Committee shall meet at least four times a year.

Inflation Target:

- As per the amendment to the RBI Act, 1934 in 2016, the Central Government notified the
Consumer Price Index (CPI) inflation target at 4 per cent for the five years i.e. 2016-21 with
the upper tolerance limit of 6 per cent and the lower tolerance limit of 2 per cent.

- The upper tolerance limit and lower tolerance limit was provided to accommodate short run
supply demand mismatches as food articles have a major share in Consumer Price Index
(CPI).

- Accordingly the upper tolerance level for inflation was fixed at 6 per cent.

- The lower tolerance limit level for inflation was fixed at 2 per cent.

Failure to Achieve Inflation Target:

- The Central Government notified the following as factors that constitute failure to achieve the
inflation target:

(a) the average inflation is more than the upper tolerance level of the inflation target for any three
consecutive quarters; (or)

(b) the average inflation is less than the lower tolerance level for any three consecutive quarters.

- Where RBI fails to meet the inflation target, it shall send a report to the Central Government
stating the reasons for failure to achieve the inflation target; remedial actions proposed to be
taken by RBI; and an estimate of the time-period within which the inflation target shall be
achieved pursuant to implementation of proposed remedial actions.

Additional Information:

Composition and Functions of Monetary Policy Committee:

- The Monetary Policy Committee consists of 6 members: 3 members from RBI and 3 members
appointed by the Central Government.

- The three members from the RBI are RBI Governor (Chairperson), Deputy Governor of RBI
(who is in charge of monetary policy), and one office nominated by the Central Board of RBI.

- The Central Government appoints three members who are experts in any of the following
fields: economics, banking, finance, and monetary policy.

Insurance Companies Allowed to Invest in Debt Instruments
of InvITs and REITs

- In April 2021, the Insurance Regulatory and Development Authority of India (IRDAI) allowed
insurance companies to invest in debt securities issued by Infrastructure Investment Trusts
(InvITs) and Real Estate Investment Trusts (REITs).
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- This decision by the IRDAI widens the investment opportunities for insurance companies
and at the same time provides long term funding to the Infrastructure Investment Trusts
(InvITs) and Real Estate Investment Trusts (REITs).

- Insurance companies can invest in debt securities of InvITs and REITs that are rated not
less than "AA". AA rating carries high safety and very low risk of default. This rating is given
by independent rating agencies like CRISIL, Investment Information and Credit Rating Agency
of India (ICRA), Credit Analysis and Research (CARE) etc. They give rating taking into
consideration past borrowing and repayment history, financial statements of the company,
etc.

- Cumulative investment of insurance companies in units and debt instruments of InvITs and
REITs cannot exceed 3 per cent of their total fund size at any point in time.

- Insurance companies also shall not invest more than 10 per cent of the outstanding debt
instruments (debt instruments means debt securities offered by various companies and trusts)
in a single InvIT/REITs issue.

What are Investment Trusts?

- Infrastructure Investment Trusts (InvITs) and Real Estate Investment Trusts (REITs) are
collective investment vehicles like mutual funds.

- These are popular in developed countries but they are relatively new in India.

- Retail investors can invest in infrastructure and real estate projects through investment in
these trusts and earn income. In a way these are also like mutual fund investments for the
retail investors.

- These trusts do not offer any fixed returns. But, 90 per cent or more of the revenue generated
by the investment trusts has to be shared with the investors.

- The Securities and Regulatory Board of India (SEBI) issues guidelines and regulates the
working of Infrastructure Investment Trusts (InvITs) and Real Estate Investment Trusts
(REITs). SEBI issued the first guidelines in 2014 and since then these are periodically being
reviewed and amended.

What are the Advantages of Investment Trusts?

1. For Developers of real estate projects and infrastructure projects:

These trusts allow developers to monetise revenue-generating real estate and infrastructure
assets and use the proceeds to fund new infrastructure/real estate projects.

These trusts also extend finance to under construction projects and help in early completion of
the projects.

2. Individual investors

These provide alternate investment option for retail investors who can invest in these projects
through the trusts and earn income. This income is through dividends and interest income
distributed by the investment trusts.

These funds are listed in stock exchange. So, they also offer liquidity (freedom to sell whenever
they want) to investors.



RC REDDY IAS STUDY CIRCLE

R.C. Reddy IAS Study Circle 7

REITs and InvITs enjoy favourable tax treatment, including exemption from dividend distribution
tax and relaxation of capital gains tax.

Types of Investment Trusts:

Based on the type of funding, there are two types of investment trusts.

1. Equity based investment trusts,

2. Debt based investment trusts.

- In equity based investment trusts, the developer sells the completed project to a investment
trust. The regular income that comes to the investment on the completed project is distributed
as dividend to the equity units holders.

- In equity based investment trusts, the investment trust extends finance to the developer of a
project which is under construction. The developer pays interest to the investment trust on
the finance extended by it. The interest income is distributes to investors by the investment
trust.

What are Infrastructure Investment Trusts (InvITs)?

- These are trusts which invest in infrastructure projects like highways, gas pipelines, roads,
power, energy projects, etc.

- The minimum investment limit for retail investors is Rs. 1 lakh

What are Real Estate Investment Trusts (REITs)?

- These are trusts which invest in commercial office buildings, shopping complexes, hotels,
malls, hospitals, etc.

- The minimum investment limit for retail investors is Rs. 50,000.

Setting up of Infrastructure Investment Trusts (InvITs) and Real Estate Investment Trusts
(REITs):

- These trusts are registered with SEBI and comprise of the following

- Trustee: They should invest at least 80% into infra assets that generate steady revenue.

- Sponsor: Typically, a body corporate, LLP, promoter or a company with a net worth of at
least Rs. 100 crores is classified as a sponsor.

- Investment manager: As a body corporate of LLP, an investment manager supervises all the
operational activities surrounding InvITs.

- Project manager: The authority is mostly responsible for executing projects. However, in the
case of PPP projects, it serves as an entity that also supervises ancillary responsibilities.

'National Programme on High Efficiency Solar PV Modules'
- 'National Programme on High Efficiency Solar Photo-Voltaic (PV) Modules', a Production

Linked Incentive Scheme (PLIS) for increasing manufacturing capacity in solar industry, was
approved by the Union Government in April 2021.

Background:

- Domestic solar manufacturing industry has limited production capacities.

- As a result, solar energy capacity addition is largely dependent on imported solar Photo-
Voltaic (PV) cells and modules.
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- The National Programme on High Efficiency Solar PV Modules will reduce import dependence
in a strategic sector like electricity.

- The programme will also support the Atmanirbhar Bharat initiative (Self-Reliant India).

Incentives under the Production Linked Incentives Scheme (PLIS):

- Solar Photo-Voltaic manufacturers will be rewarded for higher efficiencies of solar Photo-
Voltaic modules and also for sourcing their material from the domestic market.

- Thus, the PLI amount will increase with increased module efficiency and increased local
value addition.

- The Government wants to encourage manufacturing of high efficiency Giga Watt scale solar
modules (1 Giga Watt is equal to 1000 Mega Watts).

- PLIS will be disbursed for 5 yearsafter commissioning of solar PV manufacturing plants on
sales of high efficiency solar PV modules.

- An amount of Rs.4,500 crore would be spent on incentives.

Estimated Benefits of the Scheme are

- Additional 10,000 MW (Mega Watts) capacity of integrated solar Photo-Voltaic (PV)
manufacturing plants,

- investment of around Rs.17,200 crore in solar Photo-Voltaic (PV) manufacturing projects,

- direct employment of about 30,000 and indirect employment of about 1,20,000 persons,

- import substitution of around Rs.17, 500 crore every year, and

- impetus to Research & Development to achieve higher efficiency in solar PV modules.

Additional information:

Import Dependence of Solar Energy Components:

- India imported $2.16 billion worth of solar photovoltaic (PV) cells, panels and modules in
2018-19.

- The market for solar components is dominated by Chinese firms.

- A surge in imports prompted the government to impose a safeguard duty from 30th July 2018
on solar cells and modules imported from China and Malaysia.

- The government has decided to impose 40% basic customs duty (BCD) on solar modules
and 25% on solar cells from 1 April 2022, in a move that would make imports costlier and
encourage local manufacturing.

- The customs duty will replace a 15% safeguard duty currently imposed on imports from
China and Malaysia.

Significance of Solar Energy:

- India is running the world's largest clean energy programme to achieve 175 Giga Watts (GW)
of renewable capacity, including 100 GW of solar power by 2022.

- According to the Central Electricity Authority, by 2030, the country's power requirement would
be 817 GW, more than half of which would be clean energy, and 280GW would be from solar
energy alone.
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- To achieve the target of 280GW, around 25GW of solar energy capacity is needed to be
installed every year till 2030.

- Production-linked incentive (PLI) scheme for Solar Photo-Voltaic (PV) modules is expected
to contribute to large scale capacity addition by domestic industries and reduce import
dependence.

- 15 companies are considering total investments of around $3 billion to build solar equipment
manufacturing facilities.

Production Linked Incentive (PLI) Scheme for White Goods (Air
Conditioners and LED Lights)

- In April 2021, the Union Government approved Production Linked Incentives Scheme (PLIS)
for the following white goods

- Air conditioners, and

- LED (Light Emitting Diodes) Lights. LED lights are highly energy efficient and environment
friendly.

What are White Goods?

- Large household electronic appliances like televisions, refrigerators, washing machines, air
conditioners etc are called white goods because in the past they were available only in white
colour. But at present, they are available in many colours.

Objectives of Production Linked Incentives Scheme (PLIS)

- attracting large investments forachieving economies of scale,

- making India an integral part of the global supply chains,

- enhancing exports substantially, and

- generating large scale employment opportunities.

Incentives offered under the PLIS:

- Incentives under the scheme are linked to incremental production over the base year.

- Government of India will extend an incentive of 4% to 6% to companies on incremental
sales of air conditioners and LEDs manufactured in India for a period of five years.

- Incentives will be given to companies making brown field (investment in existing companies)
or green field (new) investments.

- Rs.6, 238 crores would be extended as incentives for air conditioners and LEDs companies
under the Production Linked Incentives Scheme (PLIS).

Estimated Benefits:

- The following are the estimated benefits from the implementation of PLIS for Air Conditioners
and LED Lights.

- incremental investment of Rs. 7,920 crores,

- incremental production worth Rs. 1,68,000 crores,

- exports worth Rs. 64,400 crores,
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- additional four lakh direct and indirect employment opportunities, and

- direct and indirect revenues of Rs 49,300 crore for the Government.

Counter Cyclical Buffer Policy
- In April 2021, the Reserve Bank of India (RBI) decided to not to activate countercyclical

buffer policy.

Background:

- The framework on countercyclical capital buffer (CCyB) was formulated by the Reserve
Bank of India on February 5, 2015.

- Under the framework, the RBI stated that countercyclical capital buffer would be activated as
and when the circumstances warranted, and that the decision would normally be pre-
announced.

- The RBI has to state its position on the countercyclical capital buffer (CCyB) in the first Bi-
monthly policy of every financial year.

- So far, the RBI has not activated the countercyclical capital buffer (CCyB).

What is countercyclical capital buffer (CCyB)?

- It was suggested under the BASEL 3 norms for banking supervision after the 2009 global
financial crisis.

- The aim of the Countercyclical Capital Buffer (CCCB) regime is twofold.

- Firstly, it requires banks to build up a buffer of capital in good times which may be used
to maintain flow of credit during difficult times.

- Secondly, it achieves the broader macro-prudential goal of restricting the banking sector
from indiscriminate lending in the periods of excess credit growth that have often been
associated with the building up of system-wide risk.

- The CCCB may be maintained in the form of Common Equity Tier 1 (CET 1) capital or other
fully loss absorbing capital only.

- The amount of the CCCB may vary from 0 to 2.5% of total risk weighted assets (RWA) of the
banks as decided by the Reserve Bank of India (RBI).

Criteria for countercyclical capital buffer (CCyB:

- Credit-to-GDP gap as the main indicator may be used in conjunction with other supplementary
indicators like Credit-to-Deposit Ratio, Industrial Outlook Assessment Survey, Interest
Coverage Ratio, and Asset Quality.

Implementation of countercyclical capital buffer (CCyB) in developed countries:

- Many developed countries are already implementing the counter cyclical capital buffer
(CCyB) as recommended by BASEL 3 norms

- Due to the impact of COVID-19, some of the developed countries are reducing the percentage
of the countercyclical capital buffer (CCyB) to make more capital available in their economies.

- The Bank of England reduced the counter-cyclical capital buffer (CCCB) to 0 per cent, from
1 per cent currently.
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- The financial regulatory authority of Germany also followed suit and cut the CCCB to 0 per
cent from 0.25 per cent.

- In India, the counter-cyclical capital buffer (CCCB) has not been activated so far.

Additional Information:

Evolution of Basel Norms:

- The Basel Committee on Banking Supervision (commonly called Basel Committee) was
established in 1974 to improve the quality of banking supervision worldwide, and enhance
financial stability.

- It serves as a forum for regular cooperation between its member countries on banking
supervisory matters. The Committee's first meeting took place in February 1975, and meetings
have been held regularly three or four times a year since then.

- It is headquartered at the Bank for International Settlements in Basel, Switzerland. Hence,
the

- Initially, it has 10 Member countries. At present there are 28 Member countries.

- The first banking supervision norms were introduced in 1975. Since then, they were revised
several times. Most prominent among them were Basel I, Basel II and Basel III norms.

- Basel I Norms were released in 1988.

- Basel II Norms were released in 2004

- Basel III Norms were released in 2010.

Basel I Norms:

- Basel I Norms prescribes a minimum capital that banks need to maintain to cover credit risk.

- A bank must maintain capital (Tier 1 and Tier 2) equal to at least 8% of its risk-weighted
assets. This is also called capital adequacy ratio.

- Tier 1 capital is the core capital of the bank mostly in the form of equity. Tier 2 capital consists
of supplementary capital in the forms of undisclosed reserves, subordinated debt, etc.

(Subordinated debt is the debt owed to an unsecured creditor. In the event of liquidation, it is
paid after the claims of secured creditors have been met.

Banks issue subordinated debt for various reasons like increasing their capital base, funding
investments in technology, acquisitions, replacing higher-cost capital, etc.)

Risk-weighted Assets:

- All the assets of a bank (loans and investments in securities) are risk-weighted according to
the credit risk i.e. the risk that the borrower will default on his loan. Different weights are
assigned on the basis of risk.

- Government bonds, for example, had a zero per cent risk weighting, which entailed that no
capital needed to be held against them.  On the other hand, riskier assets, such as unsecured
loans, carry a 100 per cent risk of default. Therefore, they are assigned a higher risk weight
than assets such as Treasury bills issued by the Government.
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Basel II Norms:

- Basel II is the second set of international banking regulations defined by the Basel Committee
on Bank Supervision (BCBS).

- It is an extension of the regulations for minimum capital requirements as defined under
Basel I.

- Banks should take into consideration operational risks in addition to credit risks associated
with risk-weighted assets (RWA). Banks should continue to maintain a minimum capital
adequacy requirement of 8% of its risk-weighted assets (RWA).

- Banks are needed to develop and use better risk management techniques in monitoring
and managing risks to credit.

- Banks need to mandatorily disclose their risk exposure, etc to the central bank.

Basel III Norms:

- Basel III norms were released after the 2009 Global Financial Crisis.

- Additional safeguards were introduced through Basel III norms as given below.

1. Capital Conservation Buffer :

In addition to Capital Adequacy Ratio, an additional layer of common equity - the capital
conservation buffer - was introduced.

The capital conservation buffer should be maintained at 2.5% of total risk-weighted assets. It
must be met with Common Equity Tier 1 (CET1) capital only.

Whenever the buffer falls below 2.5%, automatic constraints on capital distribution (for example,
dividends, share buybacks and discretionary bonus payments) will be imposed so that the buffer
can be replenished.

2. Countercyclical Capital Buffer:

It requires banks to build up a buffer of capital in good times which may be used to maintain flow
of credit in difficult times.

3. Leverage Ratio:

The leverage ratio measures a bank's core capital to its total assets.

It is defined in Tier-I capital as percentage of the bank's total assets.

Basel III established a 3 percent minimum requirement for the leverage ratio while it left open
the possibility of making the threshold even higher for certain systematically important financial
institutions (these are large banks, insurance companies or other financial institutions whose
collapse would trigger a financial crisis and pose a serious risk to the economy).

Tier 1 assets are ones that can be easily liquidated if a bank needs capital in the event of a
financial crisis. So, it is basically a ratio to measure a bank's financial health. The higher the tier
1 leverage ratio, the higher the likelihood of the bank withstanding negative shocks to its balance
sheet.
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4. Liquidity Coverage Ratio (LCR):

This is meant to ensure that banks have sufficient liquid assets to meet short term demands for
money  in a stress period. This is measured by the Liquidity Coverage Ratio (LCR), a ratio of the
liquid money to total assets. This should equal the banks' net outflows during a 30-day stress
period.

5. Systemically Important Banks:

Additional requirements for systemically important banks, including higher leverage ratio and
strengthened arrangements for cross-border supervision and resolution were proposed.

RBI Appoints Committee to Review the Working of Asset Reconstruction
Companies (ARCs)

- In April 2021, the Reserve Bank of India (RBI) set up a six member Committee under Sudarshan
Sen, former executive director, Reserve Bank of India (RBI)  to undertake a comprehensive
review of the working of asset reconstruction companies (ARCs) in the financial sector and
recommend suitable measures for enabling them to meet the growing requirements.

What are Asset Reconstruction Companies (ARCs)?

- Asset Reconstruction Companies (ARCs) are specialised financial institutions which buy
bad loans (Non-Performing Assets) from banks and financial institutions.

- ARCs are registered with Reserve Bank of India (RBI).

- Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest
(SARFAESI) Act, 2002 provides the legal framework for ARCs.

Benefits of ARCs:

- Banks can clean up their balance sheets by selling their NPAs to Asset Reconstruction
Companies (ARCs).

- They can sell the bad assets to the ARCs at a mutually agreed value.

- This helps banks to concentrate in normal banking activities.

- Otherwise banks have to waste their time and effort going after the defaulters and recovering
their loans.

How are the Banks Paid by ARC for Buying Bad Assets (NPAs):

- ARC will issue bonds or debentures to Banks in exchange for NPAs transferred to the ARCs.
Bond or debentures can have a maximum maturity of six years and should have a rate of
interest of at least 1.5% above the RBI's 'bank rate'.

- They also raise part of the value of NPA in the form of Security Receipts (SRs). Security
Receipts are issued to by the ARC to the Qualified Buyers (like insurance companies, foreign
investors, financial institutions, etc). The Security Receipt gives the holder will have a share
in the financial asset that is bought by the ARC. These SRs issued by ARCs are backed by
impaired assets.

- ARCs should give 15% of the value of assets in cash to the banks.
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How ARCs Handle Purchased Bad Assets?

- An ARC is set up as trust by a sponsor.

- The trust buys the bad loans from banks at a mutually agreed value.

- After buying, the ARC gets five years time to recover the money from the bad assets. It can
resort to the following measures to recover money spent on the bad assets.

a) takeover or change the management of the business of the borrower,

b) sell or lease of the business of the borrower

c) enter into settlements

d) restructure or reschedule debt.

e) enforce security interest

- enforcement of security interest' means ARCs can take possession/sell/lease the collateral
asset like land, building etc.

What are the Problems in the working of ARCs?

- Currently, there are 27 Asset Reconstruction Companies (ARCs) registered with Reserve
Bank of India (RBI).

- But their capital base is insufficient to tackle the country's nearly Rs 8 lakh crore NPAs.
Hence, they are underperforming in the present scenario of rising Non-Performing Assets
(NPAs)

- Their working is also hampered by valuation mismatch of bad assets between banks and
ARCs.

- To improve their capital base, Government raised Foreign Direct Investment (FDI) limit in
ARCs to 100%.

Additional Information:

What are Non-Performing Assets?

- An asset becomes non-performing when it ceases to generate income for the bank.

- A non-performing asset (NPA) shall be a loan or an advance on which interest and/ or
instalment of principal remain overdue for a period of more than 90 days.

Categories of NPAs:

- Banks are further required to classify non-performing assets further into the following three
categories based on the period for which the asset has remained non-performing and the
realisability of the dues:

- Sub-standard Assets

- Doubtful Assets

- Loss Assets

Sub-standard Assets

- A sub-standard asset is one which has remained NPA for a period less than or equal to 18
months.
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- In such cases, the current net worth of the borrower/ guarantor or the current market value of
the security charged is not enough to ensure recovery of the dues to the banks in full. Banks
face the possibility of some loss, if deficiencies are not corrected.

Doubtful Assets

- A doubtful asset is one which has remained NPA for a period exceeding 18 months.

- A loan classified as doubtful has all the weaknesses inherent in assets that were classified as
sub-standard, with the added characteristic that the weaknesses make collection or liquidation
in full highly improbable.

Loss Assets

- A loss asset is one where loss has been identified by the bank or internal or external auditors
or the RBI inspection but the amount has not been written off wholly. In other words, such an
asset is considered uncollectable and of such little value that its continuance as a bankable
asset is not warranted although there may be some salvage or recovery value.

Talcher Fertilizers Limited (TFL) to Produce Urea through Coal Gasification
- In April 2021, the Union Government approved to formulate an exclusive subsidy scheme for

Urea produced at Talcher Fertilizers Limited (TFL) in Orissa.

- Fertilizer plants in India use naphtha or natural gas as feedstock for urea
production.(Naphtha is an intermediate product derived during crude oil refinement.)

- For production of urea through coal gasification, coal is converted into gas under high pressure
and temperature and this gas is later converted into urea through a chemical process.

- The estimated Talcher project cost of the TFL Urea project is 13, 277 crore

Benefits of Coal Gasification:

- There are abundant coal reserves in India. The coal reserves are estimated at 307 billion
tonnes.

- Production of urea through coal gasification results in following benefits.

- Due to shortage in production, India is importing urea. Talcher Fertilizers would reduce urea
imports to the tune of 12.7 LMT per annum.  This also leads to savings in foreign exchange.

- Talcher plant will also reduce dependence on imported Natural Gas which is used as a
feedstock (raw material) for production of urea leading to reduction in natural gas import bill.

Indirect Benefits:

- The plant will lead to development of infrastructure like roads, railways water, etc. providing
major boost to economy in the eastern part of the country.

- The project will also provide new business opportunities to ancillary industries in the catchment
area of the project.

Additional Information:

Revival of Fertiliser Plants:

To make India self sufficient in urea production, Government is reviving the closed fertilizer
plants. These plants are located at the following places.
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Fertiliser Plant State

Ramagundam Telangana

Talcher Orissa

Gorakhpur Uttar Pradesh

Sindri Jharkhand

Barauni Bihar

Urea Imports:

- India imported 91.2lakh tonnes of urea in 2019-20. Import value of this urea was US $ 2302
million.

Production of Urea through Coal Gasification:

- Chemically, coal is a complex and highly variable substance that can be converted into a
variety of products.

- The gasification of coal is one method that can produce power, liquid fuels, chemicals,
and hydrogen.

- In coal gasification, coal is pulverised and dried, to enhance its conversion efficiency.

- In an air separation unit (ASU), air is separated into oxygen and nitrogen. (Air is a mixture of
different gases. It contains 78 per cent nitrogen, 21 per cent oxygen and 1 per cent other
gases like carbon dioxide, neon, and hydrogen. It also holds tiny particles called aerosols)

- The pulverised coal and oxygen of the air separation unit (ASU) are converted in a catalytic
reaction in the gasifier. This reaction produces synthetic gas (also called as syngas in
abbreviation).

- Syngas is a mixture consisting primarily of hydrogen and carbon monoxide.

- The carbon monoxide in the syngas is reacted with water to produce carbon dioxide and
hydrogen, increasing the proportion of hydrogen.

- Hydrogen is removed by a separation system and the highly concentrated carbon dioxide
stream is captured.

- Nitrogen from a separate Air Separation Unit (ASU) and hydrogen from the gas cleaner are
combined to produce ammonia.

- Ammonia and carbon dioxide are combined to produce liquid urea.

- Liquid urea is usually dried and shipped in granular form.

Stand-Up India Scheme Completes 5 Years
- The Stand-Up India Scheme which was launched to promote entrepreneurship of  Scheduled

Castes, Scheduled Tribes and Women completed 5 years in April 2021.

Details:

- The Stand-Up India Scheme was launched in April 2016 recognising the challenges faced by
the Scheduled Castes, Scheduled Tribes and Women in obtaining loans for setting up
enterprises.
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- Under the Scheme, the Government facilitates bank loans between  10 lakh and  1 Crore to
at least one Scheduled Caste (SC) or Scheduled Tribe (ST) borrower and at least one woman
borrower per bank branch for setting up a Greenfield enterprise (new enterprise).

- This enterprise may be in manufacturing, services, agri-allied activities or the trading sector.

- In case of non-individual enterprises at least 51% of the shareholding and controlling stake
should be held by either an SC/ST or Woman entrepreneur.

Role of Government in the Implementation of the Scheme:

- Beneficiaries are decided by the commercial banks.

- Beneficiary has to contribute 15 per cent of the project as his contribution (this is called
margin money) and 85 per cent of the project cost would be given as loan.

- Most of the beneficiaries do not have assets to pledge as collaterals (securities which will be
monetised in case of loan repayment default by the beneficiary).

- Hence, the Government has set up a fund called the Credit Guarantee Scheme for Stand-Up
India.

- If the loan given to a beneficiary becomes Non-Performing Asset (NPA), the Government,
through Credit Guarantee Scheme for Stand-Up India, would reimburse 80 per cent of the
default amount for loans between 10 lakhs to 50 lakhs subject to a maximum of Rs.40
lakhs.

- For defaults on loans between Rs.50 lakhs to 1 crore, the  reimbursement would be Rs.40
lakh plus 50% of amount in default on loan above Rs.50 lakh subject to overall ceiling of
Rs.65 lakh of the amount in default.

Progress under the Scheme:

- Rs. 25,586 crore has been sanctioned under Stand Up India Scheme to over 1,14,322
beneficiaries since inception of the Scheme.

Start-Up Seed Fund Scheme Launched
- In April 2021, the Union Government approved the 'Startup India Seed Fund Scheme (SISFS)'

to provide financial assistance to start-ups for proof of concept (demonstrating the feasibility
of a business idea), prototype development (building a sample product), product trials, market
entry and commercialisation.

- Rs. 945 crores will be disbursed to eligible start-ups during 2021-25 under the Startup India
Seed Fund Scheme (SISFS).

What are Start-Ups?

- Start-Ups are new enterprises set up by aspiring entrepreneurs to explore new business
opportunities.

Definition of Start-Up:

- The following criteria is adopted by the Government of India to recognise an enterprise as
Start-Up.

- An enterprise should be less than 10 years old. It should be registered in any of the following
forms: as private limited company, partnership firm, Limited Liability Partnership (LLP)
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- Its annual turnover should not exceed Rs.100 crores.

- Its work should be focussed on innovation of products or processes or services.

- Its business is scalable with a high potential of employment generation or wealth
creation.

- An enterprise ceases to be a Start-Up on completion of ten years from the date of its
incorporation/ registration or if its turnover for any previous year exceeds Rs. 100 crores.

Why Start-Ups are being encouraged?

- Entrepreneurship expands in the country.

- New business opportunities will be explored

- New employment opportunities will be created.

- Successful start-ups also contribute tax revenues to the Government in the long term.

- Societies across the globe have developed only by establishing a sound ecosystem for
encouraging entrepreneurship (Example: USA, UK, etc).

- Such strong ecosystem is also essential for India to reach US $ 5 trillion economy, the goal
set by Union Government.

What Measures Have Been Taken by the Government to Encourage Start-Ups?

1. Tax Holiday:

Startups can avail tax holiday for 3 consecutive financial years out of its first ten years since
incorporation.

2. Angel Tax Exemption:

Start-up are also exempted from Angel Tax if aggregate paid-up capital and share premium
does not exceed Rs. 25 crores.

Angel Tax is the tax levied on capital raised by the unlisted companies through issue of shares
when the shares are sold at premium i.e. higher than the Fair Market Valuation of the Start-Up.

The excess of funds raised at prices above fair value is treated as income and 30 per cent tax
is levied on such income.

Why Are the Shares in a Start-Up Sold at a Premium?

These shares are sold at premium due to the higher revenue generating potential of a Start-Up
in future.

Angel investors invest in start-ups in return of ownership, equity or convertible debt in the start-
up.

3. Fund of Funds for Start ups (FFS):

Government of India has established a Fund of Funds for Start ups (FFS) with corpus of Rs.
10,000 crores, to meet the funding needs of start ups.

Fund of Funds for Startups does not directly invest into startups but provides capital to SEBI-
registered Alternate Investment Funds (AIFs), known as daughter funds, who in turn invest
money in growing Indian startups through equity and equity-linked instruments.
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Small Industries Development Bank of India (SIDBI) is the operating agency for Fund of Funds
for Start ups (FFS). Department for Promotion of Industry and Internal Trade (DPIIT) is the
monitoring agency of the Fund.

Why Government Extends Funds through Alternate Investment Funds?

Wealthy persons and Venture capitalists can assess the business models of the Startups better.
The Government officials may not be better judges of commercial decisions. Government also
wants to avoid direct involvement in entrepreneurial decisions.

Hence, the Government is investing through Alternate Investment Funds (AIFs). The funds of
Government and venture capitalists are pooled and invested in Start ups. In a way, it is joint risk
taking.

4. Encouraging Competition among States:

Union Government annually releases Start-up Rankings under which States and Union Territories
are ranked according to their performance in encouraging Start-Ups.

These rankings foster competitiveness among States and Union Territories, and propel them to
work proactively towards uplifting the start-up ecosystem.

5. Start-Up Seed Fund:

'Startup India Seed Fund Scheme (SISFS)' has been started to provide financial assistance to
start-ups for proof of concept, prototype development, product trials, market entry and
commercialsation.

Eligibility Criteria for Startup India Seed Fund Scheme:

The eligibility criteria for a start-up to apply under the Startup India Seed Fund Scheme shall be
as follows:

a) A start-up recognised by Department for Promotion of Industry and Internal Trade (DPIIT),
Ministry of Commerce and industry and incorporated not more than 2 years ago at the time of
application

b) Startup must have a business idea to develop a product or a service with market fit, viable
commercialisation, and scope of scaling.

c) Startup should be using technology in its core product or service, or business model, or
distribution model, or methodology to solve the problem being targeted

d) Preference would be given to start-ups creating innovative solutions in sectors such as
social impact, waste management, water management, financial inclusion, education,
agriculture, food processing, biotechnology, healthcare, energy, mobility, defence, space,
railways, oil and gas, textiles, etc.

Disbursement of Seed Fund to Startups:

Seed Fund to an eligible start-up will be disbursed as follows:

a) Up to Rs. 20 Lakhs as grant for validation of Proof of Concept, or prototype development, or
product trials.

b) Up to Rs. 50 Lakhs of investment for market entry, commercialisation, or scaling up through
convertible debentures or debt or debt-linked instruments.
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India Ranked 140 among 156 Countries in the Global Gender Gap Index
Report Released by World Economic Forum (WEF)

- Iceland remained the most gender-equal country in the world according to 'Global Gender
Gap Index Report - 2021' released by the World Economic Forum (WEF) on March 31,
2021.

- India was ranked 140 among the 153 countries in the report. Its ranking slipped from 112 in
2020 to 140 in 2021 due to poor performance in political empowerment sub index criteria.
The number of women elected representatives declined when compared with 2020.

- India has closed 62.5% of its gender gap till date.

What is Gender Gap Index?

- The Global Gender Gap Index measures the percentage of gender gap (between males and
females) that has been closed and tracks progress towards closing these gaps over time.

- It benchmarks the gender-based gaps (gap between males and females) among four key
dimensions

1. Economic Participation and Opportunity,

2. Educational Attainment,

3. Health and Survival, and

4. Political Empowerment.

- Statistics from international organisations on the above indicators is combined with survey
of business executives in the award of rankings

Best Performers:

- Top 10 Countries in the Gender Gap Report are

- Iceland, Finland, Norway, New Zealand, Sweden, Namibia, Rwanda, Lithuania, Ireland and
Switzerland.

Poor Performers:

- Afghanistan was ranked at the bottom of the index at 156.

- Some other countries in the bottom of the index are Yemen (155), Iraq (154), Pakistan
(153), and Syria (152).

What are the reasons for India's Low Ranking?

India was ranked 140 among the 153 countries in the Global Gender Gap Report 2021.The
following are the reasons for India's poor performance in the index.

1. Income of women in India is only one-fifth of men.

2. Sex ratio at birth is lower due to the high incidence of gender-based sex-selective practices.

3. Domestic violence continues to be a concern. More than one in four women has faced
domestic violence in her lifetime.

4. Gender gaps persist in terms of literacy: one third of women are illiterate [34.2%] compared
to 17.6% of men.
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5. Women's labour force participation rate is low at 22.3%.

6. The share of women in professional and technical roles declined further to 29.2%. The share
of women in senior and managerial positions also remains low: only 14.6% of these positions
are held by women and there are only 8.9% firms with female top managers.

7. Political Empowerment: Women representation in Government (Ministries) is also low at
9.1% in 2021.

Bangladesh Best Performer in South Asia:

- Bangladesh is the best performer in South Asia. Afghanistan is the poor performer.

- Bangladesh has closed 71.9% of its gender gap. Afghanistan has only closed 44.4% of its
gap.

- Among India's neighbours, Bangladesh was ranked 65, Nepal 106, Pakistan 153, Afghanistan
156, Bhutan 130 and Sri Lanka 116.

What is the Utility of Gender Gap Report:

- The Gender Gap Report serves as a tool for cross-country comparison.

- Countries which are ranked poorly can frame appropriate policies to bridge the gender gap.

About World Economic Forum:

- The World Economic Forum is an international Non Governmental Organisation (NGO)
founded by Professor Klaus Schwab in 1974.

- Headquarters: Geneva, Switzerland.

- The Gender Development Report was released for the first time in 2006.

- 2021 Gender Gap Report is the 15th Report released by World Economic Forum (WEF).


