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From the President’s Desk

he year gone by – and in particular, its latter half – has turned
out be momentous for the political economy of our country.
A strong NDA government under the leadership of Prime
Minister Narendra Modi has been in saddle at the Center for by
now over seven months. Several major States, which have gone into
elections in 2014, including in Maharashtra, have also seen a change
over to predominantly BJP-led governments. There is now a much
greater degree of political stability and harmony in most parts of the
country, which is so very crucial for ushering in the process of economic resurgence.
Development and governance are the two important planks of the Central Government’s
new economic strategy. A spate of policy reforms have already been implemented and
many more are in the pipeline, including some game changing initiatives such as the
much-awaited GST to be launched in 2016. The government is also seized with the issue
of enhancing India’s global status in ease of doing business.
What is striking is the government’s resolve to push through this vital reforms process
even in the midst of several political stumbling blocks. This is evident from two very
recent ordinances – the first, to encourage FDI in the insurance sector by raising the
investment limit from 26% to 49%; and the second, for e-auction of coal blocks for
private companies for captive use and allot mines directly to States and central PSUs.
Together with recent triumphant successes in economic diplomacy of our PM, investment
sentiments have turned significantly positive, including for FDI flows. Business and
industry are also inspired by the government’s proclamation of “Make in India”.
All in all, 2015 begins with a distinctively optimistic and growth propelling economic
outlook. But, there can certainly be no cause for complacency. With a notable exception
of the USA, most major economies, the EU and Japan in particular, are in the midst
of “deflationary” conditions. Like-wise, most emerging and developing economies,
including China, Brazil, Russia, etc. are experiencing rapid economic deceleration. Of
course, the major positive feature from India’s perspective is the precipitous fall in
international crude oil and commodity prices. Nevertheless, we have to be on guard all
the time given the uncertainties of global exports, commodities and financial markets.
In the global context, the event that surely must invite our special attention is the recently
concluded Lima Conference on Climate Change – and that happens to be the core theme
of this Digest. Our expert contributors and our own research team have sought to unravel
salient features of the outcome of this conference, and also reflect on the complexities
of this subject. From India’s perspective, it is imperative to calibrate our developmental
strategy, which, while optimizing growth, limits its carbon footprints.
Near home in Maharashtra, we, in MEDC, are extremely pleased that our young and
dynamic Chief Minister is recharging the state’s development strategy with special
thrust on manufacturing, urban infrastructure, transforming Mumbai as a global financial
center, building up of 10 smart cities, economic decentralization, improving the ease of
doing business, digitization of various governmental records, monitoring and execution
of major projects, etc. All these would certainly go a long way in restoring Maharashtra’s
economic growth momentum.
But, at the same time, we strongly contend that the State Government will have to
resolve three critical challenges with utmost priority: first, improving the State’s fiscal
health on an enduring basis; second, raising the HDI ranking of our backward districts;
and third, enhancing employment opportunities and employability of the youth. Going
forward, we believe that institution like MEDC with its long tradition on working on
such socio-economic issues need to be actively engaged by the state administration in
assessing and formulating futuristic strategies on socio-economic issues.
Let me conclude my reflections on the year gone by wishing all our members, associates,
avid readers and friends a Happy and Prosperous New Year, 2015!

Cdr. Dipak Naik, President
Maharashtra Economic Development Council, Monthly Economic Digest
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Build Bridges Between People

W

e once again come to yet another December and
yet another New Year. In most places it is time
for celebrations, while for those who do not
have the physical and economic strength to withstand the Mr. Chandrashekhar Prabhu
Consulting Editor
cold, and also for those who see their near and dear ones
suffer, fall ill, and sometimes die of the cold stroke or of cold related diseases,
it is not a great time. In India we have seen suicides of farmers, railway
accidents, in Pakistan, the worst ever terrorist attack which killed 140 children
and close to the New Years Eve we get news of the aircraft going missing with
passengers and crew- all this is definitely not good news. Sometimes it makes
you wonder whether the celebrationsin isolation are worth it.
The World economy does not seem to be looking up as yet. With Japan and the
European Union not doing well, the silver lining is seen from the USA where
there are positive signs of growth. China and India may not do as well as the
performance displayed by them in the recent past. Russia is going through
hard times especially since sanctions have been imposed. Experts have been
predicting the Russian economic scenario for some time now. They feel that
even if there were no sanctions, the downtrend in Russia has been clearly the
writing on the wall. Brazil and the South American economies have not brought
too much cheer. In India too we are facing complex scenarios. On one hand
the WPI seems to have come under control-largely due to the fall in the crude
oil prices. While pegging the crude oil prices to the selling price of petrol and
diesel appears to be the policy based on sound principles, other consumers
of petroleum products do very little to transfer the benefits accrued from the
reduction in oil prices to the consumers. For instance, electricity prices have
continued to grow. For residents of the island city of Mumbai it appears to be
a double whammy. Close on the heels of prices increase in the energy sector
we also have to share the losses made by the transportation wing of the BEST
by making deposits of certain amount in advance, in order to continue getting
uninterrupted electricity. Despite, the decrease in oil prices, the railway
ticket fares have gone up, so have the bus fares. The cost of transportation of
perishable and edible items such as vegetables, fruits, or raw materials has not
yet gone down at all in some cases while in other cases the decrease has not
been substantial. If one were to consider that oil prices have come down from
100$ per barrel to about 60$ per barrel, the prices of perishable items, essential
commodities and raw material were expected to go down proportionately. This
has not happened. Even the auto rickshaws and the taxis have been demanding
hikes rather than rationalizing the fares. Despite the official statistics showing
that the WPI is going down, the average housewife has several reasons to
complain. While huge investments by financial institutions in gas based
power plants has become a cause of constant worry for the financial wizards
sitting in Mumbai and Delhi, nothing positive seems to have happened when
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it comes to restarting of the gas
based energy plants. Lenders to
projects such as Enron have already
declared that the project is likely
to be categorized as an NPA, while
the government seems to believe
that the project is still unviable. To
substitute for the lost opportunity
to generate more power, one would
naturally move towards alternative
sources. Coal is a cheaper option,
and many experts feel that the
future lies in nuclear energy. The
Japanese experience with nuclear
power plants is fresh in our minds
and the financial institutions in
Japan will not fund the construction
of nuclear power plants. Russia
may, as they face an economic crisis
and one way seen by them in their
effort to come out of it is by making
huge power plants for India. The
Prime Minister seemed too willing
to accommodate the Russians on
their offer to set up nuclear power
plants. However here too there
are political problems. While
Kudankulam project in Tamil Nadu
has been producing power, the one
in Jaitapur is facing stiff resistance
from the political opponents of
the nuclear power. While the BJP
wants to focus on more energy from
nuclear power stations, especially
since the Russian President Mr.
Vladimir Putin’s visit to New
Delhi, its partner in Maharashtra the
Shiv Sena continues to be strongly
opposed to the Jaitapur Nuclear
Power Station. The BJP believes
that its ally will ultimately blink.
The ally however has different ideas
on how the decision making process
should be handled. Each one of
these processes of decision making
is likely to affect the environment
one way or the other.
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While on one hand hours are spent
in the corridors of international
institutions by those who pollute
the least to make those who
pollute the most, understand the
need to cut emissions. However,
those who pollute the most seem
to be blissfully unaware of their
responsibility towards the rest
of the World, and thereinlay the
paradox. It is not just the need to
bridge the gap between the nations
who pollute more and those who
pollute less that is important. It is
also need to build bridges between
those who can afford to pollute and
those who cannot afford 2 square
meals per day which is of utmost
importance. Building these bridges
may appear to be a very simple
exercise if one were to look at the
issues from a distance, but extremely
difficult when it comes to having a
deep understanding of the issues
concerned and finding the correct
solutions. It is only when we learn
to build bridges between the people,
keeping aside the political concerns
of those at the helm, that problems
can be solved. When the people of
the two Germanys decided that they
will unite, the Berlin wall fell. The
governments then have a minimum
role to play.
There are also times when the
government plays an important role
in opening up the economy and
bringing about reforms. One such
move was to encourage investment
in infrastructure and real estate. It
was expected that with the climate
appearing to be favorable for
investors, a lot of FDI will come.
The developers were the first to
understand the real potential of this
opportunity. We saw some of them
create a cartel which commenced
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operations by selling apartments to
one another with a sole intention of
hiking the real estate selling prices.
Since there was a stagnation in
the market as the real and genuine
buyers had turned their backs on the
market since the artificial price hike
was too steep, the only way to seek
unreasonable gains is by indulging
in this type of insider trading. This
was to ensure that when FDI comes,
the real estate prices would appear to
be at a all time high, and the foreign
investor would be lured into an
equity participation exercise where
the developers would laugh their
way to the banks and the investors
would obviously bleed since the
risks had been offloaded only on
them. This happened when FDI was
first permitted in real estate in 2005.
Most real estate funds bled, and the
investors lost money. An ‘encore’ is
being planned now. One sincerely
hopes and wishes that someone
in the government is listening and
makes an effort to understand the
ground realities. It is only when this
happens that we shall have genuine
investors coming. Unless the
investment is for genuine purposes
by genuine people, the India story
will remain incomplete. We want
the India story to be a resounding
success. In the success story of India
lies the success of the economy and
the people at large.
May we take this opportunity to
wish our readers a Very Happy and
Prosperous New Year.
chandrashekharp@hotmail.com
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COP-OUT

Mr. Chandra Bhusan

Hopes were pinned on the latest UN climate summit at Lima. It
was supposed to prepare the ground for a new climate deal that will
replace the existing Kyoto Protocol at Paris in 2015. But the Lima
talks pave the way for an inconsequential Paris treaty, which will make
it nearly impossible to restrict global temperature rise to below 2C.

I

n the early hours of December
13, as I was leaving San Borja
in Lima, the venue of the 20th
Conference of the Parties (COP)
of the UN Framework Convention
on Climate Change (UNFCCC),
the negotiators from 195 countries
had just been handed over a
draft text from the co-chairs for
consideration. Twenty-four hours
later, by the time my flight landed
in Amsterdam, the deal was done
and the final text was out. The
text, titled Lima Call to Climate
Action, this time was from the
president of the COP.
In the last 24 hours of the Lima
talks, co-chairs were sidelined,
their draft decision was rejected,
and the COP president Manuel
Pulgar-Vidal, who is also Peru’s
environment minister, was asked
by the Parties to prepare a new
text, taking into consideration
the views of different groups of
countries. Ultimately, the Parties
accepted the text proposed by the
president.
In between the presentation of the
two texts—one by the co-chairs and
the other by the COP president—
both developed and developing
countries made compromises.
They always do. But the question

An analysis by CHANDRA BHUSHAN
is who benefited and who lost
from these compromises? Will
these compromises help achieve
an effective climate deal in Paris
in 2015?
For the sake of clarity, Lima Call
to Climate Action does not promise
any new commitment from the
Parties either on emissions cuts or
on finance and technology transfer.
It is nothing more than a template
for the Parties to continue their
negotiations at Paris, where a new
global deal on climate change is to
be signed to replace the existing
Kyoto Protocol from 2020.
Dissension Galore
From day one of the Lima
talks, the fight was on Intended
Nationally
Determined
Contributions (INDCs)-climate
action plans that countries have
agreed to submit
before the
Paris meeting. Lima COP was to
finalise the kind of information
that Parties should submit on
INDCs so that their contributions
could be compared and evaluated.
The fight was on what all will go
into the information and how the
information would be used. (See
‘The Lima diary’ on p30.)
Developed countries insisted that
INDCs were only about emissions
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cuts, or mitigation. Developing
countries, on the other hand,
wanted INDCs to include actions
they would take in adapting to
the changing climate as well as
finance and technology support
they would need from developed
countries to undertake mitigation
and
adaptation.
Developing
countries also wanted the Lima
text to reflect their desire to have
strong commitments on “loss and
damage” in Paris.
At the 19th Climate Conference
in Warsaw in 2013, Parties had
agreed to establish an international
mechanism for “loss and damage”
to help vulnerable developing
countries cope with impacts of
climate change, such as extreme
weather events. However, as per the
Warsaw decisions, the discussion
is scheduled to take place in 2016,
a year after the Paris agreement.
Developing countries, mainly the
least developed and small island
nations, however, want stronger
commitments, especially financial,
in Paris for loss and damage. They
did not want this decision to be left
for 2016 and, therefore, wanted
the Lima text to reflect this.
This fight over what would go
into INDCs took an ugly turn and
almost derailed the talks in Lima.
January 2015
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Developing countries accused the
co-chairs—Artur Runge-Metzger
from Germany and Kishan
Kumarsingh from Trinidad and
Tobago—of partisanship and
doing the bidding of the developed
countries, especially the members
of the European Union.
There were other issues in INDCs
as well. The vexing issue was
related to the ex-ante review of
INDCs. The EU had proposed
that well before the Paris COP,
countries should submit their
INDCs, which should be formally
reviewed for equity and ambition.
It also wanted a review of how all
INDCs add up to meet the goal of
limiting global warming to less
than 2oC.
In the beginning of the second week
itself, India made it clear that it did
not want any review of INDCs as it
feared that such a review would be
an unnecessary intrusion into its
“national sovereignty”. In simple
terms, India considers INDCs as
domestic pledges and does not
want anyone to say whether its
pledges are equitable or ambitious
or not. India was supported by
the Like Minded Developing
Countries (LMDC)—a group that
includes developing countries as
varied as Bolivia, Saudi Arabia
and China.
The US also desired such a
position. So none of the big
polluters, except the EU, had any
interest in the ex-ante review of
INDCs.
Result : A Compromised Deal
To partly meet the demand of
developing countries, the Lima
6
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text includes adaptation and
loss and damage. For instance,
it affirms (not decides) that the
Parties will strengthen adaptation
action under the Paris agreement
in 2015.
The text also recalls and welcomes
the progress made in Lima on
Warsaw International Mechanism
for Loss and Damage, but makes
no other commitments.
Major compromises were, however,
made on INDCs.
yy  I NDCs remain primarily about
mitigation but countries have
the option to include adaptation
component. The final text
does not mention finance or
technology transfer in relation
to INDCs.
yy  There has been a major dilution
of the provision of information
that Parties will submit on
INDCs. In the text proposed by
the co-chairs, it was a decision
paragraph. It stated that the
Parties shall provide a certain
set of information on their
INDCs that will allow clarity,
transparency and understanding
as well justify how their INDCs
are fair and ambitious in light
of their national circumstances.
In final text, however, it
has been converted into an
agreement paragraph. That is,
Parties, instead of deciding,
will now only agree on what
information to submit. The list
of information to be submitted,
though remains the same as
the text of the co-chairs, has
been made optional. Instead
of “shall” it has become “may
include”. This gives option to

Parties to submit information
of INDCs as they think
appropriate. For instance, some
may think it is inappropriate to
justify their INDCs for fairness
or ambition, while the others
may not.
y y  P arties can now communicate
their INDCs by October 1,
2015. Earlier there was a
proposal for Parties to submit
their contributions latest by
May/June 2015 so that it could
be analysed and reviewed by
all.
y y  T here is no ex-ante review
of INDCs; not even a nonintrusive
and
facilitative
dialogue, as proposed by
the co-chairs, for clarity,
transparency and understanding
of the contributions of different
Parties.
y y  H owever, all the INDCs will
be published on UNFCCC
website and a synthesis report
will be prepared by November
1, 2015, on the aggregate effect
of INDCs communicated by all
Parties.
Obligations of rich countries
diluted
The text produced by the cochairs did not mention Common
but Differentiated Responsibilities
(CBDR), which puts the obligation
to reduce current emissions
on developed countries on the
basis that they are historically
responsible for the current levels
of greenhouse gases. The final text
contains an explicit commitment
for an ambitious agreement in
2015 that reflects the principle of
CBDR but weakens it by adding
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“in light of different national
circumstances”. Todd Stern, lead
US climate negotiator, has gone
on record to say that he and Xie
Zhenhua, Chinese chief negotiator,
had thrashed out this deal on CBDR
on the last night in Peru. They
took the line—CBDR, in light of
different national circumstances—
from the recent US-China climate
pact and inserted it into the final
Lima text.
Countries like India have claimed
satisfaction over the inclusion of
CBDR in the final text. But its
linking with national circumstances
will have far reaching implications
for developing countries. For one,
they will not be able to demand
strong emissions cuts from
developed countries nor demand
finance and technology support
from them. The inability of the
US Senate to pass an ambitious
climate deal can now be justified
as “national circumstances”. The
EU can use recession as an excuse
when its commitment on finance
or technology transfer will come
up for negotiation.
Developed countries managed to
evade a stronger decision on the
issue of increasing their emissions
cut ambition from now till 2020,
both in the texts of co-chairs and
COP president. They avoided
any decision on providing means
of implementation, including
technology, finance and capacity
building support for developing
countries so that they too could
increase their mitigation ambitions
from now till 2020.
So, now it is up to Paris to decide
whether the world will do more

to cut emissions between 2016
and 2020, or remain content with
the highly inadequate pledges of
developed countries. One must
keep in mind that developed
countries made no commitment on
finance and technology transfer
for the post-2020 period either.
Who won, who lost
It is clear that developing
countries got some choice words,
but no money or technology from
the developed countries. The big
polluters among the developing
countries managed to avoid any
serious commitment to reduce
emissions by diluting the INDCs.
Developed countries, however,
gained substantially. They made no
commitments to reduce emissions
in the pre-2020 period more than
what they have already committed
(and they have committed very
little), nor did they promise
money and technology to help
developing countries to increase
their mitigation commitments
during the period. With weak
provisions on
INDCs, they managed to avoid
mitigation as well as financial
commitments for the post-2020
period.
It is important to understand that
one of the success criteria for the
Lima COP was how much money
developed countries would put on
the table for the Green Climate
Fund—a fund set up to support
mitigation and adaptation in
developing countries.
By the time the marathon talks
finished in Lima, developed
countries had pledged only $10

Maharashtra Economic Development Council, Monthly Economic Digest

billion as climate finance for
developing countries for the next
four years. The ridiculousness of
the number can be gauged from
the fact that if $2 were levied
as a tax on every international
flight ticket, it would generate
$2.5 billion a year. The biggest
win for developed countries was
that they managed to dilute and
compromise the principle of
CBDR, the cornerstone of climate
negotiation. But in this win, the
planet has lost big time.
A Bumpy Road To Paris
Christiana Figueres, Executive
Secretary of UNFCCC, described
the new definition of CBDR as
an “important breakthrough”.
“It’s very clear that from now
on when you speak about the
responsibility and capacity of
countries to address climate
change there will be a third point,
national circumstances, that need
to be included.” This statement
of Figueres is the most important
outcome of the Lima COP.
Developed countries managed to
dilute the differentiation between
them and the developing countries
further by linking CBDR with
national
circumstances,
and
thereby
reinterpreting
the
Convention. Under UNFCCC,
actions that countries would take
on addressing climate change
are based on equity and CBDR.
They, in turn, are based on the
responsibility of a country in
causing climate change and
its capability in solving it. By
bringing national circumstances
in the equation, developed
countries have put themselves
January 2015
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at the same level as developing
countries. Developing countries
had so far used “national
circumstances”—such as poverty
reduction and achieving certain
level of development—not to
take absolute emissions reduction
targets. Developed countries can
now use similar arguments—high
level of mitigation costs, recession
and low growth rate—to justify
their inaction. Now, no country
will take ambitious action and
the world collectively will fail to
meet the climate goals.
Similarly, INDCs have been so
compromised in Lima that an
effective deal in Paris is now
nearly impossible.
Under the Lima formulation,
every country will now decide
what it wants to do to reduce
its emissions and adapt to
climate change impacts. As
their actions will now reflect
“national circumstances”, they
will not compulsorily be asked
to explain how their efforts are
fair and ambitious; if they want
they can explain on their own
volition. They will also not face
any rigorous assessment process
ahead of the Paris summit. No
questions asked, none answered
is the final decision from Lima.
But this final decision has left the
world with a fait accompli. Just
before the Paris COP, when it
would become clear to everyone
that the INDCs of countries are a
big let down and are not adding
up, there would be nothing that
the Parties could do to rectify the
situation in Paris as there will be
neither time nor any process to
8
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jack up the ambition of countries.
Paris will become a lame duck
COP.
Implications for India
India, which played a key role
in dilution of INDCs and went
along with China and the US in
reinterpreting CBDR, has lost big
time. The reinterpretation of the
principle of CBDR means that the
burden of tackling climate change
will decisively shift to developing
countries like India, making their
efforts towards poverty reduction
and sustainable development
difficult and expensive. The weak
INDCs, with no promise of finance
or technology from developed
countries, means that India should
now be ready for a much weaker
climate agreement, which will
augur ill for the country in many
ways.

carbon space, leaving nothing
for most developing countries,
including India. A weak climate
deal in Paris means that in 2030,
the US and China will have per
capita emissions of 12 tonnes—
four times more than that of India.
After 2030, countries like India
will be asked to go to an emergency
emission reduction plan which
will be highly detrimental to the
economic development of the
nation.

COP20 has further widened
the trust gap between the
developed and developing
countries.
The
Lima
agreement only postpones
the inevitable: big fight
next year in the run up
to the Paris meeting and
eventually a weak Paris
deal risking the lives and
Firstly, the world will continue
on its trajectory of 4oC warming livelihood of billions of
leading to increase in extreme poor people across the
weather events like extreme world. 
rainfalls as India witnessed in
Uttrarakhand, Jammu and Kashmir
and Meghalaya in the past two
years. Monsoon will become
more unpredictable, affecting
agriculture and livelihoods of more
than half of the Indian population,
especially marginal farmers (see
‘Mapping climate change in India’
on p35). The worsening climate
will create new poverty traps and
make poverty eradication more
difficult. In fact, India will start
losing developmental gains due to
climate change.
Secondly, by 2030, big polluters
in the world would have
appropriated most of the available

chandra@cseindia.org
The author is the Deputy Director
General in The Centre for Science and
Environment (CSE), New Delhi

Erratum
On page no.11 (December, 2014
of our Monthly Economic Digest)
had the professional title of Mr.
Prasad Shetty as through an
oversight wrongly printed.
Mr. Prasad Shetty, is the Executive
Member,

CRIT

&

Programme

Coordinator, SEA
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Mr. Sunil Bhandare

“Fundamentally, India’s mediumterm growth prospects are promising,
and trend rate of growth of about
7-8 percent should be within reach
(Rodrik and Subramanian, 2004).
With basic public good provision
and investment tapping into cheap
labour, India can easily get closer
to its growth frontier laying a strong
foundation for the long-run……..
…And,
barring
exceptional
developments such as the ongoing
turmoil in Russia, the external
environment in terms of oil and
agricultural commodity prices, is
not likely to turn adverse. Rather,
India faces challenges that are
mostly domestic. The most important
amongst them relates to the
experience of the last few years that
led to over-exuberant investment,
especially in the infrastructure
and in the form of public private
partnerships (PPPs)”.
Mid-Year Economic Analysis
[MEA], MOF, Dec 19, 2014
MEA – Key Highlights
The recently released MEA is,
indeed, qualitatively and analytically
quite distinctive. It reflects on
several undercurrents of key macroeconomic performance parameters
by using some perceptive conceptual
frame-work. Thus, it has introduced
quite a few new analytical tools
while making assessment of the
economic outlook, for example,
[a] a macroeconomic vulnerability
index
[MVI]
comprising
of
arithmetic aggregate of inflation

Reflections on Mid-Year
Economic Analysis
rate, CAD and fiscal deficit; [b]
estimation of revenue buoyancy
optimism; [c] overall monetary
conditions index [MCI] combining
interest rates and exchange rates to
asses the monetary policy stance. It
is also very forthright in its policy
prescriptions, albeit many of these
are already been spelt out by various
keen observers as well as by critics
of the NDA government’s current
pace of economic reforms.
What stands out is that MEA is fairly
optimistic about medium to longterm growth outlook for Indian
economy, but is cautious about
her likely short-term economic
performance. This is broadly
in conformity with what several
institutions like RBI as well as
business and industry, keen market
observes and economic experts have
been proclaiming for quite some
time. Doubtless, there is now a
striking comfort of political stability
and restoration of confidence about
the direction and pace of economic
reforms. However, ground level
realities on actual implementation
of policies and projects are still
lacking in substance.
• Short-term growth outlook:
MEA estimates real GDP growth
around 5.5% in 2014-15. While
observing that investment is yet
to pick up significantly, it points
out series of “major” reforms
undertaken by the government
to spur investment sentiments,
which include [a] deregulation
of diesel prices; [b] raising of
gas prices; [c] replacement of
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cooking gas subsidy by direct
transfers; [d] increasing FDI cap
in defence; [e] reforming of coal
sector via auctions and greater
private sector entry; [f] financial
inclusion – Jan Dhan Yojana;
[g] expanding the coverage of
Aadhaar program; [h] expediting
environmental clearances; etc.
Several major game-changing
policies are held hostage of acute
political confrontations [witness;
the latest Rajyasabha session].
• Inflation outlook : MEA has
sought to evaluate four key factors
likely to impact inflationary
trends, namely, [a] oil prices; [b]
economic activity; [c] agricultural
inflation; and [d] wage pressures,
especially the rural wage growth.
Each of these factors is found
to be either favorable or will
remain muted. Based on which,
and after taking into account the
assessments of three prominent
market participants, it projects
inflation to be range bound –
between 5.1% and 5.8% – for
each of the next five quarters
[starting with Dec 2014]. We
believe that such softening of
inflation rate would come within
the RBI’s comfort zone and
facilitate reduction in key policy
rates/ market interest rates in the
coming year.
The graph below shows how in
terms of the WPI, the repo rate has
been consistently in the positive
terrain since Nov 2013 and with the
CPI since Aug 2014!
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sharp fall in international crude oil
prices manifesting in [a] reduced
petroleum products subsidies; [b]
additional excise duty mobilization
on petroleum products; and [c]
large cutbacks in plan expenditure.
The MEA has also sought to
pre-empt the likely critics of
NDA govt.’s fiscal management
by pointing out that “the fiscal
performance this year should take
account of the legacy costs and
the ambitious targets that were
inherited”.
• Monetary policy stance: While
generally being supportive of the
RBI’s monetary policy stance,
the MEA seems to suggest that
“given the RBI’s own profile of
projected inflation which includes
meeting its January 2016 target of
6 percent, current policies appear
historically
tight.
Assuming
unchanged policy, real interest rates
will reach levels last seen nearly a
decade ago. But at that time (in the
early to mid-2000s), the economy
was over-heating, reflected in rapid
growth and a surge in asset prices.
Moreover, if inflationary pressures
continue to moderate …..and the
RBI substantially over-shoots its
own inflation target, the stance of
policy would be tighter still’.
Thus, MEA is making a case for
immediate softening of key policy
rates by the RBI. Perhaps, the
Ministry of Finance is progressively
becoming restless that the economy
has so far not been responding
strongly in terms of growth
recovery and therefore, the trigger
may lie with monetary authorities.
But the slow pace of growth and
investment recovery is certainly
not due to prevailing high interest
rates per se. Problems are mostly in
the domain of structural rigidities,
and have to be resolved though
faster pace of reforms, removal
10
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of stranglehold of regulations on
land acquisition, environmental
clearances, etc. and improvement
in the ease of doing business.
• Fiscal challenges: MEAis extremely
critical of the assumptions that
governed FY 2014-15 budgetary
and fiscal deficit arithmetic. It
points four crucial pitfalls: [a] the
tax base was weaker than expected;
[b] the revenue projections were
optimistic; [c] the legacy of carriedover expenditure; and [d] the deficit
target represented strongly proccyclical fiscal policy consolidation
when growth was below potential.
Practically all of these factors were
well-known, but both the UPA II
and the NDA government were
somehow pretentious about their
commitment to fiscal consolidation
and keeping fiscal deficit to GDP
ratio at 4.1% in FY 2014-15 as
against 4.6% in the previous year.
With the help of statistical
technique, the MEA shows how
the budget has over-projected
tax revenues by a huge margin
of as much as Rs.1050 billion,
representing 0.84% of projected
GDP for 2014-15 or by 5.8% of
budgeted total expenditure of the
Central Govt. Obviously, there
would be large revenue shortfalls,
which would be largely made good
through fortuitous gains from

All in all, fiscal scenario continues
to be worrisome, and acts as one of
the deterrents to much sought-after
RBI’s shift towards softer monetary
policy stance.
• External sector outlook : MEA
projects that current account deficit
[CAD] to GDP ratio to remain
close to 2% in FY 2014-15 given
higher gold imports, consequent
upon recent liberalization. But
it expects full positive impact
of fall in crude oil prices could
reduce CAD to 1.5% on an annual
basis. It expresses concerns
about muted export growth and
rising non-oil, non-gold imports.
Appreciation of real effective
exchange rate by 10% since Sept
2013 is contributing to India’s
deteriorating competitiveness.
• Medium-term growth outlook:
MEA, as mentioned right upfront,
is optimistic about medium-term
growth prospects – 7% to 8% real
GDP growth. But it recognizes
a number of challenges, most
of which are in the domain of
domestic economic management. It
refers to stalled projects to the tune
of Rs.18000 billion (about 13% of
GDP), of which an estimated 60%
are in infrastructure. In this context,
it refers to challenges confronting
the corporate sector, especially its
low and declining profitability ….
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“… more than one-third firms
have an interest coverage ratio of
less than one (borrowing is used
to cover interest payments). Overindebtedness in the corporate
sector with median debt-equity
ratios at 70 percent is amongst the
highest in the world. The ripples
from the corporate sector have
extended to the banking sector
where restructured assets are
estimated at about 11-12 percent
of total assets. Displaying risk
aversion, the banking sector is
increasingly unable and unwilling
to lend to the real sector. … India
has been afflicted by what might
be characterized as the “balance
sheet syndrome with Indian
characteristics.”

A Way Forward
MEA offers a series of well-meaning
policy prescriptions, most of which
have been spelt out from time to time
by various official spokespersons of
the government as well as in several
expert committee reports. These
include: [a] expeditious clearances
of stalled projects; [b] speedier
environmental clearances; and [c]
reforming of land and labor laws.
It also refers to the oft-proclaimed ongoing reforms agenda, which, among
other things, include liberalization of
FDI in insurance; and game-changing
reforms of GST and direct transfers
for rationalization of subsidies. MEA
also contains proposals for improving
the federal system with Center playing
major role in facilitating reforms by
the States.
It makes a strong case for pragmatic
reform of Land Acquisition Law
and makes proposals that can
be implemented without Central
legislation
through
rules
or
notifications. For example, [a] the
scope of Fourth Schedule to the Act
can be expanded by adding new Acts,
which allows continuation of their

own procedures for land acquisition;
[b] prescribing high limit for private
purchases; [c] allowing States to
modify certain provisions of the Act,
etc.
But it’s most significant – and to
some extent a contrarian – policy
proposal relates to “… reviving
public investment as one of the key
engines of growth going forward,
not to replace private investment but
to revive and complement it. The case
for public investment going forward
is threefold. First, there may well be
projects for example roads, public
irrigation, and basic connectivity--that
the private sector might be hesitant to
embrace. Second, the lesson from the
PPP experience is that given India’s
weak institutions there are serious
costs to requiring the private sector
taking on project implementation
risks: delays in land acquisition
and environmental clearances, and
variability of input supplies (all of
which have led to stalled projects) are
more effectively handled by the public
sector. Third, the pressing constraint
on manufacturing is infrastructure.
Power supply and connectivity
are key inputs that determine the
competitiveness of manufacturing”.
In substance, this is a forthright
admission that efforts of the last over a
decade to promote private investment
in
infrastructure
development,
including under the PPP format, have
been a failure. But the real question is
how much of such failures also need
to be attributed to inadequacies of
policies and regulatory institutions.
The authors of MEA are perhaps
building up a case for creating
fiscal space – by soft-pedaling on
existing stricter norms of fiscal
consolidation.
This is also evident from couple of
its observations in the early part of
their review. Thus, while referring to
macro-economic vulnerability index
[MVI] that “6% fiscal deficit [as a
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ratio of GDP] is perhaps safer macroeconomic territory” [hopefully, this is
of Center and States together]. Also,
witness its statement:
“It is worth emphasizing that India
has a fiscal flow problem but not
a stock problem because the ratio
of Government debt to GDP has
declined substantially over the last
decade due to a combination of high
growth and high inflation. Going
forward debt dynamics will continue
to work in India’s favour as long as
growth remains around 6 percent and
the primary deficit remains in the
current range of 1 percent of GDP.
A case not just for counter-cyclical
but counter-structural fiscal policy,
motivated by reviving medium-term
investment and growth, may need to
be actively considered”.
This surely is an interesting
policy perspective. However, it is
imperative to evaluate the downside
risks. The governments have always
found enormous comfort in such
soft options – a sure motivation for
indulging in fiscal profligacy. The
extra fiscal space generated through
higher fiscal deficit would hardly be
used for promoting efficient public
investment in infrastructure, but on
designing and actual spending on
various populists programs. MEA
document is a comprehensive preview
of the shape of things to come in the
ultimate Economic Survey of 201415, which would be published prior to
the budget for FY 2015-16. Hence, it
has quite a significance of what policy
options are currently being assessed
by economic policy makers – the
bureaucracy and various economic
Ministries.
sunil.bhandare@gmail.com
\The author is Chief Economist in
MEDC
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Impediments to a Better Climate Agreement

O

ver the last quarter of a
century, economic growth,
new technologies, and global
patterns of production and trade
have transformed our economies and
societies. Economic growth has aimed
to reduce unemployment and poverty
through increased consumption and
improved public services. We now have
the technological, financial and human
resources to raise living standards across
the world. However, urbanization,
rising consumption and population
growth have put immense pressure
on natural resources – land and water
resources, forests cover, minerals, fossil
fuel and so on. Consequently, there are
serious challenges to food security and
livelihoods. Also, there are growing
risks of flood and drought in many
places and altering hydrological systems
and seasonal weather patterns.
Although cities are crucial to
economic growth, we are in a period
of unprecedented expansion of energy
demand. Urban areas are home to half the
world’s population and generate around
80% of global economic output, as also
around 70% of global energy use and
energy-related Greenhouse Gas (GHG)
emissions. The stakes for growth, quality
of life and carbon emissions could not
be higher. The structures we build now,
including roads and buildings, could
last for a century or more, setting the
trajectory for greenhouse gas emissions
at a critical time for reining these in.
The global atmosphere traps an
increasing amount of heat due to the
increased concentration of CO2, and thus,
higher temperatures result globally. This
change in atmospheric temperature is of
concern since even an increase of a few
degrees would lead to severe regional
effects, such as prolonged droughts,
crop failure, change in cropping pattern,
vegetative production with increased
12
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desertification, polar ice might partially
melt, resulting in ocean flooding and
submergence of major portions of
low lying islands and coastal areas.
Problems like global warming, climate
change, emergence of natural hazards
like flooding and change in sea levels,
are on their headway, and for all these,
the increasing concentration of carbon
dioxide is held responsible. Without
urgent action, global warming could
exceed 4° C by the end of the century,

- MEDC Research Team

with extreme and
irreversible impacts.

environmentally

Dimensions of the Problem
The following three charts eloquently
bring out complexities of CO2
emissions in the global context:
A.Rising CO2 emissions from 1900 to
2008
B. Sources of global GHGs
C. Countries responsible for global CO2
emissions

Chart A : Global Carbon Dioxide (CO2) emissions from fossil-fuels 1900-2008

Source of data: Boden, T.A., G. Marland, and R.J. Andres (2010). Global, Regional, and
National Fossil-Fuel CO2 Emissions. Carbon Dioxide Information Analysis Center, Oak Ridge
National Laboratory, U.S. Department of Energy, Oak Ridge, Tenn., U.S.A. doi 10.3334/
CDIAC/00001_V2010

Chart B : Global Greenhouse Gas
Emissions by Source

Source: IPCC (2007);
based on global
emissions from 2004. Details about the sources
included in theseestimates can be found in the
Contribution of Working Group I to the Fourth
Assessment Report of the Intergovernmental
Panel on Climate Change

Chart C : 2008 Global CO2 Emissions
from Fossil Fuel Combustion and
some Industrial Processes (million
metric tons of CO2)

Source: National CO2 Emissions from FossilFuel Burning, Cement Manufacture, and Gas
Flaring: 1751-2008
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Economic Growth & Efficiency
in Resource Use
The organisation for Economic Cooperation and Development (OECD)
has projected that if current trends
continue, as the global population
grows from 7 billion in 2010 to more
than 9 billion in 2050, per capita
consumption will more than triple,
from about US$6,600 to US$19,700
per year, and global GDP will nearly
quadruple, requiring 80% more energy.
Sustaining growth at that scale will
only be possible with radically new
business models, products and means
of production.
Many developing nations are party to the
United Nations Framework Convention
on Climate Change (UNFCCC) and
participate in international efforts
to find a coordinated, equitable and
effective set of actions to combat
the threat of climate change. Still,
their country’s policies insist more
on the use of coal as its major fossil
fuel for power generation. As per
a report by international journal,
Energy Conversion and Management,
“the average net efficiency for power
generation in many developing
countries is approximately 26%, which
means 74% of the thermal energy
produced is lost in the production and
distribution of the electric power. The
climate change and energy policy in
these countries has so far shown mild
concern for the environmental effects
of energy production, conversion,
transportation and use.
Transitioning from a high-carbon to
a low-carbon economy will require
significant investment. Businesses,
land owners, farmers and households
will need to invest to improve
efficiency; energy producers will need
to switch to low-carbon generation.
Further, governments will need to
expand and enhance infrastructure
productivity, and also seek to influence

the direction of private finance through
regulation, incentives, co-investment,
risk-sharing instruments and other
policy measures.
Clean coal technologies and renewable
energy usage can be adopted as
methods of best approach to discuss
climate change. These can be broadly
classified as:
a) Energy conservation and
improvements in energy efficiency
b) Use of low carbon fuels like
natural gas and hydropower
c) Promote afforestation
Much of the needed investment in
low-carbon infrastructure can be
handled through existing structures
and mechanisms, with the help of
effective policy, regulation and market
signals. But for some investments –
most notably a low-carbon transition
in the power sector – creating efficient
finance structures and attracting finance
is more challenging and may require
dedicated policy. Increasing generation
efficiency is a major component of a
broad-based energy efficiency program
as a carbon dioxide reduction option.
If power stations work at design
efficiency, the increase in aggregate
power output will be more than 15%,
indicating a 12% decrease in CO2
emission per kWh of energy generated.
Further, distribution improvements can
be done by upgrading transmission and
distribution to improve the delivery of
electricity from power stations to the
end user. Also, fuel switching from coal
to other fuels of less carbon intensity
decreases CO2 emissions per unit of
energy consumed such as by as much
as 43% when switching from coal to
natural gas”.
Need for Funding
The UNFCCC is an international
environmental treaty (currently the
only international climate policy venue
with broad legitimacy, due in part to
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its virtually universal membership)
negotiated at the United Nations
Conference on Environment and
Development (UNCED), informally
known as the Earth Summit, held in
Rio de Janeiro in June, 1992. Today,
it has near universal membership with
196 participating countries, and is
the parent treaty of the 1997 Kyoto
Protocol. The Kyoto Protocol has
been ratified by 192 of the UNFCCC
Parties. The ultimate objective of both
treaties is to stabilize greenhouse gas
concentrations in the atmosphere at
a level that will prevent dangerous
human interference with the climate
system.
The Kyoto Protocol is based on the
principle of common but differentiated
responsibilities.
The
principle
of ‘common but differentiated
responsibility’ evolved from the notion
of the ‘common heritage of mankind’
and is a manifestation of general
principles of equity in international
law. The principle recognizes historical
differences in the contributions of
developed and developing countries
to global environmental problems, and
differences in their respective economic
and technical capacity to tackle these
problems. A particularly important
aspect of the principle is international
assistance, including financial aid and
technology transfer. As developed
countries have played the greatest role
in creating most global environmental
problems, and have superior ability to
address them, they are expected to take
the lead on environmental problems. In
addition to moving toward sustainable
development on their own, developed
countries are expected to provide
financial, technological, and other
assistance to help developing countries
fulfill their sustainable development
responsibilities.
The Green Climate Fund (GCF) was
established at the Copenhagen climate
January 2015
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summit in 2009. But it has been
struggling for funds. World leaders
have promised to eventually contribute
$100 billion a year to the GCF by 2020.
The GCF is politically important. It is
the most high profile mechanism that
allows developed countries to transfer
funds to more vulnerable states. Many
of the nations set to receive funds from
the GCF have said they can’t commit
to cutting emissions unless developed
economies honour their promise to
contribute to the fund.
As explained by Mat Hope in The
Carbon Brief Analysis Blog, some
governments, like the UK’s and
Germany’s, have large budgets for
international climate finance, so they
can potentially pledge large amounts
safe in the knowledge the funds
are available. In contrast, President
Obama will have to secure the funds
from Congress. So he can only pledge
an amount he’s confident the US’s
generally obstructive legislature will
agree to give.
The Adaptation Fund is a fund
established by parties to the UNFCCC
to finance concrete adaptation projects
and programmes in developing
countries that are parties to the Kyoto
Protocol. The objective of setting
up the fund is to finance adaptation
projects and programmes in developing
countries under the Kyoto Protocol
mechanisms. The primary focus of the
fund is to finance adaptation initiatives
in the following areas: fragile
ecosystems; health; infrastructure
development; integrated coastal zone
management;
land
management;
sustainable agriculture; and water
resources management. Early warning
systems for the monitoring of diseases
and vectors affected by climate change
are also eligible to receive funding.
Priority is given to projects that focus
on capacity-building and institutional
capacity.
14
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Even if global greenhouse gas
emissions are cut to the level required
to keep global temperature rise below
2°C this century, the cost of adapting
to climate change in developing
countries is likely to reach two to three
times the previous estimates of $70100 billion per year by 2050, according
to a new United Nations Environment
Programme (UNEP) report. The report
finds that, despite adaptation funding
by public sources reaching $23-26
billion in 2012-2013, there will be
a significant funding gap after 2020
unless new and additional finance for
adaptation is made available.

bringing national circumstances in
the equation, developed countries
have put themselves at the same level
as developing countries. Developing
countries had so far used “national
circumstances”—such as poverty
reduction and achieving certain level
of development—not to take absolute
emissions reduction targets. Developed
countries can now use similar
arguments—high level of mitigation
costs, recession and low growth
rate—to justify their inaction. Now, no
country will take ambitious action and
the world collectively will fail to meet
the climate goals”.

Future Irresolute
Negotiations at the recently held Lima
Conference aim to advance the outline
text of an agreement on climate change,
to be finalised in Paris by the end 2015.
Countries across the globe committed
to create a new international climate
agreement by the conclusion of this
Paris Climate Summit. In an attempt
to accommodate all Parties’ priorities
and to create a way forward for the
development of a broadly supported
international agreement in Paris in
2015, the final COP20 text is a relatively
vaguely constructed compromise.
The language in the Lima Call for
Climate Action leaves much room for
countries to set their own priorities
when developing and communicating
their Intended Nationally Determined
Contributions (INDCs).
INDCs will form the foundation for
climate action post 2020 when the new
agreement is set to come into effect. In
their INDCs, countries will propose the
steps they will take to reduce emissions.
They might also address other issues,
such as how they will adapt to climate
change impacts, and what support they
need from—or will provide to—other
countries to address climate change.
As mentioned by Mr. Chandra Bhushan
in a separate article in this Digest “by

Conclusion
The Lima text deviates from the
global objective of holding global
temperature increase limits below 1.5°
C or 2° C compared to pre-industrial
levels, and reinforces that there is still
a significant emissions gap towards
this goal. Developed countries should
consider it their moral responsibility
to reduce GHG emissions, as well
as help developing and vulnerable
countries meet their adaption needs,
for a better climate. At the same
time, it is of utmost importance that
developing countries adhere to energy
efficiency targets in order to bring
about sustainable development. Lowcarbon and climate-resilient growth
is possible. What is needed is strong
political leadership and credible,
consistent policies. Good policies that
support investment and innovation can
reduce poverty and hunger; make fastgrowing cities economically vibrant
and socially inclusive, while also
restoring and protecting the world’s
natural environments.
- Dhara H. Tolia
dhara.tolia@gmail.com
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A Developing Countries’ Perspective on Lima Conference

T

he current cycle of global
warming is changing the
rhythms of climate that all living
things have come to rely upon. It took
over 40 years for the United Nations,
starting with the UN Conference on
Environment in Stockholm in 1972, to
arrive at the point when everyone agreed
that it is time to make concerted efforts to
combat climate change. The first summit
being at Rio in 1992, which paved the
way for the countries around the world
to start thinking on an international line
about drastically changing climate, and
its adverse effects. The climate change
has been on a rise at rapid pace, and so
are its adverse effects. It can be expected
that by 2020 all the countries will get
down to the task of dealing with the
challenges of climate change, and this in
turn will trigger technology innovations.
But there will be enough disagreements,
and much haggling as to what each
country will do on its own and what it
expects other countries to do.
Recently held, 20th session of the
Conference of the Parties to the U.N.
Framework Convention on Climate
Change, or UNFCCC, at Lima, Peru
came to a close on Dec 14, 2014. In
the end, delegations from nearly 200
countries set the stage for a new climate
agreement— to be struck this time next
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year in Paris and take effect in 2020—that
will apply to all parties to the UNFCCC
and will constitute an essential step in
the effort to curb global emissions.
Key Highlights of Lima Conference:
The ‘Lima Call for Climate Action’,
released at the long drawn-out
conclusion of the talks held in Lima,
Peru had delegates sealed the deal on
two main tasks at COP20:
• First, the decision on the draft text,
which will be used as a basis for
negotiations leading up to the Dec
2015 Paris summit next year sometime
in Dec; and
• Second, the agreement on what
information countries must part as
they formulate their national climate
action plans beyond 2020. Countries
are now hard at work figuring out what
targets and actions they can share by
March 2015 or soon thereafter.
One of the main focus points of the
Conference was on ‘Intended Nationally
Determined Contributions’, which all
member countries need to submit to the
UN body in the second quarter of 2015.
It will also compare emission reductions
among countries and examine how the
combined contributions limit global
warming to less than 2 degrees Celsius,
which have always been
argued at almost all
Conference of Parties.
However, the draft Lima
agreement does not yet
answer big questions
about [a] how the world
will address global
warming; [b] who
will pay for emissions
reductions; and [c] how
much each individual
country will cut back
emissions. To add to
this, many countries
have argued, especially
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the developing nations (G-77), that these
plans be reviewed. This has proven to
be a source of deepening divide among
the ‘old’ industrialized economies
(developed nations), the ‘new’ economic
powers (developing countries, from Asia
in particular) and the less developed and
other developing countries. As argued
one drawback of the decision made
in Lima is that it does not stipulate
a common end date for the Intended
Nationally Determined Contributions,
such as 2025, which would make it
easier to assess the collective capability
of the targets and would allow parties to
improve their targets.
The UNFCCC established the Green
Climate Fund in 2010 as a way to
help developing countries curb their
carbon emissions without breaking the
bank. The fund takes donations from
developed nations and distributes them
to developing ones to offset the costs of
switching to renewable energy sources
and adapting to the effects of climate
change. The developing nations have
increasingly argued that developed
nations are not contributing enough
towards the GCF.
The developing nations have been
continuously arguing that the vast
majority of greenhouse gases currently
in the atmosphere were put there by
developed countries, which are now
stable enough to start cutting their
emissions and switching to renewable
energy sources. These same countries
are now asking developing nations to
start slashing their carbon output, which
is steadily increasing, as these countries
continue to industrialize and build
their economies aimed at achieving the
same prosperity. On top of that, these
developing nations will be more affected
by climate change consequences, like
storms, droughts, floods, and famines, all
of which could cause increased poverty
and civil unrest around the world.
January 2015
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Granting veracity of these arguments,
it must be recognized that we have
reached a point where action must be
taken to cut carbon emissions from
every country - or the whole world
will suffer. The Green Climate Fund is
meant to make this easier for developing
countries, and give developed ones the
opportunity to take responsibility for
their part in causing climate change as
part of their moral obligation. So far,
nations including the United States,
Japan, the United Kingdom, France, and
Germany have pledged a total of nearly
$10.2 billion to the fund. But its goals
are more ambitious yet.
The UNFCCC hopes to bet on getting
$100 billion per year by 2020. It’s a
lofty target, and one that some nations
think isn’t possible on the honor system
alone. Some want to require developed
countries to pledge money to the fund
in an internationally binding agreement.
However, there have been criticisms
both from the G-77 and other Least
Developed Countries on the contribution
that the developed countries have
pledged at Lima Conference saying it is
too less from what had been intended.
Thus there has been no strong consensus
as to how much the developed countries
and developing countries should be
contributing towards the Green Climate
Fund.
The Lima conference arguably saw
more serious attention to adaptation
than any previous conference of the
parties to the UNFCCC. Developing
countries pushed for adaptation to get
equal billing with mitigation in the
Paris agreement, raising its profile to
new heights. The strong interest in
adaptation in Lima - where adaptation
negotiating sessions were standingroom-only - is undoubtedly connected
with the urgent need to respond to
severe climate impacts countries are
already facing, from record-breaking
floods and scorching heat waves to a
steady increase in sea level rise which is
a matter of great concern for the Small
Island Developing States and has the
backing of developed countries.
16
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Demands of Developing Countries
It is evident from various expert
observations that developing countries
are skeptical about signing of any
agreement that would require them
to set ambitious targets to cut carbon
emissions. As they apprehend that this
would hurt their economic growth and
development. It has been widely argued
that many developing countries want
policies that confer equitable status to
them alongside efforts to cut emissions.
It is pointed out that rich countries have
produced most of the world’s climatechanging emissions so far. Therefore, it
is now time for them to respond more
aggressively than others.
However, given the conflicting positions
the final decision in Lima have now
favored more towards the developed
nations despite the fact that developing
countries have emerged as a strong power
bloc insisting upon explicit reference
to the differences between them and
the developed world, shooting down
an earlier suggestion that some poorer
countries should take on much bigger
responsibilities for limiting emissions
which is economically not viable. China
also said prior to the talks that it would
only allow emissions to grow until 2030
and thereafter reduce them.
India’s Take
India was able to play an active role in
representing the interest of developing
countries by constructive cooperation
with like-minded developing countries
and effective and persuasive presentation
of its national position as proclaimed by
the Environmental Minister, Prakash
Javadekar in his suo-motu statement in
the Loksabha. The concluding talks at
the Lima Conference has deceptively
pushed the NDA Government to
commission studies to analyze and
project India’s future greenhouse gas
emissions.
Past climate agreements have given
developing countries such as India more
leeway in formulating their emissions
trajectory. In the joint statement with
the U.S., China announced its overall

greenhouse gas emissions would peak in
2030 and then start their annual decline.
Of course, that would mean India would
have to up the ante, so all eyes are on
the subcontinent as India determines
its “peak emissions” year. However,
to catch up with the other emerging
economies who are already in a position
to peak their emissions, India has still a
long road to catch up.
Conclusion
Negotiators are set to convene again
after countries have submitted their
INDCs. Climate change is also likely to
appear on many international meetings’
agenda between now and Dec 2015,
as the deadline for a new deal looms
into view. So in a summary, the Lima
agreement falls a long way short of
resolving countries’ key disagreements
ahead of next year’s Paris conference.
But it is worth remembering that it was
never expected to.
While the Lima talks have curbed the
momentum provided by the US and
China’s recent climate agreement,
diplomats prevented the talks completely
stalling. By formulating a draft text for
a new global deal, and coming to an
agreement that commits all countries
to taking action on climate change, the
international negotiations have taken a
step forward, albeit a small hop rather
than a giant leap. Many developing
countries will continue to do all they can
to raise their own domestic ambition,
as they recognize that a path of climate
compatible development could deliver
tougher outcomes for their economies,
people and environments over the longer
term.
On balance, all we can do is to remain
cautiously positive that a meaningful
deal can be reached at COP-21 next
year, which would then take effect
from 2020 and thereby allow five years
for countries to start formulating their
committed obligations.
Sarabjit Kaur Hunjan
kaursarabjit17@gmail.com
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Guidelines for Regulation of Real Estate
(Building and Land Development)

To ensure Tranparency and Adherence to Building Byelaws and Consumer Protection
Advocate Balakrishna S. Pai
1. APPLICATION: These guidelines
shall be applicable to all real estate
projects which consist of more than
one unit and undertaken

the allottee for parking any vehicle, or as
the case may be, for the residence of any
domestic or other type of help employed
in such apartment;

DEFINITIONS

(d) “Appropriate Government” means in
respect of matters relating to the,-

2. IN THESE GUIDELINES
UNLESS THE CONTEXT
OTHERWISE REQUIRES,
(a) “advertisement” means any document
described or issued as advertisement
through any form of media and includes
any notice, circular, pamphlets, paper
advertisement, press statement, or any
other type of documents offering for sale
of a plot, apartment or building or inviting
persons to purchase in any manner such
plot, apartment or building to make
advances or deposits for such purposes;
(b) “allottee”, in relation to a premises of
an immovable property, means the person
to whom such premises or immovable
property has been
allotted, sold or
otherwise transferred by the promoter
and includes the person who subsequently
acquires the said allotment through
transfer or otherwise;
(c) “apartment” whether called dwelling
unit, flat, premises, suite, tenement, shop,
office space, unit or by any other name,
means a separate and self-contained part
of any property located in a basement
or cellar or on one or more floors or any
part thereof, in a residential, commercial
industrial or any other type of building
or a building which is an amalgam of
different types or on a plot of land, used
or intended to be used for residence,
commercial, industrial or for any other
type of independent use and includes any
garage room or open space, whether or
not adjacent to the building in which
such apartment is located which has been
provided by the promoter for the use of

(i) Union territory, the Central
Government; (ii) State Government,
the State Government; (iii) “architect”
means a person registered as an
architect under the provisions of the
Architects Act, 1972;
(e) “Authority” means the agency
empowered to enforce these guidelines
(f) “building” includes any structure or
erection or part of a structure or erection
which is intended to be used for residential,
commercial or other related purposes;
(g) “carpet area” means the net usable
floor area of an immovable
property, excluding the area covered by
the walls and the common areas;
(h) “company” means a company
incorporated and registered under the
Companies Act, 1956 and includes, (i) a corporation established by or under
the Central Act or State Act;
(j) a development authority or any public
authority established by the Government
in this behalf under any law for the time
being in force;
(k) “competent authority” means the local
authority or any authority created under
the law made by the State Government
whether or not the authority exercises
authority over land under its jurisdiction,
but
has powers to give permission
for development of such immovable
property;
(l) “development” with its grammatical
variations and cognate
expressions,
means carrying out the development of
immovable property, constructions of
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buildings on land, engineering or other
operations in, on, over or under the land
or the making of any material change in
any immovable property or land including
leveling land, making plots, sub dividing
the land for making plots for residential
commercial or industrial or agricultural
or any other purposes, and includes
re-development of the land and\or the
structures standing thereon;
(m) “development charges” means the cost
of development works and includes all
charges levied by the competent authority
by whatever name called towards the
development of the real estate project on
immovable property;
(n) “development works” means the
external development works and internal
development works on immovable
property;
(o) “engineer” means a person who
possesses a bachelor’s degree or equivalent
from an institution recognized by the All
India Council of Technical Education or is
registered as an engineer under any law for
the time being in force;
(p) “estimated cost of real estate
project” means the total cost involved
in developing the real estate project and
includes land cost;
(q) “external development works” includes
roads and road systems, landscaping,
water supply, sewerage and drainage
systems, electricity supply transformer,
sub-station of any other work which may
have to be executed in the periphery of,
or outside, a colony for its benefit, as may
be specified under the rules or bye-laws of
the local authority;
(r) “internal development works” means
footpaths, water supply, sewers, drains,
tree planting, street lighting, provision for
community buildings and for treatment
January 2015
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and disposal of sewage and silage water
or any other work in a colony necessary
for its proper development;
(s) “immovable property” includes land,
buildings, rights of ways, lights or any
other benefit arising out of land and things
attached to the earth or permanently
fastened to anything which is attached to
the earth, but not standing timber, standing
crops or grass;
(t) “interest” means the rate of interest
payable by the promoter or the allottee, as
the case may be, under the agreement for
sale for default by either party.
Explanation.- For the purposes of this
clause, the rate of interest chargeable
from the allottee by the promoter shall
not be more than the rate of interest which
the promoter would be liable to pay the
allottee in case of default;
(u) “local authority” means the Municipal
Corporation or Municipality or Local
Body constituted under any law for the
time being in force and legally entitled
to exercise control in respect of the areas
under their respective jurisdiction;
(v) “notification” means a notification
published in the Official Gazette and the
expression “notify” shall be construed
accordingly;
(w) “owner” means the owner or any
subsequent owner of an immovable
property having undivided interest in
common areas and facilities appurtenant
to it, as per the declaration made by the
promoter at the time of registration of
the project and in terms of the specific
percentage specified in conveyance deed
or agreement of sale or deed of allotment,
as the case may be, executed under any law
for the time being in force, and includes
a person having any right or liability
under the agreement by assignment or by
operation of law;
(x) “person” includes, - (i) an individual;
(ii) a Hindu undivided family; (iii) a
company; (iv) a firm; (v) a local authority;
(vi) an association of persons or a body
of individuals whether incorporated
or not; (vii) any such other entity as
the Appropriate Government may, by
notification in the Official Gazette, specify
in this behalf;
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(xa) “prescribed” means prescribed by
these guidelines;
(xb) “project” means the real estate project
as defined under these guidelines;
(xc) “promoter” means,—
(i) a person who constructs or causes to
be constructed an independent building
or a building consisting of apartments,
or converts an existing building or a
part thereof into apartments, for the
purpose of selling all or some of the
apartments to other
persons and
includes his assignees; or (ii) a person
who develops a colony for the purpose
of selling to other persons all or some
of the plots, whether with or without
structures thereon; or
(iii) any development authority or any
other public body in respect of allottees
of–
(a) buildings or apartments constructed
by such authority or body on lands
owned by them or placed at their
disposal by the Government; or (b)
plots owned by such authority or body
or placed at their disposal by the
Government; for the purpose of selling
all or some of the apartments or plots,
or (iv) an apex State level co-operative
housing finance society and a primary
co-operative housing society which
constructs apartments or buildings for
its members or in respect of the allottees
of such apartments or buildings; or
(iv) any other person who acts himself
as a builder, colonizer, contractor,
developer, estate developer or by any
other name or claims to be acting as the
holder of a power of attorney from the
owner of the land on which the building
or apartment is constructed or colony is
developed for sale; or
(v) such other person who constructs
any building or apartment for sale to
the general public.
Explanation.— For the purposes of this
clause where the person who constructs
or converts a building into apartments or
develops a colony for sale and the persons
who sells apartments or plots are different
persons, both of them shall be deemed to
be the promoters;
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(y) “real estate agent” means any person,
who negotiates or acts on behalf of one
person in a transaction of transfer of his
property, by way of sale, with another
person or transfer of property of any other
person to him and receives remuneration
or fees or any other charges for his services
whether as a commission or otherwise
and includes a person who introduces
to prospective buyers and sellers to each
other for negotiation for sale or purchase
of immovable property and includes
property dealers, brokers, middlemen by
whatever name called;
(ya) “real estate project” includes the
activities of, (i) development of immovable property
including construction thereon or
alternation thereof and their management
by a promoter as defined in these
guidelines
(ii) sale, transfer and management of
immovable properties by a promoter as
defined in these guidelines .

3. REGISTRATION OF REAL
ESTATE PROJECT AND
TRANSFER OF IMMOVABLE
PROPERTIES
(a) No promoter shall develop any
immovable property or make any
construction thereon or alteration thereof
or convert any existing undeveloped
immovable property or part of it without
registering the real estate project and
obtaining a certificate of registration from
the Real Estate Regulatory Authority
established under these guidelines:
(b) where the promoter has sought all
permissions and received all requisite
approvals for the development of
immovable property one year prior to
the commencement of this Act;
(c) for the purpose of renovation or repair
which does not involve reallotment and
marketing of immovable property.
Explanation.- For the purpose of this
Act, where immovable property is to
be developed in phases then every such
phase shall be considered a standalone
real estate project, and the promoter
would have to seek registration under
the Act for each phase separately:
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Provided that the promoter who has been
carrying on the business of real estate
sector on the commencement of this
Act, before the expiry of the period of
six months from such commencement
shall apply in writing to the Authority
for obtaining a certificate of registration
under this Act:
Provided further that in case a promoter
who has been carrying on the business of
real estate sector on the commencement
of this Act, nothing in this section shall
be deemed to prohibit such promoter
from carrying on the business of real
estate, until it is granted a certificate of
registration or is by notice in writing
informed by the Authority that the
certificate of registration cannot be
granted to it.
4. PRIOR REGISTRATION WITH
REAL ESTATE REGULATORY
AUTHORITY
(1) Every promoter shall make an
application to the Authority for
registration of the project for development
of any immovable property in such form
accompanied by such fee and other
information as may be prescribed.
(2) The prescribed form referred to in
sub-section (1) shall include but not
be limited to the information relating
to the number and size of plots, layout
plan, proposed project and the proposed
facilities to be provided thereof which
shall include in case of buildings the size
of apartments/units in carpet area, the
architectural number given to each unit,
the common area in the building and the
plot available for all the coowners of
the apartments, free of any additional
user fee, the parking spaces available in
the building and the plot for use by the
apartment owners only, ans such other
information as may be prescribed from
time to time.
Application to Authority
(3) The promoter shall enclose the
following documents along with the
application referred to in sub-section (1),
namely:(a) an authenticated copy of the approval

and sanction from the
competent
authority obtained in accordance with
the laws as maybe applicable for the
real estate project mentioned in the
application, and where the project is
proposed to be developed in phases, an
authenticated copy of the approval and
sanction from the competent authority
for each of such phases;
(b) a declaration which shall be signed
by the promoter stating,- (i)The total area
of the land on which the development is
taking place and which is the subject
matter of the real estate project, (ii) that
he has a legal title to the land on which
the development is proposed along with
a legally valid authentication of such
title if such land is owned by another
person; (iii) that the land is free from
all encumbrances, or as the case may
be, of the encumbrances on such land
including any rights, title, interest or
name of any party in or over such land
along with details; (iv) his affirmation
that he has made true and correct
disclosures to the competent authority
regarding extent of land, its permitted
uses, approach roads, restrictions put
on its uses if any, etc. which may have
the effect of determining grant of NOC’s
sanctions, permissions for construction
of the building, or formation of plots,
while obtaining NOC’s \ permissions,
sanctions/ for the building project, (v) his
affirmation that the project or the phase
of the projects shall be completed as
the case may be in accordance with the
terms and conditions of the registration;
(vi) the period of time within which he
undertakes to complete the project or
phase thereof, provided it is within the
period of sanction by the competent
authority;
(vii) that seventy percent of the amounts
realized for the real estate project from
the allottees, from time to time, would
be deposited in a separate account to be
maintained in a scheduled bank, within
fifteen days of its realization for meeting
the costs of the real estate project and
would be used only for that purpose;
(viii)That he shall be soliciting customers
for his real estate project on the basis of
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the declarations made in the form.
Explanation.- For the purpose of this
clause, the term “scheduled
bank” means a bank included in the
second schedule to the Reserve Bank of
India Act, 1934.
(ix) that he has furnished such other
documents as may be prescribed by the
rules or regulations made under this Act.
(4) On receipt of the application under
sub-section (1), the Authority shall
within a period of thirty days from
the date of receipt of the applications
complete the process of the scrutiny of
the applications submitted to it.
(5)The Authority, after scrutiny of
the applications shall — (a)
grant
registration subject to the provisions
of this Act and the rules and the
regulations made thereunder; or call for
further documents\ declarations which
are required for the registration by
specifying those documents\declarations
or information required to be submitted
with the application, Give the applicant
30 days time to comply with its
requirements, (b) reject the application
for reasons to be recorded in writing, if
such application if it does not conform
to the provisions of these guidelines
and the applicant has failed to provide
the required documents\declarations
information within the stipulated time.:
Provided that no application shall be
rejected unless the applicant has been
given an opportunity of being heard.
(6) For reasons beyond its control, if the
Authority fails to complete the scrutiny
of the applications within the aforesaid
period, the applicants may be permitted
provisional access to the website of the
Authority and allowed to enter the project
details in respect of the projects covered
in the application on the website:
Provided that the Authority shall furnish
a detailed report for every three months
to the Appropriate Government, with
reasons for delay on projects for which
registration has not been granted within
the aforesaid period of thirty days.
(7) The Authority shall grant the
registration to the promoter, if it is
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satisfied that the promoter has— (a)
entered into an agreement with the
Competent Authority for completion of
the development works; (b) complied all
the provisions of these guidelines and (c)
furnished the information required by
the Authority.
(8) The registration granted under
this section shall be valid for a period
declared by the promoter under sub-clause (iv) of clause (b) of sub-section
3 for completion of the project or phase
thereof, as the case may be.
(9) The Authority shall, after registration,
issue a Login Id and password to the
applicant for accessing the website of
the Authority and permit the promoter
to access the website of the Authority to
create his web page and to fill therein the
details of the proposed project.
5. (1) The registration granted under
section 4 may be renewed by the
Authority for a further period of one year
on an application made by the promoter
in such form and on payment of such fee
as may be prescribed:
Provided that the registration so renewed
shall not be for a period more than that
extended by the Competent Authority;
Provided further that no registration to a
promoter shall be renewed for a period
of more than two years;
(2) No application for renewal of the
certificate of registration made under
this section shall be rejected unless the
applicant has been given a reasonable
opportunity of being heard in the matter.

(1) The Authority may, on receipt of a
complaint in this behalf or suomoto or on
the recommendation of the Competent
Authority, revoke the registration granted
under section 4, after being satisfied
that— (a) the promoter makes willful
default in doing anything required of
him by or under these guidelines, (b)
the promoter violates any of the terms
or conditions of the agreement entered
into with the Competent Authority:
Provided that the Authority shall revoke
the registration under this clause only
on a recommendation received from the
Competent Revocation of registration
Authority in this behalf; (c) the promoter
is involved in any kind of unfair practice
or irregularities.
Explanation.-- For the purposes of this
clause, the term “unfair practice means”
a practice which, for the purpose of
promoting the sale or development of
any immovable property adopts any
unfair method or unfair or deceptive
practice including any of the following
practices, namely:(A) the practice of making any statement,
whether orally or writing or by visible
representation which,- (i) falsely represents
that the services are of a particular standard
or grade; (ii) represents that the promoter
has approval or affiliation which such
promoter does not have; (iii) makes a false
or misleading representation concerning
the services;
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it thinks fit to impose in the interest of
the allottees, and any such terms and
conditions so imposed shall be binding
upon the promoter.
(4) Upon the revocation
registration, the Authority,-

of

the

(a) shall debar the promoter from accessing
its website by deleting his details and
inscribing his name in the list of defaulters
on its website and also inform the other
Real Estate Regulatory Authorities in other
States about such cancellation; (b) may
recommend to the competent authority to
facilitate the balance of the development
works to be carried out in accordance with
the provisions of section 6; (c) may, to
protect the interest of prospective buyers or
in the public interest, issue such directions
as it may deem necessary.

(5) The Authority shall cause to be
published in its web site the names
and other details of promoter whose
registration has been revoked under this
section.
8. OBLIGATIONS OF PROMOTER
AND ALLOTTEE
(1) The promoter shall, upon receiving
his Login-Id and password under subsection (9) of section 4 and the Authority’s
permission to access its website, enter all
details of the proposed project in all the
fields as required, and the information
and documents as specified in subsection (2) as self declared.

Renewal of registration

(B) permits the publication of any
advertisement whether in any newspaper or
otherwise of services that are not intended
to be offered.

(2) The information and documents
referred to in sub-section (1) amongst
other documents as may be required,
include,- (a) details of the sanctions

6. Upon lapse of the registration or on
cancellation of the registration under
this Act, the Authority, may consult the
Appropriate Government to take such
action as it may deem fit including the
carrying out of the remaining development
works by competent authority or by the
association of allottees or in any other
manner, as the case maybe.

(2) The registration granted to the
promoter under section 4 shall not be
revoked unless the Authority has given
to the promoter not less than thirty days
notice, in writing, stating the grounds
on which it is proposed to revoke the
certificate, and has considered any cause
shown by the promoter within the period
of that notice against the proposed
revocation.

accorded by the Competent Authority; (b)
details of the registration granted by the
Authority; (c) full and true disclosure of
his enterprise details including its name,
registered address, type of enterprise
(proprietorship, societies, partnership,
companies, local authority etc.) and
registration details under the law registered;
(d) a full and true disclosure of the nature
of his title to the land on which the
proposed project is developed or intended
to be developed; (e) If such land is owned
by another person, the agreement with the
owner of land for the development of the

7.

OBLIGATION OF AUTHORITY
CONSEQUENT UPON LAPSE
OF OR CANCELLATION OF
REGISTRATION
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(3) The Authority may, instead of
revoking the registration under subsection
(1), permit it to remain in force subject
to such further terms and conditions as
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proposed project.

Explanation.- For the purposes of this subsection, documents relating to the title to
the land shall be same as submitted before
the Competent Authority; (f) details of all
encumbrances on such land, including any
rights, title, interest or claim of any party
in or over such land; (g) fortnightly upto-date list of bookings on the basis of the
agreement to sell entered with them; (h)
proforma of the agreements proposed to be
signed with the allottees;
(i) the architectural number and the carpet
area of each unit or part of unit for sale
in the project; (j) the layout plan of the
proposed project or the phase thereof, and
also the layout plan of the whole project
as sanctioned by the competent authority;
(k) the plan of development works to be
executed in the proposed project; (l) the
names and addresses of his real estate
agents, if any, for the proposed project, as
and when appointed by the promoter; (m)
the names and addresses of the architect,
structural engineer, if any and other
persons concerned with the development
of the proposed project; and (n) such other
information and documents as may be
prescribed by these guidelines or prescribed
by the authority.

9. (1) No promoter shall issue or publish
an advertisement or prospectus, or invite
any member of the public to buy or book
in such projects to be developed or take
advances or deposits without obtaining
a copy of certificate of registration with
the Authority.
(2) No promoter shall issue advertisement
or prospectus without first filing a copy
of such advertisement or prospectus in
the office of the Authority.
Issuing of Advertisement or prospectus
inviting bookings, advance or deposit
(3) The advertisement or prospectus
issued or published after complying with
the provisions of sub-section (1) shall
mention prominently the website address
of the Authority wherein all details of the
registered project have been entered and
include such other matters which are
incidental thereto.

10. Where any person makes an advance
or a deposit on the basis of the information
contained in the advertisement or
prospectus and sustains any loss or
damage by reason of any incorrect, false
statement included therein, he shall be
compensated by the promoter in the
manner as may be determined by the
Authority:
Provided that if the person affected by
such incorrect, false statement contained
in the advertisement or prospectus,
intends to withdraw from the proposed
project, he shall be returned his entire
investment along with interest at such
rate as may be prescribed.
11. OBLIGATIONS OF PROMOTER
REGARDING VERACITY OF
THE
ADVERTISEMENT OR
PROSPECTUS
(1) Notwithstanding anything contained
in any other law for the time being in
force, a promoter shall not accept any
sum of money as an advance payment
or deposit, from a person without first
entering into a written agreement for sale
with such person
(2) The agreement referred to in subsection (1) shall be in such form as may be
prescribed and specify the particulars of
development of the project including the
construction of building and apartments,
along with specifications and external
development, works, the dates and the
manner by which payments towards the
cost of the plot, building or apartment
are to be made by the allottees and the
date on which the possession of the plot,
building or apartment is to be handed
over and such other particulars, as may
be prescribed:
Provided that the agreement shall be
required after allotment where only a
refundable application fee is collected
from the applicant before draw of lots
for specific allotment.
12.

NO DEPOSIT OR ADVANCE
TO BE TAKEN BY PROMOTER
WITHOUT FIRST ENTERING
INTO AN AGREEMENT OF
SALE

(1) The promoter, upon entering into
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an agreement to sell with the allottee
for transfer of the ownership of the
immovable property, shall be responsible
to make available or cause to be made
available to the allottee, the following
information, namely:(a) site plans along with structural designs
and specifications, approved by the local
authority, by display at the site or such
other place as may be specified by the
regulations made by the Authority; (b) the
stage wise time schedule of completion
of the project; (c) the time schedule for
connecting the proposed project with the
various Municipal services as applicable;
Explanation.-For the purposes of this clause,
the term “municipal services’’ means the
services offered to the population of cities,
settlements and villages by enterprises of
the communal service system to meet the
material-domestic needs of the population
such as water, electricity, gas and other
services etc.; (d) the certificate signed by
the owner, architect and structural engineer
regarding the compliance of statutory
provisions related to the relevant revenue,
planning, local, structural safety, and fire
safety laws or requirements;

OBLIGATIONS OF PROMOTER
TOWARDS ALLOTTEES
(e) all such details pertaining to the
development of the proposed project
which may be required to ensure
transparency in the development of the
proposed project;
(2) The promoter shall- (a) be responsible
to furnish immediately on payment of
reasonable charges as may be specified
by the regulations made by the Authority,
true copies of the aforesaid documents, to
the allottees individually or collectively;
(b) obtain a completion certificate from
the relevant local authority as per local
laws or other laws in force and to make
it available to the allottees individually or
to the association of allottees, as the case
may be; (c) also prepare and maintain all
such other details as may be specified from
time to time by the regulations made by the
Authority; (d) be responsible for providing
and maintaining the essential services, on
reasonable charges as may be specified
January 2015
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by the regulations made by the Authority,
till the taking over of the maintenance
of the project by the association of the
allottees; (e) take steps for the formation
of an association or society or cooperative
Society, as the case may be, of the allottees,
under the laws applicable or, as soon as the
majority of members for the formation of
the same are in place; (f) not cancel the
allotment unless he has sufficient cause to
cancel it in terms of the agreement of sale
and if he so cancels the agreement of sale,
he shall give due notice to the other parties
to the agreement of sale and tender a refund
of the amount collected along with interest
at such rates as may be prescribed:

Provided that the allottee may approach
the Authority for relief if he is aggrieved
by such cancellation and thinks the
cancellation of the allotment by the
promoter is unilateral and without any
genuine cause and is not in accordance
with the terms of the agreement of sale.
13. (1) The proposed project shall
be developed and completed by the
promoter in accordance with the plans and
structural designs and specifications as
approved by the Competent Authorities.
(2) In case any major structural defect
or deficiency in such development or
services incidental thereto is brought to
the notice of the promoter within a period
of one year by the allottee from the date
of handing over possession, it shall be
the duty of the promoter to rectify such
defects without further charge within
reasonable time and in the event of
promoter’s failure to rectify such defects
within such time, the aggrieved allottees
shall be entitled to receive Appropriate
damages or compensation as may be
determined by the Authority.
14. ADHERENCE TO APPROVED
PLANS AND PROJECT
SPECIFICATIONS BY THE
PROMOTER
(1) After obtaining the occupation
certificate or completion certificate,
as the case may be, the promoter shall
submit a copy thereof to the Authority
and thereafter take all necessary steps to
execute a registered conveyance deed in
22
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favour of the allottee thereby transferring
the title in the immovable property along
with the undivided proportionate title in
the common areas simultaneously with
the handing over of the possession of the
immovable property and the other title
documents pertaining thereto.
(2) After obtaining the occupation
certificate or completion certificate,
as the case may be and handing over
physical possession to the allottees
in terms of this section, it shall be the
responsibility of the promoter to hand
over the originals of the title documents
and the plans to the association of the
allottees incorporated as per the local
laws.
Transfer of title
15. (1) If the promoter fails to complete
or is unable to give possession of a plot
or building,- (a) in accordance with the
terms of the agreement or, as the case may
be, duly completed by the date specified
therein or any further date agreed to by
the parties; or (b) due to discontinuance
of his business as a developer on account
of suspension or revocation of his license
under this Act or for any other reason,
he shall be liable on demand, without
prejudice to any other remedy to which
he may be liable, to return the amount
received by him in respect of that plot,
building, with interest at such rate as
may be prescribed in this behalf and
also penalty as may be determined by
the Authority;
(2) The interest referred to in sub-section
(1) shall be chargeable from the date the
promoter received the amount or any part
thereof, till the date the amount or part
thereof and interest thereon is returned
and such amount and interest shall be a
charge on the land and other structures
thereon and be recoverable as arrears of
land revenue.
Return of amount
16. (1) Every allottee who has entered
into an agreement of sale to take a
plot or a building under section 11
shall be responsible to make necessary
payments in the manner and within the
time as specified in the said agreement

Expert Opinion

and shall after taking possession of
the plot or building under section 14
pay at the proper time and place, the
proportionate share of the registration
charges, municipal taxes, water and
electricity charges, ground rent, if any,
and other charges, in accordance with
such agreement.
(2) The allottee shall be liable to pay
interest, at such rate as may be prescribed,
for any delay in payment towards any
amount or charges to be paid under subsection (1).
(3) The obligations of the allottee under
sub-section (1) and the liability towards
interest under sub-section (2) may
be reduced when mutually agreed to
between the promoter and such allottee.
THE REAL ESTATE REGULATORY
AUTHORITY
17. (1) The Appropriate Government
shall, by notification in the Official
Gazette, notify a person or body of
persons or a statutory or any other body
under the control of the appropriate govt.
and staffed by govt. officials, as the
Authority to be known as the Real Estate
Regulatory Authority to exercise the
powers conferred on it and to perform
the functions assigned to it under these
guidelines.
(2) The Authority shall be a body
corporate by the name aforesaid having
perpetual succession and a common seal,
with power, subject to the provisions of
these guidelines to enter into contracts
and shall, by the said name, sue or be
sued.
FUNCTIONS OF AUTHORITY
(a) to publish and maintain a website
of records of all real estate projects for
which application for registration has been
received, as database, with such details as
may be prescribed including information
provided in the application for which
registration has either been granted or
cancelled ,as the case may be; (b) to fix for
each areas under its jurisdiction the standard
charges through policy or guidelines, or
regulations to be levied on the allottees
by the promoter or the association of
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allottees, as the case may be; (c) to ensure
compliance of the obligations cast upon the
promoters and the allottees under this Act
and the rules and regulations made there
under; (d) to make an inquiry to be made
into compliance of its regulations or orders
or diections made in exercise of its powers
under these guidelines. (e) to enter the names
of promoters as defaulters on the website on
the cancellation of the proposed project or
the details of the project or promoters who
have been penalized under the Act; (f) to
make recommendations to the Appropriate
Government on matters connected with the
objects of these guidelines (i) to perform
such other functions as may be entrusted
to the Authority by the Appropriate
Government as may be necessary to carry
out the provisions of these guidelines.

18. (1) The Authority shall have powers
to set up a dispute resolution mechanism
for an amicable settlement of disputes
between the promoter and the allottees
or the allottees themselves through
regulations;
(2) The Authority shall have the powers to
appoint, if it deems necessary, an officer
or officers with such qualification and
experience in adjudication, arbitration,
mediation or conciliation or other such
operational areas, who are skilled in dispute
resolution, for the settlement of disputes as
provided under sub-section (1).

the promoters and allottees, as it may
consider necessary and such directions
shall be binding on all concerned.
21. POWERS OF AUTHORITY TO
ISSUE DIRECTIONS
(1) The Authority shall be guided by
the principles of natural justice and,
subject to the other provisions of the
these guidelines discharge its duties. The
Authority shall have powers to regulate
its own procedure.
(2) Where in the course of proceeding before
the Authority an issue is raised relating
to agreement, action, omission, practice
or procedure that- (a) has an appreciable
prevention, restriction or distortion
of competition in connection with the
development of a real estate project; (b) has
agreement , practices or procedures effecting
prevention or restriction of competition; (c)
has effect of market power of monopoly
situation being abused for affecting interest
of allottees adversely, then the Authority,
may, suo-moto, make reference in respect of
such issue to the Competition Commission
of India.

22. If a person fails to pay any due
from him under these guidelines to the
authority, the Authority shall proceed to
recover such amount, in such manner as
may be prescribed.
Execution of orders of Authority

Powers of Authority for Amicable
settlement of disputes

Punishment for willful failure to comply
with orders of Authority

19. Where the Authority considers it
expedient to do so, on a complaint or
suo-moto, it may, by order in writing and
recording reasons therefore-

23. (1) Where a violation of the
guidelines is noticed by or brought to the
notice of the authority, the promoter and
if it has been committed by a company,
every person who, at the time the offence
was committed was in charge of, or
was responsible to the company for the
conduct of, the business of the company,
as well as the company, shall be deemed
to be guilty of the violation and shall
be liable to be proceeded against and
punished accordingly:

(a) call upon any promoter at any time
to furnish in writing such information or
explanation relating to its affairs as the
Authority may require; (b) appoint one or
more persons to make an inquiry in relation
to the affairs of any promoter, allottee or
any authority concerned;

Powers of Authority to call for
information, conduct Investigations, etc.
20. The Authority may, for the purpose
discharge of its functions under section
28, section 29 and section 30, issue
such directions from time to time to

Provided that nothing contained in this
sub-section, shall render any such person
liable to any punishment if he proves
that the violation was committed without
his knowledge or that he had exercised
all due diligence to prevent the violation
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of the guidelines.
(2) Notwithstanding anything contained
in sub-rule (1), where an violation of
these guidelines has been committed
by a company, and it is proved that the
violation has been committed with the
consent or connivance of, or is attributable
to, any neglect on the part of any director,
manager, secretary or other officer of
the company, such director, manager,
secretary or other officer shall also be
deemed to be guilty of that violation and
shall be liable to be proceeded against and
punished accordingly.
(3) If any of the violations done by the
promoters are found to be coming under
the ambit of the definition of cheating as
defined under the Indian Penal Code, then
the authority shall take suo moto action
against the promoter by filing a criminal
case against the promoter on the basis of
the documents submitted by the promoter
and endeavour to have the entire project
assets seized and put in receivership for
the benefit of the allottees.
Explanation.- For the purpose of this
section, - (a) “company” means any
body-corporate and includes a firm or
other association of individuals; and (b)
“director” in relation to a firm, means a
partner in the firm.
24. (1) The Authority shall prepare a budget,
maintain proper accounts and other relevant
records and prepare an annual statement of
accounts in such form as may be prescribed
by the Appropriate Government.
Accounts and Audit
25. (1) The Authority shall prepare once in
every year, in such form and at such time
as may be prescribed by the Appropriate
Government,- (a) a description of all the
activities of the Authority for the previous
year; (b) the annual accounts for the previous
year; and (c) the programmes of work
for the coming year. (d) get the accounts
audited by a qualified chartered accountant
(e) display them on its website.

balupai@gmail.com
The author is a practising advocate.

January 2015

23

Global Economic Monitor

Global Trade and Investment
Trends......

T

Dr. Prakash Hebalkar

he past month has seen
dramatic growth in the United
States at a rate of growth
arguably exceeding that of India!
It has seen the Russian currency
tumbling and then steadying. It has
seen the hijacked Climate Talks being
restored to the realm of reasonable
debate, albeit badly bruised in the
hijacking.
The United States grew at its highest
rate in 11 years in the third quarter of
2014, making it a standout economy
especially beside the anaemic
European economy which is still
struggling between its socialist and
populist mindset of the populace and
the right wing fiscal discipline of the
European Central Bank.
The U.S. economy grew at its
quickest pace in 11 years in the third
quarter, the strongest sign yet that
growth has decisively shifted into
higher gear. But a separate reading
on U.S. factory orders for longlasting manufactured goods slumped
in November, largely due to falling
demand for military and defense
goods.
The Commerce Department on
Tuesday revised up its estimate
of gross domestic product growth
to a 5.0 percent annual pace from
the 3.9 percent rate reported last
month, citing stronger consumer
and business spending than it had
previously factored in.
It was the fastest growth pace since
the third quarter of 2003. GDP
growth has now been revised up by
24
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a total of 1.5 percentage points since
the first estimate was published in
October.
Big revisions to GDP data are not
unusual as the government does not
have full information when it makes
its initial estimates.
The economy expanded at a 4.6
percent rate in the second quarter.
It has now experienced the two
strongest back-to-back quarters
of growth since 2003. Economists
polled by Reuters had expected
growth would be raised to a 4.3
percent pace.
While the pace of growth likely
slowed in the fourth quarter, a
rapidly strengthening labor market
and lower gasoline prices should
provide the economy with sufficient
momentum in 2015 and keep the
Federal Reserve on course to start
raising interest rates by the middle
of next year.
…..
Growth in business investment was
raised to an 8.9 percent pace from
a 7.1 percent rate, with a stronger
pace of spending than previously
thought on equipment, intellectual
property products and nonresidential
structures accounting for the
revision.
Inventories were also revised higher,
with restocking now being neutral
to GDP growth instead of being
a mild drag. That also helped to
offset downward revisions to export
growth.
Source: CNBC

The European economy continues
to struggle; the so-called Periphery
Countries “blamed” Germany for
not growing fast enough and the
German people for not being bigger
spendthrifts. In short they wanted the
Germans to become more like them!
The other growing economy, China
was more benign.
From Bloomberg, 17-Dec-2014
6:30:38 am
As China’s first full year of
rebalancing draws to close, how
has President Xi Jinping done?
Reasonably well, it seems. Growth
appears to be moderating gently,
stocks continue to soar and most
economists still foresee a soft
landing rather than market-shaking
meltdown for the world’s secondlargest economy.

In the Climate Change Treaty
negotiations at Lima, the Less
Developed Countries were bowled
a googly, when the Chairman
presented a biased draft that left out
any mention of Adaptation Strategies
to help the LDCs cope with global
temperature increases of up to 2
degrees as targeted and centred the
draft on Mitigation, i.e. getting ALL
countries to agree to reduction in
greenhouse gas emissions regardless
of how far behind the developed
countries they were economically
and aspirationally. Moreover, the
$100 Billion fund that was agreed
at Copenhagen to be put up by the
developed countries to help, along
with technology inputs at affordable
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rates, in managing climate change
was not reviewed as those countries
had largely dilly-dallied or defaulted.
In the end a wishy-washy proposal
was the outcome, with vague targets
and ambiguous consequences of
missing those targets.
On the technology front, the growing
use of the Mobile Web is upturning
the existing pecking order of
technology firms.
Google’s stock price hit a 52-week
low yesterday.
This is not surprising news. This
has been a year of major change for
Google, and it hasn’t always been
pretty.
CEO Larry Page, frustrated with the
pace of innovation at the company,
took a big step back from day-to-day
operations, turning over control to
Sundar Pichai.
Google’s core business, search
advertising, is looking shakier than it
has in years. The problem is the rise
of mobile. Search advertising is the
best way to make money on the web.
But people aren’t using the web as
much on their mobile phones as they
did on their desktops. Last quarter,
Google’s advertising business grew
at its slowest rate in six years.

at Softbank. Internally, Arora’s
departure has been the source of
some tension and disappointment.
Before he left, Arora was planning to
throw a huge conference for Google
sales employees in Las Vegas. Now
that Arora is gone, the event has been
canceled in favor of more regional
meetings, and we’ve heard some
Googlers are bummed. These same
Googlers are under the impression
that the whole company is in the
middle of a hiring freeze. After
speaking to several more sources,
we’re pretty sure there is not actually
a hiring freeze at Google. But it is
interesting that some people inside
the company think there is. Clearly,
there are pockets of pessimism.
Google is getting knocked around
overseas. Google just pulled its
engineers out of Russia. It shut down
its news aggregator in Spain. The
EU wants to break up the company.
The situation isn’t looking great in
Brazil, either.
Facebook has decided to compete
with YouTube for video-advertising
dollars, and Facebook may win.
Facebook is working on bringing
YouTube-like video to its News

Feed. It’s also rolling out video ads.
Many in the industry believe that
Facebook is in a better position than
YouTube to eat into the advertising
dollars that are leaving TV. Anmuth
writes, “Facebook appears better
positioned to capture new dollars
coming online given its 21%
share of mobile time spent, strong
leverage to news feed ads, and
nascent opportunities in video and
Instagram.” Add it all together, and
there are some serious worries about
Google in the industry.
Says a former Googler: “I think
2015 is going to be disastrous.”
“Mobile has been eating away [at
them] for years, but they’ve been
able to pull rabbits out of the hat to
increase revenue.””[That] has to end
somewhere.”
Nicholas Carlson is the author of
“Marissa Mayer and the Fight to
Save Yahoo!” available for pre-order
now.
Source: LinkedIn.

profitechconsultants@gmail.com
The author is President of ProfiTech
Consultants and Member of the Economic
Digest Committee.

People are searching for products on
Amazon, rather than using Google.
The only reason search makes money
for Google is that people use it to
search for products they would like
to buy on the internet, and Google
shows ads for those products.
Increasingly, however, people are
going straight to Amazon to search
for products. Desktop search queries
on Amazon increased 47% between
September 2013 and September
2014, according to ComScore.
The executive in charge of running
the moneymaking side of Google,
Nikesh Arora, quit for a new job
Maharashtra Economic Development Council, Monthly Economic Digest
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Highlights :
yy RBI Makes Life Hard for Defaulting Borrowers.
yy Banks Don’t Want Onus on them to Prove e-fraud.
yy Government Could Use RBI’s Surplus Payouts to Plug Deficit.
yy RBI Tightens Screws on Defaulters
Preamble
ÎÎBy introducing various measures as
above, RBI would like to ensure the
depositors who have kept the faith
in the banking industry is protected
by various measures.
ÎÎThere are non-cooperative borrowers
and wilful defaulters disturbing the
profit and loss account and balance
sheet of the various banks.
ÎÎThe above measures purposed by Dr.
Raghuram Rajan to ensure a small
group of industries do not disturb the
working of various banks. More than
often it is big borrowers rather than
small ones who create disturbance
in the working of banks which affects
the depositors as well as the banks.
The aforesaid measures are sincere
attempt to stop such borrowers from
disturbing the depositors and also
working of concerned banks.
ÎÎRBI governor works under the
supervision of Finance Ministry
who have cordial relationships.
ÎÎBank will not take the responsibility
on themselves to proof e-fraud.
BCSBI wants lenders to show
customers to prove innocence.
RBI Makes Life Hard for Defaulting
Borrowers
Defaulting borrowers, who resort to
legal and other means such as denying
access to securities to make it difficult
for banks to recover dues, will find it
harder to raise fresh funds. Also, it will
become tougher for banks to continue
lending to such entities.
The Reserve Bank of India on 4th
week December issued a new set
of norms defining non-cooperative
borrowers. Under this, there would
26
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be disincentives for lenders in the
form of higher provisions if they give
additional loans to such entities.
A sharp rise in stressed assets over
the last few years had prompted RBI
to frame corrective action that lenders
can take to stem bad loans. The
framework included setting up a joint
lenders’ forum for specific accounts
even before these slip into the substandard category and narrowing
sources of funds for such borrowers by
classifying them as non-cooperative
borrowers if they are found to be
“deliberately stonewalling legitimate
efforts of lenders to recover their
dues“.
RBI has defined a non-cooperative
borrower as “one who does not engage
constructively with his lender by
defaulting in timely repayment of dues
while having ability to pay , thwarting
lenders’ efforts for recovery of their
dues by not providing necessary
information sought, denying access to
assets financed or collateral securities,
obstructing sale of securities“.
Any fresh loan given to those classified
as non-cooperative borrowers will
attract higher provisions equivalent
to that of a sub-standard asset (where
the dues are not paid for 90 days)
while the account can continue to be
classified as a standard account. These
provisions are much higher than the
5% prescribed by RBI in its February
notification. Loans classified as
substandard attract 15% provisions.
Furthermore, banks have to make the
higher provision of 15% even for loans
given to any other company that has
directors or promoters of companies
that are classified as non-cooperative

directors.

Mr. V. T. Pai

RBI has set a loan cut-off limit of Rs.
5 crore and said independent directors
and government nominees will be
excluded from being classified as noncooperative borrowers. As for business
enterprises, non-cooperative borrowers
would include persons in charge of and
responsible for the management of the
affairs of the enterprise.
HDFC Re-launches
Mortgages

Fixed

Rate

Mortgage lender to give fixed rate
loans on tenures up to 10 years,
move indicates it expects rates to
head lower.
Housing
Development
Finance
Corporation (HDFC) has reintroduced
its fixed rate mortgages, signaling
that it considers interest rates may be
headed lower, or be lower than what
it is now for at least a decade. The
biggest mortgage lender will give out
loans on a fixed rate for tenures of
two to 10 years, and it would become
flexible after that, the company said.
“Under this option, the customer can
avail a home loan at a fixed interest
rate for the duration of two to 10 years,
and, thereafter, the loan will switch
automatically to HDFC’s adjustable
rate home loan product without any
charges,’’ said the statement.
The interest rates for two & three
year options are in the range of 10.1510.35%; for 10 years, they range
between 10.25% and 10.50%, it said.
Interest rates in general are headed
lower as RBI Governor Raghuram
Rajan prepares to get into an easing
cycle as inflation is falling faster than
anticipated. Many economists are
factoring in a 50 to 75 basis points
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reduction in policy rates in 2015. A
basis point is 0.01 percentage point.
While banks have reduced their deposit
rates, they are not doing so yet on the
lending side given the high level of
bad loans. They may begin lowering
lending rates next calendar year.
The offer of fixed rate loan when interest
rates are expected to move lower
would help HDFC lock in borrowers
at the current rates. This offer shall be
applicable to all customers applying
between December 22 and January 31,
2015, with the first disbursement on or
before March 31, 2015, it said.

Banks Don’t Want Onus on them to
Prove e-fraud
BCSBI wants lenders to show
customer at fault; banks want
customers to prove innocence.
Banks have objected to norms issued
by the Banking Codes and Standards
Board of India (BCSBI) over whether
customers need to prove their
innocence when it comes to electronic
fraud or whether it’s up to the lenders
to prove otherwise.
The BCSBI, which seeks to ensure
customer service standards, has said
it’s up to the lenders to make their
case. The Indian Banks’ Association,
the lenders’ lobby group, believes
customers need to show they aren’t
responsible for compromising their
own passwords or other safeguards.
The BCSBI is an autonomous
institution set up by the Reserve Bank
of India (RBI) in 2006.
The new BCSBI code on best
services that came into effect this
year attempted to change the system

that was loaded in favour of lenders
by saying banks have to prove that
customers compromised passwords.
Even if this was proved to be the case,
the board capped a customer’s loss
at Rs. 10,000. Bankers are worried
that if the onus is shifted onto them,
customers may collude with fraudsters
for `unauthorized’ transactions that
don’t have the express and implied
approval of account holders.
“The banking agreement is so worded
as to afford no right to the customer
and is extremely lop sided. Banks are
not responsible for any unauthorized
transactions even if
carried out by their
employees. In fact,
given an institution’s
resources, the onus
should be on banks
to prove that the
individual customer
has compromised his
user ID or password,”
he had said.
The
latest
data
available at the RBI website shows that
technology-related bank frauds have
fallen in volume but risen in value.
In 2011-12, 10,048 such transactions
worth Rs. 38 crore were reported,
while in 2012-13, this stood at 8,765
transactions valued at Rs. 67 crore.
Government Could Use RBI’s Surplus
Payouts to Plug Deficit
RBI has a cash surplus of over Rs.1
lakh cr., and is expected to earn
higher surplus this year because of
market interventions.
Will the government be able to meet
its fiscal deficit target -that’s the next
big question. The government has a
few aces up its sleeve: a higher payout
of its surplus income in the interim by
the Reserve Bank of India could be
used to meet any shortfall in revenue
collection. Also, the central bank is
carrying a reasonably fat wallet of
cash surpluses, which is pegged at
more than Rs. 1 lakh crore.
Fiscal deficit till September this year
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was at Rs. 4.38 lakh crore which
amounts to 82.6% of the budget
estimate for FY15, and is much higher
than the five years’ moving average
of 58.8%, the government’s mid-year
analysis of the economy said. In a
worst case scenario, the Reserve Bank
could transfer surplus on an interim
basis as its income and expenditure are
recognized on an accrual basis except
for dividends, which are accounted for
on a receipt basis. Moreover, RBI is
expected to earn higher surplus this
year because of its active intervention
in the currency markets.
“It might be a possibility. But it is
an option to be exercised with due
caution, “Saugata Bhattacharya, chief
economist, Axis Bank, said. “RBI’s
annual closing in June is still more
than six months away. The relapse of
global volatility and MTM (mark-tomarket) implications for its US bond
portfolio inter-alia makes profit levels
uncertain,” he added.
RBI has transferred a surplus of Rs.
52,679 crore to the government in
June 2014, the financial year-end of
the bank. This was the largest ever
transfer that the central bank made to
the government.
The RBI’s balance sheet size as of
December 12, 2014 was Rs. 26.16 lakh
crore, up nearly 4% from last year’s
levels. Its main source of income is
commissions and discounts earned
through currency market interventions
and interest earned on bond holdings
through open market operations or
purchase and sales of government
securities.
Besides, it has also been more active
in the forward currency markets this
year, which could have helped it earn
higher revenues.
The central bank bought $19 billion
until October 2014 in the spot market
so far this financial year against sales
of $10 billion in the same period a year
ago. It bought over $40 billion in the
forward market during April-October
this year compared with $7 billion
forward sales in the same period a
January 2015
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year ago.
Besides, RBI has provided as much as
Rs. 50,000 crore cash support to banks
to meet the daily liquidity shortage
through its LAF.
“The Centre has a buffer in the form of
a Rs. 1.28 lakh crore) or (cash) surplus
with the RBI (as of March 31) to
protect net borrowing,” said Indranil
Sengupta, India economist at DSP
Merrill Lynch in a note to clients.
RBI Tightens Screws on Defaulters
Regulator asks banks to increase
provisions for incremental lending
to ‘non-cooperative’ borrowers.
The Reserve Bank of India (RBI) on
4th week December tightened the
screws on bank customers who default
on loans despite having the ability
to repay their debts, creating a new
category of borrowers classified as
“non-cooperative” and asking banks
to set aside higher provisions for
incremental lending to such companies
and their founders.
Provisions for any new loans
sanctioned to the new category of
borrowers could rise from as low as
0.40% of the loan value currently to as
high as 25%.
Higher provisioning requirements
will mean that borrowings costs will
increase as soon as they are classified
as
non-cooperative,
dissuading
corporate customers from defaulting
on loan repayments, analysts said.
“A non-cooperative borrower is one
who does not engage constructively
with his lender by defaulting in timely
repayment of dues while having ability
to pay, thwarting lenders’ efforts for
recovery of their dues by not providing
necessary
information
sought,
denying access to assets financed/
collateral securities, obstructing sale
of securities, etc.
“In effect, a non-cooperative borrower
is a defaulter who deliberately
stonewalls legitimate efforts of the
lenders to recover their dues,” RBI
said in a notification.
Non-cooperative
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borrowers

are

separate from those classified as wilful
defaulters, a category first introduced
under RBI guidelines in July 2012. A
wilful defaulter is one who not only
does not pay back bank loans, but also
siphons off funds advanced by banks
to put them to other uses. Borrowers
who dispose of pledged property or
moveable assets without the knowledge
of creditors are also classified as
wilful defaulters.

Pvt. Ltd.

The latest move is another step by the
central bank to plug loopholes in bank
lending processes and curb the rise
in nonperforming assets (NPAs) in
India’s banking industry.

The central bank has set Rs. 5
crore as the aggregate cut-off limit
for classifying borrowers as noncooperative and has widened the
scope for such companies to include
enterprises and people who run or
manage these companies.

Gross NPAs at 40 listed banks grew
17.49% to Rs. 2.69 trillion in the
quarter ended September from Rs.
2.29 trillion a year ago. Banks have
also restructured a cumulative Rs. 3.67
trillion of loans until 30 September,
data available on the corporate debt
restructuring website show.
A large part of the stressed assets
stems from two years of sub-5%
economic growth and stalled projects
that crimped corporate cash flows and
made it difficult for borrowers to repay
debts. RBI governor Raghuram Rajan
has argued that a part of the mountain
of stressed assets is also a result of a
weakening credit culture.
“The sanctity of the debt contract has
been continuously eroded in India in
recent years, not by small borrower but
by the large borrower,” Rajan said in a
speech on 25 November, adding that
wilful or non-cooperative defaulters
should be seen as “freeloaders” and
not lionized as captains of industry.
“Promoters do not have a divine right
to stay in charge regardless of how
badly they mismanage an enterprise,
nor do they have the right to use the
banking system to recapitalize failed
ventures,” Rajan said.
The central bank’s intention behind
tightening the norms is to ensure
that the mistakes of the past are not
repeated, said Vaibhav Agrawal, vicepresident of research at Angel Broking

“There were instances in the past when
companies or promoters which had
defaulted with one bank had no problem
getting loans from other banks. Most
mid to large Indian companies have
five to ten bankers, so being classified
as being non-cooperative will ensure
that even if funds are available to these
borrowers, it will be at a much higher
rate,” he said.

“A non-cooperative borrower in case
of a company will include, besides the
company, its promoters and directors
(excluding independent directors and
directors nominated by the government
and the lending institutions). In
case of business enterprises (other
than companies), non-cooperative
borrowers would include persons
who are in-charge and responsible for
the management of the affairs of the
business enterprise,” RBI said.
Concerns over wilful defaults have
risen following the case of Kingfisher
Airlines Ltd. Banks are still struggling
to recover the Rs. 7,000 crore owed
by the grounded airline. In September,
Kolkata-based United Bank of India
declared the airline’s promoter Vijay
Mallya a wilful defaulter, only to be
challenged in court. State Bank of
India has also sent legal notices to
Mallya, but is yet to declare him a
wilful defaulter.
“The idea of the RBI notification is to
prevent banks from taking exposure to
companies which may have already
defaulted on existing loans. There
have been instances when companies
have defaulted on loans and gone
to another bank with new securities
for a fresh loan. This will stop that
practice,” said R.K. Bansal, executive
director at IDBI Bank Ltd.
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The category of non-cooperative
borrowers could include borrowers
who may not be in violation of a law
but still pose a risk to the financial
system due to their reluctance to
cooperate with lenders.
“This new definition will discourage
borrowers from misusing the system.
I think this will help in plugging some
loopholes which exist,” said an analyst
with a Japanese brokerage on condition
of anonymity.
The central bank has asked banks
to put in place a clear mechanism
for classifying a borrower as noncooperative. Before being declared
non-cooperative, a company will have
to be screened by a committee headed
by a bank executive director and two
other officials of general manger or
deputy general manager rank.
“If the Committee concludes that
the borrower is non-cooperative, it
shall issue a show cause notice to the
concerned borrower (and the promoter/
whole time directors in case of
companies) and call for his submission
and after considering his submission
issue an order recording the borrower
to be non-cooperative and the reasons
for the same. An opportunity should be
given to the borrower for a personal
hearing if the committee feels such an
opportunity is necessary,” RBI said.
The order of this committee will be
reviewed by another panel headed by
the chairman or chief executive officer
and managing director of the bank
and also including two independent
directors. If the second committee,
too, classifies the borrower as noncooperative, banks have to provide a

higher amount of money for advancing
new loans to the entity.

not wait until the loan is classified as
a bad debt.

RBI tightens rules to isolate
defaulters

“A non-cooperative borrower is one
who does not engage constructively
with his lender by defaulting in timely
repayment of dues while having ability
to pay, thwarting lenders’ efforts for
recovery of their dues by not providing
necessary
information
sought,
denying access to assets financed/
collateral securities, obstructing sale
of securities, etc. In effect, a noncooperative borrower is a defaulter
who deliberately stonewalls legitimate
efforts of the lenders to recover their
dues,” RBI said in its circular to all
banks.

Raises Capital Requirement for
Banks Lending To Non-Cooperative
Borrowers.
Deliberate defaulters will find
themselves in a corner with Reserve
Bank of India governor Raghuram
Rajan intensifying his battle against
those who use legal loopholes to avoid
debt obligations by coming out with
norms for ‘non-cooperative borrowers’
- a term coined by Rajan to identify
those who choose not to repay but
avoid action by playing the system.
The RBI on 4th week December
simplified the definition of ‘noncooperative borrower’ and has said
that anyone lending to such businesses
will face higher capital requirements
than what was originally envisaged.
Once a borrower is classified ‘noncooperative’, banks will need to make
higher provisions for fresh loans. This
will also apply to any company which
has on its board of directors any of the
whole-time directors/promoters of a
non-cooperative borrowing company
or any firm in which such a noncooperative borrower is in charge of
management of the affairs.
Rajan had first used the term ‘noncooperative borrower’ while coming
out with rules regarding ‘joint lenders
forum’ (JLF) and ‘corrective action
plan’ aimed at rooting out bad debts
from the books of lenders. The JLF
aimed at ensuring that lenders talk to
each other and prevent borrowers from
playing
one
bank
against
the other. The
corrective
action
plan
aims to ensure
that
banks
take action at
early signs of
financial stress
and that they do
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The information in respect of noncooperative borrowers will be shared
among all lenders through the ‘Central
Repository of Information on Large
Credits (CRILC)’. The CRILC
replicates the task undertaken by credit
information bureau but at a corporate
level.
Clarifying that a solitary instance
should not be enough to classify a
borrower as ‘non-cooperative’, RBI
said the decision should be taken by
a high level committee. “The decision
should be entrusted to a committee
of higher functionaries headed by an
executive director and consisting of
two other senior officers of the rank
of general managers/deputy general
managers as decided by the board of
the concerned bank/FI”. The norms
do not apply to small borrowers and
only a borrower with outstanding of
over Rs 5 crore can be tagged as ‘noncooperative’.
Views expressed are personal
vtpai@medcindia.com
The author is Director- Finance,
MEDC.
Aptly assisted by
Ms. Rajshree Jain & Ms. Preeti
Shrivastava,
Research Wing, MEDC
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NEWS IN MEDC
Interactive meeting with
Mr. Wilfred Muskens, Dy. Secretary of International Business Development, DCED,
Commonwealth of Pennsylvania, USA, 5th December 2014, Mumbai

Mr.
Wilfred
Muskens,
Deputy
Secretary for International Business
Development, Pennsylvania (USA)
was on his visit to India in December
2014. MEDC used this opportunity to
organize an interactive meeting with
the office bearers of the Council. The
main thrust of Pennsylvania’s economy
is in the areas of life sciences, advanced
manufacturing and materials, high
technology, agribusiness and a robust
energy sector. Pennsylvania State has
been exploring co-operation from
Indian industry for collaboration in
these areas.

invest in India, interactions of Mr.
Wilfred Muskens with office bearers
and few special invitees was extremely
valuable. It would pave the way for
developing close contacts with the State
of Pennsylvania, and simultaneously
create opportunities for our businesses
to invest in Pennsylvania.

In keeping with our Prime Minister’s
vision of “Make in India” and to
encourage overseas companies to

In his welcome address, our President
Cdr. Dipak Naik outlined briefly the
activities of MEDC and highlighted
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Ms. Sushama Kanetkar, Authorized
Representative Director, Ms. Supriya
Kanetkar, Associate Director and Mr.
V.R. Jathar, Advisor, Pennsylvania
Trade & Investment Office-India
accompanied Mr. Wilfred Muskens
for the meeting.

some of the significant features of
Government of India’s new economic
policies and growth opportunities in the
country. The meeting was attended by
some of the top office bearers of MEDC,
namely, Ms. Meenal Mohadikar VicePresident and Mr. Chandrashekhar
Prabhu, Director General, Mr. Sunil
Bhandare, Chief Economist, and Mr.
Suresh Ghorpade, Dy. Gen. Manager.
Other notable dignitaries included Mr.
Anil Gachke VP, BJP Udyog Agadi,
Dr. Uday Borawake, Borawake Agri
Foundation and Mr. Mahesh Rathod,
MD, Tailwind Trade and Investment.
The interactive session also focused on
what could be the trade and investment
opportunities in Maharashtra for
businesses
from
Pennsylvania
under the framework of “Make in
Maharashtra” campaign. Like-wise,
the discussion also revolved around
business opportunities in Pennsylvania
for companies from Maharashtra
and India. The meeting concluded
with action points to carry forward
the agreed programme between
International Business Development
and MEDC.
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