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Dear Members
I have been planning for a long time to establish a live interaction 
between MEDC and its members, so far our interaction has been 
limited to events, lectures and the MEDC Monthly Economic Digest. In order to be 
more useful to our members, we have to understand your needs and your views.  I 
look forward to receiving an email from you, communicating yours needs, desires 
and expectations from MEDC. (Do write to: medc@medcindia.com)
We also plan to hold a few one on one luncheon meetings with Government of 
Maharashtra’s ministers and senior bureaucrats. I will be keen to receive your 
feedback on what issues need to be taken up and with whom. 
A few months ago on the same page, I had written about the changing face of Indian 
businesses and the impact of e-commerce on different segments of businesses.  You 
will appreciate that each one of us whether in Industry, trade or Agriculture have to 
be ready for the future. We therefore, need to brainstorm and forecast the changes 
that you have to bring about for your businesses to grow on newer platforms and 
the steps to be taken to get ready for the future. Let not forget that the future is not 
that far.
Let me now give you the big news:
We have plan to hold “India AeroBiz & MRO 2016”  in (MIHAN) Nagpur in 
association with Government of Maharashtra either in the first week of October 
or November 2016. Maharashtra across the length and breadth of the State has 
ample airports and airstrips. Regional Connectivity alongside Maintenance, Repair 
and Overhaul (MRO) facilities should be the focus of our attention. Hence, we 
propose to expand the horizon of the Air Show and create a platform for Regional 
Connectivity alongside MRO together with all aspects of business of aviation 
including training, licence manufacture of part and consumables and so on. As you 
must be aware the National Civil Aviation Draft Policy which is awaiting Union 
Cabinet approval is strongly focused on boosting regional connectivity for non-
metro towns.
‘India AeroBiz& MRO 2016’ will be the ideal platform where stakeholders will 
showcase, debate and deliberate the potential of using the scheduled and non-
scheduled aircraft and helicopter fleet of the country in achieving this important 
task along with the required MRO. Nagpur, the second capital of Maharashtra 
has a strategic place among the international aviation routes. The project aims 
to exploit the central location of Nagpur and convert the present airport into a 
major cargo, passenger, MRO and business hub with integrated road and rail 
connectivity.
Recently we had the prestigious Dr. Dhanajayrao Gadgil Memorial Lecture was 
delivered by Prof. Abhijit Bannerjee. He is the Ford Foundation Professor of 
Economy at MIT Boston, on a remarkable subject, “Lifting India Out of Poverty”. 
His talk was followed by equally interesting remarks by the Chairman of the 
occasion Dr. Vinay Sahasrabuddhe. Not all of our members and readers can attend 
such events. This issue of the ‘Economic Digest’ therefore brings to you the details 
of their speeches.
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Mr. Chandrashekhar Prabhu
Chairman, Editorial Board & 

Consulting Editor

Analysis- Striking a 
Balance

The Twelfth D.R. Gadgil 
Memorial Lecture has 
given us a lot of food for 

thought.  Our chief guest who 
delivered the lecture has had 
sufficient amount of experience 
in the field of economics and 
he spoke on one of his favorite 
topics of research which has 
been ‘Poverty’.  He, along with 
his colleagues and his research 
team, have been conducting 
experiments in different parts 
of the world and baring a 
few exceptions, the research, 
case studies, and experiments 
conducted have led them to a 
conclusion that a little bit of 
push, if given to the poor along 
with a lot of training, they have 
the capability to lift themselves 
out of poverty.  

The Chairman of the occasion 
Dr. Vinay Sahasrabuddhe who 
is the country’s eminent expert 
in political science spoke on 
fighting multiple poverties.  He 
also spoke on outdated ideas of 
socialism and populism, which 
according to him have played a 
key role in institutionalization of 
deprivation in India. 

Let us therefore try to find 
the definitions of the words 
- socialism and populism to 

understand his views. 

1. The Latin word socius meant 
“companion,” and led to the 
Old French word social, 
from which the word socialist 
derived. However, the 
meaning came to be so much 
more than just “associate.” 
As opposed to a capitalist, a 
socialist advocates a society 
based on cooperation rather 
than competition

2. A socialist is someone 
who supports the political 
philosophy of socialism, 
which is a governmental 
system that advocates 
community ownership 
and control of all lands 
and businesses rather than 
individual ownership.

3. A political and economic 
theory of social organization 
which advocates that the 
means of production, 
distribution, and exchange 
should be owned or regulated 
by the community as a whole.

4. Merriam-Webster Definition 
of socialism for Students. : 
a social system or theory in 
which the government owns 
and controls the means of 
production (as factories) and 

distribution of goods.

5. Socialism is a range of 
economic and social systems 
characterised by social 
ownership and democratic 
control of the means of 
production, as well as the 
political ideologies, theories, 
and movements that aim at 
their establishment

Academic definitions of 
populism-
1. Populism is a political 

outlook or disposition that 
appeals to the interests and 
conceptions of the general 
population ...Wikipedia

 Define populist:
2 A member of a political party 

claiming to represent the 
common people 

 In the United States of 
America a political party was 
formed in 1891 primarily 
to represent agrarian 
interests and to advocate 
the free coinage of silver 
and government control of 
monopolies

3. At its root, populism is a 
belief in the power of regular 
people, and in their right 
to have control over their 
government rather than a 
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small group of political 
insiders or wealthy elite.

4. The word populism comes 
from the Latin word for 
“people,”

5. The Dictionary meaning of 
the word populist is political 
ideas and activities that are 
intended to get the support of 
ordinary people

Having understood the 
definitions and meanings of 
the two words, it would be of 
interest to find out how outdated 
ideas of socialism and populism 
have done us harm. 

Since the Indian constitution 
has been amended and word 
socialism has been included in 
the preamble itself, the questions 
asked would be- what are the 
present ideas of socialism and 
what are the outdated ideas of 
socialism?  Similarly what is 
populism in the correct context, 
and what is the outdated form of 
populism?

There are no simple answers to 
these questions, and the answers 
will be important to know and 
understand as they would be 
good indicators of the likely 
developments in the future.

Dr. Saharsabuddhe added that 
playing victimhood and blaming 
others for the State of affairs has 
become a favorite pastime.  This 
according to him has seriously 
hampered our ability, to believe 
in our self, walk all that we talk, 
remain motivated and motivate 
others.

Dr. Vinay Sahasrabuddhe 

outlined other types of poverties 
which he categories as social 
poverties.  Sense of purpose, 
authenticity, mutual trust and 
crises of ownership are the  
social poverties identified by 
him.  

He has stated that empowerment 
of farmers, skilling of youths 
and giving rights to the women, 
which the government has 
attempted will help overcome 
the social poverties.  According 
to him, this approach has 
effectively discarded the politics 
of populism and replaced it with 
the politics of performance.  

He also promoted the idea of 
citizen social responsibility 
while promoting performance as 
the real game changer. 

Dr. Vinay Sahasrabuddhe 
believes that economic measures 
alone will not be enough to 
overcome the challenges posed 
by poverty.  He pretty much 
tried to stress the point home 
that unless the society improves 
on the front of social poverty, 
economic poverty may remain 
and may  continue to remain the 
topic of hot discussion for a long 
time to come.   

Dr. Abhijit Banerjee in his 
presentation said that fighting 
poverty becomes difficult if 
those who are entrusted with the 
responsibility do not trust those 
who are poor.  In this context if 
we feel that we do not believe 
in ourselves, are not motivated 
enough and do not do what we 
say then we will never be able to 
tackle poverty.  

It is true that some of our 
politicians do not believe in 
themselves.  Most of the time 
their utterances are meant for 
the gallery and many times 
the person who makes these 
utterances know very well 
that what was said cannot be 
implemented, or is doubtful 
about believing his own words.  
However when it comes to the 
common man the situation is 
relatively simple. Lets us take 
the poor for instance. There 
is no reason why they cannot 
believe in themselves.  The poor 
can be broadly divided in to two 
categories. A.  The urban poor 
and B. The rural poor.  The rural 
poor, especially the farmers and 
the farm labor have strong belief 
in themselves.  Their belief 
comes from experience and also 
from their day to day work.  For 
instance they believe that they 
know how to grow food.  They 
know how to till the land, how to 
sow the seeds, how to enrich the 
soil and how to ensure that they 
harvest a good crop.  However 
they also know that the process 
of farming required other inputs 
in the form of water which can 
come from irrigation through 
rain, rivers, canals or by tapping 
the underground water table.  If 
all these sources are not readily 
available to him, he does not 
know what to do.  He has belief 
in himself, he knows that he can 
walk the talk; his is motivated 
enough and can motivate others 
in his family, and those around 
him.  However all these qualities 
are of little help to him when he 
struggles to come out of poverty.  

Edit Page
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What he really requires is some 
help either from Mother Nature 
in the form of abundant rainfall, 
or through the government in 
form of making accessible to 
him, that which is absolutely 
important for the survival of 
his crops, and that is water.  
And even when he has the 
necessary quantity of water it 
is not necessary that it will help 
him come out of poverty.  If his 
land holding his large enough, 
then he may produce enough 
crops which take care of his 
consumption and the surplus can 
get him some income.  However 
if his holding is small or he is 
just working in someone else’s 
farm, then his capacity to earn 
is restricted.  Therefore even if 
he makes efforts to come out 
of poverty he cannot.  It is then 
that the push as suggested by Dr. 
Banerjee becomes absolutely 
essential.  It is in this context 
that Dr. Banerjee and his team 
found that the poor not just lack 
resources, education, health but 
also lack in optimism.

Lets us take the societal 
poverties of authenticity, lack of 
trust, sense of purpose and sense 
of ownership.  Here too the poor 
are not found wanting.  These 
inadequacies, if at all, are seen 
more in those who are involved 
in commenting on the status of 
poor, or in taking decisions for 
the poor.  The poor themselves 
do not have any or little role to 
play in these inadequacies.

Lets us take the urban poor. 
This group consists of mostly 
migrants who have come to 

urban areas in search of means 
of livelihood. They are honest, 
believe in themselves and are 
motivated enough to leave their 
villages and come to unknown 
areas to search for means of 
livelihood.  They take the risk 
and migrate, sometimes with 
their families and try to settle in 
areas where the culture, climate, 
attitudes etc. are different 
from the kind they are used to.  
Despite this they try and make 
a living by giving services to 
those who need them at cheap 
wages.  The urban poor therefore 
not just assist in urban growth 
but become an integral part of 
the processes of urbanisation. 
When a family migrates to an 
urban area it requires some 
basic infrastructure to survive, 
and in the process of acquiring 
such infrastructure it contributes 
to the economy.  They may 
require some assistance or help 
and is need not necessarily 
be in the form of doles. The 
help could be in the form of 
empowerment.  Empowerment 
could be by providing security, 
assests or making laws to enable 
that the poor have access to 
the assets and to secure living.  
The best form of empowerment 
is providing access to shelter, 
education, health and means of 
livelihood. No empowerment 
becomes complete unless we 
ensure that the urban poor has 
shelter. The policy which ensures 
right to tenure ensures that there 
is no further displacement. 
The housing for all program  
announced by the Government 
of India, therefore addresses 

the issue of shelter. If this is 
implemented successfully, other 
necessities can follow. 

The takeaway from the 
Gadgil memorial lecture is 
that we must work towards 
eliminating the social poverties 
or at least reducing them 
while empowering the poor by 
sincerely implementing schemes 
meant for them. 

The poverty alleviation schemes 
in rural india along with the 
skill upgradation program 
and housing for all scheme, if 
implemented with right earnest 
can definitely lead our poor to a 
brighter future. Until such time 
that these schemes are planned 
and implemented successfully, 
it becomes the duty of the state 
to ensure that those who are 
poor are not displaced. As long 
as poor living in the slums 
continue to be given the right to 
tenure and the tenants living in 
dilapidated buildings protected, 
there is no immediate threat to 
the existance and survival of the 
urban poor. If in the process of 
pushing reforms, we hit at the 
basic principles of protecting 
their rights, there is bound to be a 
reaction. The government could 
do well by striking a judicious 
balance between the protection 
accorded to the urban poor and 
the pressure of urbanization.

chandrashekharp@hotmail.com

Edit Page
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Dr. Prakash Hebalkar

Global Trade and 
Investment Trends...

This column focuses on trends 
in trade and investments in the 
past month. 

This month saw continued 
choppiness in the U.S. 
Economy, a dramatic move 
by Saudi Arabia to steer their 
economy away from oil, 
interesting developments in 
renewable energy through 
ocean power and an interesting 
study from Brown University 
of the effectiveness of the use 
of  game theory in international 
relations.

The U.S. Economy showed 
healthy employment figures 
and low unemployment figures 
on one hand even as it showed 
on the other hand a slight 
slowdown in the consumer 
purchases economy which 
represents about 70% if the US 
GDP. The situation reminds us 
of President Truman’s famous 
quote:

Give me a one-handed economist! 
All my economics say, ‘’On the 
one hand? on the other.’’ Harry S. 
Truman 

The USA is one of the few 
large economies exhibiting 
good health unlike the slowing 
down Chinese economy and 
the obstinate opposition 

blocked Indian economy with 
the government’s foot on the 
accelerator and the opposition 
which rules the Rajya Sabha 
having its foot on the brake. 
Accordingly any uncertainty 
of its continued growth causes 
markets to react excessively, as 
happened.

The Saudi economy on the other 
hand is distinctly in trouble, 
having increased subsidies and 
government employment as a 
last resort to keep the populace 
from agitating but finding 
the U.S. Shale oil discovery 
changing the oil market to a 
distinctly bearish outlook for the 
foreseeable future. The gutsy 
new Prince has formulated an 
alternate vision for the Saudi 
economy completely divorced 
from the oil industry but using 
the wealth it has created to 
generate alternate sources of 
treasury income much like 
Singapore has done wit its GIC1.  
This This creates opportunities 
for Indian companies seeking 
patient capital through devices 
1 Patient capital, vision, discipline

 We are one of  the world’s larg-
est global investors, with well over 
US$100 billion of  assets in more 
than 40 countries worldwide.

 - See more at: http://www.gic.com.
sg/about-gic/overview#sthash.bO-
HQfFQ1.dpuf

like Islamic Banking, e.g. for 
infrastructure projects that can 
create annuity streams for many 
many years once completed 
while not burdening the project 
in the difficult construction 
phase.

Saudi Arabia is a country near-
synonymous with the oil industry, 
but now the kingdom is moving to 
end what it calls its “addiction to 
oil” with a new plan.

The plan, known as Vision 2030, 
was announced Monday by Deputy 
Crown Prince Mohammed bin 
Salman, the fast-rising 31-year-
old said to be at the helm of Saudi 
Arabia’s plans to modernize its 
economy. In an interview with al-
Arabiya news channel conducted in 
his palace in Riyadh, Mohammed 
said that under the plan, the country 
will exist “without any dependence 
on oil” by 2020 and would soon 
be a “global player” on the world 
investment stage.

That would mark a big change. 
Since large quantities of oil were 
discovered in the then-nascent 
Saudi kingdom in 1938, the oil 
industry has come to dominate 
the country’s economy. Revenue 
from the industry earned the Saudi 
government billions and enabled the 
ruling royal family to offer generous 
benefits to Saudi citizens. In recent 
years, the oil industry had accounted 

Global Economic Monitor
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for an estimated 90 percent of the 
government’s income.

However, as oil prices plunged 
from $100 a barrel in 2014 to less 
than half that amount in 2015, 
the kingdom’s coffers have been 
hit badly. Last year, the country 
ran a deficit of $98 billion, about 
15 percent of its gross domestic 
product. There are widespread fears 
that without reining in its profligate 
spending, Saudi Arabia risked 
financial disaster: A report from 
the International Monetary Fund 
released in October warned that the 
government could run out of money 
within five years.

Perhaps the most immediate action 
under the Vision 2030 plan, which 
was approved by the Saudi cabinet 
on Monday, will be the sale of 
shares of the state-owned oil giant 
Aramco. Although less than 5 
percent of the shares will be sold, 
the size of Aramco — Mohammed 
says the company would be valued 
at up to $2.5 trillion — means that 
it is already being described as the 
largest IPO in history. Some of the 
money earned from this sale would 
be used to help create a $2 trillion 
sovereign wealth fund that would 
invest abroad. In his interview 
with al-Arabiya, Mohammed also 
suggested that the IPO would 
serve to open up Aramco — and, 
by extension, the insular Saudi 
economy — to scrutiny. “People 
in the past used to be upset that 
Aramco’s files and data are not 
announced, [or that they were] 
unclear and not transparent,” he 
said, adding that if Aramco is listed 
on the market, it will have to publish 
data every quarter.

A number of other changes to the 
Saudi economy also have been 
outlined in the Vision 2030 plan. 
The Saudi visa system would be 
restructured to offer a “green 
card” for Muslim and Arab foreign 
workers so they can live in the 
country for the long term. Efforts 
would be made to increase female 
participation in the workforce.

Source: https://www.washingtonpost.

com/news/worldviews/wp/2016/04/25/

saudi-arabia-announces-plan-to-end-

its-addiction-to-oil/

The End-of-Oil with a secular 
decline in prices reflecting in 
declining profits and exploration 
expenditure on one hand and 
the development of electric 
transportation as witnessed by the 
Tesla story in an earlier column 
on the other hand reflect a near 
certainty and the Saudis are wise 
to plan prospectively  instead of 
reactively as India has usually 
done to most global changes. 

On the technology front, alternate 
energy is getting at least as much 
serious innovation attention as the 
much hyped “Apps industry” for 
mobile phones. Take Wind Energy:

Often derided as a blot on rural 
landscapes, wind turbines got bigger 
and stronger than ever anyway. The 
next generation are even larger and 
designed to withstand an Arctic 
battering. 

The granddaddy of them all is a 
machine with rotors that cut a 164 
meter (538 foot) swath made by a 
Vestas Wind Systems venture with 
Mitsubishi Heavy Industries. A 
single blade is 80 meters, about the 
entire wingspan of an Airbus A380 

Global Economic Monitor
jumbo jet. 

As they got bigger, the units 
became more efficient, boosting 
global installations 23 percent last 
year to a record 63.5 gigawatts, 
which at full tilt would be about 
as much as what flows from 63 
nuclear reactors2. Wind is now the 
most installed form of low-carbon 
energy. While few people outside 
the industry noticed, the trend lifted 
shares and profit of manufacturers 
from their crash during the financial 
crisis. Vestas is due to report its fifth 
consecutive increase in quarterly 
profit on Friday, overcoming a 
slump that forced it to cut 3,000 jobs 
since 2011.

Even the plunge in crude prices 
since  2014 has failed to derail 
industry growth.

“The doubling of turbine size this 
decade will allow wind farms in 
2020 to use half the number of 
turbines compared to 2010,” said 
Tom Harries, an industry analyst at 
Bloomberg New Energy Finance. 
“This means fewer foundations, 
less cabling and simpler installation 
-- all key in slashing costs for the 
industry.”

The average turbine installed in 
Europe was 4.1 megawatts last 
year, 28 percent larger than in 
2010, according to the London-
based researcher, which expects 6.8 
megawatts to be the norm by 2020. 
Harries said Siemens has hinted it’s 
working on a 10 megawatt turbine.

2 Compare this alternative with the 
highly risky Jaitapur nuclear project 
of  10 Gigawatts and the long recov-
ery period of  the Fukushima pre-
cincts following the tsunami event 
that brought the nuclear plant down 
permanently.
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Source: Bloomberg 

World’s Biggest Windmills Now 
Make Jumbo Jets Look Tiny

A rare look inside the giant 
installations being developed to 
withstand the world’s worst climates 
- even the Arctic. By Jessica 
Shankleman - 28-Apr-2016 9:31:03 
am

Another technology 
development in the same vein 
is in the wave energy area. The 
Wavestar pilot is leading to 
wave power installations with 
similar capacities to offshore 
windmills indicated above, viz 
6 Megawatts per installation.

Harnessing the the ocean to produce 
usable power is the mission of 
alternative energy company 
Wavestar. The Denmark company 
has been working on its “big ocean” 
commercial 1 megawatt machine 
for a 2017 release, according to its 
website. The machine seeks to tap 
into the frontier of the renewable 
and limitless energy of wave 
power. The rise in development and 
adoption of wave power often draws 
comparisons to that of wind power, 
according to Nature.

“You could say that in the long run 
it’s necessary that we go from fossil 
fuels to clean renewable energy 
—   it’s what we have to do to help 
protect the environment, look after 
our earth and it would be good for 
all mankind,” Wavestar co-founder 
Niels Hansen said in a video3 . 

Using its 20 floaters, which bounce 
with the movement of waves, the 1 
megawatt machine would transfer 
kinetic wave energy through 

3 https://vimeo.com/20887549

hydraulics to turn and power a 
generator, according to Tidal 
Energy Today. One day, the goal 
is to increase the output of each 
machine to 6 megawatts, enough for 
one machine to power up to 4,000 
homes. 

Source: http://mic.com/articles/141988/

how-wave-energy-could-power-homes-

thanks-to-this-wavestar-sustainable-

energy-machine#.dINgq1hvX

Both these developments 
are very appropriately timed 
to the signing ceremony of 
the UN Paris Agreement on 
Climate Change in New York 
in late April, where the sole 
global  industry representative 
who spoke, Anand Mahindra, 
reminded the world of the 
Samudramanthan of ancient 
times – the ocean yielding 
gifts of great value but after 
considerable cooperative effort!

The final story relates to a page 
theoretic study of the increasing 
use of financial sanctions 
as a substitute for military 
solutions especially against 
nuclear powers or potentially 
nuclear powers as a study in 
game theory. Brown University 
studied the effectiveness of 
such sanctions and found that 
they work rarely (North Korea 
is a glaring example of a failure) 
and only in rather specific 
situations and over a long time 
measured in decades. 

A 2013 Brown University study of 
22 UN targeted sanctions regimes 
since 1991 found that the measures 
were effective in forcing behavior 
changes 10 percent of the time.

“Sanctions are applied to the most 
complex, intractable problems 
where the military option is not the 
solution,” said Thomas Biersteker, a 
professor at the Graduate Institute of 
Geneva, who has written extensively 
on sanctions.

Iran’s example shows how much 
patience can be required. The 
Security Council passed a series of 
restrictions on the Islamic Republic 
starting in 2006, demanding that 
the Persian Gulf country suspend 
all nuclear enrichment-related 
and reprocessing activities. Those 
restrictions were tightened over the 
years at significant cost to Iran.

Partly in response to the pressure, 
Tehran devalued the rial by about 50 
percent in July 2013. U.S. officials 
said sanctions on the oil and banking 
industries cost Iran more than $120 
billion from 2012 to mid-2015. The 
country’s economy shrank almost 
7 percent in 2012 and 2 percent in 
2013, according to International 
Monetary Fund data.

In this case, the slow squeeze of 
sanctions worked. From Bloomberg 

World Powers Can’t Kick the 
Sanctions Habit By Kambiz 
Foroohar - 25-Apr-2016 4:30:01 am

India should take a note as one 
never knows when the global 
political situation could turn 
into one where we are at the 
receiving end of such sanctions.

profitechconsultants@gmail.com

The author is a Public Policy consultant 
and President of ProfiTech, a strategic 
consultancy and also Member of the 
MEDC Economic Digest Committee. 
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Welcome address by  
Cdr. Dipak Naik, President, MEDC on the occasion of Twelfth 

D.R. Gadgil Memorial Series of Lecture 2016.    

Prof Abhijit Banerjee 
and Dr. Vinay 
Sahasrabuddhe, past 

presidents of MEDC, directors 
of Maharashtra economic 
development council, presidents 
and office bearers of constituting 
bodies and associations of 
businesses. It has been a great 
pleasure to welcome you all as 
usual for the annual Dhananjay 
Rao Gadgil memorial lecture. 
As you all very well aware we 
do this once every year, and 
this year,we have departed in 
the sense that we going to do it 
thrice this year. We have now 
decided to make it in a series 

of lectures rather than just once 
a year lecture. In the last year 
as you all know that it is 13th 
lecture/13th year in a row and 
for the first 12 years we had 
prominent  economist or say 
serving the retired or the past 
governors of RBI and so on as 
the lecturers of the series. Last 
year I departed from that and 
said let us invite the current 
chief minister of Maharashtra 
because we must believe that 
our chief at the helm of affairs 
of the state must necessarily will 
have a good economic agenda 
for the growth of our state, and 
that turned out a success in-

depth knowledge and analysis 
of economic situations was 
indeed very praise worthy and it 
turn out to be a very interesting 
lecture indeed.

This year I have being saying to 
the director general that we must 
invite more people than one. 
And quiet honestly we spent 
some time trying to get Mr.Arun 
Jaitley before the budget. 
Unfortunately, for his whatever 
schedules and priorities it could 
not fit into the time frame and 
therefore, we said alright and 
let’s get some body or let’s 
get numerous people and that 
is when we decided we would 
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not be depend on one speaker 
per year but we will do three 
speakers in a year and do it 
alternative months.

Quiet clearly, we are the research 
in India and there is a need to do 
this kind of review and this kind 
of listening. Listening to the 
other’s view more often than 
just once a year. It gives me 
therefore immense pleasure to 
welcome Dr. Abhijit Banerjee 
and once again, in the departure 
from normal we have invited 
a person to chair the session 
none other than Dr. Vinay 
Sahasrabhuddhe. Word about 
him little later. Let me brief for 
those who do not know much 
about Dr. Banerjee. Educated 
at the University of Calcutta, 
JNU and Harvard. Received his 
PHD in 1988, is currently the 
fourth foundation professor of 
the economics at Massachusetts 
institute of technology Boston. 
In the slip that I have, is the 
whole list of awards that he 
received so I would reframe it 
from reading them because they 
are far too many. That he is rated 
under top 100 global thinker of 
economy. He has offered a very 
large number of articles in three 
books, including a very famous 
book “POOR ECONOMICS”, 
which won the globe business 
book of the year award. He is 
the editor of the fourth book 
as soon as he finishes this 

there is a documentary film as 
well. ‘The name of the disease 
in 2006’ was the name of his 
earlierdocumentary. He has 
served on the U.N General 
Security High level panel of the 
prominent person in the post 
2015 on developmental agenda.

I welcome Dr. Abhijit Banerjee 
on behalf of all of you and on 
behalf of M.E.D.C.

Dr. Vinay Sahasrabuddhe, I 
shall say is the brain behind 
many things in this country in 
the past and it continues to be 
so on the national seen today. 
There are people who shall we 
say have a neck of changing 
way things happen, and the 
shape of things to happen. 
He has spent something like 
29-30years and headed, or 
has been the brain behind the 
very famous Rambhau Mhalgi 
Prabhodhini, which has trained 
many of lawmakers in the 
country. I was little while earlier 
asking him that is it really help 
to change the lawmaker or are 
they malleable at all? And the 
answer is yes! Change is slow 
but it does happen. And I think 
it is rare and perhaps the only 
institution of its kind or perhaps 
in the world or I do not think 
there is any parallel example of 
this anywhere else. Where you 
can train the lawmaker. He had 
achieved academic excellence 
long time ago and has earned 

his doctorate in politics on the 
thesis, which was regarding 
the political parties as a 
victimof populism and electoral 
compulsion a quest for systemic 
solution. I think he is the most 
apt person of the topic that we 
have chosen for “pulling people 
out of poverty in India”. Pulling 
people out of poverty, changing 
their social life, changing their 
way of lives, standards of life 
has and has so much to do with 
the policy directors and ability 
of governances and the ability 
of delivery ofgovernance. We 
are happy that we have people 
like Vinay Sahasrabuddhe 
to guide. It has been great 
pleasure to welcome Dr. Vinay 
Sahasrabuddhe amongst all of 
us. Most of you must be very 
well aware, that Sahasrabuddhe 
has  half a dozen of Marathi and 
English books to his credits, two 
of them are award winning of 
recent times, his area of interest 
and study is in democratic 
policies, governance, national 
integration and empowerment 
of voluntary sector. With this 
let me turn to the topic of the 
day, and I will ask the director 
general to set the tone of this 
evening to come. Thank you!.
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Setting the Tone by Mr. Chandrashekhar Prabhu, D.G., 
MEDC on the occasion of Twelfth D.R. Gadgil Memorial 

Series of Lecture 2016.    

Now it is time for me 
to set the tone for the 
event and after this, 

there will be the main lecture. 
The Gadgil Memorial lecture 
by Prof. Abhijeet Banerjee and 
Chairman’s remarks, followed 
by a short question and answer 
session. Then there will be a 
vote of thanks, and that is the 
agenda for today. 

Setting the tone is one of the 
most difficult tasks that one 
can get. You have speakers who 
are the  real authorities on the 
subject, and even before the 
speaker makes his presentation 
there is someone who is asked 
to set the tone. Setting of tone 

becomes at time an exercise 
in a bit of provocation. I 
shall resist being provocative 
today. This is the task, which 
I can at times do very well if 
I choose to. However, today 
I have decided not to make 
provocative comments. I shall 
only flag issues and talk about 
specific issues which we need 
to think when we talk about 
pulling people out of poverty. 
To start with how do you lift 
the country’s poor out of their 
poverty? This assumes three 
things.

1) For those who are poor, you 
must enable or empower 
them lift live themselves 

economically, socially and 
otherwise to come out of 
poverty.

2) Another as important or even 
more important part of this 
exercise is that you ensure 
that those who are not poor 
are not subjected to any law, 
which makes them go back 
to poverty;these are two 
most important things. 

3) Those who are poor and 
are empowered financially 
should not be left to go back 
to poverty due to neglect or 
oversight.

What is the definition of 
poverty? Economists believe in 
numbers.  You ask an economist 
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- Who is poor? He will give 
you a number. I had a professor 
in statistics who once wrote 
a remark in a lighter vein, I 
am a professor of curves and 
figures. That’s what statistics 
is all about!” he said. “Don’t 
misunderstand”. 

We had the Tendulkar 
committee, which said those in 
rural areas, who earn less than 
Rs.1000 a month per family 
should be considered as below 
poverty line. This was way 
back in 2006-2008. Then we 
had C Rangarajan committee, 
which said that the poverty 
line should be upgraded and 
brought to 2010-11 levels. He 
proposed an extra amount as 
income to determine who is 
above and below poverty. We 
then saw a huge controversy on 
these numbers and I hope the 
government would once and for 
all decide to settle the numbers, 
and start addressing specific 
issues of poverty. The clichéd 
solutions that have been offered 
to eliminate rural poverty 
are increasing productivity 
in agriculture, remunerative 
prices for the farmers, relief 
from natural calamity in urban 
and rural areas, and in urban 
areas concentrating on food 
processing, retail, readymade, 
apparel manufacture etc. Then 
we have a solutions in the form 
of special economic zones and 

special costal zones and so on. 
These are the solutions which 
we have heard over a period of 
time. However we have not seen 
much down the line in the form 
of action. So, it is important that 
we flag issues which not just 
bring people up above poverty 
level but also ensure that those 
who are not poor today don’t 
lose their assets like their 
house and go below the poverty 
line. Housing for all is one 
great thinking, it has been our 
thinking for over a period of 
years and the government now 
says, that it is committed and 
pledged to the cause of housing 
for all. This means that every 
person, be he in a urban or 
rural area will be given, will be 
entitled to, empowered to have 
a house of his own according 
to his affordability. This slogan 
of housing for all was ridiculed 
by some people. We in MEDC 
believe that housing for all is 
not only possible but it can be 
made into a reality. However 
for that, the thinking processes 
within the government need, to 
undergo a change. To ensure 
that a program for housing for 
all is implemented, we need 
to ensure that those who have 
shelter are not dispossessed 
of their houses. The central 
government properties, public 
premises, the Bombay Port 
Trust occupants, all are worried. 

It is generally felt that there is 
a new law which is really going 
to throw them on the streets. 
The Draft Model Tenancy Act 
has really put fear in the minds 
of the  tenants. We have here 
representatives of the tenants, 
some of them poor, some of 
them not so poor but never the 
less worried that the shelter 
above their heads will no longer 
be there by the end of this year. 
We have a copy of a draft of a 
tenacy act formulated by the 
central government which says 
that all existing tenants will 
have to pay the market rate to 
stay in the houses where they 
are presently staying. If they 
don’t pay the market rate 2.5 
million people in island city of 
Mumbai who are tenants will 
be thrown out on the street. One 
million people in the suburbs of 
Mumbai and 10 million people 
in other parts of Maharashtra 
will be rendered homeless. 

Seven million slum dwellers 
dwell in Mumbai. 1.2 million 
live in houses built by MHADA 
(Maharashtra housing and area 
development authority), 50 
thousand cooperative housing 
societies are in Mumbai alone 
out of which 62% and are in 
need of redevelopment.  2.5 
million people live in 16000 
dilapidated cessed  buildings 
which are more than 60 years 
old.  They may collapse and 
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what has been a house for 
decades together will be a 
graveyard. 1.8 million people 
live in staff quarters provided by 
employers. The day you leave 
the job or you have to retire, you 
have no roof above your head. 
In a rough estimate. Mumbai 
alone would require 52 lakh 
houses that is 5 million houses 
needed to provide housing for 
all. Providing housing for all 
is one of the issues which have 
the capacity to pull people out 
of poverty. However if the 
current laws are not in their 
favor, those who may not really 
be poor will lapse into poverty. 
It is in this context that poverty 
in rural India and urban India 
have to be seen separately.  In 
Mumbai alone 1087 properties 
valued at one lakh 80 thousand 
crores have been acquired by 
the government. We understand 
there is a thinking that some of 
them be deacquired and handed 
over to private developers. 
Past experience in several such 
builder driven schemes has 
shown that the tenants have 
been rendered homeless. All 
these issues are faced when 
we talk about poverty and 
pulling people out of  poverty. 
We meet people all the time 
who are worried about loosing 
their shelter as and housing 
becomes integral part of their 
survival and livelihood. Life 

without adequate shelter leads 
to deprivation. Those who 
do not have adequate shelter 
need to be given one.  The 
quality of shelter sometimes 
does not matter, but at least 
those who are living in some 
kind of accommodation and 
hence have a shelter above 
their heads should not be 
dispossed. We have some issue 
where smaller traders who are 
represented by the Federation 
of Associations of Maharashtra 
which is a federation of 700 
traders’ associations, feel that 
the laws of octroi and LBT 
need to be changed. The traders 
feel that with the onslaught 
of globalization, their right 
to conduct business should 
not be curtailed. We have the 
representatives of AHAR who 
run small little restaurants and 
hotels including ‘chai shops’ 
all over the city. They have 
their problems. So each poor 
and middle class person in the 
city of Mumbai, in the MMR 
region in Pune, Nasik, Nagpur 
Aurangabad, and other parts 
of states in urban areas as well 
have issues, which they have to 
deal with and these issues have 
to be solved. If they succeed 
they may bring themselves to 
rise above poverty and if they 
are unsuccessful, it may or push 
them into poverty. I have flagged 
enough issues, and I think the 

issues need to be discussed and 
deliberated. Perhaps this may 
not be the correct forum for 
professor Abhijit Banerjee to 
immediately respond but I am 
sure with his kind of knowledge 
on the subject and his approach 
to his subject, we will have 
ways and means by which we 
can see him working towards 
implimentation of actual 
programs of not just eliminating 
poverty but bringing to the 
people close to their goal of 
‘Right to Housing’. Right to 
housing has been debated for 
some time now. It has to be 
taken forward in public interest. 
Let me say a couple of words 
about Dr. Saharasbudhe before 
I conclude.  He is the Director 
of the Center for Policy 
Research in Delhi. MEDC has 
been the prime think tank in the 
country. We feel that this center 
for policy research in Delhi 
and MEDC can come together 
and apply themselves to these 
subjects which really stare hard 
at us, and try to find solutions. 
Once we find that there are 
solutions we shall not hesitate 
to place them before the 
government whether it is the 
chief minister, prime minister 
or the NITI Aayog and look 
forward for help and support 
from all of them.

Cover Story



Maharashtra Economic Development Council, Monthly Economic Digest 
16  May  2016

Lecture by Prof. Abhijit Banerjee, Ford Foundation 
International Professor of Economics at MIT, Boston  

on the occasion of 
Twelfth D.R. Gadgil Memorial Series of Lecture 2016.    

Thank you for having 
me here. It is my honor 
to be here to give this 

lecture; about 20 years ago I 
did some research on sugar 
cooperatives of Maharashtra. I 
guess I knew about Dr. Gadgil 
before that but at that time I 
came to appreciate the amount 
of detail and the innovative 
thinking that went into the 
design of the cooperatives.

But that is not the topic on 
which I want to speak about 
today. I want to talk to you 
today on a topic that addresses 
a specific concern and the 

concern is about the very 
poorest population in India, 
very few of whom actually live 
in Mumbai. They are mostly in 
the smaller towns or in villages. 

Let me start at the beginning, 
what makes fighting poverty 
so hard? I think there are three 
separate issues: one is I think 
a genuine mistrust of the poor. 
The more brutal way to say it-
-people will say it in different 
ways of course--is that when 
we give the poor the resources, 
then they will just waste them.

The second issue that also 
comes up all the time is how do 

you actually manage to give to 
the poor? It is often suggested 
that you try to give something 
to the poor and it does not reach 
them. It is true, as you know, 
that there are lots of leakages 
in the system. So do the poor 
actually benefit from transfers?

Then there is the political 
piece. When the non-poor do 
not want to let go of resources, 
which is often, they will make 
the argument that there is no 
point, we can’t really help the 
poor, even if we try it is all 
going to get stolen therefore 
let’s not bother. I think all of 
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this makes fighting poverty 
hard.

In the body of research carried 
out in the last 10 years, there is 
a bunch of things which provide 
very useful signs and pointers 
in terms of answering certain 
of these arguments and helping 
us think of how one can help 
the poor. In putting together 
this evidence it is useful to 
start by laying out the framing 
question: can people actually 
be pulled out of  poverty? I 
think there are two sets of 
views on this: some people 
believe that the fundamental 
problems are not in the 
person of the poor but in their 
circumstances--that they lack 
resources, they lack education, 
they lack health, they lack 
optimism. In other words, they 
are potentially people who 
could be more productive, 
perhaps even become rich. But 
they have never had a chance. 
They cannot get access to 
opportunities because they are 
poor, therefore they remain 
poor and their children are 
denied the opportunities as 
well.

Then there is also a view that 
goes the other way, which 
argues that there is something 
specific about the poor. What 
makes them poor is that they 
are not patient enough to 

build up something, they are 
lazy, they lack talent, they are 
irresponsible. In that view you 
can’t really help these people. 
You can only support them by 
giving them some money every 
year, but there is really no way 
to pull them out of poverty and 
expect them to stay out.

To distinguish between these 
positions we need to look 
at the effect of a big push, 
where people are offered a real 
chance to come out of extreme 
poverty and then followed for 
several years. I am going to 
tell you about a set of large-
scale experiments that do 
exactly this, in countries as 
different Bangladesh, India, 
Ethiopia and Peru. In each of 
these experiments randomly 
chosen (i.e. chosen by lottery) 
groups of very poor people 
were offered the opportunity 
to receive the gift of an asset 

worth several hundred dollars.

Several years after they 
received the gift, we find 
that the recipients are richer, 
happier and more productive 
than those who did not get 
the asset because of they did 
not win the lottery. They also 
work harder or at least as hard 
as the lottery losers, so there is 
no evidence of their becoming 
lazy. This is consistent with 
other evidence on the effects 
of income transfer programs. 
Finally there is no evidence of 
their “drinking up” the money, 
and this again is consistent 
with the results from other 
studies of transfers.

It is therefore possible to help 
the poor get out of poverty and 
stay out. We now need to figure 
out how to implement this 
program on larger scale.
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Dr. Abhijit Vinayak 
Banerjee is indeed an 
interesting person. It is 

not just his academic background 
which is of interest. The use of his 
academic excellence to solve the 
problems of the common man, 
conduct research on poverty 
and find solution especially for 
the poor is something which 
makes him a true economist. It 
would be very difficult for us 
to narrate the contents of Dr 
Banerjee’s presentation in great 
detail. However we shall try 
to put a few points together to 
give an idea of his work and his 
values. The subject that he had 
chosen for the Gadgil Memorial 
lecture was “Pulling people out 
of poverty”. He started off by 
stating how it becomes very 
difficult to fight poverty. The 
prime reason why people don’t 
take the poor seriously is because 
there is a general mistrust of the 
poor people. The general feeling 
is that if you give resources to 
the poor, they will just waste 
them. He also stated that there is 
a general feeling that people try 
to give in the name of the poor, 
but it generally doesn’t reach 
the poor. He then explained 
the politics behind making it 
difficult to fight poverty. He 
said that the non poor feel that 
giving to the poor would be from 
the resources that are available 

today to the non poor.

All these reasons become great 
obstacles to any move aimed 
at helping the poor and finding 
solutions for them.

He then asked a question. 
Whether people can be pulled out 
of the poverty? The arguments 
in favor are that the people lack 
in resources and as a result fail 
to achieve the basic needs like 
education and access to good 
health. As a result they feel 
trapped in poverty and find that 
it would be almost impossible to 
come out of poverty. They lack 
the optimism which could give 
them the strength to fight poverty. 
If they can be given help, these 
issues can be overcome.

A arguments against the poor. 
The standard argument used 
against the poor are that they are 
poor because they are either lazy 
or impatient or both. It is also 
said that they are poor because 
they are irresponsible and lack 
talent. Most of the time these 
arguments are wrong but never 
the less, they continue to be used 
by those who are not interested 
in favoring the poor. Economists 
however believe that if there is a 
big push or a big pull, the poor 
will respond positively and can 
come out of the trap of poverty. 
All these observations were a 
result of several case studies 

under taken over the years with 
the help of several economist 
and researchers.

What should be the approach? 
The poor required some 
consumption support and then 
some assets can be transferred 
to them which can help them 
generate income. They can be 
trained or coached to make a 
living by effectively using their 
assets. Once the basic needs 
are met, they could have some 
savings and then their priority 
should be to take care of health 
issues of their families, and other 
complementary activities can 
follow. The effort to document 
experiments to pull those who 
are poor out of poverty was 
started in Bangladesh and then 
it was replicated in seven other 
countries on an experimental 
basis. The efforts paid rich 
dividends and the life of the 
poor changed when compared to 
how they would have changed in 
the absence of any program. 

The next part of his presentation 
was to explain how experiments 
in different parts of world, 
were undertaken by his team 
with the help of local agencies, 
and how the results could be 
studied and understood. These 
experiments were conducted in 
India, Pakistan, Peru, Honduras, 
Ghana and Ethiopia. The results 
of the experiments showed that 

Report by MEDC Research Team on
Dr. Abhijit Banerjee’s Presentation    

Cover Story



Maharashtra Economic Development Council, Monthly Economic Digest 
19  May  2016

apart from Honduras where due 
to some reason portion of the 
assets evaporated, in all other 
countries the experiments not 
only succeeded but gave good 
results. The assets increased 
and income and revenue 
followed. Time was also used in 
a productive manner; per capita 
consumption also improved 
ultimately leading to food 
security.

The effort was to find out 
whether the poor could form 
an inclusive part of the society 
through financial inclusion and 
the results were positive.  The 
inclusion came once they were 
financially stable .The mental 
health of the beneficiary as 
well as the physical health 
improved. In almost all the 
countries the results were 
strongly positive though there 
were few problems, in Pakistan 
and Ethiopia. Another aim of 
this project was to empower 
women and ensure that gender 
discrimination is bought down to 
minimum level. The effort was 
to find out whether the financial 
empowerment reduces gender 
discriminations and empowers 
women. This experiment was 
fairly successful though there 
were some problems in Peru. 
The projects were evaluated 
on the cost benefit point of 
view. Other than Honduras, the 
projects proved to be fairly cost 
effective in different parts of the 
world irrespective of the country 
and the class of the beneficiary. 

In India the experiments were 
undertaken in West Bengal 
through the network of Bandhan 
which is involved in the financial 
empowerment of the poor. It was 
found that the efforts taken in the 
experiment to pull people out of 
poverty, the people continued 
to work toward improvement 
and empowerment even after 
those involved in helping them 
were no longer part of project. 
Dr. Banerjee also discussed 
whether large amount of money 
was required to make changes 
in the life of the poor. Through 
the experiments undertaken by 
him, he  found that as little as 
$150 that is about Rs.10,000 
can make a difference in life of 
a poor family. He also felt that 
giving of cash without training 
them to earn income can be 
counter productive. He cited an 
experiment in Kenya covering 
1000 households where each 
household was given $1100 . 
They use the money to repair 
their houses. The evidences 
tabulated and established 
through this experiment 
suggested that the poor are able 
and willing to grab the real 
opportunities and there is no 
evidence that money makes them 
lazy. He gave examples on how 
income transfer with adequate 
training proved beneficial in 
long run .The experiments with 
the poor led the team working 
on it to the conclusion that there 
is no evidence that if the poor 
are given money they use it to 

buy alcohol and drink it up. The 
team also felt that the elasticity 
of food consumption out of the 
income generated from assets 
transferred is between 0.8 to 
1.2, and that consumption of 
temptation goods is close to 
zero. This experience can be 
used to prove that the poor in 
general do not indulge in the 
unnecessary spending when 
money is given to them. From 
the experiment Dr. Banerjee and 
his team feel that it is possible to 
work out the theme wherein one 
can specifically target the poor 
and train them to help them rise 
above poverty. The team also 
felt that community targeting 
works better with poorest of 
the poor and that small cost can 
do wonders with the poor. He 
proposed that the bottom 10% of 
the poor could be targeted with 
this program and the community 
can nominate who the 10% are. 
The nominees can go through 
training and then receive the asset 
which would go only to those 
who have completed training. 
He felt that there is a need to find 
out who could implement such 
targeted programs and that those 
implementers should be selected 
carefully to ensure effective 
and successful implementation. 
Though these experiments were 
successful, he felt that separate 
strategies should be drawn out to 
replicate the program on a mass 
scale. 
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Chairman Remarks  by Dr. Vinay Sahasrabuddhe , Director, 
Public Policy Research Centre, New Delhi on the occasion of 

Twelfth D.R. Gadgil Memorial Series of Lecture 2016.    

Lifting India out of 
poverty could be best 
done only by Indians, 

and that too only when they 
collectively make a resolve. But 
unfortunately there are many 
in our country who continue 
to be blissfully unaware of the 
challenge of poverty or rather 
the complexity of the same. And 
as it happens, there are many, 
who do not know that they do 
not know. Hence, realisation of 
poverty, recognition of poverty, 
and desire to come out of its as 
a society on our own becomes 
very important. Unless these 
factors are effectively taken 
care of, mere policy changes 
and reforms in implementation 
infrastructure may not help us 
end poverty. 

Romanticizing Poverty  

In this context, I remember a 

story once told by one of my 
schoolteachers. The story goes 
like this -

Once, there was a king known for 
being very humble, very duty-
conscious and truly dedicated to 
the welfare of his subjects. One 
fine morning, a learned rishi, 
a monk or hermit entered his 
palace and met him. The hermit 
was a learned person, very old 
and widely respected and widely 
considered as personification 
of sacrifice. Seeing him, the 
king got up and offered him a 
seat and expressed his desire to 
wash his feet as a mark of his 
respect and gratitude. While the 
king was about to get up, the old 
hermit stopped him and told that 
instead he himself wants to wash 
the King’s feet. Astonished, the 
king wondered as to how could 
this happen? “You are an ascetic, 

Sir. I am enjoying 
all those worldly 
pleasures; you have 
turned your back 
to. It is you who 
deserve felicitation 
and hence I must 
offer you a Pooja. 
Therefore, allow 
me to wash your 
feet!” Not surprised 
but still with 
firmness the hermit 
explained the King, 
“Rajan, first of all 
tell me which kind 
of joy, or what 

kind of pleasure is of supreme 
importance?”       

Perplexed, the king replied.” 
Without doubt, the most 
supreme pleasure is the one 
that you derive out of sacrifice. 
The pleasure of sacrificing 
something is the supreme bliss” 

A beaming hermit then said: “ 
If that is really so, King; then I 
am enjoying the supreme joy to 
its fullest. While I am enjoying 
this satisfaction, you seem to 
have sacrificed that supreme joy 
in totality. Hence, Rajan; not me 
but you are the embodiment of 
sacrifice. Hence, I need to wash 
your feet and not the other way.“

The moral of the story is that 
the establishment has always 
indulged in glorification of 
poverty. Instead of working 
towards removing poverty, our 
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Cover Story
efforts remained somewhere 
close to romanticising poverty. 
We seem to have developed a 
habit to find virtue in almost 
some kind of perpetuation of 
poverty. As a consequence their 
efforts for most these years have 
remained confined to milking 
poverty rather than removing 
it.  Indulgence in socialism 
mostly inspired by competitive 
populism had always come 
handy for the rulers in the past 
to defend their subsidy-centric 
policies and dole oriented 
welfare programmes. 

Socialism and Populism 

Both as a society and also 
as an economy, outdated 
ideas of socialism and 
populism have played a key 
role in institutionalisation 
of deprivation in India. The 
hangover of colonial rule still 
haunts us. Playing victim hood 
and blaming others for the state 
of affairs has become a favourite 
pastime for many of us. This has 
seriously hampered our ability 
to- 

A. believe in ourselves, 

B. walk all that we talk and

C. motivate others while 
remaining steadfastly self-
motivated. 

All these factors have hugely 
added the inertia that has 
gathered both within and around 
us over a period of time and 
has seriously affected our work 
culture.

Societal Poverties 
Add to this a quadruplet of 

major societal poverties that 
we find ourselves in the tight 
grip of! These are four distinct 
crises. The first of these four 
crises is the Poverty of the 
sense of Purpose. First as an 
individual and later as a society 
we keep doing hundreds of 
things with almost zero sense of 
purpose. Events happen without 
a substance, programmes and 
schemes are implemented 
without any resoluteness for 
achieving the goals. We are at 
the threshold of the Robotic Era. 
But even before the advancement 
of that age, many of us have 
become mere machines. In 
our public life, many of us 
keep doing everything, mostly 
mechanically. This crisis of 
purpose has made us hollow 
from within, thoroughly de-
motivated and perennially 
sceptical about each thing and 
every thing around. 

Poverty of authenticity 

The second most serious 
poverties is the poverty of 
authenticity and mutual trust. 
Undoubtedly, the ability to 
question is not just important but 
perhaps central to the history of 
Human Civilisational progress. 
But even while questioning, one 
has to believe in the process, 
in the given system. Bereft of 
this, most of us have become 
non-believers notwithstanding 
the growth of certain spiritual 
brands. There has been such a 
huge amount of dishonesty and 
hoodwinking around for several 
years, that even authentic and 
genuine individuals, activities 

or theories and doctrines 
continuously face a barrage 
of doubts coupled with 
scepticism. A huge backlog 
of societal trust building is 
now everywhere to see.  

Since trust has remained 
in short supply, as a 
society we are facing a 
poverty of relationships 
as well. Breakdown of 
relationships- starting from 
families to businesses 
and organisations to 
institutions -- like God 
has become omnipresent. 
Communication is 
central to any kind of 
relationship. However, 
ironically even with a 
plethora of gadgets and 
platforms to communicate, 
communication gap is 
continues to be difficult to 
fill.  

And this has led us to the 
last but the most serious 
crisis as a society, and 
perhaps as a nation too, 
which is the poverty of a 
sense of ownership. Cities, 
public places, institutions 
everything wherever there 
is this concept of collective 
responsibility, the crisis of 
ownership has crept in. Do 
we really own the area in 
which we live? Do we have a 
sense of ownership towards 
at least the housing society 
that we stay? If yes, do we 
share some responsibility? 
More often, true responses 
to these questions are in the 
negative.
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Empowerment for entitlement 

Happily, under the Nrendra Modi 
dispensation, things have started 
changing. First of all, there is a 
major shift in the approach from 
empowerment via entitlement 
to entitlement through 
empowerment. Empowerment 
of farmers, youths and women 
has been given top priority. 
Systemic measures to mitigate 
risks in farming for empowering 
the farmers has been central 
to the new Crop Insurance 
infrastructure unveiled by 
this govt. Similarly, skilling 
of youths to overcome the 
challenge of un-employability 
has been given top priority. In 
so far as women are concerned, 
empowering them through 
multiple measures for their 
basic healthcare on the one 
hand and economic self reliance 
on the other has received due 
importance under this Govt. 
Instead of the routine, 
traditional and 
populist Right 
based Approach 
where an illusion 
of empowerment 
could be created 
simply because 
there is a new right 
in the constitution, 
has now been 
effectively replaced 
by an Infrastructure 
based approach 
that empowers the 
deprived sections 
naturally leading to 
entitlement. 

Politics of 

Performance 

This approach has effectively 
discarded the politics of 
populism, which is being 
replaced by politics of 
performance. Not only is this 
Govt aware but it has also made 
people conscious of the fact 
that subsidies always have to 
be short term measures with an 
essential inbuilt sunset clause. 
Subsides, doles and free lunches 
have a limited purpose and 
therefore a limited life too. 

However, mere governmental 
efforts will have their own 
limitations. To overcome them, 
what is supremely important 
is Social Mentoring of the 
disadvantaged sections. This 
can happen only via greater 
social sensitisation.  If those 
who are less less-fortunate fail 
in appreciating their Citizens 
Social Responsibility - a CSR of 
a different kind-- our agenda for 

national development itself will 
remain poor in performance. 
And in the presence of a person 
who is working on a brilliant 
idea of Poverty Laboratory, 
I need not explain as to how 
poverty of performance proves 
to be the costliest of all the 
things.  

Challenge of poverty, therefore 
cannot be effectively faced 
through economic measures 
alone. Multiple poverties 
demand a muti-sectoral 
approach, a comprehensive 
strategy and a foolproof 
implementation infrastructure. 
If we refuse to pay attention to 
these demands of the situation, 
I am afraid even after 10 years 
in 2026, we may will have to 
organise a lecture on pretty 
much the same subject. Let’s 
resolve to not to let that happen! 
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Why have Bank Deposits Dwindled ?  
MEDC Reserach Team

The State Bank of India 
(SBI) research team has 
come up with a recent 

report which deals with several 
issues regarding the growth in 
deposits for the various banks.  
The Reserve Bank of India (RBI) 
in its data widely circulated 
has stated that all scheduled 
commercial banks in India had 
deposits aggregating to Rs. 
9378650 crore as on March 18 
against Rs. 8533285 crore as 
on March 20.  It is therefore 
very obvious that the deposits 
with the banks are decreasing.  
The State Bank of India (SBI) 
in its report tries to find out 
reasons why these deposits 
have shrunk.  According to the 
findings of the report circulated 
by the State Bank of India the 
deposit growth stood at 9.9% 
in the financial year 2016.  The 
report virtually concluded that 
high real interest rate is actually 
leading to lower deposit growth.  
The Economic Research 
Department of the State Bank 
of India, in its assessment 
states “This is paradoxical, but 
the divergence between the 
two has been widespread and 
in opposite directions since 
September 2014.  Despite a 
relatively high real interest rate, 
deposit growth of Banks have 

not picked up”.  This assessment 
is very interesting because the 
State Bank feels that the real 
interest rate is relatively high.  
Economists have disputed this 
assumption.  India has seen high 
real interest rates in the past 
and we were moving towards a 
lower interest rate regime, and 
hence this argument has been 
disputed at the threshold itself.  
In the past 53 years India has 
never seen such a low growth 
rate in deposits.  This cannot 
be taken lightly as there will 
be acute shortage of funds with 
banks if the deposits shrink. 
More so, since the percentage 
od growth in loans has increased 
from 9%in March 15 to 11.3%in 
March 16. The State Bank report 
however attributes the decline 
in deposits to higher spending 
and outward remittances.  Let 
us therefore understand these 
two reasons given by the State 
Bank and find out whether there 
are other reasons as well.   The 
people’s tendency to spend 
more has been documented by 
researchers and several papers 
have explained this in great 
detail. The spending curve has 
been high, especially amongst 
the younger generation, and this 
is seen the world over. India is 
demographically young and 

hence the younger population 
has the tendency to spend.  But 
why did the decrease in the 
deposits happen in this year 
alone?  Tendency to spend 
has always being a problem.  
Availability of plastic money 
like the Debit Cards and Credit 
Cards together with online 
purchases have made it easy 
for the consumer to spend.  
However would they spend so 
much that it would erode their 
savings, especially the deposits 
which were kept in banks to be 
available in times of need?  We 
do not think that anything special 
has happened in recent times 
which have led to substantially 
increase in spending. Hence to 
blame the reduction in deposits 
to spending would be seen as an 
attempt to generaliase the issue.  
Lets us therefore understand the 
other reason given, i.e. outward 
remittances.  It is true that we 
have a Liberalized Remittance 
Scheme (LRS) which has been 
in operation since the year 
2004.  Every Indian citizen is 
entitled to make remittances. 
However there is a limit within 
which such remittances can be 
made every year.  These limits 
continue to be revised from 
time to time.  

There used to be a time when 
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remittances were severely 
restricted. Foreign exchange 
was available only when one 
travelled abroad. Indians would 
travel abroad with $50 or $100 
as that was the limit that was 
available to them then.  Since 
liberalization took off in the 
nineties, taking foreign currency 
overseas which is enough to 
cover the costs has become 
easier. The 2004 LRS scheme 
was brought in to permit Indian 
citizen to make investments 
overseas. Initially some HNIs 
tried to take advantage to 
convert rupees into dollars to 
buy assets. There were limits 
set to send money under this 
scheme. This limit used to be 
$One lakh twenty-five thousand 
until May 2015, and in May 
2015 this limit was doubled.  
Presently its stands at $two lakh 
fifty thousand per financial year. 
In the year 2004 when LRS was 
first introduced the limit was 
much lower.  However when 
such remittances become legal, 
the tendency was to take money 
abroad or to spend it for some 
special purpose. One of the 
most important purposes of 
remittances was to educate the 
younger generation in foreign 
universities.  There were two 
sections which availed of this 
scheme.  The first was the 
meritorious Indian students 
who got selected through 
competitive process by the best 

universities in the world, and 
obtained loans to avail of the 
educational facilities.  These 
section was encouraged by 
foreign universities, and most 
of them completed education, 
got selected for jobs and sent 
back money after repaying 
loans.  This section can be 
treated as assets to the economy 
and nobody need be worried 
about them.  The second 
section however has reason to 
cause concern.  This section 
belongs to the children of the 
Industrialists, businessmen, 
traders, exporters and other 
high net worth individuals.  
With remittances permitted, 
it became fashionable in the 
initial days and in the later 
days it was treated as a status 
symbol to send children abroad 
in the name of education. Most 
students from this section 
took their parents’ wealth and 
converted it in to remittances 
in the name of education. Some 
of this money was invested in 
paying rents or even buying 
apartments for these children.  
The savings had to be liquated 
for the purpose. Most of these 
children returned back to take 
over the parents’ business.  
Their exposure to the new world 
soon becomes a part of their life 
and the habit of going abroad 
on a regular basis and spending 
money increased.   This section 
could be well treated has as 

liability to the Indian Economy.  
The parents of such children 
however defend their decisions 
by saying that the international 
exposure helps them in their 
business.  This may be true in 
some cases, but in most the 
remittances were more or less 
wasted.  We must however 
admit that several universities 
which were financially moving 
towards bankruptcy survived 
due to influx of the not so bright 
children of rich Indians. These 
were relatively unproductive 
remittances.  We do have 
productive remittances like 
those which were used for 
setting up of business abroad 
and earning good returns from 
such business.  We also have 
not so good experiences when 
Indian industrialists decided 
to invest in huge enterprises 
abroad and lost a lot of money.  
The recent losses incurred by 
TATAs in the UK are being cited 
as examples of such investment.  
Having analysed the concept of 
good and bad remittances, this 
brings us to the questions – Do 
outward foreign remittances 
alone hurt deposit growth in 
Banks?  Experts are divided on 
the answer to this question. Let 
us therefore find out whether 
there are any other reasons 
why the deposits have been 
liquated.  One of them could be 
the new entrants to the capital 
market.  The Government not 
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only encourages new entrants 
into the capital market but also 
incentivizes them through tax 
benefits.  The younger generation 
may have preferred this route. 
However this alone could not 
be reason for the dwindling 
deposits.  The reduction in 
interest rate for deposits is the 
biggest disincentive for savings.  
The banks may not admit but it 
is a fact.  This together with the 
requirement of deduction of TDS 
on interest and also the need to 
pay income tax on the interest 
earned, especially by senior 
citizen has become the greatest 
dampener for deposit growth. 
On one hand the government 
talks about the welfare of the 
senior citizen, on the other hand 
its reduces the interest rates 
on deposits, and while doing 
this it does not provide tax 
benefits for those who survive 
only on earnings from their 
savings in bank deposits.  All 
this had a cumulative effect on 
the reduction of the growth of 
deposits.  Another good reason 
why the deposits have reduced 
is the tax free bonds scheme. 
Instead of paying income tax 
on the interest earned through 
bank deposits, investors 
became smarter and decided to 
buy tax free bonds.  The over 
subscriptions of all tax free 
bonds by four to five times 
in all categories shows very 
clearly that the tax free bonds 

were in great demand, and these 
investments discouraged bank 
deposit growth. The reason for 
the lowest growth in 53 years is 
now being given as the increase 
in outwards remittances 
from$106 million in May 2015 
to $449 million in February 
2016.  The negative correlation 
of 0.39 between growth rate 
in bank deposits and growth 
rate of outwards remittance 
under LRS is also being cited.  
Researchers of the State Bank 
of India try to defend the Mutual 
Funds inflows by mentioning 
that investments in Mutual 
funds do not affect the deposits.  
Realistically they should have 
admitted that the mutual funds 
do pose a threat to the bank 
deposits. However since mutual 
funds form an important part of 
the business of banks, the bank 
research team would not like to 
put the blame on Mutual Funds.  
Another reason given for hurting 
deposit growth is the holding 
of the cash by the individuals, 
especially in an election year.  
While it is true that thousands 
of crores of cash changes hands 
during elections, whether this 
money is kept in the banks 
and can be easily withdrawn 
to erode the bank deposits is 
disputable. While stashing 
away of cash has become 
most common, the relationship 
between cash withdrawal from 
banks and cash floating around 

in the elections process has yet 
to be established. While the 
Governor of the Reserve Bank 
was very clear in his thoughts 
when he mentioned the use of 
cash in the elections, whether 
this alone would affect the bank 
deposit to a great extent is an 
issue which can be debated. 

If the government is really 
serious about the erosion 
of bank deposits and the 
resultant lack of liquidity, the 
government could well make 
the interest earned from such 
deposits tax free.  Some portion 
of the interest earned could be 
tax free for all and for senior 
citizen who practically survive 
on returns from fixed deposits; 
the entire interest earned could 
tax free.  Banks will then find 
its liquidity coming back and 
only then will there be enough 
money for leading to lucrative 
businesses.  No amount of 
reports from research teams of 
Banks will be to convince those 
whose income from deposits 
has been drastically reduced 
by the government decisions 
to encourage people to invest 
elsewhere.  The government 
should understand the issues 
faced by the common citizens 
and stand up for well being of 
the citizen at large rather than 
acting in favor of a chosen few.   
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Let Truth be Known...
MEDC Reserach Team

The International 
Monetary Fund (IMF) 
has, it its forecast of 

growth in different countries, 
have cut the projections for 
global economic growth for the 
year 2016 and the talk of global 
slowdown and perhaps recession 
in some parts of the globe has 
begun to make rounds.  In the 
latest world economic outlook, 
the International Monetary 
Fund (IMF) has put the global 
growth at 3.2% for the year 
2016.  The forecast for the year 
2017 is 3.5%.  The IMF has been 
lowering the projections for the 
growth of the world GDP time 
and again.  In the past couple 
of decades the growth driver 
was China. However, China’s 
growth has already seen a slow 
down and all projections have 
confirmed that this trend would 
continue.  Earlier there were 
hopes that the growth in the 
US would pick up at a faster 
speed. However the recent IMF 
study has projected reduction in 
the growth in the USA by 0.2 
percentage points.  The growth 
projections of the countries 
in the European   Union have 
already seen a decline which 
is expected to continue for at 
least a couple of years. With 
fresh controversies erupting on 
whether the United Kingdom 
should continue as an integral 
part of the European Union 
or not, the economic future of 
constituent countries continues 

to be a matter of debate.

With the advanced economies 
maintaining a flat growth rate 
of 2%, the onus of providing 
drivers of the economy has 
shifted to developing and 
emerging nations in Asia.  
With exports shrinking, rate of 
consumption decreasing, and oil 
prices holding on to low levels, 
even developing economies 
have witnessed lukewarm 
response to their efforts to 
accelerate growth.  The west 
Asian economy has already 
taken a downward trend due to 
the low oil prices.   Brazil and 
Russia are in deep recession.  
All these factors will affect 
the projections for the world 
economic growth adversely.  
When the GDP growth slows 
down, it immediately affects the 
growth in trade and commerce. 
The commodity exporters have 
curtailed their investments 
and this continues to be a 
cause of concern.  In India 
too, the exports have reduced 
continuously for over 15 months 
and this can be considered to be 
a record of sorts.  As of now 
these  trends seem to continue 
and the prospects for increasing 
exports would be dim in this 
year and next year as well. Even 
the World Trade Organization 
(WTO) has admitted that there 
is slow down in the overall 
trade growth. 

At once stage it appeared 

that the economy and trade at 
the international level would 
improve.  However this did 
not happen. Most economies 
are going through a phase of 
extreme stress and this situation   
is expected to continue for some 
time.  It is in this background 
that the world is looking to 
Indian economy to push the 
numbers further.  The Japanese 
fiscal situation   may not have a 
direct impact on India but if the 
reduction of export continues 
for a year or two, it will affect 
the Indian economy.  

Despite what is happing in the 
rest of the world, the Indian 
growth story seems to the fairly 
intact at least of the time being.  
The metrology department 
has, in its forecast predicted a 
normal if not good monsoon for 
the country. The El-Nino effect 
on the climatic conditions and 
the resultant weak monsoon 
appear to be behind us.  The 
agricultural sector which has 
been going through troubled 
times is likely to pick up with the 
advent of the monsoon and this 
may stabilse the growth in the 
agriculture sector.  All agencies 
involved in the prediction of the 
growth in the economy and the 
trade have so far not reflected 
upon the ground realities in 
India and continued with the 
positive outlook.  However it 
is also felt that the real figure 
of the debt and the amount of 

contd.on page no. 28
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Protect the Savings of Senior Citizen
MEDC Reserach Team

The indirect tax collection 
in the year 2015-16 
exceeded the target set 

by the government by Rs. 9,885 
crore.  The direct tax collection 
however fell short by Rs. 4,000 
crore over the revise estimate. 
Despite this, the net collection 
of the total taxes exceeded  the 
target by Rs. 5,000 crore. 

As of now the government has 
in its kitty Rs. 14.60 lakh crore.  
The total collection exceeded 
the revised estimates and 
represents a growth of 17.6% 
compared with the last financial 
year.  Despite a robust growth, 
there appeared to be a problem 
in the small saving sector. The 
government security rates have 
seen a general decline. The 
Reserve Bank of India has taken 
steps to boost liquidity and bring 
about monetary easing.  The 
small savings interest rate is 
therefore likely to come down 
further.  This has come as a rude 
shook to the entire middle class, 
specially the senior citizens 
who survive on their savings.  
They have been shocked several 
times earlier with sharp rate 
cuts and are worried about their 
survival if this trend continues.  
When the government policy 
was changed to align the  small 
savings with the market, it was 
strongly argued that this move 
would improve the viability of 
the national small savings fund.  
However this has not happened. 
With the markets showing 

downward trends, the savings 
have shrunk. The government 
keeps on asserting that it favors 
a low interest regime, since it 
would stimulate investments and 
consumption.  The senior citizen 
however cannot appreciate the 
government’s stand because 
even if the investments and 
consumption is increased, it 
would have little or no effect 
on their day to day lively hood 
issues.  The net money in hand 
for the senior citizens who 
survive on savings has been 
drastically reduced.  On March 
18 the government announced a 
big cut in the small saving rates 
ranging between 40 basis points 
and 130 basis points.  The Public 
Provided Fund (PPF) and those 
who save through instruments 
like the Kisan Vikas Patra 
have reasons to be worried.  
The revised estimate for small 
savings for the same year (2015-
16) was Rs. 53418 crore while 
the budget estimate for small 
savings for the year 2015-16 
was Rs. 22408 crore.  For the 
year 2016-17 the estimated net 
collections has been reduced 
to Rs. 22108 crore.  If this is 
to be compared with the earlier 
collections, the impact of the 
reduction of interest could be 
clearly seen.  In the year 2015-
16 the actual collection was Rs. 
32226 crore.  As the interest 
rates go down, the collection is 
also going down.  These may 
be numbers to play with, for the 

Finance Ministry.  However for 
the senior citizen who survive 
on the returns from small saving 
schemes, it is like an additional 
tax levied by the government.  
The Standing Committee on 
Finance of the Govt. of India has 
reacted strongly to the reduction 
in interest rates and called it 
“A kind of Double Taxation”.  
Members of Parliament from 
all political parties very clearly 
stated that the center’s decision to 
reduce interest rates of schemes 
like Public Provided Fund (PPF) 
will harm the salaried class. They 
also felt that while on one hand 
the centre is trying to expand 
the ambit of taxation, and on 
the other hand they are reducing 
the interest rate on their savings. 
Some Members of Parliament 
asked angry questions “What 
will the salaried people do? 
What will the senior citizens 
do? Where will they go? How 
will they survive? Who will take 
care of them?”  The Members 
of Parliament felt very clearly 
that many senior citizens will 
be pushed back into poverty.  
“They have not asked for nor 
expected any further reductions 
in the tax rate. The government 
has, in any case not given them 
any tax relief.  Instead, the move 
to reduce interest rates will 
directly reduce their income”.  
Some MPs who are members 
of the standing committee 
appointed by parliament have 
given interviews to the media 
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expressing their concern.  They 
expected the Ministry to respond 
within a given time frame.  So far 
no response has been received 
from the Finance Ministry.  The 
MPs have written to the Prime 
Minister to revoke the decisions 
to reduce the interest rates, on 
small savings schemes in general 
and PPF in particular.  

If the collections in small 
savings continue to decline, the 
government will have to rely 
more on market borrowing to 
finance the fiscal deficit.  On 
one hand the government says 
that it does not want to disrupt 
the markets.  On the other hand 
the borrowings are likely to 
increase substantially.  In the 
first half of this fiscal year, the 
plan appeared to be to raise Rs. 
2.48 lakh crore  against the total 
net borrowing target of Rs. 4.25 
lakh crore for the year 2016-17.  
Economists feel that this could 
have a fairly limited impact on 
the market borrowing plan of the 
centre. 

The Bank deposit mobilization 
will also be affected adversely.  
On one hand the percentage 
of nonperforming assets of 
major banks are on the rise.  
On the other hand the uptake 
of the loans is not as brisk as 
expected, while the deposits 
mobilization has gone  down.  
The growth in deposits is the 
lowest in 50 year.  The banks are 
reducing the proportion of their 
government bond holdings to 
their total deposits.  The credit 
deposit ratio has increased from 
76.5% in March 15 to 77.6% 
in March 16.  This would pose 
severe challenges to the banking 
system.  The Ministry of Finance 
has been trying hard to defend its 
decisions. The people who suffer 
as a result of such decisions may 
not have the patience and the 
understanding to digest such 
decisions. It is really a question 
of their survival. The decisions 
have already started affecting 
the quality of life of a strong 
portion of the elder population in 

the country.  The middle class is 
also an opinion maker and these 
issues are likely to be raised in 
the ensuing elections to be held 
in West Bengal, Kerala, Punjab 
and other States.  In Mumbai 
too the bugle will soon be blown 
for the elections to Municipal 
Corporation.  Though national 
issues are not discussed in the 
elections to the urban local 
bodies, this issue will be at the 
back of the minds of the middle 
class electorate.  Mumbai has 
a sizable population which 
depends heavily on their small 
savings for their immediate 
survival. Their quality of life and 
well being have been directly 
affected by these decisions and 
they will make necessary noises 
when push comes to shove.  The 
demand to withdraw the interest 
cuts will increase as the elections 
come near.  Till then everyone 
has no other option but to await 
the response from the Ministry 
of Finance.   

NPAs in the banking sector, 
if collected in the systematic 
manner may have its impact on 
the Indian economy as well.  

Some analysts feel that this is 
big bubble waiting to be pierced 
and sooner or later. There are 
several experts who claim to 
have full knowledge of the real 
story leading to the creation 
of NPAs. There are others 
who consider the existence 
of the NPAs an integral part 
of the risks involved in the 
banking sector. The Supreme 

Court has been time and again 
commenting on the borrowings 
and defaults resulting in NPAs, 
and eventually the truth is likely 
to emerge.  As and when this 
happens it will have its effect 
on the economy in general and 
the capital markets in particular.  
The IMF continues in its 
projections to keep the India 
story at 7.5% growth in the year 
2016.  This makes us the leader 
in economy growth, at least for 
the time being. While it is true 
that our fundamentals are strong, 

we cannot turn a Nelson’s eye 
to the high levels of willful 
defaults. The Reserve Bank of 
India seems to be of the opinion 
that revealing the names of the 
defaulters will have an adverse 
effect on the general sentiment, 
the Apex court does not seem 
to agree. The common man has 
had enough of  rhetoric over 
the years and is now insisting 
on knowing the truth. It would 
therefore be in the fitness of 
things that the truth comes out 
in the general public interest.

contd.from page no. 26
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Investment Blues
MEDC Reserach Team

The year ended with 
the worst show in four 
fiscals, with the market 

benchmark Sensex in the year 
2015-16 witnessing a record 
yearly plunge of 9.36%.  The 
investors, especially the new 
ones, who have made their 
investment in the market with a 
view to save some taxes, would 
be poorer since almost 10% of 
the invested amount has gone 
since the market has performed 
unsatisfactorily.  Nearly Rs. 
7 lakh crore would be lost in 
the process.  Analysts have 
been trying to find the reasons 
to explain this decline in the 
Sensex.  Some have attributed 
it to the global financial siltation 
while others have stated that 
the foreign fund outflows are 
responsible for the domestic 
equities taking a downward 
slide.  

The negative outlook of China 
and the financial organizations 
such as Standard and Poor 
(S&P) warning about the general 
negativity in the stock market of 
China have not been able to stop 
outflows from Indian market 
and bring in more investment.   
The only saving grace was the 
performance of the Sensex and 
nifty in the month of March.  
The Sensex rose 10.17% or 
2339 points, while the Nifty rose 

10.75% or 751. 35 points.

Though there are different 
reasons given by different 
experts  which have been 
attributed to this rise in March, 
the rate hike by the US federal 
reserve, the decrease in 
commodity prices, specially the 
oil prices, which came down to 
almost one third of the earlier 
prices, are  generally considered 
good reasons for the behavior 
of the market.  Statistics show 
that the last time the Sensex 
benchmark performed badly was 
in the year 2011-12.  In the year 
2015-16, however almost every 
trading session showed about Rs 
3,000 crore losses . 

The rupee, at the end of the year 
stood at 66.26 against the dollar.  
In the year 2015-16 the rupee 
weekend by Rs.3.61 which work 
out to about 5.86%.  The scenario 
all throughout the year has been 
similar.  In the early trade the 
Sensex surges, and most of the 
initial gains get frittered away, 
later in the day and finally  slip 
into the negative zone. 

While most stock exchanges 
fluctuate all the time and 
decisions taken or likely to be 
taken by the US Federal Reserve 
Influence the trends, India’s 
reaction to the softening of the 
stand of the US Federal Reserve 
on the rate hike has not being 

very significant.  However, the 
foreign investors took away 
Rs. 18,000 crores during the 
facial year 2015-16 from the 
Indian Capital Market.  This 
is considered to be the largest 
outflow from the capital market 
in about a decade. 

It may be recalled that foreign 
portfolio investors started 
investing in the Indian Stock 
Market in the year 1991-92 and 
for most years they have always 
been net buyers.  There have 
been some isolated years where 
the foreign portfolio investors 
have become net sellers.  The 
fiscal year 2015-16 is one of 
them.  Thanks to the Rs. 20 
thousand crores infusion of 
funds from them in March alone, 
the situation in April does not 
look so grim. 

Towards the end of the calendar 
year 2015 , the foreign portfolio 
investors started selling and 
reversed the trend only in March.  
These are very interesting 
developments and may leave 
their mark in the next year as 
well.  

It is significant to note that 
the government had been 
announcing several decisions 
which would encourage more 
foreign direct investment (FDI) 
to come in, and some of them 
through the automatic route.  The 
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FDI investments in the Insurance 
sector were similarly announced 
as expected.  Had it not been 
for these announcements, the 
last minute infusion in March 
may have been more subdued. 
Although the RBI cut the rapo 
rate in the year 2015-16, and  it 
did  have  a effect on the market, 
it was not significant enough to 
reverse the trends.  The current 
years outlook has received mixed 
predictions.  Some analysts feel 
that the year’s downward trend 
may continue in the current year 
as well, and the reason given 
by them are largely based on 
the recessionary trends in the 
international market.  There is 

also a section of analysts which 
is more optimistic and opines 
that the market may balance 
itself out.  There is yet another 
section which predicts a bull 
market. These are predictions, 
and the prerequisites for each 
one of these predications are that 
they have to be accompanied by 
significant arguments either in 
favor or against. However the 
predictions are more in the nature 
of marketing products rather than 
research. This is how our market 
functions!! No wonder the Wall 
street daddies are seen by the 
rest of the world with awe. And 
we do have a strong section in 
the U.S.A. which does not think 

highly about the functioning 
of the mechanisms of the Wall 
Street. Dalal Street has its 
own idiosyncrasies and not all 
understand them. The investor 
continues to be as confused as 
ever, especially the new investor 
who has been advised to invest 
in the Capital Market because it 
saves some tax. This group then 
chooses to seek professional 
advice. The role of the fund 
managers and the analysts then 
becomes important, and it is up 
to the analyst to study, watch 
the market and then decide what 
advice to give. 

12th D.R. Gadgil Memorial Series of Lectures, 2016  

About the Speeker : Dr. Bibek Debroy is an economist and was educated in Ramakrishna Mission School, Narendrapur; 
Presidency College, Kolkata; Delhi School of  Economics and Trinity College, Cambridge. He has worked in following 
Professional bodies like : Presidency College, Kolkata (1979-83) , Gokhale Institute of  Politics and Economics, Pune 
(1983-87); Indian Institute of  Foreign Trade, Delhi (1987-93); as The Director of  a Ministry of  Finance/UNDP project 
on legal reforms (1993-98); Department of  Economic Affairs (1994-95);  National Council of  Applied Economic Research 
(1995-96);  Rajiv Gandhi Institute for Contemporary Studies (1997-2005);  PHD Chamber of  Commerce and Industry 
(2005-06); Centre for Policy Research (2007-2015).  He has authored/edited several books, papers and popular articles 
and has also been a Consulting/Contributing Editor with several newspapers. In 2010, he started authoring a ten-volume 
unabridged English translation of  the Hindu epic The Mahabharata. This concluded in 2014. On 5 January 2015, he was 
appointed as permanent member of  NITI Aayog (or National Institution for Transforming India Aayog), which is the 
replacement of  Planning Commission and will act as a think-tank to the government of  India. He was awarded Padma 
Shri, the fourth highest civilian award of  India, in 2015

Second Lecture by

Padmashri Dr. Bibek Debroy
Member, NITI Aayog 

20th May 2016, 5.00 pm 
at Main Auditorium, Y.B. Chavan Centre 

Nariman Point, Mumbai - 400 021.

for Registration and sponsorship contact :
DGM, Tel. : 22842206;09 ; email :sureshg@medcindia.com 
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Emerging Stress
MEDC Reserach Team

While the stock market 
is showing signs of 
recovery, especially 

due to the banking sector shares 
doing well, the recent Reserve 
Bank of India data has shown 
alarming figures.  The recent 
published data of the Reserve 
Bank of India shows that at 
the end of December 2015 the 
total troubled loans were Rs. 
6,24,119 crore.  The same figure 
in June 2015 was Rs.  5,73, 381 
crore.  These shows an obvious 
increase of 9%/.  Loans can be 
classified generally in three 
categories.  First is the category 
where the interest is overdue 
between one and two months.  
The second is the category where 
the interest is overdue between 
two and three months and the 
third is that category where the 
interest is overdue more than 

three months.  If the loans in 
the first category show stress, 
those in the second category 
are sufficient indications for the 
need to wave a red flag.  Once the 
default exceeds three months, 
the loans get classified into 
NPA (Non-Performing Assets).  
The Reserve Bank of India has 
been warning the banks again 
and again that it should keep 
a close watch on the loan with 
overdue interest.  The Banks 
however don’t show undue 
haste in taking a closer look at 
these accounts until the interest 
gets overdue for two months 
and above.  The RBI on the 
other hand expects the lenders 
to make adequate provision for 
the exposures which can cause 
stress. Realising that the banks 
have been reacting slowly, the 
RBI did some investigation in 

the exposures of the Banks and 
indentified about 175 accounts 
for closer monitoring.  It also 
shared its findings with the 
concerned banks and asked 
them to put their act together.  It 
also warned that it is watching 
closely and that it will not 
hesitate to take action.   

The RBI expects that within 
a year the balance sheet of the 
bank will be more realistic.  
If the banks were to make 
provisions to accommodate 
these accounts they would 
require about Rs. 60,000 crore 
to Rs. 70,000 crore to be set 
aside.  The public sector banking 
system has been leading with 
high amounts in stress loans.  
21 private banks collectively 
have also contributed their bit 
to these increasing defaults of 
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loan repayment. The highest 
loons overdue amongst the 
nationalized banks are with the 
State Bank of India where as the 
highest loans overdue by private 
banks are with the ICICI Bank. 
If these trends continue, then we 
are likely to see repercussions in 
the stock exchange. An insider 
confided with some experts 
in the field and admitted that 
things may not be hunky-dori 
on the banking front.  It is to 
be seen how many of these 
stress accounts pay up before 
they converted themselves in 
to NPAs.  If they do, then the 
situation would worsen and 
there would be a cause for 
concern.  Though the banks 
have started working on these 
accounts, observers are keep 
their fingers crossed and hoping 
for the best.      



12th D.R. Gadgil Memorial Lectures Series, 2016 

Felicitation of Prof. Abhijit Banerjee 

Lighting of the Lamp by Prof. Abhijit Banerjee

Felicitation of Dr. Vinay Sahasrabuddhe

Welcome Address by Cdr. Dipak Naik, President, MEDC

Setting the Tone by Mr. Chandrashekhar Prabhu, DG, MEDC

Vote of Thanks by Mrs. Meenal Mohadikar, VP,  MEDC Audiance at the Lecture

Chairman’s Remarks by Dr. Vinay Sahasrabuddhe
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