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Indian Textiles Can Regain Their Sheen

ET Editorials

The Cabinet approval for seven integrated mega textile and apparel parks pan-India makes eminent
sense. It would boost value addition on-site, reaping economies of scale and scope, reduce logistical and
sourcing expenses, and generally step up sector-specific competitive advantage across the board.

The value chain in yarn, fabrics and ready-mades is scattered and quite fragmented nation-wide. So, for
instance, while cotton is grown in Gujarat and Maharashtra, spinning takes place in Tamil Nadu,
processing gets done in Rajasthan and Gujarat, and garment-making happens mostly in the National
Capital Region, Bengaluru and Kolkata. The proposed mega parks, spread over 1,000 acre and more,
would provide facilities for weaving, dyeing, printing, fashion designing and garment-making in one
location. They would have core infrastructure such as incubation centre, plug-andplay facility, and skill
development units so as to keep abreast of the latest trends in textiles and apparel. The export potential
in textiles is large. We need to build a conducive and innovative ecosystem with proactive policy.

The Centre has recently announced 310,683 crore productionlinked incentive scheme for textiles. The
textiles parks scheme would have an outlay of ¥4,445 crore, and is slated to provide support for project
development in the cluster mode. The recent move to provide export-oriented units rebate on state and
central taxes and levies would also help. But the fact remains that the share of textiles in India’s export
basket has declined, and is now barely in the double digits. A recent Crisil study says that absent free
trade agreements (FTAs) hurt our export performance. Decent work in the textile parks would gain
custom, in today’s world.
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Handling complexity

The Physics Nobel winners have developed tools to get a handle on complex systems
Editorial

Bringing to a close speculation about the winner of the Physics Nobel prize this year, the Nobel
committee decided to award a trio of researchers. One half went to Syukuro Manabe of Princeton
University, U.S., and Klaus Hasselmann of the Max Planck Institute for Meteorology, Hamburg, Germany,
for their work in climate science. In the long line of researchers who estimated the warming of the
atmosphere due to gases in it, Syukuro Manabe’s modelling, in collaboration with others — and over
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decades — is a classic work that showed, even in the 1960s, that the atmosphere would undergo another
2.3° C warming with the doubling of carbon dioxide content. Klaus Hasselmann identified a way of
treating the random noise-like variations of the weather, devising a method to generate useful “signals”
on the scale of the climate. Of interest was the way these models could show the effect of human activities
on the climate. The other half of the prize, to Giorgio Parisi from the Sapienza University of Rome, Italy, is
for developing a method to sensibly study complex condensed matter systems called “spin glasses” — an
outstanding feat in both mathematical and physical innovation. The idea to break what is called “replica
symmetry”, seen in a spin glass, in a consistent manner, which was his contribution, led to a method to
study one of the simplest models of a genuinely complex system. His work has helped solve problems in
mathematics, biology and neuroscience; for instance, how memory is stored in networks of nerve cells.

What ties together the seemingly disparate works — the climate science work by Syukuro and
Hasselmann on the one hand and theoretical condensed matter physics work by Parisi on the other — is
that both describe complex physical systems. Physics is often thought of as a science of simple systems,
and it is mostly celebrated and sometimes chided for this. Even rocket science, which inspires awe for its
grandeur and accuracy, is mostly the study of so-called simple systems. Complexity arises when there are
many, many interacting pieces in the system, with each moving in an independent way. The deceptively
easy-looking problem of water rushing out of a tap is notoriously difficult to understand as to when it
makes a transition from simple streamlined flow to a complex turbulent flow. The Nobel winners this
year have handled such complex systems and developed tools to get meaningful, quantitative results out
of them. Notable in this is the climate scientists’ work, which makes it obvious where science stands on
the issue of global warming and estimates the human fingerprint on climate change. With the COP26
summit drawing close, the Nobel committee’s decision only underscores the need to take this into
account.
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Seeding a data revolution in Indian agriculture

But technology fixes and agri-business investments alone will not be enough to
improve farmers’ livelihoods

Jayahari K.M. & A. Arunachalam, [ Jayahari K.M. is India Country Coordinator of the Food and
Landuse Coalition. A. Arunachalam is Director of the Indian Council of Agricultural Research
(ICAR)-Central Agroforestry Research Institute |

In June this year, two significant documents relating to the Indian agriculture sector were released. The
first is a consultation paper on the India Digital Ecosystem of Agriculture (IDEA) from the Ministry of
Agriculture and Farmers’ Welfare (MoA&FW) and the second on Indian Agriculture: Ripe for Disruption
from a private organisation, Bain and Company. The first talks about a digital revolution in the
agriculture sector and later predicts a revolutionary investment growth in agri-logistics, offtake, and agri-
input delivery by 2025; these are, surprisingly, highly complementary. The fact is that every segment of
present-day life is data-hungry. The MoA&FW report describes creating data to fuel the growth predicted
by Bain and Company.
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The forecast

The Bain report is a data-based prediction on agri-business scenarios, anchored to the agricultural set-up
at present and predicting its future trajectories in another 20 years. It includes targeting the production
of alternative proteins, and food cell-based food/ingredients and initiating ocean farming, etc. The report
has a ‘today forward- future back approach’ and predicts a drastic investment opportunity development
by 2025. The agriculture sector (currently worth $370 billion), is estimated to receive an additional $35
billion investment. The two enabling conditions for such investment opportunities are the changes in the
regulatory framework, especially recent changes in the Farm Acts and digital disruption. The report
argues that benefiting from the huge investments into the agri-ecosystem, doubling farmers’ income
targets can be achieved in near future.

The idea of integration

The IDEA-consulting paper is based on the Task Force and Working Group report constituted by the
MoA&FW to design the blueprint of “digital agriculture” — which is similar to the digital disruption
mentioned in the Bain report. Eventually, the farmer and the improvement of farmers’ livelihood is the
aim of the IDEA concept and it is proposed to happen through tight integration of agri-tech innovation
and the agriculture industry ecosystem to farming and food systems. To be precise, the IDEA concept
profounds the creation of second enabling conditions (which is described in the Bain report). The IDEA
principles explicitly talk about openness of data, which means open to businesses and farmers, indicating
the kind of integration it aims at.

Value-added innovative services by agri-tech industries and start-ups are an integral part of the IDEA
architecture. Beyond the architecture, these services listed in the document (to be available on the
platform) are equally important data for farmers and businesses. The Indian agriculture sector in future
will encompass farm to fork and pave the way for a single national market with a national platform with
better connection between producer and consumers. Through their work, the management experts,
Parijat Jain, Prashant Sarin and Shalabh Singawne (the authors of the Bain report) have depicted the
agriculture reforms announced by the union government as a game-changer in the agriculture sector.

A thread of digital disruption

The IT industry has opposition to IDEA mainly due to the ethics of creating a Unique Farmer ID based on
one’s Aadhaar number and also the potential for data misuse. Beyond the news coverage about the
prospects of achieving the goal of Doubling Farmers Income on which the present government has almost
lost its hope, the Bain report has not been widely discussed — at least in the public domain. The
assumptions used by authors of the Bain report, especially for its ‘future back approach’, need more or
less focusing on widespread food production in controlled environments. No doubt, the emission, energy,
and other resource footprints and sustainability issues around these techniques must be carefully studied
to confirm the projected trajectory (which is not a part of the report). However, the report has
convincingly demonstrated the business opportunity available in supply chains between farm to
Agricultural Produce Market Committee (APMC) mandi and mandi to the customer, which can be realised
with the support of digital disruption and the latest agriculture reforms.

Both these reports heavily rely on digital disruption to improve farmers’ livelihoods, without discussing
how much farmers will be prepared to benefit from these newly emerging business environments.
Hinting that the Union government is serious about this digital support to the agriculture sector — the
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Union Minister of Agriculture and Farmers Welfare, Narendra Singh Tomar, has emphasised the
significance of the farmer’s database being prepared and has sought the support of States.

An unconvincing ‘how’

However, the fact is that a majority of small and marginal farmers are not technology-savvy. That most of
them are under-educated for capacity building is ignored amidst these ambitious developments. The Bain
report relies on the general assumption that more investments into the agriculture sector will benefit
farmers; ‘but how’ has not been convincingly answered. Similarly, how the technology fix will help
resolve all the nine issues of Indian agriculture listed at the beginning of the report is unclear in the IDEA
concept. Together, the two reports look forward to benefiting from the recent agriculture legislature
changes without perceiving the capacity-building required at a farmer’s end. Politically, these two reports
ignore the protest of farmers against the reforms without considering it as a barrier or risk factor
resulting in a repealing of these new farm laws.

Focus on the farmer

While agreeing on the fact that a data revolution is inevitable in the agriculture sector, given its socio-
political complexities, we cannot just count on technology fixes and agri-business investments for
improving farmers’ livelihoods. There need to be immense efforts to improve the capacities of the
farmers in India - at least until the educated young farmers replace the existing under-educated small
and medium farmers. This capacity building can be done through a mixed approach - preferably building
the capacities of individual farmers or coping with the new situation by establishing support systems,
through FPOs and other farmers associations where technical support is available for farmers.
Considering the size of the agriculture sector of the country this is not going to be an easy task but would
need a separate programme across the country with considerable investment.

Date:08-10-21

Will a bad bank fix India’s broken banking system?

A bad bank can help in debt recovery but it is no substitute to fresh capital infusion

Last month, the Union government set up the
National Asset Reconstruction Company Limited
(NARCL) under the Companies Act. It thus delivered
on its promise to set up a ‘bad bank’ to clean up the
balance sheets of commercial banks. Under the new
set up, the NARCL will take over loans worth almost
X2 lakh crore from the books of commercial banks at
a mutually agreed price. The NARCL will pay 15% of
the price of these loans upfront in cash to banks and
then issue security receipts in lieu of the remaining
amount. The NARCL will then try to resolve these
bad loans in a time-bound manner with help from
the India Debt Resolution Company Limited (IDRCL).
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In case the IDRCL is unable to sell these bad loans at a satisfactory price to make good on the security receipts, the
Centre will step in and fund the gap, but within a budget limit of ¥30,600 crore. In a conversation moderated by
Prashanth Perumal ], Ajit Ranade and C.P. Chandrasekhar discusss the bad bank proposal. Edited excerpts:

What is the need to bail out banks? Why not let banks recognise their losses and let insolvent
banks fail?

Ajit Ranade: First of all, this is a one-time, time-bound effort. The bad bank has been set up to remove
bad assets from the balance sheets of banks and free up capital which will allow bank lending to grow.
Credit growth is important for economic growth, and bank balance sheets are constrained by the
presence of bad assets. So, one of the main objectives of the bad bank is to remove these assets from the
balance sheets of existing banks and consolidate them within a bad bank. Meanwhile, the resolution and
recovery process can continue. The proposed design of the bad bank separates the trustee part of the
NARCL, where the assets will sit, from the the IDRCL, which will engage in the recovery and turnaround
of bad assets. So, it’s a twin structure working to free existing banking capital to enable higher credit
growth.

C.P. Chandrasekhar: There are many reasons to bail out banks but two in particular are crucial. One is
the fact that there are depositors involved here. If you allow banks to fail, depositors who operated under
the presumption that the regulatory framework would protect their money would be undermined.
Historically, we've found that central banks try to actually save banks, either by bailing them out or by
amalgamating them with stronger banks, in order to be able to protect depositors. Two, there is a
systemic problem. If a bank fails, and there is a sort of contagion effect, you could actually have systemic
problems. Banks are the core of the settlements system and the credit pipe and allowing them to go down
would be a problem. And finally, there is also the option of getting banks to write off these bad assets and
then the government can recapitalise them. But that would deal a significant blow to the government’s
finances.

Isn’t there the risk of moral hazard linked with bailouts, which makes banks more complacent?

C.P. Chandrasekhar: You need to compare the risk to the system itself — the impact that bank failures
would have on depositors and the social and political implications of it — with the moral hazard of
bailing out banks. The more important problem is the systemic risk. But second, here we have a system in
which banks are predominantly publicly owned. So, the problem is, in some sense, the result of the state
allowing the use of banks for certain purposes.

Why do you think the government has opted for a bad bank over directly infusing capital into
banks?

Ajit Ranade: These so-called bad loans have been completely 100% provisioned. However, the
manpower of these banks is still spent on recovery and supervision. Now, it’s important that these loans
be moved to a separate entity which is exclusively focused on recovery, so that the bank can then focus
on its core business, which is business development, giving new loans, credit growth, etc. And it is not an
exclusive ‘either... or’ for banks. For their growth, banks will need to be infused with additional capital to
achieve the credit growth needed to get to 7-8% GDP growth. So, the government will continue to pour
more capital into banks, while bad loans will be moved to a separate entity.
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C.P. Chandrasekhar: I think we have to see this in the context of accumulated bad debt of banks being
addressed over a period of time through various mechanisms. First, we had the Lok Adalats, then the debt
recovery tribunal, and then the SARFAESI (Securitisation and Reconstruction of Financial Assets and
Enforcement of Security Interest) Act, which is supposed to give creditors much more power to be able to
recover debt. Then we had the IBC (Insolvency and Bankruptcy Code). The understanding till recently
was that the IBC would allow quick resolution, and the haircut that the banks would have to take would
be relatively small. If you have a government that is committed to a conservative fiscal stance, then to
think of going through a process in which these large amounts of accumulated debt will be cleared, which
is essentially a process of partial write-off and recapitalisation, cannot be sustained if the haircuts are
large. When IBC started, it appeared as if you're going to get a pretty high rate of recovery. As we moved
along, the rate of recovery began to decline quite sharply. So, the point is, by adopting a bad bank
mechanism, the government seems to think it will be in a position to paper over this contradiction — the
need to resolve the bad loan problem and its unwillingness to allocate significant amounts from its
Budget.

What is the need for a public bad bank when India already has a number of private asset
reconstruction companies (ARCs)?

Ajit Ranade: What the NARCL is doing is providing an asset resolution platform, which is for the banks
and by the banks. There have been some 28-odd private ARCs, which have perhaps not performed. Under
the bad bank, asset acquisition and trusteeship has been segregated from asset resolution. The primary
purpose of the IDRCL is resolution through specialists who can salvage some value. Even if they can
recover only 25%, that's more than what the current record shows. The IDRCL will actually have
incentive to resolve debts efficiently because of the profit-sharing arrangement. So, the incentives are
aligned.

C.P. Chandrasekhar: The government has said that of the X2 lakh crore, it will be in a position to cover
only as much as X30,600 crore. So, you're going to be in a situation where the banks are still going to
carry the burden and take a hit to their profitability. On the other hand, if you look at those who
defaulted, a large number of them being big corporates, they are going to walk away with their debts
resolved at steep discounts. Banks might be left with perhaps not new losses, but with losses
nevertheless, which have already been provided for, whereas those who defaulted would be let off in
terms of their assets not being seized in significant measure.

Ajit Ranade: These are two different things. One is to go after the defaulters and the other is to recover
the asset and salvage value from it. Corporates are not going to go scot-free. If there is an established
criminal negligence or criminal activity, there is a separate process for that. Moreover, the bad bank is
focusing the energies of banking personnel. The bad bank is not to be seen as a recurring thing wherein
balances will keep moving from the existing banking balance sheets into this structure. If that happens,
you are inviting the tendency of what we call moral hazard, as then there is no effort from the bank per se
to try and recover.

Do you think the bad bank, which is essentially owned by the troubled banks themselves, will
have a different incentive structure to efficiently resolve loans?

Ajit Ranade: The staffing, the pay scale, etc. in the IDRCL will be different. For example, when the State
Bank of India (SBI) runs an asset management company, the AMC employees are not on the same pay
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scale as the SBI. So, we have to recognise that the incentives, pay structure, staffing, talent, and ultimately
governance... that's what’s going to matter.

C.P. Chandrasekhar: There is a lack of clarity about certain things. One is the discount which is going to
be negotiated between the NARCL and the banks. Once the bad debt is moved on to the books of NARCL,
it will be handed over to the IDRCL. Now, as in the case of private ARCs in the past, both these entities
would also be charging a managerial fee. So, they’'re going to cover a large part of their costs through the
managerial fee charged to manage and dispose of these assets. What is going to be the incentive to try
and get the maximum price possible from these bad loans is not really clear.

Ajit Ranade: The difference is that in the case of the existing ARCs, there is no guarantee for the value
that will be recovered from the security receipt. So, typically, the average purchase price of bad loans by
existing ARCs is something like 36%, but there is no backing for the security receipts; these receipts may
end up being of zero value. The actual recovery could be just one-fourth of the 36%, which is 9%. In the
new structure, the average purchase price will be lower, but the security receipts for the remainder of the
value will be covered by the government up to X30,600 crore. That in itself changes the incentives.

Does the bad bank proposal actually address the root causes of the banking crisis or is this just a
temporary band aid?

Ajit Ranade: The fact is that over the last few years, the NPA ratio has been mounting and we’ve tried
many things. We now need to bring the problem to manageable proportions. In that sense, the bad bank
is taking a small chunk out of the overall NPAs. But NPAs will continue to grow. Bad loans are a function
of business cycles — during down cycles, the bad loan ratio increases, but in up cycles, the bad loan ratio
comes down. The idea is to keep it within manageable proportions.

C.P. Chandrasekhar: There is a structural issue involved here. As opposed to the 1980s and 1990s, an
overwhelming share of defaulted debt in this round has been corporate debt. Why did this come about?
Earlier, financing capital-intensive projects was seen as something which had to happen through the
government’s budget or through development finance institutions specialised in development finance.
There was also the idea that you could finance these investments through long-term capital available
through an active bond market, which India does not have to a significant extent. The government
decided that it cannot mobilise the resources to finance investments and decided to get financial
institutions to set up commercial banks. Therefore, the burden of financing these investments was
transferred by the state to the public banks. And banks are not supposed to do too much of this because
there are significant liquidity and maturity mismatches. So, we got this problem because we have put the
burden of finance of a certain kind on banks, which should not have been put on banks, which sometimes
gets concealed by focusing on some frauds here and there.

‘HIISHTT ANSTlT g T 81, e AT AgT ¢
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