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Credit & Risk

Households borrowing more to consume more is welcome. But India needs more
savers

TOI Editorials

A common thread running through different phases of
India’s economic policy has been the dependence on
domestic savings to grow, which has lowered the risk of

. ¥ financial instability. Within India, it is households that
ABILITIES provide the bulk of savings. Given this backdrop, the
‘,4 | recent trend in household savings raises questions. In

- 4 absolute terms, gross financial savings of households
continue to grow. However, the story is different in terms
of savings in relation to GDP, the more important indicator.
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Three trends stand out between 2018-19 and 2022-23. One, financial assets of households as a
proportion of GDP have declined from 12% to 10.9%. Two, the financial liabilities have risen from 4.1%
to 5.8%. Three, as a consequence of these trends, the net financial assets of households in 2022-23 were
5.1% of GDP, considerably lower than the historical average of 7.5%. To unpack these ratios, it would
make sense to look at where the extra borrowing by households, mainly from banks, is going and the
consequent economic impact.

Minutes of RBI's October monetary policy committee meeting show that the additional borrowing by
households is going into physical assets such as housing, vehicles and consumer durables. Some members
of MPC believe this is a positive development as it boosts private consumption, which constitutes around
60% of GDP. This makes sense because the durability of India’s economic growth depends on stability in
private consumption growth. However, there’s another side to this story, which is the risks that banks are
taking on. According to RBI, the annual retail credit growth in the last couple of years is 30%, of which
secured retail credit has grown at 23%. During the same period, credit to other areas has grown at 12-
14%.

This has prompted RBI to flag potential risks as it believes what we have seen is an “outlier level of
growth”. This leads back to the original approach to growth that India continues to follow, reliance on
domestic savings. The development that will mitigate risks thrown up by the recent trend, without
undermining its positive aspect, is an increase in disposable income across wider income groups. India’s
domestic savings rate is relatively high but there needs to be a faster expansion in the pool of savers.
Once that trend is more deeply entrenched a lot of changes in consumption patterns across income
groups will even out.

1



&
N'-E www.dfeias.com

IMPORTANT NEWSCLIPPINGS (03-November-23)

Date:03-11-23

Dhaka’s Volatile Again

Hasina has been great for Indo-Bangla ties but New Delhi needs political relationships
beyond her

TOI Editorials

Continuing the positive momentum in India-Bangladesh ties, PM Modi and his Bangladeshi counterpart
Sheikh Hasina inaugurated yet another clutch of development projects in Bangladesh, including the
Agartala-Akhaura cross-border rail link. This comes alongside the election of Hasina’s daughter Saima
Wazed as the director of WHO’s Southeast Asia Regional Office in New Delhi. Ties between New Delhi and
Dhaka have been on a positive trajectory over the last decade. This has been primarily underpinned by
Hasina's zero-tolerance policy towards anti-India militant groups operating from Bangladeshi soil.

However, there are some headwinds that New Delhi should take note of. First, as elections - expected in
January - approach Bangladesh, the country is again becoming a battleground for external forces. The US
has been applying pressure on Dhaka to ensure “free and fair elections”, while China too has been trying
to increase its footprint in Bangladesh. This puts India in a tricky spot between an ally and a rival. Second,
Bangladesh is facing serious economic woes, with the country’s forex dipping to $20 billion, barely
enough for three months of imports. Add to this the rising cost of living and inflation touching 9.6% in
September.

This is feeding public unrest as seen in the ongoing protest by garment factory workers, demanding a
raise in minimum wages. Simultaneously, opposition BNP and its allies have been hitting the streets
demanding the next elections be conducted under a neutral caretaker government. Plus, there are
allegations against Hasina’s government of targeting opposition leaders and workers through enforced
disappearances and killings. All of this means that Bangladeshi politics is again becoming unpredictable.
Thus, New Delhi would do well to broad base its political engagements in Dhaka. The goal should be to
make India-Bangladesh ties politics-proof.
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Is the United Nations toothless in ending wars?

The problem is that major powers are not willing to see eye to eye on the most
important issue of ceasefire.

Rakesh Sood and Vivek Katju are former Indian diplomats
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Ever since Hamas attacked Israel on October 7, the Israeli Defense Forces have been relentlessly bombing
civilian locations across the Gaza Strip. Meanwhile, the Russia-Ukraine conflict is still ongoing. These two
conflicts have in recent times led to more questions about the inability of the United Nations in bringing
about peace. Has the UN become toothless in ending wars? Rakesh Sood and Vivek Katju discuss the
question in a conversation moderated by Kallol Bhattacherjee. Edited excerpts:

Why is the UN ineffective in bringing in a ceasefire in the Israel-Hamas conflict?

Rakesh Sood: The UN was brought into existence (after World War 2) by those who played an important
role in the aftermath of the war; they became the permanent members of the Security Council (UNSC). A
global order must reflect two criteria: one, convergence of views among the major powers of the day and
two, it must also seek to provide a global public good. In short, it must have saleability for the rest of the
world. Over the years, the UN gained universal membership; nearly all the countries in the world became
party to it. These criteria were seen also in the coming into being of the World Trade Organization.
However, the equations of power are not permanent; they change. Eventually, that is how legitimacy gets
eroded.

Post the Cold War, we saw a gradual decline in the ability of the UN to undertake any kind of meaningful
roles (in resolving conflicts). The Israel crisis is just one of them. Over the last two-three decades, the UN
has been like a bystander. With the major powers developing severe differences, they have made it
impossible for the UN with its frozen membership of decision-making bodies, such as the UNSC, to be able
to undertake any meaningful action.

Vivek Katju: The end of the Cold War saw the demise of the Soviet Union and chaos. And that continued
through the 1990s. China was rising, but it was still hiding its fire, so to speak. So, that was when the
Americans and their allies were able to proceed within the UN or outside the UN as they wanted. The
UNSQC, in its present shape, as long as the vetoes are there, does not provide any hope for addressing any
international issue, where the national interests of the permanent five are in conflict.

If the UN is failing, are we seeing the end of the liberal international order that was started with
the League of Nations?

Rakesh Sood: First of all, the liberal international rules-based order is a myth. During the Cold War, we
had a liberal Western order led by the U.S., not an international order. The end of the Cold War saw the
demise of the Soviet Union and chaos. We had a unipolar moment, which lasted for about a decade or 15
years. That disappeared by 2008. This is because two-three things happened. We saw the U.S. enter
Afghanistan with the full support of the international community, then we saw the U.S.’s misadventure in
Iraq, and then the global financial crisis in the Western economies.

Through the wars that took place after the end of the Cold War, the UN had no role. The U.S. did what it
wanted. You look at Iraq, you look at Afghanistan. Look at smaller conflicts too: Mali where France got
involved, and Libya, where the Europeans and the Americans got involved. There was no UN sanction to
any of these conflicts. This is because after 2008 we have seen a multipolar world. However, the new
order that should serve a multipolar world hasn’t yet come into existence. So, multipolarity without
multilateralism only leads to an exercise of force and chaos.

If the UN is not providing a solution, where do we look for one?
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Vivek Katju: Last Friday, 128 countries voted for a UN resolution calling for a ‘humanitarian pause’ (in
Gaza), but the problem is that major powers are not willing to see eye to eye on the most important issue
of ceasefire.

Israeli Prime Minister Benjamin Netanyahu'’s political future is toast. I think the sentiment within Israel
and among the Jewish people outside Israel, except for a few who believe in peace, is that Hamas must
pay a price for the terrible atrocities that it inflicted on Israel (on October 7). These people do not have
any sympathy for the innocent people of Gaza who are suffering such a terrible punishment. Israel had
reached an understanding with certain Arab states on the assumption that the Palestinian issue will be
confined to the backwaters, but Hamas’ attack brought the issue to the front and centre. The Netanyahu
government is under under tremendous pressure. What happened on October 7 goes far beyond the
national security of Israel. It goes to the very soul of of Israel. The Israelis are determined that Hamas
must be eliminated. And that Gaza be ‘sanitised’. And for that they are willing to pay a price.

India has strong ties with both sides, just like in the Russia-Ukraine conflict. Yet, why is there such
little diplomatic willingness on display to control the violence in this conflict, especially by Israel?

Rakesh Sood: India’s interests in the West Asian region have grown. We have strong ties with the Gulf
Arab states and with Israel. We have a large diaspora. In addition, we get energy supplies from the Gulf
Arab states.

There are multiple factors involved here that need to be considered. Netanyahu has proven to be a
divisive Prime Minister. His current coalition consists of extreme right-wing parties which do not leave
him with any kind of leeway. He has been trying to undertake a slew of controversial judicial reforms
which would enable him to escape the judicial net. That is why for the last six-seven months, every
weekend, we have seen sustained protests in Israel. This is the domestic political backdrop. It may sound
cynical, but the continuation of the conflict serves a limited political end.

There is support from the Arab and Islamic world for the Palestinian cause, but the fact is that within the
Gulf Arab states, there is little sympathy. Even in Egypt and Jordan, there is little sympathy. In the Russia-
Ukraine conflict, the Ukrainians left the country and other European countries such as Poland accepted
them as refugees. But Egypt has kept its borders closed for the Palestinians. It does not want any more
refugees, because it feels that once they come in, they will not go back.

Third, the U.S. is also caught up with an election. So, I'm afraid you don’t have an endgame because the
solution that the West had visualised through the Abraham Accords has exploded. And the attack by
Hamas demonstrated that the Palestinian problem is not going away because the fact is that precious
little or nothing at all was really done to resolve the Palestinian problem, despite the various
commitments, the UN Security Council resolutions, etc.

Is India, which is the current chair of the G20, in a position to play a mediatory role?

Vivek Katju: Traditionally, if you look at the 1950s, India was aligned with the “progressive states”. And
at that stage, the conservative states, led by Saudi Arabia, took a back seat. But starting from the 1970s,
especially after 1973, the transformation of the Arab Gulf States began. In 1992, India recognised Israel,
but that did not detract from our essential policy of a direct bilateral inter-state relationship with each of
these countries. On October 7, Prime Minister Narendra Modi tweeted in a pro-Israel manner at a time
when little information was available. Then, on October 10 came his next tweet based on a conversation
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with Netanyahu. It's only on October 12 that the official spokesperson balanced it out by reiterating
India’s traditional position on the Israel-Palestinian issue, stressing the two-state solution. Thereafter, we
have sent aid to Palestinians as the Prime Minister has talked to various Arab leaders. But I don’t think
we are really in a position to play a mediatory role, even though India is the head of the G20. Because this
is a game that is now being played at a much more superior level. And while we are a confident country,
we have interests and we serve these interests. And while our diplomacy is active, I always believe that
one should be aware of the limitations of our position and the limitations of what we can do
diplomatically
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TAGRRAE FeHAUAT H T MY & 53 AT aad 8 b od AT T FH HA & FROT 2016 &
@mﬁ?sﬁ?ﬁﬁmﬂwﬁ7m45mﬁﬁ§ézﬁlao-m@@?d%ﬁaema#awng’r@%
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ShaeT g1 &1 e & argy off e 3r9eh ek gfaam § i 3nuep! areafas el &t &1 3 3k =
& I HJTT I ol 3MMoTehel WA AT W BISd g A5l 3N TG T BISd Hl ol g HHAT ol
W@ & S 3 959 A AR ¢ w® 81 AfRea & aRoefd &1 s 0 gHT A 3mar § o9 faeas A
FHARAT W F HA H O "o 3R 38 39 IRARSAT & AT FFI f9a= & v 310« aRa fmar
ST @1 &1 3MYfaeh S TEpid 3R A5 yaeed @ 53 MY qard § foh dqse Faury it 3curest ear
gl QU gfaar & FARAT & TS FA F G Ted §U HUF AU Jerd H H Al e W ¢
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Y gl ISt HSEAR & W T =11 37eary fo Rar &1 sseaR & Aova & T S3mer a: &,
ST TSIl &l ureh SiHel gielll T§ $31 AT AR & ST # delld a7 3R ggi Rehs Hue &
A T ST F QT AT| AT a7 Nfsat & s & fow ag & Aer @1 arl Reagd Al J g+
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HAHS 7 31 & Teh W TAGeF & TWlh ATHCT gof fhar Tl Ig HhaEAs § o ddisng off qu &r
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3 3AR® HFAAT T o Puear gl I N F AR IVF F v 7 g g S TS F
QST ITRRAT T gfod a1 TS Tohsdl &, S8 W3S & oSC HPERT I T W3S gUhs
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W UIT TWHFT FIH FAT AT T HT & 3R a1 &Y, dF A § 95l agl $37 67 961 afhaar &
IEAId TWHR o Aolelifade Ifaelyr sarm gl Affea [ueht gt & Aar st aemar 3T oo )} & &
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