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T
he Monetary Policy Committee has fi-
nally cut the overnight lending rate, or
repo rate, but half-heartedly. It remains
committed to a “neutral stance”, mean-

ing that it is not likely to cut rates any more this
fiscal as it expects inflation to rear its head all over
again (to 3.5-4.5 per cent) in the second half. As in
its June 7 meeting, the MPC has failed to provide a
convincing reason as to why it could not cut rates
by 50 basis points to allow banks more room to re-
duce their rates as well. The 25-basis point cut is a
concession to good monsoon coverage so far. Had
the MPC been bolder, it would have created the
psychological climate for banks to push the envel-
ope on the lending front. Servicing of stressed
loans could have eased, helping the ‘twin balance
sheets’ of banks and the corporates.

It is also moot that with banks out of their post-
demonetisation liquidity surplus phase, the repo
window may be used more actively in the days to
come — unless the existing inflows into the capital
market once again swell up banks’ kitty. All the
more reason then for the MPC to have acted more
decisively this time. As things stand, the chances
are that the banks, now dealing with a creeping
rise in the marginal cost of funds, will use the
lower repo rate to plug this gap, rather than pass
this 25-basis point cut to the borrowers. In addi-
tion, some banks may pick up the cue laid down
by State Bank of India and merely lower their de-
posit rates to cushion their finances. For the in-
creasingly risk-averse banks (bank credit is trend-
ing at decadal lows), the challenge is to lend
without burning their fingers. This explains their
preference for the small-ticket retail segment.
While the RBI along with the banks are proactively
proceeding against large debtors, the question of
reviving investment remains untackled. With ca-
pacity utilisation stuck at 72-73 per cent, despite fa-
vourable commodity prices and a good monsoon,
the NPA issue should be cleared up soon while
macro conditions remain favourable.

The MPC’s reluctance to cut rates has been at-
tributed to its inflation-targeting mandate. There
can be no more compelling set of circumstances
to cut rates to spur growth. The decline in infla-
tion appears structural, with headline inflation
trending down, core retail inflation at below 4 per
cent and food items inflation at minus 2 per cent.
Growth momentum, on the other hand, is falter-
ing. The Nikkei India Manufacturing PMI touched
its lowest mark since February 2009 in July. The
MPC seems to be caught in the old trap of obsess-
ing over inflation to the point of ignoring near-de-
flationary conditions. It may have been persuaded
to play safe with respect to the rupee value, even
as the rupee is rising on portfolio flows. Fears that
a deep cut may trigger a run on the currency as in
mid-2013 seem far-fetched. 

Not making the cut
The MPC could have done much better to spur a

tepid economy
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G
iven the fall in retail infla-
tion, even after exclud-
ing food and fuel, given
the comfort that the Re-

serve Bank of India expressed that
some of the risks to inflation had
either reduced or not materialised,
and given the uncertainties of GDP
outlook in the post-demonetisa-
tion, post-GST scenario, there was
little option for the RBI except to
cut rates, which they did. But it has
kept the growth outlook un-
changed at 7.3 per cent.

The issue is could the rate cut
have been more — say 50 bps? 

The base effect
Some argue that a 50 bps cut would
have helped in triggering higher
credit flow to the retail sector and
small businesses, and thereby re-
vive growth. A sharper rate cut
could help ease the interest burden
on the balance sheets of debt-rid-
den companies. It could facilitate
treasury gains especially for public
sector banks. 

All this can simultaneously allevi-
ate the twin balance
sheet problem and help
the transmission mech-
anism as the banking sys-
tem gets prepared to
start lending again. 

The argument given
against the rate cut (as
voted by one member) or
any cut more than 25 bps
(as voted by four members) is that
the unprecedented low rate seen is
due to base efect, and that outlook
for inflation in the second half is

higher and closer to the target of 4
per cent. Also, the growth outlook
has not changed. 

Nevertheless, the inflation out-
look gave space for the 25 bps ac-
tion. The MPC has identified farm
loan waivers and implementation
of the pay commission award by
States as possibly resulting in as
high as 100 bps increase in headline
inflation over the baseline. Also, ve-
getable prices are a matter of con-
cern. Concerns have also been ex-
pressed by some market-watchers
of the impact of rate cut on asset
prices and liquidity chasing yields
without factoring the risks. 

They say that the RBI cannot be
unmindful of the impact of sharper
rate cut on asset inflation (in this
context stock and bond prices). 

Given the inflation-targeting
framework adopted, it is to be ex-
pected that the RBI will focus more
on ensuring durable inflation
closer to the target level as that is
what it is accountable for, than on
allowing some risk to inflation for
the sake of higher growth. In other
words, there will always be a bias to-
wards not cutting rates or cutting it
only by “baby steps”.

Varied views
Just right for Goldilocks and the RBI
may not be just right for those be-
lieving that a sharper cut could lead
to higher growth and better bal-

ance sheets. The oft-
quoted statement of
Deputy Governor Viral
Acharya addressing the
latter is: “It is best for the
sake of policy credibility
to not mix instruments
with objectives they are
not meant to target.”

What is interesting is
that while the RBI notes that the
baseline path of headline inflation
excluding the HRA impact has
fallen below the projection made in

June and has pointed out a number
of growth negative factors, it has re-
tained its growth projection at 7.3
per cent in view of some positive
factors such as the impact of GST,
good harvest and higher budgetary
allocation for rural housing roads
and bridges. It also expects the Gov-
ernment to do its bit to reinvigorate
private investment and remove bot-
tlenecks in the infrastructure sec-
tor. Some analysts point out that
growth negative indicators such as
the slowing down of government
revenue, company sales, bank
credit, cement production and pas-
senger vehicles are not consistent
with the GDP data. It is presumed
that the RBI sees these indicators as
representing the short-term impact
of demonetisation and transition
to GST. 

The surplus liquidity continuing
in the system that requires the RBI
to resort to all instruments avail-
able to it for absorbing the liquidity

and keeping the market in neutral
mode is a huge challenge. 

The surplus liquidity has some-
what reduced from ₹4.2 trillion in
April to ₹3 trillion in July mainly
due to the increase in currency in
circulation. The positive impact of
the 50 bps reduction in the savings
bank rate by the State Bank of India
on its margins will no doubt be af-
fected by the reduction by 25 bps in
the reverse repo rate. 

Scope for reduction
Even so, as lower deposit rates start
impacting the cost of funds, there
would be scope for some reduction
in lending rates by banks. There is a
reasonable confidence that banks
will not lose deposits in their sav-
ings accounts in view of the link to
sweep facility and to other pay-
ments system services. 

On term deposits, however, there
could be some cause for concern
and stickiness in rates ofered by

some banks, as public savings will
gravitate more towards the mutual
funds and post oices where re-
turns are still higher.

In its statement on develop-
mental and regulatory policies, RBI
has laid considerable emphasis on
making the transmission mechan-
ism work. It has proposed setting
up an internal working group to
look into linking credit with mar-
ket benchmarks, align the base rate
better with the cost of bank funds.
It has also proposed setting up a
task force on setting up a public
credit registry for bringing greater
eiciency in the assessment and
pricing of credit. Other proposals
relate to the introduction of tripart-
ite repos in corporate bonds, sim-
plified hedging mechanism and fix-
ing a separate limit for FPI for bond
futures. 

The writer is former deputy governor

of the RBI. Via The Billion Press

What level of interest rate reduction would have been ‘just right’ for banks and the economy, is an open question

Cleaning the system Liquidity and other concerns AP

The Goldilocks problem 

USHA THORAT

ASHOK SETHI

T
he Indian power sector be-
ing one of the prime
sources of emissions is
presently going through a

major transformation to ensure
their reduction. 

The reform measures introduced
by the Government in the form of
new environment norms are on a
par with the best in world. 

These reforms along with the fi-
nalisation of new norms of eicien-
cies, encouraging wind and solar
power, focusing on e-mobility solu-
tions, and so on are expected to
have a wide socio-economic impact
and change the industry dynamics. 

While these are noteworthy ef-
forts, the per-capita consumption
of electricity in the country is still
much less than the world average.
While India has rightly increased its
eforts to reduce emissions, there is
a need to increase its eforts to
provide power for all through both,
benign renewable production of
electricity and thermal plants with
reduction in emissions. 

Reduction in emissions certainly
has its own challenges in terms of
cost, logistics, land, technology,
marketing of by-products, water
and finally competitiveness. 

With India’s commitment to cli-
mate change mitigation and
growth in renewable energy
sources in the next decade, the en-
ergy mix is likely to significantly al-
ter. 

This would also impact the cost
of electricity. Afordability of power
is a key driver towards its demand,
which in turn influences the GDP of
the country.

Optimising costs
As implementation of the revised
environment norms is expected to
have a bearing on the cost of power
generation, it is necessary that the
cost of mitigating environment
measures is also optimised. 

According to initial estimates,
the capital expenditure to imple-
ment new norms would be
between ₹70 lakh and ₹1 crore per
megawatt of power generation ca-
pacity. 

Including operating and main-
tenance costs for the emission con-
trol would increase the cost of elec-
tricity by 40-50 paise per kWh. 

If environment norms are to be
implemented on plants with the
life of units below 10 years, it is ex-
pected that the cost of mitigation
may increase by additional 20 paise
per unit. 

The increase could be mitigated
by extending PPA of such units by
five or seven years provided it does
not exceed 30 years of life. 

Units beyond 25 years could be al-
lowed five years to continue with a
choice for the developer to replace
these units by more eicient units. 

Stranded assets could be allowed
to compete according to bidding
guidelines, with a ceiling limit of
normative fixed cost allowed to be
incurred on environment meas-
ures as additional fixed cost. 

With the implementation of
these norms, while power plants us-
ing domestic coal are likely to re-
main competitive, those with im-
ported coal-based plants may
become uncompetitive. 

The coastal plants on imported
coal are likely to be allowed to have
sea water FGD to create a level play-
ing field. Analysts suggest that the

market needs to get ready to ex-
ecute projects nationally on a large
scale in the short time-frame avail-
able to implement the norms. 

Another set of challenges is out-
age timings and management of
the grid, which is being tackled by
RPCs and CEA. 

We are yet to discuss the chal-
lenges of sourcing raw materials
such as limestone and ammonia,
the disposal of by-products, and
competitive suppliers.

Level playing field
The challenge for the Government
is to ensure maintenance of a level
playing field between generators
who have met the norms versus
those who have not. 

Additionally, the age profile of
plants is so diferent that it is im-
portant to create a level playing
field for generators without im-

pacting their merit order dispatch
position in the power market. Com-
pliance could be assessed by Cent-
ral/State pollution control boards
and non-compliance should man-
date significant penalty. The non-
complying capacity could be
phased out after the mandated
timelines except for force majeure
reasons. 

It also gives an opportunity to re-
place low-eiciency supercritical
plants or replace them with other
forms of electricity generation.

There is merit in making a com-
prehensive implementation
strategy to meet the new norms. 

While the first steps to announce
the norms and involve the CEA has
been already taken, there is a need
to consider various scenarios re-
garding plant life, technology,
space constraints, economic condi-
tion of the plant, eiciency, cost,
timelines, level playing field, etc,
and create a comprehensive imple-
mentation policy document. 

The challenges and recommend-
ations need to be understood
jointly by all the stakeholders to im-
plement these norms successfully.
We can’t aford to go wrong. 

The author is COO and executive

director of Tata Power

Towards a less polluting power sector
Environmental needs need to be reconciled with providing power for all. This implies allowing thermal plants room to adapt

Why the prejudice?

This is with reference to ‘CAs have
not covered themselves in glory”
by R Narayanaswamy (August 2).
For tax evasion and tax avoidance
we have to blame the archaic tax
laws of the country when personal
taxation rates were as high as 97
per cent. Only a small portion of
transactions were done in white in
the early seventies. 

This was when CAs were ad-
vising tax avoidance. Nothing
wrong with that on an individual
level. Since direct taxes are so heav-
ily loaded against Indian compan-
ies, most of them took advantage
of double taxation avoidance
treaties by setting up shell com-
panies abroad. if taxation rates for
corporates are lowered, automat-
ically shell companies will be out
of business.

If we dump pro forma activity
how will the Government fill its
cofers? Banks are responsible for
NPAs, not auditors. As a CA myself,

I welcome NFRA since there has to
be a balance in the system. Als-
though ICAI has ignored acts of
omission and commission by
members, chartered accountants
have done a fairly good job so far.
K Ranganatha Achar
Email

Golden appeal

This refers to your edit, ‘Limited
lustre’ (August 2). In India people
buy gold not only as an invest-
ment but also for its ornamental
value and appeal. Though people
lose by way of wastage and mak-
ing charges for jewellery, either
they are unaware of this or they ig-
nore it. 

When the stock market is seeing
new highs every week, the motiva-
tion to invest in gold bonds is re-
duced. Moreover though the
earlier SGBs are listed in the stock
exchanges, there is hardly any
trading activity, and selling them
through the stock exchange has

become diicult. Instead of open-
ing a repurchase window, institu-
tional investors should be asked to
provide depth to the gold bond
trade through the exchanges,
which will enhance liquidity. 
S Kalyanasundaram
Email

Create talent pool

This refers to the report,
‘Panagaria quits NITI Aayog,
headed to US’ (August 2). At a time
when India needed their services
most, Raghuram Rajan and Arvind
Panagaria took ‘short’ breaks from
academia and served in this coun-
try occupying positions crucial to
the country’s economic develop-
ment. It is another matter that we
couldn’t lure them to stay on. Let
us thank them for being with us
and providing leadership in their
respective areas of expertise. 

Their exit points to the need for
a talent pool. We need to plan for
continuity for positions like those

held by Panagaria and Rajan, for 5
to 10 years. 

Though both have justified their
presence, three years is too short a
period for ‘visions’ getting trans-
lated into visible action. The Gov-
ernment should think in terms of
creating a talent pool in diferent
areas of expertise from those who
are already working in diferent
departments and organisations
including universities within the
country and abroad. Whenever va-
cancies arise, it should be possible
to shortlist prospective candidates
from this pool in addition to oth-
ers who may be eligible on merit.
MG Warrier
Mumbai

Examine the impact

The introduction of the new tax re-
gime has become the subject of
discussion due to its impact on the
cost of materials needed daily. Re-
ports say manufacturing activity
has slumped due to GST. The fall in

industrial activity is likely to afect
employment opportunities which
might cause distress to the lower
segment of the population.The
Government must examine the
impact of GST and efect remedial
measures.
TR Anandan
Coimbatore

Great idea

Nizamabad MP K Kavitha’s idea of
gifting helmets to brothers on
Raksha Bandhan by is great! But
the problem is that even if it’s
made compulsory, people buy
cheap quality helmets just to sat-
isfy the law which defeats the pur-
pose. 

Also many youngsters hang
their helmets on their rearview
mirror as if the mirror needs pro-
tection. We must realise that one
instance of rash driving or negli-
gence can prove fatal.
TS Karthik
Chennai

LET TERS TO THE EDITOR Send your letters by email to bleditor@thehindu.co.in or by post to ‘Letters to the Editor’, The Hindu Business Line, Kasturi Buildings, 859-860, Anna Salai, Chennai 600002.

Chaos rules

Donald Trump’s new chief of staf has vowed to impose
military discipline and straighten things out. Yet it seems
highly unlikely that he will be able to end the incompetence
and infighting of this administration. It is far from clear that
the president really wants him to. With each day it becomes
more obvious that Donald Trump is both incapable of and
unwilling to change. Campaigning and governing are very
diferent kinds of business. Mr Trump sees no need to change
course. However much some supporters hoped to use him as
president, his interest was never really in running America;
only in being its boss. LONDON 1 AUGUST 2017

Direct talks the only solution to Korean crisis

A war is obviously out of the question; US ally South Korea
would be the hardest hit. Missile defences have limitations; the
battery for the Terminal High Altitude Area Defence system
known as THAAD that the US is building in South Korea against
objections from residents and China and Russia will be
severely tested should North Korea launch volleys of rockets.
Trump holds the key to ending the crisis; North Korea and the
US have not signed a peace treaty ending the war, but
Washington has refused dialogue until Pyongyang scraps its
nuclear programme. HONG KONG 2 AUGUST 2017

Japan, US must be truly committed 

Although North Korea is acting in an utterly unbridled
manner, China still remains hesitant about imposing rigorous
sanctions on that country. Japan and the United States should
join hands to exhaust every possible means to overcome this
situation. Prime Minister Shinzo Abe has held telephone talks
with U.S. President Donald Trump, and the two leaders
confirmed their policy of reinforcing pressure on North Korea,
which recently launched an intercontinental ballistic missile
(ICBM) for a second time. The key to achieving this is to urge
China to adopt efective sanctions on that country, such as
restrictions on its crude oil supply. TOKYO 1 AUGUST 2017
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ACROSS

07. Switch of feelings (6, 2, 5)
08. Forced into (naval) service (11)
12. Concerning the mail (6)
14. Refusal to accept (6)
16. Engravings, reproductions (6)
18. Muscular (6)
19. Oice workers; state ministers

(11)
23. Oice furniture for keeping

documents (6, 7) 
DOWN

01. Retail establishment (4)
02. Formerly (4)
03. A craft (6)
04. Fearful (6)

05. African hill, mountain (4)
06. Walked underfoot (4)
09. A let-up (7)
10. One part of screened serial

(7)
11. Stopper, bung (4)
12. Supreme pontif (4)
13. Be on stage (3)
15. Consume (3)
17. Snow vehicle (6)
18. Mariner (6)
19. Error (4)
20. Child’s cot (4)
21. Wading-bird (4)
22. Slaughtered (4)

ACROSS

07. Earth? It may be described as a
volte-face (6, 2, 5)

08. Was put into service, but
unwillingly (11)

12. Such services of course include
the collections (6)

14. Refutation in returning in a bit
of business (6)

16. Makes an impression -- in block
capitals? (6)

18. This room is for safe keeping
(6)

19. Ministers who will no doubt be
taking notes, and... (11)

23. ... those going singly for the
keeping of documents (6, 7)

DOWN

01. Business talk (4)
02. Solitary appearance in an

initiation ceremony (4)
03. End of war celebration was

less upsetting to the ship (6)
04. Far removed from help, one

has a feeling of terror (6)
05. Musical Alban put on ice, and

got floated (4)

06. How people put their feet
down (4)

09. Peter is given a breather like
this (7)

10. An interesting incident, so
deep I have to unravel it (7)

11. Push the song — and stop it! (4)
12. Poet given to pontifical

versifying? (4)
13. A piece of legislation to

perform dramatically (3)
15. What ‘e’ll turn on, applying

pressure, to take it in (3)
17. His leg is broken: it will need

runners (6)
18. Names the upset about a

person who works afloat (6)
19. If he’s in the field it may be a

mistake (4)
20. Good for lying, this copy! (4)
21. Sacred bird one gets twice (4)
22. Murdered the French in the

Southwest (4)

easy not so easy

ACROSS 1. Party spirit 7. Embrace 9. Well 11. Datum 12. Except
14. Treasonable 18. Decade 20. Drink 22. Ions 23. Redoubt 
24. Horny-handed
DOWN 2. Arbiter 3. Sled 4. Irene 5. Weeds 6. Flute 8. Armbands 
10. Expanded 13. Top 15. Leisure 16. Admit 17. Skate 19. Canto 
21. Arch

bl two-way crossword 907

SOLUTION: BL Two-way Crossword 906

NARAYANA KOCHERLAKOTA

T
en years on, it’s possible
to say that — in some
ways — the financial
crisis of 2007 to 2009

did more economic damage than
the Great Depression of the 1930s.
Yet the response of our elected of-
ficials still leaves much to be
desired.

Consider a few data points: As of
mid-2017, US economic output per
person was up just 6 per cent from
2007, in inflation-adjusted terms.
In a typical decade, per-capita out-
put increases by about 20 per cent. 

Fed dogmatism
As of 2015 (the most recent data
available), the inflation-adjusted
income of the median US house-
hold had declined 2 per cent from
2007. Black households fared even
worse, sufering a decline of about
5 per cent. Even the rich didn’t fare
as well as many people think. As of
2015, the income threshold for the
top 1 per cent was more than 15 per
cent lower than in 2007, adjusted
for inflation. 

At first glance, this doesn’t seem
quite as bad as the Great Depres-
sion, which economists have tra-
ditionally viewed as the worst
episode in US history. From 1929 to
1939, real output per capita in-
creased 3 per cent, slightly less
than the 6 per cent we’ve seen in
the past decade. 

But 1939 was diferent in one
crucial way: Back then, with the
unemployment rate at about 10
per cent, the Federal Reserve re-
cognised that the economy was
operating well below potential

and hence still had a lot of room to
grow. Now, by contrast, Fed oi-
cials worry that, with unemploy-
ment close to 4 per cent, the eco-
nomy may have already reached
or exceeded its potential —mean-
ing they view the damage done by
the crisis as being permanent.

Trump’s going haywire
What should this experience teach
us about economic policy? It sug-
gests that financial crises and the
responses to them can have highly
persistent adverse efects on eco-
nomic potential. 

The risk of such large costs
means that policymakers must
have better safeguards in place,
and be willing to respond vigor-
ously through monetary and
fiscal stimulus when crises non-
etheless happen.

So what’s happening along
these lines? The Trump adminis-
tration’s nominee to be vice chair
of supervision and regulation at
the Federal Reserve wants to make
the big banks stress tests less strin-
gent — and that’ll make a financial
crisis more, not less, likely. In a
speech last summer, Fed chair
Janet Yellen suggested that the
Fed’s planned response to a reces-
sion would lead to elevated unem-
ployment for many years.

I see little evidence that policy-
makers have learned the lessons
of the last decade. 

I hope that situation will
change before another crisis oc-
curs. BLOOMBERG

The writer was president of the

Federal Reserve Bank of Minneapolis

from 2009 to 2015

Really depressing 
2008-09 crisis was worse than the 1930s’ slump

NILANJAN GHOSH / URVANA MENON

T
he Indian economy has
entered the Goods and
Services Tax (GST) re-
gime from July 1. Hailed

as the biggest fiscal reform in the
post-liberalisation era, GST signi-
fies a single tax across the value-
chain on the supply of goods and
services. The plethora of taxes at
various stages of the commodity
value chain is eliminated, bring-
ing about three important bene-
fits: better understanding of the
oft-not-understood commodity
value chain (largely true for agri-
commodities), rationalisation of
the commodity value-chain in-
cluding the services, and market
integration. 

The harmonisation of the tax
base will bring in transparency,
raise compliance, and will boost
growth figures. Across the value
chain, it is hypothesised to have a
positive impact by increasing con-
sumer surplus, easy compliance
and enhanced competitiveness
for producers, gain to manufac-
turers and exporters, and ease of
tax collection for the government
complying with an important
canon of taxation. 

So far so good. Yet, the question
that we intend to raise in this art-
icle is the implication of this tax
on the concerns of sustainability
and equity, which have hardly
been raised so far in the policy dis-
course. 

Links with value-chain 
At the outset, one needs to under-
stand that the commodity value
chain is inextricably linked to a
more fundamental production
process: the ecological produc-
tion process. This is where essen-
tially the value chain of a com-
modity originates. These are
called ecosystem services: goods
and services provided for free to
human communities. 

The Millennium Ecosystem As-
sessment of 2005 enhanced hu-
man understanding of the fact
that the ecosystem functions in

its own inimitable ways to
provide ecosystem services (bene-
fits) in the form of various provi-
sioning services (food, raw mater-
ials, genetic resources, water,
minerals, medicinal resources,
energy, etc), regulating services
(carbon sequestration, climate
regulation, pest and disease con-
trol, etc), cultural services (tour-
ism, religion, etc), and supporting
services necessary for production
of all other ecosystem services
(nutrient recycling, gene-pool
protection, soil formation, etc). 

Scientific assessments such as
the Economics of Ecosystems and
Biodiversity (TEEB), published in
2010, recognised that these eco-
system services are “GDP of the
poor”, as the poor’s incomes and
survival are dependent on the eco-
system. 

An all-pervasive taxation struc-
ture like the GST that changes the
market dynamics can therefore
have an impact on the ecosystem
through the backward linkages
with the commodity value-chain. 

Impacts of GST
While implementation of GST
paves the path for a national-level
agricultural market, inter-state
trade grows with trade barriers in
the forms of the state-specific
taxes being removed. This will
bring about more transportation
of goods and demand for infra-
structure. If road infrastructure
growth brings about plausible
land use conversions without
factoring in ecological concerns,
the net result may not be ecologic-
ally favourable. 

However, the sad part of the
story is that diesel has not been
brought under GST. Bringing
diesel under GST would have
brought down diesel prices and
would have an all-pervasive im-
pact, especially on poor, by flat-
tening the overall price-levels.
While diesel is not clean fuel, and
a further 5 per cent GST on road
transport escalates the prices of
fuel, there is no alternate tax/ sub-
sidy structure inbuilt in the

present regime to promote a
cleaner fuel mechanism like CNG
that may emit lower carbon. 

Rather, the present situation is
quite the opposite. If the 5 per
cent tax on solar and wind energy
is implemented, then the costs of
solar energy will go up by 1 per
cent and that of wind energy by 4
per cent. 

On the other hand, the carbon
tax (or coal cess), which was
thought to be a source of funding
for clean energy projects through
the National Clean Energy Fund,
will now feed the GST Compensa-
tion Fund — a fund meant to com-
pensate various state govern-
ments for any loss in revenue
arising out of the goods and ser-
vices tax. 

With the costs for coal projec-
ted to fall by almost 7 per cent, the
GST regime clearly moves the
“terms-of-trade” in favour of coal
from the cleaner sources of en-
ergy. 

On the other hand, a 12 per cent
GST on fertilisers, up from the 4-8
per cent rates escalates the prices
of fertilisers. As per certain estim-
ates, the prices for urea, the most

commonly used fertiliser, may in-
crease by ₹300 to ₹400 per tonne.
At the same time, the retail prices
for other fertilisers such as di-am-
monium phosphate (DAP) can in-
crease as much as ₹3,000 per
tonne in States such as Punjab,
Haryana and Uttar Pradesh, which
has no taxes on the farm
nutrients.

Hitting prices 
As most States did not levy any
value-added tax (VAT) on mi-
cronutrients, organic manure
and bio-fertilisers, the 12-per cent
GST rate will mean a rise in retail
prices of these minor fertilisers.
The problem will be elsewhere.
This will go to the extent of modi-
fying the nitrogen-phosphorus-
potassium (NPK) ratio in fertiliser
use, the net result of which might
not be too conducive for pro-
ductivity of land in future. 

The GST imposed on commodit-
ies that are pivotal to livelihoods
for forest tribes in India might not
be too beneficial for the value-
chain either. The tax on tendu leaf,
a Minor Forest Produce (MFP)
used to roll beedi, which is the fin-

ancial lifeline of many tribes of
Central India is now set at 18 per
cent. With such a high rate of tax,
it is often hypothesised that the
traders, who get the tender from
state corporations to collect
tendu leaves, will pay even less to
the tribals despite getting input
tax credits, resulting in a decline
in the profits to the Gram Sabha. 

Ideally, when the government
has already imposed 28 per cent
on finished beedi with the health
concerns with tobacco consump-
tion looming large, the 18 per cent
GST on collected tendu leaf selling
goes against the fundamental es-
sence of equity under which
Forest Rights Act (FRA) of 2006 ex-
empted incomes obtained from
sale of non-timber forest products
from taxation. GST on tendu
leaves is akin to taxing ecosystem
services, which provide livelihood
to poor. 

However, one also needs to note
the positive impacts of GST on sus-
tainability concerns as eiciency
in value-chain can boost corpor-
ate profitability. While under the
Companies Act 2013, companies
need to spend 2 per cent of their
net profits in CSR, profit increase
will mandatorily release more
funds for sustainability and devel-
opment purposes. Whether these
will outweigh the negative im-
pacts remains to be seen. 

Like any new intervention, the
proposed GST structure is not un-
blemished. Australia has shown
the way through how a nation-
wide single tax can be implemen-
ted taking into consideration the
critical sustainability and equity
concerns. 

However, in India, given its het-
erogeneity and size, one single tax
rate might not be feasible at this
stage. Despite that, the policy dis-
course cannot be oblivious of the
important ecological and sustain-
ability concerns. 

Ghosh is Senior Economic Adviser to

WWF and Senior Fellow at ORF.
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Not really a Green and Sustainable Tax
GST is not environment-friendly. It could have included diesel and fixed fertiliser rates with an eye on nutrient imbalance 

Reverse sign India’s tax system needs to find order KVS GIRI
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Anti-dumping duty on HR coils likely
The Centre is likely to impose anti-dumping JL duty on the
imports of hot rolled (HR) coils soon. The decision comes
following several representations made by the domestic
steel sector on cheaper imports of HR coils. The domestic
producers had made representations owing to the
inability on their part to cope with prices at which
imported HR coils were being supplied. Major producers,
including SAIL and TISCO had jointly made this
representation. The Ministry of Steel had also held
discussions with the Commerce Ministry.

Gujral walks out of JD convention
An angry Prime Minister, Mr. I.K. Gujral, on Saturday caused
a sensation by abruptly walking out of the Janata Dal
national convention when he was heckled by some
delegates from Bihar demanding dismissal of the Bihar
Government and sacking of the three RJD Ministers at the
Centre. The Prime Minister’s sudden action came when
some delegates from Bihar virtually questioned his stand
on moral values, to which he had made repeated reference
in his inaugural speech. 

Gold market: Tarapore for a more active RBI
The Committee on Capital Account Convertibility
chairman, Dr. S.S. Tarapore, has called for the easing of
restrictions imposed on the Reserve Bank of India in
trading of gold, as the first step towards developing an
active bullion market and evolving a New Gold Policy.
Currently, the RBI Act does not allow the central bank to
lease its gold or place it with commercial banks as
deposits, though it permits outright sales and purchases of
bullion. This automatically rules out the use of gold
options and futures to hedge against price risks. 
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Forking?
Yes. In the world of computing,
forking occurs when diferences
arise among developers and
other crucial stakeholders of an
open source software on its char-
acter and function. As a result,
one camp of participants splits
the software’s source code and
creates a new product. If the
changes are smaller and
smoother, it is called a soft fork,
while big-ticket changes are
called hard fork.

Interesting, so what’s the new
product here?
Meet Bitcoin Cash, a new digital
currency like bitcoin (BTC) which
can be mined and used in transac-
tions. The world of cryptocurren-
cies (cryptoland as the geeks call
it) has seen a heated debate in the
past few months over several
characters of the bitcoin. The
main issue was the ‘need’ to scale
up transaction support over the
bitcoin blockchain. A section of

the community felt bitcoin
blocks (the units that make up
bitcoin’s blockchain technology)
should be bigger in size for user
convenience. Currently it is 1
megabyte. The debate was so in-
tense and widespread that it was
termed the Bitcoin Civil War. And
Bitcoin Cash emerged as the
solution.

So, what are the new features
of B-Cash?
This new project increases
bitcoin blocks to eight mega-
bytes in size. But there is one
curious fact: as the blocks get
bigger, they also get harder to
mine. Experts say the increased
data size means larger blocks fa-
vour users and miners with more
powerful computing networks.

Who’re the supporters of
Bitcoin Cash, I’m curious…
This lot includes those who have
always supported bigger block
size for bitcoins. In fact, Bitcoin
Cash is not the first of its kind to
introduce such changes. The ex-
amples are Bitcoin XT, Bitcoin
Classic, and Bitcoin Unlimited.
These alternatives tried to bring

in similar tweaks but they didn’t
go forward. These developers also
support Bitcoin Cash, including
entrepreneurs, researchers and
users.

So, what will happen to
bitcoin now?
Well, it’s business as usual for the
world’s most popular digital cur-
rency. Cryptocurrency watchers
say the best currency will win the

race. Bitcoin Cash has a long
way to go to prove that the
‘hard’ fork (a major change,
against minor tweaks or soft
forks) was worth the time
and efort. The market for di-

gital currencies are run by rules
of economics. Which means, how
Bitcoin Cash is going to behave
on the exchanges will determine
its fate.

Currency miners and users
will be so confused now, I bet.
Yes. They have to pick a side in this
split now. It will take some time
before a majority of the users
make up their minds. In theory,
Bitcoin Cash is now worth about
$315 per token. But this will soon
be subject to extreme fluctu-

ations. Bitcoin is currently valued
around $2,726 per token. Mind
you, not all forks turn out benefi-
cial for the software. Some resolve
on their own, but others,
triggered by ideological rivalries
and other serious rifts in the soft-
ware community, can perman-
ently damage the network. Ex-
perts, however, don’t think
bitcoin is going to drop to around
$2,400 and equal Bitcoin Cash
soon, but the days to come will be
crucial for this cryptocurrency.

Oh! Bitcoin, after all, has been
a great experiment...
Indeed. The fact is among the al-
ternative cryptocurrencies only
the likes of ethereum and ripple
have made the cut , most other
competing cryptocurrencies
have faded away. Bitcoin Cash
faces the same challenges. Also,
its critics say that it’s easy to make
spin-ofs but what matters is pro-
tecting and growing bitcoin’s
value in ways that benefit the en-
tire ecosystem of decentralised
online currencies. That’s a big ask. 
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THE CHEAT SHEET

B The SC is likely to hear the
plea moved by the Gujarat
State unit of the Congress
party challenging the
decision to use None of the
Above (NOTA) option in the
upcoming Rajya Sabha polls
in the State. The Congress had
approached the Election
Commission against the use
of the NOTA option, claiming
it was violative of the
Constitution and poll rules.

B India will attempt to seal the
series
against Sri
Lanka in the
second Test
starting
today in
Colombo.

The visitors won the first test
by a massive 304 runs to open
with a bang in the three-
match series. 

B Counting of votes for the
bypoll to the Northern
Angami-I Assembly
constituency in Nagaland will
take place today. The contest
is between former Chief
Minister Shurhozelie
Liezietsu, nominated by Naga
People’s Front, and an
independent candidate. 

B Japanese Prime Minister
Shinzo Abe,
beset by
tumbling
public
support due
to
suspicions

of cronyism and a crushing
election loss sufered by his
ruling Liberal Democratic
Party in Tokyo elections last
month, is set to efect a broad
shake-up of his Cabinet. 

B The Bank of England will
announce its monetary policy
today. Investors will watch for
whether the record-low rates
would soon be lifted for the
first time in more than a
decade. The BoE will also
publish its quarterly Inflation
Report. Economists expect the
Bank to push up its inflation
forecasts slightly but to lower
its growth projection. 
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