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RBI microfinance proposals that are anti-poor

Detail in relief

The SC order on payment to kin of COVID-19

victims is a recognition of their plight

he most welcome feature of the Supreme Court of
Tlndia’s order detailing the modalities for pay-

ment of ex gratia financial assistance to the fami-
lies of those who died of COVID-19 is the stern caveat
that no State shall deny the benefit solely on the ground
that a person’s death certificate did not specify the
cause of death as due to the novel coronavirus disease.
Thanks to the Court’s assertiveness, the Union govern-
ment shed its initial wariness about incurring the finan-
cial burden of compensating the next of kin of the over
4.49 lakh people officially recorded as having died due
to the virus infection. The National Disaster Manage-
ment Authority issued guidelines last month, specify-
ing that ¥50,000 be paid for each death. While the
primary requirement to avail of this assistance is that
the death should be certified as having been caused by
COVID-19, the Court has rightly ruled that the cause
mentioned in the death certificate would not be conclu-
sive by itself, and that if other documents are provided,
the family shall be entitled to the ex gratia payment. Ex-
perience over the last year-and-a-half has shown that
hospitals tend to attribute some deaths to co-morbidi-
ties rather than the infection; and many died after test-
ing negative during a spell of hospitalisation or after dis-
charge. It has now been made clear that deaths
occurring within 30 days from the date of testing or
from the date of being clinically determined a COVID-19
case shall be treated as eligible for the aid, “even if the
death takes place outside the hospital/in-patient
facility™.

Given the fact that independent data analysis has re-
vealed a possibly huge undercount in the official CO-
VID-19 toll maintained by the State governments and
the Centre, the view that only a certified COVID-19
death should be eligible for compensation has been
rightly discarded. Of course, some documentary evi-
dence will still be required to establish the cause, but
once it is submitted, the payment should be disbursed
within 30 days. It is a matter of consolation to those
likely to have their claims rejected or disputed that the
Court has created an appeal mechanism in the form of
Grievance Redressal Committees at the district level.
These panels can issue amended official documents to
certify COVID-19 deaths, as well as the power to call for
records or information from the hospitals where the de-
ceased were admitted. To buttress the need for a hu-
mane approach, the Court has included those who took
their own lives under the shadow of the pandemic in
the ambit of the scheme. It has also advised the author-
ities to avoid technicalities in processing claims. The as-
sistance will be welcomed by those affected, not be-
cause it will be enough to address the adverse impact
that numberless families have suffered due to the pan-
demic, but as a sign that there is some recognition of
their plight and immediate succour available.
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The IMD can further improve its models to
forecast shortfall as well as excess rains
The southwest monsoon has officially ended in In-

dia with 87.4 cm of rainfall between June and Sep-

tember, or just 0.7% short of the historical aver-
age of 88 cm. In many ways this was an exceptional
year. By August end, India was staring at an all India
monsoon rainfall deficit of nearly 9%. This was primari-
ly due to monsoon rain in August, usually the second
rainiest month, being short by 24%. Early in the mon-
soon, the India Meteorological Department (IMD) had
forecast “normal” rains with “a tendency towards the
positive side” and the August failure had it backtrack a
little. It forecast — correctly in hindsight — strong rains
in September but maintained that the overall monsoon
rainfall while still “normal” would be towards the lower
end. However, September rainfall — 35% more than the
monthly normal — was so munificent that it completely
closed the deficit and was well beyond the IMD’s expec-
tations. Normally, India gets about 17 cm of rain in Sep-
tember, but at 22.9 cm this year, it was more than the 19
cm in August.

Monsoon 2021 capped a rare three years of healthy
rain. In 2020, India received 109% of the long period av-
erage (LPA) and in 2019, 110% of the LPA and not since
1996, 1997 and 1998 has India got three consecutive
years of normal or above normal rain. Much of the rain
was focused on southern India, with large parts of
northeast and eastern India receiving below normal
rainfall, but this is not concerning for two reasons: the
base level of monsoon rains is higher in the northeast-
ern regions than the rest of India and the region also
gets the retreating monsoon which normally commenc-
es by October end. Three years of good rains have
boosted storage in India’s key reservoirs. The monsoon,
however, proved erratic for agriculture. The two key
months for kharif crop sowing, July and August, were
the ones when the monsoon failed and the excess Sep-

The proposed guidelines will favour private credit institutions at the cost of public sector banks

MADHURA SWAMINATHAN

of India (RBI) published a “Con-

sultative Document on Regula-
tion of Microfinance” (https://
bit.ly/3ixTIH3). While the declared
objective of this review is to pro-
mote the financial inclusion of the
poor and competition among len-
ders, the likely impact of the re-
commendations is unfavourable
to the poor. If implemented, they
will result in an expansion of mi-
crofinance lending by private fi-
nancial institutions, in the provi-
sion of credit at high rates of
interest to the poor, and in huge
profits for private lenders.

In June 2021, the Reserve Bank

The recommendations

The consultative document re-
commends that the current ceiling
on rate of interest charged by non-
banking finance company-microfi-
nance institutions (NBFC-MFIs) or
regulated private microfinance
companies needs to be done away
with, as it is biased against one len-
der (NBFC-MFIs) among the many
(commercial banks, small finance
banks, and NBFCs). It proposes
that the rate of interest be deter-
mined by the governing board of
each agency, and assumes that
“competitive forces” will bring
down interest rates. Not only has
the RBI abandoned any initiative
to expand low-cost credit through
public sector commercial banks to
the rural poor, the bulk of whom
are rural women (as most loans
are given to members of women’s
groups), but, in addition, it also
proposes to de-regulate the rate of
interest charged by private micro-
finance agencies.

According to current guide-
lines, the ‘maximum rate of inter-
est rate charged by an NBFC-MFI
shall be the lower of the following:
the cost of funds plus a margin of

10% for larger MFIs (a loan portfo-
lio of over %100 crore) and 12% for
others; or the average base rate of
the five largest commercial banks
multiplied by 2.75’. In June 2021,
the average base rate announced
by the RBI was 7.98%. A quick look
at the website of some Small Fi-
nance Banks (SFBs) and NBFC-
MFIs showed that the “official”
rate of interest on microfinance
was between 22% and 26% —
roughly three times the base rate.

Crucial for rural households
Microfinance is becoming increas-
ingly important in the loan portfo-
lio of poorer rural households. In a
study of two villages from south-
ern Tamil Nadu, done by the Foun-
dation for Agrarian Studies, we
found that a little more than half of
the total borrowing by households
resident in these two villages was
of unsecured or collateral-free
loans from private financial agen-
cies (SFBs, NBFCs, NBFC-MFIs and
some private banks).

There was a clear differentia-
tion by caste and socio-economic
class in terms of source and pur-
pose of borrowing. First, unse-
cured microfinance loans from
private financial agencies were of
disproportionate significance to
the poorest households — to poor
peasants and wage workers, to
persons from the Scheduled
Castes and Most Backward Class-
es. Second, these microfinance
loans were rarely for productive
activity and almost never for any
group-based enterprise, but main-
ly for house improvement and
meeting basic  consumption
needs.

Our data showed that poor bor-
rowers took microfinance loans, at
reported rates of interest of 22% to
26% a year, to meet day-to-day ex-
penses and costs of house repair.
How does this compare with credit
from public sector banks and
cooperatives? Crop loans from
Primary Agricultural Credit Socie-
ties (PACS) in Tamil Nadu had a nil
or zero interest charge if repaid in
eight months. Kisan credit card
loans from banks were charged 4%
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per annum (9% with an interest
subvention of 5%) if paid in 12
months (or a penalty rate of 11%).
Other types of loans from sche-
duled commercial banks carried
an interest rate of 9%-12% a year.
As even the RBI now recognises,
the rate of interest charged by
private agencies on microfinance
is the maximum permissible, a
rate of interest that is a far cry
from any notion of cheap credit.

A loan breakup, violations

The actual cost of microfinance
loans is even higher for several
reasons. First, on account of the
method of repayment: a loan of,
say, 330,000 from an NBFC-MFI
has to be repaid in 24 equal
monthly instalments of %1,640. Ev-
ery month, a principal of 31,250
and an interest of 3390 is repaid.
In the first month, the simple in-
terest on this loan is 15.6% per an-
num but by the end of the first
year, the interest rate is 31%. This
is because every month the princi-
pal is reduced (by %1,250) but the
interest charge is the same. In
short, an “official” flat rate of inter-
est used to calculate equal month-
ly instalments actually implies a
rising effective rate of interest over
time.

In addition, a processing fee of
1% is added and the insurance pre-
mium is deducted from the princi-
pal. As the principal is insured in
case of death or default of the bor-
rower or spouse, there can be no
argument that a high interest rate
is in response to a high risk of
default.

Does the borrower understand
this mechanism? In line with RBI

regulations, we found that all bor-
rowers had a repayment card with
the monthly repayment sche-
dules. On their regular visit, the
loan collector would tick off the in-
stalment paid. This does not mean
that borrowers understood the
charges.

Further, contrary to the RBI gui-
deline of “no recovery at the bor-
rower’s residence”, collection was
at the doorstep. Note that a shift to
digital transactions refers only to
the sanction of a loan, as repay-
ment is entirely in cash. Many bor-
rowers said the debt collector
used bad language in a loud voice,
shaming them in front of their
neighbours.

If the borrower is unable to pay
the instalment, other members of
the group have to contribute, with
the group leader taking responsi-
bility. In our survey, there was no
organic connection of microfi-
nance to any group activity or en-
terprise. As an agent of a NBFC-
MFI told us, “we have used the
groups formed earlier for other ac-
tivities solely to show that we lend
to a group”.

The shift now

While microfinance lending has
been in place since the 1990s,
what is different about the recent
phase of growth of financial servic-
es is that the privately-owned for-
profit financial agencies are “regu-
lated entities”. In fact, they have
been promoted by the RBI. Lend-
ing by small finance banks (SFBs)
to NBFC-MFIs has been recently
included in priority sector advanc-
es. And, post-COVID-19, the cost of
funds supplied to NBFC-MFIs was
lowered, but with no additional
restrictions on the interest rate or
other parameters affecting the fi-
nal borrower.

In the 1990s, microcredit was gi-
ven by scheduled commercial
banks either directly or via non-
governmental organisations to wo-
men’s self-help groups, but given
the lack of regulation and scope
for high returns, several for-profit
financial agencies such as NBFCs
and MFIs emerged. By the

mid-2000s, there were wides-
pread accounts of the malpractic-
es of MFIs (such as SKS and Band-
han), and a crisis in some States
such as Andhra Pradesh, arising
out of a rapid and unregulated ex-
pansion of private for-profit
micro-lending.

The microfinance crisis of And-
hra Pradesh led the RBI to review
the matter, and based on the re-
commendations of the Malegam
Committee, a new regulatory fra-
mework for NBFC-MFIs was intro-
duced in December 2011. A few
years later, the RBI permitted a
new type of private lender, SFBs,
with the objective of taking bank-
ing activities to the “unserved and
underserved” sections of the pop-
ulation.

Today, as the RBI’s consultative
document notes, 31% of microfi-
nance is provided by NBFC-MFIs,
and another 19% by SFBs and 9%
by NBFCs. These private financial
institutions have grown exponen-
tially over the last few years, gar-
nering high profits, and at this
pace, the current share of public
sector banks in microfinance (the
SHG-bank linked microcredit), of
41%, is likely to fall sharply.

The proposals in the RBI’s con-
sultative document will lead to a
further privatisation of rural cre-
dit, reducing the share of direct
and cheap credit from banks and
leaving poor borrowers at the mer-
cy of private financial agencies.
This is beyond comprehension at a
time of widespread post-pandem-
ic distress among the working
poor. The All India Democratic
Women’s Association, in its res-
ponse to this document, has
raised concerns about the implica-
tions for women borrowers and
demanded that the rate of interest
on microfinance not exceed 12%
per annum. To meet the credit
needs of poorer households, we
need a policy reversal: strengthen-
ing of public sector commercial
banks and firm regulation of priv-
ate entities.

Madhura Swaminathan is Professor,
Indian Statistical Institute, Bengaluru

With AUKUS, India must keep its head above water

The security grouping spells opportunities but also possible unique challenges which New Delhi can ill-afford to ignore

cremental measures to negate it,

which would nonetheless be

another expensive endeavour.
The U.S. has now set a prece-

bir Singh, since he assumed
charge of the force in May 2019,
had stated his reluctance in using
the term ‘Net Security Provider’

‘Asian NATO’ and added that “peo-
ple need to get over this....” He had
also highlighted 10 broad subjects
of cooperation including vaccine

\ { dence to this and how it unfolds and instead propagated the collaboration, climate action,
vy and how long it remains an excep- phrase, ‘Preferred Security emerging technologies, resilient
DINAKAR PERI tion has to be seen. The next ques- Partner’. supply chains, semiconductors,

he announcement by the Un-
Tited States of a trilateral ‘en-

hanced security partner-
ship’ involving Australia, the
United Kingdom and the United
States (AUKUS) has taken eve-
ryone by surprise, competitors
and allies alike. With close partn-
ers on both sides, India has main-
tained an ambiguous stand on the
issue. A lot of commentary since
has talked of how this is a welcome
step for India to access technolo-
gies, build complementarities and
so on. While it does present op-
portunities, the flip side is that AU-
KUS represents a threshold breach
and could pose unique challenges
for India, depending on how Chi-
na responds to it, and the issue
spiralling.

A different game now

The decision by the U.S. to make a
very rare exemption, even for its
allies, to supply nuclear-powered
attack submarines (SSN) takes the
whole issue of arms transfers and
containing China’s expansion to a
new level. Submarines are the
most potent and secretive military
platform to asymmetrically coun-
ter an adversary and an SSN repre-
sents the pinnacle. The entry bar-
rier for acquiring these is very
steep, proven by how few coun-
tries possess them; and once that
is breached, there is no technolog-
ical leap to counter it but only in-
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tion is how will China, which has
sharply reacted to the announce-
ment of AUKUS, respond to this?
Will it resort to further prolifera-
tion, in any manner, as it has done
in the past, and likely involving its
closest partner, Pakistan?

If so, the only country in the re-
gion which will face the real impli-
cations of this is India; for the oth-
ers, it is more of stated positions
and rules-based order which are a
matter of convenience and not of
survival. The whole Pakistani mis-
sile and nuclear weapons pro-
gramme and its proliferation trail
are proof of it.

Data leak

The China threat notwithstanding,
this development is as much, if not
more, about the tussle between
arms industries of the two sides
which collectively dominate the
global arms industry. A case in
point is the leak, in 2016, of
22,000 pages of secret data on the
capabilities of six Scorpene sub-
marines being built for the Indian
Navy by the French Naval Group
(then DCNS) barely months after
DCNS was declared the winner in
the Australian tender, only to be
thwarted by the U.S. five years la-
ter.

While the real intention (of the
leak) and those responsible may
never be known, the fallout,
though likely coincidental, was on
India. The Naval Group had then
said that it may have been the vic-
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tim of “economic warfare.”

India’s stand, China factor
Another tangent that needs to be
observed as the initiative takes
shape is whether AUKUS is an at-
tempt by the U.S. to position Aus-
tralia as a ‘Net Security Provider’
in the Indo-Pacific. This is espe-
cially so given India’s reluctance to
add a military dimension to the
Quadrilateral grouping compris-
ing India, Australia, Japan and the
u.s.

The Quad — as a grouping of ma-
jor democracies in the Indo-Pacif-
ic — has seen momentum in terms
of engagement in the last two
years especially in the backdrop of
a violent stand-off between India
and China along the disputed
boundary in Eastern Ladakh last
year which is yet to be resolved.
However, India has reiterated on
several occasions that it sees the
Quad as a platform for consulta-
tions at the political and diplomat-
ic level but does not see a military
dimension to it. So, with Australia
and Japan being U.S. allies, the
limiting factor for deepening mili-
tary engagement for the Quad as a
grouping, beyond a point, is India.

Incidentally, the current Chief
of the Naval Staff, Admiral Karam-

Probably the best articulation of
this was put forward in May 2018
by his predecessor and then Chief
of the Naval Staff, Admiral Sunil
Lanba, while delivering a talk at
the Vivekananda International
Foundation. Responding to ques-
tions, he stated that there were
“dependencies” for group mem-
bers on China and also the “uncer-
tainty” of America when push
comes to shove. He said, “So I
don’t think there is [a] need for a
military dimension to Quad... We
are not going down that route.
And I don’t think there is [a] need
to go down that route.”

Admiral Lanba further said,
“What do you think a military di-
mension will achieve? India is the
only country in the Quad with a
land border with China. In case of
conflict... nobody will come and
hold your hand.” The validation
for this observation manifested it-
selfin 2020 in the Himalayan rang-
es with a new normal now on the
ground along the Line of Actual
Control (LAC) and the trust bet-
ween India and China along with
the agreements that held it in
tatters.

More recently, on several occa-
sions External Affairs Minister S.
Jaishankar, while terming the
Quad as a platform that looks at
the future, has also echoed similar
views.

Speaking at the Raisina Dia-
logue in April, he categorically
stated that Quad will not be an

disinformation, counterterrorism
and maritime security among
others.

The Quad versus AUKUS

The outcome of the first ever in-
person meeting of Quad leaders in
the U.S. on September 24 only
reinforces this trend. The Quad
countries have outlined coopera-
tion in several important areas in-
cluding high technology; military
cooperation and a mention of Chi-
na were conspicuous in their ab-
sence. Essentially, the Quad is tak-
ing shape as an organisation of
broader cooperation among the
four countries, while AUKUS, for
now, remains an organisation for
high-end military trade. This only
gives further credence that the
U.S. may be preparing Australia
for a greater military role in the
Indo-Pacific.

Afghanistan has shown that
New Delhi cannot depend on or
tag along with anyone to protect
its national interests. Given the
surprise and setback India re-
ceived with the sudden exit of the
U.S., the country can ill-afford to
lower its guard by taking AUKUS at
face value. While working with
AUKUS through other platforms
and advancing its own strategic
cooperation with each of the coun-
tries, India also needs to offset any
fallout of the development which
will only unfold in the long term.

dinakar.peri@thehindu.co.in
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slightly higher than the 149.56 million tonnes harvested
last year. There are record surpluses expected for rice,
pulses and oilseeds. While this could advantage exports
it might also mean demands by farmers for more re-

from visiting Lakhimpur
Kheri, where four farmers
were mowed to death
(Inside pages, October 5).

visit Uttar Pradesh — is
pertinent.

D. SETHURAMAN,
Chennai

concerned about the welfare
of the ‘annadata’ who
ensures that there is food on
our table? Should we be

optimism for India to expect
a shift in China’s foreign
policy approach. China is
adept at protracting

India’s forests are in danger
not because of its “nearly
270 million people including
local tribals” who “depend

Crisis, “we continue to clear
no less than 135 hectares of

forests a day, diverting it for
various projects such as

munerative prices. These excess rains may be a rare The facts are already in the grudging them for even the negotiations only to buy time  on the forest for subsistence”  highways, mines, and
event but the Government should capitalise on it and public domain and it is only = There is no gainsaying the protection of a decent MSP? and consolidate its territorial ~ alone. The Central and State cement factories... And we
natural that the leaders of fact that this country has G.G. MENON, gains. The long-term governments are responsible  pitch their protection, and

ensure adequate stocks for next year. The IMD should

: ) o . these parties would like to never been very considerate ~ Tripunithura, Kerala implication for India in this too for giving unlimited that of a healthy
not be content thaF it got its overall pr?dlctlon right but meet the affected families. ~ when it comes to the form of “Grey War” is that the ~ freedom to the corporate environment, against
must analyse how its models could be improved to fore- In the Hathras gang-rape interests of the farmers and China’s intrusions entire India-China border mining industry and development....”

cast shortfall as well as excess rains.

case too there were similar
restrictions. The

other unorganised sections.
The present government’s

As with India, China will
continue to practise this

will continue to be sensitive;
to expect a resolution would

so-called developmental

»

projects to destroy precious

SUKUMARAN C.V.,
Kongad, Palakkad, Kerala
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