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Measures of Money Supply – Monetary Aggregates
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Measures of Money Supply – Monetary Aggregates

M0
Component Side – Increase in CiC

Sources Side – RBI’s Net 
Foreign Assets

- RBI Credit to Govt.

M3 – Declining growth since 2009, 
marginal uptick
 Component Side- Aggregate 
deposits

Sources Side – Bank’s credit to 
Govt.
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Measures of Money Supply – Money Multiplier
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Liquidity Management

- Swap auctions of $/Rupee
- Two OMOs
- Increased spending by govt.
- Net Forex purchases by RBI
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Developments in G-Sec markets

- Subdued Oil Prices
- Surplus liquidity
- Policy rate cuts
- Decisions by US Fed

- Special Operations by 
RBI - Swap
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Banking Sector

GNPAs – 
9.3%, PSBs – 12%
CRAR – 
Increased from 14.1 
to 15%

Monetary Transmission

Slightly better on Fresh loans, still only marginal
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Monetary Transmission
Possible Reasons:
- Very less decline in Savings & Time Deposit Rates
- High Administered Interest rates like PPF
- Lack of credit demand – Declining growth in all segments except Personal 

loans. MSME credit declined.
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NBFC

Liquidity problems:
Sources of funds- 
- Banks – less rate of growth, still healthy
- Mutual Funds – Substantial decrease
- Markets – Now the prominent source of funds

CRAR – Regulatory requirement – 15%, current status 19%
GNPAs – Increased to 6%

**Refer BOX 1 and BOX 2 for regulatory changes for Banks and NBFCs
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Banks:
- One time restructuring of loans to MSMEs
- External Benchmarking
- Harmonised framework of resolution of stressed assets

NBFCs:
- Minimum capital requirements
- Power to remove directors and supersede board
- Increasing quantum of penalties
- New Liquidity management framework – authorized dealers
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Financial Sector and Insurance

- Performance of Benchmark indices – All time highs

- New capital raised through fresh issuings – decreased; now more 
through private placement rather than public issues.

- MF AUM - Increased

Insurance Penetration = Premiums/GDP; Life – 2.74 (decreased since 2011), 
Non-life – 0.97 (Increased)

Insurance Density = Premium/Population;  Currently $74
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Insolvency and Bankruptcy Code
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Insolvency and Bankruptcy Code

Amendments:
1. Bar promoters from 

bidding
2. Allowing creditors to 

withdraw application
3. Treating home buyers as 

financial creditors
4. Timely admission and 

completion of process – 
330 days time frame for 
entire process
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Insolvency and Bankruptcy Code

Performance:
- Time period of resolution 

– 340 days average v/s 4.4 
years

- Recovery rates
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Reasons for Divergence:
- Weights of components: 

Food, clothing 

- Slide in real rural wages

- Regional variation - States
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Drivers of inflation:

Food & Beverages and 
Miscellaneous group
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Food Inflation: Demand- Supply mismatch

- Untimely Rains (Onion)
- Slow progress in sowing (Pulses)
- Volatility due to Stockholding, 

speculation

Cobweb Phenomenon- Eg. Pulses



V2- Ch5: Prices and Inflation

ES-2020, Aditya KaliaCopyright © 2020 by Vision IAS. [www.visionias.in]

Food Inflation: Steps that can be taken:

- Safeguard farmers from crop failures/ Price Shocks through Price Stablisation 
Fund

- PM-FSBY
- PM-AASHA
- Warehouses, transportation
- e-NAM
- Openness for external trade - Free Exports
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Divergence between WPI and CPI – Case of Food crops:

- High transaction costs
- Weak infrastructure and Information Systems
- Poor marketing facilities
- Middlemen margin
- Collusion of traders
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Economic Freedom in India – Freedom of choice – mostly unfree

The Index of Economic Freedom - Heritage Foundation

Global Economic Freedom Index - Fraser Institute, 

* Close relationship of the index rankings with Per capita GDP, Ease of Doing 
Business, Innovation, Patents – several aspects of wealth creation
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Case of Govt. intervention – in 
case of market failure

v/s Interference through direct 
involvement – creation of 
deadweight loss:

- Artificial higher prices – excess 
production

- Artificial lower prices – excess 
demand
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Essential Commodities Act, 1955
The regulator can:
- Impose stockholding limits 

on the commodity,
- restrict movement of goods,
- mandate compulsory 

purchases under the system 
of levy.

Consequently, all wholesalers, 
distributors, and retailers 
dealing in the product must 
reduce their inventories to 
comply 
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Essential Commodities Act, 1955
The regulator can:
- Impose stockholding limits on the commodity,
- restrict movement of goods,
- mandate compulsory purchases under the system of levy.

Consequently, all wholesalers, distributors, and retailers dealing in the 
product must reduce their inventories to comply 
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- No incentive to develop 
storage capacity

- Does not distinguish 
between firms that 
genuinely need to hold 
stocks and speculators

- Reduces effectiveness of 
Free trade flow

- Inhibits developments of 
Commodity markets – 
increasing uncertainity

- - Discourage open reporting 
of stockholdings –no data on 
private storage capacity
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Essential Commodities Act, 1955 – Example of Onions

Impact of raids?- 
Negligible!

Less than 3% 
convictions
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Example of Drugs under DPCO
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Example of Drugs under DPCO
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Example of Food Grains
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Example of Food Grains
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Example of Food Grains – Food Subsidy gets diverted to less productive areas
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Example of Food Grains 

Farmers deriving 
signals not from 
markets but 
from 
government 
policies of 
procurement 
and distribution
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Example of Farm Loan Waivers

Is there a case of debt overhang, i.e. little incentive of investment in physical 
and human capital that justifies loan waiver?

Actual effect observed:
- Neither agri investment nor productivity increased after waiver
- No impact on consumption
- Beneficiaries Save less, consume less, invest less
- Less likely to get fresh loans – Share of formal credit decreases
- Deterioration in NPAs (Anticipation)

- Case of stressed v/s unstressed farmer – marginal improvement in former, 
large deterioration because of latter
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Case of Creative 
Destruction – 
“process of industrial 
mutation that incessantly 
revolutionizes the 
economic structure from 
within, incessantly 
destroying the old one, 
incessantly creating a 
new one.” 
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Far more sectors, 
Far more democratic
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Rent Extraction by cronies – Connected Firms

- Average Returns - Low
- Securities Pledged - More
- Assets/Value created – Less
- Efficiency – Less
- Focus on – Connections rather than innovation

- Loss borne by? – Citizens
- Transfer of wealth & hence, Inequality – Very high
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Example of a willful defaulter: 

The RBI defines wilful defaulter as a 
firm that has defaulted in meeting its 
repayment obligations even though 
it has the capacity to honour these 
obligations. A firm could also be 
branded a wilful defaulter if it uses 
the funds for purposes other than 
what is sanctioned by the lender, 
siphons the money out to related 
parties or removes the assets used to 
secure the loan. 
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What does he do? Riskless Returns

- Siphons of wealth through Director compensation
- Capital purchases
- Tax loopholes
- Companies close soon
- Less opaque
- Have large related party loans

- Result – Increased cost of borrowing for everyone else, genuine 
credit demand falls!
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(Until Next Year ☺)
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