


As India’s second wave 
continues to get more acute, the 
economic fallout is becoming 
increasingly tangible. 
Workplace and recreational 
mobility are down 15 per cent 
over the last month, as is a 
broader index of activity from 
its February peak. Labour force 
participation rates have fallen 
and the unemployment rate 
has climbed. Less quantifiable, 
but more compelling, are 
images of migrant workers 
preparing to leave cities and 
head home, for the second  
time in a year. 

Much has been written 
about the needed response to 
the current health crisis. But 
what should the 
complementary economic 
response be? To answer this, it’s 
crucial to distinguish the 
current situation from what 
existed a year ago. Back then, 
the country witnessed a 
nationwide lockdown of 
uncertain duration. Given the 
homogeneous impact 
throughout the economy, a 
centralised fiscal and monetary 

response was necessary. In 
contrast, this time, the 
economic impact is likely to be 
much more heterogeneous, 
more asynchronous, and  
potentially sharp but 
(hopefully) less enduring.  

Heterogeneous, because 
different states have been hit  
to different degrees, have 
different levels of health 
infrastructure and therefore 
will be forced to impose 
different levels of restrictions. 
Over the last month, 
recreational mobility is down 
50 per cent in Chhattisgarh,  
30 per cent in Maharashtra,  
10 per cent in Uttar Pradesh but 
only 3 per cent in Tamil Nadu. 
The economic impact  
is therefore likely to vary 
sharply across states. 

Asynchronous, because 
different states will be hit at 
different points in time. With 
the national reproduction 
number stuck stubbornly close 
to 1.5, activity restrictions are 
the only near-term antidote to 
take pressure off the health 
system. As the virus 
proliferates, a staggered, rolling 
set of local restrictions across 
states appears inevitable. 

Less enduring, because 
vaccinations — even while 
unable to protect us in this wave 
— if stepped-up, can limit the 
frequency and severity of 
subsequent waves. Once a 
substantial fraction of each 
state’s population is inoculated, 
pressure on the health care 
system is likely to abate, 

obviating the need for repeated 
lockdowns even as herd 
immunity takes time to attain. 
All that said, the current wave 
has the potential to create a 
meaningful growth pothole in 
the current quarter. 

How then should economic 
policy respond? When a 
monetary union is confronted 
with asymmetric shocks to its 
constituents, the optimal 
response is state-specific fiscal 
policy, instead of a blunt,  
one-size-fits-all  
monetary response. 

The first line of defence 
should therefore be  
states providing fiscal relief, 
commensurate to the size of the 
shock being experienced. In 
particular, the immediate focus 
must be to prevent another 
large exodus of migrant labour. 
Even before the second wave, 
labour market scars were 
visible. India’s  employment/ 
population ratio remains 2 
percentage points below pre-
Covid levels and demand for 
MGNREGA was almost 20 per 
cent above normal even in 
March, suggesting some 
migrants had still not returned 
from last year. Another exodus 
could further reduce the 
proclivity to return. This would 
be a sub-optimal reallocation of 
labour, with excess labour in 
lower-productivity rural jobs 
even as high-productivity 
urban jobs lie vacant — a pure 
deadweight loss to the 
economy. Economic costs don’t 
even take into account the 

humanitarian toll on these 
families and the likelihood that 
many will carry the mutant 
back to the hinterland. 

States must therefore seek to 
pre-emptively announce some 
income support to migrants 
and the urban poor — both in 
cash and kind — to prevent this 
mass exodus. In a welcome 
move, both Maha ra shtra and 
Delhi have announ ced cash 
transfers for regis t ered 
construction workers along 
with free meals. 
Differ ent states 
can tailor the 
income support 
differently 
based on local 
identification 
mechan isms 
and state 
capacity. 

The Centre 
will also have a 
role to play. To 
the extent that 
some reverse 
migration is 
inevitable, it will 
be crucial to ensure MGNREGA 
work is available in the 
hinterland for all that seek it, 
and the MGNREGA budgetary 
allo cation increased commen -
surately. Further more, if 
restrictions and lockdowns 
spread across more states, a 
compelling case would accrue 
for the Centre to provide free 
grains and pulses again, to 
augment state support. 

The fiscal thrust must focus 
preeminently on relief, for now, 
rather than any thoughts of 
stimulus. The latter is already 
built into the pipeline. Aggre -
ssively stepping up vaccina -
tions will constitute the most 
enduring stimulus of all in the 
coming quarters. Furthermore, 
both states and the Centre have 
budgeted for much higher 
capital expenditures this year 
which, if executed, could have 
meaningful multipliers later in 
the year. A booming global 

economy should also help. 
The fiscal focus, for now, 
should therefore be squarely 
on relief and to minimise 
labour market dislocations in 
this second wave. 

But how much fiscal space is 
there? The cap on state deficits 
is 4 per cent of GDP this year but 
a review of budgets of the 17 
largest states reveals 
consolidated state deficits are 
budgeted at 3.3 per cent of GDP. 
So there is space to borrow, even 

under the current 
fiscal road-map. As 
it turns out, some of 
the worst-hit states 
— Maharashtra and 
Gujarat — have 
budgeted very low 
deficits (2.2 per cent 
and 1.6 per cent of 
GDP, respectively), 
have low debt levels, 
and therefore can be 
more expansive in 
their response. 
Other states are 
much more 

constrained, so if 
states need to borrow more for 
relief or vaccinations, they 
should be permitted to, to 
prevent crowding out other 
expenditures. 

To be sure, with 
consolidated public debt/GDP 
at 90 per cent, fiscal space is 
not unconstrained. But relief 
spending in the wake of this 
public health crisis must take 
precedence, and will more 
than pay for itself by 
preventing distortionary 
reverse migration. Spreads of 
state government bonds — 
over central government 
bonds — have narrowed in 
recent months. If higher state 
borrowing puts pressure on 
these spreads, the RBI can 
always redirect a fraction of  
its GSAP towards state  
bonds and/or temporarily 
increasing HTM limits to 
narrow spreads. 

Near-term relief apart, 

stepping up vaccinations 
remains the most viable path to 
economic normalisation. Given 
the strong positive externalities 
from vaccination, it’s 
understandable why the Centre 
and state governments would 
want to subsidise vaccine costs 
for parts of the population, so as 
to prevent pricing from 
becoming a source of vaccine 
hesitancy. But one needs to be 
mindful of the distortions 
created by dual pricing. If the 
vaccine is made free for certain 
groups (e.g. the poor) or from 
certain locations (public 
hospitals), but costs ~600-700 
for the rest, the incentive to 
divert and create a black market 
will be strong, creating risks that 
those for whom free vaccines 
are intended face the most 
acute shortages. Rather than a 
separate “public” and “private” 
price for the same vaccine  — 
with risks of costly arbitrage 
between the two  — policy -
makers should think of routing 
the subsidy through a “vaccine 
voucher” to reduce diversion. 
All intended beneficiaries 
would be eligible to an elect -
ronic vaccine voucher allowing 
them to procure the vaccine for 
free from any location, with the 
provider being directly com -
pensated by the government. 
This would deliver the subsidy 
without necessitating dual 
market prices. 

The heterogeneity and 
asynchronicity of the current 
shock would argue for a state-
specific fiscal response as the 
first line of defence, 
backstopped by the Centre. In 
conjunction, policymakers 
could roll out vaccine vouchers 
to hasten vaccinations. This 
would be the best use of fiscal 
resources in the near term. And 
the best chance of ensuring 
hysteresis from the first wave is 
not accentuated in the second. 

The writer is Chief India Economist 
at J P Morgan. All views are personal

Economic response 
to a second wave

REUTERS 
23 April 

Francois Mayor nudged back 
on the power and made a subtle 
adjustment on the wheel as he 
coaxed his cargo vessel through 
a narrow point in the Suez 
Canal — not the Egyptian one, 
but a replica in the middle of a 
French forest. 

This stretch of water was 
built to train ship captains and 
maritime pilots how to navigate 
the Suez Canal — a skill now in 
the spotlight after the Ever 
Given cargo ship got wedged in 
the Egyptian waterway last 
month in high winds and a 
sandstorm. 

The channel is built to one 
twenty-fifth the scale of a sect -
ion of the real Suez Canal. Trai -
nees have to steer through scale 
models of massive container 
ships without getting stuck. 

“It’s a bit hard to recreate 
sandstorms,” said Mayor, the 
managing director of the Port 
Revel training facility, built 
around a lake in eastern France. 
“But we have gusts of wind 
which will push our ship to one 

side or another.” 
During training on the 

mini-Suez Canal, instructors 
simulate steering problems and 
engine outages to see how the 
trainees react. “You have little 
space to manoeuvre. You have 
to be particularly focused,” 
Mayor said. 

Located in the foothills of 
the Alps, The Port Revel facility 
is designed to replicate some of 
the trickiest spots in global 
shipping. 

Mayor said the incident 
with the Ever Given, which blo -
c ked the Suez canal for six days 
and choked global trade, may 
prompt shipping companies to 
send their staff for refresher 
courses. “After each accident... 
we see new clients coming,” 
said Mayor. “The cost of train-
ing at Port Revel is nothing like 
the cost of having a vessel like 
that stuck for a day.” 

There is also a mini-San Fra -
n cisco Bay, and an imitation 
Port Arthur, Texas, for lessons 
on docking and manoeuvring 
cruise ships and tankers in cro -
w  ded ports. Underwater turbin -
es replicate currents and waves.

Lesson on French 
lake: How not to get 
stuck in Suez Canal

State-specific income support and vaccine vouchers 
would be the best use of fiscal resources in the near term 

MANOJIT SAHA 
Mumbai, 23 April 

In 2000, the foreign banks’ 
market share in advances, 
among all commercial ban -

ks, was 8 per cent. In 2005, that 
share had declined to 6.5 per 
cent and then dropped to 4 per 
cent by 2020. Contrast this with 
the private sector banks — the 
loan market share went up from 
12.5 per cent in 2000 to 36 per 
cent in 2020. If one considers 
the loan market share of non-
banking finance companies, 
which has grown leaps and 
bounds over the past decade, 
foreign banks’ performance in 
the overall credit market will 
look even more dismal. 

Loans extended by banks in 
India tripled in the past 11 years, 
from ~32.4 trillion at the end of 
2009-10, to ~105.5 trillion at the 
end of 2020-21. 

But foreign banks seem to 
have missed the India growth 
story. India’s average gross dom -
e stic product, after slumping 
from 8.2 per cent in 2009-11 to 
5.3 per cent in 2011-13, following 
the global financial crisis, 
moved upward from 2013-14, 
reaching 8.3 per cent in 2016-17, 
which is considered one of the 
longest cyclical upswing in its 
post-independence history 
(though grow th had slowed 
down since 2017, owing to 
demonetisation, and co ntracted 
in the last financial year due to 
the Covid-19 pandemic). 

Yet in 2015, UK-based Stan -
dard Chartered Bank — the lar -
gest foreign bank at that time in 
terms of number of branches — 
decided to reduce its unsecured 
retail and corporate business in 
India as a part of its global 
restructuring exercise. 

Some months later, another 
foreign lender, HSBC, decided 
to cut its branch network from 
50 to 26, citing its strategy was 
to conduct retail business 
through digital banking chan-
nels. Rec ently, South Africa’s sec-
ond-largest lender, FirstRand 
Bank, decided to close its only 
branch in India and will operate 
through a representative office. 

“Foreign banks never had 
the appetite for India,” said a 
banker who had a stint with a 
foreign bank and later worked 
with a private sector bank. 
“Maybe they did not understand 
the market. Non-performing 
assets are also an issue as they 
think loan repayment culture is 
not there in India.” 

“The top bosses of these 
banks are fine to do business 
with a large conglomerate such 
as the Tatas and the Mahindras. 
But they don’t have time for a 
~100 crore loan to an SME in a 
smaller city such as Bhub anes -

war,” said another banker. 
The latest downsizing is by 

Citigroup, which has decided to 
exit retail banking from India 
and 12 other markets, citing lack 
of scale to compete. 

“We believe our capital, 
investment dollars and other 
resources are bet-
ter deployed 
against higher 
returning opportu-
nities in wealth 
management and 
our institutional 
businesses in 
Asia,” Citigroup’s 
global CEO Jane 
Fraser said while 
announcing the bank’s exit. The 
lender will continue to focus on 
institutional business. 

But Citibank has been pres-
ent in India for more than a cen-
tury and started the consumer 
banking business in 1985. What 
hindered it from growing scale 
even after so many years of 
operations? 

The US-based lender, which 
was one of the country’s top five 
credit card issuers till a few years 

ago, has been cutting back on 
this business over the past year. 
The Suvidha salary account has 
one million customers from pre-
mium companies. In the wealth 
management business, Citi has 
been among the top five players. 
And it has met priority sector 

lending (PSL) targets 
— the Reserve Bank 
of India (RBI)-man-
dated lending to 
specific sectors such 
as agriculture — in 
the past few years. 

In fact, Citi, 
unlike other foreign 
banks, made a con-
scious effort to pen-

etrate India’s growing affluent 
market. But things have been 
slowing. The bank had 2.8 mil-
lion cards in March 2020, which 
came down to 2.64 million in 
February 2021. Customers spent 
around ~314 crore in March 2020, 
which fell to ~307 crore in 
February this year. 

The real challenge for Citi and 
other fore i gn banks came in 2013, 
when the RBI an n ounced new 
gui de lines for foreign ban ks oper-

ating in India, asking them for 
local inco rporation to get treat-
ment on a par with In d ian banks. 
Apart from a handful, such as 
DBS headed by an Indian-origin 
CEO Piy ush Gupta, none of the 
bigger foreign banks, including 
Citibank, converted their bran -
ches into wholly-own ed sub-
sidiaries (WoS). This reluctance 
stifled foreign banks’ gro w th. 
That’s be cause, after 2013, the 
RBI limited the number of 
licences for fresh branches it gave 
to foreign banks that did not opt 
for the WoS route. 

Despite this restriction to its 
geographical spread — it had a 
branch in just 17 locations — a 
former Citi banker says the bank 
managed to meet the PSL targets 
“organically”. This means, ins t -
ead of meeting its targets by buy-
ing PSL certificates from ban ks 
that have exceeded their targ ets, 
Citi met the targets by ext en d -
ing actual loans. “That is why 
Citi managed to stand out for so 
long,” the person pointed out. 

Since growth in Delhi, Mum -
bai and other major cities had 
sl o wed, Citi had requested the 
RBI for permission to extend 
loans — including PSL loans — 
in loca t ions where it didn’t have 
a bran ch presence. The former 
Citi ban ker emphasised that the 
bank was not asking to create lia-
bilities — i.e. garner deposits — 
in non-branch locations but only 
create assets or loans. “But even 
that was not allowed,” the former 
banker said. 

To grow, therefore, Citi dep -
loyed a painstaking and costly 
route. Citicorp Finance (India) 
Ltd, the non-bank finance arm 
of Citi group in India, originated 
commercial vehicle loans, const -
ruction equipment loans and 
loans agai nst securities. “People 
who work ed in these businesses 
were transferred to the NBFC 
and posted in these cities where 
the busin ess is. Then we would 
transfer that bu s i ness to the 
bank’s book to qualify for PSL, 
an exercise that invol ved stamp 
duty costs and so on,” the former 
official explained. Ulti m ately, 
this too proved a cumb ersome 
way to conduct business. 

“Essentially there is no game 
for foreign banks except for the 
WoS route,” the official added. 
Citigroup declined to comment 
for the story or explain why it 
did not follow the WoS route. 

But equally, foreign lenders 
that complied with the WoS 
route benefitted handsomely. 
DBS’s Indian subsidiary was 
allowed by RBI to acquire old 
generation Lakshmi Vilas Bank, 
which helped the Singapore-
based lender scale up operations 
in India as its branch network 
jumped from 34 to nearly 600 
following the takeover. 

In short, the Indian regula-
tory framework forced Citi to 
hibernate — contrary to the 
claim that it never sleeps!

Like other foreign banks, reluctance  to set up wholly owned 
subsidiaries has crimped growth opportunities

Why Citi is exiting India

SAJJID Z CHINOY

Some of the 
worst-hit states 
— Maharashtra 
and Gujarat — 
have budgeted 
very low deficits 
(2.2% and 1.6% 
of GDP, respect -
ively), have low 
debt levels, and 
therefore can be 
more expansive 
in their response
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Instructor Philippe Boulanger conducts a training as a pilot 
steers a scaled-down model of a container ship REUTERS

FOREIGN BANKS OPERATING IN INDIA
(Amount in ~crore) 

                                March-end 2019 March-end 2020  
Capital                                      77,809                85,710  
Reserves and surplus                96,979             1,08,987  
Deposits                                5,81,238             6,84,289  
Loans and advances              3,96,726             4,28,072  
Total liabilities/assets          10,56,375           12,65,304  
Net interest income (NII)           31,093                37,863  
Provision and contingencies     12,220                16,648  
Net profit                                  14,508                16,180  
Return on assets(%)                      1.57                    1.55  
Return on equity (%)                    8.77                    8.76  
Capital adequacy ratio (%)          19.40                  17.70  
Gross NPAs as per cent of                    3                      2.3 
Gross advances(%)                                                           
Note: There are 46 foreign banks in operating in India as on end March 2021, of which 
only two are operating through wholly-owned-subsidiary route  

                                                                     

BRANCHES OF FOREIGN BANKS  
March-2006         251  
March-2010         299  
March-2015         309  
March-2020         308  
December-2020   781  
Source: RBI                                                 

The US-based 
lender, which was 
one of India’s top 
five credit card 
issuers till a few 
years ago, has 
been cutting back 
on this business 
over the past year
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