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Govt frontloads ~75K cr to states
DILASHA SETH
NewDelhi, 15July

I nabid to spur spendingby states
amid theCovid-19 pandemic, the
Centre on Thursday released as

compensation nearly half of the esti-
mated goods and services tax (GST)
shortfall for the current fiscal year
under the back-to-back loan facility.

The Ministry of Finance released
~75,000crore of the ~1.59-trillion esti-
mated as GST revenue shortfall in a
single instalment, to facilitate capital
spending by states, besides allowing
bettermanagement of thepandemic,
with most states reeling from severe
fiscal stress.

The remaining amount will be
releasedtostates in thesecondhalfof
the fiscal year in steady instalments.

“For effective response and man-
agement of the Covid-19 pandemic
and a step-up in capital expenditure
(capex),allstatesandUnionTerritories
(UTs) have a very important role to
play. For assisting states/UTs in their
endeavour,theMinistryofFinancehas
front-loaded the release of assistance
under the back-to-back loan facility
during 2021-22 (FY22),” the ministry

said in a statement. The Ministry of
Finance in the GST Council meeting
onMay 28 had proposedmarket bor-
rowing to the tune of ~1.58 trillion to
compensate states for the GST short-
fall through back-to-back loans, like
lastyear,assuminga7percentgrowth
in revenue. The GST compensation
requirement for FY22 has been
pegged at ~2.7 trillion, of which ~1.1
trillion is expected to bemet through
cess collection.

“All eligible states and UTs (with
the legislature) have agreed to the
arrangements for the funding of the
compensation shortfall under the
back-to-back loan facility,” said the
financeministry.

The Centre had projected a gap of

~30,000 crore spilled over from last
year,whichitexpects tomeetthrough
~1.58-trillion borrowing proposed for
FY22. It is expected that this release
will help states/UTs in planning their
public expenditure for improving
health infrastructure (infra0 and tak-
ingup infra projects, said the govern-
ment statement.

The Centre’s borrowing pro-
gramme for the remaining period of
the first half of the current fiscal year
— as announced in the issuance cal-
endar formarketabledated securities
for April 2021-September 2021
released on March 31 — will remain
unchanged, it stated.

AditiNayar,chiefeconomist, ICRA
Ratings,saidthereleaseofthesefunds

fromtheGovernmentofIndia’s (GoI’s)
own borrowings raised so far corrob-
orates the inference that healthy tax
andnon-tax revenueshaveaugment-
ed cash flows of the central govern-
ment. She added that the release of
~75,000 crore will substantially ease
cash flows of state governments and
help themrampupexpenditure.

“This will complement the pick-
up in momentum being seen after
the phased unlocking, and bodes
well for sustaining the nascent
revival,” said Nayar.

MSMani, seniordirector,Deloitte
India, pointed out that while the
release of the compensation shortfall
amounts committed to states would
alleviate the fiscal position of states,

therecoveryof theamountsborrowed
tomakethepaymentswouldnecessi-
tatetheextensionoftheperiodduring
whichthecompensationcess is levied
beyond2022.

States were promised compensa-
tionforfiveyearsafterGSTimplemen-
tation in July 2017 revenue shortfall,
assuminga14-percentannualgrowth,
since states lost autonomy over indi-
recttaxes.Compensationcessis levied
on a few items in the 28-per centGST
slab, such as automobiles, cigarettes,
andaerateddrinks.

Aditya Singhania, partner,
Singhania’s GST Consultancy & Co.,
said the release of ~75,000 crore com-
pensation in anticipation of the third
Covid-19wavewill iron out the issues
being faced by states in handling
health andother capex.

Last year, the Centre had esti-
mated a GST compensation require-
ment of ~2.35 trillion, of which ~1.1
trillionwasmet byway of borrowing
andanother~70,000crorecamefrom
compensationcesscollection, leaving
agapof ~55,000crore,which thegov-
ernment had promised to fulfil over
the course of time. The release of
~75,000crore is funded fromthebor-
rowingsofGoI in five-year securities,
totalling ~68,500 crore and two-year
securities for ~6,500 crore issued in
the current fiscal year, at a weighted
average yield of 5.6 and 4.25 per cent
per annum, respectively.

Das:Will soon
bringfinancial
inclusionindex
ANUP ROY
Mumbai, 15 July

The Reserve Bank of India
(RBI) is in the process of pub-
lishing a financial inclusion
index shortly, even as the
countryhas improved its per-
formance on the inclusion
part, Governor Shaktikanta
Das said onThursday.

“The financial inclusion
index will have parameters
across thethreedimensionsof
financial inclusion viz.,
Access, Usage and Quality.
WorkonFI Index isunderway
and the Index will be pub-
lishedshortlybytheRBI,”Das
said in a keynote address at a
financial inclusion summit.

Financial inclusion will
continue to be the policy pri-
ority for the central bank, to
make the post-pandemic
recovery more inclusive and
sustainable, Das said.

In this context, the recent
guidelines on the microfi-
nance sector will help limit
over indebtedness of bor-
rowers and would also help
rationalise interest rates and
enhance transparency of
loanpricing.

Financial literacy is
becoming part of the curricu-
lum of school children, with
15 states so far making it as
part of the syllabus.

“Lessonsfromthepastand
experi- ences gained
duringtheCovid-19pandemic
clearly indicate that financial
inclusion and inclusive
growthreinforce financial sta-
bility,” the RBI governor said.

“Greater financial literacy
and education, together with
sound consumer protection
mechanisms, will ensure that
people at the bottom of the
pyramid are empowered to
take informed financial deci-
sions. This will also enable
banks, NBFCs, MFIs, etc. to
enhance their customer base
and products and diversify
theirbalancesheet.”Financial
inclusion would lead to sus-
tainable future, and there is a
need for “accelerated univer-
sal reach of bank accounts
alongwith access to financial
products relating to credit,
investment, insurance and
pension,” the governor said,
adding that grievance
redressal mechanism has to
be improved too.

Movetohelpstate
govtsspurcapex
amidpandemic
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GST COMPENSATION

Amount released (~crore)
Karnataka 8,542
Maharashtra 6,501
Gujarat 6,151
Punjab 5,723
Kerala 4,122
Uttar Pradesh 3,839
Tamil Nadu 3,818
Total 75,000
*Total for all states and UTs Source: Ministry of Finance

STATES THAT HAVE MOST GST
COMPENSATION REQUIREMENT

Centre may get
30% more from
infra asset sale
“The assets must be handed
back to the government once
the transactionperiod is over,”
said theofficial.

HeaddedthattheNMPcrit-
eria will be different from that
of privatisation.

In the first phase, sources
say, the government has lined
up plans to monetise assets
including roads, electricity
transmission, oil and gas pipe-
lines, telecom towers and
sports stadia, amongothers, in
the current financial year.

Niti Aayog has askedmini-
stries to identify and share
informationontheassets tobe
included in thepipeline.

Several meetings with the
Core Group of Secretaries for
AssetMonetisationhave taken
place recently following the
Finance Minister’s announce-
ment during the February
Budget about launching the
monetisationplanforpotential
brownfield infrastructure
assets. This is unlike the
National Infrastructure
Pipelinewhich isworkingonly
ongreenfieldprojects.

Second coming
of social media
has a biz peg...

The company says that there
are already 15 million
WhatsApp business accounts.
And they send out over 100
millionmessages a day. And a
study undertaken byUS reser-
achagencyHarrisPoll for India
has shown that 75 per cent of
Indian adults surveyed pre-
ferred to message a business

when they needed to contact
them nowmore than they did
pre-Covid, while 76 per cent
said that they would more
likely do business with or pur-
chasefromafirmthat theycan
contact throughmessaging.

Elaboratingonthebigpush
to target businesses, Ajit
Mohan, managing director of
FacebookIndiasays: “Whatwe
areseeingisthesecondcoming
of socialmediaas thepowerful
medium for business which
hasbeenaccentuatedbyCovid-
19.”Mohansaysthat therehave
been three areas of disruption
in customer behaviour during
the pandemic. “One, they are
spending more time online.
Two,customersare increasing-
ly discovering brands and cat-
egories throughInstagramand
Facebook platforms either
through friends or influencers
or brands. This process of dis-
covery has accentuated in the
last 15months,” he says.

Thethirdchange,according
to Mohan, is that customers
nowwant to engagewith busi-
nesses with the same ease as
they do with their friends and
relatives on platforms like
WhatsApp. They would like to
ask questions about the pro-
duct, its efficacy and pricing
before deciding to make a
transaction. To support these
transactions, Facebook has
launched WhatsApp Pay,
which is currently being per-
fected so that it is simple to
operate. Mohansays that from
a marketing and advertisers’
point of view, the transition is
already happening. The reach
that TV offered to advertisers
will nowbe toavailableondig-
ital platforms, he says. “The
role played by TV will now be
offered by digital platforms,
because now we have scale
which is more than what TV
offers and is relevant for big
companies, too,” says Mohan,
addingthat this isevidentfrom

the sheer number of active
users who spend a substantial
amount of time on Facebook
everyday.

Social media also offers
companies the opportunity to
targetcustomerswithoutwast-
ing money. Crucially, says
Mohan, itoffersacost-to-reach
per customer which is more
attractive than TV ads. He
backs it upby citing a studyby
Nielsen, which showed that
whiledigital constituted27per
centofadspends, theycontrib-
uted to 41 per cent of revenue.

Facebook clearly has three
different business models.
First, to address the needs of
small entrepreneurs and pro-
videthemwithaneasyandnot
tooexpensiveoptiontoacquire
customers through the plat-
form within India as well as
globally. Second, to work with
large companies such as
MakeMyTrip, ICICI Bank and
others by helping them
increasetheirbusinessthrough
the use of digital platforms.
Andthird, to tieupwitha large
e-commerce player like Jio
Mart and work together to
reach the kirana stores and
enable them to use platforms
likeWhatsApptodotheirbusi-
ness.

More than a little
bit of China in
import basket
Consumer electronics from
China, which makes key
durable items such as vacuum
cleaners, refrigeratorsormicro-
waves, captured a big market
share in India in April com-
pared to the corresponding
period last year.

About 63 per cent of con-
sumer electronics imports in
Indiawere fromChina inApril
compared to 26 per cent last
year. The share grew signifi-
cantly in 2020-21 to 52.3 per
cent from 44 per cent in 2019-
20. Computer hardware and
peripherals shipped from
Beijing made up for half of
India’sshipments lastyear.The
share has grown to 50.8 per
cent in FY21 compared to 46.4
per cent in FY20 and 44.6 per
cent in FY19. The share has
expanded further inApril 2021
to 55 per cent compared to 51
per cent in the corresponding
period last year.

Telecom instrument
imports fromChinaaccounted
for 43.5 per cent of India’s
inbound shipment in this area
in 2020-21, compared to 39per
cent in the previous year. In
April, the share of telecom
instrumentsfromChinaroseto
47.3percentfrom33.6percent.

More than half the con-
sumer electronics imports in
India inFY21were fromChina,
compared toabout40per cent
in theprevious twoyears.

China has been the man-
ufacturing factoryof theworld
for many years. Even as the
government is talking of
Aatmanirbhar Bharat initia-
tives, it isdifficult toimplement
it inashortperiod. It isnoteasy
to shift sourcing away from
China to any other country in
theworld,”saidArvindSinghal,
chairmanandmanagingdirec-
tor, TechnopakAdvisors.

“It is important tonote that
despite the fact that even as

GDP(in2020-21)collapseddue
to thepandemic, imports from
China remained almost where
theywere even before the out-
break of Covid-19. China
remains the most competitive
manufacturer in the world,”
Singhal said.

5 private banks’
credit card
issuance...
Their other income could also
take a small hit during this
phase. However, public sector
banks will not be impacted as
they are increasingly issuing
cardsonthe indigenousRuPay
cardpaymentnetwork.

Suresh Ganapathy, associ-
atedirector,MacquarieCapital
Securities, said: “For a few
months, there will be lower
issuance of credit cards,
depending on who has how
much proportion of
Mastercard. Debit card issu-
ance may also be slower,” he
said,addingthat itwasasupply
issue, which can be corrected
in subsequent quarters.

As of now, it looks like an8-
12 week problem,” he added.
For debit cards, many may
move towards RuPay and for
credit cards banks’ will move
towardsVisa.

Nomurahas identifiedRBL
Bank, YES Bank, and Bajaj
Finserv as theones thatwill be
impacted the most by the ban
as all their card schemes are
allied to Mastercard. HDFC
Bankhas60percentof itscard
schemes tied to Mastercard,
Amex, and Diners, while for
Axis Bank and ICICI Bank it is
about35-36percent, thereport
added. The impact on players
will vary, depending on their
tie-ups with other card net-
worksandthetypeofcards.For
example, RBL Bank has a tie-
up with Mastercard for credit
card issuance but its debit and
prepaid cardswere enabled on
other payment networks in
addition to Mastercard.
Similarly, YES Bank said, its
debitcardsarealsoavailableon
Visa andRuPayplatforms.

Banks that have exclusive
tie-upswithMastercardarethe
onesthathavetoforgepartner-
ships with other networks.
Furthermore, another area of
concern is co-branded credit
cards, which are tie-ups
between banks and
vendors/merchants and a par-
ticular card network. After the
ban, the new issuance of co-
brandedcardswithMastercard
alsohas to stop.

AxisBank,oneofthelargest
credit card issuers, has a co-
branded credit card with
FlipkartontheMastercardplat-
form.Similarly,SBICreditCard
has co-branded credit cards
with Tata Capital and Club
VistaraontheMastercardplat-
form. RBL Bank has a co-
branded credit card with
Bookmyshow on the
Mastercardplatform.

In FY21, Axis Bank sourced
nearly 200,000 credit cards
through its partnerships with
Flipkart and Google Pay,
according to its annual report.
“The bank’s marquee card
proposition ‘FlipkartAxisBank
Credit Card’, crossed a signifi-
cant milestone of 1 million

cards in force (CIF) in a record
time of 20 months from its
launch despite the pandemic
slowingdownacquisition for a
fewmonths,” thebank said.

An email sent to Axis Bank
seekingcommentswentunan-
swered. An SBI Cards spokes-
person said: “We have a diver-
sified product portfolio on
multiple networks, viz. Rupay,
Visa, Mastercard, and
American Express. Our new
customeracquisitionimpact is
minimalas thereareonlyafew
co-brand credit cards on the
Mastercardnetwork.”

It should be noted that the
RBI ban is only on fresh issu-
ances, while the existing cards
businessremainsunimpacted.

Visa is the largest player in
the space, followed by
MastercardandRuPay,accord-
ing to industry estimates. But
Mastercard is seen as enjoying
a premium position in the
industry.RuPayisseenasadis-
ruptor, fastcatchingupwithits
global peers.Whiledataon the
market share of card operators
is not available in the public
domain, the National
PaymentsCorporationof India
had earlier this year said
RuPay’s market share by vol-
umewas34percentand30per
cent byvalue.

AccordingtotheRBI’s latest
figures, there are 902.3million
debit cards and 60.23 million
credit cards. In debit cards, all
three players commanda size-
able share, but in credit cards,
Visa and Mastercard are the
dominant players.

GDP growth
estimated at
22% in Q1...
TheRBI saidapick-up in infla-
tion was driven largely by
adverse supply shocks, suchas
in the caseofprotein-rich food
items, edible oils and pulses,
and sector-specific demand-
supply mismatches caused by
the pandemic. “These factors
should ease over the year as
supply side measures take
effect,” it said.

Even as inflation remained
above theRBI’s toleranceband
during June-November 2020
and again moved above the
upper threshold of 6 per cent
in May and June 2021, the
sensenowisthat“inflationwill
persist at these elevated levels
for somemonthsbeforeeasing
in the third quarter of 2021-22
whenthekharifharvestarrives
inmarkets”.

Steps have been taken to
address specific supply-side
measures, “but more needs to
bedone”, the report said.

Coming to the pandemic
itself, the report said a math-
ematicalmodel had suggested
that in the best and normal
course, the third wave could
just be a ripple and life would
return to normalcy by August.
However, in itspessimisticsce-
nario, which assumes that a
new 25 per cent more infec-
tious virus other than Delta+
spreads inAugust, therewillbe
abigger impact.

If there is no such mutant,
the third wave will be a ripple
andcomparable to the first.

Moreonbusiness-standard.com
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