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What the report says:

The goid problem cannot
be solved unless we can
offer instruments that
provide alternatives

A second house should
be dis-incentivised to

tation and pilot testing

The Silo Breaker

London-based economist Tarun Ramadorai has a contrarian
take on household finances

: Suman Layak

enin Mumbai, Tarun Ramadorai prefers
to work out of his father’s apartment in
Malabar Hills. In Delhi, it’s usually the of-
fices of oneof the many think tanks. Most
ofthetime, though, heisin London, atthe
Imperial College Business School, where
he works, teaches and researches fiman-
cial ecanomics. Forthe son offormer TCS
CEO Subramanian Ramadorai, therewas
enough opportunity to strike it ichin the
corporate workl. However, Tarun, 42,
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his parents, though — the love for music.
Mother Mala Ramadorai is an accom-
plished classical singer and teacher, and
Ramadorai seniar, thoughnota musician
himself, is an expert on classical music.
Tarun learnt to play the tabla.

The traditionally orthodox grammar of
Camnatic musicstarklyj iththe
rather radical sug-
gestionsofthe Ram-
adorailed RBICom:
mittee on House-
hold Finance.
Ramadorai told ET
Magazine: “We are
always thinking in
silos for househald
fimanceasiftheyare
separate markets:
the insurance mar-

ensure people invest ket, the lo;l‘!n pro:—
i iaui ucts market, the
in more liquid assets bt R
Tlt])e bank cannort‘ bf hkﬂls"- 7:0 house-
the primary vehicle s Mo
for delivering financial ks diferendly:
products. It still intimi- Midas Touch
dates people To illustrate the
point, Ramadorai
Create regulatory sugzests welook at
sandboX for experimen-  gold. He says there

are six-seven rea-
sons why gold isso
popular in India.
Justasingle procuct
like gold bond will
not beenoughtore
placegold orwean investors off it. Among
other things, gold is a matrilineal way of
passing on wealth — from mothers to
daughters.Itis a safe haven and an infla
tion hedge. Itis also effective collateral for
lcans. “Then, of course, we have all seen
the Amitabh Bachchan movies that show
how it is a way to stash away ill-gotten
gains,” he adds.
Almng th: suggsums made by the
pasal to link
all gold transactions byjew:llers to PAN
cards. While thatis to deal with the illegal
bit, he suggests that inflation-indexed
bands are another product that can help
people invest in financial instruments in-
stead of gold, as also the need to make un-

nnamemsset uj tormer‘
RBI governor Rpagur
Rajan last year

1twas headed by Tarun
Ramadoral

!‘
The committee submitted its
findings on August 24, 2037

seaured credit easily available. A howl of
protests will surely follow the suggestion
tolink PAN card.

Gold, Ramadorai says, isa srn:llpan af

“You cannot solve the
moneylender problem

without solving the
insurance problem”

a bigger problem — of Indian | h

i k with physical hich, in
the absenceofreverse mortgage, turn ter-
ribly illiquid at times of need. The repart
shows how in the average Indian house-
hold, 84% of the wealthis invested inreal
estate and other physical assets, % isin
gold and anly 5% in financial produds.

Chief Economist at the Mahindra
Group, Sachchidanand Shukla, feelsthere
is noeasy or quick cureforIndia’s gold ad-
diction, and points out that even when
gold prices drop globally, Indian rupee
tendstodepreciate, keeping gold pricesin
India mare or less stable, making it an ir-
resistible inflation hedge. “In ademocrat-
ic country like India, any regulatory
change will bringin protests. Linkingjew-
ellery purchase to PAN card or Aadhaar
anhelp taddeillegal gains,” Shukla adds.
He thinks inflation-indexed bonds have
serious problems: firstly, they are no
match for instruments like PPFand, sec-
cndb hemglnh:d to th: cmsuner mcc

tate,” says Ramadorai.

Ramadorai suggests that if the goalisto
makeIndians invest ina wider range of fi-
nancial products, a halistic approachis
needed. Hetakes upthe issve of the mon-
eylender to illustrate the approach.

“When you walk into a fer's

have been made stricter, the interface is
impersonal, withlittle human contact.”

The Ramadorai report also notes that
the peculiarity of Indian household fi-
nance is the near total absence of invest-
ments in pension products and Ramado-
rai says the expectation is often that the
next generation will takecare of the elder-
ly asis the normin the traditional Indian
joint family structure.

A jigsaw piece froma different puzzle,
the realty puzzle, partly explains this. A
varyl ofIndi P

shop fora loan, th aken for
getting the moneyisusually ISmimutes. "A
bank will at least take three four daysto
disbursea similar credit.”

Amoneylender lends at 4 5% monthly
interest and there is a 40% chance of de-
fault, yet the system survives. Thereport
mslsts that the banlungsystem s wayu{

inga loan & ofteninti
even humiliating fora borrower, espedal
lyoneoflessermeans.

Ramadorai explains that anunsecured
loanat highinterestis often taken to ward
offanemergency, usually amedical emer
gency. Such a need can be met through

iceindex
mkes them less attractive.

The Ramadorai panel has suggested
some tough measures to restrict invest-
mentinrealestate —especiallyinasecond
house. “The current rules give you tax ex-
emptions if you sella house and reinvest
that money in another house. It encour-
ages people to stay invested in real es-

insurance. , life insurance pene-
tration in Indiais as low as22% and health
insurance is even lower. “You cannot
solve the money lender problem without
solvingtheinsurance problem,” hesays.
Shukla tries to explain why the money-
lender succeeds: he knows his customer.
“Indian banksseemsto have walked inthe
opposite direction. While KYC norms

intomor 1 theage

of 55 and above, which is counter-intuitive
to the traditional approach of buying re-
alty whenyoung. “It is almost like buying
prupcny for the sole purpose of be-
it to the next ion, with

t.hc understanding that children will take
care of parents,” he says. “One should
take agood look at realty returns over the
years. It just doesnotcreatewealth.”

While advocating a holistic approach
the committee has also suggested what
the repart calls “old-fashioned™” recom-
mendations for every sector. The chair-
man of the committee is also in some

hi 1. Bvenafter di

yl-arsm London, Ramadorai sull loves
his filter coffee, laments thelack of chic-
ory-powered punch in the coffee he
drinks in Londonand insists on the right
amount of sugar: “The layer of sugar
must be so high that when you dip the
spoon to stir the sugar, it must stand
straight.” ®
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Inequality will impact
economic progress

A recent RBI-constituted study chaired by Dr Tarun
Ramadorai, Professor of Financial Economics at Imperial
College London, revealed that a staggering 95 per cent of Indian
households’ savings are in gold and real estate. Wealth inequality,
which is more pronounced than income inequality, is worrisome
both from a political and social perspective Ramadorui tells
Sunitha Nattiof TNIE. Excerpts:

Is the savings trend unique
to India?
There are international com-
parisons that show that it's
not unusual for developing
countries, including China
and Thailand, to have high
levels of physicals assets in
household portfolios. What is
unusual in India isthat 95 per
cent allocation doesn’t alteras
Indians become wealthier.
There’s simply a shift in gold
from the lowest point of the
wealth distribution, to reales-
tate at the highest point of the
wealth distribution, with the
95 per cent share roughly
fixed. Two, gold is an unusual
Indian problem with a par-
ticularly high alloca-
tion, not seen in other
comparable
economies.

Do you think the
pace of wealth gen-
eration has been
slower and lower
compared to in-
dividuals favour-

ing financial products?
Yes, we document in the (RBI)
report that movements away
from gold into other financial
assets can generate greater
income growth, and that Indi-
ans would benefit financially
from implementing changes

in household behaviour.

How can more financializa-
tion of savings be achieved?
How will it help the
economy?

Participating in financial as-
sets can sometimes be a chal-
lenge because of high levels
of bureaucracy making it dif-
ficult for people to enter such
assets. We suggest that tech-
nology be used to facilitate
people’s access, though we
also need to be aware of Data
Privacy issues.

Clearly a large movement
of household assets into phys-
ical assets will provide a
strong tailwind for the Indian
market, should this change be
achieved.

Lack of trust in financial
institutions, which partly
explains our tendency to
avoid financial products.
Would you recommend this
trend be reversed?

Trust issues correlate highly
with the income level of the
household, which helps to ex-
plain the tendency of house-
holds to eschew financial
products and to invest in in-

struments such as gold in-
stead. Cost and distribution
considerations seem impor-
tant to Indian households,and
the report explores how best
torationalise distribution in-
centives. For example, we rec-
ommend rationalisation of
commission on insurance
products. We recommend that
building trust is essential,
and we believe this is part of
the solution.

The rich don’t just have
more wealth, but bulk of
the wealth comes from dif-
ferent - more lucrative —
asset sources. What should
be done to replicate this to
the bottom of the
pyramid?
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Aswe have seen, political and
social developments can in turn
substantially affect trustin and

support for economic growth if
the benefits of economic growth
are not widely distributed.

The rich do not actually have
better allocation of wealth
compared to the poor. If
households at bottom of the
pyramid allocated their assets
better, this would help to re-
duce income and wealth ine-
quality as these households
earn greater rates of return
on their assets.

How does wealth inequali-
ty hurt the economy or
growth?

It is certainly worrisome from
both a social and political per-
spective. Indeed as we have
seen, political and social de-
velopments can in turn sub-
stantially affect trust in and
support for economic growth
if the benefits of economic
growth are not widely
distributed.
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Household finance in India

A shift from informal to
formal sector borrowing will
require a simultaneous
development of appropriate
insurance markets

SINGH

Professor of economics,
University of California, Santa Crux

FINANCE OCCUPIES AN awkward
place in present-day economic thinking.
Much of economic analysis abstracts
away from the role that financial inter-
mediation plays in the allocation of re-
sources. Financial excesses and financial
crises focus attention on the worst fail-
ings of the sector, while its smooth func-
tioning goes unnoticed. We know that
Indian economic reform began over a
quarter century ago,and we think of its
core theme as the removal of unreason-
able controls on markets, so that market
prices can act as effective signals for ef-
ficient resource allocation. International
trade and industrial activity have been
two areas where this idea has played out.
The workings of financial markets as
underpinnings of real economic activity
have been less of a focus. One exception
has been in thinking about macroeco-
nomicimpacts of money and credit.An-
other has been in the idea of financial
inclusion, giving the poor access to var-
ious kinds of financial services
(goo.gl/X4UHcK). Of course, one of the
earliest and most successful reforms in
India came in the financial sector,when
the stock market was modernised al-
most overnight, and changed the rules
of access to capital for a small set of
larger Indian firms. In my July 19 col-
umn, I argued that improving financial
market functioning for the much
greater number of smaller firms will
have large benefits as well.
Complementing the need to improve
business financing is the issue of house-
hald finance. In July, the Household Fi-
nance Committee, chaired by Tarun Ra-
madorai, presented a report that is a
tour de force. This is obviously not the
first report on Indian finance, and at
least six earlier committees are ac-
knowledged. But this document pro-

, vides a deep dive into the nuances of In-

dian households’ financial behaviour,
buttressed by a large amount of empiri-
cal analysis and comparisons with
household finance in other countries.

What do we learn from the report? Here
are some partial answers to that ques-
tion.

Typical households in India (and not
just the poorest or richest) have a large
fraction of their wealth in physical as-
sets, especially gold and real estate;

Use of mortgages is low early in the
life-cycle,when theywould be most valu-
able as a way to smooth consumption;

Pension wealth in India is almost
negligible,and pensionaccountsand in-
vestment-linked life insurance products
are widely used in only a few states;

There are high levels of unsecured
debt, including from moneylenders and
other informal sources;

Levels of use of all kinds of insurance
(life and non-life) are very low;

The evidence is suggestive of house-
holds using high-cost informal borrow-
ing to deal with negative shocks (possi-
bly related to health, natural disasters or
just weather, or macroeconomic vari-
ability).

As the report notes, some of the above
patterns may be related to social struc-
tures in India, such as joint families and
high spending at the time of marriage. But
thisis not the whole explanation. Some of
what s observed can be blamed on ineffi-
cient financial institutions.The report cal-
culates the potential income gains from
modifying household patterns of finan-
cialand otherwealth-allocation decisions.
These gains could be several percentage
points peryear,implying large cumulative
gains.Thisimplies that the costs of reduc-
ing existing inefficiencies in financial in-
stitutions (which are more one-time, but
harder to estimate) could be outweighed
by the gains.

The report spells out general policy
recommendations. These include reduc-
ing the bureaucratic impediments to fi-
nancial access by improving the internal
organisation of financial institutions
(and possibly improving the working of
market competition), using technology
to bring down transaction costs, intro-

ducing financial products that are suit-
able for the social structures of Indian
household life, improving financial lit-
eracy and overcoming behavioural bar-
riers with “nudge” solutions (providing
good default options),and generallyim-
proving regulation to increase trustand
transparency while reducing transac-
tion costs.

Of course, the 180-plus page docu-
ment provides much more detail on
household behaviour, wealth situations,
financial institutions, and policy impli-
cations. As noted, some of these points
have been made in earlier reports, but
this one is state-of-the-art in terms of
empirical and theoretical underpin-
nings, its international comparative ap-
proach, and in many of its specific rec-
ommendations. At least from my
perspective, there is nothing too politi-
cally challenging in making these rec-
ommendations a reality in a relatively
short period of time.

The challenges will come from sev-
eral directions. There will be institu-
tional inertia within the financial sector,
since increased efficiency and competi-
tion will impose costs on managers.and
employees. Overcoming this may re-
quire bold leadership and new players in
the sector. Some who benefit from ex-
isting inefficiencies, such as informal
lenders, may also have political clout,
and be able to sabotage reforms that re-
duce their profits. Overcoming this may
require some co-opting of these inter-
mediaries.A third challenge is coordina-
tion of reforms. For example, the report
notes that a shift from informal to for-
mal sector borrowing will require a si-
multaneous development of appropri-
ate insurance markets and products.

There is much more in the report,
which is publicly available on the RBI
website.Among the gloom coming from
the continued negative impacts of de-
monetisation, slowing growth, and in-
creased suppression of some minorities,
the report is a ray of light for India.
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Balance Sheet Of Indian Families A Matter Of Life And Debt

HOME AND GOLD TOP BUYS, LOANS RUN TILL OLD AGE

Subodh.Varma@timesgroup.com

New Delhi: Indian families
borrow and invest in very
different ways than families
in the US, UK or Germany,
and even those in China. The
depth of these differences,
across all ages and economic
levels, is revealed in a recent
report on household finances
prepared by the RBL.

It shows that a major pro-
portion of household wealth
in Indian families is kept as
real estate or gold, even among
younger families, and even by
the poorest 40% of population.

This is not the case in oth-
er countries. Institutional bor-
rowings by Indian families
are low in early life and go
on increasing leaving many
retired persons with a debt
overhang, unlike advanced
couniries where morigages
reduce after retirement.
And, pensions are virtually
absent in India while in most
Western countries they are a
‘major asset in old age.

More than three quarters
of family wealth is invested
in real estate (land and dwell-
ing units) by an average In-
dian family compared to just
44% in the US, and 87% in
UK and Germany In China,
about 62% of wealth goes into
real estate. Even among the

poorest 20% of the popula-
tion, 59% have some land or
dwelling unit in India, while
in China, the similar propor-
tion is 61%.

But in the rich countries a
minuscule share of the poor-
est quintile has real estate —
4% in US, and less than 1% in
UK and Germany.

This may sound bizarre
considering India’s poverty
but here is the thing: average
value of the main residence
in the poorest Indian house-
holds is Rs 22,000, while it is

READ TO LEAD

Rs 15 lakh in Germany and Rs
3.71akh inthe US.

The RBI report is talking
of proportion of different
types of family wealth. Their
absolute values are obviously
very different.

Besides real estate, the
other main target of invest
ment in India is gold. About
11% of family wealth goes
into buying gold. Families
in other countries spend
virtually nothing on this,

Medical emergencies,
especially among the
elderly, are one of the
main reasons why
families in India seek
loans at usurious rates
from money lenders

with the Chinese spending
a mere 0.4% of their wealth
on gold. Indian families also
have gold loans amounting
to about B% of their total 1i-
abilities, again a feature not
found anywhere else.

“Most households use
debt to cope with emergency
expenses, such as hospitali-
sation, or property damage
due to a natural disaster. The
interest rates on unsecured
(debt are very high. Therefore,
households prefer to put their
savings in real estate and
gold, which can also be used
as collateral,” RBI's House-
hold  Finance Committee
chairman Tarun Ramadorai
of Imperial College, London,
told TOL Detailed data on
countries drawn from vari-
ous surveys is available in a
paper by Ramadorai and co-
authors published in 2017.

Although 73% of families
in India have financial assets
like cash, bank accounts and
pension accounts, they hold

very small amounts adding
up to just 5% of their total
wealth, he added.

Medical emergencies, es-
pecially among the elderly, are
one of the main reasons why
families in India seek loans
at usurious rates from money
lenders. Such unsecured loans
make up nearly 56% of all li-
abilities for Indian families,
much higher than China at
26%, US (13%) and Germany
(24%). The RBI report notes
that “some of these risks
could be mitigated through
strengthening the public pro-
vision of health and social
welfare services.”

Indian families are also
exceptional in that housing
loans are low in early life and
rise beyond retirement ages.
In other countries such loans
rise in middle age but fall off
at retirement. This happens
because Indian families bor
row later in life and it is cus-
tomary to bequeath property
to future generations who in
turn look after the elderly:

These traditional struc-
tures are increasingly under
pressure from shifting de-
mographic patterns, social
norms, and changing econom-
ic conditions, introducing
risks to economic wellbeing
especially as households age,
the report says.

‘ ASSETS % of total wealth of MORTGAGES
> Just 8% Indian families
A have mortgages compared
ek ) @ 10.25% in China, 48%n US,
J 5
REAL DURABLE 85 | EnanciaL sl
ESTATE GOODS GOLD ASSETS PENSION Repayuieat of mortinges
o increases with age in India,
India NN |65 [ 11081 PX] I26 mﬁxs% l:‘f ftamjilly%asf:fts
S to
china IGZY lo4 W79 los Hose oSy
USA 4 167 . > Inrich nations, mortgage
.8 0.1 -86 67 (133 Aliadsi e
‘ uk B3 | I | o0 | &2 I 251 UNSECURED DEBT
Germany [N 368 | NN 156 | 0.0 104 > 46% of family Smances
are devoted to repaying
unsecured debt by seniors
LIABILITIES % of total wealth of households over G yrs inndla :
> Similar shares are 15% in
China, 19% in US, 22%in UK
@gsg @ “ ({D\ ‘ and 32% in Germany
MORTGAGE GOLD. OTHER UNSECURED FINANCIAL ASSETS
LOANS LOANS SECURED DEBT DEBT > Financial assets are just
¢ 8% of wealth for families in
India I 22.8 Ll M 33 558 | o age s
China IS 565 | n/a 13 6 > This share declines toa
mere 4% for seniors
usA I s6.5 | n/a G (W7 b motelia e
youngest age group families
UK I | /2 G2 (Hos Pold rmuch higher fancial
assets — Germany (62%), UK
Germany [N 44 n/a G | (20%), US (32%)
Source: RBI, The Indian Household Finance L istis Vimal & India Policy Forum, 2017
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SANJAY KUMAR SINGH

Persistency level, whichshows
thepercentage ofaninsurer's
policiesthatarestillin force
afteracertain period oftime
(say, oneyear, three years, or
fiveyears), islowinIndia. The
median level for five-year
persistencyinlifeinsuranceis
28percent (Source: Handbook
of IndianInsurance Statistics),
whichmeansthathalfthe
insurersareabletoretainless
than28 per cent oftheir policies
afterthisduration. TheReserve
BankofIndia (RBI) Committee
onHouseholdFinance, inits
recentreport, flagged low
persistencyasamajor concern,
saying: "Householdsdonot
understand the impact of
lapsation ontheir future claims
tobenefit."

Expertsattribute a variety
of reasonsforthelow
persistency oflifeinsurance
policies. "Customers
sometimes buyapolicy
withoutunderstandingits
termsand conditions properly.
Thisleadstodisillusionment.
Theyallowthe policytolapse
whenthey perceivethatitisnot
goingtohelp them meet their
financial goals," says Lalitha
Bhatia, chiefoperatingofficer,
IDBIFederal Life Insurance.
Such purchases happen most
often when policies are bought
inahurry for the purpose of
tax-savingrather thantomeet
the primaryneed for
protection. Financial crises
caused byillnessorlossofjob,
highexpenditureincurred
duringamarriage or festive

season, etc. are other factors
thatcause peopletoallowtheir
policiestolapse.
Theincentivestructure of
agents causes manytochurn
policies. "Theupfront
commissiononthesaleofalife

Stick to your life policy for the entire tenure

Allowingitto Iapse leaves you unprotected and may cause loss of premia pald

insurance policyishigherthan
thetrail commission. So
instead ofencouragingyouto
continuewith yourold plan,
theagentcould churnyou from
oneplantoanother,"says
Deepesh Raghaw, founder,
PersonalFinancePlan.in,a
Sebi-registered investment
advisor (RIA). difficult."Ifyouwantacoverin
Ifyouhavebeensoldabad  thefuture,youmayhaveonlya
policyandrealisethiswithina  fewoptionsasthetopinsurers
year,itmay perhapsbeokayto  mayhesitatetoinsure youbased
allowthepolicytolapseevenat onyourhistory,"addsGoel.
thecostoflosingoutonthe Unit-linked insurance
premiumentirely. Otherwise,  policies (Ulips) comewitha
expertsadvisethatcustomers  lock-in, soyou canwithdraw
shouldpurchaseaninsurance  yourmoneyonlyafterfive
policyafterdoingproperdue-  years.Supposethatyou
diligence orgettingadvice surrender the policy after
fromareliablesource.Having  payingtwo premiums. The
purchasedapolicy, theyshould insurerwilldeductcertain
sticktoitforitstenure. The chargesand thentransferthe
foremostreason fornot balancetotheDiscontinued
allowinga Policy Fund. The
policyto insurercanchargea
lapseisloss fund management
ofrisk YO u R M 0 N EY feenotexceeding
protection. 0.5percentoffund
"Thelapseof — /444 4 value. Your money
alife willearn fourper
insurance : centinterestuntil
policymeans withdrawn.
thatyouwill Incaseofa
notgetdeath traditional policy,
benefitor " youcouldlose
maturity benefit," says Naval moneyifyoustop payingthe
Goel, chiefexecutive officer premium early. "The surrender
and founder, PolicyX.com. amountfortheinitial seven
Moreover, reinsuringbecomes  yearsis fixed by the Insurance

LONG-TERM TIES
Life insurers with the best
persistency ratios

Persistency ratio (%)
61-month

58,11 [

Life insurer

1DBI Federal

LICof India 4.0
HDFCStandard ~ 41.36
Sahara India 40.05
Kotak Mahindra  37.39 [l
Median 28.0 0

Data is based on number of policies.
Source: Handbook of Indian Insurance
Statistics, 2015-16.

Regulatoryand Development
Authority of India (Irdai). From
theseventh year, whatyouare
paiddependsontheinsurer's
policy (approved by Irdai),"
says Goel. If you quit before
payingthesecond premium,
yougetnomoney.Ifyouquitin
thethird year, youget30 per
centofthe premiums paid.
Between thefourthand
seventhyear,youget 50 per
centofthepremiums paid.
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The economics of the
‘household balance sheet

The reluctance of households to engage in the formal financial market shows
that the institutional architecture has not worked as desired

tis well known that financial assets play a limited role in the
Indian household balance sheet. Higher preference for
physical assets, among other things, hasresulted in lower
penetration of insurance products and the near absence of
retirement savings. A committee headed by Tarun Rama-
dorai, professor of financial economics at Imperial College, Lon-
don, which submitted its report recently, has taken acomprehen-
sive look at these issues and made recommendations in order to
increase the role of formal finance in the household sector.

The committee notes that an average Indian household has
77% of its total assets in real estate, 11% in gold, 7% in other durable
goods and just 5% in financial assets. While households in other
developing countries such as China also have a higher preference
for physical assets, this is significantly different from developed
countries where financial assets play a much bigger role in house-
hold finances. Interestingly, even households that move towards
the top of the wealth distribution do not increase allocation to
financial assets—they just shift gold holdings towards real estate.
The committee has also found a strong link between lower
take-up of insurance products and reliance on non-institutional
sources of credit. This basically shows that lack of insurance
pushes households to take debt from non-institutional sources.
The report highlights that 69% of households depend on informal
sources of funding to deal with medical emergencies. Funding
from informal sources such as moneylenders comes with higher
interest burden and affects household finances. "

There are various reasons why households at different levels of
wealth distribution prefer physical assets over financial assets.
Forinstance, wealthier households may find it easier to divert
their illegitimate income towards physical assets to avoid taxes,
asinvestments in the financial sector are easier to track. For oth-
ers, as the report notes, “High transactions costs and bureaucratic
impediments to efficient participation create a high ‘nuisance
factor’ for households hoping to engage in formal financial mar-
kets.” Lower- income households often believe that the formal
financial sector is only for the rich. The other important reason
why households prefer physical assets could be persistent high
inflation over the decades.

However, at a broader level, the reluctance of households to
engage in the formal financial market shows that the institutional
architecture has not worked as desired. If people are reluctant to
go to abank or a financial institution, it suggests that the system
requires design changes to be able to serve the needs of an aver-

JAYACHANDRAN/MINT

age Indian household. This will not only increase the financial
well-being of households, but will also help channelize savings
into productive investments. In this context, the government has
done well by starting the Pradhan Mantri Jan-Dhan Yojana as
well as schemes in the insurance and pension space. It is impor-
tant to understand that with physical assets, households have
only optimized their balance sheets in the given circumstances.
Therefore, if the operating environment changes, it is possible
that Indian households will adjust accordingly—maybe with
some amount of hand-holding by the state.

The committee has made several sector-specific recommenda-
tions to address issues on both the asset and liability sides of the
household balance sheet. For instance, to improve access to
financial products, the committee has recommended end-to-end
digital distribution networks, and making the know-your-cus-
tomer requirement completely paperless. Better use of technol-
ogy should be able to increase the access to financial products.
The committee has also recommended the formation of a regula-
tory sandbox. Thisis an idea worth trying. It will allow testing of
innovative financial products and monitoring of possible risks.
This will help in developing innovative low-cost financial prod-
ucts. It will also enable regulators to adapt to innovation and
technology. Financial products in India need to be more flexible
so that people working in the economy’s large informal sector,
with irregular income, can participate. The committee has made
anumber of other recommendations to improve the overall mar-
ket structure for different products, including the way interest
rates should be set in the home loan market.

One bigissue that influences the household preference for an
asset class—and not just in India—is awareness. The state and
other stakeholders will have to work together to improve finan-
cial awareness. However, it will not be easy to change the asset
mix of Indian households and a shift will undoubtedly be along
drawn out process. The government and regulators would do
well to create an enabling environment where households are
able to access simple financial products, backed by a strong
mechanism to redress grievances, with ease. Households will
only move to financial assets in a big way if products are easily
available and they trust the overall financial architecture with
their savings.

Will households benefit from moving to financial assets? Tell us at
views@livemint.com
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PRIVACY AND
HOUSEHOLD FINANCE

m.hewery same da} that the Sup Court pro ed
on the fund: I right to pri-
vacy, the Resene Bank of India (RBI), with much less

fanfare, released the Report of its Committee on Household
Finance. While not exactly light reading, the report is remarkable
forthe depth of its comparative analysis and the modern techno-
logical solutions it recommends and even if the subject matter
lacks some of the visceral appeal as the Supreme Court judge-
ment, its contents are, nonetheless, enlightening.

Much of what hasbeen pointed out in the report will come as
nosurprise tous. For instance, it highlights the fact that Indians
investa disproportionate amount of wealth in physical assetslike
goldandreal estate, and not nearly enough in pension-oriented
financial assets. And that we have higher-than-normallevels of
unsecured debt—loans from friends and family for the most part
butalso from non-institutional sources like moneylenders.

Whatisless obviousis the strong negative correlation between
lowlevels of participation in insurance and high levels of non-in-
stitutional debt—indicating that our failure to invest in insurance
productsforcesusto take on high cost borrowings when calamity
strikes. The report has also pointed out that, while the number
ofelderly people in the population will grow by 75% over the next
decade and a half, only a very small fraction of that cohort will
actually have saved in private pension plans indicating that they
areall highly sumtpllble toadverse shock< laterinlife.

Forthese: dmore, t} ded that
Indian households should re-allocate thexr investments away
fromgoldand ial markets and shift borrowing
from non-institutional debt intoinstitutional finance. It suggests
theintroduction of’ hatwill provide households access
to quality public health services and actuarially fair insurance
productsto help shield them from the impact of unpredictable
medical emergencies.

All thisis easier said than done. Thereisa general lack of trust
in the formal financial markets, a factor that the report correlates
hlghly with income levels—| poorer households believe that

infinancial productsi: iveofthewealthy.
Additionally, due to the perception of! high transaction costand
bureaucratic complexity, Indian households generally prefer to
avoid interacting with the institutional financial system.

Toaddressthese concerns, the report has recommended the
creation of customized products with low marginal servicing
costs that are designed to scale across the entire range of com-
plexities that describe Indian households. It suggests that these
products should be priced fairly and dispensed along with finan-
cial advice that is provided with incentives that keep the best
interestsof the household at the fore.

Thisiswhere the report departs from

CO LUM N (husc of previous committees. It goes

ils on how we can achiev

results calling for thewidespread use of

modern technologies. It has actively recommended the use of
fintech to build customizable, infinitely scalable solutions and
has articulated a number of specific structural measures to
achieve that. Central among theseis the creation ofaregulatory
sandbox that will straddle the regulators of all four financial sec-
tors—insurance, pensions, stock markets and banks—and will
allow tech companies to test their produc(s and rcgulators to

heirimpacton the ecosysteminac
in which applicable regulations are ily relaxed.
But perhaps most releva.m parucularly inthe context of the
Courtj hereportlayson the

needto enactamodempmacylaw Givenitsstrong recommen-
dation touse offintech to rejuvenate the hotsehold finance sec-
tor, the report recognizesthat a strong privacy law will be aneces-
sary prerequisite. Thisis particularly true in the context of robo-
advisory services or flow-based lending products that will, by
necessity, access personal financial information in order to gen-
erate their results.

Intheabsence ofa full-fledged privacy law, thereisaclearand
present danger thatany fintech products that are deployed even
inthe co lled environs of a regulatory sandbox, could have
serious repercussions on privacy. Without clearly thought
through and technologically responsive guard rails that develop-
ersmust apply to the products they develop, there is arisk that
the unintended consequences of their products will do more
harm than good. With thisin mind, the report recommends the
enaclmenl of a nghls based pm a(,y rcglme that imposes

develop ppropriate
constraintson big: d.dl{l applicationswithout imposing other bur-
densome compliance that will make their deployment unsus-
tainable.

Now that the Supreme Court hasinstructed the Justice Srik-
rishna committee to come up with an appropriate law to safe-
guard privacy, it would be good if the committee gives due atten-
tion to this strong recommendation from RBI asto what that law
should contain.

Rahul Matthanis a partner at Trilegal. Ex Machina s acolumn
on technology, law and everything in between.

His Twitter handle is @matthan.
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household finance shows that only 5% of the aver-

ageIndian household’s wealth isin financial assets.
The other 95% isin physical assets—77% inreal estate, 7%
indurablessuch asvehicles, livestock and equipment and
11%in gold. That's very different from the pattern in the
developed economies, where the proportion of financial
assets is much higher.

The percentage shares are misleading. The average
value of the main residence in the bottom quintile group
(the bottom fifth) of Indian households is equal to
Rs22,000.If that is the value of the main asset among the
Indian poorit’sareflection, not of asset allocation prefer-
ences, but of the dire necessity of having some sort of roof
above one’s head. It'sareflection of abject poverty.

But the report also finds that financial assets account
foraverylow portion of the balance sheet of the rich. Is
thatbecause some rich people don’t understand the ben-
efits of investing in financial assets?

The survey does find that higher education is associ-
ated with alower share of real estate, and higher shares
of both pensions and financial wealth. Does that mean all
thatisneeded to open the eyes of these peopleis to edu-
cate them? Not really—the idea that the rich do not know
their own financial interests has a fishy smell about it.

Thereportissceptical, pointing out that higher educa-
tion is correlated with employment in the formal sector—
with fewer opportunities for tax evasion, and more expo-
sure to formal financial markets. In particular, says the
report, richer households may find it easier to place llicit
earnings or engage in tax evasion by investing in real
estate, thereby avoiding the scrutiny associated with
investments in the formal financial sector. The role of real
estate asaswamp to cover up blackmoney is behind the
affection of the rich for investment in the sector.

How doesasset allocation play out over the life cycle of
theaverage Indian household? The largest fraction of the
wealth of young households in India is in the form of
durable goodsand gold. Why gold? Lack of trust in finan-
cialinstitutionsis abigreason. As they approachretire-
ment, more household wealth is held in land and hous-
ing, in marked contrast to the developed nations, where
people have a nest egg of financial savings to fall back
upon after retirement.

The report points out Indian households are excep-
tional, as India is the only country in which mortgages
account foran increasing share of total liabilities as peo-
ple approach retirement age, leaving them exposed to
repayment risk even in old age. What’s more, over the
coming decade and a half, the elderly cohort is expected
togrow by 75% and the financing of health expenses and
consumption during retirement is expected to leave
older households particularly vulnerable to adverse

T herecently submitted report of the committee on

shocks.

Strangely, the high share of real estate in household
portfoliosis not accompanied by an equivalent share of
mortgagesin total household debt. In fact, 56% of house-
hold debt isunsecured, reflecting high reliance on non-
institutional sources such asmoneylenders. Moreover,
the major reasons for households getting into debt are
loss of crops and livestock, medical emergencies, and the
effects of natural disasters. Half the households count on
help from family, friends and moneylendersto tide over
these emergencies. For medical expenses, 69% of house-
holds draw upon informal sources of funding, 26% of
which areloans from moneylenders. This clearly points
to the precarious financial situation of the majority of
Indian households.

The main threerisks that households face (i.e. theloss
of crops and livestock, major medical emergencies, and
damage to physical assets due to natural disasters) are all
insurable. So why don’t households buy insurance? The
reportsays the mainreason is not lack of awareness, but
affordability.

The committee points out that allocating a larger pro-
portion of savings f@ financial instruments will raise
returns for households and recommends a number of
excellent measures for improving financial inclusion.
The government’s crackdown on the real estate sector
and on black money is already seeing a flood of money

¥ into the financial markets.
it Although financial inclusion
CO I_U M N isabuzzword now, there’s noth-
R ALY ing new about it. The Indian
state has, through the expansion
ofthe state-owned banks, been practising financial inclu-
sion for decades. Irecall the head of a public sector bank
boasting that the public sector banks were responsible for
therise of the Indian middle class, with their expansion
oflending to small businesses and to rural India.

With modern technology, the costs of financial inclu-
sion have fallen dramatically, enabling areaching out to
the poor. The fact remains, though, that there must be
adequate income in the first place before people can save
and allocate savings to financial assets.

Here are some facts the report brings out: only 65% of
Indian households in which the household head is
younger than 35 years of age hold any financial assets;
only 55% of the poorest households hold any financial
assets; only a quarter of households are able to deal with
emergency expenses by drawing upon accumulated
wealth; very low-income households wish to save nearly
65% of their annual income in an effort to repay past
loans.

Allthese factsreflect the very lowlevels of income and
savings for most households in India. This column has
earlier pointed out that the income of almost 70% of farm
householdsisless than their consumption expenditure,
according to the government’s own data. How can they
be expected to save anything?

Inshort, while the effort to improve financial inclusion
iswelcome, we must not forget the primary responsibility
for providingjobs and social security lies with the govern-
ment.

Manas Chakravarty looks at trends and issues in the

financial markets. Respond to this column at
manas.c@livemint,com.
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Saving the saver

A new study has found deep-rooted cultural
reasons for Indian savers’ avoidance of financial
products, but it isn’t easy to address them

he small, 20-basis point increase in In-
dian households' allocation to financial
/ savings has been widely celebrated in
the last two years as a structural shift.
Such celebration, however, may have been prema-
ture going by the findings of an expert committee
on household finances commissioned by the RBI.
The committee, chaired by Tarun Ramadorai, un-
earths deep-rooted cultural and structural causes
for why Indian households across the spectrum
avoid financial products and sit on unproductive
physical assets. The findings call for a reboot in
the current policy approach towards savings and
investment products.

Drawing on proprietary research, past NSSO
surveys and interactions with industry, the com-
mittee offers three headline insights on savings
behaviour. One, Indians have a globally high 95
per cent of their wealth parked in physical assets
(77 per cent in property, 7 per cent in durables and
11 per cent in gold), with only 5 per cent in finan-
cial products. This does not materially change
with affluence or age. Therefore, as the working
age population burgeons over the next decade,
the committee warns that policymakers should
budget for even higher demand for both housing
and gold. Two, focused as they are on property in-
vestments, very few Indjans are investing towards
retirement, with 77 per cent of the households
failing to plan for pension. As most people lean on
their children post-retirement, the report warns
of a looming pension crisis with the elderly co-
hort expanding by 75 per cent in the next15 years.
Three, even with vastly improved access to finan-
cial products under the PM Jan Dhan Yojana,
Jeevan Jyoti Yojana and the Atal Pension Yojana,
savers shy away from financial products due to
the high transaction costs, their own unpredict-
able income streams and lack of trust. Most
households lean on informal sources for emer-
gency loans at high costs. The report offers a bat-
tery of solutions: an Aadhaar-based unified eKYC
for easy onboarding, no-frills general insurance,
easier terms for gold monetisation and reverse
mortgage, unified regulation, use of technology
for financial advice and removal of tax breaks on
property investments, to name a few.

While these recommendations are eminently
sensible, their implementation is unlikely to
prove easy. For instance, a unified KYC and a com-
mon demat account across stocks, mutual funds
and insurance has been hanging fire for many
years now, with financial firms unwilling to share
their databases. The idea of an umbrella financial
regulator has been gathering dust as individual
regulators have been reluctant to cede turf. Finan-
cial firms, on their part, seem quite content to
cater to affluent, repeat customers, rather than
tap the bottom of the pyramid. Poor internet con-
nectivity and low digital literacy have proven im-
pediments to going paperless. But then, identify-
ing the problem is half the solution, and this
report acquaints policymakers with the real reas-
ons whyIndians find financial products daunting.
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PAN card for all gold
transactions proposed

Push for Aadhaar-enabled e-KYC

Surojit.Gupta@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactions from
jewellers be extended to all
transactions, and not just
those that are above 72 lakh
and has supported the daily
cash limits against the sale
of gold to curb tax evasion.

In order to prevent PAN
requirements driving gold
transactions underground,
the committee has recom-
mended that all gold transac-
tions should be registered
using an electronic registry
such asadepository.

“The committee also
notes that measures in the
gold market are unlikely to
fully deter tax avoidance mo-
tivations for holding the as-
set.

A more incisive use of in-
come tax data may be re-
quired to detect tax avoid-
ance, and the committee be-
lieves that the enforcement
of tax avoidance should be
strict,” the report of the
household finance commit-
teesaid.

The panel was set up to
look at various facets of
household finance in India

for digi transactions

New Delhi: Aadhaar-enabled electronic know your customer (KYC)
process should be “firmly established” as the acceptable KYC,a
panel with representatives from all financial sector regulators has
proposed. “The committee recommends that Aadhaar-enabled
eKYC (whichis a paperless Know Your Customer (KYC) process,
where the subscriber can authorise the UIDAI electronically, through
Aadhaar authentication to provide a digital identity document to the
requesting entity be firmly established as the acceptable KYC
standard,” the report of the household finance committee said.
“Currently, this process is sufficient to complete KYC norms for
most basic financial accounts, and telecom SIM issuance (amongst
others),” said the panel which was set up to look at various facets of
household finance in India on the recommendations of the sub
-committee of the Financial Stability and Development Council

(FSDC-SC) meeting last year. T

on the recommendations of
the sub-committee of the Fi-
nancial Stability and Devel-
opment Council (FSDC-SC)
meetinglast year.

The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Imperi-
al College, London, had rep-
resentation from all the fi-
nancial sector regulators,
the Reserve Bank of India
(RBI), the Securities and Ex-
change Board of India (Se-
bi), the Insurance Regulato-
ry and Development Author-
ity of India (IRDAI) and the
Pension Fund Regulatory

and Development Authority
(PFRDA).

The committee has said
that gold holdings in India
appear to be high relative to
thoseobserved in other parts
of the world, and notes that
Indian  households can
achieve higher rates of re-
turn from reallocating some
portion of these gold hold-
ings towards financial as-
sets.

The panel has recom-
mended a variant of gold
bonds currently in operation
be introduced, which have
default inheritance features.
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PAN may soon be a
must for buying gold

Surojit.Gupta
@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactions from je-
wellers be extended to all
transactions, and notjusttho-
se above Rs 2 lakh and has
supported the daily cash li-
mitsagainst thesaleof gold to
curb tax evasion.

To prevent PAN require-
ments driving gold transac-
tions underground, the
committee has recommen-
ded that all gold transactions
be registered using an elec-
tronic registry such as a
depository.

“The committee also no-
tes that measures in the gold
market are unlikely to fully
deter tax avoidance motiva-
tions for holding the asset. A
more incisive use of income
tax data may be required to
detect tax avoidance, and the

committee believes that the
enforcement of tax avoidan-
ce should be strict,” the re-
portof the household finance
panel said.

The panel was set up tolo-
ok at various facets of house-
hold finance in India on the
recommendations of the sub-
committee of the Financial
Stability and Development
Council meeting last year.

The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Imperi-
al College, London, had re-
presentation from all the fi-
nancial sector regulators,
RBI, SEBI, the Insurance Re-
gulatory and Development
Authority of India (IRDAI)
and the Pension Fund Regu-
latory and Development Aut-
hority (PFRDA).The panel
has recommended a variant
of gold bonds currently in
operation be introduced,
which have default inheri-
tance features.
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Panel wants to make PAN
card must for buying gold

Surojit.Gupta@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactions from je-
wellers be extended to all
transactions, and not just
those above Rs 2lakh and has
supported the daily cash li-
mits against the sale of gold
tocurb taxevasion.

To prevent PAN require-
ments driving gold transac-
tions underground, the com-
mittee hasrecommended that
all gold transactions be regis-
tered using an electronic re-
gistry such asadepository.

“The committee also notes
that measures in the gold mar-
ket are unlikely to fully deter
tax avoidance motivations for
holding the asset. A more inci-
sive use of income tax data

may be required to detect tax
avoidance, and the committee
believes that the enforcement
of tax avoidance should be
strict,” thereportof the house-
hold finance panel said.

The panel was set up to lo-
ok at various facets of house-
hold finance in India on the
recommendations of the sub-
committee of the Financial

CURBING EVASION

Stability and Development
Council meetinglast year.
The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Imperi-
al College, London, had re-
presentation from all the fi-
nancial sector regulators,
RBI, SEBI, the Insurance Re-
gulatory and Development
Authority of India (IRDAI)

and the Pension Fund Regu-
latory and Development Aut-
hority (PFRDA).

The committee has said
that gold holdings in India
appear to be high compared
with other parts of the world,
and notes that Indian house-
holds can achieve higher ra-
tes of return from realloca-
ting some portion of these
gold holdings towards finan-
cial assets.“There are multi-
ple reasons that households
hold gold. One possibility is
that the high rate of gold hol-
dings is evidence of tax avoi-
dance, or the hiding of illicit
proceeds, and we propose
stepstoaddress thisif so.”

The panel has recommen-
ded a variant of gold bonds
currently in operation be in-
troduced, which have default
inheritance features.
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New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement for
gold transactions from jewel-
lers be extended to all transac-
tions, and not just those that
are above Rs 2 lakh and has
supported the daily cash li-
mits against the sale of gold to
curb tax evasion.

In order to prevent PAN re-
quirements driving gold
transactions underground,
the committee has recommen-
ded that all gold transactions
should be registered using an
electronic registry such as a
depository.

Panel of financial regula-
tors has recommended
that gold transactions
should be registered
using an electronic regist-
ry such as a depository

“The committee also notes
that measures in the gold mar-
ket are unlikely to fully deter
tax avoidance motivations for
holding the asset. A more inci-
sive use of income tax data
may be required to detect tax
avoidance, and the committee
believes that the enforcement
of tax avoidance should be
strict,” thereportof thehouse-

Panel proposes PAN card
for all gold transactions

hold finance committee said.

The panel was set up to lo-
ok at various facets of house-
hold finance in India on there-
commendations of the sub-
committee of the Financial
Stability and Development Co-
uncilmeetinglast year.

The committee has said
that gold holdings in India ap-
peartobehighrelativetothose
observed in other parts of the
world, and notes that Indian
households can achieve hig-
her rates of return from real-
locating some portion of these
gold holdings towards financi-
al assets.

»Key is tax sops,P 9




“Tax sops key in
financial planning’

»Continued fromP1

he report said, “There

‘ are multiple reasons

that households hold

gold. One possibility is that

the high rate of gold hol-

dingsisevidence of taxavoi-

dance, or the hidingof illicit

proceeds, and we propose
steps to address this if so.”

“We also note here that
tax incentives are an extre-
mely strong feature of the
Indian environment which
appear to “nudge” investors
in the direction of particu-
lar financial decisions, often
in ways which cannot be ex-
plained by purefinancial op-
timisation motives.”

The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Impe-
rial College, London, had re-

presentation from all the fi-
nancial sector regulators,
the Reserve Bank of India
(RBI), the Securities and Ex-
change Board of India (SE-
BI), the Insurance Regulato-
ry and Development Autho-
rity of India (IRDAI)and the
Pension Fund Regulatory
and Development Authority
(PFRDA).

The panel has recom-
mended a variant of gold
bonds currently in opera-
tion be introduced, which
have defaultinheritancefea-
tures.




Publication

The Times of India

Headline Panel for PAN link to all gold buys
Date 27/08/2017
Edition: Kolkata

avoidance, and the committee

lopment Authority of India

Panel for PAN link to all gold buys

Seeks Cash
Limits To Plug
Tax Evasion

Surojit.Gupta@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactions from je-
wellers be extended to all
transactions and not just tho-
sethatareabove Rs2lakh,and
has supported the daily cash
limits against the sale of gold
tocurbtaxevasion.
Inordertoprevent PANTe-

CLOSE WATCH: The committee has said that gold holdin
appear to be high, relative to those in other parts of the world

quirements driving gold
transactions underground,
the committee has recom-
mended that all gold transac-
tions be registered using an
electronic registry such as a
depository.

“The committeealsonotes
thatmeasures in the gold mar-
ket are unlikely to fully deter
tax avoidance motivations for
holding the asset. A more inci-
sive use of income tax data
may be required to detect tax

believes that the enforcement
of tax avoidance should be
strict,” the report of the hou-
sehold finance committee sa-
id. The panel was set up to lo-
ok at various facets of house-
holdfinanceinIndiaonthere-
commendations of the sub-
committee of the Financial
Stability and Development
Council meeting last year.
The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Imperi-
al College, London, had repre-
sentation from all financial
sector regulators — Reserve
Bank of India, Securities and
Exchange Board of India, In-
surance Regulatory and Deve-

and Pension Fund Regulatory
and Development Authority.

The committee has said
that gold holdings in India ap-
pearto be high, relative to tho-
se observed in other parts of
the world, and has noted that
households can achieve hig-
her rates of return from real-
locating some portion of the-
se gold holdings towards
financial assets.

“There are multiple rea-
sons that households hold
gold. One possibility is that
the high rate of gold holdings
is evidence of tax avoidance,
or the hiding of illicit proce-
eds, and we propose steps to
address thisif so,” itsaid.
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Plan to make PAN card must
for all transactions in gold

Surojit.Gupta@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactionsfromje-
wellers be extended to all
transactions, and not just
thoseabove Rs2lakhand has
supported the daily cash li-
mits against the sale of gold
tocurbtaxevasion.

To prevent PAN require-
ments driving gold transac-
tions underground, the com-
mittee hasrecommended that
all gold transactions be regis-
tered using an electronic re-
gistry such asa depository.

“The committee alsonotes
that measures in the gold mar-
ket are unlikely to fully deter
tax avoidance motivations for
holding the asset. A more inci-
sive use of income tax data
may be required to detect tax
avoidance, and the committee
believes that the enforcement
of tax avoidance should be
strict,” the report of the hou-

sehold finance panel said.
The panel was setup to lo-
ok at various facets of house-
hold finance in India on the
recommendationsof the sub-
committee of the Financial
Stability and Development
Council meetinglast year.
The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Impe-

CURBING EVASION

rial College, London, had re-
presentation from all the fi-
nancial sector regulators,
RBI, SEBI, the Insurance Re-
gulatory and Development
Authority of India (IRDAI)
and the Pension Fund Regu-
latory and Development Aut-
hority (PFRDA).

The committee has said
that gold holdings in India
appear to be high compared
with other parts of the
world, and notes that Indian
households can achieve hig-
herrates of return fromreal-

locating some portion of the-
se gold holdings towards fi-
nancial assets.

“There are multiple rea-
sons that households hold
gold. One possibility is that
the high rate of gold hol-
dings is evidence of tax avoi-
dance, or the hiding of illicit
proceeds, and we propose
stepstoaddress thisif so.”

The panel has recommen-
ded a variant of gold bonds
currently in operation be in-
troduced, which have default
inheritance features. “In par-
ticular; variants of these cer-
tificates could be structured
such that their inheritance is
matrilineal unless the woman
has no daughters in which ca-
sesons can inherit,” it said.

The committee has also
proposed a new variant on
the RBIsovereign gold bonds
currently in circulation be
introduced that can be physi-
cally redeemed if house-
holds wish,andnotjustrede-
emed in cash upon maturity.
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card must for buying gold
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New Delhi: A panel of finan-
cial regulators has proposedd
that PAN card requirement
for gold transactions from je-
wellers be extended to all
transactions, and not just tho-
seabove Rs2lakhand hassup-
ported the daily cash limits
against thesaleof goldtocurb
tax evasion.

To prevent PAN require-
ments driving gold transac.
tions underground, the com-
mittee has recommended that
all gold transactions be regls-
tered using an electronic re-
gistry suchasadepository

“The committee also notes
that measures in the gold mar-

/s
UNDER SCANNER: Panel has
recommended that all gold
transactions be registered
using an efectronic registry

ket are unlikely to fully deter
tax avoidance motivations for
holding the asset, A more inei-
sive use of income tax data
may be required to detect tax

believes that the enforcement
of tax avoidance should be
strict,” the report of the hou-
sehold finance panel said.
The panel was set up to lo-
ok at various facets of house-
holdfinance inIndiaon there-
commendations of the sub-
committee of the Financial
Stability and Development
Council meeting last yean
The panel chaired by Ta-
run Ramadorai, professor of
financial pconomics, Imperi-
al College, London, had repre-
sentation from all the financi-
al sector regulators, RBI, SE-
Bl the Irda-and the Pension
Fund Regulatory and Deve-
lopment Authority (PERDA),
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Proposal to make PAN must for buying gold

Surojit.Gupta@timesgroup.com

New Delhi: A panel of finan-
cial regulators has proposed
that PAN card requirement
for gold transactions from je-
wellers be extended to all
transactions,andnotjust tho-
se above Rs 2 lakh and has
supported the daily cash li-
mits against the sale of gold
tocurb tax evasion.

To prevent PAN require-
ments driving gold transac-
tions underground, the com-
mittee has recommended that
all gold transactions be regis-
tered using an electronic re-
gistry suchasadepository.

“The committee also notes
that measures in the gold mar-
ket are unlikely to fully deter
tax avoidance motivations for
holding the asset. A more inci-
siveuseof income taxdatamay

be required to detect tax avoi-
dance, and thecommittee belie-
ves that the enforcement of tax
avoidanceshould bestrict,” the
report of the household finan-
cepanel said.

The panel was set up to lo-
ok at various facets of house-
holdfinance inIndiaonthere-

CURBING EVASION

commendations of the sub-
committee of the Financial
Stability and Development
Council meetinglast year.
The panel chaired by Ta-
run Ramadorai, professor of
financial economics, Imperi-
al College, London, hadrepre-
sentation fromall thefinanci-
al sector regulators, RBI, SE-
BI, the Insurance Regulatory
and Development Authority
of India (IRDAI) and the Pen-

sion Fund Regulatory and De-
velopment Authority
(PFRDA).

The committee has said
that gold holdings inIndiaap-
pear to be high compared
with other parts of the world,
and notes that Indian house-
holds can achieve higher ra-
tes of return from realloca-
ting some portion of these
gold holdings towards finan-
cial assets.

“There are multiple rea-
sons that households hold
gold. One possibility is that
the high rate of gold holdings
is evidence of tax avoidance,
or the hiding of illicit proce-
eds, and we propose steps to
address thisif so.”

“Wealsonote here that tax
incentives are an extremely
strong feature of the Indian
environment whichappearto

“nudge” investors in the di-
rection of particular financi-
al decisions, often in ways
which cannotbeexplained by
pure financial optimisation
motives,” the report said.

The panel has recommen-
ded a variant of gold bonds
currently in operation be in-
troduced, which have default
inheritance features. “In par-
ticular, variants of these certi-
ficates could be structured
such that their inheritance is
matrilineal unless the woman
has no daughters in which ca-
sesonscan inherit,” it said.

The committee has also
proposed a new variant on
the RBI sovereign gold bonds
currently in circulation be
introduced that can be physi-
callyredeemed if households
wish, and not just redeemed
in cash upon maturity.
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‘Indians tend to borrow later in life’

Households' finance landscape shows near total absence of pension wealth

SPECIAL CORRESPONDENT
MUMBAI

Indian households tend to
borrow later in life and are
more likely to reach retire-
ment age with positive debt
balances, which is a source
of risk given that they are no
longer earning income dur-
ing these years, a report of
the Household Finance Com-
mittee observed.

The committee was
formed following discus-
sions at the Financial Stabil-
ity and Development Coun-
cil headed by Tarun
Ramadorai, professor of fin-
ancial economics, Imperial
college London. It had rep-
resentation from all the fin-
ancial sector regulators.

“Despite the high hold-
ings of real estate, mortgage
penetration is low early in

Risky step: High cost debt may get households trappedin a
long cycle of interest repayments. =GeTTY IMAGES/ISTOCK

life, and subsequently rises
as households age. This is
also at variance with Indian
households’ counterparts in
other countries,” the report
said.

The report further notes
that the Indian household
finance landscape is distinct-

ive through the near total ab-
sence of pension wealth.
“Pension accounts and in-
vestment-linked life insur-
ance products exist, but they
are only used frequently by
households located in a
small group of states, while
in most other states, the con-

tribution of pensions wealth
to household wealth is negli-
gible,” it said.

Unsecured debt

The report observes high
levels of unsecured debt,
taken mostly from non-insti-
tutional sources such as
moneylenders. As such debt
generates high costs for In-
dian households, it is likely
to lead to households be-
coming trapped in a long
cycle of interest repayments,
it said.

The report notes a large
fraction of the wealth of In-
dian households is in the
form of physical assets — in
particular, gold and real es-
tate. But, it said they can be-
nefit greatly by re-allocating
assets towards financial mar-
kets and away from gold.
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RBI seeksrights-based data
privacy in household finance

PRESS TRUST OF INDIA
Mumbai, 25 August

There is a need to adopt a
rights-based privacy frame-
work in household finance,
rather than the widely preva-
lent consent-based approach
a Reserve Bank panel said
on Friday.

The household finance
committee was set up, fol-
lowing discussions in a sub-
committee of Financial
Stability and Development
Council on April 26 past year.
The RBI published the report
hours after the Supreme
Court gave its judgment
affirming privacy as a fun-

damental right on Thursday.

"We note that technologi-
cal advances like machine
learning and big data have
changed the ways in which
we process data and as a
result, have made consent a
less-than-effective tool to
protect personal privacy," the
report said.

Therefore, it is imperative
to deploy an alternative sys-
tem to protect data privacy, it
said, adding the law should
create a class of technically
skilled intermediaries autho-
rised to review algorithms
that process personal data to
evaluate whether the data is
being processed in a priva-

cy-neutral manner.

"The new privacy frame-
work should contemplate the
creation of a data commis-
sioner, who shall be respon-
sible for redress of griev-
ances as well as for
establishment of standards
of accountability and trans-
parency," it said.

"Data controllers (finan-
cial firms) will also be
responsible for ensuring
accountability, transparen-
¢y, non-discrimination and
data security while process-
ing data," the panel recom-
mended, adding they will be
held accountable for any
breach.
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‘Linking of bank loans to
reporateis in the works’

BY GOPIKA GOPAKUMAR
gopika g@iivemint com

MUMBAI

he Reserve Bank of India
(RBI) is likely to consider
linking lending rates to the
repo rate, said Tarun Rama-
dorai, chairman of an RBI-
constituted committee on household finan-
ces. Inaninterview, Ramadoraialso said lack
ofinter-regulatory coordination is the big-
gest roadblock to implementing the com-
mittee’s recommendations. Edited excerpts:
Unlike th

h byt ad

>

) from th de. What
did you find? Are Indian people stu-
pid o be investing in gold and real
estate?

aveancnormousamount of respect for

s, T
ally come ||| inan environment

hrulln-

10 prev 2 condi

IinlLlh:l\’l‘;ln normous amount of respect
for an average Indian. I don’t think people

arestupid orbackward. They are optimizing
in the face of an environment which they se
Ifan environment s goodl,
tain outcome. If the environment has got
market failures embedded in it, then it gen-
eratesother outcomes. It's not that demand
side issilly but it’s responding to an institu-
tional environment which needs to alter.
“The question is how does it alter? We have to
remove the hassle factor from institutional
loans. Changing the mllnu-nl registry,
enforcing KYC (know y
enus
that you don’t have to push
people to needless bureauc

inthe report is that people experience
amount of pain from having to dea
bureaucratic institutions. People, especially
.mlu ))ulluumlllu'mr.ull 1, when they de cal

dards within banksso mint

INTERVIEW _ not worked. Our th

Tarun i, chairman of a RBI constituted committee on household finances.

ation of rules with the view towards gather-
ingevidence. Through this process, financial
technology firms will develop the technol-
ogy inthe right way. The regulator gets com:
fort that thiswill do (welD for the market and
in the process can later regulations as well.
What also happens is that regulators will
start coordinating with each other and cross
functional products are allowed to get out
there.

RBIand banks h not exactly won

awards for their consumer focus.

What makes you believe that a repo

rate linked bank loan system will

even be on the discussion table?

1 think we are starting to see some
changes. I think this repo rate linking plus
immediate reset (of loans every month) plus
immediate pass through isall going to hap-

pen. It'sallin the works. I think my commit
techeurve. | teere |Ilﬂ|~,‘ .u,. be hely
What mak hink that b more evid thi i lnh(-:um-—
will even br understood by Indian | ful thingand T hope we will be able to see this
financial sector regulators? going forward.
Capacity problem is a well-known prob- What is the base result you hope to
lem. There are two ways to deal with the achieve with this report?

capacity problem. You either say regulator
are behind the curve and let’s not create a
new institution. In which case we haveasta-
dwetry toeffect the
in the pre-existing
system. Thisisanidea that has
ught is if

tution and populate
cutting edge within the organisati
some (cases) what you get iscapacity by
in,

ly
What are the biggest roadblocks (o

raticsituations feel sha nml
embarrassment, feel
speak the language properly
peopleare looking down on them, they feel
like financial products are products for the
elite group, What we are saying is let’s depes

SON; (-1IIuIll||\\I.1\\m‘l\ Icwmuvl«h

ph g your
tions?

Inter- regulatory coordination is goingto
be tough. You need to have consistency of
standards across different regulators.

Oneofthe other reasons why we proposed
ammlmnn. ndbox is that it isa way to get

to coordi with each other.

nology so that people d lIwith
that kind of stuff.

Are new institutions like small

finance banks, more adaptable to

technological innovations?

Itdoesn’t matter if you are a new player or
established player. One of the biggest
impediments to creating new technology is
the fact that there is a huge regulatory uncer-
inty. Hence we suggested having what is
called aregulatory sandbox and thisshould
be across-regulatory initiative and it should
be asafe space in which financial technology
firms can experiment with temporary relax-

lhm are always going to be special interests
that don't like certain prescriptions, It was
very hard initially when (former Securities
and Exchange Board of India chairman
Cl ham|m«vkh.xr Bhaskar) Bhave did the com:

fuction (for ). ltwas

I'd like to see much more financialization
nrsmnp Second, what I definitely want to
seeisanincrease: |lh('r|||~uf|n~n\mn:md
insurance take offin the country. Third one
isaswitch away from money lenders and so
on which has been a stubbornly persistent
problem towards institutionalized credit.
There I think you can’t ban informal credit
but also have to improve the provision of for-
mal credit.

How doyou expect institutions to go

about executing these simplified

financial products?

There is a role for the govern
PMIDY was quite an interesting inif
and it has worked. There have been critics
about account seeding. By and large it has
introduced people into financial system and
we should consider this a success.

We should piggyback on this initiative
and should push other stuff. The govern.
ment can’tdoit onitsown. It hasto partner
with private institutions to come out with
llu-u- pnnhu-n. There has to be |lrm|m'l

1 he gn\(‘mllwnl ugmdm (k)m)zpl:nlfurm
hey can createa PMIDY plat

universally n~\mn.1m|

form and e people can come and work

Butnow | fund indus-
try has been massive. One thing we have to
ask ourselves is can we convince people in
the long run that some of the measures we
are advocating are bet ial even though
there will be some short-run costs?

. They can createan Aadhaar
phu’urm and other institutions can work on
this. 1think that's what they should be think-
ingabout—how do we create platforms that
then private sector can come and capitalize
on.
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‘Households should have a set of
readily available financial products’

OURBUREAU

Mumbai, August 24

In order to effectively harness
the benefits of the formal fin-
ancial markets, Indian house-
holds should have aminimum
set of readily available finan-
cial products — assets, insur-
ance, liabilities, savings, and
easily annuitising land and
homes, according to the RBI's
‘Report of the Household Fin-
ance Committee’.

The products could be made
readily available, either auto-
matically “seeded” at the point
of Pradhan Mantri Jan-Dhan
Yojana (PMJDY) account open-
ing (or added later to PM]DY
accounts as a default but “opt-
out” option), or automatically
pre-qualifying households to
be able to access all of them at
the point of e-KYC for any one
of them.

“While households will have
access to the essential min-
imum ‘kit’ of assets by default,
we should require either or
both of explicit opt-ins and
mandatory education... of all
households before they access
more complex products.

“..products not on this list
could have ‘speed breakers’ as-
sociated with their take-up
and widespread distribution.

In order to move
investments towards
financial assets, the
committee advocated
removal of the tax
exemption for income
from house property

This is not to inhibit house-
holds from portfolio optimisa-
tion, but rather to permit an
opportunity for households to
reflect before taking decisions
to participate and use more
complex products,” said the
committee, chaired by Tarun
Ramadorai of Imperial Col-
lege, London. In order to move
investments towards financial
assets, the committee advoc-
ated removal of the tax exemp-
tion for income from house
property.

It also recommended that
the tax exemption which
provides for deductions on the
capital gains made on the sale
of residential property not be
tied specifically to re-invest-
ment in the property sector.
This should allow households
that wish to sell real estate and
move the proceeds into finan-
cial assets, greater incentives

to do so. Given that legitimate
collateralised lenders refuse to
lend to small borrowers —
leadingtoa greaterreliance on
non-institutional sources of
debt such as moneylenders —
the committee felt the Securit-
isation and Reconstruction of
Financial Assets and Enforce-
ment of Security Interest Act
(SARFAESI) provisions be made
applicable to smaller loan
sizes in an attempt to bring
“underground” collateralised
lending into the mainstream..

Digital applications
Given that over the coming
decade and a half, the elderly
cohort is expected to grow 75
per cent and only a small frac-
tion of this cohort has saved in
private pension plans, the
committee suggested the pen-
sions regulator issue regula-
tions to enable fully digital
end-to-end applications for
pension products and also au-
thorise Aadhaar-enabled en-
rolment for the process.
Among sector-specific pro-
posals, the panel said to help
easy comparison of loans,
banks should quote loans to
customers using the RBI repo
rate (the interest rate at which
banks borrow shortterm

funds from the central bank)
rather than based on their
own marginal cost of funds-
based lending rates (MCLR).
Further, all banks should use
the same reset period — one
month. The panelis of the view
that households should be al-
lowed the choice to shop for
the best annuity plan, and re-
commended segregating an-
nuity investment from insur-
ance investment. It also
believes there should be in-
creased transparency in the In-
dian annuity market in terms
of expenses, commissions, an-
nual fees and surrender
charges, which could reduce
payouts to  households.
Moreover, a more focussed
regulatory mechanism willbe-
nefit the market.

The proposals were made in
the backdrop of: a large frac-
tion of the wealth of house-
holds being in the form of
physical assets (particularly,
gold and real estate); house-
holds tend to borrow later in
life and are more likely to
reach retirementage with pos-
itive debt balances; debt taken
from non-institutional
sources; and low levels of in-
surance penetration (life and
non-life).
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Repo cue for home loan

OUR BUREAU

Calcutta, Aug. 25: A committee formed
to study the different facets of household
finance in India has recommended the
use of the repo rate and not the MCLR
while fixing interest rates to help borrow-
ers compare the home loans of different
banks.

The Household Finance Committee
was formed after discussions in the Fi-
nancial Stability and Development Coun-
cil in April. It was chaired by Tarun Ra-
madorai, professor of financial econom-
ics, Imperial College of London, and had
representations from the RBI, Sebi, IRDA
and PFRDA.

“Banks should quote loans to cus-
tomers using the RBI repo rate rather
than their own MCLR. To facilitate the
ease of comparison for prospective bor-
rowers at the point of purchase, every
floating rate home loan should be quoted
to prospective borrowers in the form of a
market-wide standardised rate plus
spread as opposed to the MCLR spread,”
the report said.

Explaining its recommendation, the
report said the repo rate (6 per cent at
present) did not vary across banks unlike
the marginal cost of funds based lending
rates (MCLR) of banks..

KEY PROPOSALS

@®Link home loan rates (V

to repo rate instead
of MCLR to facilitate
__comparison:

®Fixed reset penod
for floating interest . - & 3
rate loans = o

®Delivery of essential financial
products through government
__programmes such as PMJDY

®Provision of separating financial
advise from product distribution
to avoid conflict of interest

The committee has further suggested
that banks should set a fixed reset period
for one month for floating loans.

At present, the MCLR applicable on
the date of the first disbursement re-
mains in force till the next reset date, irre-
spective of the changes in the policy rate.
For instance, if the reset period is 1 year
and the repo rate comes down within 6
months, the loan rate will not change till
the reset period is complete.

Senior bankers, however, said the
MCLR rates, which take into considera-
tion the efficiency level of a bank, offered

lenders the scope to price their loans com-
petitively. Since April last year, banks
have moved to the MCLR system, which
takes into account several key factors
such as cost of borrowing, return on net-
worth and operating costs.

Physical vs financial

The report noted that a large fraction of
wealth of Indian households is in physi-
cal assets such as gold and real estate.
However, despite high holdings in real es-
tate, mortgage penetration is low in early
life and subsequently rises as households
age. This trend of Indian households bor-
rowing later in life differs from other
countries.

“If households in the middle-third of
gold holdings distribution re-allocated a
quarter of their existing gold holdings to
financial assets, on an average they could
earn an amount equivalent to 0.8 per cent
of their annual income per year,” the re-
port said.

For households in the top third of the
gold holdings distribution, the annual in-
come from re-allocating a quarter of their
holdings to financial assets is 3.4 per cent.

The report also proposed the creation
of aregulatory sandbox with easier rules
to allow regulators to collect empirical ev-
idence leading to better policy solutions.
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MUMBAI: There is a need to
adopt a rights-based privacy
framework in household fi-
nance rather than the widely
prevalent consent-based ap-
proach, a Reserve Bank panel
has said. “(We) suggest adop-
tion of a rights-based privacy
framework in contrast with
the more common consent -
based privacy framework,”
the report of the Household
Finance Committee of the cen-
tral bank said.

The panel was set up follow-
ing discussions in a sub- com
mittee of Financial Stability and
Development Council on April
26 last year. The RBI published
the report hours after the Su
preme Court gave its landmark
judgement affirming privacy as
a fundamental right on Friday.
“We note that technological
advances like machine learning
and big data have changed the
ways in which we process data

HIGHLIGHT

@ ‘The panel was set up following discussions in
a sub- committee of Financial Stability and
Development Council on April 26 last year’

4 Continued lack of clear privacy regulations
presents an ever-increasing risk to personal

privacy.

and as a result, have made con-
sent a less-than- effective tool
to protect personal privacy,”
the report said.

Therefore, it is imperative to
deploy an alternative system to
protect data privacy, it said,
adding the law should create
a class of technically skilled
intermediaries authorised to
review algorithms that pro
cess personal data to evalu
ate whether the data is being

processed in a privacy- neu-
tral manner. “The new privacy
framework should contemplate
the creation of a Data Commis
sioner who shall be respon-
sible for redress of grievances
as well as for establishment of
standards of accountability and
transparency,” it said.

“Our current belief is that
rather than consent, a robust
privacy framework in the mod
ern world may call for a rights

RBI panel seeks rights-hased data
privacy in household finance

based approach,” it said. “Data
controllers (financial firms) will
also be responsible for ensuring
accountability, transparency,
non- discrimination and data
security while processing data,”
the panel recommended, add-
ing they will be held account-
able for any breach.

Noting that “all financial
technology solutions require
the use of households’ per-
sonal information, a form of
wealth in itself”, the com-
mittee said it is “worried” the
country lacks a formal legal
framework for data protection.
“There is no formal privacy
statute and the closest thing
toa formal privacy law is in the
rules enacted under Section 43A
of the IT Act of 2000 that spell
out, in general terms, privacy
obligations that apply to any
one who collects and processes
sensitive personal data,” the
report said. PTI
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here is a need to adopt a

rights-based privacy frame-
work in household finance
rather than the widely prevalent
consent-based approach, a
Reserve Bank panel has said.
“(We) suggest adoption of a
rights-based privacy framework
in contrast with the more com-
mon consent-based privacy
framework;” the report of the
Household Finance Committee
of the central bank said.

The panel was set up fol-
lowing discussions in a sub-
committee of Financial Stability
and Development Council on
April 26 last year. The RBI pub-
lished the report hours after the
Supreme Court gave its landmark
judgement affirming privacy as
a fundamental right on
Thursday. “We note that tech-
nological advances like machine
learning and big data have
changed the ways in which we
process data and as a result, have
made consent a less-than- effec-
tive tool to protect personal pri-
vacy, the report said.

Therefore, it is imperative to
deploy an alternative system to
protect data privacy, it said,
adding the law should create a

The new privacy framework should
contemplate the creation of a Data
Commissioner who shall be responsible for
redress of grievances as well as for

of

f
and transparency. Our current belief is that

bility

rather than consent, a robust privacy
framework in the modern world
may call for a rights-based approach

class of technically skilled inter-
mediaries authorised to review
algorithms that process person-
al data to evaluate whether the
data is being processed in a pri-
vacy- neutral manner.

“The new privacy frame-
work should contemplate the cre-
ation of a Data Commissioner
who shall be responsible for
redress of grievances as well as for
establishment of standards of
accountability and transparency,”
itsaid. “Our current belief is that
rather than consent, a robust pri-
vacy framework in the modern
world may call for a rights-
based approach,” it said.

“Data controllers (financial
firms) will also be responsible for
ensuring accountability, trans-
parency, non- discrimination
and data security while process-
ing data” the panel recom-
mended, adding they will be held

accountable for any breach.
Noting that “all financial tech-
nology solutions require the use
of households' personal infor-
mation, a form of wealth in
itself”, the committee said it is
‘worried’ the country lacks a for-
mal legal framework for data pro-
tection.

“There is no formal privacy
statute and the closest thing to a
formal privacy law is in the rules
enacted under Section 43A of the
IT Act of 2000 that spell out, in
general terms, privacy obligations
that apply to anyone who collects
and processes sensitive personal
data,” the report said. “Continued
lack of clear privacy regulations
presents an ever-increasing risk to
personal privacy;” it said. In most
countries, privacy and data pro-

extent to which data are available
for both transactional and

research purposes, it noted. The
committee was headed by Tarun
Ramadorai, a professor in finan-
cial economics at Imperial College
London, and had representatives
fromall financial regulators. Most
of its recommendations are not
mandatory and open for public
comments at present.

The panel was also of the
view that there should be a
mandatory catastrophe insur-
ance with automatically triggered
pay-out in zones with high nat-

ural disasters like floods and
earthquakes risks, Ramadorai
said, adding that this was the only
mandatory suggestion made by
the panel. “The panel suggested
a set of standardised norms
across regulators for financial
advice, supported with a fiduc;
ry standard for financial advisers,’
Ramadorai told PTI over phone
from London. The panel also
proposed simple home insurance
policy covering structure and
contents at a low premium.
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