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A big push for education 
Issues: disruption of education and inequality 

Crux: The pandemic gives us a chance to make education systems more 

inclusive, flexible, and resilient. 

Education disrupted 

1. The pandemic has negatively affected learning outcomes for students globally 

and we should innovate and combine resources to invest more in education. 

2. In India, more than 1.5 million school closures affected about 286 million 

schoolchildren. This added to the six million girls and boys who were already 

out of school prior to the crisis. 

3. Because of dire fiscal challenges and the overwhelming need to prioritise 

public health and social safety spending, global education financing has been 

significantly reduced.  

4. UNESCO estimates that of the $11.8 trillion global COVID-19 fiscal 

response, a mere 0.78% (or $91 billion) was allocated to education, with $73 

billion spent in high-income countries. 

5. These shifts in public expenditures were mainly driven by ICT measures to 

support the delivery of education through a mix of radio, television, and 

mobile technology, as well as the home delivery of printed learning materials 

for the most vulnerable students who are excluded from technology. 

A clarion call 

The learning crisis brought about by the pandemic therefore represents a clarion 

call to governments, development partners and businesses to increase funding and 

make education systems more resilient, inclusive, flexible, and sustainable. 

 

In agri-credit, small farmers are still outside the fence 
Issues: agricultural credit failures and way forward 

Agri Credit Need and Failure: To enable small farmers to diversify their crops 

or improve their income they must have access to credit at reasonable rates of 

interest. This has been an agenda of the triad of the Centre, the States and the 

Reserve Bank of India (RBI) for decades. Unfortunately, while the volume of 
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credit has improved over the decades, its quality and impact on agriculture have 

only deteriorated. Agricultural credit has become less efficient in delivering 

agricultural growth. Over 85% of farmers’ income remain stagnant over the years. 

In 2011-12, the target was ₹4.75-lakh crore; now, agri-credit has reached the 

target of ₹15-lakh crore in 2020-21 with an allocated subsidy of ₹21,175 crores.  

Problems with Agri credit 

1. In the last 10 years, agriculture credit increased by 500% but has not reached 

even 20% of the 12.56 crore small and marginal farmers.  

2. The bulk of subsidised agri-credit is grabbed by big farmers and agri-business 

companies. 

3. In 2017, 53% of the agriculture credit that the NABARD provided to 

Maharashtra was allocated to Mumbai city and suburbs, where there are no 

agriculturists, only agri-business. It made indirect loans to dealers and sellers 

of fertilizers, pesticides, seeds and agricultural implements undertaking work 

for farmers. 

Many irregularities 

1. A review by the RBI in 2019 found various inconsistencies. It found that in 

some States, credit disbursal to the farm sector was higher than their 

agriculture gross domestic product (GDP) 

2. Also, the ratio of crop loans disbursed to input requirement was very unevenly 

distributed. Examples are in Kerala (326%), Andhra Pradesh (254%), Tamil 

Nadu (245%), Punjab (231%) and Telangana (210%). This shows the 

diversion of credit for non-agriculture purposes.  

3. One reason for this diversion is that subsidised credit disbursed at a 4%-7% 

rate of interest is being refinanced to small farmers, and in the open market at 

a rate of interest of up to 36%. 

Way Forward 

1. The way forward is to empower small and marginal farmers by giving them 

direct income support on a per hectare basis rather than hugely subsidising 

credit.  
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2. Streamlining the agri-credit system to facilitate higher crop loans to farmer 

producer organisations, or the FPOs of small farmers against commodity 

stocks can be a win-win model to spur agriculture growth’. 

3. With mobile phone penetration among agricultural households in India being 

as high as 89.1%, the prospects of aggressive effort to improve institutional 

credit delivery through technology-driven solutions can reduce the extent of 

the financial exclusion of agricultural households.  

 

After the storm 
Issues: NBFC regulatory reform and financial stability 

The RBI has proposed a significant shift in its regulatory approach towards 

India’s non-banking financial companies (NBFCs), from a general approach of 

light-touch regulation to one that monitors larger players almost as closely as it 

does banks. If implemented, this could be the biggest overhaul of the regulatory 

framework for such finance companies (or shadow banks) in over two decades.  

Size and Impact of the NBFCs  

1. The size of NBFC balance sheets is more than a quarter of that of banks’ 

balance sheets, from just about 12% in 2010.  

2. While this growth is a reflection of how lighter regulations have given them 

the flexibility to meet a range of financing needs, from home loans to 

microfinance and large infrastructure projects, it also manifested into a 

systemic risk.  

3. And that risk was apparent when one of the largest infrastructure investment-

focused NBFC players, IL&FS, unravelled in 2018, with its payment defaults 

catalysing a crisis for the entire sector.  

New 4 tiered regulatory structure for NBFCs 

1. RBI has sought to strike a balance between the need to be nimble and mitigate 

systemic risks, with a four-tiered regulatory structure.  

2. The regulatory and supervisory framework of NBFCs will be based on a four-

layered structure — the base layer (NBFC-BL), middle layer (NBFC-ML), the 

upper layer (NBFC-UL) and the top layer. 
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A laissez-faire approach for smaller NBFCs (NBFC-BL) 

If the framework is visualised as a pyramid, the bottom of the pyramid, where 

least regulatory intervention is warranted, can consist of NBFCs currently 

classified as non-systemically important NBFCs (NBFC-ND), NBFCP2P lending 

platforms etc.   

Plugging the arbitrages available to mid-sized NBFCs vis-à-vis banks 

(NBFC-ML) 

1. Moving up, the next layer may comprise NBFCs currently classified as 

systemically important NBFCs (NBFC-ND-SI), deposit-taking NBFCs 

(NBFC-D), Housing Finance Companies HFCs etc. 

2. The regulatory regime for this layer shall be stricter compared to the base 

layer. Adverse regulatory arbitrage vis-à-vis banks can be addressed for 

NBFCs falling in this layer in order to reduce systemic risk spill-overs, where 

required.  

Upper layer: bank-like regulation 

1. The next layer may consist of NBFCs identified as ‘systemically significant’. 

This layer will be populated by NBFCs having a large potential of systemic 

spill-over of risks and the ability to impact financial stability. 

2. Imposing tougher ‘bank-like’ capitalisation, governance and monitoring 

norms for the largest players (NBFC-UL) and those which could pose a 

systemic risk due to the nature of their operations. 

Top-most layer for regulatory emergency 

A top tier has been envisaged with even more scrutiny, but the RBI wants to 

ideally use this approach only when a certain large player poses ‘extreme risks’.  

Mains Question: 

1. “Financial stability and confidence in the banking and financial sector is a 

‘public good’”. In the light of the above statement discuss irregularities in the 

sector in recent years, impact on the economy and the way forward. 



 

5 

 

25.01.2021   Monday 

 

 

About NBFCs: 

India’s non-banking financial companies (NBFC) sector — also known as the 

shadow banking system that provides services similar to traditional commercial 

banks but outside normal banking regulations. 

An NBFC is a company registered under the Companies Act, 1956 engaged in 

the business of loans and advances, acquisition of shares/bonds issued by 

Government or local authority, leasing, hire-purchase, insurance business, chit 

business but does not include any institution whose principal business is that of 

agriculture activity, industrial activity, purchase or sale of any goods (other than 

securities) or providing any services and sale/purchase/construction of the 

immovable property. 

NBFCs in India include not just finance companies, but also a wider group of 

companies that are engaged in investment, insurance, chit fund, Nidhi, merchant 

banking, stockbroking, alternative investments etc. as their principal business. 
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NBFCs lend and make investments and hence their activities are akin to that of 

banks; however, there are a few differences as given below: 

1. NBFC cannot accept demand deposits (Time Deposit allowed); 

2. NBFCs do not form part of the payment and settlement system and cannot 

issue cheques drawn on itself; 

3. The deposit insurance facility of Deposit Insurance and Credit Guarantee 

Corporation is not available to depositors of NBFCs, unlike in case of banks. 

Following are the types of NBFCs: The NBFCs are categorised on the basis of 

liabilities and activity. New 4 tier structure also uses these as basis size, 

significance and activity as shown. 

 

 


