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The country’s grand November
credit bubble should worry us

What Europe needs to watch
as it plans its own e-currency
It may yield a strategic advantage but can also endanger its banks

A steep rise in personal loans over the festive season, coupled with stagnant credit to industry, portends a surge in defaults
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he festival and wedding season is under
way in full swing. Optimism is in the
air, with the Sensex at an all-time high.
Post Joe Biden’s victory in the American presidential election, capital is
flowing into India, bolstered by hopes
of Pfizer’s vaccine rolling out soon. Finance secretary Ajay Bhushan Pandey in an interview pointed
to a rise in goods and services tax receipts in September and October, and e-way bills in October, as
indicative of a robust recovery. Many noted economists and columnists have concluded likewise.
Since these increases are year-on-year, not
monthly or quarterly, they have emphasized that
these data do not reflect the immediate bounceback after the lifting of India’s lockdown, but capture the longer term momentum of the economy.
Whether this is sustainable remains to be seen.
Instead of gross domestic product crystal ball
gazing, this article highlights a disturbing financial
trend. Over the last few years, bank credit to industry has been shrinking, while that to consumers
has been growing rapidly. Expansion of personal
loans is not problematic per se if job and income
growth are robust, enabling them to smoothly pay
off their loans, while new loans are incurred.
However, the weakness in bank lending to
industry suggests a long-term slowdown in
growth, leading to job losses. As a result, consumers without jobs and income will be unable to pay
back the huge debts they are now incurring. The
huge credit expansion underway in the financial
system, from banks to online outlets and beyond, is
very lopsided and fundamentally unsustainable.
To support this view, let us scrutinize trends in
the sectoral deployment of bank credit, on which
the Reserve Bank of India (RBI) puts out very useful data. Total non food credit outstanding was
₹91.173 trillion at the end of September 2020. This
comprised four broad categories: Agriculture,
industry, services and personal loans. Shares of
these in total credit were 13.1%, 32.2%, 27.4% and
27.3%, respectively. It is vital to note that the shares
of services and personal loans are above a quarter
each, and fairly close to that of industry.
Within industry, there are three sub-categories:
first, micro and small firms, then medium, and
finally large firms. In the 12 months ended September 2020, credit to industry was flat—actually it fell
by a tiny ₹184 crore. Among these sub-categories,
credit to micro and small firms and large firms
both fell a bit, while it grew 14.5% to medium-sized
firms, boosted by finance minister Nirmala
Sitharaman’s fiscal package.
In sharp contrast to industry, personal loans
grew by 9.2%. Despite the decline in many categories of personal loans post covid, the miscellaneous
category, of “other personal loans” rose 13.2% over
the year and 2.5% in the six months after March. If

outstanding personal loans rise, that need not be
ominous in itself. On the contrary, it may reflect a
dynamic, flexible system that allows its participants to cope with the corona calamity.
To buttress the conclusion that growth in credit
has been lopsided, we should pay close attention to
the pre-covid data over a longer period. This is
because data for the most recent year has been
hugely distorted and depressed by the pandemic
and various subsequent policies.
In the five-year period ended September 2019,
credit to industry grew by a measly 2.0%, while
that for personal loans grew by 16.6%. The share of
industry in total credit fell from 44.1% to 32.1%
while that of personal loans rose from 19.2% to
27.3% over this five-year period.
A critic could argue that the focus on credit to
industry is misplaced. If the services sector grows
rapidly, and creates jobs and incomes, why be
obsessed with physical manufacturing? After all,
India’s strength is information technology services, just as China’s is manufacturing. While this
point is valid, within services the sub-category of
loans to non-bank financial companies grew by a
whopping 30.5% in the year ended September
2019, and by 12.5% by September 2020. The share
of this sub-category of non-banking financial company lending (in total non-food credit) rose from

5.2 % in 2014 to 8.3 % in 2020. Arguably, this
reflects excessive financialization of the economy,
and not healthy growth.
Going beyond bank data, there is a dangerous
explosion of credit underway fostered by the digitization of the process of granting credit—as distinct from the mere digitization of payments, such
as the use of a debit card to replace cash payments.
Card machines in smaller towns are emerging as
the new agents for consumer durable loans sold
against equated monthly instalments (EMIs) at
point-of-sale machines.
Many internet retailers are enticing naïve customers by packaging the price discount they are
offering on products as “zero cost EMIs”. One may
ask, what precisely has RBI done to tackle this
credit bubble? What exactly has former deputy
governor Viral Acharya, vocal about fiscal dominance and bad public sector banks, written about
this personal loan expansion?
Such an explosion of credit pushes policymakers
to keep the economy growing very fast to avoid
loan defaults, even though the covid or inflation
situation may warrant restrictions. “Buy now, pay
later”. “Hurry now, worry later”. With a grand
Diwali credit bubble underway, all one can do is
wish the reader and consumer a happy and creditable Diwali season.

he European Central Bank (ECB)
appears serious about a digital euro.
Barely a month after the central
bank issued a major report on the topic,
and opened a public consultation, president Christine Lagarde said “her hunch” is
that the euro zone could have its own electronic currency within two to four years.
Provided the rest of the institution’s governing council agrees with her, this could
put the ECB well ahead of other major
western central banks.
Lagarde’s eagerness appears, above all,
strategic. The euro zone faces the same
risks and opportunities as other economies
in issuing digital money. But the currency
union’s monetary guardians may sense a
rare opportunity to challenge the dollar’s
dominance, a long-coveted objective. The
problem will be seizing this chance without
compromising the smooth functioning of
the financial system.
The idea behind central bank digital currencies is relatively straightforward. The
use of cash is declining, as consumers
switch to electronic payments. There’s
growing interest, too, in peer-to-peer payments. Some private providers have been
working on digital currencies, such as
Facebook Inc. and Libra.
As the custodians of legal tender and the
monetary system, it makes sense for central banks to get involved. Digital currencies could also help them implement heterodox forms of monetary policy, including
“helicopter drops” that would go directly to
the digital wallets of individual citizens.
There are significant risks, though. The
main one is the relationship of an “e-euro”
with the banking system. People may perceive central bank digital wallets as much
safer than traditional bank deposits. After
all, a central bank can’t go bust. So it’s possible money would flock to them, especially during times of financial stress. This
could destroy the banking system as we
know it or, at the very least, force lenders to
pay higher deposit rates to keep customers.
Some central banks are moving faster
[with] digital currencies. The Riksbank in
Sweden is the pioneer, while the People’s
Bank of China is in the lead among the
world’s main monetary authorities.
The ECB clearly doesn’t want to be left
behind, although this doesn’t seem to be
driven by Europe’s citizens suddenly going
cold on cash. A study from the Bank for
International Settlements shows the use of
card payments in the euro area is far less
widespread than in other areas.
Card usage will have increased over the
past few years, probably accelerated by the

ECB chief Christine Lagarde seems keen to
take on the US dollar’s dominance
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pandemic, but the value of electronic and
cash payments at the point of sale in the
euro area is still roughly equivalent, with
cash accounting for about three-quarters
of these transactions.
So why does Lagarde want to go faster
than other Western central banks?
Since the start of her presidency a year
ago, she has tried to bring the ECB closer to
the euro zone’s citizens. A digital currency
may be one way to prove the central bank’s
usefulness. The more obvious explanation
is the challenge to the dollar’s longstanding
dominance. The share of the euro across
various indicators of international currency use averaged about 19% in 2019,
close to historical lows. If one looks at international deposits, roughly 20% of the outstanding amount was in euros, while more
than 50% was in the dollar.
The ECB’s Report on a Digital Euro, published last month, said explicitly that “the
Eurosystem might consider issuing a digital euro in part to support the international
role of the euro, stimulating demand for
the euro among foreign investors.” This
makes sense. There is a clear first-mover
advantage for a central bank digital currency, since international investors would
flock to store their money with the ECB.
The Fed has been much more cautious
about a digital dollar.
There are always risks with being a pioneer. The ECB must ponder the implications for its banks, which could lose a cheap
way of making money if their card businesses were sidelined. Fabio Panetta, the
member of the ECB executive board spearheading this exercise, and Ulrich Bindseil,
a senior ECB official, have proposed a
clever remuneration system to limit the
amount of money stored at the central
bank: Holdings of more than 3,000 e-euros
would carry an interest rate that’s less
attractive than that of commercial banks.
While this strategy would be effective
during times of financial calm, it’s unlikely
to prevent a flight to safety during a panic.
The central bank could lower that interest
rate on bigger deposits during a crisis, to
limit the risk of a bank run. But even that
may be insufficient to dissuade depositors.
The ECB is right to consider digital currencies but it should proceed cautiously.
The rush wouldn’t be worth a frailer banking system.
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The corporate hush over mental health can prove costly
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he covid-19 pandemic seems to have
increased attention on mental health
issues at workplaces, going by the
number of articles in the media. The World
Economic Forum had featured mental
health as a global challenge. The head of
Blackrock, the $6.5 trillion investment firm,
has people looking into mental health challenges and their implications for companies
and society as a whole. More and more CEOs
are turning their focus to mental health,
given the big issue that it has become.
A global report finds that 18% of global
depression cases emanate from India.
Another survey of 200,000 professionals in
India found that about half of them suffered
extreme stress at work. Adjusted for population size, India may rank first in the incidence of mental disorders.
The workplace is a major source of mental
affliction, especially this covid year, with
high anxiety being experienced over careers
and financial stability. Research suggests
that nearly 80% of employees find their jobs

no less stressful now than before, and 75%
say they don’t have good friends at work.
Trillions of dollars could be lost by way of
productivity losses. Employers should learn
and educate their staff about this problem.
Companies need to stop treating mental
afflictions as less important than physical illnesses, and provide more comprehensive
coverage as part of their medical benefits,
while working to reduce the stigma associated with these. Enterprises and mental
healthcare providers need to employ treatments that use the latest findings of neuroscience research. These studies promise
effective treatments for conditions such as
anxiety and depression.
Unfortunately, many people with serious
mental illness do not receive care. About a
third of US adults with major depression do
not get treatment, and the figures are comparable for other forms of mental disorders.
Not many Indian companies and insurance
providers cover mental health as part of their
policies. They seem not to have realized that
they bear a lot of the costs of stress-affected
workers. It is imperative that employers
address mental health issues, not just by providing medical benefits, but also by fostering
a workplace culture of good physical and
mental health through management prac-

tices that promote well-being.
Employers and governments need to do
more. The Indian government should follow
the US administration in passing a mental
health parity law, mandating equal coverage
for mental and physical illness. The big gaps
that exist in coverage and access need to be
closed. Even in the US,
2015 data shows that bills
for behavioural care were
4-6 times more likely to be
borne out-of-pocket than
medical or surgical care,
and insurers paid 20%
more for the same types of
care than they paid addiction or mental health specialists. Clearly, employees
have more difficulty
accessing mental healthcare and pay more for it,
which deters many from
seeking professional help.
Another deterrent is the stigma associated
with a loss of mental health. Another difference comes from the sense that a mental
affliction is not a “real” illness like cancer,
which is completely incorrect. Neuro-imaging studies done at Stanford University show
physiological changes in the brain associ-

ated with depression.
Keeping mental health issues hushed up
and making access to care for it more costly
and difficult only leads employees to hide
their problems instead of having them
addressed, which tends to perpetuate the
overall problem and push up eventual costs.
In the current workfrom-home era, many companies have sought the help
of experts like MHFA-India
and Pre2Doc to educate
employees on mental suffering, encouraging them
to seek help and offer support to colleagues who
might be struggling with
such issues. More employers should make such
moves to get mental health
out of the shadows.
Most employers have
underemphasized mental
health in part because they have not understood the scope of the problem. People hide
mental disorders because they don’t think of
these as “health” related, and see treatment
options as unbounded in scope and even
ineffective. That is why recent advances in
developing a precision psychiatry approach
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to the diagnosis and treatment of depression
may be vital.
A number of studies relate mood disorders such as anxiety and depression to particular dysfunctions of brain circuitry. When
neuroimaging-derived diagnoses are
matched with treatments, patient improvement rates are observed to be much higher.
Unfortunately, there remains a large gap
between scientific advances and their application in clinical practice. In some sense, this
is not surprising. The implementation of
clinical guidelines is a significant challenge
in all branches of medicine.
In mental health, that problem is compounded by the factors mentioned earlier.
Nonetheless, there do exist more and less
effective treatment regimens, depending on
the specifics of the brain circuit dysfunctions. Companies should join hands with
their group insurance providers to push for
using the most up-to-date evidence-based
protocols in treatment, just as they do with
physical health treatment.
Mental illness is enormously costly, both
to employers and society. Yet, it remains
stigmatized, underinsured and woefully
undertreated. Employers and governments
should act swiftly on the matter and make
lives less depressing for people.

