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Policy

Was the excessively cosy relation-
ship between the financial sector
and policy-makers a leading factor
in both the financial crisis and the
subsequent soft-peddling towards
some key players? 

On December 31, 2007, The Wall
Street Journal reported that Ame-
riquest Mortgage and Country-
wide Financial, two of the largest
mortgage lenders in the US, spent
$20.5 million and $8.7 million re-
spectively in political donations,
campaign contributions, and lob-
bying activities from 2002 through
2006 to defeat an anti-predatory
lending legislation that could have
mitigated reckless lending prac-
tices.

Such lobbying is not unusual. Ci-
tigroup, for instance, is reported to
have lobbied intensively against
the Predatory Lending Consumer
Protection Act of 2001 aimed at
putting tighter restrictions on
lenders (spending a total of $3 mil-
lion over January-June 2002).
Needless to say it was never signed
into law.

Despite such anecdotal evidence,
formal analysis of the political
economy factors underlying the
crisis has been scant. A recent
NBER paper* tries to correct this.
It asks whether lobbying lenders
behaved differently from non-lob-
bying lenders during 2000-07 and
how they performed in 2008. 

It identifies all federal bills tar-
geted by the financial industry lob-
bying and focuses on the lobbying
specifically aimed at rules and reg-
ulations of consumer protection
in mortgage lending, underwrit-
ing standards, and securities laws.
It finds lenders that lobbied more
intensively (i) originated mortgag-
es with higher loan-to-income ra-
tios (ii) securitised a faster grow-
ing proportion of loans originated;
and (iii) had faster growing mor-
tagage loan portfolios 

It finds faster relative growth of
mortgage loans by lobbying lend-
ers during 2000-

06 was associated with higher de-
linquency rates in 2008. Also lobby-
ing lenders experienced negative
abnormal stock returns at the time
of the failures of Bear Stearns and
Lehman Brothers, but positive ab-
normal returns around the an-
nouncement of the bailout pro-
gram. Finally, it examined the
determinants of how bailout
funds were distributed and found
that being a lobbying lender was
associated with a higher probabili-
ty of being a recipient of these
funds.

Thus the findings indicate that
lobbying was associated ex ante
with more risk-taking and ex post
with worse performance. This is
consistent with some lenders be-
ing more likely to benefit from lax
regulation: these lenders lobbied
more aggressively; the ensuing lax
regulatory environment allowed
them to engage in riskier lending;
and such lending exposed them, di-
rectly or indirectly, to worse out-
comes during the crisis. Interest-
ingly, the market anticipated
lobbying lenders to benefit more

from the bailout, and they indeed
did, perhaps because they were hit
harder by the crisis and/or be-
cause they had closer connections
to policymakers.

Why are some lenders more like-
ly to benefit from lax regulation?
Possibly because they specialise
in catering to riskier borrowers;
or, they may be overoptimistic
and may have honestly underesti-
mated the likelihood of an ad-
verse shock. Then, these lenders
may have lobbied to signal their
private information to the policy-
maker and prevent tighter regula-
tion that would otherwise have re-
stricted profitable lending
opportunities. If lobbying lend-
ers are specialised or overopti-
mistic, their motive for lobbying
is consistent with information-
based theories.

Alternatively, some lenders may
have distorted in-
centives and
might have lob-
bied to create a
regulatory envi-
ronment that al-
lowed them to ex-
ploit short-term
gains at the cost of
long-term profits.
An extreme view
could be that cer-
tain lenders en-
gaged in special-

ised rent-seeking and lobbied to
increase their chances of prefer-
ential treatment, eg, a lower prob-
ability of scrutiny by bank super-
visors or even a higher
probability of being bailed out in
the event of a financial crisis.

Overall, the paper suggests the
political influence of the financial
industry played a role in the accu-
mulation of risks, and hence, con-
tributed to the financial crisis. At a
time when we are seriously consid-
ering allowing more private play-
ers into the banking space and
there is growing evidence of the
nexus between business and poli-
cy-makers, the findings of the pa-
per make for sober reflection.

*A Fistful of dollars: Lobbying
and the financial crisis: S Deniz
Igan, Prachi Mishra and Thierry
Tressel, NBER Working Paper
17076
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The political influence of the financial industry

was a key factor in the financial crisis 
AMIT KAPOOR

A
griculture has to feed 1.2 billion In-
dians. But while the economy grew
7.4% in 2009-10, agriculture grew

by just 0.2%. The production of food-
grains grew 1.96% per annum from 2001-
10 while the area to produce food-grains
has just increased by 0.3%. Meanwhile
the population has increased over 17%
over the period 2001-11. How can we in-
crease farm productivity?

Public spending which varies across
states, has to increase. States like Delhi
and Sikkim spent more than Rs 7,000 per
hectare but Rajasthan spent less than Rs
330 per hectare on average between 2001-
10. Many farmers in India don’t have ac-
cess to enough capital to buy seeds & fer-
tilisers. Land holdings are also small, re-
stricting production. Without more
public spending yields can’t go up. 

More foodgrains have to be produced
for every hectare to feed our people. Guj-
arat and Chhattisgarh have improved
their productivity by more than 90% and
70% respectively but are still behind
Punjab and Haryana. In Tamil Nadu and
Karnataka, productivity fell in 2009-10
compared to 2001. Higher productivity
can also help farmers gain from higher
food prices. In UP, Rajasthan, Orissa,
and Himachal Pradesh more than half
of the workforce is engaged in agricul-
ture but at very low labour productivity,
defined as agricultural GDP divided by
total agricultural workforce. This shows
how much states can leverage their agri-
cultural workforce for development.

The agricultural workforce is estimat-
ed to be 286 million in 2010 against 234
million in 2001. But the percentage of to-
tal workforce engaged in agriculture
has fallen from 58% in 2001 to 55% in
2010. At the same time, the contribution
of agriculture to GDP fell from 23.2% to
17.7%. Despite a bigger workforce in
agriculture, the contribution of agricul-

ture in the Indian economic growth has
come down drastically.

Agriculture in different states is still
driven by the traditional methods of cul-
tivation, limited awareness about crop
information systems, new seed and fer-
tilisers and has huge dependence on
weather. The problem lies back deep in
the lack of robust policy initiatives and

special purpose vehicles dedicated for
agriculture in many states. Different
schemes of the government are limited
in terms of reach and access by the poor
farmers. The agriculture sector needs
more marketing assistance and training
of farmers on new high-yielding tech-
nology so that they can increase their
per capita GDP by getting both the right
price and increasing the yield. 

The states can be classified into three
categories depending on the type of
strategy they need to follow to improve
their agricultural and labor 
productivity.
"Value-Chain Enhancement Strategy

These states which
have higher agricultural
productivity & GDP
must invest in develop-
ing food value-chains for
timely supply. These
states can enter the prof-
itable, value added seg-
ment of food-processing.
These include: Punjab,
Haryana, Andhra Pra-
desh, Goa, Tripura, Del-

hi and West Bengal.
"Technology- Upgradation Strategy
The states at the middle of agricultural

productivity need to invest in new infor-
mation systems, introduce high yield
seeds, quality fertilisers and equip-
ment. These include: UP, Uttarakhand,
Meghalaya, Nagaland, Tamil Nadu, 
Kerala, J&K, Himachal Pradesh and
Gujarat.
" Investments Strategy
The laggards need to invest heavily to

train farmers about good farm practices
and high yield methods. Interest-free
loans, subsidised seeds and fertilisers
are needed in Rajasthan, Bihar, Orissa,
Assam, Mizoram, Arunachal, Sikkim,
Jharkhand, Maharashtra, Madhya Pra-
desh, Chhattisgarh and Karnataka.

(The author is with Institute for 
Competitiveness)

Boosting Farm Performance
For a Farm Boost

PUNJAB

75,423

1,43,087

4,032

4,148

HARYANA

40,858

80,355

3,060

3,383

UTTAR PRADESH

17,376

29,450

2,105

2,260

BIHAR

9,979

12,473

1,694

1,570

WEST BENGAL

31,660

44,358

2,231

2,561

MAHARASHTRA

16,961

28,496

757

1,074

ANDHRA PRADESH

19,925

36,825

2,089

2,441

KARNATAKA

25,070

26,346

1,412

1,350

KERALA

60,633

79,367

2,094

2,896

TAMIL NADU

17,451

22,704

2,461

2,434

Labour and agricultural productivity in 10 major states

Labor Productivity (In `)  2001  2010e,     Agricultural Productivity  2001  2010

Source: Planning Commission, Govt of India

Three different strategies,
not one plain vanilla
formula, will help boost
farm productivity in
India’s states

The farm
sector needs
marketing
assistance
and training
of farmers on
new
technology to
boost yields 

K S PARTHASARATHY

The rarest of rare occurrence of a strong
earthquake and a devastating tsunami
caused the accident at Fukushima Daiichi
nuclear power station. Countries all over
the world decided to have a close look at
their own reactors, especially those of ear-
lier vintage. The first two nuclear power
reactors at Tarapur Atomic Power Station
(TAPS 1&2) went commercial in 1969. Are
these Indian reactors safe?

Safety of Indian reactors has been under
constant review. When TAPS 1&2 complet-
ed 32 years of operations, the Atomic Ener-
gy Regulatory Board (AERB) directed Nu-
clear Power Corporation of India Limited
(NPCIL) to assess the actual condition of
the plant vis-à-vis current safety require-
ments.

AERB reviewed the operating experi-
ence, ageing management programme
and assessed the residual life of all safety
related components and systems of these
reactors. Subsequently, AERB included
seismic re-evaluation in the review.

NPCIL and AERB used the safety report
INSAG 8 titled “Common Basis for Judg-
ing Safety of Nuclear Power Plants (NPPs)
Built to Earlier Standards” of Internation-
al Atomic Energy Agency (IAEA) and NU-
REG 800 issued by US-NRC as the standard

review plan along with AERB documents
for the analysis.

They verified whether adequate redun-
dancy and diversity is provided for the
safety systems of TAPS and considered de-
fence-in-depth, physical and functional
separation of components and common
cause failure vulnerabilities.

First order assessments based on the ex-
amination of surveillance specimens indi-
cated that the Reactor Pressure Vessels are
safe. Non-replaceable components such as
suppression pools, reactor containment,
common chamber and other civil structur-
es were found in healthy state. 

NPCIL put in place a programme to in-
spect them regularly.

AERB reviewed the seis-
mic re-evaluation of
structures, systems and
components of TAPS 1 &
2, carried out by NPCIL
using IAEA Safety Re-
ports Series No. 28 on
‘Seismic re-evaluation of
existing nuclear power
plants’. NPCIL remedied
the shortfalls.

During the planned
shutdown between Octo-

ber 2005 and February 2006, NPCIL imple-
mented the following safety upgrades: In-
stallation of three new diesel generators of
higher capacity and unit-wise segregation
of power supplies to avoid common cause
failures; segregation of some other shared
systems such as those for shutdown cool-
ing and fuel pool cooling; addition of an in-
dependent set Control Rod Drive pumps to
strengthen the emergency feed water sup-
ply to the reactor; addition of a supplemen-

tary control room and extensive upgrada-
tion of fire protection systems.

Since NPCIL addressed the outstanding
safety issues satisfactorily, AERB deter-
mined that the reactors are safe to operate
and renewed their authorization for oper-
ation in February 2006.

The Fukushima accident provided a
wake up call to the nuclear industry to con-
sider the impact of simultaneous occur-
rence of natural disasters on the safety of
the plants. AERB has set up a specialist
committee to review the capability of Indi-
an nuclear power plants to withstand
earthquakes and other external events
such as tsunami and cyclones.

NPCIL set up a committee to review the
safety of TAPS 1&2. As a short term mea-
sure, NPCIL will augment regular train-
ing for emergency operating procedures,
mock up drills, disaster management
training and make provisions for self suf-
ficiency at site for 7 days without any ex-
ternal help.

As the primary containment volume to

power ratio for TAPS 1&2 is ten times more
than that of Fukushima-Daiichi Unit 1,
pressure will build up more slowly in
TAPS 1&2. Passive system for decay heat
removal is adequate to cool the 
reactor core in 8 hours. TAPS has proce-
dures in place to handle complete loss of
power at site.

As a matter of abundant caution, NPCIL
may inert the containment of TAPS with
nitrogen to prevent hydrogen explosions.
Hydrogen explosions due to metal water
reactions caused significant damage at
Fukushima.

Though the probability of occurrence of
a tsunami and severe earthquake at Tara-
pur site is negligible, NPCIL decided to im-
prove the reliability of power supply, raise
tsunami resistant walls around emergen-
cy diesel generators and tanks, provide
mobile diesel generators inside the plant,
relocate station black out DG at higher ele-
vation, and make provisions for power
supply from CNG or gas generators out-
side the plant through overhead cables.

NPCIL plans to provide water sources,
suction from intake canal, underground
raw water tank and an overhead tank away
from site to ensure reliable core cooling,
Other measures include provision for coo-
lant injection into feed waterlines, reactor
pressure vessel, drywell and suppression
pool and secondary side inventory. NPCIL
will address issues related to hydrogen
management and passive recombiners.

Taking a cue from Fukushima, NPCIL
will also review the arrangements for
spent-fuel pool management.

(The author is a former secretary of the
Atomic Energy Regulatory Board, govern-
ment of India)

Are the Units 1 & 2 of Tarapur Safe?
AERB’s assessment says
India’s oldest nuclear
reactors are in 
reasonable shape

PRABHA JAGANNATHAN

Good politics and good economics can
make compatible bedfellows, if the
timing is right. Food, its producers
and consumers, are now the Centre’s
most potent political and economic
battleground. 

Politically speaking, this could be
the best time for the UPA to reclaim its
dog-eared pro-people credentials
through the Bill. The Right to Food Bill
has triggered many apprehensions,
including fears of a higher subsidy
burden, an adverse impact on private
sector participation in the foodgrain
sector, leading to higher open market
prices for wheat and rice, and so on. 

The UPA has taken a rights-based ap-
proach on work and education before
this. But effective implementation of
the food law will be the most challeng-
ing act for the UPA government, more
so because several countries have tak-
en the cash transfer option and moved
away from physical handling of grain.
Like the landmark employment-guar-
antee legislation NREGA — among
the biggest and most challenging in
the world — there are bound to be
glitches in implementation that can be
ironed out gradually. Despite its short-
comings the NREGA has undoubtedly
been good for the economy and Con-
gress' politics. 

Higher food subsidy spend for right
to food should not be a major economic
problem, in any case, it was long ex-
pected. Critics differ over whether
physical handling of foodgrain or
cash transfers and food coupons are a
better option. The food ministry does
not expect 100% offtake and has pro-

jected additional spends of around
.̀ 15,000 crore over the .̀ 60,000 crore
subsidy bill. The extra subsidy has to
be viewed both against the food and
fuel price trajectories of 2020, and in-
creasing population pressure. Land
under crops and productivity are stag-
nant. The lack of a legislation-backed
approach to food would be glaring in a
country which indulges in public
chest-thumping over its position as an
emerging economic power. 

Economists such as Jayati Ghosh
have criticised the cash transfer op-
tion arguing that in the overall strate-
gy of development and poverty reduc-
tion, cash transfers cannot, and
should not, replace the public provi-
sion of essential goods and services,
but rather supplement them. 

Food economists such as CACP chief
Ashok Gulati and others have cau-
tioned against the adverse impact the
government's physical buys of close to
60% of the marketable surplus of
grain from the market could have on
open market prices and the participa-
tion of the private sector. That is a val-
id fear and the Centre is appearing to
take cognizance of this by planning pi-
lot cash transfer projects in select dis-
tricts by early next year, specially
since maximum buys of 80 m tonnes of

grain needs sustained production
highs. However, the cash transfer is
likely to be effective only after Adhaar
comes into being countrywide. 

But the compelling political reasons
for pushing the Bill through now out-
weigh other issues for the present. On
its second anniversary, the UPA faces
the stinging charge of betraying the

aam aadmi with un-
precedented food and
fuel price hikes.
Forced to move its
high profile food min-
ister and ally NCP
chief to mollify the
public over persist-
ently high food prices,
both PM and FM have
had to jettison the
shockingly noncha-

lant "we're not astrologers" attitude on
soaring price of essentials. Worse,
dogged by both, they've had to peg
down earlier growth projections. 

Meanwhile, by announcing free rice
distribution for the poor of Tamil Na-
du, AIADMK president J Jayalalithaa
has threatened to puncture the food
plank and trigger off competitive wel-
fare games among the Congress' re-
gional rivals. The ruling party has to
wrest back the initiative soon. 

To shore up its political dividends in
key foodgrain producers Punjab and
UP, the Congress has to put the food
law in place now, with several months
still left to go for key state elections.
UP, centre of Rahul Gandhi’s farmer
agenda, is the country’s biggest wheat
producer and the second largest rice
producer. UP has a key role in the Cen-
tre's grain procurement for welfare
programmes. Yet its farmers are stuck
with lower than MSP prices every
year. In Punjab, from where the Centre
procures the most for PDS currently,
the SAD has already become the pro-
duce price for paddy farmers. Deterio-
rating soil health, depleting water ta-
bles and adequate compensation to
shift farmers from foodgrain have be-
come key poll issues.

What has made the food law most po-
litically imperative now, though,
could be charges against PM Manmo-
han Singh and the UPA of drift on eco-
nomic reforms, poor governance and
fostering corruption in high places.

The ruling Congress now badly
needs to resolve the aam aadmi's trust
deficit. A wimpish and hesitant food
guarantee programme based on exec-
utive order and meant only for BPL
consumers as suggested by the Rang-
arajan committee cannot achieve
those desired goals. 

For six months in the run up to the re-
cent polls , the government put all eco-
nomic reforms on hold, including ex-
ports of sugar, rice and wheat, freeing
urea prices and bringing in FDI into
multi brand retail. 

After elections, pressure is mount-
ing on the government to carry for-
ward that reform agenda, conditional-
ly or not. 

The Food Bill could be the conducive
people-friendly measure to lead the
new reforms drive. That would still
leave scope for the UPA to indulge in
any necessary "course correction" in
the last year and half of its regime, a
move initiated by ex-PM and reforms
initiator P V Narasimha Rao.

Lead Reforms With Food Bill 

The Food Bill
could be the
conducive
people
friendly
measure to
lead the new
reforms
drive 

Effective rollout of the
Right to Food Bill would
be a big challenge for 
the UPA government
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Dilbert by S Adams

Fukushima
was wake up
call to the
nuclear
industry to
evaluate
plant safety
in the face of
a major
disaster

The political
influence of
the financial
industry
played a role
in piling up
risks and
contributed
to the
financial
crisis 


