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This paper examines the impact on operating

performance of Indian firms after their initial

public offerings (IPOs). The Indian capital market

has witnessed a spate of reforms since the early

1990s. The initial phase of reforms comprised

mainly of liberalisation and consolidation, while

reforms in the 2000s aimed at putting a robust

regulatory structure in place and increasing the

integrity of both markets and institutions. Most of

the studies in on IPOs the Indian context have

covered a period after the 1990s.

This study is based on a sample of non-financial

private firms in India, which had floated their IPOs

during April 1, 2000 to March 31, 2011. The study

focuses on their long-term operating performance,

for which it uses a minimum of three years post-

issue data. Thus, the data up to end of March 2011

allows assessment of performance up to 2014. The

sample consists of 413 IPO firms. The study

employs return on assets (ROA), ratio of net

operating cash flows to total assets (RCFA), return

on sales (ROS), asset turnover ratio (TOR) and sales

growth as indicators of operating performance.

Multiple variable approaches were preferred, as a

single variable gives only partial information about

performance. Besides these ratios, the study also

examines growth rates of sales and capital

expenditure as they indicate growth opportunities

for the firm.

The authors here used both univariate and

multivariate approaches in order to analyse the

change in the performance of IPO firms. The

change in operating performance is calculated as

the median change in performance in post-issue

years over the year immediately before issue. The

use of median is preferred over mean because of its

relative immunity to extreme values. A matched

firm is selected using Mahalanobis distance

criterion. Here the difference-in-differences(DID)

method estimator has been used for ascertaining

the causal effect of IPOs on firms' post issue

performance. Univariate analysis of operating

performance shows that IPO firms are not able to

maintain high ROA post-issuance; however, it

remains above the industry median. RCFA declines

sharply initially but recovers thereafter and

converges to industry median indicating a

tendency of convergence in IPO firms'

performance with the industry average. IPO firms

witness a sharp expansion in capital expenditure

and assets size in the post-issue period. In

comparison with matched firms, IPO firms report

higher ROA throughout the sample period but

somewhat lower RCFA. Median turnover ratio of

IPO firms is almost similar to matched firms in the

year [-1]; however, it declines post issuance and

difference widens in post-issue years.

For multivariate analysis, the authors used DID

approach to estimate the impact of IPO on firms'

post-issue performance relative to pre-issue period,

using operating returns as dependent variable. In

addition to a dummy for IPO, control variables

such as size of firm, advertisement intensity, R&D

intensity, slack ratio and retained shareholding of

promoters of the firm post-issue are taken.

Logarithm of sales is used as a proxy for size of the

firm. Advertisement, R&D intensity and slack

variables are taken as ratios to total sales of the firm.

Slack is calculated as difference between current

assets and current liabilities of a firm.
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Advertisement intensity and R&D intensity

indicate firm's efforts to augment its operations,

while slack indicates availability of liquidity.

The results indicate a consistent decline in ROA in

the three years post issuance compared to the

matched firms. TOR also shows a similar decline.

RCFA, however, shows decline only in the first-year

post-issuance. The decline in ROS is statistically

insignificant. It may, thus, be concluded that the

primary reason for the decline in the operating

performance is increase in assets of an IPO firm.

Promoters' retained shareholding has a positive

and statistically significant coefficient for ROA

and RCFA. However, its impact on TOR and ROS

is statistically insignificant.

The analysis indicated that the post-issue operating

performance of IPO firms measured as return on

asset and turnover ratio recorded a sharp decline.

This study also finds that IPO firms continue to

outperform matched firms from the same industry

when compared in terms of change in relevant

operating variables. The authors also find that the

major cause for decline in asset-scaled operating

ratios after an IPO is sharper than industry average

expansion of the balance sheet size and

consequential increase in assets of IPO firms.

Therefore, normalisation of the operating

performance variables by sales rather than assets is

considered more appropriate by the authors.

Source: www.rbi.org.in
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This paper focuses on the role of social sector

spending in improving developmental outcomes.

It situates India in a cross-country assessment of the

progress made with regard to sustainable

development goals (SDGs). It reviews trends in

states' social sector expenditure and SDG

outcomes, in particular, education and health,

while drilling down into spatial distribution

patterns. Analytical findings support the growth

enhancing role of human capital formation and the

important role that education and health

expenditure play in improving primary enrolments

and in reducing infant mortality rates.

Human capital development is investment-

intensive, and returns are not immediate.

Theoretically, public provision of merit goods like

education and health services is justified on the

basis of externalities and the difference between

private and social returns. It is this non-rivalry and

non-excludability characterising consumption and

investment of human capital which makes it a core

responsibility of the public sector. In India, the

interface of fiscal policy with the citizenry is the

maximum at the sub-national level, and it is in this

context this paper derives its motivation.

The Indian economy has been undergoing

structural transformation over the past three

decades as it steps up its trajectory of growth, with

its average GDP growth rising from 5.50% during

the 1990s to above 7% during 2001-18. Yet, its

progress with respect to the human development

index (HDI) score has been modest, especially in

education (SDG 4) and health (SDG 3). Investment

in these sectors is critical for enhancing the

effectiveness of income distribution polices and

reaping the demographic dividend.

In India, the responsibility for overseeing SDG

implementation has been assigned to the National

Institute for Transforming India (NITI Aayog),

which has mapped goals and targets to various

nodal ministries as well as flagship programmes.

State governments are also engaged in developing

road maps for achieving the SDGs, with several of

them having already published their plans.

India ranks 113 in the UN's Sustainable

Development Solutions Network prototype SDG

index with a score of 58.1. India's progress towards

the 17 SDG targets is uneven across goals, with the

individual SDG indices ranging from 33.1 to 93.4.

while India fares well in terms of eliminating

poverty (SDG 1), responsible consumption and

production (SDG 12) and climate Action (SDG 13),

among others, its score remain below 50 with

regards to eliminating hunger (SDG 2), gender

equality (SDG 5) and infrastructure (SDG 9). With

regards to quality education (SDG 4) and good

health (SDG 3), India's score remain modest.

Social sector performance is often linked to

financial investments in the sector. States' social

sector expenditure (SSE) averaged 5.4% of GDP in

India in the pre-global financial crisis period, rising

since 2010-11 to about 8.0% of GDP in 2017-18. At

a disaggregate level, there are large variations in

social sector expenditure across states. Only for

about 13 states, SSE have risen in the period 2010-

18 over the 1990s. States tends to devote much less

financial resources to health expenditure that they

do to education. Health spend was in the range of

0.5-4.0% of GSDP as against 1.6-8.4% of GSDP for

education in 2017-18. Decadal analysis of social

sector expenditure and SDG indicators suggest that

th

States' Social Sector Spending and Sustainable Development Goals
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states' spending on education seems to have worked

towards improving enrolment only at the primary

level and somewhat at the upper primary level over

the decades. However, the same cannot be true for

enrolment at the secondary level and overall

learning levels among students which indicating a

desirable shift in focus of education expenditure

from primary to secondary enrolment and

improving the quality of education.

Given the rationalisation of centrally sponsored

schemes as well as their improved efficiency post

2000s, an attempt has been made to do scheme-wise

analysis of currently operational centrally

sponsored schemes (CSS) in an input-output

indices framework. Two CSSs which have shown

strong and significant relationships between input

and output indices are National Rural Health

Mission (NRHM) and National Rural Drinking

Water Programme (NRDWP).

The beta convergence methodology has been

applied to study regional divergences in India,

spatial convergence of public expenditure and

fiscal convergence across states. It is observed that

states which have fallen behind in terms of

indicators have grown at a faster rate and caught up

with the better performing states. A major

comforting evidence from this paper is that inter-

state variations among states in terms of both social

sector expenditures and SDGs are narrowing,

bringing about greater convergence. States with low

expenditures and SDGs are catching up with the

others, which augurs well for eventually boosting

the effectiveness of social sector spending. The

additional financing requirement to meet the SDG

targets by 2030 is estimated at 12.10 trillion and

53.60 trillion for health and education,

respectively.

This paper finds that there has been a considerable

progress in achieving SDGs, yet India needs to gear

itself to meet the 2030 SDG targets. Empirical

analysis in this paper supports the view that

investment in human capital formation like

education and health can contribute to higher

growth. Spending on education and health in India

during 2016-17 was below the world average. In the

context of education, a reorganisation of

expenditure towards better learning, vocational

training and teachers' training programmes may

help in improving efficiency of public expenditure

and quality of education.

While persevering with fiscal consolidation,

channelizing spending towards SDGs might be

critical. Stabilising and generating higher revenues

through the goods and services tax (GST) while

reprioritising expenditures towards social spending

and improving their efficiency could help attain

SDG targets.

Source:www.rbi.org.in
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The authors examined the impact and implications

of Tamil Nadu's agricultural loan waiver scheme of

2016, based on the data collected through a field

survey of seven districts of the state as well as farm

loan transactions data obtained from select

primary agricultural co-operative credit societies.

In the agricultural debt waiver scheme of 2016, the

Government of Tamil Nadu waived off all crop

loans as well as medium term and long term

agricultural loans availed by the small and marginal

farmers from co-operative banks/societies that were

outstanding in their books as on March 31, 2016.

Other farmers with land holdings of above 5 acres

were not eligible for the waiver benefit.

The study here tries to test the following

hypothesis. The first hypothesis states that the

agricultural loan default is low despite farmers

facing financial stress and while the second

hypothesis states that post waiver access to short

term agricultural credit is higher for non-

beneficiary farmers than beneficiary farmers. In

order to test the first hypothesis the data has been

collected from the field surveys conducted on

beneficiary and non-beneficiary farmers in the

selected districts. Regression Discontinuity Design

(RDD) has been used for testing the second

hypothesis.

The primary data is collected from seven districts of

Tamil Nadu, namely Salem, Namakkal,

T i r u c h i r a p p a l i , T h a n j a v u r , Ve l l o r e ,

Thiruvannamalai and Ramanathapuram. The

selection of these districts was largely governed by

their relative share in the number of beneficiary

farmers and the amount of debt waived off. In

addition, four out the seven agro-climatic zones

was also covered. These include the Cauvery Delta

region (Thanjavur and Tiruchirappalli districts),

the moderately drought-prone, north-western

region (Salem and Namakkal districts), semi-arid

districts of the north-eastern region (Vellore and

Thiruvannamalai districts) and the arid terrain of

Ramana thapuram. Twenty - two Pr imary

Agricultural Co-operative Credit Societies

(PACCS) were selected for the survey, with 10

PACCS from the north-western region which

had the maximum number of waiver

beneficiaries, five each from the Cauvery Delta

region and the semi-arid north-eastern region

and two from the arid terrain. Out of the

selected total 1,100 farmers, responses were

obtained from 1,018 farmers. The sample included

both beneficiary farmers (less than or equal to 5

acres) and non-beneficiary farmers (above 5 acres).

The survey was conducted during the period June-

October 2017 through a questionnaire. The

questionnaire covered various aspects such as cost

of cultivation, income, formal and informal debt.

In order to analyse the supply side impact of the

debt waiver, the study used transaction level data

from the selected 22 PACCS in the seven districts,

taking into consideration short term agricultural

credit given to small and marginal farmers (less

than or equal to 5 acres) and other farmers having

more than 5 acres for three years, 2015-16, 2016-17,

and 2017-18. The summary statistics shows that the

numbers of small and marginal farmers were more

than five times the number of other farmers. Short-

term credit constituted 95% of the total

agricultural credit extended to beneficiary farmers

by the selected PACCS. It may be noted that the

Agricultural Loan Waiver: A Case Study of Tamil Nadu's Scheme
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waived for all farmers in Tamil Nadu is around

88%.

RDD has been used for testing the second

hypothesis. The results show that the loan amount

obtained by farmers increases in line with the size

of landholdings. The test also tries to see

whether any non-beneficiary farmers

manipulated their landholdings around the cut-

off acre to become eligible for debt relief.

Loan default in agricultural loans taken from co-

operatives was found to be low among the surveyed

farmers at the time of the waiver. The survey found

that farmers who paid from their own sources

constituted around half of the total number of

farmers interviewed. In the survey 25% of the

respondents stated that they relied on relatives and

friends to provide funds for repayment. The high

interest rates observed for these loans indicate that

such loans could have also been obtained from

moneylenders. These loans get settled as soon as the

co-operatives extend fresh loans to the farmers

which, in most cases, are within a month from

repaying the earlier loan. Hence, despite having to

borrow at high interest rates in order to repay crop

loans on time, the overall cost of borrowing for the

farmer is low, considering that such prompt

repayment of loans from co-operatives renders the

loans virtually interest-free. These major findings

explain the question stated on the first hypothesis.

The Tamil Nadu agricultural loan waiver scheme,

2016 was effectively implemented, as is evident

from all surveyed farmers who were eligible for the

loan waiver being given the benefit by September

2016, i.e., within three months of the issuance of

the circular to this effect. The state government's

loan waiver scheme has helped to reduce rural

indebtedness of small and marginal farmers to a

limited extent, insofar as their outstanding

borrowings from co-operatives were written off in

full as on the identified date. However, the overall

indebtedness of farmers to formal as well as

informal sectors continues to remain high.

According to data from the All India Debt and

Investment Survey (AIDIS) 2013, Tamil Nadu has a

higher share of farmer households availing credit

from formal channels than the all-India average,

but their reliance on informal sources of credit,

particularly on professional moneylenders, also

continues to be high (38%).This was also confirmed

with the field survey findings which show that

although overdue loans were low at the time of

the waiver, more than a third of the funds for

repaying the agricultural loans taken from the co-

operatives came from informal sources, often at a

very high cost.

Source: www.rbi.org.in
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This article examines the efficacy of fiscal policy in

stimulating economic growth of 20 major Emerging

Market Economies (EMEs) using dynamic panel

estimation for the period 2000-16. Findings in this

article are based on the fiscal stance derived from the

Structural Balance (SB) approach of the

International Monetary Fund (IMF). For full sample

period, the results indicate the ineffectiveness of

fiscal expansion in stimulating growth. Controlling

for financial factors that caused the growth slump

and truncating the sample in terms of pre- and post-

crisis years, the impact of fiscal stimulus turns out to

be positive and statistically significant in the latter

period. These findings, which are robust to

alternative measures of stimulus, indicate that the

observed slump in growth in the post-crisis period

would have been much sharper in the absence of

stimulus, implying that fiscal activism pursued by

these EMEs was successful in arresting the downslide

of growth.

Fiscal policy, as a prime lever of economic

stabilisation policy, seeks to influence the level of

aggregate demand in the economy in pursuit of the

larger societal goals of higher economic growth, full

employment and price stability. The authors

empirically test the relative impact of fiscal policy,

monetary policy and external sector developments

on economic growth of EMEs through fiscal

stimulus, broad money and real effective exchange

rate (REER), respectively. Conventional wisdom

suggests that fiscal policy could act as a stabilisation

instrument through (i) the automatic stabilisers that

makes fiscal policy expansionary during recessions

and contractionary during booms, and (ii) the

discretionary channel by which changes in

government spending and taxation respond to

changes in economic activity.

In view of this, cyclically adjusted balances (CAB)

i.e., the fiscal balance adjusted for the business cycle

has gained traction both in empirical work and

policy debates. Moreover, any adjustment that

corrects for transitory factors apart from the

business cycle, such as terms-of-trade shocks or one-

off factors generates the SB. Thus, while the CAB

corrects for cyclical effects of revenue and

expenditure, the SB further adjusts for temporary

revenue and expenditure items and factors that are

not closely related to the business cycle. In recent

years, several Advanced Economies (AEs) and EMEs

have incorporated SBs in their fiscal rules as it

improves fiscal transparency and enhances the

stabilising properties of the rule.

In this study, the fiscal impulse (FI) i.e., the addition

or withdrawal of fiscal stimulus by the government is

derived from the incremental change in fiscal stance

(FS) over time. In other words, the FS provides a

quantification of aggregate demand management

through fiscal policy which can be (i) expansionary

(if fiscal balance is negative) (ii) contractionary (if

fiscal balance is positive) and (iii) neutral (if fiscal

balance is zero). The most commonly used

indicators of FS include (a) CAB, (b) SB, (c) Primary

Balance (PB), and (d) neutral balance.

The authors selected a sample of major 20 EMEs

which account for around 80% of GDP of all EMEs.

The estimation is based on annual data for the

period 2000-16. While data on real GDP have been

sourced from the IMF's World Economic Outlook

(WEO) database, fiscal impulse is estimated from the

SB which also obtained from WEO database. Broad

money and REER are sourced from the IMF's

International Financial Statistics (IFS) and the

Bruegel datasets, respectively. While real GDP

growth is the dependent variable, the explanatory

variables in the model are the fiscal impulse, growth

in broad money and changes in REER. Real GDP
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growth for most of the EMEs lies in the range of 2-

6% for the sample period, except for China and

India. There are substantial variations across

countries in terms of monetary stimulus, with

average broad money growth exceeding 20% in case

of Argentina, Russia and Turkey, and being less than

10% for Hungary, Malaysia, Poland and Thailand.

In empirical analysis of policy interventions, policy

variables are usually not exogenous but

simultaneously determined with the outcome

variable. Even when the covariates are not

simultaneously determined, they may still be

influenced by past values of the outcome variables.

For the select group of EMEs the model is estimated

using dynamic panel framework (GMM), where real

GDP growth is the dependent variable while its one

period lagged value has been taken as an explanatory

factor in the model. The result of the two models, i.e.,

model with full sample and model with period

dummies, are found similar in sign and magnitude.

In both the models, the coefficients of all the

explanatory variables are found to have strong

statistical significance. The estimation results reveal

that real growth is positively impacted by past GDP

growth, growth in broad money and change in

REER. Contrary to a priori expectations, however,

fiscal impulse seems to have a strong negative impact

on real growth implying expansionary fiscal

contraction in our sample.

For the full sample period, the positive coefficient of

the lagged dependent variable confirms the

persistence of real GDP growth, monetary expansion

stimulates growth; perhaps, through greater

availability of resources leading to lower cost of

funds which facilitate higher investment and

capacity creation in the economy. The positive

impact of REER, however, runs contrary to common

perception. It is important to note that EMEs

witnessed large capital inflows before the crisis,

basically in search of higher yields. Such flows

resulted in easy monetary conditions and an

appreciation of REER in these countries. The

negative fiscal impact can be attributed to factors

such as low policy credibility, reserve inadequacy,

more open economy and more indebtedness.

To analyse the effect of FS on real growth during

GFC the same model is re-estimated separately for

pre-crisis (2000-07) and post-crisis (2008-16) periods,

using Arellano-Bover methodology with time-fixed

effect. For the pre-GFC period, the coefficients of

lagged GDP, monetary growth and real effective

exchange rate growth turned out to be positive and

significant. Past GDP has a positive impact on real

growth confirming persistence. Monetary growth

stimulates real GDP positively. The coefficient of

fiscal impulse, on the other hand, was insignificant,

implying relative ineffectiveness of fiscal policy in

stimulating aggregate demand. Whereas, the

coefficient of fiscal impulse turns positive and

significant during post-GFC period and all other

explanatory variables are rendered insignificant.

Thus, the results are indicative of the resurgence of

fiscal policy in stimulating growth in the post-GFC

period. In the immediate aftermath of the GFC,

many EMEs embarked on a path of sustained

stimulus hoping that government spending could

resurrect the economy from sliding into depression.

Thus, results for the post-crisis period suggest that

fiscal stimulus arrested the slide in growth.

This paper investigates whether fiscal policy is an

effective macroeconomic stabilisation tool in EMEs.

The empirical findings suggest that the disruption of

growth could have been much more severe had

stimulus measures not been undertaken by these

EMEs. Fiscal policy measures can sometimes be

effective under specific circumstances. Yet,

differences in the stage of economic development

and inherent fiscal strengths/weaknesses of each

country can provide contrasting results.

Source: www.rbi.org.in
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