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C ovid-19 has infected the outlook for most
businesses, including those of exporters.
Basmati exporters, however, are a unique

exception. In fact, the logisticaldisruptions linked
to surface and sea transportation following the
outbreak of the virus helped basmati exporters
marginally exceed the record 2018-19 exports
of 4.41 million tonnes to end 2019-20 with 4.45
million tonnes.

This is no small gain considering that back in
October, exports of the long grain aromatic bas-
mati rice were down 10 per cent in the first seven
monthsof 2019-20.This improvementwas in spite
of supplydisruptionscausedbyUStradesanctions
against Iran, traditionally the biggest market for
this commodity, and the Covid-19 induced lock-
down throwing logistics out of gear in the final
week ofMarch.

Indeed, the outbreak of the virus became an
important consideration for an unexpected
demand surge for basmati in the world market,
particularly inWestAsia.Once thepandemicbroke
inWuhan inChina’sHubeiprovince inDecember,
scientists frequently issuedwarnings that the rest
of the world would soon be overwhelmed by the
disease.Takingacue,WestAsianbuyers thought it
wise to stockupon thestaple toavoid future short-
ages. Then there was the Ramadan-related extra
seasonal demand. Trade officials say buyers from
Saudi Arabia and Iraq bought up to 30 per cent
morebasmati rice fromIndia in the last fewmonths
of 2019-20.

In fact, to the delight of Indian growers, as the

current season advances, both export anddomes-
tic demand for basmati rice continues to improve,
lending firmness to prices. Concerns about the
likely damages that the second wave of Covid-19
might cause are leading West Asian countries to
create buffer stocks of the cereal to see them
through if it comes to the crunch. Farmers in
Punjab and Haryana— the two states that have a
share of nearly 80 per cent of production and
exports — as well as in other growing centres are
encouraged by the trade and rice millers to bring
more land under the cropwith the assurance that
theywill find eager buyers at good rates.

But this bright outlook has been slightly
eclipsed by a payments crisis involving Iran, the
country thataccounts for35percentof India’sbas-
mati exports. In the weeks running through June
thisyear Indiansuppliershadtoundergo theagony
of having 250,000 tonnes of basmati rice worth
around~1,700crorebeingstuckat Iranianports for
weeks. This was on account of that country’s cen-
tral bank failing tomake an allocation of requisite

funds to local ricebuyers to settle Indianexporters’
claims. As a consequence, exports were made to
waitup to threemonths to recoverpayments from
Iranian importers.Besides rice, Indianexportersof
othercommodities suchas teaandsugararealsoat
the receiving end because of erratic Iranian pay-
ments resulting from the US banking sanctions
against Iran.

Therecurringpaymentsproblemhasprompted
the industry to seek New Delhi’s intervention for
the creation of a “safe payments mechanism” for

suppliesofbasmati rice to Iran, according toVinod
Kaul, executivedirectorofAll IndiaRiceExporters
Association (AIREA). Exporters are also talking
about the option of doing business with the West
Asian country against advance payments or let-
ters of credit to skirt the payments problem.

Meanwhile, Indian farmerswho fancygrowing
the short-duration and lesswater consuming bas-
mati rice are committing additional land to the
crop. Trade officials expect nothing less than sev-
enpercentextra land forgrowingbasmati rice this

season.Agoodmonsoonandmoreareawill result
in a bumper crop. However, only when the har-
vestcomes inwill itbeknownwhether themajority
of farmershaveusedhigh-quality seedsand taken
due care to ensure that they meet the maximum
residue limit (MRL) for pesticides set by themore
demanding buyers in the European Union (EU).
Since the 28-nation EU made it mandatory that
MRL for a fungicide called tricyclazole be reduced
to 0.01 parts per million (PPM) from
1PPMeffectiveJanuary2018, India’sbasmati sales
to the regionplungednearly40percent in2018-19.

Exports there have continued
to fall since.

Expectedly,Pakistansees in
the discomfort of Indian
exporters an “opportunity” to
seize a major portion of the
neighbour’s share, which was
around 350,000 tonnes before
the new MRL prescription, of

the EU basmati market. The Rice Exporters
Association of Pakistan claims that the basmati
varieties grown in Pakistan do not require the use
of fungicide. If this is its advantageover India, then
it has the drawback of relatively high production
cost resulting frompoor researchefforts andqual-
ity seeds supply issue.

Inanycase, Pakistani exporters arebankingon
the rigour that Indian producers will have to go
throughover twoto threecycles to rid theirbasmati
of tricyclazole, giving them enough time to boost
their sale in the EU.

In themeantime, NewDelhi has put in place a
two-pronged strategy to recoup themarket losses
in the EU. First, in basmati-growing states, agri-
culturaldepartmentsare sensitising farmersabout
judicious use of pesticides to grow the varieties
that find favour with European consumers.
Incidentally, India has 32 notified basmati vari-
eties under the 1966 Seeds Act. Second, to impart
discipline in export trade, the government has
made itmandatory that aheadof shipments to the
EU and other European countries, all consign-
mentsofbasmati andnon-basmati ricewillhave to
secure “clearance certificate” from the Export
InspectionAgency.

Some exporters are, however, seeing toomuch
interference in the government oversight. They
say the inspection is a time consuming process as
it adds to their cost. But the government will not
take risk with a commodity, the exports of which
fetched the country $4.372 billion in 2019-20. Last
year India also earned $2.025 billion from export
sales of 5.036mt of non-basmati rice.

Covid-19 expands the appetite
for basmati exports
Exporters saw an unexpected demand surge as countries
in West Asia rushed to build buffer stocks. But procedural
problems could make it difficult to sustain the momentum
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Call it Deal Tinder. Banker Bumble. Or,
perhaps more on trend with the vowel-
hating naming convention of startups,
simply: Bnkr. That’s not the real name,
but Wall Street is building a new deal-
makingappforthefutureofmergersand
acquisitions inasocial-distancedworld.
After all, last weekend’s flurry of deal
activity shows that not even the coron-
avirus can stifle M&A demand for long.

As air travel remains taboo, andwith
workingfromhomesettobethenormfor
corporate offices for the foreseeable
future,bankersarelookingfornewtech-
nologies to help their clients find trans-
actionsremotely.TheCovid-19pandem-
ic heralded the rise of Zoom Video
Communications and other video-
conferencing tools, which have already
been used recently by Verizon Com-
municationsandInteltonegotiateacqui-
sitionsvaluedathundredsofmillionsof
dollars. Now, Goldman Sachs Group is
buildingamergermatchmakingappfor
its investment-bankingclientstofurther
aid the process. The app’s real name is
Gemini, building off a technology that
the company uses internally. (In case
Goldman’s rivals are curious, “Bnkr” is
still up forgrabs.)

TheGemininewscomesontheheels
ofabusydealsweekendastheM&Amar-
ket starts to show more signs of life.
Microsoft confirmed that it’s in talks to
buytheUSsideofTikTokastheChinese-
owned social-media sensation comes
under scrutiny by the Trump adminis-
tration. (TimCulpanwrites that it could
be “the deal of the decade.”) Germany’s
SiemensHealthineers AG struck a $16.4
billion deal to acquire Varian Medical
Systems, a Palo Alto, California-based
maker of cancer-radiation treatments,
with the expectation that demand for
medicalproceduresputoffbyCovidwill
return. Private equity firms Blackstone
GroupandGlobalInfrastructurePartners
arealsoconsideringajointbidforKansas
City Southern, a railroad operator that
linksMexicoandtheUSMidwest,inwhat
wouldamounttoaWarrenBuffett-esque
beton theUSeconomy.

Gonemaybethedaysofahandshake
sealingadeal,andM&Avolumeglobally
is still down 47 per cent this year at just
$1.1 trillion. But the pandemic hasn’t
alteredthereasonsforpursuingtransac-
tions. Interest rates remain low amid a
global recession triggeredbyvirus fears,
andalackoforganicgrowthcontinuesto
point toconsolidationacross industries.
Ascompaniesbecomemorecomfortable
with remote work, they may embrace
technology fordealmaking, too.

“Thebankers are roadwarriors, but I
think they’re learning quickly that they
can get a lotmore done thisway,”Derek
Koecher,Verizon’svicepresidentofstrat-
egy and development, said in a June
interviewconductedover theBlueJeans
videoconferencing software. The wire-
less carrier acquiredBlueJeans for $400
million inApril toadd to itsofferings for
business customers.

While Verizon andBlueJeans execu-
tiveswereable tostart theirnegotiations
in person in pre-Covid times, once the
pandemichittheywereforcedtobecome
theirownguineapigs.
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In May, when the Reserve Bank of
India (RBI) went for an out-of-turn
policy rate cut for the second time in

a row, paring its policy repo rate to a
historic low of 4 per cent, the equity
market gave it a thumbs-down and
bond prices rose marginally. On
Thursday, theRBI refrained froma rate
cut but the equity market cheered the
policy; the bond prices dropped but
there was no big selloff.

The reason behind the Monetary
Policy Committee’s (MPC) consensus
decision is the rise in inflation. For the
same reason, the RBI governor’s state-
ment doesn’t have any explicit fore-
word guidance on the next rate cut but
none can complain. There is a struc-
tural shift in the central bank’s mone-
tary policy— the focus is
now on non-monetary
measures.

TheRBI is committed
to “dowhatever is neces-
sary to revive the econo-
my and preserve finan-
cial stability” but the
next rate cut is off the
table, for now. The retail
inflation in June was
6.09 per cent, higher
than the upper band of
the RBI’s target. The
MPC expects it to remain elevated
till September before it starts easing in
the second half of financial year 2021,
aided by favourable base effects, but it
has not committed to any figure. Ditto
on growth, which is estimated to
be negative.

The space for furthermonetary pol-
icy actionwill be created after inflation
eases as theMPC doesn’t want to com-
promise on its medium-term inflation
target (4 per cent with a 2 percentage-
point band). TheRBI’s rate-settingbody
will wait and watch “for a durable
reduction in inflation” for action. For
that, we may have to wait till February
next year.

The no-rate-cut policy is a non-
event for the bond market but for the
economy and the banking system, it’s
par for the course as the RBI has taken
a series of non-monetary measures to
support growth and keep the stressed
financial sector stable. Themost impor-
tant of them is a Covid-19 window for
one-time loan restructuring.

In June 2019, the RBI had framed

norms for loan restructuring thatmade
itmandatory for banks to treat restruc-
tured stressed loans as sub-standard
unless therewas a change in ownership
of the borrowing company. Now, the
banks can restructure loans for Covid-
19 affected companies and treat themas
a standard asset even if there is no
change in ownership. Those stressed
loan accounts, which had been in
default for notmore than 30days as on
1 March 2020, could be covered under
the new scheme.

Anexpert committee, headedbyKV
Kamath,who recently retired as chief of
the New Development Bank of BRICS
nations, will look into the finer aspects
of the resolutionplanunder the scheme
that will allow banks to stretch the
repayment period by up to two years
and convert part of the debt into equi-
ty, among others.

Not just corporate loans, banks are
being allowed to restructure Covid-19
affected personal loans too under a
separate framework. For the stressed
loans given to micro, small and medi-
um enterprises, there is already a
restructuring platform in place. The
RBI has extended it by threemonths—
instead ofDecember 2020, itwill end in
March 2021.

The announcement of the one-time
forbearance package gives a signal that

the six-month morato-
riumgiven to borrowers
that ends in August will
not be extendeddespite
the clamour bymany of
them. While the RBI is
extremely careful that
the system doesn’t mis-
use the recast window,
like the earlier schemes,
the community of
bankers should feel hap-
py seeingKamathhead-
ing the expert commit-

tee on restructuring and moratorium
ending in August.

After the 115 basis points rate cut at
two off-cycle meetings in March and
May (beside a mid-April cut in the
reverse repo rate by 25 basis points) this
was the currentMPC’s last policymeet-
ing. ByOctober, a newMPCcould be in
place. For thenext rate cut,wewill have
towait longer but by that time the gov-
ernment’s big, fat borrowing pro-
gramme for the second half of the
financial year will stare at the central
bank.Going forward,wewill havemore
non-monetarymeasures suchas twists,
openmarket operations, reshuffling of
banks’ bond portfolio and even direct
monetisation to see it through.

Thewriter, a consulting editorwith
Business Standard, is anauthorand
senioradviser to JanaSmall
FinanceBankLtd
Twitter: TamalBandyo
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Anon-monetary
policy,par for
thecourse
Rate cut off the table for now; focus is on other
measures to ease stress in system

Trade officials
expect nothing
less than 7 per
cent extra land
for growing
basmati rice
this seasonIndia’s exports of

basmati rice
2017-18 2018-19 2019-20

Quantityin 4.057 4.415 4.455
milliontonnes

Revenuein 26,870.21 32,804.35 31,026
~crore

Revenuein 4,169.44 4,722.48 4,372
$million

The space for
further monetary
policy action will
be created after
inflation eases
as the MPC
doesn’t want to
compromise on
its medium-term
inflation target

Source: All India Rice Exporters Association
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