
Persistent problem 
Basic issues in discoms must be addressed 

A key element of rapid economic growth is the availability of reliable power at a 
reasonable cost. India has done well in generation, including the addition of 
renewable power over the past several years. According to government data, 
power shortages dropped from 4.2 per cent in 2013-14 to 0.1 per cent in 2024-25. 
However, the weak link in the Indian power story has been the distribution com-
panies, or discoms, with no real solution in sight. A group of ministers (GoM) 
under the leadership of Union Power and Housing Affairs Minister Manohar Lal 
Khattar, which also includes representatives from states, deliberated on the way 
forward for discoms this week. As reported by this newspaper, the group, among 
other things, contemplated drafting the broad contours of a new debt-restructur-
ing scheme for distribution utilities. The unviability of discoms, too, was dis-
cussed, which has led to several unintended consequences. 

The basic problem with state discoms is that they do not recover the cost of 
power from consumers and run persistently at a loss. They tend to subsidise a 
class of consumers heavily, such as households and agriculturists, and charge 
more from businesses, and that increases the cost for industry. At a macroecon-
omic level, the losses incurred by states’ power utilities are a big risk to state-gov-
ernment finances. The Reserve Bank of India’s study of state-government 
finances for 2024-25 Budgets — published in December last year — also high-
lighted this problem. It noted that discoms remained a drag on state-government 
finances, with accumulated losses of ~6.5 trillion by 2022-23 — about 2.4 per cent 
of gross domestic product. The deliberations at the GoM suggest that things are 
unlikely to have improved a great deal. 

Guarantees issued by the state governments have also increased significantly, 
partly because of the financial requirements of discoms. There have been several 
attempts in the past to address the discom issue, including the Ujwal DISCOM 
Assurance Yojana, but not much has changed. It is thus likely that any new debt-
restructuring scheme will only kick the can further down the road and not solve 
the basic issue of under-recovery and losses. With several state governments 
promising free power to households, the problem could only worsen. The situation 
may become more challenging for discoms as large companies buy power directly 
from producers. The discoms, as a result, would lose high-paying consumers. 

What India needs is a broad consensus on power pricing. The way forward, 
also discussed by the GoM, is that tariffs need to reflect the cost of power. Once 
this is achieved, and if a state government intends to extend support to a class of 
consumers, it should account for subsidies transparently. The accumulated 
losses of discoms are essentially deferred or unpaid subsidies. Besides, there is 
no reason why industry should be cross-subsidising households and other con-
sumers. It pushes up costs and affects the competitiveness of businesses, particu-
larly in the manufacturing sector. Subsidies should always come from annual 
Budgets. Discoms must remain viable, and be able to invest adequately — for 
instance, in reducing distribution losses and improving metering to recover dues. 
This will help reduce losses and the subsidy burden. They also need to be pre-
pared to accommodate the increasing availability of renewable power. 

 
AI-powered economy 

India needs investments in data infra and skilling 

A new report by the NITI Aayog provides a road map for accelerated economic 
growth through the adoption of artificial intelligence (AI). It projects an additional 
contribution of $500-600 billion to gross domestic product by 2035 from produc-
tivity improvements alone, and of another $280-475 billion by leapfrogging inno-
vation in research & development (R&D). India’s unique combination of a large 
tech-oriented workforce, an expanding digital infrastructure, and a growing R&D 
ecosystem gives it the potential to capture 10-15 per cent of the global AI value pool. 
But opportunity alone is not enough. A strong linkage among the government, 
industry and academia is needed to build a strong and inclusive AI ecosystem. 

The IndiaAI Mission, with a budget of over ~10,000 crore, is a step in this direc-
tion. It focuses on deploying data labs and graphics processing units, or GPUs, 
developing India-specific large language models, and integrating AI into the 
national skilling agenda. This initiative lays the foundation for sovereign data 
infrastructure and responsible, large-scale AI adoption. Among the prospects 
highlighted by the report is India’s potential to become the global data capital. Data 
can power next-generation AI models and unlock growth across sectors such as 
manufacturing, pharmaceuticals, financial services, and automotive industries. 

The pharmaceutical sector presents a particularly transformative opportunity. 
Today, 80 per cent of India’s pharma market revolves around generics, given high 
R&D costs and long development timelines. AI offers a solution by reducing drug-
discovery costs and development timelines, potentially transitioning India from 
a generics producer to a global innovator. Leveraging its rich genetic pool and 
domain expertise in pharmacology, the country can reposition itself as a hub for 
innovative drug development. Similarly, the automotive sector stands on the cusp 
of a revolution with software-assisted vehicles, where AI can drive design, testing, 
and component assembly. By establishing AI-ready industrial parks, combining 
clean-energy factories, high-performance computing labs, and skills centres, 
India can catalyse rapid innovation and position itself as a global leader in next-
generation mobility. 

However, as Union Finance Minister Nirmala Sitharaman pointed out at the 
launch of the report, there is a twofold challenge — accelerating technology adop-
tion and building regulatory frameworks that safeguard citizens without stifling 
innovation. The upcoming detailed regulations under the Digital Personal Data 
Protection (DPDP) Act will provide much-needed clarity on data privacy, helping 
address one of the biggest concerns in the AI ecosystem. Moreover, the report 
underscores a critical human-capital challenge. While AI is set to create several 
high-skilled roles, it might simultaneously displace many jobs, mainly in routine, 
low-skill segments. A coordinated approach is needed to upskill the workforce, 
reskill displaced workers, and democratise access to AI capabilities, particularly 
for small businesses and underrepresented regions. India must aim for respon-
sible AI adoption. By investing in sovereign infrastructure, developing sector-spe-
cific data platforms like the manufacturing data grid, fostering an adaptable 
AI-skilling ecosystem, and ensuring equitable access, the country can not only 
unlock economic growth but also build resilient businesses.
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September 20 marks the 30th anniversary of the 
Depositories Ordinance, 1995. Few imagined this 
quiet legislative initiative would trigger one of the bol-
dest financial reforms in independent India. Over 
three decades, dematerialisation has evolved from a 
daring experiment to an everyday reality. Today, two 
depositories serve over 200 million investor accounts, 
holding securities of more than 100,000 companies, 
with a custody value exceeding ₹600 trillion. What 
began as a leap of faith in 1995 is now the backbone of 
India’s securities market. 

Humans are fascinated by magic, the thrill of 
watching something vanish before our eyes — a train, 
a plane, even the Taj Mahal, if only for a moment. 
Magicians, however, operate within limits: One trick, 
one stage at a time. In the mid-1990s, 
India attempted something more aud-
acious — a grand illusion on a national 
scale. Not one object, but every share cer-
tificate. Not for seconds, but forever.  

Two new institutions, National 
Securities Depository Limited (NSDL) 
(1996) and Central Depository Services 
Limited (1999), pulled it off. In the blink 
of regulatory eyes, those thick certifi-
cates with ornate borders and proud 
stamps disappeared. From every drawer, 
every almirah, every pillowcase across 
the land. No smoke, no mirrors, no trapdoors. The 
disappearance was total, final, and irreversible. No 
one asked for an encore. 

Curiously, our “depositories” neither accept 
deposits nor store securities. The term was borrowed 
from contemporary global markets, where deposi-
tories safeguarded physical certificates while main-
taining records electronically. India thought 
differently: Not to digitise papers, but to eliminate 
them. Out of the conviction was born “dematerialisa-
tion”, or simply, “demat”. There was no blueprint, no 
assurance of success. Reformers only knew that a 
paper-based securities system could never support 
the scale, speed, or integrity that India’s newly liberal-
ised market economy required. 

The vision was bold. Multiple, interoperable 
depositories were to ensure free transferability of 
securities with speed, accuracy, and security. This was 

achieved by (a) making securities of public limited 
companies freely transferable; (b) dematerialising the 
securities held in a depository; and (c) entrusting 
depositories to maintain ownership records of secur-
ities and effect transfers through book entries. After 
all, the framework enshrined the supremacy of the 
investor. The choice between physical and demat 
form rested with the investor, and the system was 
bound to honour that choice. 

New Delhi wrote the script. The 1993-94 Union 
Budget hinted at a centralised depository. A leading 
custodian began constructing a vault to store secur-
ities. The following year’s Budget proposed a deposi-
tory system of scrip-less trading and signalled a 
dedicated law to establish depositories.  By mid-1995, 

urgency set in. The finance minister and 
the finance secretary, who were driving 
broader securities market reforms, cre-
ated the momentum and space for the 
idea to take shape.  

An informal team of officials and 
market participants carried the idea for-
ward. P  J Nayak, who had demitted office 
as joint secretary (capital markets) in June 
1995, continued to articulate the vision of 
dematerialisation and free transferability. 
R Chandrasekaran, then managing direc-
tor of the Stock Holding Corporation of 

India Limited, drew on global practices to design the 
depository architecture. T K Viswanathan, then addi-
tional legislative counsel, translated the vision into the 
Depositories Ordinance of 1995. Remarkably, the three 
never met in the process. My role as deputy director in 
the capital markets division was only to weave their 
ideas together, often after hours and outside the office. 

Mumbai staged the play. C B Bhave, as the first 
managing director of NSDL, led the institutional and 
technological foundation that turned the vision into 
reality. Throughout, the Securities and Exchange 
Board of India’s  (Sebi’s) steady hand orchestrated the 
market ecosystem to embrace dematerialisation, 
while ensuring that both the law and its implementa-
tion remained firmly anchored in investor interest. 

Scepticism was rife. Some argued that if the US had 
not gone paperless, India surely could not. Industry 
feared losing its gatekeeping power over transfers. 

Registrars, transfer agents, and company secretaries 
feared their cheese moving away. Legal purists insisted 
that until investors had the right to hold securities in 
physical form, the law was unimplementable. The 
Ordinance lapsed a few times. But reformers stood 
firm. Through years of resistance, a wide coalition of 
officials, institutions, industry leaders, and countless 
individuals sustained the effort forward. The break-
through came when Sebi required trading/ settlement 
of trades on stock exchanges only in demat form, first 
for select shares and certain investors, then progress-
ively extending to all. The rest is history.  

Before demat, every transfer of securities required 
moving paper certificates to the issuer for registration, 
with ownership evidenced only by endorsement on the 
certificate. The process routinely stretched far beyond 
the two-month statutory limit. Many transactions 
ended in “bad delivery” owing to bad paperwork or sig-
nature mismatches. The risks were many: Theft, 
forgery, duplication, and mutilation. The issuer’s right 
to refuse transfer added to investor misery. The system 
was weighed down by paperwork, costly printing, inse-
cure custody, settlement delays, restricted liquidity, 
and a grievance mechanism that barely worked. 

Dematerialisation swept all this away. It made mar-
kets faster, safer, and more transparent. More impor-
tantly, it became the foundation for future reforms: T+1 
(and transiting to T+0) settlements that placed India 
among the world’s fastest markets; streamlined initial 
public offerings (IPOs) and rights issues; corporate gov-
ernance reforms, such as system-driven disclosures; 
effective market surveillance and monitoring; and a 
leap in financial inclusion, as millions of first-time 
investors opened demat accounts.  

As India celebrates 30 years of dematerialisation, 
one wonders if share certificates could vanish, why not 
every instrument, every piece of paper that clogs our 
economy? Bank guarantees, insurance policies, loan 
agreements, warehouse receipts, land titles, and even 
academic certificates are all ripe for dematerialisation. 
Indeed, some of these are getting dematted, though 
only in patches. A natural progression would be to 
either integrate them into the demat framework or 
design tailor-made frameworks for their specific needs. 
This would confer legal standing on their digital exist-
ence, unlock new markets, spark innovation, and 
create efficiencies no paper system can match. 

Dematerialisation is more than a market reform: It 
is a metaphor for India’s digital future where trust 
endures without paper, scale comes without friction, 
and transparency displaces opacity. It is also a quiet 
response to climate change, sparing trees and forests 
from the paper chase of old systems. Three decades on, 
India’s great vanishing act continues to inspire, is 
studied worldwide as a model of systemic reform, and 
a reminder that making things invisible is sometimes 
the best way to make progress visible. 
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Finance Commission can save India’s cities  
The story of cities and climate change is often narrated 
through the lens of a familiar set of hazards, from sea-
ring heat to flooding rivers and choking smog. While 
they remain grievous concerns to be addressed, Indian 
cities today are undergoing a quieter but more con-
cerning shift.  

New risks are emerging not as single events but as 
systemic dynamics, reshaping how cities grow, infra-
structure holds together, and finance is mobilised. The 
next decade will not only be about defending against 
rising seas or installing air purifiers or cooling centres; 
it will be about managing the flows of people, systems, 
and capital that determine whether cities 
can adapt at scale. 

One of the most profound of these 
shifts is migration. The World Bank’s 
Groundswell initiative in 2021 estimated 
that as many as 216 million people could 
be forced to move within their own coun-
tries by 2050 due to climate-related stres-
sors. These flows are already beginning, 
as droughts reduce rural viability and 
coastal inundation drives families 
inland. The Intergovernmental Panel on 
Climate Change (IPCC) Sixth Assess-
ment Report recognises that urban areas 
will become magnets for climate 
migrants — not because they are safe, but because 
they promise services, employment, and the possibil-
ity of survival. Yet too many municipalities treat 
migration as a crisis at the margins, rather than a cen-
tral feature of climate adaptation.  

Without proactive planning, the new arrivals risk 
being absorbed into informal settlements located 
precisely in the zones most exposed to floods and 
landslides. It is important to note that what looks like 
migration pressure is, in fact, an opportunity: With 
foresight, urban growth spurred by mobility can 
build resilience, diversify economies, and reduce 
per-capita emissions.  

However, the integrity of urban systems them-
selves is becoming more precarious. The IPCC warns 
that climate change no longer produces isolated 
shocks, but compound and cascading risks. Cities, 
stitched together by networks of power, water, trans-

port, and communications, are discovering that one 
failure often drags others down. 

Studies show that mortality can spike dramati-
cally when cooling systems fail, especially in housing 
stock without passive design. Flooding, too, is no 
longer a matter of a swollen river or a single storm 
surge. High tides, heavy rainfall, and river floods 
increasingly coincide, creating compound inunda-
tion that overwhelms defences built to handle each 
hazard separately.  

It clearly conveys that distant hazards (like 
upstream floods, droughts, or power grid failures) 

affect cities, and the problem lies in the 
piecemeal way risks are currently man-
aged. The future of adaptation lies in 
designing for interconnectedness, 
embedding redundancy in critical sys-
tems, integrating green with grey infra-
structure, and ensuring that health and 
housing policy are part of the same cli-
mate conversation as drainage canals 
and seawalls. 

Money remains the toughest bar-
rier. United Nations Environment Pro-
gramme’s Adaptation Gap Report 2024 
shows international public finance for 
adaptation reached only $28 billion in 

2022, while developing countries need $194–366 bil-
lion annually. Less than 10 per cent of global climate 
finance goes to adaptation as mitigation dominates. 
Multilateral development banks committed a record 
$137 billion in 2024, but only $26 billion supported 
adaptation. Urban needs far exceed this: The World 
Bank estimates Indian cities require $2.4 trillion by 
2050 to climate-proof infrastructure, or annual flood 
damages could rise from $4 billion to $30 billion. City 
leaders must choose between repeated rebuilding 
and long-term resilience that outlasts political cycles. 

The 16th Finance Commission becomes critical 
in this respect. The Commission’s mandate to recom-
mend how central tax revenues are shared with states 
offers a constitutional pathway to mainstream cli-
mate risk into fiscal transfers. A forward-looking cli-
mate vulnerability criterion would ensure that 
fast-growing but climate-exposed cities receive pre-

dictable, rule-based support for adaptation, rather 
than relying only on post-disaster relief.  

The current horizontal devolution formula, while 
including a 10 per cent “forest and ecology” weight, 
remains essentially a static stock proxy and does not 
capture dynamic climate hazards or the avoided-loss 
value of resilient ecosystems. After thorough 
research, the Institute for Competitiveness, in its 
report “A Climate Risk Lens on Fiscal Devolution”, 
has recommended creating a dedicated 5 per cent cli-
mate-risk weight by reducing the formula weights of 
population (from 15 per cent to 13 per cent), area (from 
15 per cent to 13 per cent), and forest and ecology 
(from 10 per cent to 9 per cent). This adjustment 
ensures that states facing heat, floods, and low adap-
tive capacity receive predictable, rule-based support, 
a change that strengthens, rather than weakens, the 
current devolution formula. 

Taken together, migration, cascading failures, 
and the adaptation finance gap illustrate how the 
terrain of urban climate risk is shifting. Each rein-
forces the other: Unmanaged migration increases 
exposure, infrastructure fragility magnifies every 
shock, and inadequate finance leaves both prob-
lems unresolved. However, if properly reframed, 
these are also entry points for transformation. In 
2025, the challenge is to recognise the new forms of 
risk that are already unfolding and to build institu-
tions, infrastructures, and financing models that 
match their complexity. 

Nowhere is this climate risk more visible than in 
India, where Delhi reels from simultaneous flooding 
and heat emergencies, Punjab grapples with its worst 
inundation in decades, and fast-growing metros like 
Bengaluru and Mumbai confront mounting infra-
structure and finance deficits. These cities encapsu-
late the broader global challenge: Unless adaptation 
planning and finance keep pace with urban growth, 
climate impacts will magnify inequality and systemic 
fragility. If they do, however, India’s urban transition 
can also become a laboratory for resilience, offering les-
sons for rapidly growing cities across the Global South. 
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Navigating China’s imperatives  

gunjan singh 

This edited volume by Ashok Kantha, 
former ambassador to China, is an 
attempt to discuss how Chinese foreign 
and domestic policy under Xi Jinping 
have the potential to impact India. 
Despite the bonhomie displayed by 
Prime Minister Narendra Modi and Presi-
dent Xi Jinping on the sidelines of the 
Shanghai Cooperation Organisation 
summit, Sino-Indian relations are riddled 
with mistrust and unease. The thaw that 
began in October 2024 at the Kazan Brics 
summit after the violent Galwan clashes 

of 2020, only calls for more caution in 
India’s engagement with China. The dis-
puted border issue, which has seen no 
resolution even after multiple rounds of 
talks, highlights the need for a more 
nuanced understanding of China. Other 
global developments — the Russia-
Ukraine war, the West Asian conflict and 
the trade war with the US — add to the 
challenges in this bilateral relationship. 

A detailed introduction by Mr 
Kantha attempts to paint an overall pic-
ture of China and its future direction. As 
he argues, “It has been observed that Xi’s 
proactive foreign policy in Asia offers a 
deal: China will deliver trade, invest-
ment and other economic goods, and 
progressively act as a net security pro-
vider to those partners who accommo-
date, or at least do not challenge, its core 
interests.” In his essay, Arvind Gupta 
adds the perspective that, “Although 
Chinese leaders claim that they are not 
interested in exporting the Chinese 

system or model of development to any 
country, the fact remains that China is 
building its own sphere of influence.” 

China’s “win-win” narrative under its 
Belt and Road Initiative (BRI) has deep-
ened its engagement with South Asia. 
Sreeradha Datta provides a detailed pic-
ture of BRI-related investments and how 
this affects India’s position . Tilak 
Devasher discusses China-Pakistan rela-
tions and its bearing on Indian security 
concerns. This all-weather friendship has 
proved to be a major challenge for New 
Delhi and the Chinese inroads in the form 
of the China Pakistan Economic Corridor 
(CPEC) has aggravated this challenge. 
“Pakistan’s inability to meet its defence 
requirements due to the persisting econ-
omic crisis could make Islamabad more 
dependent on China in the coming years. 
Concessionary Chinese financing could 
enable Pakistan to procure advanced 
weapons systems deemed essential for its 
national security interests,” he contends. 

This dependence became glaringly evi-
dent during the recent conflict between 
India and Pakistan. 

The consistent weaponisation of 
trade by China and the widen-
ing trade deficit has further 
reduced India’s manoeuvring 
power. The Covid 19 pan-
demic and the lockdowns 
underscored China’s central-
ity to global supply chains. As 
the trade deficit between the 
neighbours expands, there is 
an urgent need to focus on 
ways to reduce this gap. But 
doing so will not be easy. As 
Santosh Pai observes in his 
essay, “Reducing depend-
ency on China for products 
for which domestic capacity 
and alternative sources don’t 
exist will be India’s biggest 
challenge in preventing 
weaponisation of trade ties 
by China”. 

Water is increasingly 
becoming a driving factor in bilateral 
and regional politics. The root of this lies 

in Tibet, a point Jayadeva Ranade 
underscores, “Tibet, also known as the 
‘Water Tower’ of Asia, is important for 
India and the region as it is the source of 

most major river systems in 
Asia,” he points out. The 
recent reports of the Chinese 
construction of the mega dam 
in Tibet and the ongoing 
debates surrounding the rein-
carnation of the 14th Dalai 
Lama add a thorny dimension 
to this relationship. 

For all the dominance, the 
Chinese economy is slowing 
and unemployment rising 
consistently, putting addi-
tional strains on Xi’s BRI 
ambitions. Discussing this, 
Gopal Suri highlights, “The 
BRI appears to be set for a con-
tinued albeit stunted future as 
China recalibrates its 
approach to the world amidst 
the changed realities of an 
intensified competition with 

the US and a slowing economy.” The 
trade and tariff war is compounding Xi’s 

woes. As Ananth Krishnan argues, what 
Xi “is able to do will likely determine the 
success and failure of both his term at 
the helm and of China’s quest for global 
supremacy.” Srikanth Kondapalli adds 
that China’s “geopolitical rivalries have 
sharpened due to its hostile policies, and 
‘weaponisation’ of trade, tourism and 
other coercive measures against South 
Korea, Taiwan, Australia, Thailand, 
Malaysia and other countries have also 
had a negative impact”. 

Though the book traverses a wide 
canvas and offers detailed and nuanced 
insights, the reality is that developments 
connected to China are so vast and 
immediate that it is difficult to publish a 
timely book. For no fault of the authors, 
most of the chapters seem dated when 
one reads them in 2025. A conclusion 
that ties all the debates together would 
have enhanced the value of a book that 
nevertheless is a much-needed addition 
to the literature on decoding China from 
an Indian perspective. 
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CONURBATION 
amit kapoor 

Thirty years ago, an Act made physical securities disappear. 
Now it’s time to extend it to all paperwork illustration: binay sinha


