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T
houghgrainshave
overtakensugarcaneasthe
primaryfeedstockin
makingethanolinthe

2023-24supplyyear,whetherthey
willcontinuetobesodependson
whetherIndia'saverageyieldof
cropssuchasmaizerisesquickly.
Therisingdemandformaizeand
brokengrainsfromtheethanol
playershasputcompetingsectors
suchaspoultryandfeedstockunder
stress,astheyarealreadyfeelingthe
pinchofapriceriseduetothe
demandjump.

Somereportssaythemaize-
basedindustryhasdemanded
immediateimportsof5million
tonnesofduty-freeimportstotide
overthesupplycrunch.

Notonlythat,evengrain-based
ethanolmakersarefeelingthe
pressureofaspikeinmaizepricesas
theirethanolprocurementpriceof
~72perlitrewasfixedwhenmaize
MSP(minimumsupportprice)was
~2,090perquintal.

ThecurrentmaizeMSPforthe
2024-25kharifseasonis~2,225per
quintal.

Even,theprocurementpriceof
ethanolproducedfromdamaged
foodgrainshasnotkeptpacewith
therateatwhichitspricehaspicked
upintheopenmarket.

Upstagingsugarcane
IntheongoingethanolSupplyYear
of2023-24(ESY24),whichendsin
October,grains(mainlymaizeand
damagedfoodgrains)havetaken
oversugarcane-basedmolassesas
themainfeedstockforproducing
ethanoltokeeptheblending
programmerunning.

Asperthelatesttradedata,till
July14,2024,OilMarketing

Companies(OMCs)havereceived
4.26billionlitresofethanol.Outof
this,grain-basedsourcesaccounted
for54percent,at2.29billionlitres,
whiletherestcamefromsugarcane-
basedsources.

Amongallsourcesfromwhich
ethanolhasbeenproducedinthe
2023-24supplyyear,maize,whichis
partofthebroadergrainsbasket,
accountedforthelargestsharewith
1.49billionlitres.

Thebiggestreasonwhythetide
hasshiftedfromsugarcanetograins
inthelastfewmonthsofESY24isthe
clampdownontheproductionof
ethanolfromB-heavymolassesand
sugarcanejuicesincelate2023.The
Centre,tokeepitsblending
programmeupandrunning,has
incentivisedmaizemuchmorethan
sugarcanethisyear,making
distilleriesgoforethanolfrommaize
andgrainsinabigway.

Ethanolproducedfrommaize

nowcommandsapriceofalmost~72
perlitreinESY24,whileitsnearest
competitorfromsugarcane,whichis
C-heavymolasses,isat~56.28per
litre,evenafteritwasraisedmid-way
in2023-24byalmost~7alitre.

IndustryplayerssaythattillJune
24,outoftheroughly15.03billion
litresofethanolproductioncapacity
alreadycreatedinthecountry,9.15
billionlitres,about61percent,is
fromsugarcane-basedsources(this
includesdual-feeddistilleriesthat
usebothcaneandgrains)andrestby
grains-basedsources.

Wayaheadandchallenges
Thebigquestionis,cangrainsand
withinitmaizemaintainits
newfoundsupremacyinethanol
production?

Tradesourcessayatleastinthe
nextESY(2024-25),grainswill
remainthedominantsourceof
ethanolproductioninthecountry.

Outoftheestimated7.92billionlitres
ofethanoltobesuppliedtoOMCsin
2024-25supplyyear,4.23billion
litres,about53percent,arelikelyto
comefromgrainsandtherestfrom
sugarcane-basedsources.

Withingrains,maizewill
continuetobethedominant
feedstock,contributing2.50billion
litresofethanol.Ratingagency
CRISILrecentlypredicteditmight
risetoasmuchas6billionlitresfrom
grainsin2024-25.

Simplyput,thesituationthat
occurredinESY24willcontinueto
remainalmostthesamein
ESY25aswell.

However,someinthesugar
industrythinkotherwise.Their
analysisisthatassoonastheCentre
liftsthecurbsonproductionof
ethanolfromsugarcanejuiceandB-
heavymolasses,theshareof
sugarcaneintotalethanolwillcome
backtotheoldlevels.Already,the

industrybody,theIndianSugarand
Bio-EnergyManufacturers
Association(ISMA)hasdashedoffa
lettertothefoodsecretary
demandingtheliftingofthesecurbs.

ISMAinitslettersaidthe
restrictionsimposedinDecember
2023havesignificantlyimpactedthe
sugarindustry'sfinancialstability.It
addedthatwithIndiaexpectedto
haveasugarsurplusof9.1million
tonnesbytheendofthe2023-24
season,whichwillendinSeptember,
amidgoodmonsoonconditions,the
countryshouldnotseeanysugar
shortagein2024-25.

Mazeofchallenges
Beyondtheimmediatefewyears,the
roadaheadformaizeisriddled
withchallenges.Andyield
andproductionarethebiggest
ofthem.

Tradeandindustryplayerssay
India'saveragemaizeyieldisaround
3.5tonnesperhectare,lowerthanthe
5tonnesperhectareinPakistanand
still lowerthantheglobalaverageof
around6tonnes.

WithinIndia,too,thereiswide
varianceinper-hectareyield.In
Bihar,whichisoneofthemain
maize-producingstates,theyieldin
somefarmscomesashighas8to12
tonnesperhectare.

“Indiahasthepotentialtoraiseits
averagemaizeyieldto5or6tonnes
perhectare.Assoonasthathappens,
thecountry’stotalproductionwill
jumpfromthecurrent34to35
milliontonnestoaround50million
tonnes.Thisextra15milliontonnes
ofmaizewillgiveanethanol
productionofaround5.70billion
litres,whichwillbegoodenoughfor
blendingandwon’tcreatea
shortageforanyone,”Abinash
Verma,formerDirectorGeneralof
theIndianSugarMillsAssociation
toldBusinessStandard.

Theyieldimprovementcanbe
donewithintwoyearsbyfocusingon
hybridsandalsoontherabimaize
crop,whichgivesahigheryieldthan
Kharif,saysVerma.Itisherethatthe
roleofbodiessuchastheIndian
InstituteofMaizeResearch(IIMR),
undertheIndianCouncilfor
AgriculturalResearch,comes
intofocus.

Thegovernmentaimstoraise
maizeproductionby10million
tonnesoverthenextfiveyears.The
IIMRinarecentstatementsaidit
startedaprojecttoraisethe
productivityandproductionof
maizein15catchmentareasof
ethanolindustriesin78districts
spreadacross15states.

Theprojectinvolvesworkingon
high-yieldhybridmaizevarieties
(thosethatgiveanyieldofmorethan
6.5tonnesperhectareinkharif,or
summermonths,andmorethan10
tonnesperhectareintherabi
season).Inthepipelinearevarieties
ofwaxymaizehybridswithbetter
ethanolrecovery(morethan40per
cent)andmaizehybridswithhigh
starch(morethan65percent).

IIMRalsopromoteseffective
nutrientsandweedmanagement
practicesforbettermaize
cultivation.

Effortslikethis,incollaboration
withstategovernments,privateseed
companies,andothers,cangivethe
additional12to15milliontonnesof
maizeoverthenextfewyearsneeded
totideoveranypossiblecrisisfor
userindustries.

Indian banks never had it so good.
Thebanks and the stakeholders like
the government of India and the
Reserve Bank of India (RBI) have
worked assiduously in the last dec-
ade to ensure a stable, resilient and
adequately capitalised banking sys-
tem that is a sine qua non for
financing India’s growth story. For
the decade ended FY24, Indian
banks’ consolidated profit was ~3.2
trillion, a four-fold jumpover FY14.
Deposits and Credits have jumped
by 2.7 times during the period,with
the asset quality now among the
best alongwith all operating ratios.
In terms of capitalisation, in dollar
terms, the market capitalisation of
Bank Nifty has jumped by a
staggering 2.9 times since the
pandemic.

Against this background, there
have been stories expressing con-
cern that deposits in the banking
system have significantly fallen
behind and that household savings
in bankdeposits are being crowded
out as a result of financialisation of
household savings. For the record,
there are currently 2,650 million
deposit accounts in the system
against 400 million credit
accounts. Both these concernsneed
to be fact checked.

Firstly, thenumbers suggest that
the incremental deposit growth at

~61 trillion has outpaced the incre-
mental credit growth at ~59 trillion
since FY22. Hence, deposit growth
has actually outpacedcredit growth.
What is thus actually important is
whether such quantum of deposit
growth is enough to fund the credit
requirements of an economy
expanding at 8 per cent and atwhat
price it is beingmobilised.

Secondly, as financialisation of
household savingshas gathered sig-
nificant momentum after the pan-
demic, households are indeed
investing in alternative instru-
ments of savings like mutual
funds, equity and non-bank
deposits. These instruments
accounted for ~3.2 trillion, or
10.5 per cent of incremental
household savings at ~29.7
trillion in FY23.

Households still invested ~10
trillion in bank deposits and
another ~2.5 trillion in small savings
deposits out of this ~29.7 trillionpie,
or 42 per cent. The remaining were
household investments in pension
andprovident funds channelled by
respectivemarket players.

Many analysts mistakenly con-
sider such savings in alternative
instruments as a leakage from the
financial system and therefore a
cause for decline in bank deposits.
This is however incorrect, as bank-
ing deposits are purely used for
transactional purposes through
which households change instru-
ments of savings, say from bank
deposits tomutual funds or equities
(except deposits in small savings)
andhence it stayswithin the finan-
cial system.

But why is there so much noise
regarding the deposit growth? For
this, we need to understand the
dynamics of the ~61 trillion incre-

mental deposit growth since FY22.
There is indeed a regulatorydispen-
sation and a leakage of deposits
from the financial system that has

to be accounted for in estimating
the residual lending pie for banks.

Thepie of ~61 trillion constitutes
the overall lendable resources of the
banks. However, it has to be
adjusted for the regulatory dispen-
sation of RBI. These are in the form
of CRR, SLR, and LCR require-
ments. As of now, such dispensa-
tion is at 30 per cent the sum total
of aggregate deposits at 4.5 per cent
CRR requirement, 18 per cent SLR
and 7.6 per cent arising because of
LCR regulations. Of course, invest-
ment in SLR is also lending by
banks to the government of India.

Next is the leakage from the sys-
tem that is at 31 per cent. There are
four leakages from the system. The
government’s cash balance is at 10
per cent of the pie. As the govern-
ment has been moving to just-in-
time disbursement of funds for
Centrally Sponsored Schemes that
have a matching state share, there
has been a change in the process
flow for such disbursement.

Earlier, the states used to iden-
tify a single nodal agency (SNA) for
each scheme and open accounts
accordingly with banks. However,
in the new dispensation, these
accounts are now opened by the
Centre at the RBI, with subsequent
release through the states’ financial
management system. The govern-
ment’s cash balance, a by-product
of government spending earlier
through bank deposits, is nowhap-
pening from the RBI.

Then there is the leakage
through tax payment on deposits
and also self-assessment tax that is
8.7 per cent of the leakage. Bank
deposits are subject to taxation at
thehighest incomebuckets and the
deposit amount (principal and
interest) is taxed at accruals. This

is in contrast with other asset
classes, where the tax treatment is
different and the realisation is
taxed only at redemption.

There could be an alternative
argument that deposits in countries
such as theUnited States and in the
European Union are taxed at the
highest income bucket only.
However, such an argumentmisses
the point that deposits in India are
mostly retail innature and it should
be our endeavor to protect them (80
per cent in India against 34per cent
in theEU).With India transitioning
to net zero, there is an additional
fund requirement of ~7.6 trillion till
2032 and thus a uniform tax treat-
ment for bank deposits along the
lines of other asset classes is the
need of the hour.

The other two leakages are small
savings (these are only shadow
accounts with banks) at 7 per cent
and currency with the public at 5.3
per cent. Thus, the overall lending
pie is at 39 per cent, or ~23.9 trillion,
of which priority sector commit-
ments are at 15 per cent.

To sumup, regulatory dispensa-
tion and leakages are indeed con-
straining factors in overall deposit
pie available for lendable resources.
Though there could be a debate on
the extent of such prescriptions,
some of these measures also aid
financial stability and could change
direction in the future.

Additionally, banks need to
evolve towards products that could
cover the lifecycle needs of the cus-
tomer. Separately, since states in
India exhibit different characteris-
tics regarding deposits, it might be
a better idea to think of having
bespoke products specifically
suited to the customers of different
states.
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ASCB DEPOSIT GROWTH
SINCE FY22: ~61 TRILLION,
OF WHICH
Regulatory (CRR/SLR/LCR): 30%

Lending:
39%

Ofwhich,
PSL:15%

Leakages
31%

Ofwhich,governmentcash
balances: 10%,Taxes:8.7%,
SS:7%,Currencywithpublic:5.3%
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THE ETHANOL STORY SO FAR
(inbillion litres)

ETHANOL PRODUCED FROM
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Total

1.88

1.73

3.0

4.34

5.07

4.26

nFrom
sugarcane

nFromgrains
n2023-24* n2024-25**

Sugarcane Grains From
based based maize#

Total

4.26

7.92

1.
98 2.

29

1.
49

2.
503.

69

4.
23


