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(2% INFORMAL EMPLOYMENT DATA

Bibek Debroy, head of PM's economic advisory panel

We don't have very good data on economy and jobs
because India is majorly an informal economy. There is
a large degree of self-employment... so, the only way |
. can get satisfactory data is through employment

| h surveys of the kinds that the NSS undertakes
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REAL IMPACT

DENIALOF INPUT TAX CREDIT WILL PUSH UP COSTS FOR REALTORS. ALSO, THIS WILL SLOW THE
FORMALISATION OF THE SECTOR BY CLOUDING THE TRACEABILITY OF PURCHASES BY BUILDERS

Taxman agrees GST evasion

by builder can't be tackled

Government finds evidence of rampant GST evasion by big
realty firms, but recent changes are aimed at ratifying this

EPENDING ON HOW much builders across the country cut GST rates on

under-construction housing—from 129%to 5% in the case of normal hous-

ing and from 8% to 1% in the case of affordable housing—the market for

real estate should get a big fillip; indeed, the reactions of most builders over
theweekend,when the proposalwasannounced,suggested thatlarge cutswould bemade
intheretail prices.Itwould, though,be prudent tolookat theactual cuts over the next few
weeks since it is possible that builders will argue that, as they are being denied input tax
credit, the cut is revenue-neutral for them; indeed, since some tax officials have said the
move is revenue-neutral for the government, the same logic should apply to builders as
well. Indeed, a recent analysis done by the GST authorities of the country’s top builders
suggestedas muchwhen it pointed out that most builderswere claimingveryhigh input
tax credit, possibly using fake invoices.In Mumbai, forinstance, the study showed builders
who should have been payinga 10.8% GST,on average,were paying a much lower 2.1%.
The reduction, then, could well become the next source of litigation following action by
the anti-profiteering authorities, if the price cuts are seen as too small.

By opting foralower GST without giving builders the option of input tax credit, in
effect,the taxman hasaccepted that tracking down the evasion in the sectoris impos-
sible. Given how the real estate sectoris such a big source of black moneyj, it is unfortu-
nate that the GST Council has opted for this route. GSTfunctions on the principle of one
person’s tax becoming a credit for the next person and so on...allowing GST without
input tax credit means the government will no longer be tracking the funds/materi-
als flow across the sector. The government has done this earlier also, in the case of
restaurants—each time such carve-outsareaccepted,the government makes the GST
system that much weaker; indeed,in doing so, the GST system of checks and counter-
checks s, in effect, being replaced by the simple sales tax system.

What makes the capitulation all the more unfortunate is that,with the number of
top builders at less than 150-200, tracking their purchases wouldn’t really have been
that difficult. Indeed,when the GST authorities did their tax evasion study for the top
88 builders, they clearly collected a lot of information; this could have been used to
confront thereal estate firmsand to unearth their tax evasion.Indeed, given how GST
officialsarevisiting traders and industry/service sector firms of a certain size to check
if they have a GST registration, surely this can be done for builders as well?; even if a
builder constructsjust onereasonable-sized building in ayear, thiswill meanaturnover
of more than ¥15-20 crore,a turnover that is far above the floor limit below which
firms do not have to pay GST. In the past, partly because of teething problems in the
GST’sIT system—the systemwasn’t able to take theload of the number of invoices that
needed tobeuploaded at the same time—and later,because the governmentwaskeen
to avoid antagonising taxpayers, it decided not to operationalise the system’s brah-
mastra, that of invoice-matching.If invoice-matchingisnot operationalised this time
around—this is due from July 1—and if restaurant- or construction-type carve-outs
areincreased or even maintained at the current level, the present low-level of compli-
ance is unlikely toimprove ina hurry.

Address real e-tail issues

Much of the draft e-commerce policy is about data storage

NE WOULD HAVE expected the draft e-commerce policy paper to

have dwelt more on e-retailing per se, especially since the rulesand

regulations pertaining to the use and storage of data are pretty

much taken care of with the government working on a data protec-
tion bill. There is little dispute that individual consumers own their data and
have privacyrights and that corporations must store datalocallyin India.We are
also agreed that cross-border data flow must be regulated. Reiterating this ad
nauseam doesn’t really add value to the debate. Instead, the government needs
to focus on the e-retailing piece; by its own estimate, the B2C segment is tipped
to grow to around $200 billion by 2026 while B2B e-commerce is estimated at
around $300 billion. As we have seen, in the absence of any momentum on
Make-in-India, e-commerce is the sector that is throwing up thousands of job
opportunities at all levels, from techies to delivery boys.

The government has chosen to crack down on e-retailers funded by FDI; in
its December 26,2018 policy, it barred exclusive tie-ups between marketplace e-
commerce firms and vendors using their platform. If a vendor—WS Retail or
Cloudtail Solutions, for instance—sells more than 25% of its merchandise
through an e-commerce marketplace, it would be deemed to have an inventory
model in which FDI is prohibited. The 25% cap is not new but the responsibility
of adhering to this norm now rests entirely with the platform. The objective,
ostensibly, is to prevent e-commerce firms from influencing the prices of prod-
ucts. Coming as it does, ahead of the general elections, the changes appear to be
aimed at placating and protecting local retailers, large and small. But if the gov-
ernmentwants to protect very small retailers, like kiranas, it should not be allow-
inglarge organised local brick-and-mortar retail players either.And what sense,
by thislogic of protecting small players, does it make to allow FDI in the food sec-
tor, even if the e-tailer if pursuing an inventory model?

So, making it harder for companies like a Flipkart—funded by PEs—will not
necessarily help smaller retailers but will certainly help the bigger Indian play-
ers. Some of these big local retailers have investments by Foreign Portfolio
Investors (FPI). The fact is that, all this while, the government looked the other
way when e-retailers like Flipkart were attracting FDI through parent compa-
nies based out of Singapore, even though it was not strictly kosher.Again, want-
ing toregulate advertising charges on search engines and social media platforms
isregressive. Pricing should be market-determined as it is for print media in India
where new firms and small enterprises find it harder to reach out to large num-
bers of consumers. Sadly, in election season, populism seems to be driving poli-
cymaking, not sound economic logic.

KashmirSalve

Modi finally condemns violence against Kashmiris,
this should help cure Tathagata Roy-style lack of sense

ORETHANAweek after cases of attacks and intimidation against Kash-
miris across the country were reported, prime minister Narendra Modi
finally spoke up against such targetting. This followed the Supreme
Court’s censure of the stateswhere such incidents were reported. Speak-
ingatarallyin Rajasthan, Modisaid that what was happening to Kashmirisin the rest
of India“should not happen in this country”and that India’s fight is for Kashmir, “not
against Kashmiris”. The statement, though quite late in coming,was necessaryto bring
about an end to the violence against Kashmiris since the Pulwama attack, because,
the deafening silence from the BJP’s top leadership on the attacks could only have
been seen as a tacit sanction of the same.

Adding further fuel to the alienation from India many Kashmiris feel, several senior
members of the BJPand the Modiadministration—before the PM spoke out against the
violence—either made statements in favour of the violence or dismissed it altogether.A
fewdaysafterthe Pulwamaattack, Meghalaya GovernorTathagata Roy,asenior BJPleader,
called foran economicboycott of Kashmirand Kashmiris.If Roy’sblatant violation of the
Constitution, while occupying a Constitutional post,wasn’t enough, a day later, Union
human resource development minister Prakash Javadekar flatly denied that Kashmiris
had been harassed atall. What should not be tolerated is Roy-style brazen calls forharm-
ingfellowcitizenswhichrisks distancing Kashmirand its citizens furtherfrom the nation.
Given Royoccupiesa Constitutional post,the Modi regime would dowell tomatch intent
withactionand recommend hisremoval to the President. Modi’s statement, though late,
is the salve the Kashmiris and the rest of the nation require. It should set India on a path
towards ending the violence and animosity that afflicts the country in matters relating
toKashmir,and thatwould be the true cure fortherabid hate thatis drowning good sense.

GST cuts for real estate
may push up prices

HE STEEP REDUCTION

proposedinthe GSTrateson

real estate hasled to consid-

erable euphoria among

buildersand consumers.The
sector that has had its fair share of chal-
lenges in recent times, with a slowdown
in sales, delayed bank loan repayments,
working capital issues, compliance with
RERA, etc.,nowappears tohave one chal-
lengeless,aslow GSTratesare being con-
sidered as the panacea for many of the
issues facing the sector. The 331d meet-
ing of the GST Council, held on February
24 2019, has proposed to lower the rate
of GST from 129% to 5% in the case of
normal housing and crash the rate on
affordable housing from 8% to 1%, from
April 1,2019. In both the cases, there
would be no Input Tax Credit (ITC) eligi-
bility forthebuilders afterthelowerrates
come into force.

In order to put things in perspective,
we need to bear in mind that GST is
applied only on under-construction
apartments where the payment is nor-
mally made in installments, leading to a
tax inference of the builder providing a
service to the home buyer. This payment
of GST is in addition to the stamp duties
levied by each state,as thesewerenot sub-
sumed into GST. Sale of apartments in
buildings that have obtained an Occu-
pancy Certificate (OC) does notattract GST
and the buyer would be paying only the
stamp duties and related charges. It is
therefore clearthat,aftertheintroduction
of GSTin July 2017, there was a distinct
preference for completed apartments
compared to under-construction apart-
ments. In addition to paying only stamp
duties and related charges, home buyers
were also assured of immediate posses-
sion and hence the market saw a shift to
completed apartments.This,however,did
notaid builders,whowere used to the buy-
ers financing their working capital by
making construction-linked payments.
The lower rate of GST of 5% on under-
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construction apartments can now possi-
bly revive that market and ease some of
theworking capital pressures of builders.

Fromanindirect tax standpoint,most
countries move fromasales tax systemto
aVAT systemand,fromthere,toa GST sys-
tem.The GST system is,at present,consid-
ered to be the ultimate frontier from an
indirect tax perspective.The keyfeaturein
the GST system is the abil-
ityof each supplier of goods
and services to obtain ITC
on thebasis of the GST paid
by their vendors. This is a

The denial of credit
with a lower rate of

tor are cement, steel, tiles, bath fittings,
etc. These attract GST at varying rates
with cement taxed at 28% and most of
the otheritems taxed at 18%.The denial
of credit could actually increase the cost
forbuilders and they may seek to pass on
the same in the form of a base price
increase. There have been various esti-
mates of the quantum of input tax credit
availed by builders, but,
depending on the propor-
tion of land cost, etc, it
could be in the range of 6-
8% of the project cost.Any

feature that is normally GSTin respect ?f input tax credit loss may
absentinasalestaxsystem under-construction now get added to the base
where the taxislevied usu- apartments goes price of the apartment
ally at the first stage of against the basic with a lower GST, proylded
emergence of a product or, the same does not violate

in some cases, at the last
stage. GST is a multi-stage
value added tax system
where each entity pays GST
only on the value added by
it, considering ITC of the taxes paid up to
the preceding stage. The denial of credit
with a lower rate of GST of 5%)/1% in
respect of under-construction apart-
ments goes against the basicarchitecture
of agood GST system.

Asimilar step was taken in the past in
case of restaurants, where an 18% rate
was brought down to 5% without input
tax credits. However, in case of restau-
rants,amajority of the keyinputs such as
grains, pulses,vegetables, milk,etc,inany
casedid notattract GST.Hence, theresul-
tant input tax credit loss was quite low.
Thekeyinputsusedbythereal estate sec-

architecture of a the
good GST system

anti-profiteering
provisions.

We have already seen a
real estate player like Pyra-
mid Infratechapproachthe
Delhi HC for relief in an anti-profiteering
matterthatwas prompted byacomplaint
that thebenefitswerenotbeing passed on
tothebuyersof apartments.Inthe present
situation, where the GST rates have been
lowered,but the input tax credit hasbeen
denied, it should not so happen that an
increase in the base rate to overcome the
loss of credit in the hands of the builderis
considered tobeamethod of circumvent-
ing Section 171 of the CGST Act dealing
with anti-profiteering.

Thedenial of ITCtobuildersalsomeans
that introducing traceability of purchases
by the sector, which would have led to the

Misreading China’s strength

With ample policy space to
address the current trade
slowdown, China’s leadership
has no need to abandon its
longer-term strategy

US PRESIDENT DONALD Trump’s
administration has underestimated
China’s resilience and strategic resolve.
With the Chinese economy slowing, the
USbelieves that Chinais hurtingand des-
perateforanendtothe tradewar.Butwith
ample policy space to address the current
slowdown,China’sleadershiphasnoneed
toabandonitslonger-termstrategy.While
acosmetic deal focused on bilateral trade
appears to be in the offing, the sharp con-
trast between the two economies’funda-
mental underpinnings points toavery dif-
ferent verdict regarding who has the
upperhand.Yes, the Chinese economyhas
weakened significantly in the past few
months. But, contrary to US perceptions
thatthisis duetoitssuccessful tariff strat-
egy, China’s downturn has been largely
self-inflicted.Itwasinitiallybrought on by
a deleveraging campaign aimed at neu-
tralising the mounting risks of debt-
intensive economic growth. To their
credit, Chinese policymakers have moved
aggressively to avoid the dreaded Japan
syndrome—not just a debt overhang, but
alsoa profusion of zombie companiesand
related productivity challenges.

Largely as a result of this effort, credit
growth has moderated fromaround 16%
atthestartof 2016 toabout10.5%inlate
2018.This hashad marked repercussions
for China’s once-powerful investment
engine, the largest component of the
economy, which has slowed from 20%
growth in late 2013 to about 6% in late
2018.Meanwhile, the effects of US tariffs
areonlyjuststarting tobite.While exports
tothe USfellbyabout 3%y-o0-yin Decem-
ber2018andJanuary2019,shipmentsto
the rest of the world have continued to
expand, owing largely to resilience in
emerging markets, especially Asia. To the
extent that exports may have been front-
loaded ahead of both the Lunar New Year
holidayand potential furtherincreasesin
US tariffs, some fallback can be expected.
While that could temper near-term
prospects, it is hard to pin the slowdown
of the past few months on exports. To
hedge its risks, China has been quick to
exploit its intrinsic advantage: much
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greater policy flexibility than Western
economies, which have largely hit their
limits on fiscal and monetary stimulus.
Cutting reserve requirements five times
in the past year has led to higher bank
lending and a pick-up in credit growth in
early 2019, which should support an
improvement in overall economic activ-
ity by mid-year.

By contrast,the US economyis more of
ashort-term momentumstory.Thanks to
theoutsizetax cutsoflate 2017,economic
growth picked up to about 3% in 2018,
nearly one percentage point faster than
the anaemic 2.2% pace of the prior eight
years.Butwith fiscal stimulus fading, GDP
growth should follow suit—consistent
with the Congressional Budget Office’s
latest projection of just a 2.3% rise in
2019.Risks of an even weaker outcome
are mounting. The rebound in US equity
prices in early 2019 has not offset the
sharp decline in late 2018, which took a
heavy toll on household wealth and con-
sumer confidence, prompting an outsize
decline in retail sales in December. With
jobless claims starting to inch higher, the
housing sector already weak, the global
economy on increasingly shaky ground,
and the Federal Reserve having limited
ammunition,the USeconomy’sresilience
looks increasingly tenuous.

The likelihood of contrasting eco-
nomic growth trajectories—a policy-
induced improvementin Chinaanda pol-
icy-constrained slowdown in the
US—reinforces a more serious mismatch
of longer-term fundamentals. China’s
domestic savings ratein 2018,at 45% of
GDP, was nearly two and a half times the
USrate of 18.7%.Although China’s saving
ratehasfallen fromits 2008 peak of 52%,
as consumer-led rebalancing has
prompted a shift from surplus saving to
saving absorption, it still has a cushion
that the USwould die for.

Moreover, fully 85% of America’s
gross saving goes toward replacement of
obsolete and worn-out capital stock.
Adjusting for depreciation,the UShad a
net national saving rate of just 3% in
2018—Iless than half the 6.3% average

in the final three decades of the twenti-
eth century and even further below the
net saving position of China, where the
capital stock is considerably newer and
in less need of replacement. These sav-
ing disparities underscore a critical dif-
ference in the investment underpin-
nings of both economies’ growth
potential. China’s investment was 44%
ofits GDPin 2018, more than double the
219% share in the US. And, given Amer-
ica’s aging capital stock, the disparity
between the capacity-enhancing net
investment positions of the two
economies is even wider. That under-
scores China’s relative advantage in
fundingitslonger-term growth impera-
tives such as urbanisation, investment
in infrastructure, human capital, and
research and development,and the shift
toindigenous innovation.

Moreover, the savings gap between
America and China is likely to widen fur-
ther in the years ahead, as seemingly
chronic USbudget deficits push domestic
savingseven lower.Afurther complication
is that, in funding its limited investment
potential, the US will require equally
chronic current-account deficits to aug-
ment depressed domestic savings.And,of
course, with the current-account deficit
comes an outsize multilateral trade
deficit—underscoring the weakest link of
the pending trade deal: reliance onabilat-
eral Chinese fix for a far more insidious
deficit problem with over 100 trading
partners.Inthe end,economicstrength is
relative. The US economy’s current
strength appears fleeting. Its short-term
resilience is already faltering and, in view
of worrisome long-term fundamentals,
may fade further. Chinaisin the opposite
position: today’s short-term weakness
should run its course by mid-year,against
abackdrop of relatively solid longer-term
fundamentals. This reality will come as a
rude awakening to US negotiators, who
are misreading China’s strength and the
hollow benefits of a cosmetic trade deal.
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rapid formalisation of the sector,would
now take a backseat. Most of the sectors
covered by the GST now have a very clear
traceable purchase/sale, input/output
chain, which can be tracked by the tax
authorities.Anybreakage orleakageinthe
chain can be detected by using the data
provided bybusinessesaspart of thereturn
filing requirements.The real estate sector,
which is a large consumer of manufac-
tured products such as cement, steel, tiles,
and sanitary fittings, etc, could have been
tracked as part of the input tax credit
availment process. However, the fact that
builderswould notbeeligible for ITCwould
mean that thesectorcannotbe trackedlike
other sectors, even if we have additional
requirements such as having to purchase
majorinputs from registered dealers.

Itisalsonecessarytoconsiderthetran-
sition issues that would emerge once the
newratescomeintoforceonApril1.Home
buyers who have booked an under-con-
struction apartment and have paid a few
installments would now be considering
delaying further payments until the new
rates come into effect. This may not be
very helpful if the builder has already
issuedaninvoicebefore the effective date.
Builders could have to forego the propor-
tionate ITC that is relatable to the work
completed afterthe effective dateinaddi-
tiontolosing the ITC on thoseapartments
that are sold after the effective date. It is
essential to provide clarity on these and
other transition issues and all stakehold-
erswould hope that the committee tasked
with detailing the transition provisionsin
respect of under-construction apart-
mentsadoptsa pragmaticapproach.

The real estate sector, being a large
employment generator and a sector with
multiplelinkages tomany critical parts of
the economy,hasbeen in need of revitali-
sation. The GST rate reductions have the
potential to fire up the sector once again,
however,itisalsonecessarytotake care of
theissues thatare expected to emerge on
account of these reductions.

LETTERS TO

THE EDITOR

Karachi Bakery

Those who took the law into their
hands forced the manager of
Karachi Bakery to cover the name
‘Karachi' just because it has a
Pakistani connotation. Though the
men did not resort to vandalism,
they had their way by forcing the
owner to display a Tricolour inside
and cover the name 'Karachi' with a
banner. The bakery has since
clarified that founder Khanchand
Ramnani had migrated to India
during Partition and the outlet is an
Indian company based out of
Hyderabad

— Ravi Chander, Bengaluru

Aftermath of
Pulwama

What has been most disquieting is
that Kashmiri students and traders
have come under attack in India.
Meghalaya Governor Tathagata Roy,
with a rabid communal bent of
mind, insinuated that Kashmiris are
the fifth column and deserve to be
treated differently from other
compatriots. Had he got his
marching orders, Narendra Modi's
speech on the protection of
Kashmiris would have made greater
sense. Thankfully, jingoism,
bellicosity and sabre-rattling, tried
by right-wing politicians, find no
resonance among the common
people. Dialogue is the only way to
resolve the Kashmir dispute and
normalise India-Pakistan relations.
We need to assert our basic
humanity and say that the life of
each human being, be it that of a
militant or a member of the forces,
is precious. Steps need to be taken
to change the conditions that
incubate militancy in the Valley. The
deeply disquieting ways used by
the security forces to eliminate
militants from the Valley actually
breed more militants. It is important
that India and Pakistan should see
each other as neighbours and not
as adversaries. It is time we put
humanity above nationalism and
religion and resolve conflicts to live
in peace

— G David Milton, Maruthancode
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E-WALLETS

Death by a
thousand KYCs

The use of CKYCR (Central KYC Registry) will solve the
problems currently facing e-wallets, who are staring
at the March 1 deadline for offline KYC compliance.

It’ll also help make the KYC process easier for
consumers and other regulated entities. Following
the Aadhaar judgment, regulators are wary to make
public database accessible to commercial operators.
But data protection risks associated with CKYCR are
far less than the Aadhaar database or offline KYC

CCORDING TO ONE esti-
mate, the market share of e-
wallets in India is said to
have fallen by 40-50% from
October 2017 to March
2018.Though e-wallet transactions have
continued to grow in terms of volume in
the last year, they have been far out-
stripped by the Unified Payments Inter-
facein terms of market share.The future
looks bleak for e-wallets with one pay-
ments operator predicting that e-wallets
could cease to exist in a few years. This is
a dramatic shift for an industry that was
once regarded as the future of fintech in
India.Theregulatoryburdenimposed by
the Reserve Bank of India’s Know Your
Customer (KYC) guidelines iswidely cited
as the cause for this reversal of fortunes.

Carrying out offline verification of all
their customers-a requirement of the
KYC guidelines-has been costly to all e-
wallets. But it has been especially difficult
for smaller e-wallet operatorswho do not
have the wherewithal to invest in a capi-
tal- and resource-intensive compliance
process. News reports suggest that most
e-wallet operatorsverified justa fraction
of their user base to date. The fast-
approaching March 1 deadline for offline
KYC complianceincreasingly seemslikea
cliff’s edge from which the sector may not
recover. The use of the Central KYC Reg-
istry (CKYCR) is a readily available solu-
tion to many of the sector’s woes. With
adequate data protection safeguards, the
CKYCR could allay the existential fears
confronting e-wallets.

ILLUSTRATION: ROHNIT PHORE

KYC requirements

RBI’s Master Direction on Pre-Paid
Instruments (PPI Rules)issued in October
2017 made the KYC process mandatory
for e-wallets. Rules on KYC are contained
in the Know Your Customer Direction,
2016 (KYCRegulations),issued underthe
Prevention of Money Laundering Act,
2002.KYCRegulationsrequire regulated
entities to identify customers when they
open an account or in certain specified
cases. With the aim of curbing money
laundering, KYC Regulations initially
applied only to banks, financial institu-
tions and other ‘regulated entities’. The
PPI Rules,issued in response to concerns
over e-wallets being used to launder
money, also clarified that e-wallets fall
under the category of other regulated
entities.This,in effect,required e-wallets
to complywith KYC Regulations.

Of all the regulations in
the PPI Rules, KYC obliga-
tions have proved to be par-
ticularly cumbersome,
especiallyafterthe Aadhaar
judgment.Before thisjudg-
ment, e-wallets had the
option of carrying out e-
KYC using biometrics. E-
wallet operators could first
verify the Aadhaar number
and then verify biometrics
within a year. The one-year
window gave e-wallets flex-
ibility and time to comply
with KYC requirements.
Since the Supreme Court
prohibited the use of Aad-
haar for commercial use, e-
wallets no longer have this option. The
recent amendment of the Prevention of
Money Laundering (Maintenance of
Records) Rules will only make this prob-
lem worse. Rule 9(15) of these rules
enabled regulated entities to perform e-
KYC using Aadhaar. The amendment, in
compliance with the Aadhaar judgment,
has limited e-KYC to those individuals
receiving benefits or subsidies from the
government. The effect of both these
changes means that for a majority of
their users, e-wallets will have to perform
offline KYC before March 1.

The source of this regulatory uncer-
tainty is that unlike the other Master
Directions rules, KYC Regulations were
framed with offline regulated entities in
mind.Forbanks and financial institutions,
physically verifying the authenticity of

CKYCR will help
reduce the onerous
demands of
compliance on
regulated entities.
A sector (e-wallets)
that is on death'’s
door can be
revived with a
simple tweak of the
existing framework

customers does not impose too much ofa
burden. This is because their businesses
are based on customer contact on a regu-
larbasisand they have the capital toinvest
in the expensive KYC compliance process.
Inthe case of e-wallets,KYC upended their
main value proposition, which is the con-
venience of a purely online relationship.

The possible solution

Media reports suggest that even the
biggest e-wallet operators have verified
only 70% of their user base. Close to 18
months after the PPI Rules were issued,
the low verification figures paint a bleak
picture for the future of the sector. As e-
wallet operators face up to the looming
deadline, there is a technology-based
solution within the KYC framework to
make the KYC process simpler and less
cumbersome. KYC data collected by all
entitiesin the financial sectoris currently
stored in the CKYCR. Designed with
interoperability in mind, data in the
CKYCRisstored inastandard formatand
can be used across sectors. However,
access to CKYCR data is currently
restricted to government agencies and
regulators pursuant to the Prevention of
Money Laundering Act, 2002.

Allowing regulated entities touse the
CKYCRto cross reference new customers
against existing entries in the registry is
the logical next step for the registry. In
addition toreducing theburden onregu-
lated entities, a truly interoperable
CKYCR will also make the KYC process
easier on the customer. Currently, KYC
must be completed separately when an
account is opened with every regulated
entity.So,a customer opening three bank
accountswill have to go through the KYC
process three times. This is despite the
fact that KYC information is stored in a
centralised database after the first regis-
tration. The CKYCR, thus, offers a faster,
cost-effective and customer-friendly
means of KYC compliance.

Data protection safeguards

There are obvious data protection
concerns in making the CKYCR interop-
erable. However, the advantage offered by
acentralised databaseis that there canbe
different levels of access to the data. In
addition, the customer need only share
his/herunique CKYCRidentifierwith the
regulated entity to perform a KYC verifi-
cation. Unlike Aadhaar (which offered
similar KYC functionality), the CKYCR
does not contain biometricinformation,
reducing potential data protection risks.

In fact, for the purposes of KYC, the
CKYCR can be made inter-
operablewithoutany sensi-
tive personal information
being shared. The only
plausible risk may be of
purpose limitation. Both
the data protection rules
framed underthe Informa-
tion TechnologyActand the
proposed data protection
law provide that data col-
lected from a customer can
onlybe used for the purpose
to which he or she con-
sented to. However, check-
ing for a CKYCR match is
not purpose limited as the
customer would have con-
sent to using of his/her data
for verification. Merely matching the
unique identifier also means that after
the first verification, the data is more
secure than an offline KYC verification.

The use of the CKYCR will solve the
problems currently facing e-wallets in
India. It will also help make the KYC
process easier for consumers and other
regulated entities. Following the Aadhaar
judgment, regulators are understandably
warytomakea publicdatabaseaccessible
to commercial operators. However, the
data protection risks associated with the
CKYCRarefarless than the Aadhaardata-
base or offline KYC. With sufficient safe-
guards, the CKYCR will help reduce the
onerous demands of compliance on regu-
lated entities.Asector thatis currently on
death’s door can be revived with a simple
tweak of the existing framework.
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Unfolding a

new chapter
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Are the first foldable phones ushering in
a new segment in smartphone industry?

VER SINCETHE FIRSTiPhone,well overadecade
ago, the smartphone segment has evolved,
mutated and stagnated. The plateau in technol-
ogy had become so evident across devices that
users started holding on to phones longer. There
justisn’tenough tointerest them to push foran early update.

But things could change withwhat Samsungannounced
in San Francisco last week. D] Koh, Samsung Electronics’s
president and CEO of IT & Mobile Communications Divi-
sion, called it the “next chapter in mobile innovation,” big
enough to change “what’s possible in a smartphone.”Within
days, Huawei followed up with its Mate X,which looks at the
fold from a whole new perspective.

Although there hasbeen atleast one otherfoldable device
before it, Samsung’s new Galaxy Fold can well be called the
start of a whole new category. Samsung says its foldable
phone is meant for those who “want to experience what a
premium foldable device can do,beyond the limitations of
atraditional smartphone.”

So, the Galaxy Fold is a somewhat old-looking smart-
phone,which unfolds to presenta stunning 7.3-inch screen
inside powered by an Infinity Flex Display—a hinge under it
that cannot be seen.In contrast, the Mate X looks like a reg-
ular smartphone from the front with a 6.3-inch display. It
has a display at the rear, too, and when you bring that up
front, the two screens combine to offer an 8-inch tablet. So,
while you literally have to open the Galaxy Fold to get a bet-
ter experience, on the Mate X you need to unfold only if you
need alarger screen for something.

Both phones are still well
under wraps, though official
launch dates have been
announced. And both can
potentially change the way we
work on a smartphone, espe-
cially with multitasking. The
Galaxy Fold, forinstance, offers
three-app multitasking forthe

But there is one
question everyone
seems to have
missed: Does the
user really want a

first time ever. But then I'm foldable
wondering why we never

. smartphone?
wanted that on a tablet with a P
larger screen where it would ]

have been a more logical fea-
ture to have.

Alot of what the Galaxy Fold will dowill be based on what
Samsung calls App Continuity. So, if you, let’s say, watch a
Facebook video on the small front screen of the folded
phone, you can open the Galaxy Fold to watch the video in
full screen—in what should be a seamless experience.
Huawei, too, will need to have something similar. That cer-
tainlyhas the potential,atleast fora certain set of users.And
if you spoil that experience, it also has the potential to ruin
this segment itself.

Despite thebunch of engineering fetes goinginto these
devices, analysts like Jeff Fieldhack of Counterpoint fear
that the earlyversions will be clunkyand compromised. He
says while the fluidness of the tablet mode in the Galaxy
Fold is nice and better than the versions seen at CES 2019,
but the device appears to be “severely girthy and compro-
mised.” And the phones will be niche for a while—the
$1,980 price tag of the Galaxy Fold and the costlier Mate X
(almost $2,600) ensure that. Frank Gillett, vice-president
at Forrester Research, says Samsung needs to deliver on the
promised folding phones in order to maintain leadership.
Butwe need towaitand see how the production challenges
are taken care of.

With the Mobile World Congress in Barcelona this week,
we can safely expect a bit more one-upmanship from rival
brands.Those still not close to a product they can sell,will at
least tryand tease something to keep users happy.There will
be more gimmicks that hardcore technology. For now, we
know that companies are perfecting the hinge, figuring out
what is the best way to make use of this form factor.

Meanwhile, there is one question everyone seems to have
missed: Does the user really want a foldable smartphone?

XPERTS REMAIN CLUELESS as

to how the various giveaways

announced in the Interim Bud-

get will get financed. Their

doubts are justified given that
the slippages in fiscal deficit targets are
averted only by tweaking the denomina-
tor, assuming more robust revenue
growth and by allowing significant off-
budget financing.At the end of the day, as
usual, the lack of fiscal space might force
the axe on capex.

This shrinking fiscal space should
prompt us to devise strategies for ensur-
ing sustainable finance in the short and
medium term, if not for the current year.
This strategy should necessarily hinge on
the tax-to-GDPratio,which, for the Union
and states combined, has hovered around
14-17% during the past four decades.
After peaking in 2007-08, it registered a
declining trend.And curiously enough, the
central tax revenue is tracing a declining
trend as a proportion of GDP. A stagnant
ratio doesn’t allow us toraise the expendi-
ture on all sectors as a proportion of
national income simultaneously.

But demand for allocations is rising
every year from various sectors. The
National Health Policy,2017,callsforarise
in the public expenditure on the health
sector in a time-bound manner to reach
2.5% of GDP from the current 0.7%. A
long-standing demand from the educa-
tion sector has been to raise the public
expenditure from the current less than
3% of GDP to 6%.And doubling of farm
income would definitely require massive
investment. Our per-capita income level
that is well below $2,000, high incidence

Time to reimagine
fiscal space

It’s time our
policymakers
realised that fiscal
space is not a given
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of povertyand unemployment, poorinfra-
structure, etc, warrant a higher public
expenditure. That is perhaps the reason
why mobilisation of tax revenue finds a
place under the United Nations Sustain-
able Development Goal 17.

A typical developed country mobilises
about 40% of GDP as tax revenue. The
OECD average is 34%. Germany, Norway,
Iceland and Luxembourg are the countries
where the tax-GDPratioisabove 45%.The
figures for Austria, Italy, Finland, Sweden,
Belgium, France and Denmark are above
409%.All BRICS countries, too, have figures
higherthan that of India, with Brazil lead-
ing with a figure of above 30%.

An IMF Working Paper “Tax Revenue
Mobilization Episodesin Emerging Markets
and Low-Income Countries: Lessons froma
New Dataset” by Bernardin Akitoby et al

published in November 2018 examines 55
episodes of tax revenue mobilisation
where tax policy reforms and revenue
administration played a crucial role on
raising the tax-GDPratios.These episodes
included anincreaseintheratiobyatleast
0.5% over a minimum of three years.
Five countries that stand out in this
report are Cambodia, Georgia, Guyana,
Liberia and Ukraine. Their per-capita
incomes are comparable to that of India.
These economies have succeeded inraising
theirtax-GDPratio significantlyduring the
last 15 years. Three of them witnessed
increases above 10 percentage points and
the other two above 5 percentage points.
They achieved this feat by broadening
the tax base for both direct and indirect
taxes by means of revenue administration
and tax policy,especially through improve-

ments in compliance and by reducing
exemptions and/or eliminating tax holi-
days. Many countries focused on indirect
taxation. Simplification and raising the
efficiency was what worked for them.

The Indian economy has registered
impressive growth in the new millennium.
Hence, with a progressive tax system in
place,the tax-GDPratioisbound torise.Ris-
ing inequality will only make the ratio rise
faster due to bracket effect and a shift
towardsa consumption basket that attracts
higher tax rates. But it was not to be.

Presenting the Interim Budget, the
finance minister highlighted the intro-
duction of major tax reforms and signifi-
cant increases in tax collection and tax
base as important achievements of the
government. The number of return filers
(individuals) grew significantly from 3.04

crorein 2013-14t05.08 crorein 2017-18.
And the number of taxpayers have risen
from 4.97 crore to 7.03 crore during the
same period.During this period,direct tax
collection increased by 57% in nominal
terms.Butithad grown by 68% and 128%
during the previous two quinquennia. So,
the gains in tax collection are not excep-
tional at all, even after accounting for
inflation and base effect.

The picture is not very rosy for the cur-
rent year either. GST has so far not suc-
ceeded in augmenting revenue. The bud-
geted (2018-19)revenue under GSTfor the
Union is ¥6,53,900 crore (excluding com-
pensation cess), which requires a monthly
collection of about ¥54,000 crore. But the
average collection has only been about
336,000 crore. In direct taxes, too, in spite
of much noise about rising number of

returns filed, no extra buoyancy is seen.

In his Budget speech in February 2017,
finance minister Arun Jaitley had pointed
out that the tax-GDP ratio in India is very
low.He had also argued, citing income tax
data, that “we are largely a tax non-com-
pliant society.” Tax policy reforms that we
have introduced included reduction of
exorbitant rates. But probably the lesson
forusisthat such cutsalone donotinduce
compliance. Similarly, the trends are also
an indication that we have not succeeded
in dismantling the parallel economytoany
significant extent.

Going one step further,we need to pon-
der why people are reluctant to pay taxes.
People will definitely hesitate to part with
their income if they do not get anything
worthy in return. General public will be
more happy to pay taxes if they get better
roads,improved public transport facilities,
timelyand quality healthcare, better edu-
cation services,uninterrupted power sup-
ply,etc,inreturn.Theywill also own up the
nation when theyare treated with respect
in government offices. All these require
higherinitial spending. Funding themwill
definitelybe a challenge with the given fis-
cal space. Hence, the first steps have to be
aimed atimproving compliance,ensuring
accountabilityand rooting out corruption.

Nevertheless, it is high time our policy-
makers realised that fiscal space is not a
given. In the ultimate analysis, it is the
conscious creation of a societyand in India
there is lot of room left for expansion of
this space. Let’s hope that the full Budget
presented by the next dispensation will
dare to reimagine the idea of fiscal space
and act onit too.
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