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Opinion

Jubilant does a U-turn, but
why was it so greedy first?

Given Domino’s pizzas sell on the basis of the US firm’s name
and not Jubilant’s, asking for a royalty was absurd

HAT EXACTLY CAUSED the promoters of the Jubilant group to change

their minds on the payment of a royalty fee to them by the group com-

panies for use of the Jubilant brand is not clear. Tuesday’s initial pro-

posal,which envisaged the three group companies paying 0.25% of the
annual consolidated revenues to a promoter holding companyas royalty for the Jubilant
brand,waswithdrawn late in the evening. It is clear as daylight that Jubilant Foodworks’
pizzassellbecause they’re sold as Domino’s pizzas and the doughnuts as Dunkin Donuts.
The company is already paying them a royalty and justifiably so. There can be no con-
ceivable reason to charge royalty for the Jubilant name.

Indeed, the growing trend by which promoters are attempting to pull out money
from their companies,on one pretext oranother,is disconcerting. Since many of these
proposals are seen to be initiated ‘in the ordinary course of business’ they are not put
to vote as special resolutions. However, since they are related party transactions and
not part of the‘ordinary course of business’,these proposals should be voted on only by
minority shareholders. Unfortunately, the directors of the boards of most Indian com-
panies appear to be willing to go along with the promoters even on proposals that are
clearly unfairto small shareholders.Forall the talk on improving corporate governance,
going by the events of the last year, little is happening on the ground. Recently, in the
case of Apollo Tyres, the board raised no objections to the managing director’s re-
appointment even though the remuneration was very high. It was only after minority
shareholders voted against the resolution that the board decided to seek an indepen-
dent view on the remuneration.

Again, the board of IL&FS clearly failed to do its job else the companywould not have
piled up the kind of debt that it hasand would not be defaulting on its loans.Indeed, had
the many nominees of banks and other institutional shareholders, as also independent
directors,been more responsible,wewouldn’t have seen somany companies goingbank-
rupt.Thelist of companies where the directors have failed to red-flag problems is long—
Ranbaxy, Fortis, Suzlon, to name a few. The trouble with corporate India and its many
directorsis that fewarewilling tostand upand call out errant promoters for fear of becom-
ingunpopular.Thesitting feesarefartoolucrative to give up especiallywhen one does not
have a full-time job. There is little point in clamping down by way of rules and regula-
tionsbecause promoters seem to know exactlyhowto getaround them.Again, there islit-
tle point in having more board meetings or capping the number of boards on which an
individual can be a director unless directors want to improve corporate governance.

If Indian promoters, like those of Jubilant,want to charge royalties or brand fees, they
need to invest in R&D, but few do.Indeed, even though it is very clear that several foreign
brands and their technology—like Suzuki, for instance—are driving the sales of Indian
firms, every now and then the government attempts to cap royalty payments by MNCs
despite theirhaving spent billions of dollars on developing technology and new products.
Thisnewspaperhasargued that the outflowsarenotlarge.In 2017-18,the theroyaltyand
technical fees paid out by the Indianarms of a clutch of 30 MNCswere flat compared with
the outgoin 2016-17while the combined profitsbefore tax of thesearms grew 15%.Local
businessmen need to build brands and invest in R&D and earn royalties the right way.

Getting real about jobs

Low competitiveness depresses hiring of regular workers

HILETHE CONTROVERSY overwhether employment in the country

has not just risen slowly but has even contracted rages on—thanks toa

leaked NSSOreportin Business Standard—itisimportanttofocusonthe

role of bad policy,including everything that discourages faster growth of
labour-intensive exports of the type that countrieslike Vietham and Bangladesh have seen.
Thisincludes thehigh cost of capitaland poorinfrastructurelike electricityand expensive
office/factory space and time/cost of shipments. Bangladesh’s total exports, for instance,
grewby82%in 2010-16 and Vietnam’s 145%versusjust 17% forIndia.And while India’s
overall exports fared poorly—theyrose from $179billionin 2010to $304 billionin 2018—
not only have non-oil imports risen faster, those from China have soared. In the same
period, overall imports rose from $288 billion to $466 billion and Chinese imports from
$31 billion to §76 billion; rising imports, in turn, restrict local employment.

And thereis,then,the elephantin the room,therole of bad labour policy that prevents
flexibilitylike that of hire-and-fire—after paying due compensation—and even overtime
and putsafloortowagelevels thatare notin keepingwith India’s competitiveness; unless
India is in a position to effectively stop imports via smuggling, India’s productivity-
adjustedlabourand other costs have tobe comparable with those in competitor countries
like China,Vietnam and Bangladesh if local manufacturing and jobs are not to be hit.

Anew studyby Radhicka Kapoor and PP Krishnapriya at ICRIER examines the rise of
contractlabourin India’s already small organised sector.While total employment in the
manufacturing sector was just around 50 million of India’s total workforce of around
450 million, the share of the unorganised sectorwithin thiswasas high as 72%in FY16.
And, as the study found, the share of contract workers in total employment increased
sharply from 15.5%in FYO1 to 27.9% in FY16,while the share of directly hired workers
fellfrom 61.2%to 50.4%;at 8.4%,the growth of contract employment has outstripped
the growth of regular employment at 3.2% over the last decade. While the traditional
viewhasbeen that stateswhich have morerigid labourlaws,and industries thataremore
labour-intensive, tend to use more contract labour, the study found that thiswasn’t nec-
essarily true. So,while the share of contract workers rose in states like West Bengal and
Maharashtra that have unfriendly labour laws, the same had happened in states like
Andhra Pradesh and Karnataka that have better laws. And while the share of contract
workersin theleather/handbag/footwearindustryrose from 19%to 23% between FY01
and FY14, that in the automobile sector rose from 14% to 46%.And since this growing
contractualisation is taking place despite contract wages rising faster than regular ones,
the study concludes that contractualisation is away to keep costs down aswell as restrict
thebargaining powers of trade unionswhile imparting flexibility to hiringand firing. So,
while politicians maywant to raise minimum wages, or raise them for contract workers,
if this makes the industry uncompetitive, this will restrict employment growth.
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MiningEquality
Allowing increased participation of women in mining is a good
move, govt should work towards allowing full participation

LOBALLY, THE VALUE-BASED, economic and development imperatives for

genderequalityandwomen’s economicempowerment arewell-established.

Mining is a sector which has the potential to be a key driver of economic

growth, development and job creation in many developing counttries. Yet,
while mininghasbeen traditionallybeen male-dominated across theworld—a 2013 report
byWomen in Mining (UK) and PricewaterhouseCoopers stated that the mining industry
has thelowest number of women on companyboards of any industry group worldwide—
Indiaactuallyhadlaws that placed several restrictions onwomenworkingin the sector.The
MinesAct 1952 expresslyforbade the employment of women in underground mines,and
allowed them towork in above-ground mines onlybetween 6 amand 7 pm.

Now, however, the labour ministry hasamended the rules to allowwomen towork in
underground minesduring the daytimeand in opencast minesround the clock.Evensso,
the yoke of discriminatorylabour laws is not fully lifted—women in underground min-
ing can only occupy “technical, supervisory and managerial” positions. While this may
help mining engineers—onlyin 2016 did IIT-Indian School of Mines Dhanbad, the pre-
mier mining engineeringinstitutein the country,allowfemale studentsinto the mining
engineering problems—it doesn’t help the blue-collarwomenworkers in mining regions.
However,with a start being made, the likelihood of further change to allowwomen min-
ers has gone up. As per the last round of the Annual Employment-Unemployment Sur-
vey (EUS),conducted by the Labour Bureau in the year FY16, the worker population ratio
(WPR) for females aged 15 years and above was 21.7% as compared to the male WPR of
72.1%.Allowingwomen towork in the mining sector bodes well for curbing gender dis-
parity and boosting equal opportunities forwomen.

HEN HEADLINE
AND core inflation
diverge o)
sharply—as is the
case in India at the
moment—the key question is which
eventually converges to which? Does
headline eventually converge to core?
Or does core converge to headline?
With India’s headline inflation below
3% and core inflation at almost 6%,
the directionality of convergence mat-
ters crucially and will determine the
outlook of inflation and monetary pol-
icyin 2019.Thereare good theoretical
reasons, a priori, for the directionality
toruneitherway.If core inflation were
to begin asymptoting towards that,
markets will start pricing in an easing
cycle.In contrast, if headline inflation
starts converging to core inflation, talk
of rate hikes will be back on the table.
The purpose of this piece is not neces-
sarily to ask why food inflation has
decelerated so much. Or what sticky
core inflation is telling us about out-
put gaps. It is simply to use India’s
inflation history to ask a narrower,
more technical, question. What does
past data tell us? Does headline infla-
tion eventually converge to core? Or
does core revert to headline?

To answer this question, the stan-
dard approach followed by Cecchetti
and Moessner (2008) and Anand, Ding
and Tulin (2014) is utilised and
monthly CPI inflation data (year-on-
year growth rates) commencing in
2002 is used.In the baseline data, CPI-
IW (industrial workers) is used because
thatenablesalongertime series.Then,
running the same analysis using the
new CPI combined series starting in
2011, theresultsdon’t change.For CPI-
IW, core inflation is defined as headline
adjusted for food and fuel. A finer dis-
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INFLATION EXPECTATIONS

AS THE OUTPUT GAP CLOSES, WAGES WILL START RISING IN RURALAREAS AS WELL. THIS WILL
PUT PRESSURE ON FOOD INFLATION FROM BOTH THE DEMAND AND SUPPLY SIDE

CPI will start rising
to around 5% in a year
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tinction is not available due to data
constraints. In the case of CPI com-
bined, core is defined as headline
adjusted for food, fuel, housing, and
transport or communication.

The tests that have been run suggest
that,in the 2002-2012 period, shocks
to food and fuel were either persistent
and/or had meaningful second round
effects, thereby impacting core infla-
tion.The transmission mechanismwas
likely through inflation expectations,
which subsequentlyaffected wage and
price behaviour and eventually
impacted core prices.Overtime, there-
fore, core converged to headline. The
importantrole that shocks to food and
fuel played in influencing household
inflation expectations, and thereby
subsequently seeping into core infla-
tion,underpinned the Urjit Patel Com-
mittee’s choice of headline inflation as
theinflation target.Interestingly, how-
ever, these results completely turn on
their head over the last few years. In
otherwords,overthelast 5 years,head-
line inflation has converged to core,
though not completely. To check that
convergence has indeed changed over
time—and is notanartifact of the cho-
sen time periods—a series of rolling
regressions for both equations across
sub-samples was run. The results
depict that, a decade ago, it was core
that used to converge to headline, but
over time, headline has progressively
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converged to core.

The results are both decisive and
robust to (i) the choice of CPI series
(CPI-IW versus CPI combined) and (ii)
different definition of core inflation.
But how should one make sense of
these results? Prima facie, it points to
the evolving role of inflation expecta-
tions. To the extent that inflation
expectations were elevated and unan-
chored—aswasthe casebetween 2009
and 2014—it is unsurprising that
shocks to food and fuel would quickly
translate intoa more generalised infla-
tion through wage and price-setting
behaviour. In other words, second-
round effects werelarge,inducing core
to converge to headline. However, given
the adaptive nature of inflation expec-
tations, the sharp disinflation in recent
years has likely caused expectations to
both moderate (visible in RBI’s house-
hold surveys) and get more anchored.
The implication is that second round
effects are much more muted, and
shocks to food and fuel prices do not
propagate as strongly into core infla-
tion. Correspondingly, core inflation is
relatively more responsive to slack. In
other words, transitory shocks do not
get generalised as completely or as
quickly. Against this backdrop, it is
understandable why headline eventu-
ally converges to core inflation, ulti-
matelyreflecting underlying slack.This
also perhaps explains why food infla-
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City-level data to boost governance

Changes in the way Indians consume data have
yielded a deep base of personal information, from
applications such as Ola and Swiggy, and insights
drawn from this base can potentially solve some of
the most complex and tangled governance issues

THE APPROACH TO solve issues
through a national level analysis per-
ished long time ago in India. Follow-
ingits demise, state-level and regional
analysis informed decisions on
reforming governance and growth.
The state-level analysis focused on
wide ranging indicators such as edu-
cation and health, economic growth,
job creation, police force, rainfall and
agriculture output, service-level
benchmarks,amongst many others.

This was followed by incessant
state-level studies and investment
summits. Essentially, states became
the fundamental unit of analysis for
improving growth and development
in India. However, between 2014-16,
something changed in how Indians
consumed data.The new government
launched the Digital India pro-
gramme which focused on increasing
internet connectivity and provision-
ing of government services.

At the same time, disruptions in
telecom industryyielded exponential
benefits and smartphone sales con-
tinued to clock robust growth. Apps
such as Netflix, Hotstar, Amazon
Prime, Saavn, Gaana, and Flipkart,
amongst others, fuelled the growth in
data consumption and literally speak
volumes about preferences of music,
movies, web-series and shopping at
the pin code level. Uber and Ola pro-
vide insights on traffic at road level
and have already begun to assist city
governments in delivering insights on
traffic movements.All this builds over
the behemoth of digital infrastruc-
ture—Aadhaar, payment banks, Uni-

fied Payments Interface (UPI) and
India Stack.

With this solid foundation, Indian
cities are in an extremely sweet spot
to disrupt governance and growth in
cities. NITI Aayog’s Strategy for New
India@?75 document outlines strate-
gies that can help cities leverage this
opportunity. Under the section,’'Mod-
ernizing City Governance for Urban
Transformation’, it proposes to boost
city economy by creating city eco-
nomic councils and tracking key eco-
nomicindicators through a city dash-
board.Imagine if city dashboards and
economic councils have representa-
tives and data of the private compa-
nies mentioned above. The synergies
can be enormous.

Given that this is a new terrain for
city governments, the document also
discusses developing model munici-
pal talent and in/outsourcing guide-
lines to leverage efficiencies gener-
ated by technology and outsourcing.
For governance, it takes a bold stance
by suggesting that ward committees
and area sabhas should be activated
with a technology enabled ‘Open
Cities Framework’and the use of dig-
ital tools for feedback and reporting.

Under the section,‘Smart Cities for
Urban Transformation’,the document
argues for institutionalising cities’
capacities to draw benefits from city-
level data. It proposes the creation of
digital transformation roadmaps for
cities which can take a systems
approach to all digital interactions in
a city, while mapping all assets and
using them for key governance activ-
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ities such as grievance redressal, par-
ticipatory budgeting, transparent
works management, and contractor
payments.

It also proposes to create data
observatories at city level which will
help in policymaking. The highlights
of such data observatories willinclude
flexible architecture, open-source
accessibilityand ensuring the privacy
of citizens.If implemented, these poli-
cies will empower Indian cities to
unbox the benefits of data which is
generated within their geographical
territories.

Use of technology reduces transac-
tion costs. Initially, the returns are
slow but as you accumulate knowl-
edge (and data), the returns are com-
pounding in nature and, after a
threshold level, they become expo-
nential. They build over the existing
data and insights drawn from this
wide and deep base can potentially
solve some of the most complex and
tangled issues of our times.

It took India close to five decades
to move from a pan-India focus and
one-size-fits-all approach to a state-
and regional-level focus. But in less
than two decades thereafter, the focus
has shifted to cities. Once the 74th
Constitutional Amendment gets fully
implemented, it will be a matter of few
years for the best practices of city-
level innovations to be replicated and
scaled across other cities. Thus, it is
neither too optimistic nor too roman-
tic to believe that city-level data will
provide next the wave of disruption in
governance and growth.

(2% FACULTY RESERVATION

Prakash Javadekar, Union HRD minister

We are confident there will be justice and reservation
will continue as per the earlier system. The
government will ensure that reservation for
SC/ST/OBC is not hampered

tion has seen such a sharp deceleration
in the last few years and yet core has
remained relatively sticky.

What these results suggest is the
headline inflation—expected to be in
the 3% handle in the near future—will
eventually start converging,overa 12-
month period, towards core inflation
which is currently running above 5%.
If this were to come to pass, space for
any monetary policy easing cycle—
notwithstandinga one-off cute in Feb-
ruary or April thisyear—would virtually
evaporate. How would the economic
transmission occur, though? It would
have to be through wage dynamics.
Specifically,as output gaps close,wages
would be expected to rise, eventually
also translating into higher rural
wages, which would be expected to
pressure food inflation from both the
demand and supply side. Real rural
wages have already begun to tick-up,
though largely reflecting the disinfla-
tion in the rural economy. Expansive
fiscal policy—that both expedites the
closing of output gaps and targets
stimulus to the rural economy to push
up wages and food prices—would sim-
ply reinforce and accelerate these
dynamics. If these results hold, any
monetaryeasinginearly 2019, islikely
to be transient and shallow.

Itisalso possible that,one canlook
at these results and draw the wrong
conclusion. If headline inflation con-
verges to core, should RBI target core
inflation instead, as developed market
central banks do? Why target head-
line? Reaching this conclusion, how-
ever, is fraught with risk. As has been
previously found, inflation expecta-
tions in India are both adaptive and
rational. Consequently, the transition
to the inflation targeting framework
has also played a role in anchoring
expectations and, therefore, de facto
contributed to shocks to food and fuel
havingless pronounced second round
effects. In effect, therefore, headline
inflation gradually asymptoting to
core—and not the otherwayaround—
is perhaps the best testimony to the
growing efficacy of flexible inflation
targeting in India. Any backsliding
from there runs the risk of causing
expectations to get unhinged again,
and for transitory shocks to get more
generalised again.

LETTERSTO

THE EDITOR

Coalition digging its
heels in

The Congress-JD(S) coalition in
Karnataka appears to be digging its
heels in by adopting self-protection
measures on the eve of the budget
session of the legislature. Despite
state BJP president BS Yeddyurappa
denying any attempt to topple the
government, the coalition is sparing
no efforts to be on guard.
Yeddyurappa also denied that there
were no efforts to table a no-
confidence motion against the
government. But with the saffron
party capable of pulling the rug from
under the feet of the coalition and
springing a surprise, the government
would do well to keep Yeddy and
company at bay

— Ravi Chander, Bengaluru

Market high

With the budget out of the way, and
consumer-friendly public welfare
initiatives expected to run till the
General Elections, markets are
showing signs of resilience and are
pricing-in the likely outcome of key
national/global events. Regulators
have done well so far to infuse
liquidity in the commodity/derivative
segment and enforce stringent
measures to monitor trade sessions.
Although a large influx of capital by
foreign funds is welcome, it is
important that long-term holdings by
institutional investors be encouraged
over speculative trading. A balanced
macroeconomic strategy and stable
leading indicators are the need of the
hour. Business-friendly regulations on
fund raising and hedging of risks can
reduce the cost of borrowings,
render a higher liquidity and curtail
forex outflow

— Girish Lalwani, Delhi
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OTTs vs TSPs

It takes two

to tango

Why telcos and OTTs need to band together to
drive our digital future; OTTs are powerfully
driving data usage and revenue growth for
telcos—one cannot exist without the other

HE TELECOM REGULATORY

Authority of India (TRAI)

intends to announce recom-

mendations forthe treatment

of over-the-top (OTT) service
providers vis-a-vis telecommunications
service providers (TSPs) before February-
end. This marks the end of four years of
consultations, discussions and debates.
With huge consumer interests and eco-
nomic benefits to the nation at stake,we
arein forinteresting times.

Incumbent TSPs contributed sig-
nificantly to Indian telecom: The
nation owes much to the private mobile
operators who, in 1994, were new
entrants to our market and blossomed to
be the powerful telcos of today. These
operators,as the flag-bearers of privatisa-
tionand liberalisation, placed Indian tele-
com prominently on the world map,and
made India the envy of most other
nations. They invested nearly 10 lakh
crore over 25 years to create world-class
digital infrastructure with affordable user
tariffs—without subsidies or fiscal sup-
portbythe government.The tremendous
growth from this sector provided the gov-
ernmentwith massive cash inflows.These

achievementswarrantafarmore nurtur-
ing treatment of this significant sector
than they have experienced till now.

However, itisregretful that thesevery
offspring of liberalisation seem to have
forgotten theiroriginsand are displaying
an unfortunate incumbent mindset by
opposing new technologies and services
like OTT, reminding us of the great
lament:“Thereis noremembrance of the
former generations.” (Ecclesiastes 1:11)

As new entrants and challengers,
telcos gained much from progressive
policies: In India, till 1994, telecom was
regarded a natural monopoly and the
rightful preserve of the incumbent gov-
ernment operator,whichwasnotevena
separated BSNL, but the service wing of
the Department of Telecommunica-
tions (DoT). Liberalisation with privati-
sation was then introduced by bringing
in cellular mobile telephone service as a
disruptive service.

Cellular entrants were allowed to own
networks and were awarded various
rightsand privileges.The incumbentwas
heavily opposed to the ‘new kids on the
block’ who began offering competing
telephone services on the move. The

ILLUSTRATION: ROHNIT PHORE

incumbent created massive challenges by
denial/delay in interconnection points,
imposition of ‘killer tariff’ for PSTN (pub-
lic switched telephone network) to mobile
calls,and other hurdles.The fledgling cel-
lular industry would have suffered a pre-
natal demise had it not been for the
unfailing support of the newly-created
TRAIL headed by Justice SS Sodhi.

OTTis a gross misnomer. Service is
a rich contributor to the economy:
OTT refers to media streamed over the
internet. Unfortunately, the term sug-
gests a negative and incorrect connota-
tion of ‘free riding’. RIA (Rich Interactive
Application) is a more appropriate
description of the services provided.

OTT or RIA platforms are rich in con-
tent and have a median number of as
much as 8-9 functions.They have revolu-
tionised everyfacet of daily life—whether
orderingataxi,orfood,getting medicine,
communicating through social media
and video content, improving business
productivity,and much more.

The benefits to GDP growth and per-
sonal life enhancement are enormous
and quantified by expert bodies like
ICRIER and WIK. The German expert
agency, WIK, found a high annual con-
sumer surplus contribution of $98 bil-
lion or X7 lakh crore in 2017 based on a
consumer study. An average of $249 is
nearly 318,000 consumer surplusannu-
ally. The reality is that the

transmission of signs, signals..”
(Sec.3.1AA). The Act’s cognisance of
‘message’isas“any communication sent
by telegraph..” (Sec.3.3). Again, the key
term ‘telegraph’ comes into focus when
Sec.4 clearly stipulates that “..the Cen-
tral Government shall have exclusive
privilege of establishing, maintaining
and working telegraphs.”

Itis obvious from the above that OTT,
which is essentially an internet-based
app and not owning orworking telegraph
asdefined in the Telegraph Act,cannot be
governed by that Act. Moreover, it is uni-
versally accepted to be under the Infor-
mation Technology Act, 2000. Thus, it is
incorrect to project any Telegraph Act
requirement on to OTTs.

Dissimilar circumstancesbetween
RIAs (OTTs) and TSPs: Indisputably, the
‘level-playing field’ or‘same service,same
rules’issue arises between parties only if
theyare placed in similar circumstances.
Butare OTTsand TSPs in similar circum-
stances? Theanswerisaresounding “no!”

TSPs enjoy several exclusive rights
that include (1) the right to interfer-
ence-free spectrum, (2) the right to
numbering resources, (3) the right to
interconnect with PSTN, and (4) the
right of way to set up infrastructure.
Apart from these invaluable rights, TSPs
are also permitted to offer a vast basket
of monetisable services.RIAs/OTTs have
none of these precious rights and privi-
leges.For example, OTTs enjoy no exclu-
sive right to deploy their applications
whereas TSPs can,and often do, provide
their own OTT applications.

Additionally, TSPs enjoy tariff for-
bearancein their operations—a powerful
commercial advantage vis-a-vis OTTs’
virtually free services.The regulator can-
not be blamed for the existing low data
and voice tariffswhen telcos are the mas-
ters of their tariff destiny.

When OTT players neither have these
privileges nor own network or control
the access to infrastructure, how can
they be licensed? OTTs are not substi-
tutes of TSPs, but are dependent on
them. In fact, going further, OTTs drive
the exponential data growth in telecom
networks providing large data revenues
to telcos themselves.

Securityaspects to consider: There
are concerns expressed by a few quarters
about the dynamic end-to-end encryp-
tion service of OTTs. Eliminating this is
to attack the very foundation of these
unique services—and our fundamental
right to privacy provided by the
Supreme Court. Any weakening of this
aspect could kill the product and seri-

ously harm modern com-

benefit is increasing eXpo-  ———— 1€ICE, communication,

nentially every day. OTTs
are powerfully driving data
usage and revenue growth
for telcos. One cannot exist
without the other.
Unfortunately,thereare
many  misconceptions
about RIA/OTT apps—pro-
moted by misunderstand-
ing and by specific vested
interests.To term the heav-
ily-beneficial RIAs as OTTs
is tantamount to stating

If full support is
extended by TRAI
to OTTs and they
are allowed a free
play of innovative

services, India
could jump several

higher orbits of
digital excellence

productivity and the right
to privacy.

The role of the regula-
tor is to be progressive as
inthe pastandaccelerate
our digital future: For a
fair resolution of the issue
of TSPs versus OTTs, the
role of the regulator is of
paramount importance.
Thanks to TRAI and policy-
makersin the past, the orig-
inal reform of Indian tele-

that the entire internet is s $ COIN could proceed in the

‘over the top’ of telecom
data networks—a patently absurd
proposition!

OTTsand telcos cannot havealevel
playing field; ‘same service, same
rules’does not apply: One of the biggest
misconceptions floatingaround is about
a so-called ‘level-playing field’ require-
mentbetweenTSPsand OTTs.Itisawell-
settled legal maxim that, for fair compe-
tition, only persons or entities placed in
similar circumstances are entitled to be
provided similar or non-discriminatory
treatment. In certain quarters, this is
wrongfullyapplied todemand that OTTs
be subjected tolicensing and stifling reg-
ulatory conditions and levies.

Let’s look at the facts

The Indian Telegraph Act, 1885,
vis-a-vis RIAs/OTTs: Experts opine that
the Telegraph Actis most fundamentally
based on the definition of ‘telegraph’as
“any appliance, instrument material or
apparatus used or capable of use for

right direction.

Similarly, if full support is extended
by TRAI to RIAs (OTTs) and they are
allowed a free play of innovative ser-
vices, India could literally jump several
higher orbits of digital excellence for
decades to come.

TRAI has time and again demon-
strated its visionary outlook to reforms
and can be depended on to lead India
down theright path again. However, TRAI
isneither obliged to protect the revenues
of incumbents nor shield them against
disruptive innovations,but is expected to
ensure healthy growth of the overall sec-
tor. Due to various legacy reasons, there
are certain issues that are stifling the
industry currently. The regulator should
lead the charge to separately remedy
these aspects urgently.

We are at an all-important juncture
when the digital tide is at its flood and
could lead on to fortune; omitted, it
would surely take us to shallows and
miseries.

@® PENSION REFORMS 2.0

Moving beyond

DB-DC trials

HISHIKAR

The author is an economist in the banking sector. Views are personal

Why we need to think beyond defined
benefits and defined contribution

HE FIRST-GENERATION FINANCIAL sector
reforms completed 25 yearsin 2018.In contrast,
pension reforms,which began with OASIS Report
0f 1999 and fructified aftera Cabinet decision to
create PFRDAin 2003, are recent reforms.

The state, under Article 41, Directive Principles of State
Policy, is bound to facilitate provision of old-age income
within the limits of economic capacity.This makes pension
reforms very important, requiring long-term planning and
periodic evaluation to minimise moral hazard. But Article
41 does not specify how the provisions for old-age income
support should be organised,i.e.the pension system design
and financial engineering, is a matter of policy choice.

Drawing from the theory of actuarial science, a pension
fund can take two financial forms—defined benefit (DB)
wherein final income drawn after a certain age is defined,
and defined contribution (DC) wherein the amount con-
tributed is specified but not how much can be drawn aftera
certainage.Both methods of pension funding have their pro
and cons.While DB offers cover forlongevity, DC offers more
choices and flexibility under high labour mobility.

The organisation of pension system can also take two
forms—the pay-as-you-go (PAYG) unfunded-type financed
by tax revenues (directly through budgets or through a spe-
cial trust) and fully-funded type financed through individ-
ual contributions. Depending upon the choices made, there
are four possible ways a pension system can be organised.

At times,a pension fund can also have both DB-DC char-
acteristics. The DB-DC type pension funds have both PAYG
and individual contributions features. The Atal Pension
Yojana (APY) and the new Pradhan Mantri Shram-Yogi
Maandhan (PMSYM) fallin this category. Even the EPS 1995,
managed by EPFO,isa DB-DC scheme.The exempted PFsare
also treated as DC fundswith DB characteristics underAS15.
India’s experiment with DB-DCis quite old. EPSwas formed
in 1995 by merging the Family Pension Scheme of 1971,
much before adoption of NPS.But once PFRDAwas formed,
the conventional policy thinking of the time agreed that
PAYG-DBwas unviable and individually-funded DCwas the
best choice.Asa matterof prin-
ciple,pension policyaccepteda
separation between ‘savings
objective’ and ‘redistribution
objective’ of the government.

But two successive experi-
ments in DB-DC type pension
somehow suggest a departure
from this principle, blurring
the lines between the two.
Although these experiments are justified and within the
scope of Article 41,they fail on long-term viability. The ‘lim-
its of economic capacity’ have both short and long-term
tradeoffs. In state-sponsored DB-DC pension, these trade-
offs will spread across generations.

Take EPS.The finances of EPS became unsustainable after
fiveyears of operation. Long-term simulation of funds using
World Bank’s software indicated unsustainable finances. Sri-
vastava Committee 2009 suggested parametric reforms to
balance the fund. The EPS example shows that DB-DC
arrangements are difficult to manage over time.

More recent cases are interesting. APY was launched in
2015-16 asauniversal pension scheme toaddresslongevity
risks among workers in unorganised sector. Now, PMSYM
also covers the unorganised sector workers with monthly
income up to ¥15,000. What is the rationale to carve out a
new category of individuals in the unorganised sectorwhen
a universal scheme is already in operation in the same sec-
tor? Howwill this segment be identified because those earn-
ing up to ¥15,000 need not file income tax returns.

For the exact fund position of APY, one has to wait for
actuarial valuation report, for which expression of interest
was invited in July 2018. However, under APY, for an indi-
vidual aged 30, to draw ¥3,000 monthly pension, the actu-
arially determined contribution is ¥347, which is three
times what is promised under PMSYM for a similar benefit.

AsIndiaapproaches 20 years of first-generation pension
reforms,one hastoaskhowto evaluate the progress? Onwhat
basis should future policy be formulated? The trajectory of
pension policy in India had very different conditions prece-
dentin 1947.Neitherhad we thewar-torn generation like the
in Europe, which justified creating PAYG-DB plans, nor we
had large-scale industrialisation that led to Anglo-Saxon
model of employee-sponsored DC pension funds. Pension
reform 2.0 must explore solutions that meet our needs.

Pension reforms 2.0
must explore
solutions that are
conducive to our

conditions
]

HE INTERIM BUDGET OF

2019-20, the last one of the

government before the Lok

Sabha polls,was always headed

towards being populist in
nature. The interim finance minister,
Piyush Goyal, started off on avery positive
note, and proudly stated that the current
government has prepared the foundation
for sustainable growth, progress and bet-
ter quality of life for all the Indians.

In his Budget speech, he also high-
lighted some of the key measures taken by
the government over the past five years
and the progress made,which ranged from
steps taken against corruption, cleanli-
ness,banking reforms and the Insolvency
and Bankruptcy Code, demonetisation
and the drive to eliminate black money,
and farmers’ progress,to name a few.

From a tax perspective, finance minis-
ter Goyal highlighted a few important
measures undertaken over the past five
years, which included reduced tax rates
(for the common man), reduction in tax
burden onthe middle class,interfacewith
the tax department being made simpler
and largely faceless (returns,assessments,
refunds and queries are all handled
online), special benefits and incentives
provided to small businesses and start-
ups, the overall compliance process being
simplified, the benefit of presumptive tax-
ation extended to small professionals,and
the implementation of GST.

The direct benefits resulting from the

A Budget for
a ‘new India’

Even though it was an
Interim Budget, the vision
laid out by the government
is aspirational

above have been increased tax collections
from X¥6.38 lakh crore in 2013-14 to X12
lakh crore thisyear,and increased number
of returns being filed with an 80% growth
in the tax base. The implementation of
GST has also resulted in an increased tax
base, higher collections and ease of trade.

Goyal alsomentioned that the govern-
ment hasapproved a path-breaking, tech-
nology-intensive project to transform the
tax department to be more assessee-
friendly. The objective is to ensure all
returnsare processed within 24 hoursand
refunds issued simultaneously.

KANABAR
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The Budget proposals focus on the
middle-class taxpayer. Currently, a tax
rebate of up to 2,500 is provided for indi-
viduals having taxable income up to
%3,50,000. This threshold limit is now
being proposed to be increased up to
12,500 for individuals having taxable
income up to ¥5,00,000. Accordingly, an
individual having taxable income up to
%5,00,000 will not have to pay any tax.
Further, the existing standard deduction
for salary income has increased from
%40,000t0X50,000.

From a house property perspective,

currently, the annualvalue (onanotional
basis) of a second self-occupied house
property is taxable in the hands of the
owner. It is now proposed to provide
relaxation on the second self-occupied
property to owners. In other words, the
notional rent on the second self-occupied
property would not be chargeable to tax.
However, the aggregate amount of
deduction under house property on
account of interest on borrowed capital,
forboth the houses,in aggregate shall not
exceed ¥2,00,000.

In the past, capital gains arising from

in respect of profits and gains from

transfer of long-term capital asset,beinga
residential house, shall be exempt if the
assessee has purchased one residential
house 1yearbefore or 2 years afterthe date
of transfer or constructed one residential
house within 3 years after the date of
transfer. It is now proposed that, if the
amount of capital gains does not exceed
X2 crore,the assessee is given an option to
purchase two residential houses or con-
struct two residential houses (as compared
to one house earlier). However, this option
isavailable only once to the assessee.
With respect to claiming deduction

affordable housing projects, the time
limit for getting an approval from the
competentauthority has been extended
to March 31,2020.

To give impetus to the real estate
sector,the annual value of the property
that is held as stock in trade and is not
let out shall be nil, for a period of 2 years
from the end of the financial year in
which the certificate of completion of
construction of property is obtained (as
against 1 year earlier).

From a withholding tax perspective,
threshold limits for applicability of tax
deduction at source have been enhanced
from 310,000 to 40,000 for interest on
bankand post office deposits (the existing
limit of 50,000 for senior citizens shall
continue to apply). Further, from a with-
holding tax perspective for payment of
rent, the limit has been enhanced from
%1,80,000t032,40,000.

From a corporate tax perspective, the
corporate base tax rate remains
unchanged at 30%. For domestic compa-
nieswith turnoverin financialyear 2017-
18 not exceeding X250 crore, the tax rate
remains unchanged at 25%. The rates of
surcharge and cess shall also remain
unchanged for financial year 2019-20.

All in all, while Budget proposals were
far and few given the fact that thiswas an
Interim Budget, the overall progress
achieved, and the vision laid out by the
government, is aspirational.
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