Boost for Marathas

The Bombay High Court verdict
in favour of the quota needs examination

he Bombay High Court verdict upholding reser-
vation for Marathas in public employment and

education must come as a major relief to the
Maharashtra government, which has faced strident ag-
itations from the community in the past for reservation
benefits. When Maharashtra enacted special legislation
to confer reservation benefits in education and public
employment on the Maratha community last year, a for-
midable legal challenge was expected. The law created
a group called ‘Socially and Educationally Backward
Class’ and included Marathas as the sole group under
the category, and extended 16% reservation outside the
existing quotas for Scheduled Castes and Tribes, and
other tribes and backward classes. The foremost hurdle
was the fact that the additional Maratha component
would take the reservation up to 68%, thus going
beyond the limit of 50% imposed by the Supreme
Court. Secondly, there were doubts whether one partic-
ular caste group could constitute a special class. The
487-page judgment is a brave effort at answering these
difficult questions. Significantly, it has ruled that there
were “exceptional circumstances and an extraordinary
situation” to warrant the crossing of the 50% limit. It
has upheld the government’s decision to accept the
Maharashtra Backward Classes Commission’s report on
the backwardness of the Maratha community, faulted it
for exceeding the panel’s recommendation for 12-13%
reservation and pulled back the figure to the recom-
mended level. The failure to treat this group as back-
ward for decades has pushed its members deeper into
social and educational backwardness. Thus, it says, an
extraordinary situation has been created wherein the
State had to treat them as a separate category.

The High Court’s reasoning may not convince many.
For one thing, it is doubtful whether a politically in-
fluential and dominant community can be treated as a
special category in itself, even if it is educationally back-
ward and under-represented in the services owing to
lack of reservation benefits. The uplift of the Marathas
can be achieved by including it in the OBC list. If there
were concerns about too large a population sharing too
small a quota, the existing OBC reservation could have
been expanded, instead of Marathas being given sepa-
rate reservation. Further, Marathas have been classified
as the only member of the newly created ‘SEBC’. The
court seems to have ignored the fact that being socially
and educationally backward is the constitutional rea-
son for OBC reservation. It is befuddling how ‘SEBC’
can be a separate category outside the OBCs. Further,
whether adequate grounds have been established to
make an exception to the 50% limit will likely be exa-
mined by the Supreme Court closely. Mere expansion
of the reservation pool is unlikely to be a constitutional-
ly permissible reason for it.

Primary colours

The Democratic Party is struggling to provide
an alternative to xenophobic populism

he crowded stage of 24 aspirants for the Demo-
Tcratic nomination for the 2020 U.S. presidential
election is indicative of a larger crisis that has
gripped the party. The first primary debate took place
over two days this week. The fragmentation of the De-
mocratic constituency, which is increasingly less than
the sum of its parts, is evident. The frontrunner is form-
er U.S. Vice President Joe Biden, who, at 76, is 30 years
older than the average age of three Democratic Presi-
dents who reinvented the party at critical junctures —
John F. Kennedy, Bill Clinton and Barack Obama. Carry-
ing the burden of his 50 years in politics, Mr. Biden was
in the crossfire of his rivals. Mr. Biden was accused of
clinging on, and compromising with, racist positions
and segregationists in the past. His positions, indefensi-
ble by the present standards of justice and progress,
were taken in a different era and century. That the De-
mocratic Party is re-litigating these issues in a 21st cen-
tury primary contest with the same man at the centre is
a sign of its inability to evolve a forward-looking agenda
articulated in appealing and inspiring idioms.
California Senator Kamala Harris gained significant
momentum for her bid with narrations of moving per-
sonal experiences that echoed the protracted struggles
for justice and equality in America. Ms. Harris and Mas-
sachusetts Senator Elizabeth Warren are two women
candidates in the fray with comparable agendas that
propose some fundamental restructuring of the Amer-
ican political economy. They will be competing with
Bernie Sanders, who nearly felled Hillary Clinton in the
2016 primaries, to be the flag-bearer of the progressive
strain within the Democratic spectrum, and potentially
the candidate. Mr. Sanders’s trailblazing campaign in
2016 de-stigmatised socialism for many, but that has
not resolved the central question that baffles American
Democrats: how to deal with globalised capitalism. Re-
solutions to a number of issues such as border security,
immigration, healthcare, global trade and minimum
wages are predicated on renegotiating the terms of
American capitalism and its democracy. The New Deal
politics of Franklin Roosevelt that built American welfa-
rism withered over the decades and the tensions bet-
ween capitalism and democracy came to the fore. The
challenge before American Democrats is to confront
this question head on and offer futuristic solutions rath-
er than lamenting over the lost order, which is far more
arduous than harping on cultural questions. Attempts
in that direction were feeble and guarded during the
first primary debate. Whether or not the U.S. will have a
platform other than xenophobic populism to regroup
will depend on how Democrats get their act together.
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Even central banks need ‘capital infusion

The RBI must function independently and not be a slave to outdated ideas

r -

PULAPRE BALAKRISHNAN

he central bank of a country
Tsits at the pinnacle of its fi-

nancial system and is man-
dated with ensuring its stability.
From time to time central banks
are directly or indirectly involved
in shoring up stressed commercial
banks with capital infusion. So it
may appear odd to suggest that oc-
casionally even the central bank
may need some of its own medi-
cine. After all central banks make a
surplus from their operations, and
indeed pay a dividend to their go-
vernments. The puzzle is resolved,
however, when we recognise that
capital is not only funds but also
ideas.

Time to reflect on role

In the context, one of the ideas is
related to the role of the central
bank in the economy. That this is-
sue is being brought up more than
half a century after a central bank
was instituted in India need not be
interpreted as some weakness in
the original conception. An eco-
nomic arrangement once made
cannot be treated as settled for all
time to come. This also holds true
for central banks, often consi-
dered venerable beyond querying.
It’s time to reflect on the role of the
central bank in India as we hear of
impending changes in the higher
echelons of the Reserve Bank of
India (RBI). The media coverage
has focused on differences among

some of its functionaries and the
government of India but this is be-
sides the point as there has been
complete agreement between
them on the role of monetary pol-
icy. Moreover for about five years
now, the government and the RBI
have, as though in concert, imple-
mented a deflationary macroeco-
nomic policy via fiscal contraction
and monetary tightening, respec-
tively. One of Prime Minister Na-
rendra Modi’s finance ministers
claimed credit for the government
for having ushered in a period of
macroeconomic stability. What
this achieved for the economy is a
different matter.

A combination of low inflation
and small budget deficits was
among the prescriptions of the
Washington  Consensus  that
reigned for about a decade and a
half from the 1990s. With the im-
plosion of the former Soviet Union
and the folding up of its east Euro-
pean satellites, this consensus
had, via the clout of the U.S.,
placed a straitjacket on policy
makers in the so-called emerging
markets, like India. In that mo-
ment of triumph it had been
thought that the business cycle, or
the oscillating trend in market eco-
nomies, had been permanently
tamed. However, as is so often the
case in the life of economies, the
cunning of history can derail pro-
gress with nary a warning. This ar-
rived in the form of the global fi-
nancial crisis in 2008, which
originating in the U.S. soon spread
across the world including India.
Growth slowed and unemploy-
ment rose. The Obama Adminis-
tration did not hesitate to inter-
vene drastically, strongly
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supported by the Federal Reserve
Bank. The fiscal deficit rose three-
fold and the money supply bal-
looned. Interestingly, inflation did
not rise.

A rethink in macroeconomics
The global financial crisis has led
to a substantial re-thinking of ma-
croeconomics. The main revisions
are that monetary policy defined
by inflation targeting can no lon-
ger be treated as the centrepiece
of macroeconomic policy, that fis-
cal policy should be used to stabil-
ise the economy when needed and
that financial regulation is a must.
The limitation of inflation target-
ing was understood when the
‘great moderation’, an extended
period of low inflation in the west,
ended in the financial crisis. It is
this that has led to the view that
light regulation of the financial
sector, as advised by the then Go-
vernor of the Federal Reserve Alan
Greenspan, can be a recipe for dis-
aster. Finally, it has come to be re-
cognised that assertions of the im-
potence of fiscal policy may be
exaggerated. There could be times
when the private sector is held
back by the state of the economy.
In a recession this would delay re-
covery. Now fiscal expansion
would be necessary. Apart from

theoretical demonstration of the
stabilising potential of fiscal policy
the belief that the explosion of the
U.S. fiscal deficit following the cri-
sis actually saved the day has very
likely contributed to the rethink-
ing. The general consensus now is
that there should be no going back
to the pre-crisis practices of nar-
row inflation targeting, inflexible
fiscal policy, and kid gloves for the
financial sector.

Lessons to learn

It is hoped that the Reserve Bank
of India and the economic policy-
making establishment will take in-
to account the evolving under-
standing of macroeconomics glo-
bally. It is unfortunate that
policymaking in India has been
stuck in the past. This would not
have mattered if the consequences
were benign. The government has
taken credit for attainment of ma-
croeconomic stability, defined by
low inflation, even as unemploy-
ment has been rising since 2011. A
continuously declining fiscal defi-
cit has not restrained the RBI lea-
dership from paying hawk-eyed at-
tention to it, constantly lecturing
the elected government of the pe-
rils of even the slightest deviation
from the path of fiscal consolida-
tion, when strictly it is not its busi-
ness to do so. It should instead fo-
cus on putting its own house in
order. Two instances of a failure to
do so may be mentioned. Ever
since we have had de facto infla-
tion targeting in India, from
around 2013, the real policy rate
has risen very substantially. This
has been accompanied by declin-
ing borrowing in the formal sector
likely affecting investment. Infla-

Things to do to avoid another water Crisis

The Chennai water problem must result not in fire-fighting strategies but in systematised solutions

‘AMERICAT’ V. NARAYANAN &
KAVYA NARAYANAN

hennai has been reeling un-
C der its worst water crisis in

decades with its four main
reservoirs (Sholavaram, Chemba-
rambakkam, Poondi and Red
Hills) nearly empty. The city has
not had rain in nearly 200 days;
only over the past few days has the
city seen light rainfall. Groundwa-
ter too has been over-extracted.
The Tamil Nadu Chief Minister has
announced that 10 MLD (million
litres a day) of water will be tran-
sported to the city for the next six
months from Jolarpettai, Vellore
district. The Tamil Nadu govern-
ment has also accepted Kerala’s
offer to provide water.

At the political level, rainwater
harvesting (RWH) was initiated in
2000 at Sathyamurthy Bhavan.
Subsequently the government un-
der J. Jayalalithaa mandated RWH
in Tamil Nadu, from 2003 on-
wards. This meant that building
approval for new apartments and
dwellings were not to be granted
by the Chennai City Corporation
unless the building plan included
a RWH component. The order also
mandated that all existing build-
ings in Tamil Nadu install RWH
structures.

Sixteen years later, we are back

to square one. An audit by the
non-governmental organisation
Rain Centre has shown that most
government buildings in Chennai
do not have a functioning RWH
structure; these include several
police stations and municipality
buildings. Now, the Greater Cor-
poration of Chennai has ordered
the inspection of RWH structures,
much after the crisis.

The issue with any crisis in In-
dia is the fire-fighting strategy that
we adopt as a response as opposed
to systematised solutions. These
stop-gap arrangements are soon
forgotten when things temporarily
go back to normal instead of mak-
ing an attempt to deeply ingrain
these practices in the system. This
level of action, especially during
the floods, is usually undertaken
at the level of the National Disaster
Management Authority and the
National Disaster Response Force.
Local follow-up measures that are
necessary to sustain results are ig-
nored. During the floods in Chen-
nai in December 2015, the en-
croachment of wetlands was
widely cited as a key issue. Vanish-
ing catchment areas had resulted
in floods. Three-and-a-half years
later, no formal mechanism has
been put in place to check wheth-
er wetlands are being desilted and
whether we can avoid a similar
flood-like situation again.

Need for water governance

According to a recent NITI Aayog
report, 21 Indian cities will run out
of groundwater by 2020 if usage
continues at the current rate. Wa-

B. JOTHI RAMALINGAM

ter governance in cities across In-
dia has been ad hoc. Learning
their lessons from the Chennai cri-
sis, other metropolitan cities
should now set up urban water
planning and management
boards, a permanent body similar
to urban development authorities,
that regulate the supply, demand
and maintenance of water services
and structures.

On the supply side, this author-
ity should monitor and regulate
groundwater in Chennai. Water
supply by private tankers must al-
so be regulated with pricing for
their services having reached ex-
orbitant levels. This year, a tanker
of approximately 12,000 litres cost
%6,000 in several places, almost
seven times the cost of water sup-
plied by Chennai Metro Water.
Last year, the same amount of wa-
ter cost 32,000. Additional desali-
nation plants should also be com-
missioned as this water can result
in water prices reaching to below
6 paise a litre. Experts are of the
opinion that the beds of existing
lakes can be deepened for greater

water storage and better water
percolation. Desalinated water is
less expensive than water supplied
by private tankers. However, since
Chennai Metro Water charges a
flat rate for use of this water, there
is no incentive for judicious use.

Thus, on the demand side of
things, Metro Water and ground-
water use should be measured and
priced progressively, similar to the
electricity tariff, where the quanti-
ty of use determines the price. The
board can practise differential
pricing and cross-subsidise those
households with a lower per capi-
ta income use of water. For this to
be implemented effectively, water
meters are a must.

Stakeholder coordination

The urban water management
board should also oversee the de-
silting of lakes in the city on a reg-
ular basis. The management of
lakes comes under the Public
Works Department, which works
in isolation from Chennai Metro
Water. This lack of coordination
leads to a water policy that oper-
ates in silos. The board must also
have regulatory powers to monitor
the maintenance of RWH struc-
tures at homes and in offices. In
existing RWH structures, pipes are
either broken or clogged, filtration
equipment is not cleaned, bore
pits have too much silt and drains
are poorly maintained.

The body also needs to work in
coordination with governments on
granting approvals to new mass
working spaces. Water scarcity has
resulted in the IT corridor in Chen-

tion has come down but it was al-
ready trending downward, possi-
bly due to the slowing growth.
Subsequent inflation reduction
has been assisted by the declining
price of oil. Evidence of the role of
inflation targeting in reducing in-
flation in India is weak, as sum-
marised in the study ‘The dynam-
ics of inflation in India’ (Working
Paper 485, Centre for Develop-
ment Studies, Thiruvananthapu-
ram, May 2019) by M. Parameswa-
ran and myself. Ironically, we have
had in India the replay of a scene
from the global financial crisis
where a central bank focusing on
inflation loses sight of brewing fi-
nancial instability. The crisis at
IL&FS, with a group company de-
faulting on its payment obligations
jeopardising the interests of hun-
dreds of investors, banks and mu-
tual funds is only a specific case in
point. The larger story is of the
steady rise in the non-performing
assets (NPAs) of banks even as in-
flation was abating.

A popular reading is that recent-
ly the RBI has had to face some
pressure exerted by the govern-
ment’s nominees. This may well
have been the case. But what we
need is not just a central bank that
is left to function independently,
but also one that is not a slave to
some defunct school of thought. It
has many mandated functions,
among them ensuring an adequate
supply of clean currency notes in
denominations sought after by the
ordinary Indian.

Pulapre Balakrishnan is Professor of
Ashoka University and Senior Fellow of
the Indian Institute of Management,
Kozhikode

nai suffering, with most compa-
nies even asking employees to
work from home. The myopic pol-
icies of the government in provid-
ing incentives to the IT corridor
without looking at their water-use
necessities and asking them to
make provisions for this has cost
them dearly. This is in contrast to
the manufacturing sector around
the  Sriperumbudur-Oragadam
belt, where a number of compa-
nies and large manufacturing un-
its have been able to maintain pro-
duction due to efficient water
management practices. For exam-
ple, in one unit, there is a rainwa-
ter harvesting pond and all build-
ings inside the complex are
equipped with facilities for artifi-
cial ground water recharge.

The scarcity of essential re-
sources not only leads to econom-
ic losses but also social unrest; an
extreme case in Chennai resulted
in a woman being attacked over
water troubles. We must also learn
from the experiences of other ci-
ties across the world such as Cape
Town, South Africa, where water
saving is being driven through the
concepts such as Day Zero, thus
prompting better and more effi-
cient use of water. A sustainable
governance solution to this pro-
blem along with public participa-
tion is essential to ensure that our
future generations do not suffer as
a result of our failures.

‘Americai’ V. Narayanan is a Tamil Nadu
Congress spokesperson. Kavya
Narayanan is a commerce graduate
pursuing entrepreneurship
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Tariff issue

The U.S. appears to be
blowing hot and cold,
deliberately (“Trump terms
India’s high tariffs on U.S.
products unacceptable”,
June 28). The conciliatory
signals that emerged from
U.S. Secretary of State Mike
Pompeo in New Delhi have
been swept aside by the
U.S. President’s diatribe. It
is strange that the U.S.
needs India as a long-term
strategic partner but is not
ready to make any
concessions when and
where its commercial
interests are involved. U.S.
President Donald Trump
has time and again proved
that he does not believe in
the diplomatic principle of
give-and-take. An
expression of India’s
readiness to forge a closer
relationship with Russia
and China could perhaps be
the best way to make a
whimsical Trump

administration see reason.

MANOHAR ALEMBATH,
Kannur

Coaching institutes
Parallel educational
intervention has hampered
the ingenuity and creativity
of students (“A policy to
regulate coaching centres”,
June 28). There was a time
when tuition and coaching
were only for weak
students. But today,
coaching is fashionable,
starting with pre-primary
aspirants who may be
coached on how to walk in
a straight line, catch a ball
or identify the colour of
smoke or sand. The only
way out of this is to
strengthen teaching in
schools by filling up
vacancies, and training and
empowering teachers.
School administrations
should be tough with
teachers who neglect
classroom teaching. In

parts of India, leading
coaching institutions have
links with schools.
Unfortunately, market
forces are too strong to
allow course correction.

SAURABH SINHA,
Bhilai

= The role of coaching
institutions in undermining
mainstream education is
somewhat true. But why are
such centres flourishing?
Most of them teach the same
lessons that are taught in
mainstream classes. In States
such as Kerala, sending
students to coaching centres
is a status symbol. Before
enacting laws to regulate
these centres, the
government should make
mainstream teaching more
effective.

VIKAS BALAN,
Kannur

m The writer’s fears seem a
bit exaggerated. Coaching

institutes do not supplant
schools, and creativity and
novelty can be nurtured. The
point is that our education
system is in a shambles and
has failed to provide basic
education as prescribed by
the syllabus. Also, with the
advent of technology, the
lion’s share of coaching is
drifting from the classrooms
to online systems. Coaching
institutes provide gainful
employment to many.

DEEPAK SINGHAL,
Noida

Nowhere people

The heart-rending image of a
father and daughter lying
dead on the banks of the Rio
Grande after failing to cross
into the U.S. tells the horrific
plight of migrants fleeing
their homelands (“Drowned
dream”, June 27). The trend
of perceiving refugees as a
threat to national security
and local cultures is
saddening. U.S. President

Donald Trump’s description
of Hispanic immigrants in
derogatory terms sums up
his attitude towards
immigrants. The politics that
seeks to prop up the bogey of
the migrant with a poor
understanding of citizenship
across the globe needs to
change. Germany is an
example the world must
emulate as it has not only
embraced refugees from
Syria but also integrated
them into the mainstream.

M. JEYARAM,
Sholavandan

Deadly selfie

The report, “Selfies are five
times deadlier than shark
attacks” (June 28) was an
eye-opener. One often sees
youngsters obsessed with
taking selfies, oblivious to
the great risk they are
putting themselves. As the
number of cellphone users is
growing in India, one hopes
that the authorities conduct

an awareness campaign to
highlight the negative side to
the selfie mania. Tourist
havens should also have ‘no
selfie zones’.

C.A.C. MURUGAPPAN,
Kothamangalam

Support for UNSC bid
The unanimous support
India has won from the
Asia-Pacific Group at the UN
in support of its bid for a
non-permanent seat at the
UNSC could spell a paradigm
shift in the country’s foreign
relations as well for the
economic sector (“54 nations
back India for UNSC non-
permanent seat”, June 27).
Regional cooperation and
collaboration are vital in
ushering in regional
development and economic
prosperity. A new world
order is also possible.

MAYUKH DEVADAS,
Thrissur
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The unravelling of an investment fraud

When the Bengaluru-based IMA Group of Companies wound up its operations, it not only left thousands of investors in the lurch but also raised questions on political
patronage to Ponzi schemes that are being run in the name of Islamic banking. Imran Gowhar and K.V. Aditya Bharadwaj report on the scam

n a hot day in June, shortly after
OEid, software engineer Naveed

Ahmed found himself standing
next to homemaker Nazim Begum and
electrician Abbas Ali in a serpentine
queue. In the queue were thousands of
people — homemakers, salaried white-
collared workers, businessmen and
hawkers — who had lined up in front of
Bengaluru’s Commercial Street Police
Station, all victims of an investment
fraud allegedly perpetrated by the I Mo-
netary Advisory (IMA) Group of Compa-
nies and its founder and managing di-
rector, Mohammed Mansoor Khan, who
is in his late forties. Investigators esti-
mate that the fraud has already crossed
32,500 crore in terms of loss to inves-
tors, most of whom are Muslims.

Mansoor was involved in the real es-
tate, jewellery, healthcare and educa-
tion sectors and fashioned his company
as a ‘halal trading firmy’, allegedly with
the blessings of local political and reli-
gious leaders. His modus operandi was
similar to that of a Ponzi scam where
customers were lured by high divi-
dends. “Such a scam operates on the
constant circulation of money where
old investors are paid from the funds
put in by new customers. Money is
ploughed into various businesses, in
this case gold bullion, jewellery and real
estate, among others. If any chunk of in-
vestment gets stuck, or there is a lack of
new investors, it will disrupt the cycle.
This is what appears to have happened
with IMA,” explained a senior police of-
ficer investigating the matter.

As IMA started to unravel, Mansoor
disappeared. Outside the Commercial
Street Police Station, the crowd that be-
gan to gather on June 10 only grew larg-
er over the days. In a video recording re-
leased on June 23, his second clip since
the scam broke, Mansoor claimed to
have fled the country on June 8, but ex-
pressed willingness to return. “At last
count, 51,500 complaints had been re-
gistered across Karnataka; a majority of
them from Bengaluru. The number
could be much higher,” said a local pol-
ice officer trying to make sense of the
magnitude of the scam. The case has
since been handed over to a Special In-
vestigation Team (SIT), amidst a grow-
ing clamour for the Central Bureau of
Investigation to investigate the matter.

Cynicism and defeat were rife among
citizens that morning as they went
through the motions of lodging a police
complaint. “Defaulters like Nirav Modi
and Vijay Mallya have fled taking loans
from public sector banks and we know
what happened. I have no hope of get-
ting my money back,” said Syed Tan-
zeem, who has lost around %5 lakh.

Outrage against IMA and the politi-
cians who patronised Mansoor was pal-
pable. “Religious leaders, politicians
and the police all are hand in glove in
such schemes. They cheated the com-
munity,” claimed another complainant,
Syed Rehman.

Patronage from leaders

As the case unravelled, it transpired
that members of the Muslim communi-
ty had fallen prey to what was called
‘Mudarabah’, commonly referred to as
‘halal investment’ by a section of ulema
(religious heads). They were apparently
taken in by the visible political patron-
age and the company’s promise of high
returns, which it reportedly met for the
last 13 years.

To adhere to ‘Mudarabah’, I Mone-
tary Advisory Pvt Ltd, which was found-
ed in 2006, took investors as Limited
Liability Partners in the firm and invest-
ed the money in a range of businesses.
“The IMA Group did not take ‘deposits’
or give out ‘interest’. Instead, it sought
investments from the public and issued
Limited Liability Partnerships (LLPs) to
investors, thereby making them partn-
ers. It paid investors or partners ‘divi-
dends’ every month and marketed itself
as ‘halal’,” the senior police officer said.
Customers got high dividends, allegedly
36% annually.

On June 10, Mansoor left his first mes-
sage that went viral on WhatsApp. The
managing director who ran IMA for 13
years, with no complaints from inves-
tors, said he wanted to end his life as he
was in deep financial trouble. He
blamed R. Roshan Baig, the Shivajinagar
MLA, for his situation claiming that the
Congress leader had yet to return the
%400 crore that he had taken from him.
Baig denied the allegations. That was
when clients began to panic and started
approaching the police. Within days,
the trickle of complaints became a tor-
rent.

Faced with scathing criticism for the
alleged involvement of its leaders, the
Congress-JDS coalition government in
Karnataka formed a SIT to probe the
case. So far, raids on Mansoor’s offices
and businesses have yielded over 330
crore in gold, diamonds, silver jewellery
and bullion. The Enforcement Directo-
rate, which has also launched a probe,
has attached 20 properties worth 197
crore.

In the second video, which he re-
leased soon after his passport was
blocked, Mansoor blamed politicians,
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“Investigators estimate that the IMA fraud has already crossed ¥2,500 crore in terms of loss to investors, most of whom are Muslims." (Clockwise from top): Investors submit documents at the A.S. Convention Centre,
which was converted into a temporary police station, in Bengaluru on June 11, 2019; IMA founder Mansoor Khan; investors wait in front of the IMA office. =v. sReenIvasa MURTHY
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businessmen and builders for the losses
IMA suffered. He said he would hand ov-
er the list of those who had taken mo-
ney from him to agencies once he re-
turned. He urged investigators to
recover the money from them, and
claimed that IMA had assets worth
1,350 crore, which he would liquidate.
Mansoor had also ensured that he
had the blessings of Bengaluru’s top ule-
ma. There are videos of at least six cler-
gy endorsing IMA as ‘halal’ and de-
nouncing allegations of cheating. This,
say the police, provided a veneer of “re-
ligious justification and endorsement”
within the community. One well-known
religious leader, Mohammed Magsood
Imran Rashadi of the Jamia Masjid near
Bengaluru’s City Market, denied allega-
tions that he patronised or endorsed
IMA, claiming he had only spoken about
the donations Mansoor made.
Community members, however,
don’t make this distinction. There is la-
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Thousands of investors who
have lost money in such firms
are also part of the financial
banking system, which has
been declared ‘haram’ by the
orthodox clergy within the
community.

BOLWAR MAHAMMAD KUNHI
Kannada writer

tent anger against a section of the ulema
for misleading their flock. IMA has al-
ways enjoyed visible political patronage
by leaders from the community. At least
two Chief Ministers have been guests at
Mansoor’s functions and iftar dinners.
“Every time there were allegations or IT
raids, Mansoor held a function that was
attended by prominent leaders,” said
Ateeq Khan, an investor who lost
money.

Use of local media

Mansoor had invested heavily in two Ur-
du YouTube news portals after a deal to
buy a Kannada news channel fell
through. IMA allegedly funded an Urdu
daily as well. “Mansoor also influenced
the local print media as the IMA Group
was one of the bigger advertisers. These
papers regularly carried articles by in-
fluential members of the ulema de-
nouncing the banking system as haram
and exhorting people to invest in halal
trading, but stopped short of naming a
particular company. Many companies
benefited from this, including IMA,” a
senior Urdu journalist said.

IMA’s stranglehold on the Urdu print
media was such that when L.C. Nagaraj,
assistant commissioner, Bengaluru
North Taluk, issued a public notice on
November 16, 2018, alerting people that
the Group was possibly perpetrating a
fraud and appealed to citizens to file
complaints, no one stepped forward. A
prominent Urdu daily allegedly refused
to publish the advertisement issued in
public interest. “We tried publishing the
public notice in Urdu newspapers to
reach out to the community, but with
little success,” Nagaraj said.

Courting the media or even media
ownership was a tried and tested route
and Mansoor was no stranger to this.
Two more companies that sank — Heera
Group and Injaz International Group —
that claimed to be ‘halal’ trading firms
owned and operated Kannada news
channels at the height of their popular-
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A tale of lax regulation

The IMA group scam is only the latest in
a series of 14 such ‘halal trading firms’ in
Bengaluru that have unravelled or simp-
ly vanished over the last year and a half,
leaving customers running from pillar
to post trying to get their money back.

Some of the more infamous cases in the
past involved Ambidant Marketing, In-
jaz International, Heera Group and Aj-
mera Group. Conservative estimates put
the number of customers cheated at
nearly 1.25 lakh, and losses at over
%5,000 crore.

Such firms were able to perpetuate
scams for years, drawing investors from
the Muslim community in droves, with
relative impunity. “The community,
which is relatively insulated, seems to
have turned into a sort of an echo cham-
ber for these firms. The so-called halal
firms relied primarily on word of
mouth,” said Mohammed Rafiq, a social
worker.

All 14 “halal firms’ that were exposed
for alleged scams were flagged by eco-
nomic enforcement agencies in the
State Level Coordination Committee
(SLCC) over the past two years. Howev-
er, police action followed only after
these companies went bankrupt, and
people started clamouring for justice.

“There has been a mushrooming of
halal trading firms in the city. Most of
these are Ponzi schemes and as the flow
of new investors ebbed, they went
broke. Only IMA Group and Heera
Group are older. These firms are also
linked. Fareed Ahmed of Ambidant Mar-
keting was earlier working with the IMA
Group and Mansoor Khan of the IMA
Group started his career with the Heera
Group. They seem to have learnt the
ropes there before branching out to
form independent companies,” said a
senior economic enforcement official.

Of the 20-plus halal investment firms
that were flagged by the SLCC over the
last two years, 14 have since shut shop,
but the remaining are still collecting in-
vestments, sources said. After the IMA
scam broke, community leaders have
listed 42 such firms in the city, which in-
clude the 14 that are no longer active.
“Only proactive regulation of these
firms can save the community from tak-
ing further hits,” a senior official said.

If many of these companies were al-
ready under the scanner of investigative
agencies, how did they get away with it?
In the case of the IMA Group, despite a
public notice in November 2018, not
one complaint came forward as the firm
was, at the time, still paying its investors
monthly instalments, said a senior pol-
ice officer.

The LLP model allowed IMA to be ex-
cluded from the definition of deposit
under the Karnataka Protection of Inter-
est of Depositors in Financial Institu-
tions Act (KPID), 2004 and The Banning
of Unregulated Deposit Schemes Ordi-
nance, 2019. Though the State Revenue
Department and Economic Offences
Wing of the Criminal Investigation De-
partment initiated probes between No-
vember 2018 and March 2019, these did
not end in punitive action, as officials
concluded that the KPID Act did not ap-
ply to IMA.

Not without pitfalls
Some Islamic scholars argue that the
non-availability of interest-free financial
instruments in the banking system is
one of the main reasons for the relative
exclusion of the Muslim community
from formal commercial banking, push-
ing them to Ponzi-like schemes in the
unregulated private sector.

A 2008 Planning Commission Report

authored by a committee chaired by
former RBI governor Raghuram Rajan
also arrived at a similar conclusion. The
report, ‘A Hundred Small steps: Report
of the Committee on Financial Sector
Reforms’, said: “Certain faiths prohibit
the use of financial instruments that pay
interest. The non-availability of interest-
free banking products results in some
Indians, including those in the econom-
ically disadvantaged strata of society,
not being able to access banking pro-
ducts and services due to reasons of
faith.”

Both the 2008 Planning Commission
Report and a Report of the Committee
on Medium-term Path on Financial In-
clusion, 2015, submitted to the RBI go-
vernor, recommended that “measures
be taken to permit the delivery of inter-
est-free finance on a larger scale, includ-
ing through the banking system” and
“commercial banks in India may be ena-
bled to open specialised interest-free
windows”, respectively.

However, in a reply to an RTI query
by Press Trust of India in 2017, the RBI
said it had decided not to pursue the
proposal to introduce Islamic banking,
“taking into account, the wider and
equal opportunities available to all citi-
zens to access banking and financial
services.”
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Defaulters like Nirav Modi and
Vijay Mallya have fled taking
loans from public sector banks
and we know what happened.
I have no hope of getting my
money back.

SYED TANZEEM
Investor

The decision drew criticism from Is-
lamic banking experts and intellectuals
in the community, who pointed out that
other countries — the U.S., the UK.,
Hong Kong, Sri Lanka and most of West
Asia — have implemented it successfully.
“Profit sharing banking is based on
sound economics and ethical princi-
ples. If nomenclature is the issue, one
need not call it Islamic banking, like it is
done in several countries. The RBI re-
port has called it interest-free banking,”
said Mumbai-based Islamic finance exp-
ert Shariq Nisar.

He believes that a vacuum of interest-
free banking in the formal sector has al-
lowed companies like IMA to thrive.
“There is a section of consumers de-
manding a certain product which the
market will provide, if not by the formal
sector, then by fly-by-night operators.
But isn’t the government as a regulator
responsible for not letting consumers
be cheated?”

Other experts argue that citing Islam-
ic banking as the reason for such scams
to thrive is simplistic. Kannada writer
Bolwar Mahammad Kunhi, a two-time
Sahitya Akademi awardee, who worked
for over three decades in a nationalised
bank, said that simply assuming Mus-
lims were investing in ‘halal’ firms due
to religious reasons was “stereotyping
the community”.

“Thousands of those investors who
lost money in such firms are also part of
the financial banking system holding ac-
counts and availing loans with interest,
which have been declared ‘haram’ by
the orthodox clergy within the com-
munity. Investment in these firms are

driven by greed, with only a fig leaf of
religion cynically used to rationalise it,
by both the investors and the company,”
said Kunhi.

Naveed Ahmed Khan, 42, an engi-
neer who lost money in both Ambidant
Marketing and the IMA Group, was can-
did about his motives: the firms pro-
mised higher returns and their busi-
nesses were visible. “I did not invest for
any religious reasons. I am part of the
formal banking system as well. This was
an investment that went wrong,” he
said.

The ‘Social, Economic and Educa-
tional Status of the Muslim Community
in India’, 2006, or the Sachar Commit-
tee Report, in its chapter, Access to
Bank Credit, observed: “The Muslim
community is not averse to banking and
more improvements can be brought
about with specific measures.”

Scholars and economists say there is
a need for ulemas to denounce these
firms. “It is the ulema’s voice that hasre-
sonance in the community. We need to
convince people that the interest we get
in banks is also fair and not haram. The
Islamic tenet is against usury which is
being interpreted in a very orthodox
fashion,” said Professor Abdul Aziz, a
Bengaluru-based economist. Most Pon-
zi schemes have led to allegations of pol-
itical patronage and funding. Reports
suggest that Mansoor extensively fund-
ed politicians during the 2018 Assembly
and 2019 Lok Sabha elections, though
parties have denied these allegations.
“Lack of proactive enforcement has its
roots in political corruption and wea-
kened and politicised enforcement
agencies,” said advocate and anti-cor-
ruption activist Prashant Bhushan.

The impact on the customers is not
just economic, but social as well. “A
large number of families of the com-
munity have lost all their savings. Wo-
men have pledged gold to invest money
in some of these firms without the
knowledge of their families, which has
now come in the open creating family
conflicts. A large section of the com-
munity has effectively socio-economi-
cally regressed by a decade,” said Mu-
zaffar Assadi, political scientist and
special officer, Raichur University,
Karnataka.

For now, investors continue to ap-
proach the police. Few believe that they
will get their money back, as they watch
the SIT carry away cartloads of wealth
from the three-storeyed office in the ci-
ty’s Shivaji Nagar area that was the
nerve centre of Mansoor’s operations.
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