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Telcos need help, govt will
decide on penalties first!

With Trai not lowering ¥3,050-cr fine, telecom panel must decide
penalty; it should have been totally focused on a relief package

TMAY HAVE been nothing but a coincidence,but at a time when the govern-

ment needed to be finalising a relief package for an industry bleeding from

excessive government levies, one of the first things the Digital Communica-

tions Commission—DCCincludes finance and industry secretaries apart from
the telecom one-did after the new government came to power was to decide, last
month, on Trai’s ¥3,050-crore penalty recommendation for the older telcos like
Bharti Airtel, Vodafone and Idea (BVI). For context, keep in mind the DCC had been
sitting on Trai’s recommendation for over two-and-a-half years—presumably
because it thought it made little sense, so it could have continued to ignore it after
the NDA came to power again. As it happened, while DCC disagreed with Trai on
the quantum of the penalty-Trai wanted the maximum of I50 crore per telecom
circle-it didn’t want to actually decide the amount; any decision it tookwould open
it up to criticism of being pro- or anti- the older telcos. So, it (incorrectly) agreed
with Trai on the need for a penalty, but asked it to relook the amount. Not surpris-
ingly, Trai has stuck to its original recommendation, so it should be interesting to
seewhat DCC does.

In this particular case, RJiowanted Points of Interconnection (Pol) from BVItorun
its network in June 2016. BVI, however, argued that the number of Pols that RJio
wanted were excessive for a network that was in a test phase; later, when RJio
announced alaunch date, BVIargued that RJio’s free services meant customers were
flocking toits networkand this,in turn,created a need for more PoIs.While BVIraised
these issues,including that of predatory pricing, the government never really gave a
reply; even so, BVI gave RJio the Pols within the specified time period. So, it is not too
clear as to what the penalty was for. Indeed, Trai later even had a consultation on
whether the time allowed for providing Pols was too excessive! While both SC and
TDSAT have used terms like “manifestly arbitrary and unreasonable” and “arbitrary
without any deliberation and effective consultation” to describe otherTrai recom-
mendations,even the DCChad asked Trai tojustifyits spectrum pricing recommen-
dations—on many occasions, Trai has used the bid of the previousauction round as the
base price for the next round-but Trai refused to provide this.

DCC can choose to rubber-stamp what Trai is saying, knowing full well the final
decisionwill be taken by the courts since the telcos will petition them on the penalty;
ifthathappens,itwill be unfortunate since,as this newspaperhas consistently argued,
Traiwas notjustwrong on the penalty,it has consistentlybeen wrong on manyimpor-
tantissuesand ithasbeen pulled up by even the Supreme Courtand the TDSAT in the
past.In any case, the job of the DCC is not just to go along with Trai’s recommenda-
tions, it is to modify them if the need arises. So far, sadly, DCC hasn’t really done too
much to temperTrai’s suggestionswhich isa pity since,apart from the government’s
unconscionably high annual levies, Trai’s high reserve prices for various auction
rounds has played a big role in bankrupting the industry.In the bargain, the govern-
ment has also lost out because large amounts of spectrum have remained unused.

Just free up producers

Too many curbs in single-brand retail kept out serious investors

HILE FINANCE MINISTER Nirmala Sitharaman has said in her Bud-
get speech that sourcing norms for single-brand retail will be eased,
media reports suggest the government is planning to allow exports
by a single-brand retailer out of India to be set off against the local
sourcing norms.The current policy allows a single brand trading entity (SBRT) to set
offitsincremental sourcing of goods from India for global operations during the ini-
tial five years against the mandatory 30% sourcing requirement. From the looks of
it,the policyisbeing re-framed toaccommodate the likes of Apple,which has,forlong,
resisted local sourcing rules on the grounds that there is little it can buylocally right
now; it can procure locally only after a vendor base is established, and that will take
time. It is not just Apple,which makes very high technology products, that is finding
it difficult to comply with these rules; any global brand wanting to maintain certain
production standards would not find it easy.

Imposing onerous local-sourcing conditions on global corporations sounds
tempting, but it does not really help. Single-brand retailers may be tempted by the
large Indian market, but theyare not going to be willing to compromise on produc-
tion standards. Instead, let MNCs set up businesses here without any restrictions.
Over time, since it is always better to have local suppliers—to be able to lower costs,
to shorten the time-to-market, etc—the vendor ecosystem will develop, a supply
chain will get built and exports will also get a boost. A look at how Suzuki’s opera-
tions have grown in India is testimony to this. Indeed, encouraging single-brand
retailers canalso helpboost India’s exports.Once big companies start operating out
of India,and find it easy and cost-effective to do so, theywill alsowork towards devel-
oping vendors, creating business opportunities forlocals and jobs.

Rules that compel companies to buy from artisans, cottage industries and so
onare stifling,and should be altogether scrapped.Itis no surprise that the invest-
ment in India by single-brand retailers over the last five or six years is negligible.
In fact, apart from Ikea, most of the single-brand players—like a Marks &
Spencers—that have set up shop in India have done so via the joint venture route
with Indian companies. Had the sourcing norms not been so onerous, they might
have brought in more capital. It is not just the single-brand retail sector, rules for
other sectors too need to be eased. With global growth slowing, it will not be easy
to attract FDI except perhaps in the e-commerce sector. At just over $44 billion,
FDI flows into India were stagnant. Tweaking the norms every six months
doesn’t help, the controls must go.

ClassMONITOR

The Delhi govt's proposal to instal CCTV cameras in classrooms for
parents to monitor teachers is misguided and counter-productive

HE AAP GOVERNMENT in Delhi has undeniably donea commendablejob

of rebuilding the national capital's broken public education system—infra-

structure has been modernised, capacity of teaching staff increased, and

learning outcomes improved. However, the government's latest endeav-
our, of installing CCTV cameras in every classroom in a thousand government
schoolsand allowing parents to monitorfootage in real-time, has divagated into the
territory of extremes. Even if one keeps privacy aside—chief minister Arvind Kehri-
walinsistsitis notavalid concern for school-going students in comparison to their
primary goals of gaining education and learning discipline—the adverse impacts of
the panopticism it would foster cannot be disregarded. Kejriwal’s dependence on
technologyas the one-stop solution to systemic problemsis not only misguided but
also counter-productive in more ways than one.

The decision to install CCTV cameras in classrooms is perhaps informed by the
desiretoincreaseaccountability of both teachersand students,with regard towhether
and howwell theydispense of theirrespective duties.Yet, it fails to takeintoaccount the
sheer logistical burden of continually monitoring the goings-on of each classroom.
Even with the DGS Live app, which allows parents to monitor only those classes in
which their children study, it is absurd to expect that all parents will be equipped to
judge pedagogy and performance or to be glued to their mobile screens foraslong as
the school-day lasts. And, if this is the expectation, the government is encouraging
behaviour that would end up stifling students’ personality development—a critical
component of holistic education. Further, it neglects the notion of creative and per-
sonal teaching and learning styles, thereby cramping the space available for young
minds to be critical, explorative and truly nurtured. To the contrary, in fact, it encour-
agesdrypedagogyandrotelearning,resulting neitherin improved outcomesonstan-
dardised testing norin the development of anylove forlearning.
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US President, Donald Trump

The wacky ambassador that the UK foisted upon the
United States is not someone we are thrilled with, a very
stupid guy. He should speak to his country, and Prime
Minister May, about their failed Brexit negotiation

A PLURILATERAL APPROACH FOR LIBERALISATION AGREEMENTS IS THE WAY FORWARD, EVEN IN
THE ABSENCE OF CONSENSUS, IN THE NEGOTIATION OF LIBERALISATION AGREEMENTS

Making a start

for WTO reforms

HERE IS A sense around the
world thatthe WTOisdeepin
trouble. The last round of
multilateral trade negotia-
tions,the Doha Development
Agenda, sponsored by the members in
2001, wasvirtuallyabandoned in 2015.
And, now, the dispute settlement func-
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tion has been put in jeopardy by the
action of one member in refusing to
allow vacancies to be filled up in the
Appellate Body (AB).The ABwill become
dysfunctional after December10,2019,
when the next retirements occur and it
ceases to have the required quorum of
three members. This would mean that
dispute resolution would not progress
beyond the panel process and there
would be no final decision in disputes
raised before thebody.If disputes cannot
be settled in the WTO, enforcement of
existing rules will be difficult and nego-
tiation of newrules pointless.

Thelanguage used in the Osaka Sum-
mit Declaration on June 28-29,2019,
doesnotreflect deepanxietyat the trou-
bled state of the multilateral trading sys-
tem and the leaders merely affirm sup-
port for ‘the necessary reform’ of the
WTO. The muted language of the G20
declaration probablyreflectsthefact that
the aim of the current presidency in the
US is to weaken the system and not
strengthenit.Fortunately,most,if notall,
other WTO members hold a different
view and want to strengthen the multi-
lateral trading system. They have made
proposals for reform, some as formal
submissionsinthe WTO,and others out-
side formal meetings.

Inthe contentiousenvironment that
has prevailed in the WTO Agreement
from the outset, it is not going to be easy
to agree on WTO reform. So, members
must focus on selected issues on which
deficiencies strike deep at the function-
ing of the WTO. Two issues need atten-
tion as a matter of priority. First, steps
need to be taken to keep alive the appel-
late process. Second, a new life must be
breathed into the negotiating process,
whereby new areas can be taken up for
liberalisation without fear of deadlock
because of lack of consensus.In this con-
text, we explore how we can make
progress on these twoissues.

We take up the Appellate Body issue
first. The US has raised some legitimate
points on the working of the ABand a

number of members, including India,
have proposed credible solutions to the
issuesraised.But the problem is that the
US has refused to engage on the matter.
The not-so-hidden agenda of the US
appearstobeto overturn the quasi-judi-
cial format of the WTO and revive the
structure of the GATT (1947) dayswhen
negotiation was the norm for resolving
differences. This enabled the member
with economic strength and political
clout to prevail, and while rules existed,
they did not help clinch decisions.

One way out that is being discussed
informally among delegations is a pro-
posal to use Article 25 of the Dispute
Settlement Understanding (DSU) of the
WTO Agreement, which provides for
arbitration as an alternative means of
dispute settlement.Theideabehind the
proposal is that members desirous of
preventing disruption of the appellate
process in WTO disputes would enter
into a plurilateral accord providing for
appeal arbitration in all cases of appeal
fromafinal panelreport.Iltwould bean
interim arrangement that would apply
during the period in which the AB in
unable to function due to non-appoint-
ment to vacancies in it. The agreement
would clone the provisions of the DSU
on appeals and incorporate the agreed
working procedures for appellate
review. The Director General of the
WTO will be authorised to select the
arbitrators from among former AB
members. Such a plurilateral agree-
ment would not be a perfect substitute
forthe existingarrangementand would
not apply to members, like the US, that
are not willing to sign on to it. Never-
theless, it would still be invaluable in
helping to maintain continuity in the
functioning of the dispute settlement
system in respect of members that
agree to the interim solution.

The second issue of dealing with the
need for consensus among 164 WTO
membersininitiating newliberalisation

negotiations and successfully conclud-
ing them is also challenging.In 2017, at
the Buenos Aires ministerial meeting of
the WTO, different groups of members
adopted joint ministerial statements,
calling for negotiations on a motley
group of four subjects,viz.,domesticreg-
ulation on services, electronic com-
merce, investment facili-
tation for development

2015 show us the way in situations in
which there is disagreement on liberali-
sation initiatives. They were both nego-
tiated on an open-ended basis, that is,
those who wanted to participate in the
negotiations did so and those who did
not want to participate did not. At the
end of the negotiations, there was
another opportunity for participants to
become a signatory or to withdraw if
theywere not satisfied with the result.An
important feature of these agreements
isthattheyentered into effectwhen par-
ticipantswith a predefined critical mass
of share of world trade (90%) accepted
the outcome. An even more important
feature of these agreements was that
theirbenefitswere extended onan MFN
basistoall WTO members,
whetherornot they partic-

and micro, small and Members desirous  ipated in the negotiations
mgdmm—mzed enter- of preventing or acceptgd the_ agree-
prises. Members are . . ment. This attribute is
divided not only on disruption of the imperative for such pluri-
whether the time isripe  appellate processin lateral agreements to be
foranagreementonthese WTO disputes consistent with the

subjects but also on the
disciplines that should go
into them. At anyrate, out

of the four, there has been

a groundswell of support
only on electronic com-
merce. On January 25,
2019, at Davos, 76 WTO
members decided to launch talks to
establishacomprehensive set of ruleson
the subject.Subsequently,the Osaka G20
Summit gave a significant push to the
negotiation of an international agree-
mentone-commercebylaunching talks
on free cross-border flow of data. G20
remains divided on the issue and three
members—India, Indonesia and South
Africa—did not support the free data
flowinitiative at Osaka.

There is no need to despair here. If
certain governments do not see any
advantage in participating in negotia-
tions foran international agreement on
e-commerce at this stage, it is their sov-
ereign choice. If they have policies for
datalocalisationand restriction of cross-
border movement of data, their hesi-
tancy is understandable. However, two
past plurilateral initiatives for the liber-
alisation of trade—the information tech-
nology agreementin 1996 and declara-
tion on the expansion of trade in
information technology products—in

Greece is Europe’s good news story

Greek resilience through crisis

demonstrates that reports of

democracy’s demise are exaggerated

IF YOU ARE looking for an optimistic
storyin Europe, try Greece.Yes,you read
that right. Having lost a quarter of its
economy in a devastating recession,
Greecehasturned the corner,itsdemoc-
racy intact, its extremist temptations
defeated and its anti-Americanism
defunct. The landslide election on Sun-
day of Kyriakos Mitsotakis, the dynamic
leader of the center-right New Democ-
racy party, marked the end of a chapter.
Greece rejected Alexis Tsipras, the leftist
leaderwho took the countryto the brink
of ruin in 2015 before discovering a
pragmatic streak. It also voted the neo-
Nazi Golden Dawn out of Parliament. At
theheight of the crisis,Golden Dawn had
becomethe country’s third-largest party.

First into populism, Greece is now
first out. For a country in free fall, the
anchors of the European Union and
NATO are not so negligible after all.
Europe is not simply a story of growing
nationalism and xenophobia. It’s a con-
tinent in violent flux, torn between lib-
eral democraticand nativist currents.

Despite unemployment thatreached
almost 30%,a chaotic near-exit fromthe
euro,hugebailouts to save it from bank-
ruptcy, mandated austerity programs
and a wave of desperate refugees from
Syria, Greece stabilised itself. It is a
reminder that reports of democracy’s
demise are exaggerated.

The kolotoumpa, or “somersault,’is
the term used for Greece’s volte-facein
2015 whenitvotedinareferendumto
reject the terms for an international
bailout, only for Tsipras, the leader of
the far-left Syriza party, to ignore the
results and conclude a bailout on even
tougher terms. Yes, Britain,democracies
dochangetheirmindsfromtimetotime
when they make disastrous decisions.

That somersault is now completed.
Mitsotakis is a Harvard- and Stanford-

educated former McKinsey man from
one of Greece’s pre-eminent political
families. To be elected, he had to over-
come perceptions thathewastoo“Amer-
ican”and too technocratic.

Throughahard-driving campaignin
which he promised to cut corporate
taxes, unblock privatisation, deliver a
digital transformation of the economy,
attract investment and bring efficiency
to the public sector, Mitsotakis con-
vinced Greeks he was the man to turn
glimmerings of recoveryintosustainable
growth.With anabsolute majorityin Par-
liament, he has the means to fast-for-
ward his programme.

Itwon’t be easy.Although unemploy-
ment has fallen toabout 18% and mod-
est growth has been achieved, Greece is
still bound by the fiscal constraints
imposed by Germanyand other creditors
that oblige it to produce a primary bud-
get surplus. Mitsotakis will need to per-
form a delicate balancing act to deliver
on his promise of spurring growth and
investment by slashing corporate taxes.

He will have to rein in New Democ-
racy’s legacy forces of cronyism and pri-
oritise entrepreneurship and innova-
tion.The old model won’t work.

The new prime minister is used to
such challenges. Back in 2013,when he
was minister of administrative reform
and I met him in a building besieged by
protesters opposed to the cuts in public
employeesdemanded by Greece’s credi-
tors, Mitsotakis told me, “The country
hasbeen stretched to its limits.” It could
have crumpled, like the Weimar Repub-
lic. If Greece did not, it was because of
European institutions built to resist
nationalism and avert catastrophe.

Byhelping Greece through itsagony,
the United States nullified resentments
thatwentbacktoits support for the mil-
itary junta between 1967 and 1974.
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The Obamaadministration won Tsipras
over and so dragged him toward the
center.Joe Biden,as vice president, told
the then-prime minister not to take
rash decisions—such as leaving the
euro—that would be irreversible. A
breakup of the eurozone, with other
countries possibly following Greece,
was avoided.

Greek anti-Americanism has now
largely died, buried by a leftist govern-
ment. It once took violent form in the
November 17 group, responsible for a
number of assassinations. But several
factors—Germany replacing the United
States as the Greek boogeyman with its
austerity demands, new tensions with
Turkeythat have reminded Greece of the
importance of American support, the
fading into history of the junta era, a
strong sense of American solidarity
through the crisis—have altered Greek
views. The election of Mitsotakis is con-
sistent with this shift.

Mitsotakis will take office with
Turkey and the Greek Cypriot govern-
mentembroiled in conflict overoffshore
oiland gasin the eastern Mediterranean.
In May, the state department said it was
“deeply concerned” by Turkish plans to
begin drilling in an area claimed by
Cyprus,calling the step “highly provoca-
tive” and urging Turkish authorities to
“halt these operations.”

The new prime minister will want to
keep things calm in the region. He is a
man who believes deeply in the trans-
Atlantic bond that president Trump has
oftenbelittled. Tourism hasbeen surging
and isvital tothe Greekeconomy.Greece
wantsaTurkeyanchored in the West, not
aTurkeyveering toward Vladimir Putin’s
Russiaand acting bellicose.

Itisanewdayin Greece.Nowall that’s
needed for the European Union is a
British somersault on Brexit.

would enter into a
plurilateral accord
providing for appeal

arbitration
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requirements of the Mar-

rakesh Agreement estab-

lishing the World Trade

Organisation. The advan-

tage of such plurilateral

initiatives is that they can

go forward even in the
absence of consensus, pro-
vided the critical mass of trade shares is
achieved. The two plurilateral agree-
ments of 1996 and 2015 provide the
template for the negotiations of future
agreements as well, on e-commerce, for
instance. There seems no need for a for-
mal decision in a WTO body for this
model tobe followed in future. Members
can just move resolutely forward, nego-
tiate an agreement and adopt it at the
next ministerial meeting.

The suggestions forWTOreform that
we make here are not ideal outcomes.
The objective of the interim appeal arbi-
tration arrangement is rather to defend
the multilateral trading system from an
onslaughtthatis designed tobringabout
itsdownfall. The intention behind advo-
catinga plurilateralapproach forliberal-
isationagreementsis tofind thewayfor-
ward, even in the absence of consensus,
in cases in which the negotiation of lib-
eralisationagreementstakes placeonan
open-ended basis and the benefits are
extended to all WTO members.

LETTERS TO

THE EDITOR

Foreign borrowings

Foreign borrowings to cover a part
of deficit has its own advantages.
Interest rates are lower abroad,
thus borrowing cost is less. Also it
overcomes the 'crowding-out'
effect of budgetary deficit,
whereby private investments are
discouraged due to fund shortage
created by massive government
borrowing domestically. But it's
quite dangerous becoming
indebted to other countries, as
experienced by some nations in
recent past. To overcome the
potential vulnerability problem, we
must diversify borrowing from
more countries than just one.
Secondly, the FRBM body and the
Reserve Bank must monitor and
regulate the proportion of deficit
we borrow from abroad, even ifitis
by selling sovereign bonds in the
open market.

— Shubhada Sabade, Pune

Tightening noose

The Special Investigation Team
(SIT) probing the multi-crore IMA
Ponzi scam in Bengaluru appears
to be making good headway.
Close on the heels of the arrest of
Village Accountant Manjunath and
Bengaluru-North Assistant
Commissioner L C Nagaraj, Deputy
Commissioner of Bengaluru
District (Urban) B M Vijay Kumar
has also fallen into the SIT dragnet
on charges of accepting 21.5
crore cash from Mohammed
Mansoor Khan, the founder of IMA,
through an intermediary. With the
SIT making searches and raids and
the Enforcement Directorate
attaching assets worth 2209 crore,
the noose is tightening around
IMA's neck.

— NJ Ravi Chander, Bengaluru
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The missing
reforms

BUDGET 2019

On divestments of PSUs, it is disappointing to
seeing continued incrementalism. The proposed
divestment of ¥1.05 lakh crore is less than 15%

of the government’s annual interest costs

N TRYING TO RAISE resources to

achieve its very ambitious social

intervention, the government is

taking taxes to too high a level,

which is impeding entrepreneur-
ship,investment growth and jobs. It is
making the classical mistake of first
delineating its spending list and then
looking for resources,instead of defining
the optimally available resources and
then prioritising allocations.

The good intention of doing the max-
imum for the most and, consequently,
living beyond its means—this leads to
desperation and irrationality in raising
resources.

Taxing dividend distribution is dam-
aging.It is not a tax on income, but an
impediment to capital mobility. It cur-
tails the proclivity to move capital from
an inefficient allocator to an efficient

one. When you have a problem of trans-
mission from M1 to M3 in the economy,
not abrogating it was a big miss.

Introducing a tax on buybacks from
listed companies compounds the harm
as it makes a bad extortive charge more
comprehensive. It is difficult to under-
stand how such an economically harm-
ful and distorting charge can pass
through the in-house economistswithin
the system.

Another miss in the budget was not
correcting the capital gains tax regime.
That too should not be distorting capital
mobility. To the extent capital gains is
reinvested, it should attract a zero tax
rate;, else, it should simply be added to
the investors'income and attract the tax
ratedepending on the assessee's slab.The
tax on dividends in the hands of investors
should have been similarly treated.

When trying to revive private invest-
ment thathasbeendeclining since 2013,
the taxation philosophy guiding these
actions is incredibly retrograde as it
impedes domestic capital formation.

When entrepreneurs are migrating
out of your country in droves annually,
increasing taxation at the top level makes
no sense from a signalling perspective,
even though it is the cleanest, least-dis-
torting tax. Investing more in data min-
ing and AI analytics to curtail avoidance
and broadening the taxbase was a prefer-
able way to go at this juncture.

An impediment in reviving the pri-
vate sector investment cycle is the credi-
bility- problem of government as a
counter-party.Permitting the oiland gas
sector access to market prices—the
regime that they were promised when
they invested matters—is yet to happen
in the true measure. The long-festering
Vodaphone, Cairn, Telenor, Nokia issues
need settling. An empowered committee
to settle all disputes with
vendors and taxpayers was
an urgent need that was
bypassed.

This government had
promised to end tax terror-
ism. Sadly, because of the
extreme pressure to raise
resources, it has been
unable to do anything. This
is truly being penny-wise
and pound-foolish as none
of the global majorslooking
to diversify their supply
chains out of China are con-
sidering India seriously,
regardless of their public
posture. The loosening of
rules on single-brand retail
inanattempttoattract FDI
and build integration into global supply
chain is commendable.

After such a strong mandate, a gov-
ernment which has had the political will
to bring in the bankruptcy code, GST,
RERA, DBT, and the wisdom to abrogate
Octroi, etc, should have been more deci-
sive on divestments of PSUs. It is disap-
pointing to see continued incremental-
ism. The proposed divestment of 31.05
lakh crore is less than 15% of the gov-
ernment’s annual interest costs.

The temptation to borrow in foreign
currencies at low rates is deceptively
benign. The government should only
resort to it if the currency swapped cost
isattractiveand orifitis used tofacilitate
export growth. Not facilitating the par-
ticipation of the corporate sector into
agriculture and thereby facilitating tech-
nologyadoption diffusionisahuge miss.
Not migrating the government account-
ing to an accrual basis is a large reform
miss.This would have killed the problem
of perpetually delayed payments and
refunds to all vendors and tax assesses.

This government
had promised to
end tax terrorism.
Sadly, because of
the extreme
pressure to raise
resources, it has
been unable to do
anything. However,
this is truly being
penny-wise and
pound-foolish

ILLUSTRATION: ROHNIT PHORE

Rectifying the badly drafted Act
meant to inhibit money laundering
that ended up inhibiting startup fund-
ing is a positive. Making Aadhaar and
paninterchangeableisa positive, too.It
would have been even better if a path
had been laid out to subsume all other
Ids (voter ID, driving licence, etc) into
Aadhaar. Allowing tax deferment for
uncertainty created by delayed repay-
ments to NBFCs is a positive, but there
was nologicin discriminating between
the large and small NBFCs, especially
since the smaller ones are more vulner-
able. The first- loss guarantee to banks
to incentivise purchase of assets from
NBFCS is creative and apposite for the
situation.

The merging of NRI portfolio invest-
ments with FPI is positive. The proposed
steps taken to increase India’s weight in
the MSClIs,isanother positive.Increasing
the tax deducted to 150,000 for the
interest paid on affordable housingloans
is good and germane to
helping revive real estate
demand. The tax clarifica-
tion on AiF category 2 is a
positive.Not doing the same
for category 3 is a miss.
Streamliningand automat-
ing tax interface is a wel-
come move. Consolidating
the many labour laws into
four is a step in the right
direction.

The government’s
intent to incentivise elec-
tronic, EV, semiconductor
and other technology
industries is a positive, but
to succeed in engendering
these industries, we need a
comprehensive policy to
create clusters. Introducing one card to
pay for all public transportation is a big
plus.The spending priorities on ubiqui-
tous sanitation and harvesting rain water
access is excellent. In healthcare, social
spending on capacity creation in vacci-
nation and treatment of infectious dis-
eases is the right step forward; however,
nutrition,education and access should be
facilitated ahead of comprehensive cov-
erage for lifestyle and old-age diseases.

Onewishes one saw more capital out-
lays and initiatives in reforming the insti-
tutional architecture to facilitate
planned urban growth under the smart
city initiative.

Ultimately, the budgeting exercise
has been a sincere work-in-progress, but
itneeds totilt the balance back to encour-
aging income and wealth generation
back from the sharp focus on redistribu-
tive allocations. The government’s track
record in efficient execution and in
cleaning the system,and sincerity of pur-
pose gives hope that the necessary course
corrections will be taken.
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Stage set for
$5-trn economy

ROTTI

Partner, Dhruva Advisors LLP

The key to sustaining the reforms
proposed will be revenue mobilisation

S ACKNOWLEDGED by the finance minister,
the Union Budget 2019 was presented on the
back of an unprecedent large mandate granted
by the Indian electorate. The expectation was
for announcement of big reforms leading to
employment generation and growth of the economy. The
FM set the tone by announcing that the economy was on
course to be a $3 trillion economy this year and $5 trillion
economy in a fewyears.

The FM made some significant announcements relating
to the Foreign Direct Investment (FDI) regime, including a
proposal to considerrelaxation of FDIin sectors such as avi-
ation,mediaand insurance.There was a clear thrust on mov-
ing towards a cashless economy.

From a tax perspective, while the headline income-tax
rates and the slabs for individuals are proposed to be
retained, high net-worth individuals earning more than X5
crore willnow have to paya tax in excess of 42% inlight ofa
proposed increased surcharge of 37%. While progressive
taxation is one way to tax varying income-groups, especially
in a country like India, the rate of 42.74% is exceptionally
high and comparable to countries like Belgium and Ger-
many. This rate of tax coupled with changes like bringing in
LTCG (for shares sold on the stock exchange) and dividend
tax on dividends of more than ¥101akh perannum brought
in the last couple of years will lead to significant changes in
the cash tax outflows for high net-worth individuals.

The Union Budget also focussed on measures for promot-
ing a cashless economy to reduce generation/circulation of
black money. Furnishing of returns by individuals have been
made mandatory under certain
circumstances even in absence
of taxable income. Further,
banks will now have to deduct a
tax of 2% on cash withdrawals
exceeding X1 crore per annum.
This will lead to greater compli-
ance and disclosures by taxpay-
ers.

Forcompanies, the taxrate of
25% has now been extended to
companies with turnover or
grossreceipts of upto 3400 crore
in FY18.Faceless e-assessments
willalsobelaunched [in phases].
Further, much-needed clarity
hasalsobeen provided in the context of disallowances fornon-
deduction of taxes on payments to non-residents and no dis-
allowance would be required if the non-resident recipient has
offered such income to taxwhile furnishing return of income.

Measures have alsobeen proposed toboost the Make-in-
India initiative by providing investment linked income-tax
deductions.Further significant benefits have been proposed
to IFSCs to promote development of world-class financial
infrastructure in India. The finance minister spoke of resolv-
ing the‘angel tax’issue with the ultimate objective that start-
upswill not be subjected to scrutinyin respect of valuations.
These proposals, though spoken about extensively in the
Budget,do notreflectin the fine print and would possibly be
brought in by way of administrative measures.

For corporates facing transfer pricing disputesleading to
secondary adjustments, it has been clarified that monies
shall be repatriated to India by the taxpayer from any of its
overseas associated enterprises.Inaddition to the above, tax-
payers shall have the option of paying a one-time additional
income-tax of 18% on the primary adjustment or part
thereof that was not repatriated from the affiliates within
the prescribed time frame. This aligns our laws to the inter-
nationally followed practice.

From a GST perspective, the National Appellate Author-
ityhasbeen introduced whichwill applyin situationswhere
conflicting advance rulings are given by appellate authori-
ties of two or more states. A Legacy Dispute Resolution
Scheme hasalsobeen introduced which will facilitate quick
closure of all past disputes, prior to the introduction of GST.

The key to sustaining the reforms proposed and
notable growth and development plans will be revenue
mobilisation.

FM spoke of
resolving the
‘angel tax’ issve.
These proposals,
though spoken
about extensively
in the Budget, do
not reflect in the
fine print
|

HIS CONTINUES OUR previ-

ous attempt to model a non-

marketinterventionwhereinan

alternate price support model

thatis both fiscally prudent and
administratively feasible is proposed. The
alternate model focuses on connecting
farmers/farmer collectives (FPOs)with insti-
tutions that provide storage and finance.
Our analysis of select crops and their prices
during the arrival and lean season clearly
indicates thatimproving the holding power
will help farm incomes go up by 9-11%
assuming that there is a policy support to
carry this forward.

Underthe proposed alternative,farmers
are enabled to hold produce in regulated
warehouseswith financial support fromthe
government covering costs of holding them
foraminimum of four months. Farmersare
expected to be connected to formal finan-
cial institutions through electronic nego-
tiablewarehouse receipts (eNWRs)issued by
the Warehousing Development and Regu-
latory Authority (WDRA) regulated ware-
houses to meet immediate spending
requirements by linking e-NWRs to Kisan
credit card (KCC) accounts. This process,
apart from enabling farmers to fulfil timely
financial necessities,can be a potential step
forwardin thedirection of digital payments
and cashless economy.In terms of costsand
fiscal burden, the proposed financial sup-
portfromthe government coveringall costs
involved in holding the crop output for four
months is much lower compared to the

Rethinking agri

Support

Working to increase
farmers' holding power for
produce works better than
price support

TULSI LINGAREDDY

Shunmugam is head (research), and Lingareddy is senior analyst, MCX Views are personal

spend in the existing price support model.
Based on our indicative cost analysis, the
rough estimate of financial support forhold-
ing the crop produce for four months is
%45,000 crore for select crops and about
%¥55,000-66,000 crore for all crops pro-
duced in the country assuming a marketed
surplus of about 80%. On the other hand,
the cost of current support standsataround
X1.52]akhcroreevenifitcovers about 80%
of riceand wheat.With this alternate model,
the Food Corporation of India (FCI) can limit
its procurement operations, limiting stor-
ageneedsand storagelosses.Inaddition, FCI
can make extra storage space available for
enhancing the holding power of the farm-
ers,earning rentin thebargain.
However,while the alternate model has

the potential to bring down government
support, there are two major challenges to
effective implementation. The first is to
bring in adequate storage capacity under
WDRA norms so that the warehousing ser-
vices providers, public or private, can issue
eNWRs.The existing warehousing capacity
in the country,at 158.5 million metric tons
(mmt), is significantly lower than the
required capacity of 252 mmt (@80% of
315 mmt of foodgrains and oilseeds pro-
duced annually). More than half of the exist-
ing storage capacity is used by FCI for stor-
ing foodgrain stocks in the central pool,
leaving very limited space for other storage.
Efforts to enhance storage capacity started
about two decades ago with the Grameen
Bhandaran Yojana (2001). But, the progress
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is limited, with addition of just about 57.6
mmt till the end of March 2018.The num-
berof WDRA-registered warehousesis quite
low, at 697, with an aggregate capacity of
7.91 mmt, concentrated in six states (MP,
Rajasthan, Tamil Nadu, Gujarat, Maharash-
tra and Andhra Pradesh). Thus, efforts to
expand storage capacity and bringallware-
houses under WDRA are needed. It will also
connect stored commodities to the formal
financial institutions through eNWRs. It
should happen simultaneously with devel-
opment of quality-testing and certification
agencies.

The second important challenge is
ensuring the outreach of institutional finan-
cial services to rural areas so that the objec-
tive of connecting farmers to financial sys-

I Ratio of market price to
MSP 4M after harvest (%)
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Note: Cereals include rice, wheat & maize; Pulses includechana and tur;
Oilseeds includesoyabean and mustard

temismet.Inthisregard,itisdisheartening
to note that despite constant policy efforts,
the outreach of formal banking services in
rural areas remained low, with only 19% of
total ATMsin the countrylocated in therural
areas that serve 19,561 residents per ATM
asagainst 2,104 residents perATM in urban
areas (RBIand Census Reports).Bankingand
regulatory efforts must also focus on
enhancing other additional proven modes
of connectivity to the farmers in remote
ruralareas such asbusiness correspondents,
mobile bankingbranches, etc. Existingbank
branches may extend banking services to
the rural areas, leveraging facilities and
infrastructural assistance that may be pro-
vided by thelocal government institutions.

While we argue for holding power aug-

mentation, it should be synced with farm-
ers being empowered to take sowing deci-
sions based on best possible market infor-
mation about best possible prices. It is
essential to augment efforts to collect
authentic and exhaustive crop sowing,and
growth status reports to feed the derivative
markets and strengthen price discovery to
provideadvance guidancetothefarmerson
what to sow. Hence, agricultural market
information services must be streamlined
with provision of comprehensive and
authentic information covering demand,
supply and prices of all the crops. Public
efforts shall also be focused on taking the
market discovered crop prices to the farm-
ers,leveraging current developmentsinICT,
besides strengthening the price discovery
process through appropriate market-
friendlyand transparent policy regime.

This proposed model will be a win-win
for all the stakeholders including the gov-
ernment. Besides, initiative such as Jan-
Dhan can be leveraged under the proposed
support model. The storage ecosystem
development, if stimulated under this
model, will generate additional employ-
ment opportunities for the rural workforce
in construction and maintenance of ware-
housing, quality testing and grading/stan-
dardisation,and expansion of financial ser-
vices.Furtherefforts,if taken toincrease the
POS availability at all rural commercial
establishments, will provide an impetus to
the efforts towards formalisation of rural
economy.
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