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Not just politicians, courts
also to blame for quotas

After Indra Sawhney put a cap on reservations, SC did nothing to
ensure it was met, even relaxed norms in various judgments

ITH MAHARASHTRA'S RESERVATION quotarising to 65% after the
Bombay High Court (BHC) upheld reservations for Marathas—possi-
bly even 75%, once you add prime minister Narendra Modi’s 10%
quota foreconomicallyweak sections (EWS)—it is easy to blame politi-
cians for striking yet another blow against merit.If 65-75% of college admissions and
governmentjobs—and,within this, promotions—are to be determined by quotas,apart
from how this reduces the opportunity for general category students, how is India to
compete inan artificial intelligence/machine-learning world where merit and knowl-
edge are critical? But,whyblame just politicianswho, by theirvery nature, only look for
immediate electoral gains. Certainly,the government hasamended the Constitution to
negate various apex court judgements on quotas and has tried to hide certain laws on
reservation from the Supreme Court’s (SC) scrutiny by classifying them under the Ninth
Schedule. But, in IR Coelho,in 2007, SC had ruled the Ninth Schedule was not sacro-
sanct if it violated Constitutional provisions on fundamental rights.

While the Maharashtra State Backward Class Commission said Marathas were
socio-economically backward, a decade ago it had said they were both economically
and politically—half the state’s MLAs and CMs have been Marathas—a forward caste,
something even the Mandal Commission had said. It is surely odd that BHC didn’t
deal with this. And since a nine-judge SC bench in Indra Sawhney had capped reser-
vationsat 509, it is surprising SC didn’t object to the 10% EWS quota earlier this year;
ditto for BHCin the Maratha case.While BHC said the Indra Sawhney cap could be vio-
lated in exceptional circumstances, where there was “quantifiable and contempora-
neous data reflecting backwardness” and “inadequacy of representation” it just
needed to study the facts to know Marathas aren’t backward.

Thesearen’t stray instances either.In 1994, in Ajay Kumar Singh, SC ruled on reser-
vations at higher levels of education, something which Indra Sawhney said was not
to be allowed. So, SC said, “(In Indra Sawhney), the Court was speaking of posts in
research and development organisations,in specialities and super-specialities in med-
icines, engineering and other such courses.The Court was not speaking of admission
to specialities and super-specialities. Moreover, M.S. or M.D. are not super-speciali-
ties”l And in 1997, in Post-Graduate Institute of Medical Education and Research ver-
sus KL Narasimhan, SC said,“Securing marks is not the sure proof of higher proficiency,
efficiencyorexcellence...In thatbehalf, it is common knowledge that marks would be
secured in diverse modes...They are awarded in internal examination on the basis of
caste, creed, colour, religion, etc.”!

Last month’s SC ruling on Karnataka’s law to allow reservation in promotions for
SC/ST expanded on this contempt for marks as proof of merit. Ironically,in 2017, the
same court had rejected the Karnataka law on grounds that no data had been given on
inadequacy of representation of SC/ST in the civil service and its impact on adminis-
trative efficiency; this was mandated by the Nagarajjudgment of 2006.To get over the
Nagarajrequirements, SCreinterpreted “efficiency of administration”to say it “mustbe
defined in an inclusive sense,where diverse segments of society find representation...
while interpreting Article 335, itis necessary toliberate the concept of efficiency from
aone-sided approach which ignores the need for and the positive effects of the inclu-
sion of diverse segments of society on the efficiency of administration of the Union or
of a State”. The judges elaborated, “a ‘meritorious’ candidate is not merely one who is
‘talented’ or‘successful’but also one whose appointment fulfils the constitutional goals
of uplifting members of the SCs and STs and ensuring a diverse and representative
administration”. The Maratha law, and even Modi’s 10% EWS quota, will probably be
challenged in SC,but given SC’s past rulings, getting justice isn’t going to be that easy.

Sebi makes the right move

Lax rules allowed unduly risky investing by fixed-income funds

VEN IFIT issomewhat late in the day,itis good that SEBI is tightening the rules

for mutual funds (MFs),especially debt-oriented schemes; the ecosystemwill be

all the better for this. The fact is, MFs are dealing with the savings of small

investorsand,while thereare noguarantees,fund managers must nonetheless
treat this moneywith due respect. Unfortunately,in an attempt to perform better, some
of them have taken undue risks, investing in companies that are clearly not credit-wor-
thy.Through a series of measures, SEBI has made sure fund managers of liquid schemes
have enough liquidity and that theyare not overexposed to HFCs and the real estate sec-
tor.With the sectoral cap nowat 20%, the overxposure to NBFCs,too,hasbeen addressed.
Moreover, there is a 5% prudential cap on the exposure to a particular group, much like
there is for banks.

Crucially, the regulator has mandated that the schemes invest only in listed NCDs
and CP.Most NCDsare,inany case, listed,but CPsare not; so, thisisa good step.Given the
rather primitive state of corporate governance in most companies today, one can never
be too careful. The spate of downgrades over the past couple of months—including that
of Piramal Capital, Sadbhav Engineering and Edelweiss Financial—is clear evidence of
stress, both in the financial and non-financial sectors. Which is why, it is important to
have enough of a cushion for exposure to debt securities that are credit-enhanced or
backed by equities. SEBI has mandated a cover of four times,which seems sufficient.

The practice of pledging shares without making adequate disclosures has dis-
rupted the system,and had SEBI not strengthened the disclosure requirements,com-
panies may have continued to fool investors and lenders by resorting to unlawful
methods to camouflage the true extent of shares pledged. From now on, promoters
need to disclose the reasons for an encumbrance if it exceeds 20% of the equity cap-
ital,which seems like a reasonable threshold.

The factis,both ratings agencies and lenders have been very slow tored flag default
risks in companies; else, even a year ago, it was evident Jet Airways is in big trouble.
Now that SEBI has banned MFs from entering into standstill agreements with bor-
rowers, fund managers will be alot more choosy. Given they manage small investors’
money, MFs have no business to be funding weak promoters.They need to be invest-
ingratherthanlending,and even if the returns come down as aresult,investors would
not mind because their capital would beless atrisk.Itisa good move to have allmoney
market instruments marked-to-market so that the schemes reflect the true net asset
value and investors are not left guessing.

AccessLINGO

Govt plans to make science and technology education
resources accessible in regional languages

HE MINISTRY OF electronicsand information technology (MeitY) has proposed

anational mission fornaturallanguage translation.The ¥4 50-crore proposalis

based on the recommendations made by the Prime Minister’s Science, Tech-

nology and Innovation Advisory Council (PM-STIAC) as part of the 100-day
action plan.The purpose is to make research and teaching resources on science and tech-
nologyaccessible toall in two languages—one in English and the otherin a native Indian
language.The move is ambitious in the sense that it requires digital proficiency from the
user. The translation will be done in two modes—machine and human translation—for
both speech-to-speech translation and text-to-text translation.This could prove abig step
in making science and technology knowledge accessible to alarge citizenry.

The proposal will be implemented by central and state agencies, along involvement
from start-ups. The service will not only prove beneficial for teachers and students but
alsofor publishersand authors.Itwillalso create translation-related jobs. MeitY's move will
addresstheissue of low-cost education atalarge scale. Nonetheless,making content trans-
latableintoall native Indian languages,alongwith spreading digital literacy,will perhaps
be the biggest challenge—the Pradhan Mantri Gramin Digital Saksharta Abhiyan funds
are estimated to be enough for making 2.39 crore in rural areas digitally literate (against
atarget of 6 crore).Also,not everything in advanced sciences will lend itself to translation.
There could yet be many a slip betwixt the cup and lip.

Opinion

ISCALINCENTIVES TO pro-
mote Electric Vehicles, in the
form of FAME (Faster Adop-
tion and Manufacturing of
Electric Vehicles), were
launched in 2015 for a period of two
years. These were later extended up to
March, 2019. With its outlay of 450
crore during the last four years, FAME I
helped about 2.63 lakh electric/hybrid
vehicles, including 1.4 lakh two-wheel-
ers (E-2W) and 1.01 lakh four-wheelers
(E-4W).These are already on the road all
over the country. But, this has not
enabled ustoaccelerate the transition to
electric mobility in the same way as
countries like China have donebyadopt-
ingaholisticapproachandatime-bound
plan for completing the transition.
With learnings from FAME I, the
revised FAME Il was announced withan
outlay of 10,000 crore and a target to
incentivise 10 lakh E-2W, 5 lakh E-3W,
55,000 E-4Wand 7,000 buses (on OPEX
basis) by March 2022.FAME II has been
welcomed by all stakeholders, including
industry and associations, for the clear
roadmap that it provides for the transi-
tion to electricand connected mobility.
In the 2W & 3W segment, 21.2 mil-
lionICE 2Wand 0.7 million ICE 3Wwere
produced last year and, with a share of
9% in manufacturing, had an employ-
ment of nearly 12 million. Out of these
around 15%, i.e., 3 million 2W, were
exported. The CAGR of 2W & 3W vehi-
cles is expected to be around 8-9% for
the next ten years. Thus, by 2025, India
will be producing nearly 28 million 2W
and another 2-3 million 3W. This pro-
vides Indian companies with a unique
opportunity to leverage domestic mar-
kets to achieve globally competitive
scaleand economies of production. Hav-
ing missed the first electronicrevolution
in the 1980s and the semiconductor
fabrication opportunity in the 1990s,
India can hardly afford to miss this
emerging opportunity, offered by the
transition to electric mobility,that com-
bines multiple high technology indus-
tries. We have to be right in the midst
and then, hopefully, achieve pole posi-
tion in this sunrise industry.
Itthusbecomes critical forustoadopt
a time-bound roadmap for the conver-
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FUTURE AUTOS

SIXYEARS UP TO MARCH 2025 SHOULD SURELY BE SUFFICIENT TIME
FOR THE TWO-WHEELER INDUSTRY TO PLAN ITS TRANSITION TO EVs

[ndia’s big opportunity:
Electric mobility
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sionto 2W& 3Wtoelectricvehicles.Ifwe
donot pursue thisat the policylevel and
if companies and economies do not
adapt,we risk losing out on a seat at the
table in the next generation of technol-
ogyand industrial development.

Both electric mobility and battery
manufacturing are sunrise industries
that must be encouraged if India is to
become a globally competitive player in
the coming decades. Otherwise, we not
only stand to lose all export opportuni-
ties that are bound to open up in the
coming years but also risk becoming a
dumping ground for second-rate
imported EVsfrom Chinaand elsewhere.

Investmentbyindustry carriesinher-
ent risk, and all our efforts should be
directed toward creating a domestic
marketforboth electricvehiclesand bat-
teries, in order to ensure OEMs and bat-
tery manufacturers have enough cer-
tainty of off-takesbefore they putin their
investments in new manufacturing
units toattain globally competitive posi-
tion.India haslost outin the solar power
generation and mobile/smartphone
industry previouslyand mustact quickly
tosecureapositionin the sunriseindus-
tryof battery storage and electricmobil -
ity.Delaying this transition risks missing
the opportunityat hand.

The Steering Committee of National
Mission on Transformative Mobility &
Battery Storage has recommended that
after March 31,2023, only E-3W (with
lithium ion or other advanced battery
chemistry only) shall be sold under the
category of 3W and, after March 31,
2025,allnewsales underthe category of
2W below 150cc shall be E2W (with
lithium ion or other advanced battery
chemistry only).

Six years up to March 2025 should
surelybe sufficient time fortheindustry
to plan its transition. Moreover, NITI

Aayoghasalwaysbeen openandreadyto
consider alternative time-bound plans.
However, the suggestion todowithouta
transition plan and adopt a so-called
'market-based or muddling through'
stance should not be acceptable to any-
bodywhoiswedded tothe nationalinter-
est or,indeed, even to the Indian auto-
mobile industry’s
interests. Clearly, those
companies who wish to
export ICEtwo-and three-
wheelers will have the
fullest freedom to do so
even after the domestic
sales of these vehicles

For globally-
competitive
manufacturing of
advanced batteries,
a challenge process

Today, there is no such part of India where Japan's
projects or investments have not left its mark.
Similarly, talent and manpower of India are
contributing to strengthen Japan

cal incentives to induce them to rapidly
create necessary capacities in the coun-
try. This would also be used for other
industries like micro-electronics, power
storage etc. Using the advantage of large
scale domestic demand in the EV sector,
wewouldbeableto createadynamicand
vibrant storage batteryin the country.
Moreover,battery costs are expected
tofall overthe next fewyearsasvolume
increases and economies of scale are
achieved. Expert analysis anticipates
that India’s annual battery market size
could be as large as $9 billion by 2025,
the majority of which will be driven by
electric vehicles (this assumes close to
100% new sales of electric two- and
three-wheelers by 2025, along with
modest market penetra-
tion of other segments).
Private sector companies
and start-upsare develop-
ing charging solutions as
well as battery swapping
business models to
encourage the transition

ceaseinthe domesticmar- to electric mobility. These

ketand, further,those pro- to select manufacturing capacities

ducing 2W with engines manufacturers can and business models will

higher than 150 cc will be adopted provide significant addi-

continue to do so. tional sources of eco-
We must emphasise m—————ssssss nomic growth.

that NITI Aayog has had Although  around

extensive consultations with all seg-
ments of the industry in the run-up to
the Mobility Conference that we organ-
isedin October 2018.And,in theinterest
of building the necessary trust between
the industry and the Government, we
are, of course, open to further consulta-
tions,aslongas theyare aimed at reach-
ing a time-bound transition plan
towards achieving 100% electric and
connected mobility.

We would, of course, have to ensure
that the batteries (lithium ion or
advanced chemistry) are domestically
manufactured and at globally competi-
tive prices.The scale offered by the tran-
sition to EVs will allow world-competi-
tive capacities to come up in India.
Globally-competitive manufacturing of
advanced chemistry batteries could be
achieved through a challenge process to
select manufacturers,who could thenbe
offered a package of facilitation and fis-

The US’s zero interest rates future

The Congressional Budget
Office’s projections for the
US federal budget during the
next 30 years is a picture of
steadily rising deficits

THE CONGRESSIONAL BUDGET
Office has just released its projections
for the US federal budget during the
next 30 years. The picture is one of
steadily rising deficits. Federal govern-
ment borrowing now amounts to
about 4.2% of gross domestic product
each year. By 2049, the CBO predicts,
that will more than double, to 8.7%.

Onlyasmall portion of these deficits
will be due to tax cuts; the CBO projec-
tion expects that individual income
taxesrise substantiallyasa share of GDP.
Nor will it be due to government profli-
gacy; CBO predicts that discretionary
spending will shrink substantially rela-
tive to the size of the economy.

Instead, the growth in deficits is
mostly about two things. First, govern-
ment health care spending is projected
to grow, which is partly due to popula-
tion ageing and partly because the CBO
predicts that medical costs will keep
going up. Second,and even more impor-
tantly, the CBO predicts that interest
rateswillrise, forcing the government to
spend much more on simply paying
interest on its debt. The federal govern-
ment now pays an average of 2.4 % to
borrow; in three decades, the CBO pre-
dicts that this will rise to 4.2%.

If true, that will cause an exponen-
tialincrease in the amount the govern-
ment has to pay for debt service.

By the 2040s, the CBO projects, the
primary budget deficit—the gap
between non-interest spending and
tax revenue —will stabilise at less than
4% of GDP,but net interest will keep on
rising. This is because as the govern-
ment borrows more and more to cover
its interest payments, the amount of
debt that’s accruing interest goes up.

In many ways, this is actually a very
conservative forecast.The CBO assumes
thatthe USwill raise taxes,instead of cut-
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ting them as it has done repeatedly. It
assumes no future recessions requiring
largeincreasesin thelevel of federal debt
for stimulus purposes.And most impor-
tantly,itassumes nobigfutureincreases
indiscretionary spendingand nonewbig
entitlements. If Medicare For All or the
Green New Deal ever make it through
Congress, the projected federal debt will
be much,much higher.

Whyis thisa problem? If the govern-
ment decides to cut deficits by raising
taxes even more than the CBO predicts,
it could slow the economy. If it decides
to let the debt grow, it will have to bor-
row more and more in order to cover its
increasinginterest,and both borrowing
and interest costs will snowball. That
could provoke what the CBO calls a fis-
cal crisis —a private investor panicabout
the government’s ability to repay its
debt, causing a drop in bond prices that
render financial institutions insolvent
and causing an economic crisis.

The government thus has a good
reason not tolet debt spiral out of con-
trol. And the easiest way to keep that
from happening is for the Federal
Reserveto cutinterest ratestozeroand
keep them there. As the government
replaces its old, higher-interest debt
with new,lower-interest debt, its yearly
interest payments would go down,
until finally they dwindle tonothingat
all. Doing this would stabilise the
deficit,and even open up fiscal space
for big new spending initiatives on
issues like climate change.

This situation—where the central
bankholdsratesat ornearzeroin order
to keep the government solvent—is
known to economists as fiscal domi-
nance.Arguably,Japan has been in this
situation foryears.

Some argue that Japan’s interest
rates are low for natural reasons,

mainly because of population decline
and slow productivity growth. But
Japanese central bankers’ periodic
intentions to raise rates have probably
been restrained by the country’s enor-
mous public debt. Even if they wanted
to, Japanese policy makers couldn’t
raiseratesverymuch without the spec-
tre of government insolvency.

Most macroeconomists think this
isn’t much of a problem. Inflation is the
traditional reason to raise rates, and
Japan doesn’thave much of it. But there’s
a possibility that long periods of low
interest rates have negative conse-
quences that don’t appear in traditional
economicmodels.Forexample,lowrates
might encourage the survival of unpro-
ductive zombie companies, or it could
allow monopolies to dominate markets
with cheap borrowing. These potential
downsides are not well-researched or
well-understood yet.

The US might also not be the same
as Japan. Its investors could be more
inclined to abandon the country for
greener pastures if rates stayed too
low for too long. With population
expected to grow instead of shrink,
the US also might not be able to sus-
tain zero rates forever without even-
tually risking inflation.

So the US shouldn’t stride confi-
dently into a brave new world of fiscal
dominancejustbecause Japan hasn’tyet
collapsed.Just tobe on the safeside,other
measures to constrain deficits—reduc-
ingexcess cost growth forhealth careand
reversingrecent tax cuts —would be pru-
dent.Butshould these efforts turn out to
be politically impossible, get ready for
permanent zero interest rates.

This column does not necessarily
reflect the opinion of the editorial
board ofBloomberg LP and its owners

20% of mineralsin the current battery
chemistryneed tobe sourced from out-
side,the R&D on material recoveryand
recycling from batteries would help
address this scarcity. This can create a
domesticreserve of minerals over time.
The government, too, is exploring
potential rights tointernational supply
chains to furtheraddress this concern.
In any case, battery chemistry is evolv-
ing at a rapid pace with the attempt to
replace lithium as the sole principal
component. And in the medium-to-
long term, the transition to hydrogen
will surely be initiated as is already
beginning to happen in China and
Japan.On all counts, therefore, includ-
ing that of fresh employment genera-
tion, India simply cannot afford to miss
this opportunity and cannot adopt a
‘muddling through’ policy stance as
some stakeholder, very surprisingly,
seems to advocate.

LETTERS TO

THE EDITOR

Discount on
petrol/diesel

To encourage cashless
transactions post demonetisation,
the union government has started
giving several discounts onuse of
credit and debit cards, including a
0.75% discount on card-based
purchase of petrol and diesel and
online payment of insurance
premiums. Due to inadequate
publicity, it is not clear which
discounts are still applicable.

The currency position having
normalised, the union exchequer
should not be burdened with such
discounts anymore. Instead, steps
should be taken to ensure that
banking is made less expensive;
transaction charges, charged to
sellers on payments received
through credit or debit cards,
should be paid from the public
exchequer at a reduced rate than
the present 2%. To minimise
currency circulation, consolidated
steps, such as limits on monthly
cash withdrawal from banks for
individuals, should be taken.

— Subhash C Agarwal, Delhi

Refugee crisis

The heart-rending image of father
and daughter, migrants from
Ecuador, lying dead on the banks of
the Rio Grande river at the US-
Mexico border tells the horrific and
pathetic plight of scores of hapless
migrants fleeing violence and
bloodshed in their homelands. The
trend of perceiving refugees as a
threat to national security and local
culture is truly despicable. Trump's
description of Hispanic immigrants
as rapists and criminals 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.

— M Jeyaram, Sholavandan
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OVER THE BARREL

ow India can

de-escalate

US-Iran

stand-off

The US-Iran stand-off is wrapped in a “fog of
uncertainty.” No one knows what will happen, but
what we do know is it could take no more than a
false report, a miscalculation or an accident for the
region to conflagrate into violent conflict. India
would be severely impacted in such an event

HE MOST BASIC FORM of
human stupidityis forgetting
what we are trying to accom-
plish.”This Nietzschean apho-
rism finds sharp affirmation
in the behaviour of the leaders of US and
Iran today. Both have forgotten what they
are trying to achieve, but both are
engaged in verbal, economic and physi-
caljousting thatis generating sparks that
could light up a regional bonfire. India
would be severely impacted in such an
event.Ourleadersfacea policydilemma.
Should they use their “soft” power to try
and snuff out the sparks, but risk possi-

bly an embarrassing rebuff? Or should
theystay on the sidelines in the hope that
disasterwill not prevail? It is myview that
the Indian government should do the
former. It should deploy the “quiet”
power of diplomacyto pre-empt the con-
sequences of human stupidity.

The signals emanating from Wash-
ington DC and Tehran are confusing and
blurred. They suggest that the leaders in
these two cities have lost sight of their
vital objectives.

American President Donald Trump
says he does not want war; that he is not
looking for a regime change, but only a

tighter nuclear agreement. He says his
objective is to ensure Iran will never
acquire the capability to develop nuclear
weapons. But he also tweeted the word
“obliterate”to define the range of options
that remain on his table; the US National
Security Advisor John Bolton and Secre-
tary of State Mike Pompeo have stated
that waris an option,and their preferred
outcome is,indeed,a regime change.

The Iraniansarealso conveying mixed
messages.Theirelected leadershipwants
to exercise “strategic moderation” and
remain compliant with the Joint Com-
prehensive Plan of Action (JCPOA). They
are hopeful that with the support of the
Germans and the French, the crisis can be
settled through negotiation. The Islamic
Revolutionary Guard Corps (IRGC), on
the other hand,wants the government to
breach the uranium stockpile limits
agreed to in the JCPOA (the 2015 Iran
nuclear deal) and to enrich uranium to
20% purity (which is just one step away
from weapon-grade material). They also
want to signal, through direct and indi-
rect action, that they will
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destroyer USS Maddox by North Viet-
namese patrol boats on August 4, 1964,
in the international waters of the Gulf of
Tonkin.In fact,two days earlier,destroyer
USS Maddox had been attacked by the
North Vietnamese.The report ofa second
attack inflamed the US Congress, who
then passed the Gulf of Tonkin Resolu-
tion, which was a de facto declaration of
waragainst the North Vietnamese.It was
later established that the report of a sec-
ond attackwas erroneous.This is difficult
to believe, but this means that the US
went to war in Vietnam on the basis of
erroneous intelligence.

The US-Iran stand-offiswrappedina
“fog of uncertainty.” No one really knows
whatwill happen,but what we do know—
based on our reading of von Clausewitz
and our understanding of history—is
that it could take no more than a false
report,a miscalculation or simplyan acci-
dent for the entire region to conflagrate
into violent conflict.

India would be severely impacted in
suchan event.Itimports 65% ofits crude

oil from theregion. Conflict

notbebullied by the Amer- " =——————————  would disrupt its oil supply

icans.The Ayatollahs gener-
allykeep their cards close to
their chest, but given the

India should
persuade Iran to

lines and harden oil prices.
Moreover, there are
approximately 8 million

Iranian economy is in free  revert to its original nationals living and work-

fall—GDP fell by 4% last
year and an additional 6%
this year, inflation is run-
ningat 30%,food isin short
supply, the currency is on
skids, and unemployment
isatrecord highs—they, too,
are inclined to play the US
“Satanic” card to divert
public attention away from
the domestic crisis.

There is an explanation ]

for this political amnesia.
The leaders are wrestling to reconcile
their international priorities with their
domestic constituencies. The problem is
that,in the process, they are pushing the
region towards large-scale conflict. And
thatiswhy theiractions fit so neatly into
the Nietzschean mould of stupidity.
Students of military history will not
be surprised by this drift towards war.
Trump is, alas, no such scholar. Had he
been so, he might have remembered the
forewarning contained in the unfinished
magnum opus of the Prussian General
Carl von Clausewitz, ‘Vom Kriege’ (On
War), that “three quarters of the factors
on which war is based are wrapped in a
fog of greater or lesser uncertainty.” He
may have noted the mind-boggling con-
firmation of this observation in the
memoirs of the former US Secretary of
Defense Robert McNamara, who wrote
that “President Johnson authorised the
bombing (of North Vietnam) in response
to what he thought had been a second
attack that had NOT occurred.” The
“attack”referenced was on the American

HE DUNNING-KRUGER effect

isa cognitive bias in some peo-

plewho haveaninflated notion

about their capabilities. Their

self-assessment with regard to
their knowledge and decision-making
reaches elusive heights. They make erro-
neous decisions. When such people take
important leadership positions, they
obstruct progress of the organisation.
Their misconceptions about themselves
with regard to self-cognitive abilities
blinds them from seeing errors;also, their
incompetence denies them to recognise
others’strengths.The concept was coined
in 1999 by Cornell University psycholo-
gists David Dunning and Justin Kruger;
the eponymous (named after persons)
Dunning-Kruger effect is a cognitive bias.
Incompetent people have an exaggerated
notion about their knowledge and intelli-
gence, it blights results and sometimes
such results take decades to correct.

I take the example of India’s first Prime
Minister Jawaharlal Nehru’s decision of
referring Kashmirto the UNSC.Thisaction
negated the Instrument of Accession
signed by Maharaja Hari Singh. Even till
today, the Kashmir issue remains sticky.
Besides India and Pakistan, it has many
sides: the five regions of Kashmir and
numerous political organisations.

Charles Darwin said that “ignorance
more frequently begets confidence than

The cognitive bias

Can ineptness rob people of the mental ability to realise

just how inept they are?

HATTANGADI

The author is a management thinker and blogger ‘ \

what knowledge does.” I am sure most of
us would have experienced frustration by
theincompetence of another person in our
professional and privatelives.The frustra-
tion increases when these incompetent
people do not recognise their own limita-
tions.Incompetent people tend to overes-
timate their own levels of skills and they
fail to recognise genuine skills in others.
Hitler’s ‘Mein Kampf showcases his
total lack of insight into his own limita-
tions. A budding narcissist, Hitler’s
recounting of his schooling describes his
propensity to argue with adults despite
nothavingyet received his education.This
isan apt example of his cognitive bias.
Inan experiment, Dunning and Kruger
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asked 65 participants to rate how funny
different jokes were. Some participants
were exceptionally poor at determining
what other people would find funny, yet
these same participants described them-
selves as excellent judges of humour. The
research found that incompetent people
are notonly poor performers,theyarealso
unable toaccurately review and recognise
the quality of their own work.The low per-
formers are unable to recognise the skills
and competence levels of others,which is
part of the reason why they every time
view themselves as better, more capable
and more knowledgeable than others.
This might be the reason why some
students who earn failing scores in exams

position of
remaining within
the framework of
the JCPOA, and
deny the hardliners
on American side
the raison d’etre
for escalation

DUNNING-KRUGER EFFECT

ing in the area. Many of
them would need to be
evacuated. This would pre-
sent a major logistics chal-
lenge. But most worrying
and beyond these immedi-
ate ramifications is that
India and Indians would
feel the tremors of the
aftermath of sucha conflict
foralong time.

The question, therefore,
for India is: Should it allow
historytorepeatitself? Orshould it make
an effort to stave off disaster beyond the
opportunistic bilateral discussions that
it has already had with Pompeo and
Trump. In my view, it should take that
extrastep.Thisisnot simply to safeguard
its economic interests. It is also because
Indiais strongly placed to arrest this dan-
gerous drift.The countryhaslong-stand-
ing historical and cultural links with the
Middle Eastand,in particular,Iran.Prime
Minister Narendra Modi has enhanced
international stature because of his mas-
sive electoral victoryand strong personal
relations with his counterparts in the
region. And foreign minister Subrah-
manyam Jaishankar is a superb and
world-class diplomat. Together, this
makes for a rare combination of “soft”,
“smart” and “quiet” power. India should
deploy this combination towards one
objective.To persuadeIran toreverttoits
original position of remainingwithin the
framework of the JCPOA,and to deny the
hardliners on the American side the rai-
son detre for escalation.
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® DIRECT TAXES CODE

From convoluted

to coherent?

MEHNDIRATTA

The author is partner, Tax,
KPMG in India

An attempt towards a concise, coherent
and consolidated direct tax structure

“The nation should have a tax system that looks like someone
designed it on purpose”—William Simon.

ITH A STABLE GOVERNMENT at the
Centre, stage is set for introduction of
reforms needed to put the economyback
on high growth trajectory. The NDA, in
its previous term,demonstrated resolve
to push through bold reforms as well as discard old laws.
Taxes have been a focus areas and a major reform on the tax
side was transformation in indirect taxes with the GST,
which subsumed within its ambit 17 state and central indi-
rect levies. On the direct tax side, the Wealth Tax Act, 1957,
was scrapped and a panel constituted in November 2017 to
rewrite the existing Income-tax Act. The panel is expected
tosubmitareport to the governmentbyJuly 31,2019.In the
Union Budget on July 5, it is expected that a framework for
introduction of the direct taxes code (DTC) will be laid down.

The Income-tax Act was introduced in 1961, but has
failed to keep pace with evolving businesses and a fast-grow-
ing economy. Some instances in the past have highlighted
deficiencies in this Act to bring to tax certain transactions
that the government intended to tax.Another example is of
digital businesses,which can potentially result in significant
taxleakagesand hasalsobeen focused uponbythe OECD in
its Action Plan-1 on Base Erosion and Profit Shifting project.

While the government has tried to keep the Income-tax
Act at pace with evolving business realities by bringing in
suitable amendments—taxation of indirect transfers of
Indian entities,equalisation levy on online advertisements,
thin capitalisation rules, GAARand certain other provisions
through annual fiscal budgets—the provisions seem to have
been rushed into existing overall schemes of the Act (except
forequalisation levy that is outside its scope) and, thus,have
led to interpretational issues, leading to potential for seri-
ous tax litigation. Transformation of the Income-taxActinto
anewtaxregimethatisaligned with current economicreal-
itiesand modern businesses is the need of the hour.

DTCisanattempttomakeita concise,coherentand con-
solidated direct tax structure.The UPAhad also attempted to
bring in DTC and introduced the first draft Billin 2009 and
a revised version in 2014, but the idea of DTC was shelved
shortly after the change of government.

The economy is going through a rough patch. Introduc-
tion of taxincentives and cutting tax rates have been used as
a tool to reignite growth—India has one of the highest cor-
porate taxratesamongst bigeconomies. DTCis an opportu-
nity to rationalise tax rates as well as introduce provisions
to incentivise high-growth sectors such as IT/ITeS, retail, e-
commerce,etc. Further,given the minusculeamount of R&D
in India and its relative importance, there have to be incen-
tives for R&D activities aswell as simplifying existing incen-
tives such as preferential tax rates forincome from exploita-
tion of patents developed in India. Providing certainty to
foreign and domesticinvestors by minimising tax litigation
isanother focusareafor DTC.Although we have the Author-
ity for Advance Rulings, its attractiveness for obtaining tax
certainty hasreduced,largely due to manyAAR applications
pending for disposal, courtesy the lack of administrative
capacity to handle the number of applications being filed
and AARbeing non-functional for most part of theyear. DTC
should address this by adopting a comprehensive dispute
resolution method by bringing in an advance authorisation
process.Forexample,in many countries, taxauthorities gen-
erally answer inquiries made by taxpayers even without a
formal ruling procedure, and in others there is advance
statutory back-up procedure for pronouncing such rulings.

DTCshould incorporate certain other practices, too.One
suchisthe provisionin the US taxlaw that provides forjoint
filing of returns by married couples, which leads to both
reduction in taxes and compliance for taxpayers. In Singa-
pore, information for salaried employees is auto-included
while filing tax returns,and requires onlyvalidation, making
the exercise of submitting a tax return quicker and simpler.

DTCis going to be one of the most important taxlegisla-
tions as it will replace not just the Income-tax Act, but also
possibly tax jurisprudence of the last 60-odd years. As has
beenwitnessed in the past,hurriedly-drafted tax provisions
serve neither the taxpayers nor tax officials well,and hence
the government would do well not to rush early introduc-
tion of DTC but allow adequate time to both legislators to
draft and stakeholders to debate the new law. The require-
ment of a new direct tax regime is real and immediate.

at times feel they deserved a much higher
score.They overrate their own knowledge
and ability,and are incompetent of seeing
the mediocrity of their performance.

In 1708, Sweden invaded Russia dur-
ing a winter so fierce that even Venice’s
port froze. The invaders lost 16,000 men
inthat particular push.Just over 100years
later,Napoleon also attempted an invasion
thatbeganinthe summer.Bylate fall,he’d
lost thousands of soldiersand,although he
succeeded in occupying Moscow, he even-
tually had to retreat. The most famous
example, however, is of the Second World
War. Hitler believed he could take Russia
before the onset of the winter—and his
armywasn’t ready when the Russian win-

terfinally did come.In fact,thingswent so
poorly in Russia that Hitler lost about
750,000 men before November.
Dunning and Kruger put forward that
this phenomenon stems from what they
refertoasa“dual burden.”Peopleareinept,
and theirineptness robs them of the men-
talability torealise justhowinept theyare.
The least skilled people often overrate
theirability because they have noidea how
much they don’t know. In other words,
poor performers believe that they know
everything on a particular subject and,
therefore, theytend tobe bombasticabout
it. In contrast, high performers are aware
of theenormityand intricacies of thefield
theyareworking in.They knowhowmuch

| they don’t know, and thus they usually

underestimate their ability and compe-
tenceina particulararea.

The Dunning-Kruger effect also has to
do with what scientists call metacogni-
tion. It is described as “cognition about
cognition,”“thinking about thinking,”and
“knowing about knowing.” It is a higher
form of cognition; to be aware of the
awareness itself.A personwith ahighlevel
of metacognition is able to become aware
of his or her thought processes and view
them from different and fresh perspec-
tives. This cognition about cognition
allows them to analyse and judge their
ideas, knowledge and skills more accu-
rately compared to people who are having
difficulties with metacognition.

The world is filled with incompetent
leadersin all fields; often,leadership posi-
tions seem glamorous but the crude real-
ity is that many leaders hardly make any
effect on theirteams.When stupid leaders
run a country,an organisation, a hospital,
a school or a university, they weaken the
foundations. If someone is going to run a
country properly, he/she needs to be an
expert at collecting viewpoints, appoint-
ing experts and sieving through them to
produce effective and well-judged policy
objectives that actually work. In the
absence of that sort of expertise, only
chaoswill be created.Aren’t we seeing this
happening in most parts of the world?
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