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IL&FS exposes the rot in
the rating agency system

Grant Thornton report clearly shows just how ratings were
manipulated; some serious action must be taken

HILE SOME RATING agencies mentioned in Grant Thornton’s draft

audit report—on how rating agencies favoured IL&FS and various

group companies—have put out press statements pointing to inac-

curacies in the report, there is enough in the report for the authori-
ties to take some serious action against these raters. The charges range from con-
sciously delaying giving the correct ratings on group firms for years to giving them
favourable ratings,as a result of which the investor publichad no idea of just how pre-
carious the group’s finances were; given this, it was easy for the group to amass awhop-
ping ¥106,000 crore of loans. Just how big the hole in IL&FS’s balance sheet is can be
judged from the fact that the government estimates state-owned banks will recover
just half their loans. It didn’t help that, despite IL&FS’s impressive parentage—LIC
owns over 25% ofits equity and Orix of Japan owns 23%—and itsillustriousboard,no
one seemed particularlyinterested inletting anyone knowthe true state of the group’s
finances either. So between IL&FS’s management, the auditors that failed to notice
anything and some rating agencies who fudged ratings,a rosy picture of the finances
was put out. The IL&FS annual report for 2018, for instance, gives the company’s net
profits of ¥584 crore within the first few pages,but it takes till the 210th page to know
that group incurred a netloss of ¥1,869 crore that year; while the company’s borrow-
ingsareX15,935 crore,itis onlyin the consolidated balance sheet—also in theannual
report—that you get to know the group debt is ¥106,483 crore.

While Moody’s has said that,contrary towhat Grant Thornton alleges, it never asked
foranadditional fee for keepingits rating private—it says the fee fora private ora pub-
lic rating was the same—the fact that a rating could be kept private allows the man-
agement to hide the truth from the investor publicand the authorities.Indeed, Grant
Thornton gives an instance of how an official of India Ratings also suggested that a
rating it was giving could be kept private.The fact that the heads of both Care and Icra
havebeen sent on leave makes it clear the boards of these firms are aware that the evi-
dence against them is damning.

Just three firms of IL&FS—ITNL, IFIN and IL&FS itself—got 429 ratings done since
2011,soit is obvious that the group generated a lot of business; IL&FS had 347 group
entities held through fourlevels of subsidiaries and the auditor fees paid rose from ¥4.5
crore in FY15 to X15.9 crore in FY17, before falling to X13.7 crore in FY18. While the
group had good ratings till around the middle of last year, the Grant Thornton report
indicates that rating agencies were worried about the group’s exposure way back in
2011, butsstill didn’t change their ratings; hardly surprising since,as the report shows,
among other favours, the group helped a senior Fitch manager get a ¥44 lakh discount
onaflatand donated anotherX25 lakh toa trust run by the chairman of ICRA.In Decem-
ber 2016, email records of IL&FS officials showed that Care was downgrading a group
firm to BB+ with a stable outlook; after a round of discussions, this was bumped up to
BBB- with a stable outlook! There are several such transactions that are spelled out in
detail,but the real shockeristhatin November2011,Fitch had assigned arating of AAA
with a negative outlook for IL&FS; some discussions later, this became AAAwith a sta-
ble outlook. Indeed, it wasn’t just Fitch, internal IL&FS correspondence showed that
Careand Icrahad similar concerns pertaining to IL&FS’s profitability,divestment,weak
exposure in group companies, etc. Despite this,however,not a single ratingagencyindi-
cated this; in one case,an IL&FS staffer edited the rating rationale given by ICRA.If no
major action is taken against the rating firms who have been indicted by Grant Thorn-
ton, it would reflect very poorly on India’s regulatory system.

Andhra for Andhraites ...

Will spur similar demands in other states, a bad idea

NDHRA PRADESH CHIEF minister Jagan Reddy has dealt a big blow to the

idea of a pan-Indian market for all goods and services—and for people

migrating from one state to another in search of jobs—by passing a legisla-

tion that says 75% of all jobs, including in the private sector, have to be
reserved for local youth; factories have three years to comply and, if adequately skilled
people are not available, firms will have to train local people with the required skills.
Some other states have similar stipulations,but thatis forindustries that are set up after
availing of financial incentives from the state government. While it is early days yet,
whatisworryingis that some other statesare alsolooking atlaws similar towhat Andhra
Pradesh has just passed. Soon after he was sworn in, Madhya Pradesh chief minister
Kamal Nath also suggested alaw reserving the bulk of jobs for the local population.Apart
fromwhat thiswill do to stateslike Uttar Pradesh and Bihar that have averylarge num-
ber of people migrating in search of jobs,what is more worrying is the potential spillover
to other areas. In the power sector, for example, several state chief ministers are reluc-
tant to let electricity be ‘exported’to other states by units that are located within their
boundaries—not allowing this ‘export’lowers domestic prices—and moves such as the
Andhra-for-Andhraites will only spur similar moves by other states. Indeed, last year,
both Andhra Pradesh’s then chief minister Chandrababu Naidu and Karnataka’s then
chief minister Siddaramaiah raised the issue of southern states subsidising the north-
ern ones by contributing more to the central tax kitty.

Passingalawand implementingit,though,are not the same thing. Even in the case
of Andhra Pradesh,the newlaw exempts industries like fertilisers, coal, pharmaceuti-
cals, petroleum and cement fornow; and it is likely that the stipulation does not extend
totheITindustry. Maharashtra,similarly,introduced alaw overa decade ago on reser-
vations for those units that availed of state incentives, but the law was never really
implemented. And when Karnataka planned a 100% reservation for Kannadigas in
blue-collar industries—both infotech and biotech were kept out of its purview—this
was givenaquietburiallater.Ata time when all statesare competing toattract invest-
ment,itis difficult to see how such a policy that makes it more difficult forindustry to
work can possibly be implemented in both letter and spirit. Also, if it is implemented
in earnest, it is unlikely it can stand legal scrutiny since it violates both Article 14 (Right
to Equality) and Article 16 (Right to Equal Opportunity).It seems more a political ploy
right now, butitisa good idea to keep a close watch on how things pan out.

RelatedMATTER

Related party transactions falling could be a sign of
improving corporate governance in the country

IVEN MANY corporate fraud cases have had one or the other connection

to related-party transactions (RPTs)—Satyam, WorldCom, Enron, Jet Air-

ways,amongst others—RPTsare a tightrope forboth corporate governance

and regulation. RPTs have been eyed with suspicion in India because
Indian business houses are often promoter-led. So,from the Bhabha committee (1952)
and the J] Irani committee (2005) to the Companies Law committee (2016),all have
suggested some form of control; the Companies Act 2013 vested significant power to
adjudge RPTswith the shareholders.According to the Act,RPTs,in general, require the
approval of the company’s board and audit committee. In cases where RPTs exceed a
certain amount—10% of net worth or annual turnover—the majority of the share-
holders, excluding the interested parties, have to give their approval. However,when
aRPTis done on arms-length basis, then such approvals are not needed.

Now, thankfully, India Inc seems to be moving away from RPTs—as per Business
Standardthat cites Capitaline data to the effect, RPTs have seen a decline over the past
year.According to the annual profit and loss statements made public by S&P BSE 100
companies, RPTs accounted for 11.5% of net sales in FY19—down from 15.4% in
FY18.Thereason,as experts argue,could be that companies are now facing increased
scrutiny with regards to such transactions. This bodes very well for corporate gover-
nance and also controlling fraud. While the decline in RPTs is an outcome of enhanced
corporate governance—be it via enhanced scrutiny, questioning, or the rise in aware-
ness amongst shareholders regarding such transactions—the fact is that there nee to
be provisions to guard against activist investors vetoing RPTswholesale,even when one
makes eminent business sense without running afoul of compliance.
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EFFECTIVE COLLATERAL ENFORCEMENT IS CRUCIAL IF FARMERS ARE TO MAXIMISE PROFITS BY
STORING THEIR PRODUCE IN SCIENTIFIC WAREHOUSES AND BORROWING FROM BANKS

(2 ON RTI AMENDMENT

Congress leader, Sonia Gandhi

The Central government is hell-bent on completely
subverting the historic Right to Information Act, 2005.
This law... passed unanimously by Parliament, now
stands on the brink of extinction

Agricultural growth needs
warehousing reforms

OLDING THE ESSEN-

TIAL Commodities Act

(ECA) in abeyance except

inemergencies for,say, 10

years, is one of NITI
Aayog’s proposals for agricultural mar-
keting reforms, its member Ramesh
Chand said,articulatinga demand of the
warehousing industry.Thesewill be con-
sidered by a committee of chief minis-
tersthat hasjustbeenset up.Itisheaded
by Maharashtra chiefminister Devendra
Fadnavis. But, the founder of a start-up
that can be called the Oyo of warehous-
ing says it is not just the ECA, the diffi-
cultyinenforcing collateralisalso deter-
ring organised sector investments in
commodity management and lending
against agricultural produce.

Apart from low commodity prices,
uneconomical holdings and a con-
sumer-centric policy of holding prices
down, one of the reasons why farmers
who have made the country food
secure,are themselves financially inse-
cureisbecause produce marketsare not
decoupled from credit markets. Farm-
ers borrow from input dealers or com-
mission agents who force them to sell
and clear their dues soon after the har-
vest,when prices are low.

If farmers could store their produce
in scientific warehouses and borrow
from banks against warehouse receipts,
they could gain when prices rise. But,
Sandeep Sabharwal, Group CEO of
Sohan Lal Commodity Management
(SLCM), says that enforcing the collat-
eral“isthe biggest problem”because“to
liquidate the collateral I have to take it
out of thewarehouse aurwahan pardus
strongmen aake khade ho jaate hain
(strongmen prevent the stuff from
being taken out).”The police,he says,are
unhelpful. Theysay,“youarea company,
he is a small farmer, woh bechara mar
Jjayega (the poor guy will die).” He gives
the analogy of a car and scooter acci-
dent, where the car driver is presumed
tobe in thewrong.“I have empathy, but
ifyou have takenaloan and you are not
servicingit,I cannot sitand sayIwill get
a waiver from somebody. I have to
enforce that collateral.”

It is like music, video and computer
software piracy,whichwas once thriving

FERNANDES

The author blogs at smartindianagriculture.com
Views are personal

but has been brought under control
because of theinitiative of aggrieved cor-
porate players. By making the police
aware of thelaws that protect intellectual
propertyand providingactionable intel-
ligence, they have smoked out the
offenders. Since policing is a state sub-
ject,the chief ministers’committee could
focuson collateral enforcement too.Get-
ting the police to act against politically-
influential agricultural borrowerswill be
difficult,butis necessaryif farmersareto
getawider choice of organised lenders.

The problem cannot be trivial when
voiced bya companythat claimstohave
handled 764 million tonnes of produce
so far through the equivalent of 1,155
football fields of space (66.5 million
square feet) across 4,081 warehouses—
700 of them active—and none of which
it owns. SLCM also has a finance com-
panythatlendsonlyagainst the security
of agricultural produce.Inthelast three
years, Sabharwal says, it has given loans
worth X1,975 crore against 44,522
warehousereceipts.Thatworks out toan
averageloan size of 4.4 3 lakh.But Sab-
harwal says lending against small lots
does not make commercial sense,
though in a pilot project in Gujarat on
behalfofatrust,ithadlentagainst 10kg
of castor. To defray the expenses and
make moneyonalendingrateof 12.5%,
Sabharwal says the collateral offered
shouldbe 300-500 tonnes and theloan
size about ¥50 lakh.

This is where aggregators come in.
That task is now performed by arhatiyas
or commission agents. But companies
thatabidebythelawcannot deploytheir
methods of collateral enforcement.

Sabharwal says managingreal estate
is not what differentiates players like
SLCM. Getting the desired space at fine
ratesisno doubtimportant. But, it is the
knowledge of the science of preservation

of the collateral that sets the winners
apart.The produce may gain excessive
moisture in the monsoons,orlose mois-
ture below the thresholds levels in sum-
mer and depreciate in value. It may get
infested with bugs. Food-grade quality
may deteriorateintoanimal feed. Preser-
vation of the collateral in a form that
makes it liquid or saleable
atall timesrequires multi-
year weather data of the
storage location (temper-
ature and humidity) to be
paired with fumigation
and aeration techniques
that are unique to a com-
modity. The safe limits of
exposure to fumigants
vary.Ifitisan exportcom-

Farmers borrow
from input dealers
or commission
agents who force
them to sell and
clear their dues
soon after the

10%) are brought down (as he claims) to
0.5%,heshould get toretainapartofthe
value of the averted losses. Customers
initially allowed him to do so, but when
they realised he was gaining more than
the warehouse rents, they renegotiated
the contracts.

Sabharwal has the build of a spar-
row and the intensity of a kite. He is
steeped in theart: his grand dad, Sohan
Lal, did the only thing he knew: run a
dal mill which he set up in Delhi’s Kis-
hanganjafterfleeting Pakistan during
the Partition. His father took over the
reins thereafter. Sabhwaral stepped
him when his father fell ill. He inter-
rupted his MBA training in the USand
completed it in India while running
the business.

SLCM has eight pri-
vate equity investors who
have put in ¥300 crore in
fiverounds of investment.
On a topline of ¥3,600
crore last year, it made a
profit after tax of ¥11 cr,
says Sabharwal. He began
with ¥16 lakh in capital
and four employees. Cur-

modity, the laws of the rently, he has 1,500 per-
: i : harvest

importing country will sons on the payroll.
apply. If the produce has T  ——————— Growth fora company
been grown organically, like SLCM can come from

chemicals cannot be used.The collateral
managerhastokeepatab of prices;if the
value of the collateral falls below the
comfort level, the borrower will have to
top up. Curbing pilferage is very impor-
tant. Warehouses must be monitored
round-the-clock (remotelyand centrally
tocheckcosts).Not onlyisaccess tothem
controlled but also readings from pro-
duce samples taken randomly are fed
into GPS-enabled, hand-held devices
and uploaded toa central repository.The
warehousesarealso secured with unique
(plastic) seals.

Sabharwalregards hisbusiness more
like that of insurance. SLCM has devel-
oped a piece of software (patent-pend-
ing for seven years) that throws up a
check-list of things to do when a hand-
held device is fed with essential infor-
mation about the collateral. He says his
company is properly into managing
risks. If warehousing losses (around

Let’s choose the best person to lead IMF

If the IMF has to achieve its mission of ensuring
international financial stability, global leaders should
end this stitch-up and choose the best person for the
job. They must also do more to depoliticise the fund

NOW THAT CHRISTINE Lagarde has
announced herresignation asmanaging
director of the International Monetary
Fund,German chancellorAngela Merkel
says Europeans “again” have a“claim”to
fill what is arguably the world’s most
important economic job. Merkel is
invoking a decades-old political deal,
which gives Europe the IMF leadership
in return for allowing Americans to run
theWorld Bank If globalleaderswant the
IMF to achieve its mission of ensuring
international financial stability, they
should end this stitch-upand choose the
best person forthejob.Theymustalsodo
more to depoliticise the fund.
Although Europeans have run the
IMFsinceitsinceptionin 1945, thiswas-
n’t a foregone conclusion.In 1955, the
fund’s shareholders offered the job to at
least two non-Europeans—Bank of
Canada Governor Graham Towers and
CD Deshmukh, previously governor of
the Reserve Bank of Indiaandlong-time
finance minister. Then, in 1963, the
stitch-upbegan.The political bargain has
ill served the Europeans and the world.
Considerthe IMF’srolein the creation of
theeuro.In1997,then-Managing Direc-
tor Michel Camdessus, formerly gover-
nor of the Banque de France, said with-
out a shred of evidence that the euro
would deliver a great economic bounty.
He waved the single currency through,
ignoring non-European members of the
fund’s executiveboard and thewarnings
of scholars suchas BarryEichengreen.US
authorities, complicit in the stitch-up,
didn’t resist.During the more recent
European debt crisis, too, the IMF failed
to play an independent role. Under for-
mer French finance minister Dominique
Strauss-Kahn, the fund lined up with
Europe’s plan to bail out the Greek gov-
ernment’s private creditorswhile impos-
ing disastrous fiscal austerity on the gov-
ernment—a policy that Lagarde (also a

former French finance minister) sup-
ported when she tookoveron 2011.The
IMFunderLagardealsofailed toring the
alarm bells when the European Central
Bankraised its policyinterestratein July
2011 and then went into a huddle in
2013 and 2014 whileadeflationary psy-
chology settled in. Through those terri-
bleyears, Groundhog Day-style,the IMF
predicted everyseveralmonths that euro
area and global growth would soon pick
up, each time attributing the failure of
those forecasts to“temporary”factors.

Now, the Europeans are threatening
to anoint as Lagarde’s successor Jeroen
Dijsselbloem, the former Dutch finance
minister. Dutch voters booted Dijssel-
bloemalongwith his Labour Partyin the
March 2017 elections.Hisappointment
would be a sop to the social democratic
parties that, although a fading force,
cling to positions of privilege. Dijssel-
bloem’s main claim toeconomicwisdom
and diplomaticskillsishis famousadvice
togovernmentsand citizensin southern
euro area countries: “You cannot spend
all themoney onwomen and drinksand
then ask for help”There’s no shortage of
supremely qualified non-European can-
didates. Consider Hyun Song Shin, chief
economist of the Bank for International
Settlementsanda preeminent experton
financial markets and systemic risk. Or
Raghuram Rajan, University of Chicago
economist and former governor of the
Reserve Bank of India. Both represent
nations that are growing in economic
and political heft but have been margin-
alised in the global dialogue. Orwhy not
an American, such as Randall Kroszner,
anexpertonbankingregulationand for-
mer member of the Federal Reserve’s
Board of Governors?

The IMF needs a managing director
of the highest caliber,chosen throughan
open competition not evidently tainted
by national politics. But that would only

MODY

Bloomberg

be the first step. The fund should also
replace its politically appointed deputy
managing directors with technocratic
deputies,also chosen througha compet-
itive process.And this core team should
be supported by a Council,in the style of
the Bank of England’s Monetary Policy
Council, comprising world-class econo-
mists and policy makers.

With such a decision making body at
the top, the IMF,backed by its outstand-
ing staff, could have the credibility to
make tough lending decisions during
crises,and to speak “truth to power” in
assessing national and global economic
conditions.Suchastructurewould allow
the IMF’s often-controversial policy rec-
ommendations to benefit from sound
economic thinking, rather than being
swayed by the foreign policy and finan-
cial interests of the US and Europe.

To complete the structure, the IMF
should getrid of the executive board that
has,fordecades,largely rubber-stamped
decisions made inWashingtonand Euro-
pean capitals. Its members could retain
an advisory function, and the fund’s
management could periodically answer
to them for its decisions—just as central
bank governors report to national legis-
latures.The world economy is entering
another perilous phase. Trade is hardly
growing. China is slowing down.The US
iscoming off the sugarhighsinduced by
President Donald Trump’s tax breaks.
Theeuroareaisthreateningtogrindtoa
halt,and possiblytipintoarecession that
the ECB lacks the firepower to combat.
Italy, the euro area’s third largest econ-
omy,remainson theverge ofa crisis that
could have repercussions throughout
Europe and beyond.This is not the
moment foranotherbackroomdeal.The
IMF needs a fresh beginning.

This column does not necessarily
reflect the opinion of the editorial board
or Bloomberg LPandits owners

partneringwith the government which
isthelargest procurer, transporterand
holder of food grains. Despite acquit-
ting itself well in dealings with the
Bihar and MP state warehousing cor-
porations, Sabharwal says he has to
contend with inertia. The government
chooseswarehousing service providers
on the basis of the lowest bids and not
for their skill in assuring quality or
reducinglosses.

One of the reasons why the govern-
ment resorts to policing methods to
checksspeculative stocking,orhoarding,
as it calls it, is because it lacks informa-
tion about the stock of a commodity in
the country. If warehouses were net-
worked and posted theirstock positions
daily to a central registry, the govern-
ment could regulate supplies and have
abetter grip on prices.That can happen
when warehouse management is done
substantially by organised players.

LETTERS TO

THE EDITOR

Big zero?

While auditors have an end-
accountability to ensure non-
conformances are addressed in
order to mitigate risks of corporate-
delinquency and safeguard
stakeholder-interests, the buck also
stops at clients to preserve market-
goodwill and attain business-
continuity. Stringent action against
negligent/absconding fiduciaries
can limit occurrences of wilful-
defaults, money-laundering/round-
tripping and compromise on CSR
initiatives. More than the reactive
micro-monitoring and due
diligence, regulators/authorities
need to facilitate a business-culture
where teething-troubles are
encouraged to be suppressed at
their source via improved
transparency, disclosures and
timely flagging of grey-areas. The
last thing that markets, resiliently
hovering near the higher-end of the
range, need is an inconsistent
approach towards subprime
lending, security-breach, redundant
corporate actions and trade-
malpractices. As it becomes
increasingly difficult for
underperforming entities to
conduct business and thrive in the
economy, authorities must also
remain cognisant of the conflicting
objectives, which more often than
not confront the fiduciaries, i.e.,
acting in good-faith to preserve
stake-holder interests versus not
being too rigid on whistle-blowing
to protect clients from potential
losses. The latest pressure from the
regime comes amidst crackdown
on audit firms for allegedly
overlooking corporate governance
lapses in some companies. It is
prudent to discourage cartelisation,
especially in an ethical-sector, to
avoid creation of entry

barriersor a high-orientation
towards profit-generation.

— Girish Lalwani, Delhi
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FOOD CAFE: MM MURUGAPPAN

Industry

doesn't need
sops: It needs
clarity In
procedures

Over vegetarian lunch, the executive
chairman of Chennai-based Murugappa
Group tells Sushila Ravindranath how the
group has been able to keep steady focus on
agribusiness and financial services

M MURUGAPPAN, THE

executive chairman of the

Chennai-based Muru-

gappa Group—one of the

largest family-run con-

glomerates in the country—is a fourth-

generation member of the family. He

took over from A Vellayan, who stepped

down last year from that post when he

had turned 65. It is mandatory for the

chairman to retire at that age, and the

Murugappa family strictly abides by the

rules and values that have been passed
down generations.

Since 2009, Murugappan was the

group’s vice-chairman, spearheading
technology, innovation, environment,
health and safety initiatives across the
group.Iam meeting him for lunch at the
dining room at the top floor of the
group’s headquarters at the Dare House
building in Chennai.One of thelandmark
buildings of Chennai, Dare House was
inherited by the Murugappa Group when
it took over EID Parry, an old, fading
British company.

It is a few days after the presentation
of the Union Budget.I am keen to know
his views and how the group has been
dealing with difficult times—its focus

ILLUSTRATION: SHYAM KUMAR PRASAD

areas are agribusiness, such as sugarand
fertiliser,and financial services,which are
not easy businesses to run.

My dietary preferences have already
been noted and we are served a delicious
vegetarian lunch. We start with a light
tomato soup.Iask Murugappan how did
hereactto Nirmala Sitharaman’s Budget.
“I always think of the Budget as a docu-
ment that sets directions. The govern-
ment tellsuswhatitwantstodo,andIam
surealot of itwillbe donein due course of
time.The industryneeds no sops to make
inIndia.Whatit requires is more clarityin
procedures. Then there will be more
enthusiasm,which will have a cascading
effect on job creation, skill development
and better quality of education. It is very
important that the national policy per-
colates down to states, and we keep the
dialogue going,”he replies.

EID Parry, the company

selves as afood manufacturing company.
Selling sugar directly to the end-cus-
tomer is a tough task,”he says.

Our main course consists of mixed
rice,rotisand vegetables,alongwith crisp
vadais.Iwant tounderstand whetherthe
group will hold on to sugar business or
not? After all, it has shed some unprof-
itable businesses earlier. “As long as we
haveaviable strategy to take forward,we
will continue to be in the sugarindustry.
Our current strategies are good for the
long term. We have a large stakeholder
community, the farmers,andwe can’tlet
them down.”

The Murugappa Group has 800-plus
retail outlets to sell fertilisers and
agriproducts largely in Andhra Pradesh,
Karnataka, Telangana and parts of Maha-
rashtra. “In the last few years, we have
hired a large number of agronomists
working with farmers to improve cus-
tomer needs.On the manufacturingside,
we constantly improve the quality of
inputs,”he says.

He adds that there are concerns
because of the monsoons.“Wewill do our
best working closely with the farming
community.We have to constantly follow
the developments in agriculture in the
country. There has been no growth in
arable lands, but farm productivity has
increased. There has been significant
improvement in horticulture, fruit and
vegetables. However,water is going to be
a major challenge. We have to learn to
conserve and preserve water.”

He says the country has to think
through all this.“There are changes tak-
ing place, but not fast enough. If more
corporate farming happens in certain
areas, it will help. There are many issues
like storage to be dealt with.Iam hoping
changes will happen without being
pushed to the wall.”

As we are about to finish the main
course, I ask him how Cholamandalam
Finance, the group’s financial services
company,has not only survived the crisis
the NBFCs have faced, but has also done
well. “I would say it is due to discipline,
prudence and conservatism. We stick to
what we do best. Asset liability remains
matched. We have a good equation with
banks.Itis the fastest growing part of the
Murugappa Group.”

Iam givena choice of three desserts—
fruits, ice cream and ras malai. Having
had a healthy lunch so far, I opt for ice
cream and Murugappan orders fruits.We
talk about the group’s other businesses,
most of which are steady performers.
Companies on the engineering side such
Tube Investments and Carborundum
Universal (CUMI) will be transforming
themselves to make products foremerg-

ing areas such as electric

that the group took overin = ————— vchicles. “Last year, CUMI

1981, is the largest sugar
manufacturer in south
India. But sugar, one of the
group’s major businesses,

Sugar, one of the
group's major
businesses, has

applied for 47 patents. We
are moving towards provid-
ing comprehensive solu-
tions to customers,’he says.

has been shaky in the last ! The Murugappa Group’s
few years. There has been been shaky inthe  tyrnoverwas336,093 crore
oversupply and low prices. last few years. It for the year ending 2018-
In fact, the company has has had to shut 19. It has 28 businesses,
had to shut down manufac- down including nine listed com-

turing at its Puducherry
plant and also at two of its
Tamil Nadu units.

Over some sprouts and
grilled vegetable salad,
Murugappan explains how

manufacturing at
its Puducherry
plant and at two of
its Tamil Nadu units

panies traded at both the
NSE and BSE.

Lastly, how does it feel
running a legacy company
that was founded as long
ago as in 19007 “I feel a

the group is dealing with T  great sense of gratitude for

thesituation.“We have nine

sugar mills—five in Tamil Nadu and
Puducherry, three Karnataka,and one in
Andhra Pradesh.Wherever thereiswater,
farmersare able to plant sugar cane. Nel-
likuppam in Tamil Naduis suffering from
drought-like conditions and the avail-
ability of sugar cane is very low. Even in
Karnataka there is shortage of rain. The
three major oil marketing companies
have released tenders for supply of 329
crore litres of ethanol. We have permis-
sion from the Tamil Nadu government to
convert impure spirit to ethanol at Nel-
likuppam and Sivaganga plants in the
state.Weare doingitin selectareaswhere
molasses is available.”

All the sugar manufactured by the
group is supplied to institutions with
particular needs, helping make more
downstream products. “We look at our-

being given this opportu-
nity.All my predecessors have played very
important roles in taking the group for-
ward.Weall subscribe toa common set of
values.The fifth generation is always wel-
come to work for the group. If they want
todo something else,wewill not discour-
age them, he replies.

Aswewalk towards thelift, Murugap-
pan tells me that he believes in four sim-
ple themes in running a business, which
are: Is my order load increasing? Is the
quality of my customer engagement
improving? How do I increase the quan-
tum of profitand cash flow? Am I provid-
ing a safe working environment with
happy and satisfied employees?

“Ibelieve in keeping things as simple
as possible,”he says.

sushila.ravindranath@expressindia.com
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From low-cost vaccines to a frugal space
project, India is known for innovation

NNOVATION IS THE key driver for sustenance and

prosperity of start-ups or conglomerates or govern-

ments trying to maximise their service delivery, or

institutions excelling in research and academics.Inno-

vation is the process for measurable value-enhance-
ment in any activity. The process can be a breakthrough or
disruptive one, ushering in game changing business prac-
tices. It could also be incremental or iterative one, resulting
from continuous improvements for better customer satis-
faction and market share. Disruptive innovation brings
something ‘newto theworld’and henceitisassociated with
higher business risk. On the other hand, incremental inno-
vationintroduces something ‘new to the market’and thusit
is fraught with less risk.

Innovation hasbeen defined as commercially successful
exploitation of newtechnologies,ideas ormethods by intro-
duction of new products or processes or by improvement of
the existing ones.Asitisimportant for companies to under-
stand business and societal challenges to sustainin thelong
run, they need to keep abreast with game changing scenar-
ios and embrace them with innovative solutions. The need
for creating a well-structured innovation ecosystem has
been appreciated by many countries to establish competi-
tive edge and to improve the quality of life of their citizens.
Governmentsin developed countries have arange of instru-
ments tostimulate innovation by individuals and firms,and
reduce their risk perception.

Realising the importance of innovation and its economic
implications in terms of wealth creation and employment
generation, the Indian government has taken steps for cre-
ating a favourable ecosystem for
innovation.Aconducive ecosys-
tem pavesway for entrepreneur-
ial minds to unlock their poten-
tial and start newventures, thus
creating a competitive environ-
ment. India needs to boost its
innovation ecosystem by inter-
twining among various stake-
holders like the government,
industry, academia and society
to transform India as an attrac-
tive innovation destination.

The Confederation of Indian Industry (CII) has been
orchestrating initiatives towards creating and fostering
innovation among the Indian industry and encouraging
entrepreneurial ventures. As per the Global Innovation
Index (GII),of which CII is the founding knowledge partner,
India has moved up to 57th rank (the countrywas ranked 81
in 2014).And it is natural for India to aspire for reaching the
club of top-25 most-innovation-driven economies in the
world very soon.

In fact, GII has been instrumental for many countries to
reshape their policies and design an actionable agenda for
innovation excellence. This year’s annual GII report and
ranking of theirinnovation performances are awaited byall
the participating countries—India’s position on this index
is also being watched carefully by the stakeholders, includ-
ing the government and industry.

Thisyear’s GII theme “Creating Healthy Lives: The Future
of Medical Innovation” is important and relevant for India
because we would need a strong focus on medical innova-
tion towards the goal of bringing healthcare and its delivery
to all Indians. Over the years, the GII report has been
launched from various cities across the world, but this year,
forthe first time,the report would be launched from India—
on July 24,2019—in New Delhi. This is a proud moment for
the country and the countrymen.

India is well-known for its tryst with innovation, espe-
ciallyin developing low-cost vaccines and theirwidespread
application, to a frugal space programme indirectly touch-
ing millions of lives by providing effective advance data on
cyclones, etc.In addition, India’s global leadership in infor-
mation technologyhas positioned the countryasa software
superpower.lam hopeful that this year’s GII report will pos-
itivelyinfluence India to embrace innovationin all spheres,
ranging from governance to business excellence to various
facets of technology.

India must aspire

towards reaching

the club of top-25

most-innovation-

driven economies
in the world

N OVERWHELMING NUM-

BER of studies show that

working mothers face a

motherhood penalty—result-

ing in lower earnings and
poorer evaluations from superiors—while
men receive a fatherhood bonus. Stories
abound of women struggling to balance
motherhood and a career, while stories of
men failing to balance children and a
careerarelargelyabsent.Anew study helps
to explain why. According to research by
Kate Weisshaar of the University of North
Carolinaat Chapel Hill,opting out of work
to care for children has negative conse-
quences for both parents, but it is consid-
erablyworse for fatherswho choose to stay
at home in competitive job markets.

To analyse this effect Ms Weisshaar dis-
tributed thousands of fictitious cover let-
ters and CVs to real job postings in 50
American cities for five different types of
job.These fictional jobseekers were all par-
entswith similar credentials. They differed
onlyintheirwork historyand in their gen-
der.While some said they had jobs in the
cover letter, others said they were unem-
ployed as a result of lay-offs. The third
group declared that theyhad been stay-at-
home parents.

The study found that parents who had
opted out of work to care for children were
least likely to receive a call back for an
interview.Whereas 15% of employed par-
ents and 9-10% of unemployed fathers
and mothersreceived interviews,only 5%

The daddy trap

Fathers face higher penalties for
taking parental leave than mothers do

of parents who had taken time out of the
workforce to care for children were called
back. The depressed responses were not
simplyaresult of unemployment. Parents
who opted out of work were about half as
likely to get an interview as parents who
were unemployed because of lay-offs.
According to Ms Weisshaar’s study,
Americans see opting out to care for chil-
drenasasign oflowercommitment towork
and even flakiness. Employers are least
likely tohire fatherswhoare caring for chil-
drenwhen thejobmarketis competitive.In
less competitive markets, 7% of these ficti-
tious stay-at-home dads got interviews. In
more competitive ones, fathers received
only one-third as many callbacks. By com-
parison, 5% of mothers received callbacks,

and the rate was not affected by how com-
petitive the market was.

Whereas mothers who take time off to
rear offspring face difficulties when
returning to work, opt-out fathers may
fare worse, says Scott Behson, author of a
book called “The Working Dad’s Survival
Guide: How to Succeed at Work and at
Home”. America has a workaholic culture,
he says. Mothers who put their families
firsteschewthat culture, resulting in costs
to their careers. But fathers who do so are
violating both the workaholic culture and
traditional gender norms.

According to the Pew Research Centre,
women are the sole or primary breadwin-
ners in 40% of American households, and
15% of mothers with children younger

than 18 earn more than theirhusbands.In

heterosexual unions,families often decide
that a father should stay at home because
he has been laid off from work or the
mother has a higher-earning career, says
Brad Harrington of the Boston College Cen-
tre for Work and Family. In 2016, 6% of
fatherswere stay-at-home.That numberis
likely to growaswomen achieve higherlev-
els of education than men,and American
jobs shift away from male-dominated pro-
fessionsto female-dominated ones.Unless
norms aboutwho should be responsible for
what change, the opt-out penalty will
become a bigger problem as more fathers
make the choice to stayat home.

THE ECONOMIST

Fast tracking economic growth

GOENKA

The author is president, ASSOCHAM

ITH AVISION to make
India a S5-trillion
economy and to sup-
port long-term eco-
nomic growth, the
Modi 2.0 government is focused on invest-
ing massively on building infrastructure—
railways, roads, aviation, ports, smart
cities, power, and intracity connectivity.
This will have a multiplier effect, includ-
ing creation of jobs at various levels. In
fact, the government intends to invest
%100 lakh crore in the infrastructure sec-
tor over the next five years.

Fortherailways,the government plans
to mobilise ¥50 lakh crore worth of
investment by 2030. Between 2018 and
2030, the amount will be spent towards
connectivity and expansion of the sector.
This will also help boost India Inc’s last-
mile connectivity.

The government has proposed to pre-
pareablueprint forregional airports. Cur-
rently, under the UDAN scheme, more
than 100 airportsare operational. This will
lead to inclusive economic development.

Then there is a plan to launch the sec-
ond phase of the Bharatmala scheme.The
roads ministry is already developing
35,000-km of roads under phase 1 of the
scheme,atan estimated cost of ¥5,35,000
crore.Inaddition, the outlay on metro pro-
jects hasincreased from ¥14,265 crore to
17,714 crore.And 1.25 lakh km of road
length will be upgraded under the Prad-
han Mantri Gram Sadak Yojana (phase 3)
at an investment of 80,250 crore.

Toharness India’s 7,500-km coastline,
the Sagarmala scheme will look into the
development of ports and related infra-
structure toreduce the high logistics costs
for exports as well as for domestic trade
with minimal infrastructure investment,
which will also increase the overall effi-
ciency of the supply chain sector.In India,
logistics costs asa proportion of total busi-
ness costs are in the range of 14-169%,
compared to 8-10% of the total business
cost in developed countries.

All these announcements concerning
the overall infrastructure sector are pro-
growth, realistic and backed with a plan.

Infrastructure is the foundation of a
strong economy, and infra investment
would have an enhanced and positive
impact on supply chain, connectivity, pro-
ductivity, and overall socio-economic
development of India.
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