8 FINANCIAL EXPRESS

WWW.FINANCIALEXPRESS.COM

&

(1]

THURSDAY, JULY 25, 2019

Even a 7% growth looks a
bit of a stretch now

Private consumption & investment are flagging, govt alone
can’t revive growth; need a big reforms push for that

HE IMF ON Tuesday lowered its growth forecast for India in FY20 to 7%.

But,given how private sector capex has been sluggish fornearlyfouryears

nowand consumption demand has slowed sharply over the pastyear,most

economists expect GDP to grow at just 6.7-6.8% or even more slowly.
There are,however,no quick-fixes; sustainable growth comes from big,game-chang-
ing reforms, not populist measures. Simply lowering interest rates does not mean
businesses will start borrowing. The current slowdown must be viewed against the
backdrop of the twin-balance sheet crisis, never easy to recover from in the best of
times.Therevival isall the more difficult because industryisstill grapplingwith GST
and the disruption from demonetisation. While consumption demand has held up
the economyin thelast fewyears,having fallen off now, it is unlikely to revive mean-
ingfullywithout investment picking up.The slowdown in consumption spends are
being attributed to stagnant or falling farm incomes, the lack of newjobs and large
joblossesinindustry.Spendsarealso subdued because consumersaren’t seeing any
significant rise in their incomes. ACMA said, on Wednesday, ten lakh jobs were in
jeopardy in the auto components sector. In fact, the higher surcharge imposed on
high net worth individuals could dampen demand for housing, a key sector for the
economy,and one that could have catalysed growth.

The government has not increased the allocation for capital expenditure mean-
ingfully,hamstrungasitis by high revenue expenditure and deficits.The FY20alloca-
tion is ¥3.4 lakh crore, up 12% over FY19, but the total capex, together with PSUs, is
smaller than in 2018-19.Also, the government’s share of total capex has been falling
over the years and, with several PSUs unable to generate adequate internal accruals,
there has been a tendency to resort to extra-budgetary borrowings, which are pres-
suring their balance sheets. At the end of the day, though, the government’s invest-
ment accounts for a relatively small proportion of India’s investment, it is the private
sectorthat needstoinvest,and the keytoencouraging more private sectorinvestment
lies in reforms in the areas of land, labour, regulation,enforcement of contracts, taxa-
tionand FDI.It mustberecognised that much of the private sector remains over-lever-
aged and,asthe corporate results show,cash flows areweakening.Those industrialists
that have the ability toleverage have used this to buy stressed assets via the IBC route.
Tobe sure,routine capexwill continue,but given that thereisadequate capacityacross
most sectors, thereis noreal urgencyto create more.Indeed,as RShankar Raman,CFO
at Larsen & Toubro observed,a revival in private sector capexisa good 12-18 months
away.As he pointed out, it isas hard to raise money in the capital markets asitisin the
debt markets unless companies are highly rated. While the reckless lending by NBFCs
needed tobe curbed, it has reduced the available liquidity in the system especially for
thesecond- and third-tierborrowers.At the same time,banks have becomerisk averse,
notsurprising since the NPA cycle doesn’t seem tohave ended yet.Even asit eases reg-
ulation for labour and land, the government must worry about credit flow to weaker
companies.Without that,a recovery could take years.

Auditors must answer

Sebi proposals will bring transparency, boost investor confidence

N THE WAKE of IL&FS auditors, Deloitte Haskins & Sells and BSR & Associates,
facingregulatoryaction after the companystarted defaulting onits debt—IL&FS
hasatotaldebt 0of 106,000 crore—and itwas found that theauditors didn’t red-
flagthe problemsin time, there have beena spate of resignations byauditors from
a host of companies where the ability to service borrowings has come under cloud.
Auditors have walked out abruptly from their contracts with Reliance Capital, Man-
pasand Beverages, Fortis,and Bhushan Steel,among others, recently. While, in many
cases,auditors have cited preoccupation with other work, primarily, as the reason for
this, it does seem as if the resignations are related to the authorities turning up the
heat on auditors. In some cases, it is true, auditors have flagged entries in the books
that don’t look kosher or even cited the hindrances in accessing relevant information
toaudit the financial statements of acompany. But, largely,auditors haven’t been forth-
coming about the real reason for resigning,and this hasleft investors in the lurch.

The Securities and Exchange Board of India (Sebi) has donewell to propose aregime
inwhichauditors can’t resign without spelling out the real reasons for such adecision.
Sebi,ina consultation paper,recommendsthatif anauditorofalisted companywishes
toresign,and has completed theaudit forall quarters of a financial year except thelast,
then theauditorwill have tofinalise theaudit report forthe entire financial yearbefore
walking out.In case theauditorwants towalk out duringany quarter otherthan thelast,
alimited audit for that quarter has tobe submitted.These provisions will also hold for
any unlisted subsidiary of the listed entity.And, if the auditor is resigning because the
entityisn’t providing the required information, theauditormust provideadisclaimer
in the report and, more important, give details of what information was sought—in
which case,investors will have a betteridea of just howbad things are in the organisa-
tion.The auditor also has to give detailed reasons for resignation and state that there
arenomaterial reasons otherthan those provided. Sebihas donewell to bring the com-
pany’saudit committee into the process; so,if anauditoris not getting information, this
hastobebrought to the attention of the audit committee.

The financial jugglery that firms with dodgy accounting indulge in, it is true,
makes gleaning of facts extremely difficult—a recent report by REDD details how
suchhard-to-detect masking hasbeen done in some cases—but, the role of the audi-
tors is to uncover this and report it; and, if that is not possible, then at least to flag
potential problem areas. That said, meaningful action against corporate fraud will
alsoneed theregulators to up their surveillance game and also to bring tobook lapses
in corporate governance of the kind that happened at IL&FS; the company’s risk-
management committee, forinstance, metjust once in fouryears (the consolidated
debt around doubled during this period). Not allowing the auditor to evade its
responsibilityiswelcome,but more needs be done to preventanother IL&FS.In that
matter,both RBI and Sebiwere caught napping.

WastedLIVES

Sewer workers continue to work under dangerous and
dehumanising, even illegal, conditions

CCORDING TO DATA from the National Commission for Safai Karam-

charis (NCSK),as manyas 50 sewerworkers,a subset of manual scavengers

whoalmost exclusivelybelong to the Scheduled Caste,have died between

January and June 2019. Being based on reports submitted by only eight
states and UTs, this number is a gross underestimation. Further, based on data
reported by 20 statesand UTs,814 deathsrelated to manual scavenging have occurred
since 1993 when the central government outlawed the practice nation-wide by enact-
ing The Employment of Manual Scavengers and Construction of Dry Latrines (Pro-
hibition) Act, 1993. The Socio-Economic and Caste Census of 2011 found that
1,80,657 Indian households are involved in manual scavenging, despite legal sanc-
tions againstit.

Sewerworkers in India,more often than not, receive no gear for personal protection,
making theirworking conditions dehumanisingand dangerous.Worse,marginalised
castesare forced to undertake sewerwork despite the availability of machines that per-
form the same function more efficiently and the majority of sewer workers are
employed indirectlyby state governmentagenciesand urbanlocal bodies.This employ-
ment is not strictly illegal since the law allows safai karamcharis to work only if they
have proper protective gear,buthow manyactually have these? Sanitation beinga state
subject,theblame forthe deplorableworking conditions of sewerworkerslies squarely
with state governments. Except,maybe, for Delhi,not many states have moved toequip
sanitation workers with mechanised/safer/more sanitary cleaning tools. Even if not
complicit, the Centre, too, is to blame—at the very least, for its complacency, when it
comes to protecting the lives of one of India’s most marginalised groups.
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AILING HEALTHCARE

(2% KARNATAKATRUST VOTE

Congress leader, Rahul Gandhi

From its first day, the Cong-JDS alliance in Karnataka
was a target for vested interests, both within &
outside... Their greed won today. Democracy,
honesty & the people of Karnataka lost

THE FAULT LINES OF THE INDIAN HEALTHCARE SYSTEM, ESPECIALLY THOSE OF OUR
UNDERSTAFFED AND UNDER-SKILLED HEALTH WORKFORCE, ARE IN URGENT NEED OF REPAIR

Health needs

more healing hands

HE SUPREME COURT has
averred that health is a
human right, while
expressing its anguish at
the spate of child deaths in
Muzaffarpur. The tragedy in Bihar
comes at a time when doctors and
patients are locked in an aggressively
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adversarial relationship across the
country. These are searing reminders
that we need to urgently repair the
faultlines in our health system.

One of those fault lines lies in the
state of our health workforce, which is
woefully short in numbers and skill to
meet the mounting demands on sag-
ging health services. There are far less
healthcare providers than needed and
those available are severely maldistrib-
uted across states, and between rural
and urban areas.

How many health workers do we
need? The World Health Organisation
(WHO) had previously estimated that
23 health workers (doctors, nurses and
midwives)would be required per 1,000
population to deliver health services
related to the Millennium Develop-
ment Goals (MDGs). Those services
covered maternal and child health as
well as major infectious diseases.
India’s National Health Mission too
pursued therestricted MDGagenda,in
which nearly 80% of population health
needs were unaddressed.

The Sustainable Development
Goals (SDGs) of 2015 expanded the
health agenda to include non-com-
municable diseases, mental health and
other conditions that did not feature
inthe MDGs.Recognising that this full
plate of services needed more health
workers, WHO in 2016 raised the min-
imum number of health workers
needed per 1,000 population to 44.5.
Thiswasbased on 12 health indicators
and the need to deliver universal
health coverage (UHC).The same year,
a High Level Commission of the United
Nations strongly recommended
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higher investment in a larger global
healthworkforce,asapotent stimulus
for economic growth.

If only qualified health workers are
counted, based on appropriate educa-
tional qualifications, India has 16
health workers per 1,000 population
according to a recent analysis of data
from the National Sample Survey of
2016. Qualified allopathic doctors are
overall 4.5 per 10,000 population, but
only 1 per 11,000 in the public sector.
While we are short of both basic and
specialist doctors, the number of
nurses is even lower than needed. The
ratio of nurses and midwives to doctors
is 1.7, while it should be at least 3:1.
Midwifery has been subsumed under
general nursing, after independence.
While it has been estimated that India
needs 2.5 million midwives, therearea
total of only 1.3 million nurses overall,
with many of them lacking adequate
midwifery skills.

How do we overcome these chal-
lenges? The reconstituted Medical
Council of India, with a nominated
Board of Governors, is doing a com-
mendablejobin reforminga moribund
regulatory system of medical educa-
tion. While doing so, it has recently
increased the number of medical
undergraduate seats by 15,000 to
reach 75,000. Since it has been esti-
mated that we need 100,000 under-
graduate seats, it proposes now to per-
mit consortia of large private
institutions of repute to start medical
colleges or even partner with existing
medical colleges to train more under-

graduate students. Many such hospi-
tals already run postgraduate medical
courses affiliated to the National Board
of Examinations (NBE).

Even this maynot solve the problem
of maldistribution,where several states
have fewmedical colleges and not many
large hospitals. It is necessary to
upgrade district hospitals in
these states and make
them robust training
facilities for undergradu-
ate and postgraduate
medicaland nursing edu-
cation as well as allied
health professional train-
ing. Newmedical colleges
can be started in linkage
with such district hospi-
tals for undergraduate
training, and postgradu-
ate training can be affili-
ated to the NBE. The
National Health Mission
should consider recruit-
ing fresh medical gradu-
ates into a 3-year short service com-
mission to provide for flexibility in
posting tounderserved statesand areas.

Thereisaneed torevive midwifery
training programmes while continu-
ing to develop the strength of nursing
to full potential by enhancing scale,
skills, scope, social status and salaries.
Nurse practitioners can become the
heart and hands of comprehensive pri-
mary healthcare in both rural and
urban settings. Digital technology,
with decision support systems, man-
agementalgorithmsand tele-consult-

[s it time to impose a carbon tax?

The tax can be an effective

policy instrument for realising
India’s Paris commitments and

can substitute the current
Clean Environment Cess

INTHE RECENT Union Budget,a major
initiative has been taken by the gov-
ernment to promote e-vehicles. How-
ever, the initiative is only a small step
to curb pollution effectively and give
pacetothe emissions reduction targets
announced in the Intended Nationally
Determined Contributions (INDC)
during the Paris Climate meet. Other
measures, such as a carbon tax, could
have been instrumental in this regard.

Local pollutants, particularly par-
ticulate matter, cause many health-
related problems such as breathing,
wheezing, asthma, and aggravation of
existing respiratoryand cardiac condi-
tions.Ithasbeen found recently that air
pollution may lead to hypertension
risk, particularly in women in India.
Further, life expectancy,due to this,has
reduced by 2.6 years.Worldwide, more
deaths per year are linked to air conta-
mination, particularly from the indus-
trial and transport sectors. The situa-
tion is getting worse, particularly in
megacities, including Delhi.

As per statistics, India is the world’s
fourth-largest emitter of Greenhouse
Gases (GHGs) though per capita emis-
sion is low due to a large population.
Rapid economic growth with little con-
cern for the environment makes this a
serious threat. India’s total GHG emis-
sionsare more than 3,200 million met-
rictonnes,which constitute around 7%
of theworld’s total GHG emissions,with
anaverage growth of 6.3%in 2018.The
energysectorhasamajorroleinthisand
contributes 68.7% of total emissions.
Over a span of 24 years from 1990, this
emission has increased by 180%.

The growing energy demand and
consumption have led to an emergent
need to puta price on emissions,directly
reducing the exploitation of natural
resources and pollution. Putting a price
on carbon and taxing it directly is con-
sidered farbetter than deciding thelimit
of emissionsthrough the‘capand trade’
system, under which maximum emis-

sion limits are decided for the firms.
Firmsarerequired tobuy permitsif they
pollute more than the prescribed limit.
Similarly, firms can sell their permits to
othersif they polluteless than thelimit.
Obviously, the carbon tax system has
advantages over the ‘cap and trade’sys-
tem due to its simplicity, affordability,
revenue recycling and predictability of
carbon prices. Further, the tax has price
certainty, transparency and focuses on
direct response as it checks unintended
incidence of certain taxes onlabourand
capital,leading to employment genera-
tion,increased outputand productivity.

Clearly, the carbon tax has three
benefits. It—a) reduces emissions; b)
stimulates innovations; and c) raises
government revenue. In fact, a carbon
tax is the most basic economic instru-
mentwhich canbe used to price carbon
and combat CO2 emissions, and cor-
rect negative externalities. It works on
the principle of ‘the polluter pays’.

The principlehasbeenadapted glob-
ally and many countries have success-
fully introduced a carbon tax.In Europe,
alarge number of countries,such as Den-
mark, Finland, Germany, Ireland, Italy,
Netherlands, Norway, Slovenia, Sweden,
Switzerland, and the UK, had already
imposed the tax in the nineties. Among
them, Scandinavian countries were the
first. Finland initiated this in 1990, fol-
lowed by Sweden in the subsequentyear.
Sweden and Norwayimposed acompar-
atively higherrate of a carbon taxat $27
and $15 per ton of CO2, respectively.
Data shows that these countries gener-
ate revenue up to $1.7 billion annually
from the tax. Carbon tax in Finland is
based on the energy content of fuelsand
CO2 emissions. Great Britain, which
introduced thetaxin 2001,used therev-
enue on energy efficiency improve-
ments and renewable energy support
program.In other countries, it is used to
finance public expenditure.

In the case of the United States of
America, there is no nationwide tax,
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but few states-California, Colorado,
Maryland and New York-use a carbon
taxasanintegral part of their strategies
toreduce emissions.In Canada,Quebec
and British Columbia are two popular
provinces which impose the carbon
tax. British Columbia’s carbon tax
modelis considered asabenchmark for
many countries. It is estimated that
from 2007 to 2015, CO2 emissions
reduced by 4.7% and real GDP grew
more than 17%.Early this year, Singa-
poreimposed a carbon tax of $5 perton
of GHG emissions and is planning to
increase the rate in the range of $10 to
$15 per ton of emissions by 2030.
Among the developing countries,
South Africa has planned to introduce
the tax in thisyear.

It can be argued that a carbon tax
can easily be an effective policy instru-
ment in reducing differentlocal pollu-
tants and achieving INDC targets for
India. Moreover,the tax can substitute
the current Clean Environment Cess,
which serveslittle tono purpose as the
itissubsumed under GST.Tax proceeds
may be used to a) subsidies clean fuels
and fuelsused in the agriculture sector,
b) promote electric vehicles through
subsidy, ¢) improve public transport,
and d) build infrastructure.

The primary aim of the tax is to dis-
courage environment unfriendly pro-
duction and consumer practices by
making the polluting sources costlier
without any negative effect on overall
employment and output levels. The
imposition of a carbon taxwith revenue
recycling, in terms of earmarking the
revenue for related purposes, will help
develop synergies and win-win situa-
tions.Therevenue so generated willalso
contribute to the dwindling tax rev-
enue, and reduce the fiscal deficit,
which is targeted at 3.3% for 2019-20.
Time has come when India has to
become a pioneer among emerging
economies and impose an explicit car-
bon tax,and let the polluters pay.

It is necessary to
upgrade district
hospitals in these
states and make
them robust
training facilities
for undergraduate
and postgraduate
medical and
nursing education

ing, can greatly amplify their effec-
tiveness. Along with community
healthworkers,nurses and other cate-
gories of mid-level healthcare
providers will be the main service
delivery resources in primary care,
especially in areas where doctors are
scarce.Peoplewill not need to travel far
to distant hospitals, if primary care
needs are met closer to home.
Advanced clinical nursing, needed
for multiple specialities, can be devel-
oped by starting diplomas and fellow-
shipsaffiliated tothe NBEwhich already
hasawidearray of such programmes for
sub-speciality training in postgraduate
medical disciplines.Thiswill ensure that
teamwork, whether in intensive care or
surgical theatres, is nurtured
through connected and
complementary training
programmes in common
clinical settings. Nurse
researchers too must
emerge through public
health and clinical
nursing programmes.
These measures will
generate jobs in the
many categories of the
health workforce, for
millions of young per-
sons yearning for pro-
ductive employment.
From the current 6.75
million, the workforce
can expand to 11.4 million by 2025.
Eachyear, nearly 3 million youth pass
the 12th standard examin the science
stream. A sizeable segment of that
group can be channelled into a skilled
health workforce. As the numbers
swell and the country’s health system
needs are saturated, the surplus may
also invigorate the global health work-
force as countries with ageing popu-
lations and shrinking workforce
stretch their hands to seek support
from India’s demographicbounty.But
till then, India and Bihar first!

LETTERS TO

THE EDITOR

Trump mediation

row

It is widely known that the
incumbent US President Donald
Trump is given to uttering
barefaced lies, falsehoods and half-
truths. But then the perception of
Donald Trump as a habitual and
pathological liar alone does not
suffice to dismiss his startling
revelation that PM Narendra Modi
implored him to mediate on the
Kashmir issue. It now lies with PM
Modi to clarify that the request for
mediation was never made. Since it
was a ‘confidential’ discussionin a
one-to-one meeting at Osaka, it is
only proper and right that PM Modi
himself puts the record straight and
establish that the so-called most
powerful man on the planet lied.
Those who ask him to clarify and
nail Trump's lie are not 'Pakistani
proxies'. Nevertheless, it is
intriguing that Prime Minister
Narendra Modi did not deem it
necessary to divulge that the
Kashmir issue figured in his talks
with Donald Trump. Or it did not
crop up atall. It is possible that
Trump made the 'false’ claim to
project himself as a big leader and
massage his ego. Nevertheless,
Trump's claim and India's refutation
should not be allowed to mar the
‘personal chemistry' between the
two world leaders. Looked at the
row at another level, it can be asked
why a shift in New Delhi's Kashmir
policy from 'bilateral engagement
only' top external mediation if the
intention and goal is to bring peace
to the sub-continent. If Narendra
Modi is 'personally convinced' that
the US can play a mediator or
arbitrator to resolve the dispute, he
can, given the political capital
invested in him, easily convince his
compatriots of its rightness. One
fifth of humanity cannot live in
hostility for all time to come. An
amicable settlement of the
intractable and thorny Kashmir
problem could fetch Narendra Modi
the Nobel Prize for Peace despite
his chequered political career.

— G David Milton, Maruthancode
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Manufacturing

sector's RCEP

inhibitions

While our negotiators bargain hard for an inclusive
and balanced RCEP, we must focus on eliminating the
niggling problems our manufacturing sector and
exports are facing. India’s plans for the manufacturing
sector need support in the form of a new industrial
policy that creates incentives for key sectors

ITH A STABLE and
full majority gov-
ernment back to
power at the Cen-
tre, the Prime Min-
ister hasalready hit the ground running
by setting up two key Cabinet panels on
growth & investment and employment
& skill development. The focus on the
manufacturing sector is critical for sus-
tainable economic growth. Manufac-
turing not only creates strong positive
backward and forward linkages in the
economy, but, according to estimates,
every job created in manufacturing has
a multiplier effect of 2-3x additional
jobs in other sectors. Industrial revolu-
tions don’t happen overnight. They
require careful planning, policy inter-
ventions,regular upgrades,and innova-
tions and investments at every stage of
development.

The contribution of the manufactur-
ing sector to India’s GDP has remained
stagnant at around 17% since the
1990s,and the sectorneedsabig pushin
order to drive potential GDP growth. In
the current context of rising trade war
tensions and slowing global growth,
most countries are cushioning their
domesticindustry from trade diversion.
According to WTO data, trade protec-
tionism has been on the rise both in
terms of the number of global trade-
restrictive initiations and import cover-
age of these measures.In the current sce-
nario, a two-pronged strategy of raising

domestic competitiveness (via a care-
fully-planned and targeted Industrial
Policy) and cushioning the industry from
surge in imports due to trade diversion
(via carefully-negotiated FTAs) is the
need of the hour.

In this regard, India needs to take a
cautious approach towards FTAs. A NITI
Aayog note (‘A Note on Free Trade Agree-
ments and Their Costs’,Dr Saraswat, Priya,
Ghosh 2018) had earlier highlighted that
India’s combined trade deficit with FTA
partnerslike the ASEAN, Japan and South
Koreahasalmost doubled in thelast eight
years. India’s trade deficit with the
Regional Comprehensive Economic Part-
nership (RCEP) bloc of over $100 billion is
almost 64% of its total trade deficit, of
which China alone accounts for over 60%
of the deficit.The reportalso highlighted
that the quality of trade has deteriorated
under the ASEAN-India FTA. As per UN’s
Harmonised System of product classifi-
cation, products can be grouped into 99
chaptersand furtherinto 21 sectionslike
textiles, chemicals, vegetable products,
base metals,gems and jewellery, etc (sim-
ilar to sector classification). The analysis
shows that trade balance has worsened
(deficit increased or surplus reduced) for
13 out of 21 sectors. This also includes
value-added sectors like chemicals and
allied, plastics and rubber, minerals,
leather, textiles,gemsand jewellery, met-
als, vehicles, medical instruments, and
miscellaneous manufactured items. Sec-
tors where trade deficit has worsened

account forabout 75% of India’s exports
tothe ASEAN.

Having said that, the RCEP—the 16-
country mega Asian FTA—has been
viewed with caution by Indian policy-
makers. Commerce minister Piyush
Goyal has held industry consultations
overthelastfewdaystoensureall indus-
tryissues are considered before the deal
is sealed. It should be realised that reci-
procityis the key to FTAs.The biggest dri-
ver for trading partner countries to sign
an FTA with India is the access to a big
and booming consumer market. So it’s
quitelogical for India also to assess what
it getsinreturn.That’s probably the rea-
son why India has received a lot of back-
lash at various rounds of RCEP negotia-
tions from other trading partners.As per
media reports, in the latest meeting in
Bangkok, India’s proposal for strict rules
of origin requirements was not wel-
comed by other FTA partner countries.
Rules of origin are critical as they deter-
mine the source of a product for it to
qualify for preferential treatment.India
has been demanding a stricter rule of
origin criteria for its domestic industry
(40-60% of value-add) as it fears that
China can easily misuse lax rules of ori-
gin, like the 35% value-added rule in
orderto dump goods into India.The fear
is not unwarranted as rerouting of Chi-
nese goods into Indian markets via
India’s FTA partner countries is quite
common. Previously, too, under the
India-Sri Lanka FTA, Sri Lanka had
started exporting copper to
India by under-invoicing of
imported scrap in order to
show higher value-addi-
tion forits goods to qualify

the FTA. Thus, rules of ori-
ginnorms can easilybe cir-
cumvented by simple
accounting manipulation.

Dealing with NTBs
is costly and,
forpreferential rates under therefore' we must
factor in this
associated barrier
before we move
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serious attention. China’s usage of NTBs
like complex product certification
process, labelling standards, customs
clearance, pre-shipment inspection and
import licensing have hindered India’s
access to their markets. Dealing with
NTBs is costly and, therefore, we must
factorin thisassociated barrier before we
move ahead with trade pacts,the RCEPin
particular.Thus,in terms of reciprocity in
an FTA, India’s exports access to Chinese
markets will be limited given China’s
overcapacity,use of NTBs,and significant
financial and non-financial support
available to its domestic industry.

Against this backdrop, India must
have a plan to deal with the massive sup-
port that China offersitsindustries,lead-
ing to overcapacity and price undercut-
ting post-RCEP. Therefore, we suggest
thatappropriate safeguard clauses must
be put in place within the RCEP in case
injury to domestic industry is found. A
clause on provisional safeguard mea-
sures should also be introduced. Within
the FTA, a provision should be made for
safeguard measures tobe invoked if a vol-
ume or price trigger for the concerned
products is reached.

Given the current state of Indian
industry, phased elimination of tariffs is
necessary especiallywith respect to some
key manufacturing industries that have
long gestation periods until they start
running on full capacity. An example of
this kind of negotiation was the India-
Japan FTA where India negotiated for
most ofits tariff linesunder
sensitive track (almost 63%
under sensitive track, 14%
under exclusion). This was
in contrast to the ASEAN-
India FTA wherein 76% of
tariff lines were opened up
for complete duty elimina-
tion. Therefore, at least a
15-25years’tariff elimina-

. dM?[reox;ler, t}ll)e domestic1 ahead with trade tion tgc?eéilgle 1shoulclt be
industry has been voca . negotiated for key sectors
about its discomfort with pacts, th,e RCEP In like chemicals, metals,
respect to opening up of the particular automobiles, machinery,
domestic market to Chi- food products and textiles,

nese exports.This is under-
standable given the mas-
sive Chinese overcapacity in key
manufacturing industries, and major
support programmes in the form of
financial, non-financial and trade mea-
sures for the domesticindustry that give
an edge to Chinese producers over other
trade partners. China’s manufacturing
surplusand dumping of goods across the
world is well known. China is the recipi-
ent of the highest number of anti-dump-
ing duty (ADD) measures in the world,
with 926 ADD measures against it
(1995-2017), which amounts to almost
a quarter of all ADD measures globally.
Policymakers should also be cog-
nisant of the use of non-tariff barriers
(NTBs) by China. As per reports, even
though China has agreed to open almost
92% of their tariff lines, expecting India
to reciprocate in the same manner,
India’s concerns over China’s NTBs merit

which individually con-
tribute more than 5% to
India’s manufacturing GDPand employ-
ment. Thus, as suggested, phased elimi-
nation of few key manufacturing indus-
tries is absolutely essential with respect
to China,andlast but not theleast,arules
of origin criteria that ensures a fair
amount of value-addition to determine
the source of a product.

While our negotiators bargain hard
for an inclusive and balanced RCEP,
domestically we must fiercely focus on
eliminating the niggles our manufactur-
ing sector and exports are facing. India’s
transformational plans forthe manufac-
turing sector will require support in the
form of a new industrial policy that cre-
ates the necessaryincentives for key sec-
tors to be an active part of this process.
These are necessary complements for
ensuring maximum leverage out of our
trade deals,and especially the RCEP.
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Taxes should
not be taxing

SINGH

The author is founding partner, Jupiter Law Partners

(Ir)rationale of tax on buyback and
dividend distribution

HERE ARE TWO ways of return of money to
shareholders bya companyasagoing concern—
dividend and buyback—and both use tax paid
profits of a company. So,it’simportant to under-
stand the mechanism of arriving at the taxable
profit of a company. A quick glance at the P&L account of a
company will reveal that income of a company is used to
meet the legitimate dues to several stakeholders, in a set
hierarchy,before profits can be said to have been generated.
First,the operating cost is met,which involves remuner-
ation to employees, payment to third-party vendors for pur-
chase of goods and services,and indirect tax on goods or ser-
vices sold. Then comes the financial cost—the payment of
interest to lenders. Then come depreciation and amortisa-
tion,which, though not payouts, yet are treated as expenses
in the profit computation process.What remains thereafter
is the profit. This residual income should be the rightful
share of its shareholders,and none else, after tax incidence
has been met, because they remain the only stakeholders
who still have theirindulgence in the company unrewarded.
The company law permits the return of this cash to share-
holders in the shape of dividends and as consideration for
shareholders’shares if the company offers to buy the same.
Asimilar,but not identical, hierarchy of priorities is pre-
scribed inaliquidation event when shareholders statutorily
participate in the distribution of whatever is left of liquida-
tion proceeds after meeting the dues to different stake-
holders. But tax treatment of the two sets of shareholders’
receipts ends this similarity. Post-liquidation, asset sales pro-
ceedsare not subject to taxin the hands of the company, but
only to a capital gains tax from the receiving shareholder.
However, the company pays the dividend distribution tax
(DDT) on proceeds out of the free reserves (read, accumu-
lated tax paid profits) distributed amongst shareholders.
Ifweremoveall other stakeholders from reckoning, after
dues to them are met, share-
holdersarealmostakintoown- S —
ers of remaining profit (both
current and free reserves) and
liquidation proceeds, respec-
tively. By thislogic, they should amountis
be taxed only once, either at .
company’s hands or the share- essentially double
holders.DDTonthealreadytax taxation and should

paid (dividend) amount is not be imposed
essentially double taxation and

shouldnotbeimposed,though | ————
India is not the only major

country succumbing to the lure of augmenting her tax rev-
enue byresorting to such onerous impositions. Similarly, the
tax on buyback amount, extended to listed companies as
wellinan otherwise forward-looking Budget,isa dampener.

Taxingis tempting,as theysay.This government’sintent
to usher in brisk economic growth is indubitable. It wants
investors,both foreign and domestic, to invest heavily in its
Make-in-Indiainitiative and boosting infrastructure devel-
opment. However, if more than 40% of their hard-earned
profits are likely to be evaporated owing to the swindling
double tax, it daunts the otherwise fervent investors eyeing
to harvest a reasonable fortune from a giant economy
buoyed by recent reforms and a large demography.

Despite a leap in the ease of doing business, also recog-
nised by theWorld Bank,a complex federal structure in India
resulting in copious rules still has a labyrinthine and diffi-
cult-to-negotiate business regulatory system, especially toa
foreign investor.In an era when nations compete for global
investments,investors need to be offered something differ-
entially rewarding that offsets the impact of an intricate
legal system. Amidst the China-US trade tensions and due
to geopolitical reasons, foreign capital, especially Japanese
and Korean, is flying out of China, but has not been landing
in India. East Asian nations like Vietnam, Thailand, the
Philippines and Indonesia have attracted the bulk of it. The
government may do an assessment of the contribution of
DDT and tax on buyback to total direct tax collection. If it is
not that significant, it will be ingenious of the government
to doawaywith these unsavoury fiscal millstones.It does not
takea clairvoyant to predictanimminent surge in inflows of
foreign capital only on this count and also a stop to Indian
capital’s flight to foreign lands.This will help India stand out
as an attractive investment destination and help it in gar-
neringthe capital it requires for infrastructure development
and Make-in-India,which should, in turn,generate employ-
ment for the millions entering the workforce every year.

DDT on the already
tax paid (dividend)

HE 'CARE ECONOMY' is sta-

tisticallyinvisible.No effective

macro policy coherence is

there to ensure and support

care economy in India. More
often,women as primary caregivers leave
the job market to perform the responsibil-
ities, at the peak of their career. This, in
turn, can affect economic growth of the
country due to productivity loss,emanat-
ing from the loss of insights and talent
they did bring on board. This also affects
the ‘potential output’of a country.

Unemploymentratein Indiareacheda
45-year high of 6.1% in 2017-18, as per
therecent NSS estimates.The IMFhasalso
highlighted the widening gender gap in
labour force participation rates in India.
We must explore reasons why the female
labour force participationisin Indiaisone
of the lowest in the world. The lack of a
comprehensive care economy policyis the
single-most significant reason for the
falling rate of female labour force partici-
pation.Ifwewant toreap the demographic
dividend before it vanishes, designing a
comprehensive care economy policy in
India should be the policy mantra.

If the objective of public policy is ‘leav-
ing no one behind’ as an economy pro-
gresses, then designing anintelligent care
economy policy should be the first charge
on the exchequer. This policy is relevant
froman‘efficiencyand equity’perspective
and also from ‘human rights’ perspective.

If Indiais unable to fullyattract the tal-
ented educated women to the job market

[ndia needs a ‘care
economy’ policy

A comprehensive care economy infrastructure can support
women to participate in economic activity

CHAKRABORTY
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by ensuring the care economy infrastruc-  she should not be constrained to work.

ture, then will the next best policy be to The point we miss often is why care
provide universal basicincome (UBI)tothe ~ economyis core to macroeconomic policy
primary caregiversintheeconomy? UBIto  frameworks.The macro policy decisions—
aprimary caregiver canenhancetheirdig-  say, fiscal austerity measures—impact
nity, remove their ‘unfreedom’,and can  menand women differently. Forinstance,
ensure social justice to their contribution  if the fiscal austerity is by reducing the
tothe economicgrowthbysupportingthe health spending in a country, the reduc-
care economy. However,allwhat Iwantto  tion in hospitalisation days or in-patient
highlight here is that UBI to a primary days can directly impact women as they
caregiver should not be a tradeoff to aretheprimarycaregiversinahousehold.
designinga comprehensive careeconomy  Women,thus,bearthe brunt of macroeco-
infrastructure that cansupportwomento nomic policy decisions. At the same time,
participate in economicactivity. Here,the = more often, macro policy is not designed
basicnormistogive the freedomofchoice to integrate household caregiver’s per-
to awoman ‘to work’ or ‘not to work’,but  spectives,which otherwise needsan enor-

=

mousattention aswe cannot take the sup-
port from the care economy system as infi-
nite. If public expenditure compression is
the path to achieve fiscal austerity, it can
lead to ‘humanitarian crisis’ through cut-
backs in spending on employment, pen-
sions and social security support.

India has designed a fully-paid child-
care leave policy for two years—a leading
example of such policies in the world. But
a ‘comprehensive care economy policy’ is
absentinIndia.Indiashould beleading the
world in designing a comprehensive care
economy policy by taking into account all
the elements of care. We need innovative
statistics like time-use survey to capture

the extent of care economy, which is oth-
erwise absent in the existing Employ-
ment-Unemployment Survey rounds.

In Canada,a‘compassionate careleave’
policy has been introduced to take care of
one’s ailing relative, up to six months in
discrete orin continuum. Such policies can
help the primary caregivers,oftenwomen,
not to leave workforce when their parent
or spouse or a close relative falls ill. If pub-
lic policy takes it for granted (increasing
trend of women leaving the labour mar-
ket), they are missing the big picture.

Women face huge challenges to earn a
living and live peacefully during retire-
mentyears.In India,especiallywhen social

security benefits are not well-designed,
the permanent or temporary exit of a
woman from the job market to take care of
small child or an elderly parent enor-
mouslyreduces her earning potential and
her savings for retirement. To add, if the
woman is a single parent or divorced,
unless the public policy addresses this vul-
nerability,as a country we are missing the
big picture of how theloss of such human
capital can affect the economic growth.
Kerala is almost there to design a care
economy support structure by the govern-
ment, which can provide highly-efficient
caregivers to the households.Thisauthen-
tic care economy support by the govern-
ment can increase economic growth.
Itisinteresting to recall the documen-
tary ‘The Swedish Theory of Love’,which
encapsulates the public policy revolution
in Sweden, when policymakers decided
‘autonomous individual’ (not the ‘house-
hold’) as the unit of analysis of a public pol-
icy. The Swedish theory emphasises that
when an individual is not dependent on
anotherindividual for existence, truelove
happens, and public policy has a role to
ensure this. But when we design a com-
prehensive care economy policy, country
‘context’matters.India hasbegun design-
ing such policies based on the notion of
‘autonomous individual’ by providing job
guarantee or financial inclusion or cash
transfers to an ‘individual’ rather than a
‘household’.However,a public finance rev-
olution in India to support a comprehen-
sive care economy policyiswhat is needed.
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