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Linking social media to
Aadhaar is serious overkill

The impact will be to curb even the slightest criticism of
govt; nothing could be unhealthier in a democracy

THE HEIGHT of theanti-Aadhaar movement,the governmentwasat pains
to explain that Aadhaar did not infringe on anyone’s privacy in anyway. By
way of example, if a bank account was linked with Aadhaar, all details of
banktransactionsremained onlywith thebank—as theydid in the pre-Aad-
haar days—and did not ever get reflected in the Aadhaar database. Similarly, while a
phone number could belinked toAadhaar,all call details remain with the mobile phone
provider; income tax details remain with the taxman, etc. While that may have won
the day for Aadhaar, if the proposal to link Aadhaarwith social media accounts fructi-
fies, it will bring back the privacy debate and, this time around, it will be difficult to
argue that Aadhaaris notabreach of privacy. For,with each social media firm havinga
list of Aadhaar numbers, it will be very easy to create a profile of people based on their
Aadhaarnumbersand,moreimportant,even the smallest criticism of the government
will be traced back to the person; that’s a chilling thought, especially in a country that
pridesitself onbeingademocracy.Canyou think of an Arab Spring ora Hong Kong-type
protestin a countrywhere the government can track even your social media posts?

The government, it is true, doesn’t want to have the detail of everyone’s Aadhaar-
linked-social-media accounts. It onlywants them in certain cases.If, say,a video is cir-
culated on WhatsApp that causes tension in Kashmir, the governmentwants tobeable
totrackdown the user; theassumption hereis that the phone number used forWhat-
sApp was probably procured using a fake ID.If not, the government, in any case, can
find out the name of the sender; thisassumes WhatsAppwill tell the governmentwho
sent theinitial video,and thatis the subject of another discussion. But, the short point
is that since the numbers of those fomenting trouble by using social media as a force
multiplier—the message can nevergoviral as fastas on social media—isa tiny fraction
of the overall population, the greater good lies in not stifling free comment.

Inwhich case,howis the government to trace those trying to create trouble using
social media? It will have to be done the old way, with the government asking Twit-
ter/Facebook toblockaccounts thatare seen tobe putting out false news/propaganda.
In the case of a WhatsApp, assuming the platform doesn’t divulge where a message
came from, it will have to track messages from phone to phone; it will also be a good
idea to tighten norms to ensure only genuine documents are used to buy mobile
phones.Good intelligence operations should beable to trackwhen fake newsisbeing
peddled on a large scale,and the government should have its own version of HoaxS-
layer—staffed with smart people using the best of Al and other tools—to be able to
call out fake news; the same social media that works for troublemakers then needs to
be used by the government as a force multiplier.The dangers of linking social media
accounts toAadhaarfar outweigh the possible gains; hopefully,both the government
and the courts that will be ruling on this will realise that.

Sowing trouble

CACP’s proposed price-deficiency scheme is a bad idea

HE COMMISSION FOR Agricultural Costs and Prices (CACP), in recom-

mending a price deficiency payment scheme (PDPS) for commercial crops

like oilseeds, cotton, maize, etc, that have “no assured/established mecha-

nism forliquidation of stocks”—public procurement at MSP,that is—seems
to have learned little from Madhya Pradesh’s Bhavantar Bhugtan Yojana fiasco. The
state had to bin the Bhavantar scheme because it was quite prone to gaming. Indeed,
given how fewmandis are competitive, traders, once they got to know that they stand
to benefit from lower mandi prices, cartelised to push it down to increase the differ-
ential with the MSP,in kharif 2017.Farmers, it is alleged, were willing participants for
a cut. Madhya Pradesh,where the prices are already generally lower than other states,
simply couldn’t afford to pay the MSP-differential that cartelised mandis managed to
create.Tobe sure,the CACP proposes that the modal/floor price afterwhich the scheme
kicks in, be fixed on the basis of price trends over the last four-five years with strict
adherence to fairaverage quality.Inaddition, it recommends that farmers be encour-
aged tohold ontotheir produceinaccredited warehousesand be provided loansagainst
warehousereceipts toavoid the typically-low prices at harvest-time. Such farmerswill
also get PDPS benefits if the market price at the time they choose to sell is below the
MSP.These measures may seem like a safeguard against the Bhavantarloopholes,but
are hardly so. Indeed, mandi cartelisation to game the scheme may be easier at har-
vest-time,but can’t be ruled out entirely at the time farmers want to offload stocks.As
forthe average price-check,mandi cartelisation,again,willbea hurdle,since if traders
are unwilling to pick up the stock at a price approaching the floor price, farmers are
stuck.Not onlywill theyhave tosell the produceatalowprice,butwillnot beable toben-
efit from PDPSbecause the selling price doesn’t meet the floor price criterion! Indeed,
if the government intends to ensure that such cartelisation doesn’t derail its PDPS, it
will have to keep a check on every single mandi in the country.

Amuch betterway to support farmers will be to offer direct cash support for costs,
instead of one based on prices. Telangana’s Rhythu Bandhu and Odisha’s Kaalia are
both good examples of this. According to Icrier professor Ashok Gulati, a
%10,000/hectare cash subventionwill cost ¥1.97 lakh crore across the country.If sub-
sidies given to farmers by the states are subsumed, this cost could fall. But, even if the
subsidies continue, thisamountisn’tvery different fromwhat the governmentwould
likelyincurasthe cost of a price-support scheme.Thiswill benefit farmerswithout dis-
torting farm practicesand the chances of traders manipulating the scheme,at the cost
ofboth,the farmerand the consumer,are eliminated. Given howthe per-acre cost sup-
port doesn’t interfere with the market, it doesn’t affect the competitiveness of India’s
agri-exportswhile remaining WTO-compliant.Indeed, if the government were tolib-
eralise agri-exports while moving to a cost-support scheme for the farm sector, farm-
erswill benefit far more than from a price-support scheme prone to rigging.

Smoke&MIRRORS

The Centre’s proposed policy on vaping is in contrast to
its policy on cigarette/beedi smoking

HILE A UK government health agency has been advising people to
substitute cigaretteswith vaping,the Indian government is mulling
alawtoban the latter. Public Health England—an executive agency
underthe Department of Health and Social Carein the United King-
dom—maintains that vaping is 95% less harmful than smoking cigarettes. But the
Indian health ministryhas proposed aban on the vaping and e-cigarettes.Tobe sure,
many Indian states already have such a ban in place. But, there is no central law ban-
ninge-cigarettesandvapes.The proposed banwould entail a three-yearjail termand
a %5 lakh fine for repeat offenders, and comes at a time when industry majors like
Juul Labs and Philip Morris International were thinking about expanding their e-cig-
arette and vape markets in India. At the same time, there is no proposal to ban ciga-
rettes/beedis and chewing tobacco.

Although the ministry and the states have cited health concerns forbanninge-
cigarettes, the problem is the government’s unbalanced approach to the tobacco
industry.For one, e-cigarettes being an expensive proposition—cheapest ones cost
¥500,with pods orliquids costing more—were only expected to replace cigarettes.
More important, India’s tobacco problem is largely beedi-linked. While successive
governments keep hiking cigarette duties—they pay an excise duty of around 50%
right now—beedis get taxed at around 2-3%,and chewing tobacco pays around 5-
6%. Moreover,while VAT rates differ from state to state, they are roughly 26% for
cigarettes and 8-10% for beedis and chewing tobacco.As aresult, as share of ciga-
rettes halved from around 20% since the 1980s, there has been little drop in over-
all tobacco consumption. Given that the tobacco industry pays taxes to the tune of
29% of central tax revenues,and employs 7 million people, vapes are certainly not
the issue if the government wishes to control addiction.
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EVER HAS A tax dis-
played the flagrant dis-
connect between the
bureaucracyandbusiness
like the angel tax does.In
the measures to boost the Indian econ-
omyannounced by the finance minister
last week, angel tax found an explicit
mention, causing entrepreneurs to
rejoice that this ordeal is over. But the
devil lies in the details,and the angel tax
isn’t dead—itis simply deferred.

Angeltax,orsection 56(2)(viib) of the
Income Tax Act,1961,was an insertion
bythe UPAregimein 2012 asameansof
checking the circulation of unaccounted
fundsthrough investmentsinto private
companies. It sought to attack “high
share premium”—a supposed smoking
gun of money laundering; instead, it
turned out to be a red herring. A high
share premium is the consequence of
the mathematics underpinning valua-
tion. Simple, legitimate corporate
actions like havinga smallinitial capital
base and having a low face-value (both
mainstays of any technology start-up)
can translate into high share premiums.
It is no more an indication of money
laundering than having high-speed
internetisanindication of online piracy.

Thereason forthislinkbetween high
share premium and money laundering
arose from details uncovered by the
Enforcement Directorate against Jagan-
mohan Reddy, where it was discovered
that people had “paid bribe to Reddy in
the form of investments at exorbitant
premiums in his various companies to
the tune of X779.50 crore, apart from
making payment of I57 crore tohim in
the guise of secondary purchase of
shares and donation of X7 crore to YSR
Foundation”. It was from here that the
indelible link between share premium
and unaccounted moneywas cemented
in the minds of the tax officers.

The unintended consequence of this
2012 legislation was that it became a
tool of harassment of start-ups in the
hands of the taxmen. Indian start-ups
raise between $12-14 billion of capital
every year, with only under 10% of it
coming from domestic sources.The bulk
of domestic funding comes at the
“angel” or “seed” stage—where the risks
arethehighest.All of themarevalued by
investors based on their potential and
projections,not their present. Due to the
factors mentioned above,all these secu-

ritieswereissued ata premium.Itisthis |
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¢2 ON CLIMATE CHANGE

L

TAX TRAUMA

RECENT NOTICES ASK START-UPS TO JUSTIFY FAIR MARKET VALUE OF THE SECURITIES WITHOUT
MENTIONING SECTION 56(2)(VIIB)—ANGEL TAX HAS SIMPLY MUTATED TO A MORE PERNICIOUS FORM

Angel tax:
Not dead, merely deferred
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premium—this mathematical outcome
that the taxmen attacked with vigour,
raising demands of 30% of the share
premium raised by the start-ups.Itisno
secret that these start-ups were easy
pickings for taxmen, who were under
pressure to meet collection targets.

Worse, it targets the money from
Indian investors alone; no other coun-
tryin the world has so actively discrim-
inated against its own citizens in their
own country.Not even the British would
have inserted such a provision in the
pre-Independence era.

Over time,with the concerted effort
of the media, entrepreneurs, business
leaders, DPIITand the politicians, the tax
department drip-fed circulars to
address parts of this issue—tilting at
windmillsinstead of tackling the bull by
the horns. But in February 2019, there
was finallya breakthrough wherein this
scourge of angel tax could finally be put
torest.The circular stated that all start-
ups would be exempt from the tax pro-
vided they don’t make any investments
into a negative list for seven years from
the date of issuing sharesata premium.
Itiswithin thislist that the Achilles heel
of the angel tax exemption lies.

Thenegativelistincludesland,build-
ing, motor vehicle, aircraft, yacht, jew-
elleryheld bythen,otherthanin the ordi-
nary course of business. All reasonable
asks as those are assets that do not con-
tribute togeneral business,and ifitdoes,
itispermitted.But,itis pertinenttonote
thatthis carve-outin the ordinary course
of business doesn’t apply to three areas:
loansand advances,shares and securities
and capital contributions—and therein,
asthe bard wrote, lies the rub.

Loans and advances: Loans and
advances are such an integral part of a
business that the format of financial
statements mandated by the Com-
pany’sAct gives detailed instructions on
its presentation in a balance sheet.
Some of the constituents include secu-
rity depositslike rental deposits,down-
payment on assets, advances to ven-

dors, salary advances,loans to employ-
ees for purchasing ESOPs, salary
advances and even advance tax.

None of these by themselves are
indicative of money laundering and all
these are legal under all laws except the
angel-tax exemption. What is more sur-
prisingisthatdischarging one’sadvance
tax liabilities can poten-

Chancellor of Germany, Angela Merkel

From the shift in mobility patterns to the issue of
energy generation, | believe we face common
challenges. Humankind must treat nature with care
and show some humility

rate activities. The choice for Indian
entrepreneurs is now to either raise
domestic capital but sacrifice competi-
tiveness orraise onlyforeign capitaland
be exempt from these restrictions. The
message from the tax department
seems to be that one can start up in
India, make in India, too, but if you're
Indian, please don’t invest in India.

For those who may label this as
alarmist, there are already situations
faced by entrepreneurs wherein the
assessing officers are questioning the
exemption on the basis of these weak
links. Worse off, the new Finance Act
inserted a penalty of 200% of the pre-
mium in case a start-up has its exemp-
tion revoked. Recent notices received by

entrepreneurs as early as

tially deny the start-up ———————— last month are asking

angel tax exemption! A
more ironic example of
cutting the nose to spite
thefaceisyet tobe found.

Investments in
shares, securities or
making capital contri-
bution: On the face of it,

The February 2019
circular should be
amended to state
that loans and
advances in the
ordinary course of  pernicious form. Even the

start-ups to justify the fair
marketvalue of the securi-
ties without mentioning
Section 56(2)(viib) —a clear
indication that this issue
hasn’t died down, it has
simply mutated to a more

one can question why a buysiness should be recent notifications state

startup would need to
dealwith sharesand secu-
rities at such an early
stage, a reasonable ask
since the money raised
can be invested into other
entities, thus perpetuat-
ingthelaundering of cash. Butwhat the
authorities fail to realise is that this
hampers business productivity since it
effectively bans all joint ventures, sub-
sidiaries,stock mergersand acquisitions
and treasury management! No longer
can a company expand by setting up
subsidiaries in other geographies or
joint-ventures with other businesses.
Stock M&A, which forms the bulk of
consolidation in various sectors,is effec-
tively killed since this would transgress
the exemption. Treasury management,
wherein companies park excess fundsin
short-term money-market listed instru-
ments regulated by SEBI, is now taboo.
The most pernicious part of thislist s
thatit thismoratorium should continue
for seven years after the year in which
shareswereissued fora premium.So, the
argument proffered that a young start-
up has no business engaging in such
investmentsis myopic.In the guise of an
exemption, the circular places a glass
ceiling on growth and ordinary corpo-

Ushering in a new era of capital raising

Differential voting rights allow for more
Silicon Valley inspired investment
structuring and negotiations, and could
have avoided the debacle of a public Indigo
fallout or Mindtree’s hostile takeover

WHAT DO FACEBOOK, Google and
Snapchat have in common, apart from
being some of the most powerful com-
panies in the world? Unequal voting
rights! Yes,at a time when the blue-eyed
boy of the Indian startup ecosystem,
Ritesh Agarwal of Oyo Rooms, had to
devise a leverage-backed buyback in his
unicorn to maintain shareholdingbefit-
ting his founder status, world over, the
likes of Mark Zuckerberg and Larry Page
have had their voting rights safely
secured, regardless of dilutions to their
equity stakes through seriesand series of
equity fundraising.

Disproportionate voting rights,
known in the Indian legal regime as
shares carrying differential voting rights
(DVRs), have been a subject of constant
policy changes,butwith SEBIwaking up
to smell the coffee recently, when it
released the framework for listing of
superior rights shares for tech-based
startups, it was only time that the Min-
istry of Corporate Affairs (MCA) followed
suit.Some of thelaudable changes intro-
duced by the MCA, via amendments to
the share capital and debenture rules,
include ability to issue up to 74% DVRs
(from the erstwhile 26% sanction) and
doing away with the notorious regula-
tion mandating a track record of three
years distributable profits, which was
completelyimpractical to beginwith (for
the record, We Work, the $47 billion co-
working company,whichhasbeeninthe
news recently over its IPO filing, is still
not profit making!).

Let’s for a moment assume that
Mindtree, priortoitslisting,had created
a Class B share, with voting rights 10x
thevotingrights of an ordinary share or

aClassAshare.The L&Thostile takeover
would surely have been a tougher bat-
tle to fight, and perhaps the Mindtree
founders would still be on the board.In
much the same way, the recent public
spatinIndigo,between its co-founders,
too,could have been preempted if either
one of the founderswould have secured
with himself a special kind of security
that gave him larger voting rights.In a
larger context,logjamsin decision mak-
ing of a company are mostly the neme-
sis of ‘businessas usual’,and with prime
minister Modirecentlybranding Indian
entrepreneurs as ‘Growth Ambas-
sadors’, I suppose the brief with the cab-
inetis clear—make companylaweasier!
Proposals to decriminalise numerous
company law violations are already
underway and, with the oppressive
angel tax regime being nebulised for
startupsraising funds—and tax officers
being told to ease the whip during
investigations—the stand of the gov-
ernment (although reactive in nature)
deserves complete creditand gratitude.

Ianticipate creativityin structuring
of investment deals, to follow this
change, in the universe of unlisted
companies. Forexample,a Nike kind of
corporate structure can be adopted
suitably, wherein Class A shareholders
have the power to elect 75% of the
board.Alternatively,there could alsobe
some interesting issues arising, where
equity could be diluted below 50%,
with the investors holding equal or
greater strength at the Board level, but
with the startup founders holding
more than substantial voting rights at
a shareholder level. A simple case of
approving an amendment to a com-
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pany’sarticles of association, therefore,
could be met with a challenge, where,
say, Class A shareholders of a company
with DVRs could blocka special resolu-
tion, through their voting rights being
disproportionately higher, despite
equity dilutions following multiple
rounds of capital raising. The proposed
SEBI framework does advert some of
these challenges due to mechanisms
such as the coat-tail provisions, which
allow for flattening of the voting rights
in some situations.

A protectionist regime in favour of
domestic founders is only fair at a time
when countries and continents face de-
globalisation and trade wars at a macro
level.Itisalsoagreatwaytoensureeffec-
tive control ofacompanyisretained with
entrepreneurs regardless of enormous
rounds of funding,byallowing fora sep-
aration between stock ownership, eco-
nomicrightsattached tosuch stock,and
voting control.

There are various other aspects
which,Ibelieve,will comeinto playgoing
forward. For instance, how would supe-
rior voting rights shares be valued?
Would they be taxed higher at the time
of their sell down? Could VC investors
look to set off superior voting arrange-
ments against a higher contractual lig-
uidation preference during deal negoti-
ations, assuming disproportionately
higher liquidation preference could be
readwithin theambit of how DVRshares
are defined under the law?

Needless to say, a new era of capital
raising has begun, thereby allowing for
more Silicon Valley inspired investment
structuring and negotiations. Sell-side
deal lawyers and founders rejoice!

allowed, provided
the PAN of the
recipient is given

that any tax officer can
only open up proceedings
on “Angel Tax” with the
prior permission of their
superior officerisn’t relief,
itisbureaucracywith extra
steps.

If the intention is to bring relief,
then the February 2019 circularshould
be amended to state that loans and
advancesin the ordinary course of busi-
ness should be allowed provided the
PAN of therecipient is provided.Onthe
issue of investing in shares and securi-
ties, if it’s made into SEBI registered
entities, then it should be allowed. Fur-
thermore, any subsidiary or joint-ven-
ture should be precluded from invest-
ing in land, jewellery, buildings,
etc—thus, plugging the gap that allows
the start-up tobe used asavia media to
make banned investments.

The finance minister spoke about
angel tax in the budget—the first time it
was mentioned by name in any budget
speech since 2012 —and stated that it
has been dropped for registered start-
ups.But unless theseissuesare resolved,
this is a time-bomb waiting to explode.
The devil is always in the details, not in
the headlines—and the angels are
nowhere to be found.

LETTERS TO

THE EDITOR
Amazon wildfires

The unprecedented fires in vast
stretches of the Amazon rainforests,
covering an area of some 5.5 million
square kilometres—the world's
largest—constitute an international
environmental crisis of enormous
magnitude. The damage these fires
cause to the eco-systemis
immeasurable. The Amazon forests
produce 20% of the earth's oxygen
and are rightly called the 'earth’s
lungs'. Evidently, the fires deplete
the forests' carbon-storing capacity,
accelerating the pace of global
warming. The Amazon forests
produce 20% of the world's fresh
water too, are also rich in wildlife,
and home to one-tenth of all species
of flora and fauna. The importance of
protecting the Amazon forests
cannot be overemphasised. Vast
majority of the record number of
wildfires do not occur naturally, but
are caused by humans.
Conservationists and climate
activists blame the new right-wing
Brazilian government for the
anthropogenic fires. It is evident
that Bolsonaro government is
lukewarm about dousing the fires.
Fires are raging at a record speed
and an area of roughly the size of a
football pitch is now being lost
every single minute. If no timely
action is taken to put out the raging
fires and prevent them from
spreading, the Amazon forests will
be reduced to a treeless plain, a
savannah disrupting the delicate
balance of nature. If Brazil is unable
to protect the Amazon forests, an
important natural treasure as well as
a crucial life-supporting system on
the planet from the fires, the global
community is quite within its rights
to intervene to protect them.

— G David Milton, Maruthancode
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N MY LAST interaction with Arun
Jaitley less than a month ago, he
made a stray comment which
could well serve as his epitaph. He
said he made it a point to help
whenever he was in a position to do so
and he had been amply rewarded by the
goodwill he enjoyed—he was speaking in
the context of an opposition leader who
found himself friendless in his recent
legal difficulties.

Jaitley, 66, was a man who touched
the lives of most with whom he inter-
acted. At the All India Institute of Med-
ical Sciences,as news of his death spread,
people from all walks of life—from min-
isters and tycoons to party workers,
lawyers to family friends—wept openly
asthey crowded the corridors of the hos-
pital to pay theirlast respects,with secu-
rity at a minimum. The moist eyes and
ashen faces in the spheres in which he
once held sway—the courts, Parliament,
the cricket fraternity, the media, the
Lodhi Gardens, the world of commerce,
the corridors of power, BJP offices—
reflect the universal affection in which
he was held. A lawyer who has fought
many legal battles against Jaitley’s gov-
ernment told me at the hospital today,
“He was the last good man in politics.”

He was one of the most generous
men [ knew, ever ready to extend a help-
ing hand. Many of the people he men-
tored are today in key positions in gov-
ernment, several ministers in Modi’s
cabinet are his protégés. His former
juniors in the law practice have risen
high in the profession. Hewas proud that
the children of his office staff had per-
formed extremely well in their respec-
tive professions, thanks to his generos-
ityand encouragement.

Jaitley was among the first to appre-
ciate the talent of Narendra Modi when
hewasafaceless party general secretary
in Delhi in the 1990s.In 2010, when
Amit Shah was briefly externed from
Gujarat,one often found Shah sitting in
a corner of Jaitley’s office in Parliament.
Tillalmost the very end, Jaitley remained
in regular touch with the prime minis-
ter and the home minister, even though
he had refused to accept any ministerial
post in the new government because of
his failing health.

He may have been a member of a
party that’s considered by its detractors
as closed-minded, but he himself
remained a liberal humanist, always
ready to listen to views which differed
from his own.Once when I commented
that he was looking very grim in a
newspaper photograph inwhich he had
an elaborate saffron headgear, he
admitted candidly that he felt uncom-
fortable with such trappings. When
others in his party were bending over
backwards to prove their party loyalty
during the controversial 2017 vote for
a Rajya Sabha seat from Gujarat—
Ahmed Patel was the Congress candi-
date and the BJP resorted to some arm
twisting—he was asked by a journalist
in Parliament on which side was he on.
Hereplied simply,“I am for democracy.”
His enlightened, flexible touch, which
often softened his party’s rigid and
dogmatic approach, will be much
missed in the government.

He had many close friends across the
political divide. Pranab Mukherjee, as
the UPA’s finance minister,confessed at
an Idea Exchange programme of The
Indian Express that the man he most
admired from the Opposition rankswas
Jaitley, then Leader of the Opposition in
Rajya Sabha. As a student leader during
JP’s agitation, he became close to fellow
students from Bihar, Lalu Prasad Yadav
and Nitish Kumar, who were his con-
temporaries in the movement. Congress
leaders such as Jyotiraditya Scindia and
Rajiv Shukla were family friends.

Amarinder Singh may have defeated
him in the Amritsar Lok Sabha con-
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One for all...

From abiding friendships with many fierce rivals in politics to pals and
protégeés in court and Cabinet, Jaitley won hearts across all divides

stituencyin 2014, but the tworemained
in touch. He had a long association with
the Badals of the Akali Dal. His numer-
ous contacts benefited his party in
stitching up alliances, reaching political
agreements and fire-fighting. For
instance,at a farewell dinner for Pranab
Mukherjee as President in 2017, Jaitley
tipped off Nitish Kumar that Lalu Prasad
was planning to break his party. In the
bargain, Jaitley sewed up an alliance
between the JD(U) and BJP in Bihar.

He was always a favourite of the
media. Parliament correspondents
would wait eagerly for him to make an
appearance in Central Hall in the after-
noons, since he invariably had some
juicytidbit torelate orahumorousanec-
dote which had not escaped his eagle
eye.Hewasabrilliant raconteurwhowas
the centre of attraction in many a gath-
ering, whether in Lodhi Gardens after a
walk or at a dinner party. He had inti-
mate knowledge of men and matters,
partly because people tended to confide
in him and partly because of his prodi-
gious memory. The term “Khan Market
set” was first coined by him, as were
many other such witticisms. Such was
the goodwill he enjoyed in the legal fra-
ternity that when he campaigned for the
Amritsar seat in 2014, scores of Delhi’s
top lawyers took time off from their
high-paying  billable
hours to stomp the
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After the election of the Janata gov-
ernment in 1977, Jaitley completed his
law degree and established himselfas a
promising lawyer. The Indian Express
founder Ramnath Goenka, struck by his
acumen,appointed him as the newspa-
per’s legal adviser. By 1980, the news-
paper was fighting the Indira Gandhi
government on several fronts. Jaitley
wasinand out of the Express building,a
part of which the government even
threatened to demolish. He carefully
vetted the newspaper’s major cam-
paigns against the powers that be to
ensure that nothing was libellous. He
always retained a special affection for
the newspaper, even when he did not
always agree with its views.

It was V P Singh who, as prime min-
ister, gave Jaitley his first big break in
the profession by appointing him addi-
tional solicitor general in 1989 at the
young age of 36.Jaitley played an active
role in the Bofors investigations. When
Atal Bihari Vajpayee was sworn in as
prime minister in 1999, Jaitley did not
always get the positions he might have
aspired for—he was seeninitiallyas LK
Advani’s man and Pramod Mahajan,
who had the blessings of the RSS,
viewed him as competition. But when
given responsibility as a minister of
state in portfolios such as law,informa-
tion & broadcasting,and
corporate affairs, he

streets of the city for him.

During Modi’s first
government in 2014,
Jaitley was the PM’s
trusted point person with
the Opposition and the
media. He was also a
sounding board for many
government appoint-
ments since Modi was
newto the Capital’s corri-
dors of power. It was
indicative of the faith
Modireposed in Jaitley,as
perhaps also evidence of
alackof experienceinthe
Cabinet,that in theinitial
months, Jaitleywas putin
charge of the heavy port-
folios of finance, com-
merce and defence and

When others in his
party were bending
over backwards to
prove their party
loyalty during the
controversial 2017
vote for a Rajya
Sabha seat from
Gujarat—Ahmed
Patel was the
Congress candidate
and the BJP resorted
to some arm
twisting—he was
asked by a journalist
in Parliament on

proved his mettle. When
his party was out of
office, Jaitley, apart from
being the party general
secretary and one of the
chief spokespersons,also
pursued his legal prac-
tice. He was regarded as
one of the country’slead-
ing senior counsel. One
ofhisjuniorsrecallswith
awe his elephantine
memory and his ability
to grasp the cruxofacase
in a few minutes of read-
ing a brief.

In 2009, his party
appointed him Leader of
the Opposition in Rajya
Sabha and he had to give
up his legal practice,

also asked to look after
the information & broad-
casting ministry tem-
porarily.

My first introduction
to Jaitley was back in
1974 during Indira Gandhi’s regime
when I was a cub reporter and covered
the victory of the handsome, articulate
student leader from the ABVP,who had
defeated the NSUI candidate, Brij
Mohan Bhama, in the Delhi University
Students Union election. In those days,
Congress organisations dominated
every sphere, so the victory was a major
breakthrough. And unlike many stu-
dent-politicians, hisacademicrecord at
the prestigious Shri Ram College of
Commerce was equally impressive.As a
student leader, Jaitley played an active
role in the JP movement. When Emer-
gency was declared on June 26,1975,
therewasawarrant out for hisarrest. He
escaped police by jumping over the rear
wall of his house. Nevertheless by mid-
day,he organised a student rally in Delhi
University against Indira Gandhi. He
spent the next 19 months in jail, but
never let imprisonment bring his spir-
its down. As he once observed to me,
“You could create your own world inside
the prison.If you were young and think-
ing of fighting the Emergency, you did
not get demoralised.” In jail, he contin-
ued with his legal studies, got a first
class in his second-year law, and made
friends with people from various Oppo-
sition parties. He also met my husband
Virendra Kapoor, a fellow MISA detenu,
and they remained lifelong friends.

which side was he on.
He replied simply, "I
am for democracy

which meant a consider-
able financial sacrifice.
Though he did have a
weakness for collecting
expensive pens, watches
and shawls, his culinary
tastes were simple with Amritsari fish
and bhatura being his favoured menu.
There was never a hint of corruption
throughout his career. Arvind Kejriwal
once alleged that there were malprac-
ticeswhen Jaitley headed the Delhi Dis-
trict Cricket Association for 13 years.
Facing a defamation case,the Delhi CM
sheepishly apologised.

When Modi was sworn in as prime
ministerin 2014,itwas but natural that
Jaitley would become a key figure in his
government since he was one of the few
party seniors who backed Modi all the
way from the beginning.As finance min-
ister, he was responsible for ushering in
GST, considered the most important
economic reform since liberalisation.
With his legal background and friendly
relationshipswithleaders across parties,
he played a significant role in fine-tun-
ing important legislation in both the
UPAand NDA governments fora decade,
including the Anti Defection and Triple
Talaq Bills.

Jaitley was dogged by ill health soon
afterhetookoathin 2014.He foughthis
health issueswith fortitude and courage
and never let the world know of the
many medical setbacks he faced.Almost
till the end, he never gave up hope and
continued to fight the infections. His

deathleavesavacuum in current politics
which will be difficult to fill.

S THE ECONOMIC slowdown a

structural one or a cyclical one? This

question has come up repeatedly,

and there are not many who would

like to believe that this slowdown is
structural.

In order to understand India’s recent
slowdown, let us start with global growth
trends pre- and post-global economic cri-
sis (GEC). Following a decade of high
growth before GEC and a swift rebound
afterit, many EMEs are seeing stubbornly
slower growth since 2011. India is no
exception,despite favorable terms of trade
asoil prices fell. On the domestic front, the
withdrawal of the fiscal stimulus put in
place right after the Lehman collapse is
relevant. But the problems since the stim-
uluswithdrawal have demonstrated struc-
tural problems that need elaboration.

Thereal drivers of GDPare private con-
sumption, private investment, exports,
and government expenditure. Let us start
with private consumption—most in the
news recently. The surest indicator that
this crisis is mainly structural is that real
wages,both rural and urban,have been flat
between 2012 and 2018 (the exact oppo-
site of what was happening between FY05
andFY12)—primarily because non-agri-
cultural job growth has been very low,
compared to the earlier period (when 7.5
mn new non-agri jobs were being created
annually and open unemployment was
2.29%).Non-agrijob growth since 2012 has
been 2.9 mn pa,and open unemployment
rose to an unprecedented 6.1%, with
youth rates double or triple that. Conse-
quently,real wages for regular urban work-
ers that had risen from X183 per day in
FY05 to 3226 in FY12 (a 24% increase),
have actually fallen to ¥205 (or a 8.9%
decline) between 2012 and 2018. Rural
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The slowdown is

structural

Monetary and fiscal policy measures
alone cannot do the trick. Sustained

growth requires a reforms policy

regularwages,which had risen by 13%, fell
slightly. Urban casual wages in real terms
had risen by 31% earlier, rose only 7.1%
between 2012 and 2018. Rural casual
wages had risen 44.5% before 2012 but
barely rose 6% over 2012-18.

The current crisis is one of incomes,
driven by poor non-agri jobs growth.
While manufacturing jobs rose by 11%
between FYO5 and FY12, they fell by
5.7% between 2012 and 2018. Con-
struction jobs that account for most of
the jobs that rural migrants take up rose
by 96.5% compared to 8% recently; ser-
vices 18.6% vs 13.4%.

Withwages and incomes down, people
can maintain consumption only by cut-
ting savings. So household savings fell
from 23.6% (FY12)to 17% of GDP(2011-
12 series), i.e. to levels prevailing in the
early 1990s. Of this, financial savings as a
share of GDPare 7.29%0,oratlevels prevail-
ing between 1990-1997. Naturally, a sec-
ond driver of GDP growth, gross fixed cap-
ital formation is down to levels before
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FYO5,when the dream run began; at 28%,
theyare nearly 6 percentage below thatin
FY12. As income growth is lower, con-
sumption is compressed or only main-
tained at the expense of savings. Despite
private corporate savings having risen
from 9.5%in FY12 to 11.6% of GDP,there
isno “animal spirit” for investment grow-
ing faster.

Merchandise exports were lower over
FY18thaninFY14in $ terms;asashare of
GDP they fell from 17.2% in FY14 to
11.6% in FY18. Can the fourth driver of
aggregate demand,government expendi-
ture, be expanded? There is a “silent fiscal
crisis”,and the non-discretionaryrevenue
expenditure and off-budget expenditures
leave little elbow room for capital expen-
diture, certainly by the Centre (budgeted
FY20 capital expenditure to GDPis 1.3 as
against 1.4% in FY19). The fiscal consoli-
dation path cannot be abandoned; as it is,
the public sector’s draft on financial sav-
ingsisnearly crowding out private invest-
ment (if there was appetite for it, to start

L

with).

India’s fiscal stance in the run upto GEC
was pro-cyclical, with large increases in
appropriate compensatory (e.g. MGN-
REGA, MSP) and also infrastructure
expenditure, but tragically also one-off
very large farmer loan waiver in 2008
(announced before the GEC broke). But
growth pre-GEC had been robust, that fis-
cal space still existed to pump-prime the
economy from late-2008 onwards.India’s
fiscal stimulus was large, its quality poor
as it focused on revenue expenditure (the
exact opposite of China); in 2013-14, the
gross fiscal deficit was still 4.5% of GDP.
In 2014, the government went into fiscal
consolidation overdrive to bring the
deficitdownto 3.4%in FY19.Hence, there
is still no fiscal space to use public invest-
ment to stimulate the economy now. This
is one element in the current cyclical
downturn. The second cyclical element is
the outcome of monetary policy. In the
aftermath of the GEC, a former RBI
Deputy Governor has argued rightly that

“Indian monetary policy could have tilted
unduly towards the “easy” side and could
have prolonged the expansionary mone-
tary policy cycle for a longer period than
what would have warranted”. Together
with the fiscal stimulus, it brought infla-
tion in its wake, and RBI’s inflation-tar-
geting stance.

However, since the November 2014
“taper tantrum?”, the real repo rate rose to
4% from negative territory, and has
remainedat 2-3% inreal terms since.This
is an important reason why inflation tar-
getingisrecognised to have had a negative
impact on growth rates. However, over-
borrowing when the real interest was in
negative territory post-2008 underlies the
NPA-crisis. NPA-overhang is the founda-
tional reason for low borrowing continu-
ing; the NBFC crisis exacerbated it, espe-
cially for MSME:s.

Some short run actions are necessary,
but will be palliative. On monetary policy,
action is needed to reduce the repo rate.A
real rate of borrowing of 2.5% cannot be

conducive toborrowing when animal spir-
its are weak, and capacity utilisation run-
ning at 70-75% depending upon indus-
try.There is some recent increase in credit
offtake, and hence sharp rate reductions
are necessary. Second, banks will have to
transmit rate reductions, requiring an
institutional mechanism (as the RBI Gov-
ernor has indicated). Third, the rupee has
to be allowed to depreciate slowly, since
the rising real effective exchange rate has
hurt exports. On fiscal policy, given the
limited fiscal space, the only possibilities
of raising revenues are of the non-tax type:
monetise government and PSU land as
rapidly as possible. Railways hold 10 mn
hectares surplus that can be either sold or
leased out,generating revenues overalong
time.Second, the goal of divesting govern-
ment equity in public enterprises and in
PSBs will also generate resources for
increasing public infrastructure invest-
ment—which should crowd in private
investment. It could be partly used to
recapitalise PSBs.

But monetary and fiscal policy mea-
sures alone cannot do the trick.Asustained
growth path requires such measures fall
withina medium term strategy,including
an industrial policy and other structural
reforms, especially financial sector reform.
The strategy would not succeed unless
agricultural growth is 4% plus pa. That
requires a tilt away from the price- and
subsidy-based current regime to a strat-
egy-based one on public investment in
agriculture.

India is nowhere close to a middle-
income trap, that some economists have
argued it is in. We have the potential to
grow at 7-8% pa in real terms, and thus
potentially become a $5 trn economy in
five years.
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