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Anti-plastic vision shouldn't
become a waste of efforts

Ban on plastic hasn’t worked; the focus should
perhaps be on managing plastic waste better

HE PRIME MINISTER has the right idea in calling for a ban on single-use

plasticsin the country.But,the sobering truth is that this has proved more

difficult toimplement than it sounds at the first war cry. For perspective,

25 of 29 states already have total/partial plastic bans, and yet, it contin-
ues to be a menace big enough for the prime minister to try and raise awareness
about.Even though Indiaisn’ta big plastic polluter (given its low consumption level),
the plasticsindustry s slated to growat a steady rate of 10.5% annually over FY15-
FY20.And,itis truethat developed nations,including the US, have treated the devel-
oping world as dumping grounds for their waste, including plastic waste. But, the
factisthat mismanaged plasticwastein the US,as peran analysis by Sciencewasjust
0.9% of the total waste generated in that countryversus nearly 2% for India. While
the 2% figure seems small, India generates 33.1 million pounds of plastic waste
every day, of which only 19.8 million is collected and recycled.

The Union government, in March last year,amended the Plastic Waste Manage-
ment Rules 2016, aiming to completely phase out single-use plastics by FY20.That
the Indian plasticindustry,which employsaround 4 million,will bleed jobs onceaban
is enforced aside, as long as consumers aren’t given alternatives that are affordable,
easily available, and sustainable in the long run, expecting this anti-plastic “revolu-
tion”—with a summary ban, if this is envisioned—to take off is just building castles in
theair.Maharashtra’s experience—the stateis the largest generator of plasticwaste in
the country—shows how ground realities foil the best intentions. The state banned
single-use plasticslastyear,with heftyfinesforoffenders; but,just days before theban
came into effect, there was little on-ground preparedness, as The Indian Express had
reported at the time. Not enough had happened to make sustainable alternatives to
plasticcarrierbagsavailable to the public.And, the“buyback”policy that the state gov-
ernment had come up with to encourage consumers to return plastic bottles also fell
flat because there was absolutely no clarity on its operationalisation. Consequently,
the state had to dilute its ban in phases, largely because of the backlash it faced from
both industryand individual users of plasticin the state.

Substituting single-use plastics—especially plastic bags—is easier said than done.
Cotton bags, long thought of as a more environment-friendly substitute, may not be
all that they are worked out to be, given the environmental footprint of their manu-
facture, as recent research shows. Cloth/jute bags, corn-starch bags, disposable plates
and cutlery of soft/re-purposed wood, etc, are all talked about, but are either more
expensive compared to the plastic-product theyare expected toreplace orareless eas-
ily available. For instance, the installed capacity for non-export jute in the country is
2,700 tonnes perannumversus 10.3 million tonnes for plastic,a significant chunk of
which caters for products that jute products can functionally substitute. With such a
massive gap, phasing out plastics seems very difficult. Given how poorly recycling
efforts,from collection to actual recycling/re-purposing/reuse,are monitored, India’s
plastic problem poses a daunting challenge. Often,a high cost of use at the consumer
level—much likewhat Japan imposes—is proposed asan alternative tobans,but,given
the lack of substitutes, it will be a de facto ban. So, to tackle the emerging plastic men-
ace, India must not only work on encouraging cheaper, readily available substitutes
butalso get its act together on managing plasticwaste better.

Killing access to credit

Madhya Pradesh’s move leaves tribal folk more vulnerable

N PAPER, THE amendment to Madhya Pradesh’s Anusuchit Jan Jaati
Sahukar Viniyam 1972 that the Kamal Nath government has brought
seemsnoble.Afterall,governments must protect the marginalised from
exploitation and usury—there havebeen enough reports, thisyearalone,
of bonded labour to suggest that such exploitation hasn’t been fully eradicated. The
amendment not only waives off all existing loans from unofficial sources for tribal
people in the state but also provides for jail-term of up to three years and a fine of 1
lakh for private, unlicensed moneylenders who try to recover the loan forcibly. Even
licensed moneylenders are nolonger free to negotiate the interest rate with the bor-
rower. But, not only does the Nath government miss the woods for the trees in the
matter, it,in fact,leaves tribal people in the state far more vulnerable than before.

Madhya Pradesh ranks 25th out of 36 states and Union Territories in the Crisil
Inclusix 2018 report. While it does ‘above average’ on credit penetration, it is ‘below
average’ on branch penetration; only 37% of the bank branches in the state were in
rural areas, at the end of June 2018, and each bank office was serving 10,209 people
against the national average of 9,280; commercial banks were serving 14,781.While
17 out of the state’s 51 districts have significant tribal population, just four of the 17
had an‘above average’showing in Inclusix. It is, thus, likely that the bulk of credit pen-
etration from formal sources is happening in the non-tribal districts in the state. But,
while the state needed to crack down on usurious rates and linked exploitation, it has
instead adopted a solution that will mean moneylenders simply stop lending to trib-
als.Without the banks that they need, tribal folk will then simply have no access to
credit. The PM Jan Dhan Yojana may have connected a majority to formal finance
through bankaccounts,butaslongastheyare thought of as“unbankable”for credit—
and the banks can’t be faulted for this—the waiver meansa‘from the frying pan tothe
fire’fate for Madhya Pradesh tribals. It isalso unclearwhether thewaiver extends toall
informal loans, including loans from relatives. If it does, it foments not just trouble
within the community, it hurts tribal households that have lent money, too.

The government could have simply opted for harsh punishment for forced recov-
ery and usury/exploitation while increasing the reach of formal finance, not just
through bank penetration but also by shifting to direct-cash-transfers for various
governmentbenefits.Even if banks can’t treat these funds as some mannerof assur-
ance of recovery, it would have allowed them to screen and target tribal households
showing responsible financial behaviour for extending credit.Asummarywaiver,on
the other hand, means not just increased vulnerability but also increased likelihood
of default on loan repayment from other sources in the hope of a bailout/waiver.

GoldenOPPORTUNITY

PV Sindhu’s rise should inspire India to take right route on
nurturing more such sports greatness

V SINDHU, India’sace shuttler,created historybybecoming thefirst Indian

ever towin gold at the World Championships.Thiswas her third attempt at

thetitle.While Sindhuhad cemented her placein Indian sports historywhen

shebagged thesilverat the Rio Olympicsin 2016,herlatestvictoryhasraised
hopes of the first Indian gold in badminton in the 2020 Olympics. Sindhu’s record of
success says as much about the state of badminton in the countryas her own individ-
ual mettle. Her coach, Indian badminton great Pullela Gopichand, had set up aworld-
classacademywith a grant from the governmentin 2004,and hasbeen instrumental
in raising the level of Indian badminton. His pupils, Kidambi Srikanth, Parupalli
Kashyap and Saina Nehwal, have all secured top positions in world championships.
But,at government-run sports academies, there is little to speak of.

While corruption is a significant reason for India’s poor show, another important
oneisthelackofinfrastructure.The number of government-owned sports facilities in
Indiaarelimited,and even those are not well maintained. Except for cricket,not much
attention hasbeen paid so farto sports.An IndiaSpend analysis reveals that India spent
roughlya third to a fourth of the money spent by the UK,which won 67 medals,com-
pared to India’s two, in the 2016 Olympics. Moreover, while the country spent X750
crore on sport-specific federations, training centres,coaches and otherinfrastructure
between 2012-13 and 2015-16,spending on athletes totalled I60 crore. Per athlete
spending for the country was far less than what some foreign universities spent on
their athletes. If India needs more Sindhus, it must give more Gopichands the requi-
site support to nurture future champions.
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RATE CONUNDRUM

LOWER RATES HELP LOWER THE COST OF BORROWING, BUT BANKS HAVE TO CONSIDER GROWTH
IN DEPOSITS. THIS PREVENTS THEM FROM RESPONDING THE WAY RBI WOULD LIKE

Difficult to sync
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¢2 TACKLING HURRICANES

President of USA, Donald Trump

They start forming off the coast of Africa, as they're
moving across the Atlantic, we drop a bomb inside
the eye of the hurricane and it disrupts it. Why can't

lending rates with repo rate

TIS NOW almostaxiomaticthat
whenever the MPC convenes,
therewill bearate cutin case CPI
inflation is reigning at less than
4% and therisk factors are min-
imal. At present, oil price is down, and
there is little possibility of a spike as
every time supply comes down from
the cartel, the US tends to provide the
required substitution. Besides, the
world is moving towards less oil con-
sumption. The monsoon has turned
normal and, while there can be mar-
ginal shortfalls, it is unlikely that prices
will shoot up. Yes, prices of vegetables
can create panic at times due to the
recent flooding in several parts, but
that would be temporary in nature.

The important question is whether
or not we have been relying too much
on monetary policy for growth,and lost
the plot along the line. The economy
has been stagnating as several sectors
show declining growth and job losses.
The government has chosen to stick to
fiscal prudence and sought to revive
animal spirits through some ‘talk’.The
recent measures announced by the FM
are more in the nature of addressing
pain points of industry, like auto or
SME, or banks and not any additional
fiscal outlays. The withdrawal of the
surcharge on tax to be paid by FPIs is
probably the only one which has fiscal
implications. But, plain talk,not backed
by financial resources, has not worked
in the last three years. That is the dif-
ference between ‘RBI talk’and ‘govern-
ment talk’.‘RBI talk’, also sometimes
loosely called ‘open mouth operations’,
hasworked to cool the currencyand,at
times, interest rates that are market
determined. But, when it comes to the
government,industry does not seem to
be convinced and iswaiting fora‘delta’
toflowin the form of additional expen-
ditureannouncements.This is not hap-
pening.

Captains of industry have been ask-
ing forrate cuts more out of habit,and
RBI and MPC have been obliging with
alacrity. When it was 25 bps, they
argued that it was anaemic and some-
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Chief Economist, CARE Ratings
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thing more potent was required. Last
time,itwas 35 bpsand, hence,industry
should be happy. RBI and the govern-
ment have both been haranguing
banks to lower rates, and the famous
epigram of all discussions in the media
isthat the‘transmissionisrigid’Let us
see howthese numbers have moved in
thelast one year or so.

The repo rate has come down by
110 bps in the last year, ending
August 9, 2019. The first point of
action has to be the deposit rate as it
feeds into the MCLR,which becomes
the indicative rate for borrowers. The
oneyear deposit rate has moved from
6.25-7% onAugust 10,2018 t0 6.35-
7.3% on August 9, 2019. The mid-
point rates have moved from 6.625%
to 6.825%. The mid-point savings
bank rate has, on the other hand,
come down from 3.75% to 3.375%
in this period. The weighted average
rate on term deposits has gone up
from 6.72% in June 2018 to 6.84%
in June 2019.Quite clearly,banks are
cautious here as lowering deposit
rates in general will affect the supply
of funds and, given that deposits are
76-78% of total liabilities,lower repo
rates do not necessarily translate to
lower deposit rates.

Let uslook at the lending side.The
MCLR has moved up from an average
of 7.9-8.05% to 7.9-8.4%—a mid-
point increase from 7.975% to
8.15%—at a time when the repo rate
has been lowered. The WALR on new
loans has moved from 9.45% to
9.68% (June to June), while that on
outstanding loans has increased from
10.26%t0 10.43%.

The question is why lending rates
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are not coming down,when policyrate
hasfallen sharplyin thelastyear? First,
MCLRisafunction of the deposit rates
and, if the latter does not come down
or increases, it does not really point to
lowerlendingrates.Second,evenif the
MCLR comes down, the effective rate

for customers may not come down if
credit risk perception is

This means that the government bond
market reacts well, and those borrow-
inghere tend to gain the most. Here, the
biggest beneficiary has been the gov-
ernment, which has a gross borrowing
programme of 7 lakh crore this year
and canlower costsbyover 100 bpsand
save X700 crore. Also, the gross Tbill
issuance for the year would be above
%10 lakh crore, getting in a benefit of
X1,000 crore in interest payments on
anannualised basis relative tolastyear.
Howabout the corporatebond mar-
ket? Here, interestingly, the corporate
bond spreads over GSecs has moved
upwards quite perceptibly.Itwasby 37
bps for AAAbonds, 71 bps for A rated
bonds and 51 bps for BBB rated bonds
during this one year

higher. And, at times e period. Clearly, the risk

when the economy is in
anacknowledged state of
slowdown, with corpo-
rate sales growing at an
anaemic rate of 5% in
the first quarter,itwould

The recent
measures
announced by the
FM are more in the

perception on commer-
ciallendinghasincreased
and, hence, while GSec
rates have moved down-
wards, the market has
priced corporate bonds

be incorrect not to price nature of . higher.And, if the market
in this riskwhen lending addressing pain reaction is testimony of
to most clients. That is points of industry  the final interest rate,

why the WALR has gone

credit has actually been

up during this period. T H———— s Priced higher.

Therefore, the issue of
transmission must be left to banks,
ratherthanbeing decreed from above,
as interest rate is the price for capital
which should ideally be the reflection
of demand and supply. Supply is
restricted by deposits growth while
demand is screened by banks,based on
quality, where credit risk matters. On
the demand side, it should be realised
that it has not kept pace as thereis still
surplus capacity with industry. Also,
private sector investment in infra-
structure is still limited and, hence,
comes in the way of demand for funds.
The market reaction to interest
rates has, however, been amazingly
proactive. The 10-years GSec has
moved down by 110 bps between
August 10,2018,and August 9, 2019,
364-days Tbill by 143 bps, 91-days
Tbillby 124 bps,and call rate by 90 bps.

India’s stimulus plan short on vision

If Sitharaman and her team can

show some strategic thinking

around exports, India will be on

a roll when global demand

eventually steadies and recovers

INDIA IS BELATEDLY acknowledging
that something’s gone wrong with
what was once billed as the world’s
fastest-growing economy. That’s the
good news. The bad news is that New
Delhi still doesn’t have a cohesive
strategy to reverse the slowdown.

Finance Minister Nirmala Sithara-
man did offer a stimulus package on
Friday.The highlight was the rollback
of a tax surcharge on overseas
investors that she herself had
imposed in July’s budget. It is a wel-
come concession, though there’s no
logicin giving global banksabreak on
derivatives they trade in India while
denying the same tax benefit to local
hedge funds.

This unfair discrimination against
a nascent industry in domestic alter-
native assets is Exhibit A of the non-
strategic thinking that’s clouding pol-
icy-making in India. Exhibit B is the
so-called angel tax on startups, a
much-hated levy that has finallybeen
removed. The tax was introduced by
the previous Congress Party-led gov-
ernmentand treated money raised by
fledgling firms as income. Why did
this instrument for harassing private
businesses stay on the statute books
for seven years, when getting rid of it
was so simple?

The finance minister’s plan to deal
with a long and painful slide in the
auto industry, where July sales
slumped 36%, is Exhibit C. The gov-
ernment will buy more cars for its
fleet, she said. That,and an assurance
that vehicles purchased now won’t
becomeillegal when stricter pollution
standards kick in next year, should
help deal with some of the inventory
buildup. But, carmakers are unlikely
toramp up production until they seea
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sustainable return to normal vol-
umes. That will require dealing with
both depressed incomes of consumers
and a financing funk.

Enter Exhibit D. Sitharaman will
hasten the injection of 700 billion
rupees ($9.8 billion) of additional cap-
ital into state-run banks, a policy she
announced in July. It is not enough.
Lenders still need to absorb the full hit
from 2.4 trillion rupees of bad debt
accumulated in just 16 companies,
which they are trying to address out-
side the courts. Half of that reflects
loans to troubled shadow banks,
according to Credit
Suisse Group AG.The fig-

ident, Donald Trump coming very
close to pressing the tariff trigger on
consumer goods made in China, the
country with the biggest claim to
insert itself into global supply chains
is India, because of the size of its low-
paid workforce. Hong Kong-based Li &
Fung Ltd, the world’s largest supplier
of consumer goods, says it is helping
one American retailer slash its
reliance on the People’s Republic to
20% from 70% in two years. Even if
Trump doesn’t deliver on his ultimate
threat, a large opportunity for India
has opened up.
The three industries
that hold the biggest

ures for haircuts being The three industries promise for jobs and sup-

discussed in the media
are so large that banks

that hold the

pressed wages are textiles,
autosand electronics.The

will have little spare cap- biggest promise for  {:io can,inturn, supporta

ital to expand their bal- jobs and fourth domestic supply
ance sheets. suppressed wages chain—construction and
Aparallel effort by the real estate. But

Reserve Bank of India to

are textiles, autos

Bangladesh is ahead in

link loan rates to its pol- and electronics. The textiles, Thailand is steal-

icy benchmark is a laud-

trio can, in turn,

ing a march in autos, and

able move.Here,though, support a fourth Vietnam in shining in
lenders are bound to d . | electronics.If Sitharaman
look for ways to avoid omeStl.c supply and her team can show
passing on lower bor- chain— some strategic thinking
rowing costs to existing construction and around exports, India will
customers. The govern- real estate be on a roll when global

mentisn’twilling to face

demand eventually stead-

uptothestrategicreality m———r———————— icsand recovers.

that most of its ineffi-

cient state-run banks have no
strengths beyond their large branch
networks,which don’t count for much
in a digital world.

When you’re always fighting fires,
itisdifficult to turn off thewater hose
and start tending the garden.The des-
olate patch that promises the most
potential is exports.With the US Pres-

Allowing larger firms
to flourish, enabling smaller firms to
secure cheap financing and forcing
the state to retreat from business
would be the great news the private
sector has been waiting for.The wait is
becoming interminable.

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

The conclusion is
quite revealing. Lowering of rates by
RBI definitely helps the government
lower the cost of borrowing, which can
beuptoX2,000 croreayear,depending
on the tenure of issuance. However,
when it comes to commercial credit,
banks cannot, and do not, respond the
way the central bankwould like as they
have to also consider the growth in
deposits, which is mainstay for them
and, hence, transmission will be slow,
depending on theirrequirements.Also,
credit risk has to be priced appropri-
ately; and ex poste numbers do reflect
the perception. At a broader level, it
raises theissue of whetherwe should at
all expect banks to lower their deposit
and lending rates when the RBI lowers
thereporate,especiallywhen the mar-
ket does not support such actions as
seen in the bond spreads.

LETTERS TO

THE EDITOR

From denial to

acceptance

Inspite of the steadily dipping
economic trend, the FM presented
Budget 2019 in tones of aggressive
self-assurance, no different than
before. Wiser counsel seems to have
prevailed now, for the government
realises that it had missed vital sign
posts on the way, and is attempting
a course correction, with policy
rejig, in selective sectors, if only to
animate market sentiment. But,
Monday morning's market did not
jump with joy—it was still cautious.
The recent pronouncements of the
FM, no doubt, will carry a much
delayed feel-good factor. The banks
have had sufficient liquidity for quite
a while, but officials remained
circumspect over lending. The FM,
inter-alia, has asked PSBs to lend
without fear of inquisition. With
ministers, secretaries and lesser
officials continuing to face
relentless grind for decisions taken
while in office, one can only hope
that her message would find
effective downward transmission.
— R Narayanan, Mumbai

PV Sindhu’s gold

PV Sindhu has scripted history by
becoming the first Indian badminton
player to win the World
Championship title in singles. This
exemplary feat bears a clear
testimony to her indomitable spirit
and perseverance, with which she
overcame all odds and cemented
herself as one of the greatest
badminton players of the world. Her
final match against a formidable
opponent, Okuhara of Japan, saw
Sindhu display her best en route to
her mammoth win. Sindhu's glorious
journey from a promising young
player to the pinnacle of glory will
continue to act as a source of
inspiration to all budding players.

— M Jeyaram, Sholavandan
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PETER

Visiting fellow, RIS, & former member,
Competition Commission of India. Views are
personal

COMPETITION

COMMISSION OF INDIA

Imagining

CCl 2.0

While the Competition Law Review report is a
comprehensive one, a few issues remain
unaddressed. There is no reference to

the concept of single-economic-entity, which came
up in a few cases prominently in the recent

past. Common ownership and its effect on

HE COMPETITION LAW
Review Committee (CLRC) has
just submitted its report to
the minister of finance and
corporate affairs. This article
looks largely at the anti-trustissues.

A major structural change relates to
the recommendation for a Governing
Board.The CCI’s remit is an amalgam of
advocacy, regulatory, investigative as
well as adjudicatory functions. The rec-
ommendation is that CCI should havea
Governing Board that oversees its advo-
cacy and quasi-legislative functions.
Investigative, regulatory and adjudica-
tory functions, by implication, would
remain with the whole-time members
of CCI. The idea of Governing Board has
been adopted from ex ante regulators

markets remain unaddressed

like SEBI and RBI. CClI is an ex post reg-
ulator, except in case of combinations
(merger and acquisitions). CCI has very
limited legislative functions, unlike an
ex ante regulator, a main function of
whose is making rules for the sector
concerned. And advocacy does not
require a structured system. The wall
between regulatory, investigative and
adjudicatory powers of the whole-time
Members and powers of the part-time
Members might turn porous, CCI being
an ex post regulator.
Anotherrecommendationisthat the
regulatory infrastructure of the CCI
should be boosted by opening a couple
of regional offices for carrying out non-
adjudicatory functions.This iswelcome.
The recommendation to introduce a

‘Green Channel’ for combinations is a
long-standing demand within and out-
side the Commission.

This committee worked on the
emerging developments in the digital
space and recommended: (i) that provi-
sions may be introduced in the law to
identify ‘hub and spoke’ cartels, and (ii)
that agreements that do not fall in the
category of horizontal (section 3.3) or
vertical (3.4) be coupled in the category
of section 3.4 tobe evaluated underrule
of reason. Besides, the committee has
also recommended that transaction
based threshold should beapplied in the
case of combination in the digital space.

Merger of the DG office with the
commission with separation of inves-
tigative and adjudicatory functions has
been recommended. This is not a major
change in the sense that the current
provisions provide for this, except that
the appointment of DG, additional DG,
etc, are currently done by the Govern-
ment, which would simply need to be
transferred to the commission.

CCI may be granted a one-time cor-
pus fund. It also may be empowered to
charge an ad valorem fee
for combination filings.
Obviously, this would
accrue to the CCI corpus

There appears to
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future cases from its ambit.

The recommendation to expand the
scope of section 19(3) to make the list of
factors fordetermining AAEC in respect
of section 3 violations are very relevant
and welcome. However, the provision
thatany other factor maybe determined
by regulations would render it less use-
ful. Giving discretion to the commission
would be a more effective option. In the
current law, a similar provision autho-
rising the commission exists in Section
19(4)(m).

The recommendations call for
including section 4A that allows for rea-
sonable exercise of IPR as a defence
against allegations of abuse of domi-
nance. There is an issue here. Section 4
effectively envisages per se rule. Abuse
of dominance is found to be per se anti-
competitive. Rule of reason cannot be
introduced for IPRwithout vitiating the
architecture of the section.

The recommendation on strength-
ening of the inter-regulatory consulta-
tion mechanism is a step forward, but
falls short of the ideal scenario.

While it is a comprehensive report,a
few issues remain unad-
dressed. There is no refer-
ence to the concept of sin-
gle-economic-entity,

fund.Thisisa majorstepin be no which came up in a few
providing autonomy to . cases prominently in the
CCI. However, if a Govern- reco.mmendatlon recent past.Common own-
ing Board were to come to give statutory ership and its effect on

about,such autonomyisat
risk of being compro-
mised.

Introduction of abench
of NCLAT dedicated to
hearing appeals under the
Competition Act has been

recommended. This is a Y OO, 1|

next-best solution to the
reinstatement of the old COMPAT.

The chairperson and whole-time
members may sit in panels of three in
relation to adjudication, and the com-
position of the panel may be deter-
mined by the chairperson. With only
four members now at the maximum,
flexibility is limited. The recommenda-
tion that there will be no “casting vote”
may not be relevant because with three
members as quorum, the issue of tie
would not arise.

A major recommendation relates to
introduction of settlement and com-
mitment mechanisms. This is expected
to result in swifter disposal of cases.
However, this is confined to section 3(4)
and section 4 only. While exclusion in
the case of cartels isjustified, the exclu-
sion of horizontal agreements other
than cartels will take away a number of

OST OF THE TRIBUTES to

former finance minister

Arun Jaitley, who passed

away last Saturday, have

missed his influence in
decisively changing the course of the Doha
Round of multilateral trade negotiations
at the WTO during August-September
2003.His contribution,and personal qual-
ities, in shaping WTO negotiations needs
tobe recalled.

Jaitleyassumed charge as India’s com-
merce ministerin January 2003,atatime
when the Doha Round was at a crucial
juncture. In accordance with the Doha
Ministerial mandate of 2001, key deci-
sions had tobe taken at the Cancun Min-
isterial Meeting of the WTO, which was
barely a few months away in September
2003.Two topics required his constant
attention—agriculture and the so-called
new issues.

Inagriculture,Jaitley had the onerous
task of not conceding ground to devel-
oped countries, as well as some export
power-houses among developing coun-
tries—Brazil and Argentina—who were
seeking to prise open India’s market for
theiragriculture exports.As the negotia-
tions in agriculture progressed in 2002-
2003, the interests of developing coun-
tries appeared to be getting ignored. But
this changed decisively in August 2003,
when the ambassadors of Brazil and
IndiatoWTO decided to join hands.Their
aimwas to thwart the attempts of the EU-
US partnership to accommodate their

spaper ..r.cia ‘p ress.com

India’s hero at WTO

As the commerce minister
in the Vajpayee govt, Jaitley
pulled off some nifty moves
that changed the course of
trade negotiations at the
WTO in favour of
developing nations

DAS

Head, Centre for WTO Studies, IIFT, Views are personal

mutual interest,while marginalising the
concerns of India and other developing
countries.

The fledgling coalition forged by the
diplomats of Brazil and India in Geneva
required a formal approval at the political
level in New Delhi. Fearing that the price
of aligning with Brazil would be to grant
market access for its agricultural prod-
ucts into India, some quarters in the
Indian government were strongly
opposed to the coalition. Jaitley showed
immense foresight and astuteness in
sensing the value of this coalition. He
moved with determination and suc-
ceeded in changing the mind of one his
influential ministerial colleagues, who
was the main person opposing the coali-
tion.

Further, recognising the utility of hav-
ing China on his side, he openly wel-
comed that country as a member of this
coalition. Eventually,on 20 August 2003,
the G20 coalition in agriculture was
established. And the rest, as is often
recognised at WTO, is history. Hence-
forth, it would be the developing coun-
tries,and not EU-US combine, that would
be the most influential voice in agricul-
ture negotiation. Jaitley was one of the
principal architects of this tectonic shift
at WTO.

Let us now turn to another subject in
the Doha mandate,in which Jaitley made
seminal contribution—the four new
issues: investment, competition,govern-
ment procurement and trade facilitation.
At the insistence of the EU and the US,

powers to CCl to
seek and obtain
information and
data for non-
enforcement work

ARUN JAITLEY

markets remain wunad-
dressed. The neutrality
between publicand private
sector enterprises hasbeen
diluted over the last few
years through exceptions
to public sector banks in
combination process, etc.
One expected the commit-
tee torecommend roll back of the same,
given the combination regime is pro-
posed to be streamlined and modified
substantially. Criminalisation of cartels
seems to have been merelylooked at by
the committee. Noarguments in favour
of oragainst the same hasbeen madein
thereport.Itistime to startadiscussion
on the need for criminalisation of car-
tels to weed out this cancer. Market
studies have been recommended. How-
ever, there appears to be norecommen-
dation to give statutory powers to CCI to
seek and obtain information and data
for non-enforcement work like this. Pro-
visions exist in mature jurisdictions like
the UK. Thiswill enable the commission
toinitiate suomotu casesasalso to eval-
uate the state of competition in major
sectors of the economy and suggest pol-
icy changes to the government.
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Getting out of the

economic coma
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Author of Making growth happen in India

Misaligned monetary policies are at
the root of the current rot

VEN AFTER 28 years of reforms, India is still confused

about what market reforms are. There is lack of confi-

dence about their satisfactory working. So,we find a lot

of good samaritan interventions,even from‘notanswer-

ableto people’regulatorswho tend toarbitrate between
consumers and producers instead of working on making markets
more functional. Similar confusion on trying to balance savers’and
investors’ interest, pensioners’ and borrowers’, levels of capital
account convertibility have led to instability in various monetary
metrics. This perhaps is one of the main villains of the current eco-
nomiclogjam. India has near-full capitalaccount convertibility. Quib-
bles on the definition aside, despite restrictions on tenure, interest
rates,security,etc,we are able to raise far more loans thanwewant in
forex. The size of our forex reserve is such that no overseas lender
believes that an Indian corporate would default because RBI would
failto providerequisite forexat the time of repayment; defaultifany
would be due to the corporate’s own failure. After 4-5 rounds, many
overseas banks have developed confidence about regularborrowers.
While the country’s risk premium has gone down (due to better rat-
ing and perception), borrower risk premium is also going down.
Although there have been some mammoth overseas transactions by
Indian corporates, there is still some distance to cover.

As aresult, the dollar interest rates commanded by Indian bor-
rowers is at a much lower level than domestic ‘administered’ rates
and in linewith the rates in world markets. Between two open (capi-
tal) markets, the interest rates should converge,and where they will
settle depends on the relative size and strength. But, to protect pen-
sioners and the poor, we are stubbornly holding up domestic rates,
creating problems for investment, capacity utilisation and jobs.

Therearevariousways to converge the $ ratesand S interest rates
with differing consequences.Onewayis tolet the domesticrates drift
to S interestrates.Thiswill cause lesseraccretion to ourreserves.Both
demand and supplywillbe more equally distant from the pure trade-
account-dollardemand and supply,and, hence,will be unlikely todis-
turb thelatter.Thisiswhat ourmisaligned policies donot permit.The
surplus from capital account keeps the dollar cheaper, making
imports more attractive and taxing exports. The second way is to
makeborrowers hedge theirexposures fully.Orimposeataxoninter-
est paid overseas. This will increase the dollar loan costs,converging
the domestic rates with $ interest rates and reduce the surplus dol-
lar supplies from the capital account. But, the purpose of capital
account convertibility is to source cheaper capital for faster growth.

The third way may be to impose physical limits on capital dollar
and restrictittoimbalancein trade dollar (plus remittances). RBlmay
be allowed to accrete only 2-3 months of CAD or trade deficit per
annum till forex reserves fall back to six-month’s import cover from
the 10.9 months now. This would mean partial roll-back of convert-
ibility or discretionary action by RBI that is not market-based. The
fourth,one-time devaluation,maynot help byitself since the capital
dollar market does not care for absolute levels as much as its move-
mentduring theyear,whichit translatesintointerest ratesand adds
totheinterestrates exchanged by the parties.Itwould helpif RBIand
the government openly declare that they would depreciate the cur-
rencyas muchasthedifference between the domesticrupee interest
ratesand capital dollarinterest rateswould warrant on ayear-on-year
basis. In such a case, the players would price it in and the resultant
would be equivalent to the X interest rates. However, thiswould nul-
lify the beneficial effect of capital account convertibility altogether.

Inconsistent monetary policy,whereinflation,exchangerateand
domesticinterest ratesand markets are messed around with,leads to
lack of competitiveness and unemployment. Our growth and mar-
ketsarebeing gifted to overseas players.Thereislittle else toblame for
our misfortune now—fiscal deficit, CAD, reserves, debt/GDP, public
investment ratio,are all favourable and should, at better times,be an
ideal launch-pad for growth acceleration.

The ideal action for the monetary authorities would be a mix of
various alternatives. The trade dollar (without the influence of capi-
tal dollar) truly represents the cost competitiveness of the economy.
Thisiswhatwould determine capacity utilisation and employment.
Asexplained herebefore,capital dollar does not depend on dollar lev-
els.Effort should be made to stabilise $/3 rate in the combined mar-
ket.Capital account should beliberalised on the outbound account as
well, so that dollars sitting in reserves and invested in US treasuries
earning 1% and 2%, can earn a lot more.Tax on dollar interests and
limits on reserves accretion would make the exchange rate converge
towards trade dollar levels. The government should also reduce the
spread over inflation on domestic interest rates. But to lessen the
impact on pensioners, it should target interest ‘subsidies’ by paying
them 1-1.5 % extra uptoa specified extent.This can be financed out
of the tax the capital dollar coming in without imports.

and supported by other developed coun-
tries, these issues had gate-crashed onto
the WTO negotiating agenda.At the Doha
Ministerial Conference in 2001, India,
along with a few other developing coun-
tries, had strongly resisted commencing
negotiations on these issues.They saw lit-
tle merit in overloading the negotiating
agendawith newissues that did not hold
promise of creating reciprocal benefits
for developing countries. In 2003, the
mantle fell on Jaitley to prevent negotia-
tions on these issues from moving ahead
at the Cancun Meeting. How he achieved
this provides many lessons in negotiat-
ing strategy and also demonstrates some
of his finest personal qualities. In this
context, it is worth recalling some
episodes at the Cancun Meeting.

First, in one of the small group meet-
ings, Robert Zoellick, the Trade Repre-
sentative of United States,sought to give
a particular twist to the Doha mandate,
which would have been adverse to the
interest of developing countries.Jaitley’s
quick thinking saved the day. Using his
immense legal skills, he completely
turned the tables on Zoellick,whowas no
mean lawyer himself.

Second,in anotherincident at Cancun,
a marathon meeting, lasting almost 7-8
hours,had just ended at 4 am. Jaitley came
out of the meeting room, looking com-
pletely exhausted. He was promptly
informed that his next meeting would be
heldwithin 3 hours.Asthe meetingwas on
an issue of immense importance to India,
heignoredhis tiredness and tooka detailed
briefing on it for almost 2 hours. His per-
sonal comfort took a back seat, when it
came to protecting national interest at
WTO. Through his actions that day, Jaitley
taughtall of usyoung officers the meaning
of commitment to the task at hand.

The third incident concerns the coali-
tion of about 100 countries against the
newissues created at Cancun.Ata crucial
juncture, rumours were rife that a key
country was planning to abandon the
coalition.Jaitley played his masterstroke.
He convened a press conference where
the minister of this key countrywas made
the centre of attraction. This minister
clearly enjoyed the glare of international
media and any thought of leaving the
coalition was quickly abandoned.

In the face of opposition from more
than 100 countries, the Cancun Ministe-
rial Meeting collapsed without taking
any substantive decisions. From the dis-
cussions,itwas clear that atleast two out
of the four new issues would not remain
on the negotiating agenda. And so it
proved to be in August 2004. This came
about in no small measure due to Jaitley’s
multi-faceted skills at Cancun.

Immediately after the Cancun meet-
ing collapsed, domestic and interna-
tional media surrounded Jaitley. His
statesmanship emerged in this
impromptu media interaction. He
resisted the temptation of playing to the
gallery and, unlike some of his counter-
parts from key developing countries, did
not take any credit for collapse of the
meeting. His measured statement
ensured that India would not be singled
out as the main country responsible for
the collapse of the WTO meeting.

For those of us who had the privilege
of interacting with Arun Jaitley at Can-
cun, his razor-sharp thinking, commit-
ment to duty, strategic approach to nego-
tiations and courage in taking on the
developed countries, evident in ample
measure at this crucial meeting, shall
remain an abiding memory.

May your soul rest in peace, Sir.

(While working as a Director in the
department of commerce, the authorwas
part of India’s official delegation to the
Cancun Ministerial Meeting of WTO held
in 2003.)
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