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How can govt ask Amazon,
Walmart for supplier data?

Bad enough to change FDI rules after Walmart paid $16bn
for Flipkart, govt now wants data that can benefit their rivals

HE GOVERNMENT'S BLOW-hot-blow-cold policy approach towards global
multi-brand e-retailers such as Amazon and Flipkart is perplexing since,apart
from the fact thatitis supposed tobe trying toattract FDI,the samerulesdon’t
seem to apply to local e-retailers, many of whom also have foreign investors,
even if not at the level of the retailing subsidiary. It doesn’t help that these changes—the
government insists they are merely clarifications of existing rules—come after global
retailers have spent billions of dollars ($16bn in the case of Walmart’s Flipkart acquisi-
tion) to set up operations here,and have lakhs of employees as well as local suppliers.

Oddly, the government first allowed global players to set up shop in India via what is
called the ‘marketplace model’ even though FDI is not allowed in multi-brand retail. But,
afterbillions of dollars came in to set up millions of square feet of warehouses with world-
class logistics, the government changed the rules frequently. In what is the latest change,
the industry ministry wants these e-retailers to share details of the top five vendors sup-
plying merchandise on their marketplace, the product categories they supply, their share
of overall sales, the kind of support provided by the platform to these sellers (that probably
means marketing marginsand other commercial arrangements), the share of privatelabels
inoverall saleson the platform,where theseare sourced from,etc.One could argue that the
governmentisjust trying toensure the rulesare being adhered to,but much of thisis priv-
ileged information, and can quite easily get leaked to the competition. In any case, if the
government can prove its rules are being violated, why doesn’t it take action? The infor-
mation hasbeen sought following complaints by retailerassociations like CAIT,which have
alleged FDI norms are being flouted; they argue that while FDI is not allowed in multi-
brand retail, these marketplaces are surreptitiously funding ‘deep discounting’, which is
what is making customer flock to online marketplaces.

Having got the large investment,itwould appearthe government doesn’twant toantag-
onise local retailers—also a big voter constituency. So, after it looked the other way when
FDI came in by the billions using the fiction called the ‘marketplace’model, the rules were
changed—Ilast December—to ensure that supplies by a vendor on a marketplace were
capped at 25% if they had a common FDI parent.The new policy also prohibited e-tailers
from exclusive tie-up with suppliers, like a mobile phone manufacturer, for instance. The
rules also decreed that marketplaces should not discount prices, only manufacturers or
sellers are allowed to do that.

While it is not clear what an appropriate or fair level of discounting is,amazingly, the
samerules donotapplytolocal e-commerce platforms—many of whom also have foreign
investment at the parent level—like those of Reliance Retail or Future Group.Also, ‘deep
discounting’hasbeen permitted in other sectors; while incumbent telcos argued that RJio
was indulging in predatory pricing by offering free calls and unbelievably low data-rates,
even the Competition Commission of India (CCI) refused to act on this.Indeed, while this
wasjustified byarguing that RJio’s market sharewas toolow forit tobe indulging in preda-
tory pricing, the same should also apply to online e-retailerswho have a market share of 1-
29%.Also,since the government viewwas that consumerswere benefitting fromlowtariffs,
thesamelogicshould hold foronline shopping. Itis true that foreign e-retailers haveaccess
to capital, but theyare also investing billions of dollars in India,and thereby creating lakhs
of jobs and allowing lakhs of MSME:s to find buyers across the country. If the government
wants the huge amounts of FDI flowing into the e-commerce space, which it appears it
does,it must stop pandering toeverywhim of local retailers; local retailers mustlearn tolive
with the competition justas steelmakers must stop demanding protection from imported
products if the latterare cheaper.

Fighting fake news

Need more tie-ups like Mumbai cyber-cell with a startup

HE MAHARASHTRA CYBER police did well to tie up with a fact-checking app,

Logically, to detect fake news and bias ahead of the assembly elections; Logi-

callywas monitoring social media platforms like Facebook,WhatsApp,YouTube,

and Instagram forviolations of the Model Code of Conduct,and reporting these
to the Election Commission. It is not clear how many such violations were reported this
timearound,but during the general elections,going by lawminister Ravi Shankar Prasad’s
reply in Parliament, a total of just 154 instances of fake news were detected by the Elec-
tion Commission and reported to various platforms; given the kind of misinformation
floating around on social media, the number looks quite small, suggesting the govern-
ment hasalongwayto gowhen it comes to detecting and tackling fake news.Indeed, the
government itself has been so worried about the proliferation of fake news, a year ago, it
even asked all telecom service providers and internet service providers to explore how
Instagram, Facebook, WhatsApp, Telegram, etc, could be blocked; the IT secretary had, at
that time, even said he expected all platforms to behave in a responsible manner.

IT and telecom minister Prasad, in fact, has been having a running confrontation
with social media firms on the need to share information with the government in a
lawful mannerin case there is such a need. Interestingly, the same point was madeina
letter to Facebook chief Mark Zuckerberg by US Attorney General William Barr; the UK
secretary of state, the US secretary of Homeland Security,and Australia’s home minis-
terwere other signatories to Barr’s letter.

While thatisalargerbattle that maynot get resolved soon, the governmentwould do
well to keep engaging social media firms in finding solutions, and get more firms like
Logically on a common platform to help track fake news faster on a 24x7 basis; indeed,
some social media firms are doing similar work,and the government should help build
on that. Barr’s letter, in fact, said that more than 90% of the 18.4 million reports to the
US National Centre for Missing & Exploited Children in 2018 were those made by Face-
book (based on what it gleaned from people’s posts/messages); his letter, as it happens,
was warning Facebook that such complaints wouldn’t be possible if the social network
did end-to-end encryption of messages on it. WhatsApp, similarly, had tied up with
factchecker BoomLive for detecting fake news,and even had the Hyderabad police onits
app to do the same thing; those in the city could forward messages to the police on, say,
alocal gang of kidnappers,to get a confirmation.Ideally,nodal officers forall state police
should be on the same fact-checking app,as should credible news organisations.

AYUSHmanBharat

Ayush should be covered under Ayushman Bharat,
provided there are explicit treatment standards

IVEN HOW THE government has been a staunch advocate of strengthening
alternative medicine under the aegis of the Ayush (ayurveda, yoga, unamni, sid-
dha, and homoeopathy) ministry,itis ratherodd that these forms of treatment
have been kept out of cashless insurance coverage under the Pradhan Mantri
Jan Arogya Yojana (PMJAY).While the Ayush ministry,as perareport in Hindu BusinessLine,
has proposed the inclusion of 19 ayurveda,unaniand siddha,eight yoga and six naturopa-
thy treatments under PMJAY, health ministry officials seem tobelieve thatincluding these
underthescheme couldlead tofraud,given howitwould be difficult to control forleakages
ina scenariowhere it is “difficult to ascertain that hospitalisation is for correct purposes”.
While the ailments for which the Ayush ministry is seeking inclusion under PMJAY,
including mental illnesses like clinical depression, can be treated or managed with allo-
pathic treatment, bringing Ayush treatment under PMJAY is a key step towards encour-
aging alternative medicine. Experts say the lack of standardisation in treatment within
Ayush disciplines means anybody can open up a centre and bilk the government and
patients.The government must pay heed to this. Given how most alternative medicine is
proprietary—forinstance,the composition of most ayurvedic medicinesisbased not just
on texts, but also on the practitioner’s own tweaking of recipes—this will be a difficult
proposition.Against such abackdrop, the Ayush ministryworking with AIIMS to develop
protocols for specific treatments, or using findings of scientific research to bolster evi-
dence of efficacy, will help in the long run. The ministry, meanwhile, needs to focus on
compiling treatment templates from the texts and making them available to the National
Health Authority to make a stronger case for inclusion.

: OpInion

HESE DAYS | am often

asked,“Asaconsultant,what

is your prognosis of the cur-

rent situation and expecta-

tions of the future?” My
answeron thefutureissimplythatinthe
long term, growth is driven by only two
things: right demographics,and produc-
tivityimprovement.On the former, there
isnodebate.Onthelatter,thereare open
questions.Reformagendatoharnessthe
combination of entrepreneurial energy,
new skills and industrial technologies,
competitive factor markets, enabling
infrastructure, and supportive regula-
toryregimeare critical. The NDAgovern-
ment has continued the reform process,
and the recent corporate tax cut is the
third radical economic reform after IBC
and GST (which,1agree,are stillworks in
progress and needs fine-tuning). The
Competitiveness Indexrecentlyreleased
by the World Economic Forum placed
India at number 68—a fall of 10 ranks
from last year, which shows much work
stillneeds to be done.

This article is not about the future,
but the present,of whatails the economy.
Experts have offered many reasons
behind the slowdown, ranging from
NBFC credit squeeze, risk averseness of
bankers, high deficit (including off-bal-
ance-sheet debt)with falling savings rate
squeezingout private investments,neg-
ative sentiments from overzealousness
of taxand enforcement authorities,and
stressed balance sheets of infrastructure
companies to slowdown in real estate
sector from combination of demoneti-
sation, GST,and RERA.And, I am sure
others reasons can be added to this list.

All these explanations are right,with
different degrees of impact.The govern-
menthas taken stepstoaddress many of
them, the latest being the bold move to
cut corporate tax to promote invest-
ments. But, as some observers have
pointed out,manyof thesemeasuresare
focused on stimulating the supply side,
andwillneed alonger timeline to deliver
benefits.We have to stimulate consump-
tion, which contributes to just under
60% of GDP and is the biggest driver of
growth in the short-term. This has

becomeabiggerimperativeasslowdown |
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¢ OUT OF CONTROL

BSP leader Mayawati

Ever since the BJP government was formed in UP,
every kind of crime and sensational incidents have

< been increasing in this big and important state, which
- has made life miserable for the common man

DISSECTING SLOWDOWN

HIGHER INCOME SEGMENTS ARE DRIVING GROWTH, AND WILL DO SO IN THE FUTURE. THE GOVT
MUST PLAN DUTY STRUCTURES ON GOODS/SERVICES ACCORDINGLY

Get wiser about consumption
to push growth up

BHATTAC HARYA

Managing Director and Senior Partner, BCG

Views are personal

in domestic consumption is not being
compensated by increased growth in
investments and exports. And, given
some of the challenges outlined earlier
and the unsettled state of the global trad-
ing regime, a rapid upturn in these two
drivers of growth seems challenging in
the short-term.

To develop effective policy options
for driving demand, we must first
understand what is happening to it.
Here, we find an interesting pattern
unfolding which can get obscured by
media headlines unless we de-average
carefully. For example, the headlines
have been indicating the dramatic and
continued slideinautomotive salesand
its impact. There is absolutely no doubt
that addressing the short-term chal-
lenges of India’s biggest industryis crit-
ical. The government has responded
with several steps, like higher deprecia-
tion and removing ban on government
vehicle purchase, to reverse this slide.
Lower interest rates should also help.
But,tome,the more interesting‘data’to
note are anecdotes which suggest that
sales of small-ticket mass consumption
products—like glucose biscuits or bicy-
cles—have fallen, and production vol-
umes cut. This suggests that even mass
consumer goods that were least
impacted during earlier economic slow-
downs are hit along with sectors like
automotive this time. Surprisingly, at
the same time,manyhigher-end brands
across consumer categories continue to
show robust growth. For example, in
skin-care products, like moisturisers
and body lotions, premium brands are
growing much fasterthan massbrands.
Similar patterns are observed across
product segments ranging from sham-
poostomobiles,and evenalcoholicbev-
erages. In motorcycles and cars, entry-

?

level brands are de-growing at a faster
pace than premium brands.

Clearly, there seems to be differen-
tial slowdown of demand across cate-
gories,and insidea category.To under-
stand root causes for slowing demand
of even small ticket price mass con-
sumption products, we have to de-
average theincome pyra-
mid and consumption
patterns,and understand
and separate the histori-
cal shift in consumption
pattern from the short-
term impact of economic

Policy
interventions must
have differential
targets to make

The big question in the short-term is
why has mass consumption demand
slowed down faster than this shift in con-
sumption pyramid should suggest. Now
here, I offer a hypothesis for considera-
tion as I don’t have enough robust data
to back it up. My logic has three parts.
First,while we have seen an average per
capita growth of over 6% over the last
few years, most of this has gone to the
upperincome segments of Affluent and
Elite; NB and Aspirers have seen slower-
than-average income growth. Second,
the households in these lower income
segments havebeen hitthe hardest from
the impact of demonetisation and GST
asmany of themwould be engagedin the
informaland SME sectors,which,reports
suggest, have been badly
affected. Combined with
recent NBFC credit
squeeze, the consumption
of householdsin these two
income segments has
slowed down faster than

slowdown for effective . theaverage.And third, this
policy interventions. them effective, demand gap has not been

A decade ago, the dis- instead having a compensated by the
cussion on consumption one-size-fits-all higher consumption

growth in India was all

(higher consumption rate

about ‘Next Billion’ (NB) approach *higher priced products) of
households, i.e., house- the Affluent and Elite
holds emerging from the m— s households. The reasons

lowest income segment,and

starting their consumption journey.In
2010, the NB households and the next
higherincome segment (BCG calls them
Aspirers) drove 60% of the total con-
sumption,and were growing the fastest.
Fast forward ten years, today, this share
has fallen to around 40%, and in
anotherdecade,will fall furtherto below
30%.0On the other hand, the consump-
tion share of the top two income seg-
ments (BCG calls them Affluent and
Elite) will have increased from less than
209% to slightly below 50%. So, clearly,
the consumption pyramid and growth
ratesare undergoingaradical long-term
transition. Higherincome segmentsare
driving growth, and will do so in the
future.We have tounderstand thiswhen
we plan the duty structures on goods
and services, and label some as luxury
and others as mass.

Growth outlook calls for rate-cut in Dec

Broadbased slowdown, if Diwali demand
remains muted, may shave off 30 bps from

BofAML’s existing 6.2% GDP growth

forecast for FY20.RBI should cut 25 bps in

Dec, despite Oct inflation at 4.6%

OUR UPDATED BOFAML IndiaActivity
Indicator continues to point to a broad-
based slowdown for another quarter.
This likely poses a further 30bps down-
side risk to our 6.2% FY20 GDP growth
forecast. (We will review after getting a
sense of the October 27 Diwalidemand.)

Growthas perourIndiaActivity Indi-
cator dropped to 3.3% in August from
6.7% in Julyand 7.2% in April-June (see
graphic). All its seven components
slowed down from July.With the Diwali
festival due earlier on October 27 from
November 7in 2018,activityshould log-
ically have picked up. Note our monthly
BofAMLIndiaActivity

Indicator is a comprehensive high-
frequency indicator of seven compo-

BofAML India Activity Indicator fell sharply in Aug
——— BofAML India Activity Indicator y-o-y (%)
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nents to gauge growth momentum of
the Indian economy.

We expect RBI MPC to cut another
25bps on December 5 (see graphic)
despite tracking October inflation at a
relatively high 4.6% on a temporary
onion price hike.Asbankslink theirlend-
ing rates on retail/SME loans (~40% of
bank book) to external benchmarks, like
the RBIrepo rate, this should reduce the
cost of credit before the October-March
‘busy’industrial season intensifies.

RBI stepping up durable liquidity to
contain lending rates: We continue to
expect the RBI to step up infusion of
durable liquidity ($20bn FYTD, $40bn
FY20 BofAMLe) to containlending rates
in the ‘busy’ season. Despite the recent
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step up in public spend pushing the
moneymarketintoasubstantial tempo-
rarysurplus; RBlhasbought $7+bn of FX
recently to ensure adequate durable lig-
uidity. Unless FPIflows revive,we expect
it toresume OMO by the winter.

The MoFmay cutincome tax to stim-
ulatedemand ifthe on-going Diwali fes-
tivaldemand turns out tobe reallyweak.
We estimate that the Direct Tax Code’s
new income tax slabs, as reported in the
media,willlikely costabout 0.8% of GDP.
Giventhatthe corporatetax rate cut has
already cost the fisc 0.7% of GDP, the
bar for an income tax rate cut remains
very high,in our view.

Edited excerpts from BofAML’s India

Activity Indicator (October 16,2019)

...will push RBI MPC into 25bps rate cut on Dec 5

BoFAMLe
RBI repo rate

i,

April 2019 Oct 2017

Broad-based slowdown as all constituents fell, auto led the fall

2018
Component Wt Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb
Real cash demand 357 | 29.9| 26.6| 24.8 22.9 | 20.8/ 19.9| 18.2| 19.7 | 19.0| 18.1 [16.6|
Real credit 188 | 96/ 94 89 7.8 | 9.8 82| 96 105|114 114 |11.7
Traffic Index 162 | 85 58| 64 80| 77| ¢8| 88/ 51| 54| 46 | 25|
P 135 | 45 38| 70 65| 48 46| 84 02] 25 16 | 0.2]
Auto Sales 5.5 zms 35.8| 44.9 214 | 19.6] 16.0| 21.8] 91| 25 53 | 51|
Capex 55 | 67 197|123 199 | 255 141|227 7.7|149| 52 | -0.6]
Construction 47 |207| 12.6/13.8 107 | 139 114|175/ 9.1 109105 | 8.0]

BofAML India ACT 100.0

Source: BofA Merrill Lynch Global Research Estimates

19.4| 17.4]17.3 157

[152] 13.5[15.2] 123 [127] 11.8 [103]

Jul 2020

2019

Mar Apr May Jun Jul  Aug
13.9 | 11.8 11.4 | ERAR |
104 | 10.6 105 | 97| 11.0 | 93
17 | 43 -14 | 04| -04 | 31
27 | 32 45[ 12| 46| 11
19 | 28 -31 | 43 -134 | -19.2
25| 51 58| 53| -32|-151
151 | 27 33| -10 78| -42

97 | 78 79[ 59| 67] 33

could be a combination of
higher tax rate on ‘luxury’ goods, sub-
dued  ‘animal  spirits’ from
stagnation/volatility/erosion invalue of
real estateand stock markets—the main
wealth vehicles—and negative senti-
ments from overzealousness of tax
authorities as well as recent increase in
personal income tax.

That brings me to my key conclu-
sion. If we want to pull the consump-
tion growth levers,we need to under-
stand this de-averaged view, both the
root causes of the short-term behav-
iour,and the long-term shifts.We have
to design and target policy interven-
tions differentially to make them
effective, and not simply go with the
more convenient option of a one-size-
fits-all strategy. What that could be is
something that I leave to the judge-
ment of our policymakers.

LETTERS TO

THE EDITOR

FATF not blacklisting

Pakistan

With support lent by its allies, such
as China, Turkey, and Malaysia,
Pakistan had avoided the ignominy
of being placed on the blacklist of
the Financial Action Task Force
(FATF) that acts against terror
financing in the world. While India
had been persistently mobilising
international support to isolate
Pakistan and put pressure on it to
dismantle the infrastructure of terror
being operated with impunity within
its borders, there is no discernible
sign yet on the ground to suggest
that Pakistan has mended its ways
and refrained from promoting cross-
border terrorism. Countries like
China and Turkey, which support
Pakistan for their own strategic
reasons, would do well to
understand and appreciate the fact
that turning a blind eye to acts of
terrorism would only endanger the
peace and stability of the world.

— M Jeyaram, Sholavandan

Uncertain Brexit

Brexit was perhaps as misconceived
as the efforts to give it a practical
shape have been. British-Irish history
had long been troubling finalisation
of a Brexit deal. Despite the Irish
political demarcation into The
Republic of Ireland, a sovereign
nation, and Northern Ireland, a part
of the UK, both had managed to
keep their bonds strong under the
EU's economic umbrella. Brexit
would be an anathema to this. To
assuage Irish sentiment, the deal
provides for a customs check
protocol at port on Irish Sea, rather
than a hard border within. This could
well have been done three years
earlier. In voting for a delay to pass
the Brexit accord by October 31,
2019, the MPs have yet again
chosen pedantics over pragmatism.
Brexit stays as uncertain as ever.

— R Narayanan, Mumbai
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PORTRAIT: SHYAM KUMAR PRASAD

RECORD CAFE: CHANDRA
BHUSHAN, ENVIRONMENTALIST

here's utter

confusion on
plastic waste
regulation in

the country

India intends to move away entirely from
single-use plastics by 202 2. Prime Minis-
ter Narendra Modi even mentioned the
goal of making India a plastic-free nation
in his speech at the United Nations Gen-
eral Assembly last month. Yet the fact is
India hasn’t had much success with plastic
waste regulation despite ambitious policy
moves. Environmentalist Chandra
Bhushan tells FE’s Sarthak Ray what ails
India when it comes to meaningful action
on reducing plastic waste. Excerpts:

What does India’s plastic regulation
provide for,and where does it fall short?

We have many regulations on plastics.
Thebigone,of course,is the Plastic Waste
Management (PWM) Rules, 2016, with
specific obligations for every stakeholder
in the plastic supply-chain,including the
extended producer responsibility (EPR)
for producers,importers,brand owners.

The Solid Waste Management Rules
(SWM Rules),2016,also have provisions for
plasticwaste, including EPR. But thereis a
difference in EPR provisions under SWM
Rulesand PWM Rules.SWM Rules say that
manufacturers/brand-owners shall pro-
vide financial assistance to local authori-
ties for establishing waste management
systems to fulfil their EPR. PWM Rules,
however,don’t mention the financial con-
tribution tolocal authorities.Instead, these
direct manufacturers/brand-owners to
collect waste through their distribution
channel or thelocal body concerned.

The Biomedical Waste Management
Rules, 2016, mandated phase-out of chlo-
rinated plasticbags,gloves and blood bags

within two years. This has not happened.
Then there are state regulations ban-
ning single-use plastics (SUP). Odisha has
defined SUP as polythene carry-bags, bot-
tled water of less than 200ml, disposable
cutlerymade of thermocoland plasticsand
decorative materials (flower and the likes)
made of thermocol. UP has excluded
200ml plasticwaterbottlesand decorative
materials, and included disposable tum-
blers, in the definition of SUP.Tamil Nadu
hasdefined SUPas“useand throwplastics,’
which include plastic carry-bags, flags,
plastic sheets used for food wrapping and
spreading on the dining table, plastic
plates, plastic-coated cups,tumblers,water
pouches and packets. So, states have a dif-
ferent definitions of what constitutes SUP.
Frankly, there is utter confusion on
plasticregulation in the country.It’s time
we brought synergies in the rules and
developed a national definition of SUP.

India has tried to regulate plastic pol-
lution foratleast two decades now.And
yet nearly every stakeholder seems ill-
prepared.Isregulation the problem, or
is itindustry and consumers who have
simply failed to respond?

The problem is with regulations, and
with consumer awareness and industry’s
status-quo approach. Consumer apathy is
atthe core of the problem.Weall talkabout
plastic pollution, but end up using poly-
thene bags. We crib about dumpsites, but
litter ourselves, and waste segregation is
still to take off meaningfully.The industry
has not been very responsible either.
Despite knowing the problem, it has kept

waiting for the government to bring regu-
lations. No company in India has shown
leadershipin dealingwith plastic pollution.
We enact regulations, but don’t plan
for implementation. For example, we
don’t give enough time to the market or
local governments to adapt to new rules.
Also, our approach to rule-making is
command-and-control or ruling with a
stick, to be precise.The experience of the
past 20 years should have made it clear
that regulations and penalties are not
sufficient to eliminate the use of SUP.We
needatransformation in the marketand
the municipal services to achieve this.
This will require both stick and carrots.

EPRhasbeen part of Indian regulation
for some years. Yet not much seems to
have happened here...

Current EPR provisions are designed
for failure. For instance, we can mandate
and enforce EPR on the formal sector, but
they account for only 50% of multilayer
plastic use. Small businesses and the
informal sector use the remaining 50%.
How doyou enforce EPR on them?

Also, big companies outsource their
EPRs to plastic recycling organisations
(PROs), which are supposed to collect
plasticwastes on behalf of the companies
and send them for recycling. But there is
evidence that PROs are involved in dou-
ble-counting and data-fudging.I don’t
think the PRO model will be useful in ful-
filling EPR obligations.

Afundamental mistakeweare doingis
by separating plastic waste management
from the wider municipal waste manage-
ment. Proper plastic waste management
will only happen if there is good munici-
pal waste management. EPR provisions
will have to be designed for this reality.

Shouldn’t we be more focused on recy-
cling than bans, given almost 40% of
the plasticwaste generated in the coun-
try remains uncollected?

We will have to do both. Ban those
products thatarenotrequired orhavean
alternative,and improve recycling.

Today, all the valuable plastics are
recycled in the country.In fact,India has
one of the highest rates of plastic recy-
cling.Whatis notrecycled is multilayered
plastics (MLPs) or plastics that are too
contaminated with other wastes.

Toincreaserecycling,we mustimprove
segregation of wasteat sourceand improve
the collectionand transportation of segre-
gated wastes. Currently, the unsegregated
waste containsalot of contaminated plas-
tics. If the plastic waste is dirty, smeared
with food, it doesn’t enter the recycling
value-chain as it is not viable to invest
effort and resources in cleaning up the
plastictoretrieve recycling potential,if any.

Similarly,as MLPs contain several poly-
mers, they can’t be recycled. At best, they
can be incinerated in cement plants, used
asarefuse-derived fuel (RFD),used inroad
construction or for making down-cycled
products. As they fetch a lower price, they
are not collected.To deal with MLPs,waste
segregation and collection becomes very
important.That iswhyI have keptarguing
plasticwaste management can’tbetreated
asseparate from solid waste management.

The governmenthasbanned use of plas-
tic carry-bags below a certain thickness
(50 microns). Does this help in any way?

Theargumentin favour of thicker plas-
ticisit makes plasticcarry-bags costlierand
discourages use-and-throw culture.Also,a
thicker plasticwaste fetches a higher price
and hence is likely to have a higher recy-
clingrate.But thisargumentignores many
ground realities. Firstly, recycling rate
dependsonsegregationand collection,and
notonly price.Secondly, thisis not likely to
reduce the amount of plastic in the envi-
ronment. If people completely shift from
thin plasticcarry-bags to thicker ones, total
polymer consumption might increase. So,
ifthevisionisa plastic-free India, then the
first step should be “less plastics” and not
more. Lastly, this regulation will onlywork
if people had access to affordable alterna-
tives. So,along with banning thin plastic
carry-bags, the government should also
promote options like textile or paperbags.

HENNAI'S WATER WOES
have faded from news head-
lines in the last few weeks.
Everyday some bit of good
news has been trickling in
ever since the skies opened up at the end
of August after a gap of 400 days. The
Southwest monsoon has eased the city’s
water crisis as it broughta surplus of 30%
rainfall in September, the highest since
2014. The two neighbouring states,
Andhra Pradesh and Karnataka, have been
more than willing to release water from
their overflowing rivers, Krishna and
Kaveri, to feed Chennai’s water reservoirs.
Chennai’s water crisis went global
when Hollywood star Leonardo DiCaprio
tweeted about it in June. The Washington
Post and other Western papers and TV
channels too gave it prominence with pic-
tures of women waiting to collect water
with colourful plastic pots. The crisis
caught everybody’s imagination.
However, women waiting for water is
notanew phenomenon.Even duringyears
when the monsoon doesn’t failand Chen-
naidoesn’t run dry,women still have to use
pots to take water home from corporation
storage containers.Tapwater has notbeen
available for slum and tenement dwellers
even in the heart of the city. Women have
had to climb several floors to take water up
to their tiny flats. Men who are usually
under an alcoholic stupor cannot wake up
early enough tofill containers.
According to 2011 Census, Chennai
had a population of 8.24 million. Now it is
possibly a little over 10 million. The city
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Running out ot
water, and time

Chennai can no longer depend only on
surface and groundwater sources

RAVINDRANATH

sushila.ravindranath@expressindia.com

does not have a perennial water source.
There are four lakes outside the city that
are fed mostly by rains from the Northeast
monsoon. On June 18,2019, they all ran
dry,leaving the city in severe crisis.

The city’saverage rainfallis 1,400mm.
After the floods of 2015, when Chennai
nearlywent underwater, there were hopes
thatacute water shortage will not occur for
several years.That was not to be.With two
successive droughts and no rain for 400
days,Chennaireached its‘day zero’in June
when all its four major reservoirs ran dry.

Chennai Metrowater’s total water sup-
ply for the people is about 830 million
litres per day (MLD).The reservoirs supply
65% of the water. Groundwater accounts

for 9%, desalinated seawater 16%, and
10% reclaimed wastewater comprises the
rest. In June, the total supply got reduced
to less than half. Desalinated water, Veer-
anam Lake and some peripheral sources
helped Metrowater supply driblets of
water when Chennai was fast drying up.
There have been frenetic rainwater
harvesting (RWH) activities to charge fast
depleting groundwater. Installation of
RWH systems and upgrading existing
ones are big businesses now. So is domes-
ticborewell digging. Communities arealso
attempting to desilt and rejuvenate many
small water bodies. Water experts say that
these are necessary initiatives torecharge
groundwater,butare not the solutions for

REGIONAL CAFE: TAMIL NADU

How is thelack of alternatives to plastic
hindering plastic waste management?
Alternatives don’t come about on their
own; they require deliberate government
action. In countries where alternatives
havebeen developed,fiscal tools have been
used toeither make plasticsvery expensive
or make alternatives cheaper. We have not
used economictools so far.The private sec-
torwillinvestin developingand producing
thereplacementwhen they know the gov-
ernment is serious about enforcing the
ban.Acombination of economicand regu-
latorytoolsisrequired toincentivise quick
entry of alternatives in a viable manner.

Are there any examples globally of
meaningful plastic waste regulation?
Globally, plastic waste regulation is
about better segregation, collection,and
then disposal. The focus is not so much
on the end-of-the-life reuse/recycling.
This is the reason why, globally, more
than 90% of the plastics are not recycled.
Take the case of Sweden,which is con-
sidered to have one of the best plastic
waste management systems. Its plastic
recycling rate is meagre,as it burns most
of its plasticwaste to generate electricity.
Otherdeveloped countries,like the US,
have outsourced plastic pollution. They
consume a lot and then ship the waste to
developing countries. Earlier, China was
theirdumpyard,but now,given Chinaand
India banned import of plastic waste,
these countries arelooking towards Africa.
As far as banning SUP is concerned,
the discussion has started only a few
years ago and few developed areas, like
the EU and Canada, haveregulationsand
timelines on the ban. But so has Indiaand
a few other developing countries.
Frankly, developed countries are not
exactly a guiding light on plastic waste
management.

Some existing solutions, such as recy-
cling plastics for road construction,
incineration forenergy generation,etc,
come with their own set of problems.
They are widely seen as a polluting bit
in the plastics life cycle...

Itisessential tounderstand thataplas-
tic product cannot be recycled forever. As
plastics are produced from hydrocarbons,
at some point they have to be either incin-
erated in cement or power plants orused to
recoveroil ordumped in thelandfill orused
for producing some long-lasting products.
Therefore, the plastic life cycle eventually
is “from oil to 0il” or “from oil to ash (incin-
eration).” So,we will have to develop state-
of-the-art facilities forenergyrecoveryand
conversion.There is noway out.

There are obvious environmental
benefits of using plastics in road con-
struction. Studies show that thelife of the
road is enhanced and the maintenance
requirement is reduced. But, ultimately,
plastic fibres, either as micro-plastics or
in some otherform,will eventually move
out of theroad into the environment.We
do not yet understand the impact of this
and hence must study this issue further.

How can industry course-correct?
Packaging andlogistics are a big part of
the problem (packaging accounts for
439 of plastic manufacture in India).

The announcement by the PM to ban
single-use plasticsby 2022 has undoubt-
edly forced the industry to look for alter-
natives.I’vebeen advising the industry to
address this problem from four fronts:

D Design forrecycling.Instead of using
multiple polymers in packaging like mul-
tilayered plastics,they should be shifting
to single polymers that will aide recy-
cling. This can be done quickly.

D Reduce the weight of packaging and
theneed for packaging. Thereisavastscope
toreduce plasticconsumption here.This s
againashort- to medium-term goal.

D Start developing,substituting plastic
with alternatives. This is something that
they need to start working immediately,
but this isa medium- tolong-term goal.

D Start working closely with the local
authorities to ensurelitteringis minimised
and the collection of segregated plastics is
maximised. This will reduce visible pollu-
tion,enhancerecyclingand end-of-life use.
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An agreement

to agree

R

Advocate, Lakshmikumaran & Sridharan. Views are personal

Bringing uniformity in double taxation
avoidance agreements through MLI

NDIA RECENTLY RATIFIED the MLI. Officially termed

as the Multilateral Convention on Measures to check

Base Erosion and Profit Shifting, MLI is an attempt by

nations to bring amendments to the language of the

bilateral double taxation avoidance agreements
(DTAAs) in a uniform manner.India signed MLIin June 2017
and deposited the instrument of ratification on June 25 this
year.The provisions of MLIwill impact the provisions of dif-
ferent DTAAs starting from April 2020 onwards.

MLIrequires signatory nations to provide fora minimum
standard to prevent treaty abuse and improve dispute reso-
lution mechanism.The aim is to ensure entities do not take
advantage of differences in the wording of DTAAs resulting
in double non-taxation like the case of a global coffee chain
inthe UK. MLI contains model articles pertaining to perma-
nent establishments (PE), limitation of benefits clause that
would limit treaty benefits to only those who qualify as res-
idents of a treaty countryrather than shell entities, binding
arbitration, and so on. Nations may choose one or more of
DTAAs to be a covered tax agreement (CTA),and opt for one
or more articles to be incorporated in the existing bilateral
treaty. Post ratification, the MLI provisions will have to be
read into bilateral treaties. This is hailed as an efficient way
toamend treaties without having multiple bilateral negoti-
ations.MLIalso seemsto provide abetterand fasterroute to
bring certaintyin interpretation of treaty provisions for both
the non-resident taxpayer as regards taxability and for the
resident as regards withholding obligations.

India has notified DTAAswith 93 countriesasa CTA.But
acloserlookat the reservations—option bya countrynot to
amend a certain article—suggests India maynot have moved
forward to countertreatyabuse.Some of India’s major trad-
ing partners like China, Germany, Switzerland and Mauri-
tiushave not notified Indiaagreementsasa CTA.Hence,any
change to the DTAA will be effected only through bilateral
negotiations.Article 30 of MLI provides aleeway to nations
to effect other changesto the treatybybilateral negotiation
evenif theyhaven’t chosen amending provisions as per MLI.

Adebated issue is the avoidance of creation of a PE, gen-
erally referred to as an agency PE—it’s created if the person
who, working on behalf of the foreign entity (FE), can bind
the FE. Thus, it was possible for a person to undertake all
activities short of contractually binding the FE, and then
claim no PE was constituted. India amended the definition
of business connection in the domesticlegislation (Income-
tax Act) to state that if a person has authority to contract or
habitually contracts on behalf of another or habitually plays
the principal role leading to conclusion of contracts, then it
would constitute a business connection and, thus, income
attributable to such activitywould be taxable in India. Prior
totheamendment, these provisions mirrored the provisions
of agency PEin DTAAs.Theamendmentbrought the domes-
tic law largely in line with the language in MLI. But in case
the treaty partnerdoes not opt for change in language as per
ML then the language of the domestic law cannot prevail
over the treaty. Thus,amendments to the domestic law per
se may not yield the desired results for India in the absence
of corresponding amendment in DTAAs.

Manytreaty partners have notadopted Article 14 of MLI
(avoidance of tax by splitting up of contracts). Entities can
divide theworkamongvariousrelated enterprises such that
no activity falls within the time threshold required to con-
stitute an installation PE or a construction PE (in respect of
project sites). Another method is to split the activities of
installation, erection, supervision, etc,among various enti-
ties,sothatwhen seen individually,no PE is constituted.Arti-
cle 14 tries to address both the situations by providing that
if either the activity is split among persons such that the
aggregate of such activities exceeds 30 days without breach-
ing the overall threshold (say 6-12 months) prescribed in the
treaty or they are performed by closely-related enterprises,
then a PE maybe constituted. But most treaty partners have
not opted for this article, even though India has.

Theattempt to bring uniformityinlanguage of the treaties
and address tax evasion through MLIislaudable.Amodel draft
with nations opting one or more of the articles is definitely a
quickerwaytoamend the treaty. However,nationswill seek to
protect their stated positions or negotiated positions,and the
certainty sought by business as regards taxation bya country
and relief from double taxation mayyet be elusive. What MLI
achieves is perhaps an agreement to agree.

the city’s water crisis.

There have been similar crises many
times. By the 1990s, the state government
started working on several wateraugmen-
tation schemes and came up with some
solutionsin the 2000s.The supply of water
from Veeranam Lake in Cuddalore district
to Chennai to meet the city’s drinking
water requirement and the Telugu Ganga
scheme tobring Krishnariverin Andhrato
Chennai were completed in the middle of
2000s. A 100 MLD desalination plant
went operationalin 2013.RWHwas made
compulsory for all households.

The authorities rise to the occasion
whenever there is a crisis and come up
with innovative solutions like bringing

water by train, finding water in quarries,
and so on. These have been patchy and
temporary solutions. This year’s crisis has
showed that Chennai can no longer
depend only on surface waterand ground-
water sources.To do something more per-
manent and climate independent, strong
political will is required.

Worldwide water use for agriculture is
70%. In India it is 90%. Even in Chennai
metropolitan area it is 80%. Households
consume only 10%. India is known to be
highly inefficient consumer of water for
agriculture. Drip irrigation has not been
given as much attention as it should have
been in the state. Tamil Nadu should get
more serious about changing cropping

patterns to grow less water-intensive
crops. Experts say that farmers should be
persuaded to switch over to reclaimed
wastewater wherever possible for irrigat-
ingnon-food crops.The state government
hastostart giving priority to conserve and
preserve water usage for agriculture.

Wastewater treatment has to be given
priority.Water-short countries are moving
rapidly torecyclingwastewater forall uses.
KAshokVardhan Shetty,IAS, former chair-
man of Chennai Metrowater,says, “Even if
30% of Chennai’s present quantity of
wastewateris reclaimed forreuse,an addi-
tional 250 MLD of water will be available.
Reclaimed wastewater should be man-
dated for non-potable uses in industries,
construction,gardeningand landscaping,
large apartment blocks,and so on.”

Poor water pricing has been a major
problem. It has resulted in inefficient use
of water,lack of funds forimproving infra-
structure and investing in new technolo-
gies which are now available and are cost-
effective. Free and highly subsidised water
isnolongerviable.Water pricing is a diffi-
cult decision for a state that believes in
freebies. Shetty says that as water meter-
ing in households is near impossible,
Metrowater must install metres atvarious
transmission and distribution points to
identify precisely where leakages occur.

The cityis dependent on the Northeast
monsoon, which is a few days away. If it
fails again, Chennai will be in dire straits.
It’s time the government and communi-
ties came together with the help of tech-
nology to work on long-lasting solutions.
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