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[fyou can't do RCEP,
can’t do US/EU either

The narrative that RCEP-Asean-type of deals are hurting is
incorrect & the talk of a US/EU FTA is just wishful thinking

HERE ARE ESSENTIALLY two strands to the arguments made after India

walked out of RCEP. First, that the lack of safeguards in RCEP that India wanted

againsta surge in Chinese imports will hurt India, so the country is better off

without being a part of RCEP; the Asean FTA is held up as an example of how
FTAs are hurting. Second, rather than getting bogged down in an FTA driven by Chi-
nese interests, India’s interests are better served by concluding an FTA with the US or
the EU; and since both are higher-cost economies than India, India’s exports will also
grow faster than, say,in an RCEP FTA.

Apart from the fact that it makes little sense to give up on trade with the world’s
fastest-growing region, the assertion that the Asean FTA has hurt India is incorrect;
norisitagiven that India’s exports will rise in a US/EU FTA. After all, if countries in the
RCEP—and China is just one of them—are more competitive than India, theywill con-
tinue to export more to the US/EU, even when India has an FTA; you just have to look
atthe growth in India’s exports and those of various RCEP countries to know this. More
on the proposed US/EU FTAs in a bit.

Indeed, even when you look at India’s exports growth to Asean, this lack of competi-
tiveness is a factor that can’t be ignored; just because India and Vietnam, say, have the
same access to the Chinese market and the same duties levied on them, it
doesn’t mean India’s exports will do better even if they are less competitive. Vietnam’s
better performance relative to India can’t pos-
sibly be laid at Asean’s doors. The fact that,
between 1990 and 2018, Vietnam’s overall | The Asean myth
exports grew 102 times versus just 18 for | | iitje evidence to show India
India—as a result, Vietnam’s exports are now | hadly hit by FTAs like Asean
75% those of India’s—makes it clear that the
Asean FTAis hardly the issue.

If India is not part of RCEP,and doesn’t get
the benefits RCEP members do, its exports to
these countries are unlikely to grow as fastas | 10 _ 0
those of others.And,as India failstojoin other | s | S
such FTAs,whom will it trade with? As India
gets more inward-focussed—it has been rais-
ingimport duties—itwill getless competitive.
Thiswill push upits trade deficit; as itsimport Trade deficit, % of India's total
duties go up, sowill smuggling levels. trade deficit

India’s imports from Asean growing faster | 45 g 2007 gy 2017 39.7
than its exports—exports grew 2.07 times in No bilaterals .
FY10-FY19 whileimportsgrew 2.3 times—also | *° 20.7
has to do with India’s poor domestic policies, | 5 | 9.9 12.6
which resulted in imports of items like coal or 6.6 7.5
mobile phones/components shootingup.After | ¢ | . = H! .
all this,between FY10 and FY19, India’s global Asean  All Bilaterals  China
exportsrose 1.9 timeswhile those toAseanrose ko FTAs give enough time to open-up
2.1 times; India’s imports from the world rose
1.8 times while those from Asean rose 2.3
times.Yet,in relative terms,India’s trade deficit
hasn’trisen discernibly.

India’s Asean trade deficitwas around 8.3%
of its total deficit with the world in the 2000s, | 2021 [ | 2017 I
and fell to 7.7% in the 2010s (see graphic); the to be freed were liberalised
deficitwasaslowas4.2%inFY11,and ashigh
as 12.5% in FY16. Those denouncing the
Asean and other such FTAs would do well to
look at the data.

Pravin Krishna of Johns Hopkins University
pointsoutinarecent paperthatbetween 2007
and 2017,India’s trade deficitwith Asean (asa
percentage of India’s total trade deficitwith all
countries) fell from 9.9% to 6.6%. For all bilateral agreements that India has, such as
with Japan, Korea, etc, this fell from 12.6% to 7.5%. The numbers will vary depending
on the year—the number for 2018 could be different than that for 2017—but, there is
no evidence of a catastrophic impact of FTAs, either bilateral or plurilateral. Indeed, the
sharpest deterioration in India’s deficit is with China,a countryit has no FTAwith; once
again, FTAs are not the problem.

The reason for thatis simple. For one,according to Krishna, there is along gestation
before any FTA gets actualised; thisapplies to RCEPaswell.The India-Japan trade agree-
ment began in the year 2011, but implementation is complete for only about 23% of
the tariff lines so far; India will liberalise imports for 63% of goods onlyin 2021,and
another 14% of goods are not even part of the FTA. Similarly, under the India-Korea
agreement, signed in 2010, only about 8% of tariff lines had been fully eliminated
priorto 2017; 20% are totally out of the FTA’s purview. Noris it true, Krishna points out,
that all trade in an FTA takes advantage of the preferential duties since there are com-
plex rules of origin etc; despite the recent explosion in FTAs, Krishna says, only about
16% of world trade takes place on a preferential basis (the figure rises to 30% when
intra-EU trade is included in the calculations).

Itisnot clear how soon India can sign an FTAwith US/EU, but suffice it to say that India
has not even been able to resolve its dispute with the US on simple issues like duties on
Harley Davidson motorbikes.An FTAwith India,along thelines of the TPPthat the USwas
working on, will presumably be as stringent—TPP had rules on labour laws, intellectual
property protection (Indiawill have to grant patents toalot more US drugsas USrulesare
more liberal than India’s), reducing sops to PSUs, and the need for unfettered market
access to US firms. If lobby groups like Amul could stop an RCEP, surely they will try and
dothe samewhen the US/EUwant even more market access and have even larger subsidy
levels? Since most Indian marketswill have tobe opened,otherlobbieswillalso get active.
India’s trade negotiators need to get real.

INJUSTICE

Even the best-performing states in India in
terms of justice delivery score quite low

JAIN
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HE RECENTLY RELEASED India Justice Report (IJR) 2019 found that Maha-

rashtra, Kerala, and Tamil Nadu are the leading Indian states when it comes to

justice delivery while Jharkhand, Bihar, and Uttar Pradesh are the worst-per-
forming,amonglarge-to-mediumsized states.The report uses publicly available

data to analyse the performance of individual states on four “pillars” of justice delivery—
police, judiciary, prisons,and legal aid. The report highlights that even the best-perform-
ing states scoresless than 60% in their performance on capacityacrossall four categories.
In the Rule of Law Index (RLI) 2019, India ranked 68th of 126 nations. It ranked 111th
for order and security,which can be a proxy for policing efficiency. While Tamil Nadu was
the top-ranking state in the IJR for the pillar ‘police’, it had an unimpressive score of 6.5
outof 10.This means the state of policingin other states doesn’t pass muster.Indeed,with
just 6.4% of the police force having received in-service training,and only 7% of all police
personnelin the countrybeingwomen, policinglacks skillsand the required sensitisation,
especially on gender concerns.In RLI 2019, India ranks quite poorly in civil justice, while
performing marginally better in criminal justice delivery. So, even the top-ranking states
in the India Justice Report need serious policing and judicial reforms urgently—even the
Supreme Court hasweighed in on the this.But,as the IJR shows, things have barelymoved.

Opinion

S THE AIR Quality Index
touched emergencylevels,
the Supreme Court came
down heavily on the Chief
Secretaries of four states—
Punjab, Haryana, Uttar Pradesh, and
Delhi—saying that they have failed to
give Delhiresidents cleanairtobreathe.
One of the factors to which the smog in
Delhi is being attributed is the burning
of paddy stubble in adjoining states,
especially in Punjab. The judges asked
the Punjab Chief Secretary to pay
%100/quintal to farmersasan incentive
not to burn stubble. Also, mechanical
solutions, such as subsidising Happy
Seeders,arebeing talked about.All these
seem to be scratching the surface of the
paddy problem,which has deeperroots.
The problem is much deeper than
stubble-burning, and its solution does
not rest with the Chief Secretaries of
these states. It rests with our political
class, at the Centre as well as in these
states, as it is the elected representa-
tives, and not the bureaucracy, that
make policies for grain management.
The Punjab-Haryana belt was never
India's rice belt before the Green Revo-
lution. Punjab was known for ‘makki i
rotiandsarson ka saag,but now,itisrare
to see malklki (corn) in Punjab. Much of
the kharif area is under rice—about 3.1
million hectares (ha) in Punjab, and
another 1.4 million hectaresin Haryana.
This is wreaking havoc on the ground-
watertable,which hasbeen depletingat
about 33 cm each year. More than three-
fourths of the blocks in Punjab are over-
exploited.The bottomlineis that paddy
cultivation in thisbeltisagainst the nat-
ural endowment of water. In order to
savewater during the peak summer sea-
son, the Punjab government passed a
legislation stating that no one will sow
paddy before June 15.This pushes the
harvesting period to late-October to
mid-November, leaving very little time
for the sowing of rabi crops, mainly
wheat. So, in a compressed season of
harvesting paddy and sowing wheat,
farmersrely on harvest combinesforthe
former.Thisleaves paddystubble onthe
ground, which farmers then farmers
burn to move quickly to sowing wheat.

Farm labour has become expensive, |
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FROM PLATE TO PLOUGH

TO CURB NCR AIR POLLUTION FROM STUBBLE BURNING, THE GOVT SHOULD
INCENTIVISE PUNJAB & HARYANA FARMERS TO SWITCH FROM PADDY TO CORN

Sowing paddy,

reaping smog

GULATI &
nfosys Chair Professor for Agriculture, ICRIER "
Views are personal

especially during the peak season.

The question one needs to ask is why
Punjab and Haryana have gone, in a big
way, for paddy cultivation when their
waterresourceendowmentdoesn'talign
with the crop’srequirement.Remember,
one kilogramme of rice requires about
5,000 litres of irrigation water in this
belt.And, the natural rainfall is too little
for it. Farmers go for paddy as it gives
them higher profits compared to crops
like corn.The keyreasonsforthatare two
fold: (a) massive subsidies on power by
the state, and fertiliser subsidy by the
Centre; (b) assured procurement of
paddy by the state agencies on behalf of
the Food Corporation of India (FCI).

Whatis needed is to move about two
million hectares of rice area from this
belt to eastern parts of the country,
where water is available much more
abundantly. The basmati area in this
belt is about 1.2 million hectares, and
produces 4.6 million tonnes of basmati.
But,thevalue of basmatiisalmost three
times higherthan that of commonrice,
and much of that is exported (see

Exports of rice
(basmati and non-basmati)
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graphic).So,Punjaband Haryana should
focus primarily on basmati,giving three
times higher value for every drop of
water consumed, and try to get away
from common paddy,which is basically
forfeeding the Public Distribution Sys-
tem, where rice is sold to consumers at
¥3/kgunderthe National Food Security
Act.How can one encourage farmers to
shift from paddyto,say,corn?Itall boils
down to policy,both by the Centre,and
the states concerned.

Can the Centre and the states abol-
ish fertiliser subsidy, and power sub-
sidy? Given our political economy of
securing votes through free powerand
cheap fertilisers, the chances are
extremely low. A move towards giving
these subsidiesin cash onaperhectare
basis can be some improvement over
the existing situation. But, if the Cen-
tre, and the states of Punjab and
Haryana announce a cash incentive—
to be shared equally between the cen-
tre and the states—of ¥12,000/ha for
growing corn in place of paddy, it may

encourage farmers to switch from |

¢ POWER TO EMPOWER

Prime minister of India, Narendra Modi

To empower so many Indians, especially women has
been one of the most satisfying efforts of our tenure.
The credit for the same goes to the people of India
who made these movements their own

common paddy to corn. Our calcula-
tions suggest that the combined sub-
sidy on power for irrigation and fer-
tiliser consumption in paddy
cultivation is about ¥15,000/ha. So,
giving ¥12,000/ha for corn cultivation
is actually transferring the subsidy
fromrice to corn cultivation. It will not
cost the state or central exchequerany-
thing extra; it is just reshuffling the
cards. But, rather than being absorbed
by government procurement,corn cul-
tivation will have to be absorbed by
feed mills for poultry, starch mills,
ethanol, etc.So,taxincentives for corn-
based industries in this belt would cre-
ate a demand that is market-aligned.

This is just the right time to make
this switch as the government's rice
stocks are way above the buffer stock
norms (see graphic). This reflects mas-
siveinefficiencyin grain management.
In fact, the Centre should announce
that it will not procure more than, say,
50% of the production of common
paddy from the blocks that are over-
exploited. Further,itwill not give to the
state procurement agencies more than
4% as commission, mandi fee, or any
cess, etc,for procuring on behalf of FCI.

So,a carrot of ¥12,000/ha for the
farmer to switch from paddy to corn,
shared equally between the Centreand
the states, and cutting down procure-
ment from over-exploited blocks may
do what the Supreme Court’s hauling
up of Chief Secretaries may not!

The buffer stock norms and actual stocks
of rice with Central Pool
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The last chapter of Brexit

All complications of mature

political democracies come together

in Brexit, crippling the political

DESAI

system’s ability to make a decision

with long-term economic impacts

THE BREXIT SAGA is too fascinating to
ignore.Almost every complicationina
mature political democracy has come
togetherin Brexit.This iswhy the polit-
ical system findsitself crippled when it
comes to making a decision that will
affect the economy for a long time. At
last, there is an election on December
12 that may end the uncertainty. Or,at
least I expect so.

The first complication is that, in
theory, it is Parliament which is sover-
eign. Or are the people Sovereign? The
people decided to leave the European
Union with a 52:48 margin between
the two sides. Parliament ratified the
Referendum result. David Cameron,
who ordered the Referendum,
resigned. His successor, Theresa May,
invoked the Lisbon Treaty Article 50,
giving notice to the EU that the UK
wanted towithdraw.The treatyallowed
two years for this. So, March 29,2019,
was the exit date.

The second big question iswhether
the government is more powerful than
Parliament? One more question is,
when the governmentimplements the
people’s wishes, should the people be
allowed to revise their view by holding
another referendum?

Theresa May negotiated a deal. She
needed the UK Parliament to passit.She
failed three times to get a majority for
her deal. Ordinarily, she would have to
resign,and callan election.But,in 2011,
a Fixed Term Parliament Act had been
passed, which took away the power of
the prime minister to dissolve Parlia-
ment and hold an election. So, despite
lackingamajorityin the House of Com-
mons,and havinglostamajor Bill three
times, she stayed in office. It was not
Parliament,but her party that made her
resign. After a contest, Boris Johnson

became the leader of the Conservative
Party,and UK's prime minister.
Johnson promised to exit by Octo-
ber 31, deal or no deal. But, to prevent
the no deal outcome,which could have
beenvery damaging, Parliamentagain
passed a Bill asking the PM to request
an extension until January 31,2020, if
he did not get a deal by October 19.
Miraculously, he got a deal. Even so,
Parliament bound him not to exit till
after he had secured the passage of the
legislation toimplement it.This extra-
ordinary power of Parliament to
instruct the executive was discovered
by Speaker of the House John Bercow

(who retired last week)  —

by reviving a Standing

Prominent economist and
Labour peer. Views are personal

endorsed by the people. If he has a
majority after the election, he can get
his deal passed unamended.

Two big questions remain. Will
Johnson get a majority in the Decem-
ber election? If so,what effect would it
have on the UK economy?

Theelectorate hasbeenveryvolatile,
and polls have failed to predict out-
comes. A recent study found that 45%
of the voters had changed their mind
between the two elections (2015 and
2017)and onereferendumwe have had
in the UK.But,as of now,Johnson enjoys
a15%]lead overthe Labour party.There
has been a lot of muddle in the latter’s
approach to the Brexit
issue. They now promise

Order of Parliament that Arecent study that if they win, they will
had not been used for  found that 45% of  reject Johnson’s deal, rene-
three centuries. th ters had gotiate, and put the new

Johnson got his deal evo ers. a . deal toareferendum to get
approved in principle by changed their mind adecisionbyJuly 2020.The
the House of Commons. between the two Liberal Democrats, who
Bu’g,he r.1eede<.1to passthe glections (2015 and haq s.lum.ped in2017,are
legislation to implement revivingsinceitis clearthat
it. TodosobyOctober 31, 2017) and one if elected, they will revoke
he proposed a tight referendum we the Brexit application,and
timetable to debate the have had in the UK stayinthe EU.The Scottish

Bill. Parliament rejected

the timetable. Johnsorn

dithered, but got the
extensiontoJanuary 31,asinstructed by
Parliament. That removed the threat
that the UK could exitwithoutadeal. He
got the parliamentary support to hold
an election on December 12.

Johnson called the election because,
lacking a majority, it would have been
difficult, if not impossible, to pass the
deal without amendments from the
Oppositionwhichwould have nullified
his deal. Parliament could have added
that he would need to hold another
Referendum to get the legislation

Nationalist Partyalsowants
to remain, so it will join the
Liberal Democrats to form
agovernment if necessary.

For better orworse,let me put down
my prediction. Conservatives: 330-340;
Labour: 150-180; Liberal Democrats:
120-150; and Scottish Nationalists: 50.
There are some small parties that donot
matter. For a majority, you need more
than 320. My guess is that Johnson will
win a majority, legislate the deal,and
the UKwillbe out of the EU by the end of
January 2020.The economy will suffer
a short-term shock of up to 5%, and
then recover by the end of 2020.

LETTERSTO

THE EDITOR

Kartarpur corridor

The inauguration of the cross-border
corridor to facilitate pilgrimage from
India to Darbar Sahib Gurdwara in
Pakistan, coincident with the 550th
birthday of Guru Nanak is a moment
of great rejoice for all our Sikh
brethren and all Indians. Instead of
two separate ceremonies, a joint
ceremony by India and Pakistan
would have been far more welcome
and befitting. Still it must be heartily
hailed as a 'rare success story' and as
a testament to the fact that the
obstacles of 'history and geography’
are not insurmountable. A visa-free
visit to the holy site where Guru
Nanak spent his last years and was
laid to rest would be an experience
of a lifetime for the pilgrims. The
accumulated hostility should not
hold India back from thanking
Pakistan for the gesture of goodwill.
Former PM Manmohan Singh's call'to
replicate the Kartarpur model' for
bilateral conflict management and
resolution is worth being acted on. It
is hoped that the place of pilgrimage
will help build bridges between the
two countries. It should shine as a
beacon of hope for the masses of
humanity in the sub-continent that
share a common destiny that they
can co-exist and realise their full
potential despite different religious
persuasions. It is understandable
than the opening of the corridor has
more than its fair share of
controversies. Contentious issues like
the promotional video clip featuring
the slain Khalistani proponents like
Jarnail Singh Bhindranwale, Major
General Shabeg Singh and Amrik
Singh Khalsa, Navjot Sidhu's spat
with the central government over
permission to go to Kartarpur and
Islamabad's insistence on passport
and the levy of service fee of $20 for
every pilgrim pale into insignificance
when we think of the positive side of
the momentous occasion.

— G David Milton, Maruthancode
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RCEP

India won't
get a sweet

deal

Under the prevailing conditions, it would be hard to
have our way in most trade agreements as every
country would be pushing to leverage the deal which
increases their exports and limits imports

NDIA HAS ONCE again displayed

its macho image by walking out of

the RCEP, keeping domestic inter-

ests in mind. Earlier, a similar posi-

tion was taken at the WTO, and,

more recently, with the US. This is a

change of image from the past, and

shows that the country has the strength

to take a firm position on trade issues.

More importantly, as India is a strong

economic power,a powerful message has
been conveyed to the rest of the world.

The Ricardian theory of compara-

tive advantage states that countries
should specialise in production of com-
modities where they have a compara-
tive advantage in terms of cost, and
import those where they don’t. This
leads to an optimal solution. But the
world is not that simple; generally,
countries produce everything depend-
ing on their social structure, economic
distribution and political motivations.
In case of commodities like oil or gold,
there are few producers and many con-
sumers, thus, there are only a few

ILLUSTRATION: ROHNIT PHORE

options.Rarely does alarge oil producer
also import oil. Besides the prices have
been more or less fixed via economic
structures, which are formal. But for
several other commodities there are
both exports and imports. Besides, the
overarching motivation for govern-
ments is to protect domestic industry.

Thereisalot of talk of pushing forth
India’s exports; the problem, however,
is that they tend to be concentrated in
less price-elastic goods, which are dri-
ven more by global growth prospects.
While some suggest weakening the
rupee to boost exports, anecdotal evi-
dence shows that this hasn’t worked. If
we are serious about push-

ing our exports, India

While there are
talks for looking
more towards the
US and Europe to

needs to adopt an open
door policy. It should also
try removing bottlenecks.
More important,countries
should also let our exports
come in. Curiously,we face

inginterests.It can neverbe a zero-sum
game for everyone, even though on an
average all countries would be better
off. India is right to play tough while
negotiating onimportsinthe farmarea
or textiles, as agreements like this are
prone to encourage dumping. But, to
get the benefits of freer entry into other
countries, India has to be open to more
importsin goods which maybeleadtoa
direct competition with probably the
most underprivileged class, i.e., farm-
ers. Also, the choice of year for bench-
marking will always be a bone of con-
tention. Each country would like to bat
for the year that is most convenient.

The fact is that all countries sub-
sidise various sections of the economy
based on social and political require-
ments, this trend is more prevelant in
agriculture. Therefore, costs and prices
tend to be skewed. Also, every country
wants to protect their farmers as they
constitute a big constituency. Dairy
products or other agro products enter-
ing through the FTAwindow can create
problems of survival of local communi-
ties.Thus,itisnatural to have resistance
to thesebilateral and multilateral agree-
ments.India puts export restrictions on
farm product, which is not the case for
other countries like New Zealand.
Hence, there will always be such
instances of competitive pressures.

So, is India right in walking out of
the RCEP? Sovereign countries have a
right to move on if they do not acqui-
esce to the terms, though ideally one
would not go to sign the agreement and
then withdraw. The spade work should
have been done well in advance.
Besides, walking out may not be the
best way; negotiating agreements,
which are serious in nature, requires a
lot of diplomatic maneuvers. In politi-
cal parleys discussions go on and diplo-
matic ties are maintained till the end,
the same holds true for economic
agreements. Walking out of the deal
signals a message of intransigence,
while keeping talks alive adds a strong
diplomatic touch to a firm position
being taken.

An argument that is often given is
that the 16 nation group includes
Asean,which is anyway not very signif-
icant in our trade basket. If this was
indeed the case,there waslittle need to
prolong the conversation. India needs
to strike such agreements with various
countries in different geographies to
leverage mutual advantage to grow
exports. While there are talks for look-
ing more towards the US and Europe to
sign such agreements, getting these
countries and blocs on board won’t be
easy either. Europe has been going
through tough times and the US has
been targeting India on certain trade
issues.

More importantly, the
world economy has been
through a rather long
phase of slowdown with
few signs of an imminent
turnaround. The pace of
global trade has gotten

tough competition from sign such truncated. Trade growth
countries like China, Sri agreements, has been around 3.29% per
Lanka, Bangladesh and getting these annum, post the financial

Vietnam in areas where we
have a comparative advan-
tage. Against this back-
ground, free trade agree-
ments (FTAs) make sense.

countries and blocs
on board won't be
easy either

crisis. Several nations
which are dependent on
exports have gone into a
tailspin. Any idea of trade
talks with groups would

TheWTOissupposedto TS invariably be directed at

be the biggest FTA involv-

ing over 160 countries; all members
agree on certain norms on movement of
goods,servicesand investment.The idea
isthat elimination of quotas and reduc-
tion in tariff barriers would lead to
materialisation of an optimal solution.
This has seldom worked smoothly. WTO
has been one-sided when it comes to
services as the Western world is against
immigration. Ironically, the developed
world does not mind flooding emerging
countries with their investment and
goods.Therefore,the WTO solution has
always been a mirage.

Now, let us look at RCEP. When 16
countries covering alarge geographyin
terms of population and size have to
negotiate, there would always be vary-

enhancing their own mar-
ketswhile keeping others out—typical of
such phases.

RCEP composition shows that the
ASEAN nations are export-oriented
economies and countries like Japan
and China, owing to limited domestic
demand, have become more depen-
dent on foreign trade.India hashad an
advantage of being fairly insulated as
growth has been driven primarily by
the domestic forces. Therefore, under
the prevailing conditions, it would be
hard to have our way in most trade
agreements as every country would be
pushing to leverage the deal which
increases their exports and limits
imports. The path along will surely be
uneven.

Al-driven future

GHOSH

Partner and leader, Data and Analytics,
PwC India. Views are personal

.Artificial Intelligence will add $15.7tn

to the global economy by 2030

OST ORGANISATIONS TODAY acknowledge
thatArtificial Intelligence (AI) has the potential
to solve complex problems at scale,enhance
efficiency and optimise costs. According to a
recent survey done by PwC ‘With AI’s Great
Power Comes Great Responsibility’,65% of globaland 6 2% of
Indian CXOs have implemented Al in some form. This grow-
ing popularity is only going to see an uptake, with companies
looking to become fit for future.

However,studyalsorevealsafundamental challenge organ-
isations face with Al applications. Businesses may have been
able to address issues around data supply chain, they are still
grapplingwith the‘blackbox’problem,i.e,lack of understand-
ing and explainability of AI decisions. In fact, 58% of survey
respondents admit they lack understanding of how Al appli-
cations made decisions and only 10% CEOs are confident
about thereliability. Thislackof understanding hasresulted in
manyinstanceswhere Al systems did not behave the way they
were expected to.

Certain sectorslike financial servicesare more impacted by
this ambiguity than others. Financial institutions have been
the earlieradopters of AI. Using Aland a multitude of customer
data points, banks now determine willingness-to-pay scores,
toapproveloans.While thisbringshugebenefitsand increases
business efficiency,suchinitiatives arealso fraught with risks.
Each decision taken should correctlyidentify the risk profile of
customers so that they do not adversely harm the business
interests.Such applications should alsobe compliantwith var-
iousjurisdictional data privacylaws,industry regulations and
legal frameworks of the geographies they operate in.

Another industry that Al promises to transform is health-
care. Consider radiology, Al will augment the skills of radiolo-
gists, helping them find new causal patterns via image pro-
cessing,interpretation,reporting
and planning to enable faster
and more precise reading of
medical images and better diag-
nosis. However, it has inherent

risks which need to be properly 0
governed and managed to pro- '
videresponsible patient care.For

starters,the outcome of Al-aided ﬂ
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medical imaging need to be
interpretableand explainable for
it to be trustworthy. Data is
highly sensitive and private,and
Al applications should ensure
privacy and ethical use.

Challenges around Al appli-
cations,irrespective of industries
and functions, are spread across
ethical,economic,societal, secu-
rity, performance and control related aspects. Al initiatives
need to address such risks.

The first step to address these challenges is developing a
responsible Al (RAI) Framework that provides a firm founda-
tion to an organisation’s Al efforts—right from strategy for-
mulation to planning,ecosystem management,development,
deployment,operationsand monitoring.Strategy formulation
helps organisations adhere to internal policies and practices
and align with industry standards and regulations.A delivery
approach is decided to manage outcomes and to ensure con-
sistent program oversight in the planning phase. Ecosystem
management helps create the technology roadmap, source dif-
ferent applications and establish a change management
process. Finally, development and deployment of systems
occur in an iterative manner to create a comprehensive and
accurate model. However, some Al models have a tendency to
deteriorate over time,hence these need to be constantly mon-
itored. This can be achieved through compliance testing and
operational support.

The second step is to back the framework by a technology-
enabled toolkit that provides a set of assets and practice aids
curated toaccelerate the evaluation of data,Al models and their
trade-offs,while considering the associated risksand relevance.
Such assets can help organisations reduce Al related risks to a
sub-thresholdlevel and provide explainability to the decisions
taken by their Al applications, thereby reducing the black box
problem.The promise of Al is immense,according to our esti-
matesitwilladd $15.7 trillion to the global economy by 2030.
Forthistoberealised and for organisations tobe become fit for
future, Al must be supported by strong performance pillars.

PwC’s Data and Analytics team members
contributed to the article.

OST PEOPLE ARE quite
uncomfortable with
change; the reasons why
people detest any change
are explicable. People resist
a change or oppose it outrightly. That’s the
reason why it is important to understand
importance of feelings as change proceeds,
and why they need to be guided through it.
William Bridges’Transition Modelisa help-
ful framework in change management.
While most people expect changes are
meant to be positive.Alot depends on indi-
viduals,how they make things better, eas-
ier,and fast-track the route to success.In
organisations sometimes the hard-work-
ing employees end up being the number
one obstacle to a new initiative. Bridges’
transition model helps dealing with the
people-aspect of change management. It
helps in turning them from obstacles to
supporters. As an organisational consul-
tant, William Bridges found that the
most important responsibility was guid-
ing people through transition for success-
ful change. He identified three stages of
transition and his model strives to help
business leaders to understand the feel-
ings people go through a change process.
Bridges highlights the difference
between transition and change.Change is
speedy,and people often have no saywhen
it happens. But transition is a slower
process that happens internally. Transi-
tioniswhat goes on inside people’s minds
as they go through a change process.
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William Bridges’
Transition Model

The model helps dealing
with the people-aspect
of change
management

Employees get affected by change when it
transits from one stage to the next.There-
fore, business leaders must change their
approach to people management in an
empatheticdevelopment.The three stages
of Bridges’Transition Model are as follows:

Ending,losing,and letting go: When
people first learn that they will have to
faceachangeand their‘comfort zone’will
be disturbed, they experience an emo-
tional upsurge. If organisations fail to
understand and acknowledge this fact,
their employees might resist change all
theway through a change initiative. When
people see a change coming theirway they
feel afraid, they tend to rebuff, they feel
angry, they feel disorientated, frustrated.
And in short, they experience insecurity.
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Dealing with these feelings requires
patience. People must be encouraged to
be openabout theiremotional reaction to
change and be understood by their supe-
riors and peers about the way they feel.
Throughout the change process discus-
sions must be going on so thatemployees
take initiatives on their own.

Employees must be told what theirrole
will be,what their prospects would be the
emoluments, the reporting relationship,
their future growth in organisation every-
thing should be discussed with them.
Bridges believed that the emotional reac-
tion to change is most important to be
handled. Emotional health and well-being
is something that shouldn’t be discarded.

The Neutral Zone: In this stage people

are confused and puzzled; theyare not sure
if the change is good, bad or ugly. They feel
uncertain and irritated. It all depends on
how nicely managers administer the
change process. Employees struggle with
their new workloads and new tasks. Each
person experiences the change differently
depending upon his capacity. This phase is
like a flyover between the old and the new.
People take time to get detached from the
old style,in this stage theytrytoadapttothe
new. People experience resentment
towards the change initiative. Theyare lost
in their own world trying to cope with
change. Their morale is low and, therefore,
the productivityisalsolow.Employees carry
anxietyabout theirrole,statusandidentity.

Factually this stage can be one to ini-
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tiate creativity,innovation,and renewal.
This is a great time to encourage people
to try new ways of thinking, practicing
and working.

Employees must be guided by man-
agers with patience. Their guidance is
incredible,itisveryimportantas people go
through this neutral period.This canbean
uncomfortable time, because it can seem
unproductive,and in this little progress is
made. Frequent meetings and sharing
feedback is a good solution. When people
enter the neutral zone, they are not yet
entirely comfortable with the change and
will still need alot of encouragement.

The New Beginning: After a while,
after few days pass things seem to start
falling into place. People start seeing the

real results of the change process. They
might or might not see the positive result.
Employees see how their efforts are start-
ing to pay off. Suddenly, it all makes sense
to them. The emotions are positive. They
feel energised, they want to learn more,
and theyfeel committed to theirrole. Nat-
urally, this state of affairs should be sus-
tained as the working atmosphere is posi-
tive. This is a time for celebration and
rewards coming in pocket.

But, sometimes people can still slip
back into stage 2—the neutral zone. The
results cannot be taken for granted,
therefore it still necessary for managers
to be vigilant.

Strength of the model: This frame-
work focuses on transition, not change.
The difference between these is subtle,
butimportant. Change is something that
happens to people, even if they don’t
agree with it. Transition, on the other
hand, is an internal process, it happens
in our minds. Change can happen very
quickly, whereas transition usually is a
slow process.

Changes occur in our lives at regular
intervals,whetherwe are aware of them or
not. As part of our nature, as humans, we
normally do not like major changes and
the fear of the unknown that accompanies
change. Some changes paralyse us emo-
tionally. To handle changes in our life, we
need to accept that we need to internally
strengthen ourselves. And, we all need
guidance and mentoring at each stage.
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