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GUNNING FOR UNITY
Chief minister of Delhi, Arvind Kejriwal

We will have to rise above party lines to find

solutions. Pollution is a pan North India problem and

needs a collective regional effort led by the Centr

C
ONGRATULATIONS TO
ABHIJIT Banerjee and
Esther Duflo,along with
Michael Kremer,forwin-
ning the Nobel prize for

their research in applying randomised
control trials foranti-povertyinterven-
tions.We,Indians—and,more particu-
larly,the economists’community—are
proud of their achievement.With the
achievement,comes the burden of hav-
ing to answer the media and public’s
questions about the appropriateness or
otherwise of manygovernment policies
and programmes; and they expect
readyanswers.Having won the highest
award,the winners,too,think that they
have answers to the questions posed.

The case in point relates to the
emphatic answer by Banerjee on the
effectiveness of the corporate tax cut in
reviving the economy.He is reported to
have said that reducing taxes to boost
investments is a myth spread by busi-
nesses.“You don’t boost growth bycut-
ting taxes,you do that bygiving money
to people”,he states.The question,how-
ever, is whether it helps growth or
employment bydriving out businesses
through high taxes.The best approach
to tax policyand reforms is to broaden
the base and lower the rate, and to
develop a simple and transparent tax
system.The base should be broadened
by minimising exemptions and con-
cessions. In a world where capital is
mobile,taxing it at high rates maylead
to its flight,resulting in adverse effects
on economic activityand employment,
and incomes of labour.Atax on capital,
thus,mayturn out to be a tax on labour.
The strategy of raising revenues, by
levying high rates on corporates, to
finance anti-poverty interventions
maybe self-defeating.

In fact, the government’s move to
reduce the corporate tax was in keeping
with the principle of broadening the
base.By stipulating the condition that
the lowerrate will be applicable onlyto
those companies that do not avail the
various tax concessions, the finance
ministercleverlysteered the politically

difficult path of eliminating tax prefer-
ences which had been benefiting vari-
ous interest groups.The revenue bud-
get,in the revenue foregone statement,
records various corporate tax conces-
sions under28 heads,and these include
items like accelerated depreciation,
export profits of units located in SEZs,
area-based concessions to north-east-
ern and Himalayan states, incentives
for investments in infrastructure, oil
exploration and energy sectors, and
donations to charitable trusts and insti-
tutions.No serious tax economist advo-
cates loading the tax policy with so
manyobjectives,and providing avenues
forevasion and avoidance of the tax by
proliferating concessions.The costs of
tax concessions in terms of revenue
foregone and distortions are high; their
efficacy in achieving the professed
objective is doubtful.

The decision to reduce the rate of tax
on companies to 22% is conditional on
not availing tax preferences and conces-
sions.The effective rate of tax after the
reduction is expected to be 25.17%,
which is only marginally lower than
than that of 29.49% prevailing in 2017-
18.The revenue loss from the reduction
works out to a much lower `1.2 lakh
crore, lower than the declared `1.42
crore. If one adjusts for overestimation
of revenue in the budget,the loss works
out to be ̀ 98,579 crore,as estimated by
Rangarajan and Srivastava
(bit.ly/2NbVi1S).Of this, the additional
dividend likely to accrue to the central
government from public sectorcompa-
nies is expected to be over `30,000
crore.Not surprisingly,the stock market,
which went euphoric in the two sessions
after the announcement of the tax cut,

shed overtwo-thirds of the gains in the
next fewsessions as realitydawned.

The high international mobility of
capital presents a formidable challenge
fortaxing it at high rates as the flight of
capital in response to after-tax rate of
return could result in loss of employ-
ment. Besides, highly progressive tax
systems are not costless.They increase
the cost of economic efficiency, and
when distortions are
taken into account,
adverse impact on eco-
nomic activity may out-
weigh anygains from pro-
gressiveness. That is
precisely the reason for
suggesting that focus
shift from vertical to hor-
izontal equity, and from
changing income distrib-
ution to poverty allevia-
tion,which has to be car-
ried mainly through the
expenditure side of the
budget. In fact, some tax experts, like
Auerbach and Shaviro, argue for dis-
criminating income taxation,with cap-
ital income taxed at lower and less pro-
gressive rates except in the case of
natural resource-based industry.They
go on to recommend replacement of the
present system of corporation tax with
destination-based VAT on goods and
services (GST), with labour costs
deductible in addition to the input costs.
Even if we do not go that far,it is impor-
tant to realise that ensuring competi-
tiveness to attract investments requires,
besides competitive levels of infrastruc-
ture and governance, reasonable tax
rates comparable to the competitors’.In
the case of personal income taxation,

too, the steeply progressive tax
highest marginal rates exceeding 90%,
which used to be fashionable e
countries like the US and the UK
1950s and which continued in India
until the mid-1980s,are no long
sidered desirable,not least because the
were ineffective in changing the income
distribution,and instead made tax e
sion a legitimate activity.

Surely, reduced corporate tax r
alone, cannot be a solution to the pr
sent slowdown, but it certainl
a part of the solution to arr
declining investment ratio b
India a better investment destination
and discouraging Indians from in
ing abroad.The reduction in the corpo
rate tax would check outflow
investments,besides attracting inflo

of some additional
investments.
important for
distortions.The measur
to augment demand,
are important,
time is opportune t
substantial r
through strategic disin
vestments to enhance
public spending.
the time for the g
ment to loosen the pur
and reform the pr
ing subsidies and tr

fers to targeted cash transfers.
ernment should persuade the GST
Council to simplifyand rationalise GST
bysimplyconverting the 28% cat
into 18%.This would help in the r
process as the high tax rate has hurt not
onlythe automobile sector,but also the
employment-intensive construction
sector.The challenge of economic slo
down should be converted int
opportunity to undertake ref
fast-track the resolution process,
tively enforce property rights,
undertake governance reforms in the
ailing public sector financial institu
tions. Reforms in the land and labour
markets, too, have been spok
long,but are crying foraction.

● TAXING TIMES
AS CAPITAL IS HIGHLY MOBILE, TAXING ITAT HIGH RATES MAY LEAD TO ITS FLIGHT, THEREB

HAVING ADVERSE EFFECTS ON ECONOMIC ACTIVITY, EMPLOYMENTAND INCOMES
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AS PEOPLE WHO have been reading
my ramblings for some time would
know, I am an absolute devotee of the
Aam Aadmi Party.I believe it is the only
party in India, and perhaps in the
world, that proudly displays its
integrity by listing all donations on its
website—no hiding behind electoral
bonds, or hundreds of thousands of
small anonymous donations.

In addition—and, critically—the
AAP government has been delivering
the goods over the last five years in
Delhi.Importantly,its approach to gov-
ernance is systematic,which means the
changes are likelyto be sustainable.Its
improvements are well-known in edu-
cation—the Delhi government spends
26% of its budget on education versus
an average of 15% in all Indian states—
and healthcare,where it spends 12% of
its annual budget (5% is the average
state number) and anyone,even people
with high incomes,can get completely
free and highest quality (comparable
with private hospitals) service for the
widest range of medical conditions.Its
reforms in power, water, and trans-
portation have resulted in most people
having higher disposable income—an
Uber driver in Delhi, for instance,who
makes about ̀ 30,000 per month,is at
least `6,000-`8,000 a month better
off than his counterpart in Mumbai
since he doesn’t have to pay for educa-
tion or healthcare plus, depending on
his usage, electricity or water. Addi-
tionally, there is the recent effort to
improve costs forwomen byproviding
free public transportation.And all this,
while maintaining the strictest finan-
cial discipline—in five years, the bud-
get has nearlydoubled,with tax collec-
tions having increased 55% without
anyincrease in tax rates.

The environment remains an

extremely difficult area, and while
there have been some improvements
in the average pollution levels, it is a
tough nut to crack, particularly as the
winter comes in,and the pall in the air
is visible.Nonetheless,AAP’s approach,
as in other areas, is structural, and I
have little doubt that their commit-
ment will win out, assuming the cen-
tral government and the governments
in adjoining states work together.

Of course,while all of this is old hat
to me,what is interesting is that many
people who used to roll theireyes at my
AAP-love as “there he goes again”, are
becoming less dismissive.Most haven’t
yet bought in completely,
but where they would
scoff outright, they now
are simply quiet and lis-
ten, before politely
changing the subject.
Perhaps,the dire state of
governance in the rest of
the country has engen-
dered an increased will-
ingness to at least listen.

But, the biggest joy
and surprise came when
I took some clothes to
the dry cleaners on Sat-
urdaymorning.While I waited myturn,
I listened in on the conversation
between four men, two of whom
worked in the shop,and the other two
were customers.One of the customers
said that he saw on TV that the Sena
weren’t going to give in,and would get
the chief ministership byjoining hands
with NCPand the Congress.

I piped in,“I think it would be great if
Aaditya (Thackeray) became the CM. I
don’t knowtoo much about him except
that he wants to keep bars open all
night.But he is just thirtyyears old,and
we need young leaders in ourcountry”.

Everyone seemed to agree, but the
othercustomersaid,“It hardlymatters.
All the parties are equallycorrupt.”

“Except the Aam Aadmi Party,” I
said,readyto delivermyusual lecture.

To my amazement, one of them—I
think it was the boss of the shop—said,
“You’re right.Actually, they should be
running the whole country.You should
see the government schools in Delhi—
they’re like GD Somani (one of the bet-
terprivate schools in the area)”.

It was such a wonderful surprise to
see that information about what AAP
has been doing had seeped into this lit-
tle middle class outpost of Bombay

despite the near-zero
media orotherfanfare.

The other customer
said,“We neverhearof any
good things that are hap-
pening. Bas TV par Arnab
aur uske dost bhaukte rete
hai (On TV,Arnab and his
friends keep shouting)”.

The boss continued,
“AAP will come to power
here also, but it may take
some time”.Then he asked
me, “Do you know Raju,
who runs Tikamdas, near

Regal? He’s the head of AAPin Colaba.If
they had run a candidate this time, I
would definitelyhave voted forhim”.

I had a flabbergasted and delighted
smile on myface.AAPhas arrived!

Of course, they need your help—
they are a poor party that run a rich
government in Delhi,in stark contrast
to all otherstates and the Centre,where
we have parties that are rich running
governments that are poor.

AAPwill certainlywin Delhi again,
which will hugely strengthen their
brand, and then, look out—here
comes India!

Sanctity of media
Today, almost all electronic media
channels are debating on dif
subjects, especially involving
Hindus and Muslims, the political
situation in Pakistan, Mandir-
Masjid, etc. Debates hardly tak
place on progressive subjects lik
the alarming unemployment,
soaring prices, misuse of drugs,
depreciation of rupee, continuous
fall in GST, and peasants’ suicides.
Representatives of different
political outfits, and experts on
religion and media participat
these debates. Yet, they of
conclude purposelessly. Of
participants do not even allo
their opponents to speak, r
in every debate not only ending in
smoke and confusion but also
proving to be a sheer wast
time, money, and energy.
Occasionally, anchors, inst
conducting the proceedings fairly
and impartially, become
spokespersons of the ruling party
Their role  should be to objectiv
moderate the programme,
recusing themselves from 
personal opinions, biases, and
judgments. Even during debat
several times, anchors hav
been blamed for taking sides 
a particular party. In many cases,
our anchors pretend to be e
themselves. The saddest part is
that they do not realise ho
this attitude undermines their
actual role. Although the
unconditional freedom of the pr
is a cornerstone and a fundamental
element of democracy, debating
issues solely or even majorly on
fundamentalism, and in a partial
manner, is altogether polluting,
and defeat the very purpose of
freedom of media. Further, ther
need to be at least some check b
the News Broadcasting Standar
Authority, the regulator for I
private news channels
— SK Khosla, Chandigarh

AAP government in Delhi has been
delivering the goods over the last five
years. Its approach to governance is
systematic,which means changes are
likely to be sustainable
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Opinion

RCEPReview
ndia is holding out for a better deal, that’s good; but if
dia opts out of another FTA, it will be the biggest loser

G
IVEN THE EXACT contours of the deals being hammered out at RCEPwere
nevermade public,it is difficult to make a reasonable assessment of whether
India did the right thing by—fornowonly?—not joining RCEP,orwhether,as
in the past when Indians opposed the Dunkel Draft,this will lead to increased

onism that will leave the countryweaker.Ironically,just last week,the HLAG report
rts warned against rising protectionism in India; a country that,thanks to pro-
sm,is not competitive cannot,in the long run,even compete against imports.
dairyindustry,we learned from furious op-eds in newspapers,would be wiped out
per milk from New Zealand; for some reason,there was no explanation forwhy
uldn’t act against this if it was dumping.Norwas there anydiscussion on what
 India’s dairy industry from getting more competitive. Steel producers, simi-
e worried about getting hit bycheaperimports from RCEP,and most industry

ried about what would happen as China got easieraccess to the Indian market.
possible that all the fears were justified,and India has done well to bargain for
safeguards, just as China bargained for more time when it joined the WTO.The
n to ask,however,is whetherthe government could have used RCEP,as we did with
the past,to drive meaningful local reform,especiallysince poorlocal policies are
ible for India’s low competitiveness.And, if India’s dairy industrywould be hit,
its cereals and fruit and vegetables would benefit; trade policies can’t be dictated
ythe losers.At a time when multilateral trade is underthreat anyway,FTAs and

e the onlyway forward.India can choose to stay out completely,but there is no
ng as the perfect deal.Keep in mind that,even as India keeps awayfrom RTAs/FTAs,

nce of trade continues to be underpressure as cheaperimports—including smug-
ind it easyto out-compete an industrythat chooses not to growup.

RationalExpectations

C
LOSE TO TWOdecades ago,a top global consulting firm made a presentation
to then prime ministerVajpayee on raising India’s growth to 8% ormore.Half
a percentage point could come from fixing land titling,forinstance,another
three fourths byensuring contracts were honoured …the list was exhaustive,

essive.When the presentation was over,most in the room were quite exhilarated
e prospect of India’s growth accelerating,even the PM seemed moved; he then
he gentleman making the presentation,“Yeh sab to theek hai Guptaji,lekin yeh sab
aun?”(this is all verywell MrGupta,but who is going to do all of this?).
h the same thought strikes you while reading the excellent report of the High-
visory Group (HLAG)—chaired by economist Surjit Bhalla—on how to increase

exports.The amnesty scheme for funds stashed abroad, though, is odd, both
 HLAG gives credence to bizarre estimates of Indian money lying idle overseas
ause decades of failed amnesty schemes haven’t dampened its ardour for one
LAG,however,rightly identifies many of the hurdles to India’s exports as being
ic ones—bad labourlaws,high cost of capital,etc—and offers valuable solutions.
he late PM had asked the consultant,who is going to fix all of this?
aps the most telling table in the report (see graphic) is the one on India’s falling
global exports,from 10 in 2003-11 (when global exports rose 11.5% a yearand

20.5%) to 33 in 2012-17 (global exports grew just 0.3% and India’s exports
he collapse in India’s rank makes it clearthat the current slowdown is more India-
than driven bythe global slowdown.
hile it is surprising HLAG still believes India’s target of doubling exports by2025
able, the report is a combination of good macro strategies and sector-specific
e good news here,and one on which HLAG justifies its optimism about the gov-
t undertaking sweeping reforms,is the corporate tax cut two months ago; HLAG

de this suggestion,to align India’s tax rates with global ones.
G’s recommendations spurred the tax

t is indeed a big win,but the question is
the government will move on other

ant recommendations.Five years ago,the
Kumar panel recommended moving
 area-based cash incentives for farmers
 of the complicated MSP-cum-subsidy
that actually hurt farm growth,but, till
there wasn’t even a half-hearted attempt
 so.

d labour laws,which have pushed India’s
o globallyuncompetitive levels,are some-
at HLAG wants reformed.In the case of readymade garments,where countries
nam and Bangladesh continue to gobble export-share,India’s minimum wage is
es that in Bangladesh while the productivityis similar; India’s wages are around

% higherthan Vietnam’s,but the latter’s productivityis around 30% greater,power
e 40% lower,and lending rates are around half those in India.
dition,HLAG points to the need fora complete rejig of India’s policies.While HLAG
the need to build scale to get globally competitive—keep in mind India is most
itive in the spinning sectorwhere most units are large-scale ones—India’s tex-
rments policies tend to favourSMEs.And,while global textiles markets use more
ade fibres than cotton,India’s tax structure favours the opposite.Essentially,HLAG
g fora reversal of decades-old policyif textiles/garments exports are to boom.
estingly,while Bhalla told Hindu BusinessLine—the interview appeared on the
g before the official announcement was made—that India needed to ‘put our

n order’before joining RCEP,the report generallyplumps forIndia joining RCEP-
As as India needs to be part of trading groups when multilateralism under the
being replaced byFTAs; and,in anycase,if putting ourhouse in orderhas to come
dia will neversign on anyFTAsince these reforms have been pending fordecades.
he same reason of boosting trade,HLAG recommends India wooing the Samsungs
ples of the world if exports of mobile phones are to grow (bit.ly/2Nc5WFX and
eZxOo)—the two firms comprise the majorportion of the global smartphone mar-
ead of the current policythat distributes incentives overhundreds of firms,and

ulted in a huge hike in imports of mobile-phone components from China.But,
orking on this forwell overa year,the government has not been able to make up

 on wooing a fewmajors in the mannercountries like Vietnam have done.In which
n the past,when China exited the low-end textile/garments market,India could
China opportunityas well.Indeed,HLAG is critical of India’s rising protectionism;
sion to not join RCEP,will likelyend up increasing protectionism.
of the HLAG’s big concerns,not surprisinglygiven Bhalla has been voicing this for
is the need to cut the cost of capital.But,RBI reducing repo rates,desirable as it is,

on’t help.Forone,government-mandated small savings rates act as a floorforbank
ates; also,till NPAs are high,banks will keep margins high.Risk-premiums,too,
ain high till banks can trust borrowers more; the large numberof funds-siphon-
corporate downgrades make it clearthis premium isn’t going awayin a hurry.
as this newspaperhas argued fora long time,even if lending rates were to fall dra-

along with corporate tax rates, firms will not invest till government policy
s hostile.And,whetherit is telecom ortaxation ore-commerce oroil/gas,etc,there
manyrecent and ongoing examples of policies that the government needs to con-

estors are a thing of the past.Doing that isn’t going to be easy.

SUNIL

JAIN
sunil.jain@expressindia.com

@thesuniljain

weeping reforms
to boost exports 
HLAG rightly identifies several domestic constraints as the
 problem; the question is whether govt can fix these quickly
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