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PEACE TRAILS
Union home minister Amit Shah

Kartarpur Sahib Corridor is a historic achievement

that generations ofdevotees will remember ... It

reflects Modi govt’s commitment towards preserving

our rich heritage 

I
NDIA’S BACKING OFF from
RCEP is not surprising.What is
surprising is that it took it so
long to do so.As a reluctant par-
ticipator,India hardlyhad a con-

structive strategyforthe talks.Forsev-
eral years,and most of the earlyrounds,
it relied on the old strategyof lingering
the process. But, as other countries
started piling up pressure forconclud-
ing talks from about a couple of years
ago,India realised it was being pushed
into a corner.The deal was to be con-
cluded in the last ASEAN Summit itself,
in 2018. But, India’s general election,
as well as those in otherRCEPmembers
like Indonesia,Thailand,and Australia,
came to India’s rescue. The group
decided to defer the conclusion to this
year’s ASEAN Summit at Bangkok.

It is only during the last one year or
so that India got serious about RCEP.
Elaborate consultations took place in
the past fewmonths,along with exten-
sive engagements with other mem-
bers.The deal,though,was already at a
substantially advanced stage. Other
countries were not sympathetic to
reopening discussions on India’s ‘core’
demands: bringing up the base yearfor
cutting tariffs to 2019 from 2014,
automatic safeguard trigger for stop-
ping surge in imports, and the insis-
tence on greater market access for its
professionals.At the end,India was left
with little choice but to back out.

India’s opportunity to return to
RCEP remains.The joint statement of
RCEPministers mentions othermem-
bers working with India for resolving
outstanding issues. But, this would
require India being realistic about its
‘own terms,’and ‘core demands’.It has
been excessively reliant on its large
economic size, and the hope that size
matters so much that it can demand
and obtain the impossible. It must
note that RCEP is a multi-country,
regional trade agreement,where inter-

ests of individual members can be
accommodated only up to certain
extents.It must also note that its para-
noia over Chinese imports is not
shared byothermembers.The rest are
unlikely to be overtly sympathetic to
India’s insistence on special protection
against Chinese imports.

Why is the Indian industry, and
other stakeholders, so defensive on
RCEP? It is interesting that the same
defensiveness is hardly visible with
respect to efforts of an FTAwith the US.
The answer is obvious. RCEP includes
Southeast Asia, China, Japan, and
Korea—countries that are miles ahead
of Indian producers on competitive-
ness in manufacturing.The gaps are so
much that even with high customs
duties, Indian consumers, in many
cases,preferimports from these coun-
tries as opposed to domestic substi-
tutes.The same lack of competitiveness
prevents Indian exporters from pene-
trating deep in Asia-Pacific markets in
spite of zero orlowtariffs.Exports from
Vietnam, Philippines, and Malaysia
would be more competitive in larger
RCEP consumer markets like Japan,
Australia, and Korea, compared with
those from India.

The competitiveness problem
doesn’t arise forthe US.Indian indus-
try is confident of diving deep in the
US market. The post-GSP scenario
might be different though,since other
GSP-receiving competitors from Asia
and Africa are getting their act
together by reducing business costs.

The US imports also don’t threaten
Indian manufacturers,except in high-
end pharma, and automobiles. The
shock, though, will be in dairy and
other agricultural products. If Indian
dairy producers prefer being hit by
American milk imports as opposed to
those from Australia and New
Zealand, then one needs
to see what logic sup-
ports such preference!

The overarching sen-
timent in pulling out of
RCEP is Indian indus-
try’s fearof imports.But,
will a longer phase-out
period, and painfully
slower cut in tariffs—as
India is demanding—
get rid of this fear? It
won’t. For most of
Indian industry, the
urge to become compet-
itive doesn’t exist as
long as it is protected.
Growth of exports
requires being competi-
tive and matching up to betterquality
standards.From an industryperspec-
tive, rather than export, it is better to
focus on the protected domestic mar-
ket,where the miserable Indian con-
sumerwill have to accept whatever is
cheaply available, regardless of qual-
ity and price.

The vision of making India a
global manufacturing hub depends
on getting access to global and
regional production networks. For

that,it needs FTAs like RCEP.The logic
of engaging in such FTAs only after
domestic industry is competitive is
fallacious.It will neverbe competitive
unless exposed to competition,which
it won’t be.

RCEP members might concede
more to India if they really value
India’s economic and geo-strategic
might.There is talk of India pursuing
bilateral FTAs with some RCEP mem-
bers like Australia.Unfortunately,rub-
bing shoulders on the security plat-
form of Quad won’t guarantee special
visas forIndian professionals through
a bilateral FTA with Australia. The
dairysectorwould need to be stripped
of protection, as would more of agri-

culture. That, though,
might be more than a
handful to handle. Get-
ting shallow FTAs, as
India has done in the
past with Bhutan and Sri
Lanka on geopolitical
grounds,is verydifferent
from working out deep,
modern, comprehensive
FTAs with advanced
economies. Even if India
gets FTAs with the US
and the EU, getting
higher shares of these
markets would mean
competing with benefi-
ciaries of deep non-reci-
procal preferences like

EBA. Competitiveness would matter
there—a parameterwhere Indian pro-
ducers would fall short.

The commerce minister’s recent
lament on FTAs not needing to create a
fear psychosis is unlikely to serve its
purpose.However supportive the gov-
ernment is, industry is unlikely to act
towards becoming more competitive.
Once protected, always protected. No
wonder, the relief is so palpable after
the pullout from RCEP!
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THE CURRENT STATE of the Indian
economy is bad enough to merit the
description of being in a crisis.This is
not the kind of crisis that triggered the
economic reforms of 1991. At that
time, India was facing the prospect of
being unable to pay its bills to other
countries whereas now, its problems
are much more domestic,and,superfi-
cially,not as severe,with growth still at
around 5%.The remedies noware also
going to need to be very different.
Removing controls, and cutting puni-
tive import duties and tax rates is not
where major reforms have to come,
although trimming some tariff rates
could help Indian firms that need to
import equipment, or intermediate
goods forefficient manufacturing.

The biggest problem, as has been
said in this column multiple times,is in
the financial sector. First banks, and
then non-bank financial companies
(NBFCs), have run into trouble, and
credit has dried up in manykeyareas of
the economy,with domino effects on
real economic activityin those sectors.
Cleaning up this mess will require
major, concerted efforts if it is to be
accomplished in a way that minimises
the depth and length of the crisis.
Bankruptcy and default situations
involve renegotiating complex sets of
claims bymultiple creditors,and a poor
resolution process can lead to an ongo-
ing destruction of value as uncertain-
ties are prolonged,and forward looking
actions, such as new investments, are
put on hold.

India’s newbankruptcycode repre-
sented a significant step forward,but it
has not yet been operationalised in the
best waypossible.Some of the problem
lies with a judicial branch that is rela-
tively inexperienced in such matters,
perhaps to the point of lacking suffi-
cient competence and expertise.
Another large problem maybe contin-
ued political interference.Political cor-
ruption and cronyism have been the
bane of India’s financial sector. Gov-
ernment bureaucrats and financial

regulators also lack sufficient expertise
and experience, along with a problem
of bandwidth. This is one area where
bringing in foreign know-howcould be
very valuable. It would be expensive,
but with manybillions of rupees of lost
economic activity at stake, it would be
an appropriate crisis response.

Unfortunately, the government
has not seemed open to ideas and
expertise from outside. A welcome
trend of involving academics of
Indian origin with stellar reputations
has been reversed over the past few
years. Even the warm glow of Abhijit
Banerjee’s Nobel prize only lasted a
fewdays,as he became subject to ugly
personal attacks by prominent ruling
party members, annoyed by his
gloomy, if realistic,assessment of the
Indian economy. Right
now, India needs more
experts like him,who will
speak their minds and
provide unbiased analy-
sis, as well as specialists
who can manage, and
accelerate, the process of
financial restructuring.

Another opportunity
for “crisis driven” reform
is in privatisation. In the
long run,the GSTwill help
India’s government raise
more revenue; and, as
growth recovers,personal
and corporate income taxes will also
become more buoyant. But, for now, a
series of well-structured, transparent
privatisations, in areas such as the
financial sector,telecom,and airtrans-
port,has the potential to raise revenue
that the government needs to avoid a
different (more traditional) kind of
economic crisis.Privatisation will also
have large long-run benefits as
money-losing public sector enter-
prises are removed from the govern-
ment’s broader fiscal responsibility
basket,and are forced to become more
efficient and competitive.This kind of
privatisation has to be whole-hearted,

not just the sale of minoritystakes that
do nothing to force greater efficiency
of operations.Again, experts who can
design the mechanisms for structur-
ing these privatisations, are needed,
and the biggest challenge is whether
the government is willing to recruit
them from a global pool.

A complementary reform to pri-
vatisation is opening up entryin some
areas of finance,in particular,but also,
possibly, in telecom and other sectors
where there is a shortage of supply,
dominant players behaving as monop-
olists, possibilities for growth, or all of
the above.Just repeating slogans about
a $5 trillion economy will not bring it
about,and not having a broad vision of
where the growth will come,and howit
can come about, will ensure that the

goal remains unattain-
able. Having a concrete
vision of what a robust
economy,driven bycom-
petition and innovation,
might look like in the
next decade will also
require expertise from
around the world,
including from people
who do not necessarily
agree with the govern-
ment on everything—or
indeed,on anything.

The ruling partyhas a
solid national political

mandate for the next five years. It will
soon complete its project of extending
that mandate to enough states so that
political control of the UpperHouse of
Parliament is also ensured.But,politi-
cal control will be worthless if it is not
used for decisive actions,with respect
to the economy, which will restore
growth, and even accelerate it to the
East Asian-miracle levels that have
remained a mirage for almost three
decades. Making the right decisions
will need openness to ideas,and draw-
ing on global expertise in ways that
have,so far,escaped the thinking of the
current government.

Police-lawyer face-off
The open confrontation between
the police and the lawyers on the
court and police station of the
streets in Delhi has caused
consternation among the general
public. Obviously neither side is
wholly to blame; both sides should
share the blame in some measure
despite a very one-sided picture
presented by large sections of the
media. There must have been a lot of
simmering mutual mistrust and
resentment for what started as a
parking altercation to snowball into
violent clashes. The instinctive
territoriality of the lawyers and the
police largely explains the scuffles
that have broken out between them.
Events have taken an ugly turn
because of the perception of the
encroachment of courts and police
posts. Video clippings have shown
police vandalising the chambers of
lawyers, and lawyers ransacking
police stations. The unprecedented
protests by the lower rungs of the
police joined by their kin with
placards reading ‘protectors need
protection’ and sloganeering ‘we
need justice’, with which the media
had a field day, were in violation of
‘service rules’ and defiance of
‘superiors’, and should not set a bad
precedent. Slapping, thrashing or
manhandling is wrong; it is a
punishable crime, no matter who the
perpetrators and the victims are. It is
dehumanising; it not only causes
physical hurt but also robs the victim
of dignity. Getting physical at the
slightest provocation is immature.
The police should not do to ordinary
people in custody or lock-up what it
does not want the lawyers to do to
them. As two indispensable pillars of
the criminal justice system, the
lawyers and law enforcers should
nurture their interdependent
relationship and complement each
other in upholding the rule of law
and serving justice. It is not
necessary to draw a demarcation
between them or portray them as
villains and victims or vice versa.
They are entitled to dignity of labour.
As compatriots, they should now
put “India First”.
— G David Milton, Maruthancode

Political control will be
worthless if it is not used for
decisive actions,with respect to
the economy,which will both
restore and accelerate growth
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Opinion

BuyingTIME
Time-banks are a good idea if implemented well; 
otherwise, they would be akin to a ponzi scheme

A
ROBINSON CRUSOE economy is a thought experiment that is often
used in economics to explain difficult concepts with simplicity.One of
the best examples is of consumption and pension.The example is of an
island where there are onlytwo categories of people,young and old.The

young can climb trees and get coconuts,and they part with their earnings so that
the old can survive.The example works well till the time the young keep tending to
the old,as once the cycle breaks,there would be no olderpeople left since future gen-
erations won’t tend to the old.Social securityschemes were designed on this idea.In
recent times,the concept has found resonance with the emergence of time-banks.
While the concept dates back to 1820,the first time such a bank was set up in the US
was in 1995.As technologyhas allowed proliferation of apps to keep track of social
credits, more countries are adopting this approach. Madhya Pradesh, last week,
became the first state in India to implement such a concept.

Given that the state predicts that the 60-plus segment would account for25% of
its population in the next 30 years,it believes a time—orsocial—credit system would
help people avail social securityservices based on these social credits.To illustrate,if a
person were to give one hourto volunteerwork at a shelterforthe elderly,she could,in
her sunset years,encash that one hour of work from anothervolunteer for her care.
Although the approach is novel and,given the right technology,trackable,the idea
would onlywork if the state can ensure that there are enough numberof volunteers
always.At present,the state claims to have the support of Rajya Anand Sansthan,which
has a force of 50,000 volunteers.Social experiments like these do sound good,but with-
out support,theyoften fail.Cuba is a good example.Che Guevara’s videos of working
on docks,and helping labourers as part of the moral incentive scheme did work won-
ders,but it failed once there was nobodywhose example the masses could follow.Maybe
the state’s ministers can lead from the front to make the idea a success.Otherwise,it
would sound as ludicrous as the ministrythat launched it—adhyatma (spirituality).

T
HE GOVERNMENT HAS been working on initiatives to resuscitate the
real estate sector. It has proposed a ̀ 20,000 crore fund that would be
used to complete projects that have not turned into NPAs yet and
where 60% of the construction is complete.This sounds good,but can’t

help beyond a point because sound projects don’t really need help.
The real problem lies in the hundreds of stressed projects—and the bank-

rupt developers—many of which have been funded by non-banking financial
companies (NBFCs) and banks.It is these projects that need assistance.Indeed,
we are already seeing collateral damage.

That is because, with limited liquidity and in the absence of refinancing
options,many more developers could go bust,and many more projects remain
incomplete; the fallout of developer defaults on lenders could be significant.

There could be a solution: Ask banks to fund stalled projects under certain
strict conditions. In fact, some banks are believed to have indicated that they
are willing to do so if they are allowed forbearance for their share of the expo-
sure. In other words, they don’t want their new exposure to be classified as a
non-performing asset.They point out that if they have, say, just a tenth of the
exposure, it is unfair to ask them to label it as an NPA. That is a perfectly valid
demand. Indeed, the idea is a good one, and RBI could consider relaxing the
rules, but only if there is a change in the ownership of the project, with new
developers being roped in to complete it.

Aproject where just 20-25% of the work remains,but has been languishing
for lack of funds—working capital perhaps—could easily be revived with a new
lender joining the consortium,and newownership.The idea could go a long way
if banks are able to rope in strong corporate builders
to take overstalled projects,and lending to these
companies would be less risky.While forbearance
for any reason is to be avoided because it sets a
bad precedent, this time around, given how the
real estate sector is in terrible shape and how it
can catalyse growth,RBI maywant to consider it.

However, it is important that this kind of last
mile funding doesn’t turn into a bailout forexist-
ing lenders. The projects need to be screened
thoroughlyto ensure theyare viable and are only
in trouble because of a shortage of a small quan-
tity of funds. RBI could review an independent
assessment of the requirement of funds and put
a cap.Also,the existing promoters need to be sent
packing. They can’t be, in any way, linked to the
project. The lenders with previous exposure to
the project must continue to classifythe account
as an NPA.Theycan’t get awayfrom that; the for-
bearance should onlybe given to the newlenders.

Critically, the government must make sure
the process bywhich a new promoter takes over doesn’t get mired in litigation.
For instance, the investigative agencies should not stall the process as it has
happened in the NCLT, where the corporate insolvency resolution process has
been short-circuited by the SFIO, EoW, and so on. Such disruptions will put off
the prospective buyeras also the lenders.Banks todayare sitting on funds—the
surplus liquidityis more than ̀ 2 lakh crore—but are unwilling to lend to poorly-
rated companies for fearof further loan losses.That is understandable; so,they
do need some support from the regulator and the government.

The total exposure—across banks, NBFCs, and HFCs—to the developer seg-
ment is estimated at around ̀ 6 lakh crore,with NBFCs and HFCs having an esti-
mated 30%. Of this total exposure to developers, 40% comprises lease rental
discounting (LRD),which carries less of a risk.The core developer book (net of
LRD), is split more or less equally between banks and NBFCs. Some NBFCs, in
their quest for high yields—17-18%—appear to have abandoned quality alto-
gether; now,that money is stuck because the builders are broke,or going broke
since they are unable to sell their stock.The total unsold residential inventory,
at the end of September,was six lakh units. How much of this was complete at
the time is not known.

Strapped for liquidity, some NBFCs are now trying to camouflage the bad
loans by converting them into equity; at times, these are being converted into
non-convertible debentures(NCD),and sold down to retail oreven institutional
investors, locally and overseas, in what are often junk bonds.

That is one reason an AQRoran asset qualityreviewforNBFCs—of all shapes
and sizes—needs to be carried out immediately.That will tell us the true qual-
ityof the real estate book at a time when it is becoming harderforthem to access
liquidity at an affordable cost.The other problem with real estate is that valua-
tions,which are inflated to begin with,will soon start to fall as banks attempts
to monetise their collateral. That, then, will drive down the value of collateral
held by other lenders. It will, however, be good in the sense that prices will
become real again.
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Change promoters 
to fix real estate

Attract new loans to revive stressed real estate projects with
easier NPA rules,but only if existing promoters are eased out
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