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Hamara Bajaj,
Tumhara tear

Home minister Amit Shah’s reply to Bajaj was pitch perfect, but
there’s enough evidence to show the govt doesn’t like criticism

IVEN THAT EVEN Rahul Bajaj’s son Rajiv—he heads Bajaj Auto—disagreed with
his father, it is not surprising that opinion is divided on what Bajaj senior said to
home minister Amit Shah. While Rahul Bajaj had talked of how industrialists
were scared to criticise the BJP—headded that most felt free to criticise UPAmin-
isters when they were in power—his son said that he had read somewhere that courage is
knowing that it may hurt and doing it anyway, and stupidity is the same (emphasis added).

Whileitis difficult toreply to such sweeping and multi-layered criticism—was Bajaj upset
with the NDA’s social oreconomic policies?—the home minister did anadmirable job. He said
that,in the past,lynching didn’t get the kind of publicity it gets now and, given that no gov-
ernment had been criticised as much as the BJP has been, no one should worry about criti-
cising the BJP.Shah added, and this is important, that if despite this, people were still scared
to tell the truth to the BJP, the government would have to work to dispel this.

Even thosewho didn’t find Shah convincingwould agree, though, that Bajajwas guilty of
fairlywild exaggeration.Forone,given India Inc’s penchant for marking even the most ordi-
naryBudget 12 outof 10,itis difficult to believe industrialists openlyabused UPAministers.
No top industrialists spoke up, forinstance,against the UPA’s blatant corruption/favouritism,
of the type A Raja did in telecom, orwhen Pranab Mukherjee decided to overrule a Supreme
Courtjudgment on Vodafone’s tax liabilityand came up with his retrospective taxation; this
dealt abodyblow to India’s reputation for being fair, but no one criticised it openly.

And,while somelike Ratan Tataand AnuAga came outagainst Narendra Modi in the after-
math of the Godhraviolence, it is difficult to recall seniorindustrialists speaking out against
top Congress leaders accused of being part of the anti-Sikh pogrom being given plum post-
ingsasministers.If Indian industrialists are silent now, theywere prettysilent earlieraswell.

Iflynching took place earlier too,did people attack the Centre as theyare doing now? And,
if the BJPis intolerant of criticism, did the Congress welcome it...The media spinning stories
in an anti-BJPway, or highlighting every fringe BJP MP,isa pos-
sible explanation—though with Republic TV and Times Now, n————
Modi is hardly dealing with an entirely hostile medial—but,a  Since India Inc rarely
large partofthe criticismis dueto hpwthe BJPtreatsits critics. criticised UPA, Bajaj

Some recent instances make this clear. Just before the elec-

tions, when there was talk of jobless growth, the government ~ Wa$ exagg!erating.
suppressed the NSS report on jobs. It is true thereportwasnot ~ And lynching took
comparable with earlier ones because of methodological dif-  place earlier too, as

ferences,butinstead of.stressing this,the governmentrefused Shah said. But holding
torelease the report. If jobs were growing the way the govern- . .
ment claimed theywere, why is the economy slowing sodra- ~ Pack inconvenient
matically today? When, more recently, the NSS showed falling NSS reports and going
real consumption, the BJP buried the report again! Every seri-  after Lavasa & Taseer
Eus analyst knows the s.hortcoml.ngs in the NSS data—l'g cap e inforcadima ge of
ures less of consumption than in the past—but, even if the . .

report was biased, it was pointing to something, wasn’t it? govt disliking criticism

Ortake the case of Ashok Lavasa, the Election Commissioner m—
who wanted the EC to ask Modi to cooperate in upholding the
Model Code of Conduct,and who disagreed with the EC’s clean chit to Modi using the Pul-
wama martyrsasacampaignissue.Since Lavasa served under the BJPforthreeyears,as envi-
ronmentand finance secretary,you’d think he had beenvetted and hiswork found good—why
else did the BJP appoint him an EC? Yet, his family is under the taxman’s scanner,and PSUs
are being asked if his wife was appointed to their boards because of Lavasa’s pressure.

And then, there is Aatish Taseer, the once pro-Modi writer who earned the PM’s ire with
his divider-in-chief piece for Time magazine just before the elections. Did the government
reallywant tobe seen as punishinga critic,especiallyonewho many thought was pretty over-
the-top anyway? More so since, after the furore, Time published a uniter-in-chief piece any-
way. Yet, the government revoked Taseer’s Overseas Citizen of India card,and 260 top writ-
ers,including Salman Rushdie and Orhan Pamuk,came out supporting him. Possibly, Taseer
lied on his original OCI form several years ago (bit.ly/2Y6pmQB),but why not ignore him?

Itistruethat the same Lavasa, orhis colleagues in the EC—most of civil society,actually—
didn’t think it was worth censuring Rahul Gandhi for repeating, in the run-up to the elec-
tions, without an iota of proof, that Modi had given Anil Ambani ¥30,000 crore worth of
Rafale orders; indeed,Gandhialso told tribals that the crux of one of Modi’s proposed billswas
“shoot Adivasis with impunity” when the reality was a lot more complex.

Butinactingagainstits critics—orjustifyingitsactions by citingwhat the Congress did—
the Modi government is just hurting its own prospects. Indeed, its demonising of [NU as a
haven for anti-India elements in the past ensured that even when JNU students were in the
wrong—they were paying 0.5% of what Delhi University students pay for their hostel!—a
couple of weeks ago, the public sympathy was with the students.What was just along-over-
due fee hikebecame the case of aright-wing government trying to crush left liberal students!

Postscript: Cricketinglegend Sunil Gavaskarwas known as much forthe strokes he played
as theballs he left. Well-left is something the Modi government would do well to emulate.

DiallingDISASTER

A few more tariff hikes will save telcos from the near-certain
bankruptcy that government inaction was leading them to

T SPEAKS VOLUMES forhow the telecom industrywas brought toits knees that noone

alleged cartelisation when, within hours of each other, Vodafone Idea, Bharti Airtel,and

RJio said they would be raising tariffs; the first two have already announced 25-40%

increases.Not surprisingly,given howit slept through RJio’s below-cost pricing, the Com-
petition Commission of India kept quiet when tariffs were raised, as did the telecom regula-
tor,whosejobisto ensure customersdon’t get rooked by cartelising telcos.Thisisnot tosay that
telcos are ripping off customers; how can they when, between the pre-Jio situation and now,
the average realisation per user (ARPU) has fallen from ¥174 per month to ¥113 while their
data consumption rose from 153MB to 10GB,and voice minutes rose from 400 to 700? But,
if the government or regulators are not going to examine cartelisation now, when will tariff
hikes be seen as collusive; after ARPUs are ¥174 or 200 or 225? It is ironic,but while competi-
tionauthorities normallystrive toincrease competition levels,by driving the industry to bank-
ruptcy—bynot cutting rapacious licence fee obligations,and byallowing RJio’s predatory pric-
ing—the government had a big role in the declining competition in the industry.

While it is difficult to prove that the government encouraged the tariff hike, what could
have forced this change of heart is that,with Vodafone Idea perilously close to shutting down,
the government realised that it stood tolose ¥200,000 crore of dues,and would have got just
a fraction of this in the insolvency courts. And, with Vodafone alone having invested $30 bn,
its shutting down—there s still the retrospective tax casel —would scare off most investors.

Right now,if the tariff hike resultsinan annual ebitda hike of ¥8,000-9,000 crore each for
Vodafone Ideaand BhartiAirtel—going by Kotak Institutional Equities’analysis—thiswill help
keep them afloat even after the Supreme Court’s (SC) Adjusted Gross Revenues (AGR) blow.
But,as thisnewspaperhasargued, the SCerred in its judgment since no independent author-
ityhad everexamined the government’sview of what AGR must comprise.And,the AGRblow
would have been alot smaller had the government scrapped licence fees in 2010 as it should
have. Since, by then, the government was charging an arm and a leg for spectrum, the earlier
policy of high annual licence fees had to be stopped; you can’t charge EMI for a flat as well as
askforthe full payment upfront.While manyin governmentargue that they can’t scrap licence
fees as they will lose revenue, they need to recall how, after the Atal Bihari Vajpayee govern-
ment slashed telco fees by moving to a revenue-share regime, the government’s revenues
soared after a few years; by contrast, despite the high licence fees, government revenues fell
from X70,241 crore in just FY17 to ¥39,345 crore in FY19; and, thanks to the government’s
actions, thereisstill the possibility that it could lose several Iakh crore rupees of dues.This is mis-
management—byboth UPAand the NDA—on a scale that’s hardly ever seen before.

Opinion

T LAST, AFTER four
months, the GST revenue
has crossed %1 lakh crore
in November.That should
bring in some cheerin an
otherwise gloomy scenario. Of course,
this too falls short of the monthly tar-
getofX1.18lakh crore,and immediate
measures are needed to improve tax
compliance. There are many stories
making rounds about the ingenious
ways adopted to create a parallel infor-
mal economy. Therefore, the time is
opportune to identify reform areas to
increase revenue productivity and
minimise administrative,compliance,
and distortion costs.

It mustbeadmitted that GSTimple-
mentation hasimportant positives.The
most important gain is from the aboli-
tion of inter-state check-posts. It is esti-
mated that thelong-distance travel time
for goods has reduced by almost 20%.
The reform has also helped improve
supply chain management by not
requiring the creation of branch offices
to avoid inter-state sales tax. Also, the
abolition of inter-state sales tax has
made the tax destination-based, and
reduced inequitable inter-state tax
exportation. Equally important is the
compliance gain due to the exchange of
information between the income tax
and GST departments. A major gain is
thereduced distortion dueto cascading.
Earlier, the central excise duty, levied at
the pre-retail stage, cascaded into the
final retail value. Also, the state value-
added taxwas levied on excise duty paid
value. Besides, there was no systematic
mechanism for providing input tax
credit between excise duty and service
taxes.Thus, there was tax on tax, tax on
the margins, and margins on the tax,
resulting in the consumer paying more
than what the governments collected.

While these are the real gains, the
stagnation of revenues is a major con-
cern.Thebudget estimate for2018-19
for the central government was I7.43
lakh crore—the actual collection was
22% lower at ¥5.81 lakh crore. In
2019-20,while the estimated monthly
collection of GST is ¥1.18 lakh crore,

the average monthly collection during |

TAX REVENUES

STRUCTURALAND OPERATIONAL REFORMS—REDUCING NUMBER OF TAX SLABS AND BROADENING
THE BASE, ETC—MUST BE UNDERTAKEN ONCE TAX REVENUES BECOME RELATIVELY STABLE

Sequencing the

GST reform
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the last seven months has been less
than X1 lakh crore.The government s,
thus, staring at a shortfall of X2 lakh
crore for the whole year.

Equallynotableare the shortcomings
in the structure of GST. The problem
includes large list of exemptions, multi-
plicity of rates,and exclusion of several
items of consumption from the base.All
this has resulted in erosion of the base
and continued distortions.The decision
to exempt almost 50% of the items in
the Consumer Price Index basket has
narrowed the base. The exclusion of
petroleum products and electricity has
rendered the reform only partial as
almost 43% of internal indirect taxes at
the Centre,and 40% of those at the state
level are excluded from input tax relief.

The tax is levied at four different
rates—5%, 129%, 18%, and 28%—in
addition tothe special rates on precious
metals (0.25%),gold (3%),and jobwork
in the diamond industry (1.5%).A spe-
cial cessisalsolevied atvaryingrateson
items in the 28% category and, in the
case of some class of automobiles, there
is a cess of 229%, resulting in the total
incidence of 50%. Multiplicity of tax
rates enhances administration and
compliance costs, enables misclassifi-
cation, and, in some cases, causes
inverted duty structure. Moreover, high
tax rates on automobiles, and building
and construction material at a time
when demand conditions are com-
pressed have caused further slowdown
in these sectors. There are infirmities
arising from the rate variationsaccord-
ing to use of product, value of product,
and lower rates on items considered as
inputs as compared to those judged to
be outputs. These cause distortions as
well as compliance problems.

The most important measure

needed, at present, is to stabilise rev-
enues. This requires better compliance
with the tax, forwhich the majoraction
needed is to stabilise the technology
platform.The originally proposed three
forms—GSTR-1, GSTR-2, and GSTR-
3B—could not be operationalised. The
summary form, GSTR-3B,does not pro-
vide the information

required for invoice T —————

matching. As the filing of
the annual returns, too, is
being repeatedly post-
poned, there is nomecha-
nism to match invoices;
thishasgivenrisetoafake
invoice industry. So far,
9,385 casesof tax fraud by
this means have been
detected, involving an

amountof 45 ,700 CIOore. | T—

The undetected amount

would be much larger. In addition, the
dysfunctional technology platform has
resulted in integrated GST allocation to
states in ad hoc ways, and has caused
delays in refunds to exporters; small
scale industry has particularly been at
thewrong end of this.

Firming up the IT platform will be
greatlyhelpedif the thresholdiskeptat
%50 lakh. Data for 2017-18 from Kar-
nataka shows that 93% of taxpayers
had less than a ¥50lakh turnover; they
accounted for 6.5% of the turnoverand
129% of the tax paid. It is important to
focus on the “whales” rather than the
“minnows”. Second, 100% invoice
matching is not followed anywhere.
Korea tried to do this,but had to give up.
E-invoicing could be done, but for the
immediate purpose,it maybe desirable
to confine the matching to invoices
above a certain value—say ¥10,000.

Once, a measure of stability is

Taxing C-suite salaries defies global norm

The provision of levying tax on inter-
branch cross charges is unworkable and

increases compliance costs for
businesses. It must be repealed

RECENTLY, THERE WAS hue and cry
concerning theapplication of GSTonthe
allocation of head office costs of an
organisation to its branch offices in dif-
ferent states.Itwasreported in the media
thatthe governmentintended torecover
GST on cross charges on account of allo-
cation of common costs, including
salaries of CEO, CFO, IT support,admin-
istration support, etc. The government
quickly issued a press release and clari-
fied that there was no intention to levy
GST on salaries of the ‘C’ suite of an
organisation as the services provided by
anemployee totheemployerare neither
asupplyof goods norasupply of services,
and hence,donotattractany GST.Sofar,
so good. However, in the same press
release, the government clarified that,
following global practice, GSTwill apply
tocross charges forinter-branch supplies
of goods and services, which, of course,
include the salaries of employees. This
appears to confirm the fear of taxpayers
rather than allaying it. Further, it stated
thatthe GSTsocharged byonebranchto
another is available as an input credit,
and hence,is not a cost to business.
Many companies follow the
accounting practice of allocating com-
mon costs amongst various locations
within the organisation, especially to
determine the profitability of different
profit centres within the organisation.
Under India's dual GST, supplies in a
stateattract the central GSTandalsothe
state GST.Further,abranch ofan organ-
isationlocated inanotherstateis treated
as a “distinct person”; any inter-state
activity between the head office and a
branch, or between two different
branches, is treated as a ‘supply’ and is
subject to the GST levy.
Ratherthanbeingacommon global
practice,Indiais the only countryin the
world that applies tax on activities
between two branches of the samelegal
entity. In other jurisdictions, flow of
goods or services between two arms of

the samelegal entityisnot considereda
supply and isn't subjected to GST. This
reflectsthelogic that one cannot trans-
actwith oneself; youneed two to tango.
The Indian GST, on the other hand,
requires a business entity to register
separatelyin each of the stateswhere it
operates,and deems any inter-branch
flow of goods or services to be a supply,
subject to tax. It is through this deem-
ing fiction that an allocation of head
office salariesamong the branchis con-
sidered a charge for a taxable supply by
the head office.

It maybeargued that the state-wise
registration of each legal entity is nec-
essaryforthelevy of the state GST.But,
thisneed notbe so.Canadaalsoleviesa
dual GST, but there is no requirement
of multiple registrations in each of the
provinces where companies operate a
business.The two taxes are collected by
each legal entity,but underasingle reg-
istration. In China, individual operat-
ing units or branches are required to
have separate registrations for VAT,but
there is no provision deeming inter-
branch activities to be a supply of ser-
vice that is subject to tax.As there is no
fiction of a person making a supply of
services to oneself, allocation of CEO,
CFO, or other salary costs to branches
does not attract any VAT or GST.

This feature of the Indian GST is,
thus, without any international prece-
dent. More importantly, it is unwork-
able. There is no clarity on which inter-
branch activities constitute a supply,
and howtheyare to be valued forapply-
ing the tax. Does the exchange of infor-
mation on business performance (MIS
reports) between a branch and the head
office constitute a supplyof service,sub-
ject to an 18% tax? What about the
inputs provided by different operating
units to the head office in raising capi-
tal, in managing cash flow, or in devel-
oping sales/marketing plans? How are
these fictional supplies to be identified
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and valued? Organisations do allocate
some of the common costs among vari-
ous operating units,but thereisno con-
sistencyin the practices they follow.It is
forthisreason that fewbusiness entities
are currently complying with the GST
law and remitting tax on inter-branch
service activities. The tax authorities
have also not provided any guidelines.

These provisions are a significant
contributor to the complexity of GST.
Multipleregistrationsincrease the com-
pliance load several-fold. They also add
tothe costs of administration,with nota
paisa gained in revenues. Each registra-
tion is treated as a separate pocket,and
no offsetting or consolidation of positive
and negative balances in different
accounts is allowed. This increases the
working capital requirement of busi-
nesses.Thereare complex provisions for
inter-branch distribution of input tax
credits, which would not be needed
under a single registration system.

The government press release says
that the GST imposed on inter-branch
supplies is not a cost to business as it is
available as an input tax credit for the
recipient branch.Thisis true onlyin the-
ory; in practice, organisations dealing
inamix of taxableand exempt supplies
(e.g.,banks, companies dealing in basic
food,alcohol, petroleum, electricity,real
estate, and hospitals, etc) are allowed
only a partial credit. Where the tax is
fully creditable,whyimpose theburden
of computing the tax on fictional sup-
plies and then giving it all back?

The government has been very
accommodative since thelaunch of GST
inJuly 2017.Following global practices,
itshould repeal the provisions applying
the tax on fictional supplies in the form
of inter-branch cross charges.Astheyare
unworkable and few companies are
complying with them fully, their repeal
should have no adverse impact on rev-
enue,butwould save the countrywaste-
ful spending on workaround solutions.
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Reducing the
number of tax rates
is important, and it

should begin by
getting rid of the

28% category

altogether

< COMBATTING RAPE

Vice president of India, M Venkiah Naidu

What is required is not a new bill. What is required is
political will, administrative skill, change of mindset
and then go for killing the social evil

brought into the revenues, it is easy to
undertake reforms in the structure and
operational details. Reducing the num-
ber of tax rates is important, and it
should begin by getting rid of the 28%
category altogether and transferring
themtothe 18%slab.Therevenue from
this category, including the cess, is
reported to be 22% of the total. At a
lowerrate,the demandwould be higher,
and the loss of revenue will be lower.
Simultaneously, it is desirable to prune
thelist of exempted goods and services.
Only those that are difficult to tax for
administrative reasons should be
exempted,and manyof theitemsunder
5% should be moved to 12%. In fact,
equityisbetterserved through targeted
cash transfers, and not by
differentiating tax rates.
Besides, calibrating tax
rates based on consump-
tion pattern alone ignores
theemployment potential
from these sectors. In the
next stage, the 12% and
18%categoriescanalsobe
merged at 15%. This will
simplify the tax system
intotwomainrates.Asthe
revenue stabilises, petro-
leum products and elec-
tricity could be brought within the
ambit of GST. All these reforms should
be sequenced and calibrated over a
period of two-three years.

Atpresent,the GST Council relies on
the analysis done by the “fitment com-
mittee”, which consists of the nomi-
nated officials of the Tax Research Unit
in CBIC,and officials of the commercial
taxes department from some states.
For a major reform like the GST, it is
important to have a strong technical
secretariat,with expertsin administra-
tion, economics, accountancy,and law
to present the Council with options to
take informed decisions based on rig-
orous research. Equally important is
the need to make all data that is not
sensitive to enforcement available in
the public domain for independent
researchers. Reluctance to share the
data is a major constraint for under-
taking independent research.

LETTERS TO

THE EDITOR

Going green

When it comes to municipal
administration, the Bruhat
Bengaluru Mahanagara Palike
(BBMP) would do well to borrow a
leaf out of Indore's book. The city
has been declared the cleanest city
in India for three years in a row.
Now, in another move that is
worthy of emulation, the district
administration and municipal
employees of the city have decided
to use public transport to reach
their offices every Friday. Besides
encouraging use of public transport
and decongesting roads, the
objective is also to demolish the
myth that only people who cannot
afford cars travel by buses. The
collector has appealed to private
organisations to encourage their
employees to use public transport
at least once a week, and given the
fact that the people of Indore have
been extremely supportive of the
administration's initiatives, there is
no doubt that this project too will
be a success.

— Tarique MERC, on email

Deterring crime

It is heartening that Telangana
Chief Minister K Chandrasekhar
Rao has ordered the setting up of
a fast-track court for the
expeditious trial of the Hyderabad
woman veterinarian murder case,
besides assuring the victim's
family of all help. Public fury over
the ghastly crime has sent shock
waves across the country, and
protesters have even demanded
that the accused be handed over
to them. The authorities have also
done well to suspend three police
personnel for an alleged delay in
registering an FIR. Coming down
hard on criminals and handing
them exemplary punishment is the
only way to deter them from
treading the wrong path.

— N J Ravi Chander, Bengaluru
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TELANGANA

Indebted to
growth

When elongation of debt maturity structure is

HE NEWEST STATE of India,
Telangana, since its forma-
tion,is on the high growth tra-
jectory and the economy is
growing at a higher rate than
national GDP growth. The state was
formed on June 2, 2014, as per the
Andhra Pradesh Reorganisation Act,
2014.The state maintainsazerorevenue
deficit,satisfying the“golden rule” of the
FRBM (Fiscal Responsibility and Budget
Management) that a state must meet its
revenue expenditure from its revenue
receipts. But Telangana has a fiscal
deficit-GSDP ratio slightly higher than
the FRBM-legislated threshold at 3%.

The outstanding liability of the state
is around 22% of GSDP, when the
FRBM stipulates it to be only 20%.
Laudable are the achievements of the
new state in terms of economic growth,
but macro-fiscal fundamentals like fis-
cal deficit and outstanding debt not in
concomitant with the FRBM targets is
a concern. Telangana has formulated a
medium-term fiscal framework to
work towards stipulated threshold in
debt-deficit dynamics.

According to the 14th Finance
Commission, had the state been main-
taining fiscal deficit at 3%, and the
outstanding debt-to-GSDP ratio below
25% (along with a macro-fiscal ratio
of interest payment to revenue
receipts at 10%), it would have been
eligible for 0.5% additional borrowing
power. But Telangana missed this
extra borrowing power granted by the
14th Finance Commission.

Yet another point to be noted is that
states have significantly resorted to mar-
ket borrowing in financing the fiscal
deficits (following the recommendations

crucial for economic growth

of the 14th Finance Commission) to
exclude states from the National Small
Savings Fund (NSSF) financing facility
(except Delhi, Madhya Pradesh, Kerala
and Arunachal Pradesh).The power bond
scheme titled UDAY (Ujwal Discom
Assurance Yojana) has deteriorated state
finances further. The RBI State Finances
report 2019 noted that the “state gov-
ernments are mandated to fund a pro-
gressively greater share of discom future
losses from their own finances, and pre-
vent ballooning of losses on discoms’
books. The impact of this provision on

Maturity profile of outstanding state* govt securities

ILLUSTRATION: ROHNIT PHORE

state finances could increase signifi-
cantlyin 2019-20 and 2020-21 due to:
i) higher share of losses to be funded; and
ii) reduction in revenue benefits to dis-
coms from the conversion of state gov-
ernment debt into grants on account of
varied debt restructuring models
adopted by state governments.” The
NIPFP study on power bonds by this
authorand Amandeep Kaur showed that
there is no financial efficiency or opera-
tional turnaround in discoms across
states, ex post to UDAY.

On the expenditure
side, Telangana has ambi-
tious projects. It was the
first state to announce an
income support scheme
for farmers, among the
other five states in 2019-
20. This is in the form of
unconditional cash trans-
fers to farmers, instead of
providing them loans.
Farmers’ credit waiver has
created “moral hazard”
issues. The RBI State
Financesreport noted that
these income support
transfersare categorised as
“Green Box payments”
within the framework of
the World Trade Organisation (WTO).
The new state has given importance to
capital projects. The flagship capital
projects in Telangana include public
irrigation projects and a comprehensive
drinking water programme termed
“Mission Bhagiratha” to provide safe
drinkingwater toall the households.On
the revenue side, given the uncertain-
ties in GST revenue, taxes are buoyant

(as % to total)

[P i L
Given aspirational
development
agenda of the state,
it is a challenge to
maintain the
stipulated growth
path at 14-15%
while adhering to
fiscal rules by
containing debt-
GSDP ratio at 20%

Andhra All state
State/UT Pradesh Gujarat Haryana Maharashtra Odisha Telangana Puducherry and UTs
2019-20 76 | 57 | 28 | 6 3.6 - 9 5.3
2020-21 7.6 6L | 32 | 7.4 89 - 10.8 53
2021-22 83 9.8 7 109 [124 - 9.6 7.3
2022-23 | 98 | 82 103 88 125 0.9 o1 | 77
2023-24 11 | 81 | 122 | 93 13 0.9 9 83
2024-25 838 83 | 119 | 9.8 3.6 8.7 85 93
2025-26 89 | 8 [137 | 127 |71 1s2 | 81 | 115
2026-27 79 | 10.7 | 124 | 12.7 71 167 5 13.1
2027-28 55 | 134 | 11.8 6.2 1.8 0.9 7.2 11.8
2028-29 61 | 203 | 53 51 1.8 09 | 45 | 114
2029-30 4.1 - - 5.5 3.6 0.9 4.1 1.3
2030-31 34 1.1 - - - 0.9 4.5 1
2031-32 Sl - - 2.1 8.6 44 7 104 = 0.9
2032-33 37 - =] 35 3.6 4.7 - 1.6
2033-34 2.5 - [ 14 - 1.8 - - 1.4
2035-36 0.2 - 105 - 5.4 - - 0.1
2036-49 1.7 - 7.5 | = | 54| 262 [ - | 29
TOTAL 100 | 100 | 100 | 100 100 100 100 100

*Select states: (outstanding as on March 31, 2019): Note: compensation bonds,

loans not bearing interest and special bonds (UDAY) are not included.

Source: RBI records

and estimates are above unity.

The intergovernmental fiscal trans-
fers from the 15th Finance Commission
are a potential source of revenue to
finance their ongoing capital projects.
The chairman of the 15th Finance Com-
mission, NK Singh, during the commis-
sion’s state visit noted that though capi-
tal projects in Telangana have a
multiplier effect on economic growth,
the rising debt and deficit is a matter of
concern. The state has echoed the con-
cern that the potential significant weigh-
tage to “population 2011” in the forth-
coming tax transfer formula of the 15th
Finance Commission can plausibly
reduce fiscal transfers to Telangana,
unless the commission designs a trans-
ferscheme to mitigate this potential loss
to those states that have well managed
demographic transition.

Given the aspirational development
agenda of thenewstate,itisa formidable
challenge to maintain the stipulated
growth path at 14-15%,and even at the
projected 20% in the long run, while
adheringto fiscal rules by containing the
debt-GSDPratio at 20%.

Against thisbackdrop,Telanganahas
adopted a new debt strategy. The state
hasdecided to go for elongation of matu-
rity structure of outstanding debt. The
RBI State Finances report noted that
elongation of maturity structure of debt
is important to mitigate “roll-over risks
and debt servicing costs,which impinge
on the efficacy of debt management
strategies.” Satyajit Chatterjee and Burcu
Eyigungor, in their paper titled “Matu-
rity, Indebtedness, and Default Risk”
published in the American Economic
Review (2012) noted that when the pos-
sibility of self-fulfilling rollover crises is
taken into account, “long-
term debt is superior to
short-term debt.” This
studywas conducted in the
context of Argentina. The
other plausible benefit of
long-term bond issuanceis
that it can fix the yield rate
at current levels of interest
rate scenario, and also act
as “reference rates.”

Therecent OECD Sover-
eign Borrowing Outlook
reportalso showed that the
share of long-term debt in
the central government
marketable debt reached
90% in 2015 in the OECD
region, and is projected to
rise gradually.This relatively high level of
longer-term debt redemption profile in
the OECD region is to limit the potential
rollover risk and to make the debt port-
folio resilient. The RBI State Finances
report emphasised that, in India, the
maturity structure of debt of the govern-
ment of India has been steadily increas-
ing,with the tenure of the longest sover-
eign debt security being 40 years.

The maturity pattern of outstanding
debtacross Indian statesand Union Ter-
ritories has also been increasing (see
table). As noted by RBI, since 2015-16,
15 state governments including Telan-
gana and the UT of Puducherry have
issued longer tenor securities. Among
these states, Telangana has the longest
tenor for state government securities,
with the debt maturity profile being 30
years. This is instructive, and of interest
to public policy researchers, how a state
within the framework of fiscal rules
manages to keep aspirational choices to
take itself to higher growth trajectory.
This is also challenging, especially when
there is no “economic convergence” in
the state, with the poor regions “catch-
ing up” with the rich regions, and the
spatial inequality “within the state” sig-
nificant. It is to be noted that only four
districts, including Hyderabad, are con-
tributing around 50% to the state’s
growth, and the rest of the regions
require high investment to reach the
comparable growth trajectorywithin the
state.The“fiscal agency” of the new state
isthus grappled between the “equalityin
processes” and “equality in outcomes.”
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face value
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Face recognition is changing how we
unlock phones, authenticate transactions

N PHILIP PULLMAN'S fantasy trilogy ‘His Dark Mate-

rials’,every character has a daemon, an animal that

manifests the inner self of a person. For us,the daemon

would be our smartphones, capturing our souls in the

palm of our hands. But how dowe protect something so
precious from prying eyes? With these small devices carry-
ing everything fromaccess to our corporate identities to our
secret lives, smartphone companies have been stressing on
the need to add screen locks to prevent others from access-
ing our phones. Over the years, companies have offered
everything from number locks to patterns and even finger-
print scanners to protect phones,and for authentication in
place of passwords or to initiate payments.

Of late, there has been a move towards the phone recog-
nising user’s face and then opening the screens for her. Sam-
sung has, forinstance,experimented with iris scanners,and
has settled with face unlock,where the phone matches‘face’
to what it has in its records. A lot of other Android phones,
too, use face unlock in one way or the other. Apple, mean-
while, has been using Face ID, which is more complex than
face unlock on Android phones,as it uses more layers of data.

Kaiann Drance, V-P, product marketing, Apple, recently
told me howApple’stechnologyis different.Face ID, Drance
explained, utilises some of Apple’s most sophisticated tech-
nologies like the TrueDepth camera, the secure enclave on
the chip,and the neural engine.
In simple terms, TrueDepth
looks for the face when you
wake the iPhone up by raising
itorsimply tapping the screen;
when the face is detected, Face
ID confirms user’s attention
and intent to unlock it by
detecting if the eyes are open
and are directed towards the
camera. This process ensures
spoofing is near-impossible
and reduced toa one-in-a-mil-
lion possibility. On top of this,
the phone locks itself if there
have been five failed attempts
to unlock using Face ID.

But those who have used
Face ID onan Apple phone,first introduced with the iPhone
X,would have noticed how thisworks evenifyouareinadark
room. This is because the TrueDepth camera system has an
inbuilt dot projector that puts 30,000 invisible dots on the
user’s face to build out a unique facial map.Thisworks along
with theflood illuminatortoidentityaface evenin the dark.
According to Drance, facial authentication technologies that
don’t have this layer don’t work well in the dark, and can
potentially be spoofed by a photograph as these don’t have
depth information or a facial map to match against.

Face ID and other such technologies are now getting
widespread acceptance as a secure authentication method.

In India, a bunch of
financial services
apps, from ICICI to
Paytm Money and
HDFC Bank, have
started using face
recognition,
negating the need
to enter a PIN for
transactions

JustinIndia,abunch of financial services apps, from ICICI to
Paytm Money and HDFC Bank, have started using this,
negating the need to enter a PIN for transactions. I person-
ally use it to secure my blood sugar data on the OneTouch
app.Also,on Apple devices,alot of passwords will auto fill if
the phone detects the user’s face. Interestingly,Apple does all
of this on the device and no data needs to be backed up to
the cloud.Even natural changes to the faceare factoredin,as
it has trained multiple neural networks to see if there are
changes every time it looks at the user,and then make that
adaptive change. Drance said this meant training the net-
work with over 2 billion images, including infrared and
depth images collected in extensive studies.

In the coming months, you can expect more devices to
unlock when it sees the user’s face, even as across other
devices this becomes a standard way to authenticate if the
useris genuine.Thiswill alsolead toalot of new use cases.If
the computerisable toverifya userthisaccurately,thenyou
could even be doingjob and visa interviews remotely.Alot of
instances where personal presence is now needed could be
replaced byvideoconferencing.The possibilities are endless.

HARP AND PROTRACTED eco-

nomic slowdowns aren’t new to

India.Since Independence,there

havebeen atleast eight episodes

of significant GDP growth rate
declines overtwoyears ormore—1961-62
and 1962-63, 1965-66 and 1966-67,
1971-72and 1972-73,1984-85t01987-
88, 1990-91 to 1992-93, 2000-01 to
2002-03,2012-13 and 2013-14, and the
current one from 2018-19.

The slowdowns till the 1980s were
mostly a result of drought-induced agri-
cultural contractions, wars or balance of
payments (BoP) pressures.Shortage of for-
eign exchange for imports, even of essen-
tial materials or components and spares
used in capital goods, besides austerity
measures introduced afterthe 1962 Sino-
Indian War, caused the first growth dip
episode. Back-to-back droughtsand a BoP
crisis leading to the 36.5% rupee devalu-
ation of June 1966, likewise, precipitated
the second downturn, while it was a com-
bination of the 1971 Indo-Pakistan War
and the 1972 famine in the case of the
third. The 1980s saw three consecutive
droughtyears—1985,1986 and 1987.Its
impact on the broader economy was pre-
dictable, given the farm sector had a
roughly one-third share in India’s GDP
even at this point in time.

Onlyduringthe past three decades has
agriculture’s role in bringing down or
pushing up overall growth diminished rel-
ative to other macroeconomic factors.
Thus,both the early-1990s slowdown and
the one in the last two years of the United
Progressive Alliance (UPA) regime were
preceded by “twin deficits”—on the fiscal
and external current account fronts. The
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A different
downturn

This is India’s first ever slowdown at a time of political as

well as macroeconomic stability
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growth slump of the early-2000s during
the Atal Bihari Vajpayee-led National
Democratic Alliance (NDA) government
had mainly to do with the after-effects of
the 1997 Asian financial crisis, the sanc-
tions imposed by the US and other coun-
tries following the 1998 Pokhran nuclear
tests, and the end of a mid-1990s corpo-
rate-driven mini-investment boom.

The current slowdown—GDP growth
has dropped in every quarter from Janu-
ary-March 2018 down to July-September
2019 and showing little signs of recov-
ery—is unique by contrast.

Firstly, it has taken place amidst
remarkable political stability, with the
unquestioned leader of a single-party
majority governmentat the helm.Thiswas
not sowith the UPA,Vajpayee’s NDAor the
1991 minority Congress government of

Narasimha Rao.Narendra Modi’s popular-
ity is probably rivalled only by Indira
Gandhi. But she was a relative novice as
Prime Minister during the 1966 devalua-
tion and emerged as a truly strong leader
only after the 1971 general elections,
whichwere held before the economywent
into a tailspin. One could similarly argue
that Jawaharlal Nehru was well past his
prime when India’s first major downturn
happened. That leaves only Rajiv Gandhi,
who took over after his mother in 1984.
However, he never enjoyed the cult status
or credibility that Modi today commands.

Secondly, this slowdown isn’t courtesy
the usual “F” suspects—food, foreign
exchange and fisc. Not only does agricul-
ture account for hardly 15% of India’s
GDP now, annual consumer food price
inflation, too, has averaged a mere 1.59%

between October 2016 and October 2019.
There hasbeen no BoP crisis either; foreign
exchangereserveswere,in fact,atarecord
$448.6 billion as on November 22. The
Modi government may have deviated
from the original schedule of reducing the
fiscal deficit to 3% of GDP,but the average
figure of 3.7% for 2014-15 to 2018-19is
much better than the 5.4% during the
previous five years under the UPA.

The Modi period,if anything,hasbeen
marked by both political and macroeco-
nomic stability. Nor has it been witness to
“external”disruptions in the form of wars
or oil price surges. Even the US-China
trade conflict from 2018 is not compara-
bleinits effects on the Indian economyto
the 2008 Global Financial Crisis or the
2013 “taper tantrum”. In any case, it’s not
as though India’s exports were really

booming before 2018.

Unlike all the earlier downturnswhose
precursors/triggers were supply-side con-
straints in food and forex, macroeco-
nomic imprudence or external shocks,
what we are now experiencing is more of
a “western-style” slowdown exacerbated
by internal policy misadventures. At the
heart of ithasbeen the twin balance sheet
(TBS) problem—of debts accumulated by
private corporates during the investment
binge of 2004-11 turning into non-per-
forming assets of mainly public sector
banks.Asimilarbad loan build-up did take
place even in the mid-1990s, forcing the
subsequent cleanup of bank balance
sheets and deleveraging by India Inc that
alsoimpacted growth during the Vajpayee
government period.

But the difference between then and

nowis howthe TBS problem,despite being
flaggedwaybackin December 2014 by the
former chief economic adviser, Arvind
Subramanian,hasbeen allowed to fester—
and spread to sectors such asnon-banking
financial companies and real estate that
have far more contagion effect than steel,
power or textiles. Even worse is the self-
inflicted wounds from demonetisation
and the unprepared rollout of the goods
and services tax (GST), hitting those who
were least responsible for the TBS prob-
lem: Farmers, petty producers and
MSMESs. Job and income losses in the
informal sector have, in turn, depressed
consumption demand, including for the
products of listed firms and other organ-
ised players that were supposed to have
benefited from demonetisation and GST.

Ifindebted corporates,risk-averse banks
and the morerecent credit crunchresulting
from defaults by the likes of IL&FS, Dewan
Housing Finance and Altico Capital—these
are threatening to spill over to other finan-
cial and real estate-linked entities—have
come in the way of investment demand
picking up, consumption also taking a hit
makes fora gloom-and-doom narrative.

The irony, of course, is that all this
comesatatime of great politicalaswell as
macroeconomic stability.Thisis,indeed,a
first-of-its-kind slowdown in India,where
food, foreign exchange, oil, war and other
“supply-side/external”factors have had no
role.And if economic history is any guide,
Western-style slowdowns, which are
largely about crisis of confidence, senti-
ment and “demand”, tend to be long-
drawn-out affairs. Controlling inflation
may be easier than getting consumers to
spend and firms to invest.
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