
A life-cycle approach
Shailesh Pathak’s article, “Lateral entry
into top govt posts is the way forward”
(July 26), seems out of touch with current
developments and construes a limited
meaning of lateral entry into civil servic-
es — re-arranging career bureaucrats in
the pipeline of seniority. 

Nevertheless, it offers encouraging sug-
gestions for better utilisation of talent
within the system. The Prime Minister’s
Office (PMO), however, has instructed the
Department of Personnel and Training to
put forth a proposal for inclusion of “out-
siders” in the middle rung of ministries.

The shortage of officials at the senior
level has been widely documented. The
government’s decision to merge two
batches for empanelment is myopic. It
will only expedite exhaustion of senior-
level talent, as supply of talent in the
pipeline has been constant over decades. 

To compensate for this, tenures of officials
empanelled from these batches should be
increased commensurately. Moreover, along
with widening of the talent pool, thought
must be given for better alignment of spe-
cialisation of officials with their postings.

If talent is brought in from the private
sector, as hinted by the PMO recently, the
recruitment system should become com-
prehensive. Private sector personnel
appointed as senior bureaucrats for some-
time will then join the private sector. One
foresees how agencies such as the Central
Bureau of Investigation, Central Vigilance
Commission and Central Information
Commission would have to be remod-
elled to enforce their mandate on such
officials for their tenure in the govern-
ment. It wouldn’t be an exaggeration to
say that the envisaged lateral entry system
would have to adopt a life-cycle approach
for these “human resources”.

Amit Kumar Upadhyay   New Delhi

Shailesh Pathak responds
The government is much more than the
government of India. There are 29 states
and seven Union territories, more than 53

million cities and others that have gov-
ernments, where current appointments
are from very limited talent pools. If there
are private sector candidates who can
succeed in relation to government can-
didates in open competition, good for
them. My hypothesis is except for very
specialised jobs, most competitions
would see mid-career officials winning
over pure private candidates. The Public
Enterprises Selection Board is a good
example. The shortage of officials at sen-
ior levels is a myth. There are thousands
of senior officials, who are not consid-
ered because of current restrictive batch
and services issues. 

Regulations for prevention of corrup-
tion are applicable to anyone holding a
post, whether it’s a lifetime government
employee or one appointed on contract.
The Supreme Court has recently termed

private banks to be subject to anti-cor-
ruption guidelines. The overall objective
of getting the right leadership to deliver
outcomes for citizens should be upper-
most, free of ideological blinds.

A major gap
President Ramnath Kovind in his inau-
gural address talked about how the
foundations of India were laid after
Independence. He mentioned the 
integration of India by Sardar Patel 
and the framing of the Constitution 
by B R Ambedkar. 

But he omitted a major event after
Independence — India’s conversion
from a British dominion to a republic.
Only after this did India attain purna
swaraj (complete independence). The
person originally responsible for set-
ting this goal and later, its attainment
was Jawaharlal Nehru. Ambedkar
framed the Constitution based on the
ground created by Nehru. By not stating
this development, Kovind left a major
gap in his address.

R C Mody   New Delhi 
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> HAMBONE BY MIKE FLANAGAN

The Supreme Court of India is
reported to have blessed a settle-
ment between a litigating lender

and a corporate borrower after the
process for insolvency under the newly-
legislated Insolvency and Bankruptcy
Code had been set in motion. 

The parties settled their differences
and their settlement terms were
approved setting aside the process, using
the court’s powers under Article 142 of
the Constitution. This is a material devel-
opment and points to the need to take a
close re-look at some of the policy choic-
es made in the new bankruptcy law,
which is now about nine months old.

First, the process brings on par with
lenders, who may have thousands of
crores in loans to a borrower, any opera-
tional creditor (say, supplier of furniture)
who claims dues of just over a lakh of
rupees, in the legal capacity to trigger the
“resolution process” under the code.  The
grounds on which the National Company
Law Tribunal might refuse to set the
process in motion are limited — for oper-
ational creditors, the primary ground is
the existence of disputes before the claim
is made. In other words, only uncontest-
ed dues on which there is a default would

lead to the bankruptcy law being attract-
ed. The case in the Supreme Court was
not of an operational creditor but of a
financial creditor, but that does not mat-
ter for the analysis here.

Second, once the resolution process
is set in motion, a moratorium kicks in.
No debt can be enforced on the compa-
ny against whom the claim was made.
While this might seem normal about
“bankruptcy protection” it works well
only for companies that are truly bank-
rupt. For companies that are solvent but
have bona fide disputes over claims
made by counter parties, this results in
a prompt trigger of pariah status. If your
promises cannot be enforced against
you, no one would transact with you.
This is all the more reason for the setting
of the process into motion to be done
with a great deal of care and caution.
Until a recent ruling by the National
Company Law Appellate Tribunal, var-
ious benches of the National Company
Law Tribunal, which administers the
new law, had taken a position that
unless actual litigation had been initi-
ated, no claim of any operational cred-
itor could be regarded as disputed.

Third, not only would a moratorium
kick in, but also an “interim resolution
professional” would stand vested with
all the powers of the board of directors
of the company. The powers of the
board of directors would stand sus-
pended forthwith. The moratorium and
the change of control are certainly fan-
tastic features to handle the best inter-
ests of stakeholders of a truly insolvent
company but they are certainly poison-
ous and not medicinal for a company
that is solvent but can be threatened
with initiation of the resolution process.
Therefore, the very threat of a possible

initiation of this process leads to coerced
recovery that could in fact hurt a larger
segment of lenders, who truly have the
long-term financial interests of the com-
pany at heart.  

This is why HDFC Bank Managing
Director Aditya Puri’s statement that
resorting to the insolvency courts is not
the best solution unless the borrower is
a wilful defaulter makes immense sense.
In his reported words, this is a law of
“last resort” and not the “first thing”.
The capacity of any goods or services
provider — an operational creditor — to
set such a serious process in motion as
the first thing, is worrisome. Once the
moratorium kicks in, even the financial
creditors of a company for which a
moratorium has kicked in, would get

hit and be unable to recover their dues.  
Indeed, the creditors’ committee that

is supposed to work during the morato-
rium could comprise a majority of cred-
itors, who see a future in the company
and can drown out the voice of the lone
creditor who does not. Therefore, theo-
retically, if one does call the bluff of an
aggressive operational creditor or a dis-
gruntled financial creditor, and stays
the course, the initiation of the resolu-
tion process can eventually come to
mean nothing. However, this is theo-
retical and not practical. Once the world
at large rearranges its view of a compa-
ny whose promises cannot be enforced
and has to deal with a chartered
accountant or company secretary acting
as a resolution professional without

experience in running a business, even
a reasonable view of creditworthiness of
a doubtful debtor has to change to a per-
ception of a bad debtor. 

In this context, the coding in the law
that entails no roll-back once the reso-
lution process is set in motion is a hard
and blunt weapon of last resort, which
can cause more injury than warranted
when used as the first resort. When the
Supreme Court uses Article 142 “for
doing complete justice” and takes on
record the settlement terms between a
creditor, who has set the resolution
process in motion and the debtor on
whom a moratorium has kicked in, it is
because really unjust and unintended
consequences can emerge from the
working of this law.

For the long-term health of the effec-
tiveness of the bankruptcy law, it would
have been better to help the new law
build its core strengths by generating
capacity and getting the resolution pro-
fessionals and bankruptcy professionals
to build bandwidth and gain compe-
tence before unleashing the burden of
handling the entire society’s corporate
debts on them. The burden of private
corporate debt recovery could have been
held back from imposing itself on the
enforcement machinery until the
immediate task of serious financial
debts working itself through. The
Supreme Court, which has powers to
intervene and roll back a moratorium in
the interests of justice, having used this
power, it is time for a serious and quick
rethink and pilot short amendments to
make this law effective with a review
scheduled for after two years.

The author is an advocate and independent
counsel. He tweets at @SomasekharS

The new Insolvency and Bankruptcy Code has serious drawbacks. For it to be effective in the long run, resolution and
bankruptcy professionals have to build bandwidth and gain competence

Last resort shouldn’t turn into first choice

‘Beneficiaries’ of India’s Pakpolicy
At Tuesday’s meeting of the
Parliamentary Standing Committee on
External Affairs, members questioned
Foreign Secretary S Jaishankar on the
Narendra Modi government’s foreign
policy on Pakistan. Committee members
pointed out that India-Pakistan
people-to-people contacts had
reduced, trade had suffered, actors and
artists in either of the two countries
couldn’t visit the other country; the only
link was satellite by which “retired
jobless” generals on either side sat in
television studios and spewed venom.
On this, most of the members had a
hearty laugh.

> CHINESE WHISPERS

ETFs equivalent to driverless cars?
It seems exchange-traded funds (ETF)
are to investing what driverless-cars
are to driving. Union Minister for Roads
and Transport Nitin Gadkari’s recent
statement that driverless cars were not
for India as they would hurt job
creation has led to an unusual fear
among investors. Some fear the
government might take a similar stand
on investing by banning ETFs and robot
investing to protect jobs in the fund
industry. ETFs are passive investing
vehicles that track an index or basket
of securities without the need of a fund
manager. Similarly, robot investing
comprises pre-programmed 
algorithms that need minimal 
human intervention.

Project dilemma
Election time means promises to keep
for elected representatives. As
Karnataka gears up for the crucial
Assembly elections next year, tenders
for public works and irrigation projects
are being issued in full steam. In one
instance of a project for drip irrigation
that could potentially take three years
to implement, a minister directed
vendors bidding for the project to work
on shorter timelines — a maximum of
one year. Several vendors are stuck
between the devil and the deep sea: If
they take up the project, they need to
commit to “unrealistic” timelines; if
they don’t, they are at risk of losing the
multi-crore project.

> LETTERS

The balance of payments crisis
in Asia began this month two
decades ago in Thailand, and

then rapidly spread to Indonesia and
South Korea, by then a member of the
Organisation for Economic Co-oper-
ation and Development (OECD), the
advanced countries’ club, and later 
to Malaysia.

To recount the history of the crisis
briefly, it began in July 1997 when the
Bank of Thailand was forced to give up

its pegged exchange rate with the dollar,
after exhausting its reserves in defending
the parity. (Many foreign speculators and
banks had been shorting the baht for
some time, including one bank simulta-
neously advising the Thai government
on how to defend its currency, as Barry
Eichengreen wrote recently in a Project
Syndicate column — then, as now, west-
ern finance capital has no values other
than making money, the end justifying
the means.) The baht plummeted.

In the past few years, with a liberal
capital account and faith in the
exchange rate peg, the corporate sector
had borrowed large foreign currency
debt on an unhedged basis to benefit
from the dollar’s lower interest rates. In
most cases, Thai banks borrowed
abroad in dollars and re-lent the money
to their corporate clients. After the baht
fell sharply, there were huge defaults on
foreign currency debt; many Thai banks
collapsed. While the crisis started in
Thailand, it quickly spread to other fast

growing Asian countries: Contagion is a
standard phenomenon in financial mar-
kets. Three of the affected countries
were forced to go to the International
Monetary Fund (IMF) for rescue;
Malaysia avoided doing so by imposing
controls on outflow of capital.

The countries had been registering
rapid growth for several years and South
Korea’s admission to OECD member-
ship was a recognition of its economic
achievements. From the early 1990s,
they came under pressure from the IMF
to liberalise their capital account as part
of the so-called “Washington
Consensus” free market ideology, and
they succumbed in varying degrees.
Arguably, this was the root cause of the
crisis. To that extent, it was different
from the 1980s’ external debt defaults in
several Latin American and African
countries unable to service the external
debts taken to finance deficits on cur-
rent account. US banks were happy to
lend them the money at attractive

spreads in the belief that “companies
can go bankrupt, countries cannot”
(Walter Wriston, then chairman and
chief executive of Citibank). 

To come back to the 1990s, the IMF
ideology had completely overturned
what its “founding fathers”, Harry
Dexter White and John Maynard
Keynes, believed: The former worried
that capital flows “would become an
independent and destructive force”, the
latter that “control of capital move-
ments, both inward and outward,
should be a permanent feature of the
system”. The Asian crisis of the 1990s
illustrates their wisdom. To quote from
Jagdish Bhagwati’s 2004 book In
Defense of Globalization (of goods and
services): “Starting in Thailand in the
summer of 1997, the Asian financial cri-
sis swept through Indonesia, Malaysia
and South Korea, turning the region’s
economic miracle into a debacle.
Capital, which had been flowing in, flew
out in huge amounts. Where these four
economies and the Philippines had
attracted inflows of over $65 billion in
1996, the annual outflows during 1997
and 1998 were almost $20 billion,
amounting to an annual resource
crunch of over $85 billion — a staggering
amount indeed! This caused currencies
to collapse, stock prices to crash, and

economies to go into a tailspin… Per
capita incomes tumbled to almost one-
third their 1996 level in Indonesia, with
the other crisis-stricken Asian countries
showing declines ranging from a quar-
ter to nearly half of the 1996 levels.”
Millions lost their jobs thanks to corpo-
rate bankruptcies, and hundreds com-
mitted suicide. The material and human
cost was enormous.

An external account crisis and going
for an IMF rescue too often means finan-
cial/economic colonisation by the US-
dominated institution, as it did for the
Asian countries. To quote from Eswar
Prasad’s book, The Dollar Trap: “One of
the iconic images of the Asian crisis 
is that of a stern-looking Michel
Camdessus, then the head of the IMF…
glaring in schoolmarm fashion at
President Suharto of Indonesia signing
an agreement with the IMF in January
1998.” Most Asian countries learnt the
lesson that you need self-insurance
against the damage volatile capital flows
can cause. China is a very good example,
not hesitating to impose capital con-
trols even when it has a huge current
account surplus and trillions in reserves.
But more on the lessons next week.

The author is chairman, A V Rajwade & Co
Pvt Ltd; avrajwade@gmail.com

THE OTHER SIDE
A V RAJWADE

Revisiting the Asian crisis
The countries succumbed to pressure from the International Monetary
Fund to liberalise their current account after growing rapidly for years
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One Friday morning in early May,
eight high-end boutiques in the
United States and Canada were
flooded with desperate fans jostling
to claim their piece of the Weeknd,
snapping up bombers, hats, shirts
and sweatpants celebrating his album
Starboy. Two weeks later, at exactly 5
pm, at more than 200 stores, Urban
Outfitters released merchandise
decorated with Lady Gaga’s face and
the title of her album Joanne to barely
controlled consumer delight.

Welcome to the world of elevated
concert merch — special collections
linked to specific cultural events,
limited in availability, and one of the
newest and fastest-growing sub-
sectors in the fashion world. From the
first half of 2014 to the first half of
2017, the amount of tour-related
products sold online increased by 720
per cent, according to Edited, a
company that tracks analytics at more
than 90,000 brands and retailers.

Driving the phenomenon is
Bravado, the division at Universal
Music Group that works with
entertainers such as Justin Bieber,
Desiigner, Selena Gomez, Lady Gaga
and the Weeknd to design,
manufacture and distribute branded
products; it is led by Mat Vlasic, an
energetic New Yorker (and Riverdale
Country School alum) who favours a
black-on-black uniform and
meditation for handling stress.

Not far behind is the Thread Shop,
Sony Music Entertainment’s
merchandising arm, which
collaborates with artists such as Nas,
Common, A Tribe Called Quest, ASAP
Rocky, DJ Khaled and Fifth Harmony,

and which is run by Frances Wong,
also a New Yorker (but raised in New
Jersey), who calls the Thread Shop’s
savvy customers “kids” and worked for
Rocawear, the clothing label started in
1999 by Jay-Z and Damon Dash.

In a twist of corporate musical
chairs, Bravado’s Vlasic actually
founded the Thread Shop during a 12-
year stint at Sony, where he began in
the finance department, while Wong
worked at Bravado until 2015.

Now, the two are engaged in
something of an arms race to own the
increasingly lucrative cross-disciplinary
fashion territory they have defined.

When first releasing an artist’s
products, both Bravado and the
Thread Shop will often do so through

pop-up shops. “We’ll identify the
ground zero retailers that create
demand, create urgency,” said Frank
Bartolotta, Bravado’s senior vice-
president for national sales. “That
creates a crazy amount of energy.
Because it’s like, ‘If I didn’t get it
during that three-day cycle, I need to
figure out when I’m going to get it.’
Then we go to a larger retail partner.”

Thus in early May, Starboy
merchandise was sold for three days
only at boutiques in eight cities across
the US, including Patron of the New
in New York and FourTwoFour on
Fairfax in Los Angeles, and also
online for limited periods. After that,
Bravado went to PacSun for a larger
roll-out. “If there’s not an experience
tied into this, it becomes stale, it
becomes mute,” Bartolotta said.
“When we create these moments that
live there for literally 72 hours, there’s
an alertness, and that fan is rabid.”

Wong takes it a step further and
offers a different collection at each
distribution point. “I don’t want fans
to see the same thing over and over
again,” she said. “If you’re a fan, you’re
going to be shopping online; if we
drop something at Urban Outfitters,
you’ll go to Urban; and if you’re at the
tour, you’ll buy a T-shirt, too.”

Or, if you know your way around
the resale market, you might go to eBay,
Grailed or similar online marketplaces
for the items you missed. After all, not
everyone lives in the city where a store
pops up or a tour stops. “The reselling
culture is now crossing over into the
world of music and merchandise,” said
Lawrence Schlossman, the brand
director of Grailed.

© 2017 New York Times News Service

Maestros of the concert merchandise movement
Driving it are Bravado of Universal Music and Thread Shop of Sony Music

From the first half of 2014 to the first
half of 2017, the amount of
tour-related products sold online
increased by 720 per cent PHOTO: iSTOCK
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T
he coming together of Nitish Kumar’s Janata Dal (United) and the
Bharatiya Janata Party (BJP) in Bihar is unquestionably a seismic event
in Indian politics. Mr Kumar’s election in 2015, in coalition with the
Congress and the Rashtriya Janata Dal (RJD), led by his old rival, Lalu

Prasad, was a humiliating defeat for the BJP. Now that the “grand coalition” of Bihar
lies in tatters, the BJP has managed to reverse that defeat and, in the process, has
justified its original, albeit questionable, claim during that Assembly election that
it could provide stability. The most important fallout of the dissolution of the
JD(U)-RJD-Congress alliance is that the very notion of Opposition unity has been
discredited. After the Bihar election the idea took hold that a united Opposition could
stand in the way of the all-conquering juggernaut that was Prime Minister Narendra
Modi, Amit Shah and the BJP. This idea appeared to have a robust political histo-
ry, too. In the past there have been instances of the Congress, when it had appeared
similarly unstoppable, being upstaged by a more united Opposition. But the cru-
cial requirement for the survival of such grand coalitions is that the various leaders
of the Opposition are firmly together. In spite of the apparent bonhomie that
accompanied their victory, the alliance between Mr Prasad and Mr Kumar became
untenable after the string of corruption cases against the former. 

A flurry of tweets by senior BJP leaders, including Mr Modi, welcomed Mr
Kumar’s resignation and hailed it as his joining the fight against corruption. It is clear
then that the BJP has completed its rout of the Opposition by offering support to Mr
Kumar in Bihar. The issue on which Mr Kumar parted ways Mr Prasad is also
worth noting: Corruption allegations against Mr Prasad’s family, especially his son
Tejashwi, who was the deputy chief minister of Bihar. What is important is that it
demonstrates the political salience of such allegations. In the past, several other
Opposition leaders across different states, such as Congress’ Virbhadra Singh, the
longest serving chief minister of Himachal Pradesh, and Bhupinder Singh Hooda
of Haryana, have suffered politically after investigations revealed irregularities. The
BJP’s rise as the single pole of Indian polity and the absolute decimation of
Opposition across the country is not just because opposing leaders were caught up
in corruption cases. In Assam, for example, the BJP was astute in picking Sarbananda
Sonowal, formerly of the Asom Gana Parishad, and Himanta Biswa Sarma, formerly
of the Congress, as its leaders. In other states, such as Arunachal Pradesh, there were
other machinations that finally led to the BJP acquiring power. The systematic and
sustained discrediting of the Aam Aadmi Party government in Delhi and the BJP’s
alleged role in driving a wedge between Mulayam Singh Yadav and his son, Akhilesh
Yadav, before the Uttar Pradesh elections are other cases in point. 

To be sure, the recently concluded presidential election was another exam-
ple of this undermining of a possible grand alliance in the next general elections
in 2019. For instance, the senior Yadav chose to go against his son to support Ram
Nath Kovind, the BJP’s candidate, over Meira Kumar, the Opposition’s choice. Mr
Kovind’s election was marked by considerable cross-voting in Gujarat, Uttar
Pradesh and Goa. Under Mr Modi, the ability to shift the narrative from regional
identity and Opposition unity – the grand coalition’s touchstone in the Bihar
Assembly election – to corruption is an important facet of the BJP’s strategy in its
expansion into those parts of India where it has not hitherto been strong. 

BJP’s knockout punch
Notion of Opposition unity has been discredited

T
he Monetary Policy Committee (MPC) of the Reserve Bank of India
(RBI) will meet next Wednesday to review the central bank’s policy
stance. The RBI has chosen largely to be cautious over the past
months; it has not cut the policy rate since the first meeting presided

over by Governor Urjit Patel last October. However, the minutes of the MPC’s
last meeting suggest that the committee’s members are, in fact, more flexible
than a straightforward reading of their actions since October would suggest.
Certainly, the reasons why a rate cut might be possible – and, indeed, should
be undertaken – have only strengthened since the MPC’s June meeting.
Considering the benign inflation data and the continuing growth weakness
afflicting the Indian economy, the MPC would do well to cut the headline pol-
icy rate at its forthcoming meeting. 

Most startling and pertinent, of course, is the sharp drop in consumer price
inflation. The consumer price index (CPI)-based inflation has gone down from
6.1 per cent in July 2016 to 1.54 per cent in June 2017. This would, ceteris
paribus, suggest that tighter policy has worked; it might also suggest the RBI’s
long-term aim of reducing the structural elements of inflation, including high
expectations of future food prices, may have begun to be successful. It is worth
noting that inflation is expected to continue below the RBI’s comfort zone of
2 per cent for at least another month. Meanwhile, growth has continued to slow.
The January-to-March quarter of 2017 saw growth only at 6.1 per cent, which
is the slowest rate in two years. There is also no sign of a recovery in private
investment. To the extent that the RBI, now a formal inflation-targeting insti-
tution, still cares about pushing growth forward, this should be cause for seri-
ous concern — although, at the last MPC meeting, Governor Patel’s remarks sug-
gested that the RBI’s medium-term view of growth was positive even without
a rate cut.

It is true that some of the earlier considerations that had stayed the MPC’s
hand when it comes to a rate cut are still in operation. There continues to be uncer-
tainty about the effect of the goods and services tax, though it is no longer expect-
ed to be sharply inflationary in the short run. General government finances con-
tinue to need to be watched, with state deficits slated to rise given the power utility
restructuring programme, Pay Commission awards and the pressure to waive farm
loans. And, of course, worries about the strength of the global recovery as well as
the actions of foreign central banks causing a sharp outflow of funds continue to
be valid. But while in June it might have been reasonable to wait and watch, the
confirmation since then of the sharp downward trend of inflation and growth
means that the RBI can no longer sit on the fence. A rate cut is now clearly war-
ranted. Furthermore, it should not be a token cut. The monetary policy trans-
mission is flawed, as the governor has often noted; to be sure of having an impact,
a cut of reasonable size should be considered.

Time to cut rates 
Reasons for caution have evaporated over time

This book should be compulsory reading
for every Indian politician and bureau-
crat, not because they are unaware of
India’s internal security challenges but to
understand how India can benefit from
the best law-and-order practices globally
and the path-breaking steps other coun-
tries followed after major terror strikes.

Vappala Balachandran, a former
Indian Police Service officer, skilfully
wields facts, data and anecdotes to
demonstrate that, despite the November
26, 2008 Mumbai attacks (known as 26/11
in popular parlance), the Kargil war and

numerous low-intensity terror strikes
and riots, Indian politicians and repre-
sentatives of the intelligence, security
and defence agencies have failed to
restrain their egos in the interest of
improved internal security. The country
remains as vulnerable as it was nine
years ago when 10 Lashkar-e-Taiba ter-
rorists killed 166 people, including for-
eign nationals, over three days. 

Mr Balachandran was part of the
famous high-level Pradhan committee
set up by the Maharashtra government
after the 26/11 crisis. He studied the
reports of various other committees and
revealed that most of their recommenda-
tions had been implemented only partial-
ly. These half-measures were mainly on
account of the reluctance of Indian politi-
cians to cede control over state police
forces or in reforming the police forces.

As Mr Balachandran points out, the
US government had successfully set up
Joint Terrorism Task Force (JTTFs) in

104 cities to deal with terrorism after the
September 11, 2001 attacks in New York.
JTTF officers are drawn from Federal
Bureau of Investigation (which leads the
teams) and 500 state and 55 federal
agencies. In India, the local police con-
tinue to be the prime responder to an
attack, followed by the National Security
Guard’s combat operations. Untrained
and burdened by endless local and spe-
cial laws – from street patrols to culling
street dogs to removing illegal encroach-
ments – India’s police forces are singu-
larly unfit to be the first line of response
to a terror attack.

Mr Balachandran, who has given talks
on national security overseas, suggests
that Indian police must share the power
of investigation and prosecution with
other agencies. For instance, the New
York Police Department (NYPD) shares
crime and policing responsibilities with
Transport Police, Correctional Services,
Park Police, University Police and

Environmental Correction Police and so
on. This helps the NYPD focus better on
its law and order duties. 

The writer is of the explicit view that
law and order should not have been left
to the states, and traces India’s current
internal security weaknesses to the draft-
ing of the Indian Constitution. “The
tragedy was that our founding fathers
didn’t incorporate checks and balances
in the Constitution… to give concurrent
responsibility to the Centre to deal with
national security threats. This was cer-
tainly a lapse by those who drafted the
Constitution.”

He also argues the central and state
governments wake up to security threats
only after the fact. The assassination of
Indira Gandhi saw the creation of the
Special Protection Group. The hijacking
of IC-814 in 1999 saw the introduction of
the Central Industrial Security Force to
handle airport security (a move state
police chiefs had opposed before the
tragedy). Similarly, a proposal for a
National Investigation Agency had been
pending with the Union Home Ministry
since 2001 but was set up only after 26/11.

As striking is the fact that Mr
Balachandran is unafraid to tell truth to
power. So the Prime Minister Narendra
Modi-led National Democratic Alliance
regime comes under his critical scrutiny
too. The National Security Council (NSC)
under the current leadership, he says,
has regressed into more opaqueness and
this government is yet to appoint mem-
bers to the National Security Advisory
Board.  He believes the machismo of the
Modi government on the national securi-
ty front is causing more damage than
helping the agencies. 

He quotes as an example the signing
of so-called peace accord with rebel out-
fit National Socialist Council of Nagaland
(NSCN)–IM faction in full public view,
which thinks was an immature move.
“The NDA government should have
realised that patient back channel talks
away from the public gaze was the only
way to arrive at solutions to such compli-
cated problems.” 

Another example relates to surgical
strike in Myanmar after 18 Indian sol-
diers were killed by Naga insurgents.
“The Indian government while trumpet-

ing its muscular policy didn’t study its
foreign ramifications,” he writes.
Although the NDA-II government
“chants the development mantra, [it has]
shown no interest in effecting basic
internal security norms.”

If there is a gap in this book it is the
lack of greater insight into the function-
ing of these agencies and lesser-known
organisations such as the NSC and Joint
Intelligence Committee (JIC). Both NSC
and JIC are supposed to be the govern-
ment’s think tank on security and are
tasked with analysing inputs provided by
various intelligence agencies. But both
have failed to fulfil their mandates

But for anyone looking to get a first-
hand experience of a police officer dur-
ing the Emergency and the man who
officially collated details of the 26/11
attack, this is the book to read.

India’s precarious internal security

When the command-and-control economy
was being dismantled through the early
nineties, the popular notion propagated

by votaries of reform was that India would enjoy the
advantages of a division of responsibilities between
government and private enter-
prise. The former would retreat
from a mind-boggling array of
corporate activity to focus on
delivering better health care,
education and infrastructure.
Indian business, less con-
strained by licensing restric-
tions and weird monopoly laws,
would create jobs and wealth.
Since those heady days a quar-
ter century ago, the roles have
morphed in a bizarre way. The
government visibly remains a
major corporate promoter and
the private sector is increasing-
ly being viewed as a crutch for
public service delivery.

Whether it is the near-defunct notion of pri-
vate-public partnerships (PPP) for infrastructure
projects, a crackpot corporate social responsibility
(CSR) mandate, reservation for poor children in
private schools under the Right to Education law or,
most recently, the NITI Aayog’s blueprint to co-
opt private health providers for rural health care,
private participation in what is traditionally con-
sidered the government’s domain has been steadi-
ly expanding. 

The results of this reliance has been less than
optimum, showing up the private sector in a venal
light (sometimes unfairly) but also exposing the gov-
ernment and bureaucracy as bumbling entities inca-
pable of formulating functional policy. The PPP tem-
plate, first mooted in 2001, is a good example of
these failings. Although the concept worked – after
much controversy, it should be said – in some sig-
nature airport projects, it has proved a failure in

almost everything else (including the first railway
PPP between the Delhi Metro and Reliance
Infrastructure, now wending its weary way through
the courts). 

In roads, for example, the PPP concept was sup-
posed to exponentially
expand Atal Bihari
Vajpayee’s inspired Golden
Quadrilateral programme.
Flawed and rigid contract
design (principally in esti-
mates of traffic and revenue
flows) and delays in land
and environmental clear-
ances combined to ensure
failure. Private investors
found themselves burdened
with debt (now a major con-
tributor to the bad load crisis
that afflicts the banking sys-
tem) and no revenue
stream, and a disenchanted

government is back to the tried and tested EPC, or
turnkey, model to revive the roads programme. Stalled
PPP projects were a key cause for the accusation of
“policy paralysis” levelled at the United Progressive
Alliance (UPA) government in its second stint. 

The UPA expanded the private sector’s role sig-
nificantly with the CSR mandate, an idea that grew
from the ground-swell of local opposition to land
acquisition for large corporate projects. Instead of
recognising that compensation packages were fun-
damentally flawed, the government read into these
protests the popular message that corporate activi-
ty was inherently deleterious to public interest. If the
government could not deliver adequate post-acqui-
sition livelihoods for land losers, corporations would
have to step in to fill the gap. From specifying a por-
tion of profits to be sequestered for “developmental”
activity in mining projects came the CSR mandate
for companies above a certain threshold of turnover
and net worth on a “comply or explain” basis.

The dead giveaway in this mandate is that ful-
filling it requires investing in a government-speci-
fied list of activities — primary education, toilets,
hospitals. This has enabled corporations to burnish
their image with glossy brochures and publicity but
has scarcely made a dent in India’s human devel-
opment indicators. 

In education, an enlightened idea like the
school voucher system in private schools built on
state-provided/subsidised land has worked less
successfully because of the innate prejudices of the
rich and upper middle class, and the absence of an
enforcement mechanism (recall how President
Dwight Eisenhower sent paratroopers to escort
Black students to white schools to enforce a
famous US Supreme Court ruling on equal rights).
The glitzy private hospitals in India that have
availed themselves of land subsidies also neglect
to reserve beds for low-income people on some
spurious excuse or the other. Despite this unin-
spiring record, NITI Aayog has suggested that dis-
trict hospitals be leased to private health care serv-
ices in return for assured referrals and some
government funds. 

All these experiments fail principally because
they rely on profit-making institutions to develop
non-commercial social benefits. They cannot dis-
guise the fact that successive governments since
1991 have abdicated their fundamental duties to cit-
izens. The consistently low spending on health and
education is one tell-tale sign. World Bank data is a
good approximation — though it is unclear whether
it combines Centre and state statistics. On health,
spending as a percentage of GDP has inched up from
1.05 in 1995 to 1.4 per cent in 2014. On education, it
has fallen from a fairly low peak of 4.3 per cent in
1997 to 3.8 per cent in 2013. This trend has not
changed appreciably since then. No surprise, then,
that India, which is so intrepidly challenging China
in a snowbound northern boundary, remains rooted
in sub-Sahara when it comes to key health and edu-
cation indicators.
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Let’s get a couple of things straight right at the
outset. Indian farmers remain vulnerable to a
host of adversities that include both crop failure

and overproduction. There are chronic problems of
low farm-gate prices, with farmers at times getting less
than a third of the final retail price. These often result
in a crippling debt burden. The ques-
tion is: Is the waiver of bank loans to
farmers (I estimate it at a potential
2.6 per cent of gross domestic prod-
uct or GDP, adding up the states that
have declared and those that are
planning a waiver) the answer? 

To begin with it is important to
recognise that there is still a large
percentage of farmers who depend
on alternative sources of credit.
According to the 2011 Agricultural
census, no more than 10.6 million of
32.8 million small and marginal
farmers in the eight states demand-
ing loan waivers depend on bank loans. The other
22.1 million farmers depend on moneylenders and
relatives for borrowings. It is possible that this num-
ber has declined substantially but is still likely to
remain large in absolute terms.

The government’s effort at expanding the reach of
crop insurance (through the Pradhan Mantri Fasal
Bima Yojana, PFMBY) is indeed commendable.
However, these insure essentially against natural
calamities that result in crop damage. The current
problem in our farm sector stems partly from over-
production of crops (particularly pulses) that has sent

prices crashing.  Crop insurance will not work in this
case. 

Some experts writing on this issue have claimed
that crop loans are insured through agencies like the
Agricultural Insurance Corporation of India and so
banks need not worry if farmers default. This, just to

set the record straight, is misleading.
Crop insurance is not loan insurance.
Typically crop insurance payments
are much smaller than a crop loan.
Besides ask any agricultural loan offi-
cer and he is likely to tell you that in
the middle of the kind of distress that
a farmer actually receives an insur-
ance payout, repaying a loan to banks
is the last thing on his mind.

I think there should be no differ-
ence in opinion on the fact that farm
loan waivers do serious damage to
the “credit culture”. There is suffi-
cient anecdotal evidence now that

perfectly solvent farmers across states are holding
back on repayments and this could lead to a rise in
non-performing loans for a number of banks. The
difference in loan waiver models is also abetting this
behaviour. Punjab and Maharashtra have announced
waivers for all farmers but Uttar Pradesh (UP) has
offered it to only small and marginal farmers. There is
enormous pressure building up from the far lobby to
extend the scheme to all farmers in UP and in other
states that are contemplating a waiver like Madhya
Pradesh and Gujarat.

The 2008-09 farm loan relief offered by the Centre

could be a useful benchmark to gauge the behaviour-
al impact of a debt waiver. A World Bank paper (“The
Economic Effects of a Borrower Bailout: Evidence
from an Emerging Market”, Working Paper No. 7,109,
April 2016) makes two interesting points. First, after a
waiver, defaults rise in a classic play of moral hazard.
Second, banks anticipate this default and channel
less credit to the areas where the impact of the waiv-
er is felt the most. The study finds that one standard
deviation increase in the share of credit covered under
the program lead to a 3.6 per cent decrease in new
loans made after the bailout and 2.4 per cent increase
in the share of non-performing credit.

What about the impact of the waiver on the busi-
ness cycle? Could loan relief lead to a rise in consumer
spending that could offset an adverse impact on
investments that the loan waiver is invariably going to
entail. Here again the 2008-09 example is useful. The
World Bank study cited earlier found that the bailout
had no measurable positive effect on household con-
sumption, maybe as households did not view the loan
waivers as a permanent change in their access to cred-
it and more productive inputs.

The impact on investment spending of the loan
waivers has to be analysed against the backdrop of
how these waivers will be funded. While farmers get
a reprieve, banks need to be compensated by the state
governments for this. This, prima facie, would mean
that states will have to borrow from the markets and
as state bonds hit the market, bond yields (and inter-
est rates) are likely to rise. The rise in borrowing cost
could hurt investment. However some states, notably
Punjab and UP, do not have the leeway to (state bor-
rowing limits are set through some conditions of fis-
cal prudence) to borrow more. 

There seem be two things that these strapped
states are trying. First, a little bit of financial engi-
neering to kick the can the down the road. UP, for
instance, has floated the idea of Kisan Rahat bonds,
an avatar of the UDAY bonds used to relieve the finan-
cial stress of state power distribution companies.
This involves conversion of bank loans into state-
backed bonds that banks hold. The state pays the
interest on the loan. This requires Reserve Bank of
India approval and it remains to be seen if the central
bank would buy into this idea. Punjab on the other
hand has sought a conversion of the short-term farm
loans into longer-term loans so that the pressure to
repay the principal is delayed. This would upset the
cash-flow projections of banks and make them reluc-
tant to lend. This could lead to a funding constraint
for investment projects.

That’s, however, not the end of it. The UP Budget
released recently produced a fiscal deficit estimate
of the mandated limit of 3 per cent. Slipped into this
is a massive jump in grants-in-aid from the Centre as
well as cut back in expenditure. This rise in central
assistance in the UP (other states could follow) sug-
gests that it expects the Centre to fund the waiver. If
the Centre plays ball it might compromise the cen-
tral deficit forcing it to reduce critical expenditure
and capital spending, as we have seen in the past is
the softest target. If it refuses, states will have to
wield the axe. The victim in either case will be invest-
ment spending.

The writer is chief economist, HFDC Bank

How farm loan
waivers can hurt
Such bailouts do not have any measurable impact on improving
consumption while decidedly constraining investment spending
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