
Not inclined to change
In the article, “India’s idiot nationalism”
(March 3), Aakar Patel has rightly point-
ed out that nationalism also resides in
the Congress. It is, however, incompre-
hensible why he equates nationalism in
India today with Hindutva. 

Rewind to 1962 when Communist lead-
ers were arrested by the Jawaharlal Nehru
government for supporting China’s aggres-
sion. Nehru was considered to be a cham-
pion of civil liberties. I do not recall that
many advocates of free speech demanded
an open debate on the issue then.

However, during the heyday of social-
ism, the Left could lose no debate. If
nationalism is a religion, so was socialism
and quite a vulgar one at that, consider-
ing the Latin origin of the term pointed
out by Patel. If Hindutva has no problem
with unlawful behaviour today, the Left
had no qualms in using methods such as
“gherao” — it was not considered an
infringement of the rights of helpless offi-
cials, if not a tycoon. India is thus rightly
said to be a land of many religions and
each religion brooks no debate.  

Taking into account the definition of a
debate furnished by the columnist, I won-
der how many intellectuals in India are tru-
ly open to changing their views in the face
of evidence. Ignoring those crossing over for
material gains or for personal reasons, there
are few intellectuals who seem to have
changed their views based on debate.

Vijay Nadkarni   Mumbai

A self-defeating move?
With reference to the report, “GST
changes: Enabling provision for peak
40% rate” (March 3) by Dilasha Seth and
PTI, it’s intriguing to learn that various
enabling provisions of the proposed
goods and services tax have been getting
murkier. GST, perceived to be a “one
nation, one tax” mega project of the
Bharatiya Janata Party government at
the Centre, has witnessed drastic changes
in tax slabs, which were thought to be

legitimate in the initial stages and in the
category-wise “coverage” of the various
goods and services at the level of the
Centre and states. Perhaps, it has become
difficult to unravel the mystery of the
much talked-about GST regime.

The latest news indicating that the GST
Council, chaired by Finance Minister Arun
Jaitley, is likely to get the power to raise the
rate up to 40 per cent for any item in future
without the need for parliamentary
approval, has not been welcomed by
experts, who want the rates to be moder-
ate even in future. Their concerns merit
the GST Council’s consideration.

However, the possibility of increasing
GST rates in the near future, at least up to
the “revised” peak rates, cannot be ruled
out. But why is the government keen to
technically skip even the parliamentary
scrutiny of the implementation of its
indirect taxation scheme at any time after
its scheduled date of roll-out on July 1?
Why could these rates not be rationally

kept at reasonable levels, which might
facilitate the invocation of requisite
amendments in future? 

Is the government wary of striking the
wrong chords by treating GST as a
panacea for the existing multiple indi-
rect tax system, even by “re-fixing” its
ceiling as high as 40 per cent? Isn’t such
a move self-defeating? Higher the rates
higher would be the revenue collected
by the Centre and cash-starved states. It
would be a win-win situation for both,
but a huge cost for the masses.

Kumar Gupt   Panchkula

Legally invalid
In the letter, “End tax exemptions”
(March 1), S Kumar has suggested that
some tax exemptions be withdrawn by
executive order. This suggestion is legal-
ly invalid. Tax exemption can be with-
drawn only by another notification. Both
the exemption and the notification with-
drawing it are exercises of delegated leg-
islation. They are legislative actions
because they are required to be placed in
Parliament; they are not executive orders.
Sukumar Mukhopadhyay New Delhi   
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Two sets of data are now available
to assess the impact of demon-
etisation on the pace and pat-

tern of economic activity in the coun-
try. The second advance estimates of
national income for 2016-17 were
released by the Central Statistics Office
last week. A little while prior to that
the Reserve Bank of India (RBI) came
out with its data on the pattern of
financial transactions in the last few
months. Both sets of data indicate not
just what happened in the last few
months after demonetisation, but
more importantly the likely pace and

pattern of economic activities in the
months ahead.

Those who argue that demonetisa-
tion had no adverse impact on any sec-
tor of the Indian economy in the third
quarter of the current financial year
should look at the data for the con-
struction and real estate sectors. The
construction sector, which relies a lot
on the availability of cash and labour
from the unorganised sector, had
begun showing signs of growth in the
first quarter of the year at 1.7 per cent.
In the second quarter that ended in
September 2016, the growth rate picked
up to 3.4 per cent. But in the third quar-
ter which saw 86 per cent of the coun-
try’s total currency being pulled out of
circulation, the construction sector
growth dipped to 2.7 per cent.

The real estate sector, whose data
come along with the finance category,
also showed a marked deceleration in
its growth rate at 3.1 per cent in the
September-December 2016 period. In
the previous two quarters, the sector

had witnessed much higher growth
rates — 8.7 per cent in April to June
and 7.6 per cent in the July-September
period. Government officials have
explained that the dip could be due to
the uncertainty associated with the
operation of the new real estate law
that may have dampened the pace 
of activity.

If that were so, why would the real
estate sector’s growth recover quite
dramatically to 5.9 per cent in the
fourth quarter of the year? Indeed, the
construction sector also is slated to
witness a recovery in its growth rate to
4.8 per cent in the January-March 2017
period, according to the second
advance estimates of national income
for the full year. With the current
healthy pace of remonetisation, it is
reasonable to believe that both the sec-
tors of construction and real estate
would regain higher growth rates.
Conversely, this would also confirm
that demonetisation did have an
impact on these two sectors at least in

the first six weeks or so after that dis-
ruptive decision. 

The puzzle, however, continues
with regard to the third quarter growth
numbers for the manufacturing sector
and private consumption, which have
seen a significant rise to 8.3 per cent
and 10.1 per cent, respectively. One
explanation for this rise in spite of the
disruption caused to overall econom-
ic activity is that demonetisation gave
a big push to formalisation of the econ-
omy. That brought new players within
the formal economy and also the tax
net, which contributed to a spurt in
the growth numbers. 

The concern now is that with the
remonetisation drive in full swing,
economic activities that had been for-
malised might move out of the net
once again. Indeed, the projected
fourth quarter numbers show a dip in
both manufacturing and private con-
sumption growth rates to 6.8 per cent
and 6.5 per cent, respectively. If that
assessment is valid, it would be unfor-

tunate as demonetisation would fail
to garner even the benefits of digitisa-
tion for the economy. 

Fears on this count are not exag-
gerated. The RBI data do show that
financial transactions under the real-
time gross settlement system in
February was actually lower than what
it was in October, before demonetisa-
tion. Although transactions under the
national electronic funds transfer sys-
tem and credit cards through point-
of-sale machines continue to rise, 
the use of mobile payments is on 
the decline. 

The good news, however, is that the
number of point-of-sale machines in
the country has risen from 1.5 million
in October to over two million by the
end of January and the number of
debit cards has also risen from 739 mil-
lion to 818 million in the same period.
The number of credit cards, too, is on
the rise from 27 million to 29 million in
this period. 

In short, the momentum already
seen in a widening platform for digital
transactions cannot be lost even as
remonetisation picks up pace. The
government focus has to be back on
increasing digital transactions. If any-
thing, that would be the economy’s
real and perhaps the only gain 
from demonetisation.

Don’t lose the digital momentum
The speed at which e-transactions were increasing should not slow down even as remonetisation
picks up pace. That would be the economy’s real and perhaps only gain from demonetisation
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The disconnect between India’s
high-speed data and preliminary
gross domestic product (GDP)

estimates for Q3 is startling. The head-
line number suggests that demonetisa-
tion had zero impact and the markets
responded positively to that reading.
However, most observers expressed
some degree of scepticism about 
data quality.

Global equity markets continued to
surge, driven by liquidity. Donald
Trump’s policy positions are still being
judged as good for America’s financial
sector in the short run at least and that
has pushed the Dow to record highs.
However, tight labour markets have also
led to an acceptance that the Fed will
tighten sooner rather than later. In fact,
most traders seem reconciled to the fact
that the Fed might raise the policy rate in
its mid-March meeting. If it does so, the
USD can be expected to harden again.

China will release its 2017 GDP tar-
gets this weekend and those would obvi-
ously influence markets as well. Most
analysts expect a range of six per cent to
6.5 per cent GDP — lower than the 2016
range of 6.5 to seven per cent. Given

total debt at over 250 per cent of GDP,
the People’s Bank of China has been
tightening up and a lower GDP target
would be consistent with its policy.

European sentiment is hard to read.
The elections in Holland and France
could turn into major gains for right-
wing isolationists. Even Germany might
see a change in political order if there’s
an anti-incumbency vote. Meanwhile,
there is the promise of some growth, and
some inflation but German bonds are
trading with deep negative yields. Britain
is lurching through its Brexit manoeu-
vres with attendant complications.

The Indian GDP estimates suggest
that Q3 growth was at seven per cent
with the full-year estimate held at 7.1
per cent. Private consumption (Private
Final Consumption Expenditure) is said
to have grown at above 10 per cent year-
on-year in real terms, and Gross Fixed
Capital Formation grew at 3.5 per cent
year-on-year after contractions in the
three previous quarters. Manufacturing
is said to have grown at 8.3 per cent.

One possible explanation is that
some “informal” consumption (which is
normally cash with no taxes paid) was
picked up by the formal data. But more
or less every high-speed indicator of pri-
vate consumption was down for that
period. Car and two-wheeler sales were
impacted; FMCG sales were flat; retail
loans were flat. 

Manufacturing indicators such as
the Purchasing Managers’ Index and
the Index of Industrial Production were
negative for December. Bank credit to
industry actually contracted in
December. Credit growth is at just about
five per cent for the quarter, which was
the lowest growth rate ever. Bank cred-
it has dropped even lower in the cur-

rent quarter. Exports contracted. There
were widespread lay-offs and benching
and none of this gels with the GDP man-
ufacturing data.

However, tax collections are up con-
siderably across April 2016-January
2017. The growth in Gross Value Added
(GVA strips off indirect taxes and subsi-
dies from GDP) was around 6.6 per cent
year-on-year, which is considerably low-
er than the 7.8 per cent growth in GVA
registered last fiscal. Looking deeper,

GDP estimates for Q3, 2015-16 were
revised down sharply to create a lower
base. If we take the prior Q3, 2015-16
estimates, then the Q3 2016-17 would
have seen GDP growth down to about
6.2 per cent year-on-year, which is clos-
er to the consensus estimates. 

It’s likely that the Q3 2016-17 estimates
will also be revised down over the next
year, in an understated way. There are
other weird statistical effects in that the
expenditure estimate for GDP exceeds

the production estimate. It is usually the
other way round because data on the
expenditure side comes with a lag.

Incidentally, the revision means that
GDP growth estimates for 2015-16 drops.
Another little data point suggests that
the fiscal deficit may come in higher for
2016-17. The April-January Fisc is at 105
per cent of the annual target, with two
months to go. A further pick-up in tax
collections may help restore the balance.

Data in the current quarter has been
conflicting. There are fears that spe-
cific links in the value chain, which
were impacted by demonetisation,
have not yet recovered. Cement
despatches dropped in January, sug-
gesting no pickup in construction.
Railway freight carriage is lower for the
period April-January. Bank credit
growth has eased down to new lows.
However, auto sales (at dealer levels)
show some recovery. Two-wheeler pur-
chases are still down but four-wheelers
are up, and so are tractors.

The equity markets have hit new
52-week highs. Bond yields are inching
up towards the seven per cent level
again.  The BILT default has hit debt
investors in Taurus. Sentiment is, to
some extent at least, being driven by
hopes of a Bharatiya Janata Party vic-
tory in Uttar Pradesh after a good
showing in the Maharashtra munici-
pal elections. There are hopes that the
GST will finally be implemented.
Institutional attitude is interesting.
Foreign institutional investor buying
was substantial in February but domes-
tic institutions sold significantly in the
second half of February. Technically,
the trend continues to look bullish but
momentum has been lost in the last
couple of sessions.

Data in the current quarter has been conflicting, with fears that specific links in the value chain, which were impacted by
demonetisation, have not yet recovered. The bright side is that tax collections are up in the April 2016-January 2017 period

Bullish attitude, but scepticism remains
Humorous spin to trade potential
International politicians visiting India
tend to use sweeping phrases such as
“massive potential” and “shared interest”
while describing their nations’
relationship with this country. Canadian
International Trade Minister 
François-Philippe Champagne (pictured),
who was recently in India, gave a comic
spin to his description. Noting that the
value of his country’s trade with
neighbour United States
stood at more than 2
billion Canadian
dollars every  day, he
said India compared
poorly, with its trade
at about 8 billion
Canadian dollars
annually. The second
figure, he chuckled,
would be America’s
trade over the
weekend and
until lunch
next
Tuesday. 
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Crowd competition
If the roadshow of Prime Minister
Narendra Modi competed for crowds with
the combined roadshow of Uttar Pradesh
Chief Minister Akhilesh Yadav and
Congress Vice-president Rahul Gandhi in
the bylanes of Varanasi, there was an
equal contest on social media. Several
Congress and Samajwadi Party supporters
complained how news channels gave live
coverage to the PM’s roadshow and
largely ignored the roadshow of the 
rival parties.
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Frank Yiannas has spent years
looking in vain for a better way to
track lettuce, steaks and snack cakes
from farm and factory to the shelves
of Walmart, where he is the vice-
president for food safety. When the
company dealt with salmonella
outbreaks, it often took weeks to
trace where the bad ingredients
came from.

Then, last year, IBM executives
flew to Walmart’s headquarters in
Arkansas to propose a solution: the
blockchain. As Yiannas studied their
pitch, he said, “I became increasingly
convinced that maybe we were on to
the holy grail.”

The blockchain — the buzzy,
bewildering technology behind
cryptocurrencies like Bitcoin — is
starting to be applied to real-world
problems like tracking pork chops,
shipping containers and footwear
with a speed and security not
currently possible. The IBM-Walmart
partnership is one of the biggest
practical tests to date.

At its heart, blockchain simply
refers to a bookkeeping method that
“chains” together entries so that they
are very difficult to modify later. It
provides a way for large groups of
unrelated companies to jointly 
keep a secure and reliable record of
their transactions.

IBM is trying to position itself at
the forefront of the heated
competition for practical uses of this
arcane idea. Walmart is just one of
400 IBM clients testing it out, and
IBM now has around 650 employees
dedicated to the technology.

The most immediate business
opportunities are in the financial

world as a tool to track and trade
stocks, bonds and other assets. But
in the next week, Maersk, the global
shipping giant, is expected to
announce it is using IBM’s version of
the blockchain to track the
avocados, flowers and machine parts
it carries on its enormous cargo
ships. Last month, the government
of Dubai said it was working with
IBM to trace the goods flowing
through its ports.

Yet success is far from assured.
Rival Microsoft said this past week
that it was working with J P Morgan
Chase and several other corporate
giants on a system that competes
against IBM’s, based on the virtual
currency network known as
Ethereum. Many banks are
concerned that IBM could push them
into a version of the blockchain that
would lock them into IBM’s software.

“We believe with 100 per cent
certainty that it’s going to matter,”
Mark Russinovich, the head of
Microsoft’s blockchain efforts, said of
the technology. “It’s a question of
where’s its going to matter and how
it’s going to matter.”

It was Bitcoin that first caught the
attention of IBM researchers, and
everyone else. Bitcoin, born in 2009,
represented a novel idea in the
financial world. Unlike, say, dollars
or yen, Bitcoins are virtual tokens,
unaffiliated with any nation. Anyone
can open a wallet and receive
Bitcoins — without providing any
identifying information — and
transactions are recorded on a
universal ledger that is visible to
everyone. Drug dealers have
embraced its relative anonymity. 
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Abetterway to trackvarious commodities?
Blockchain being applied to real-world problems like tracking pork chops, footwear

Global shipping giant Maersk is expected to announce it is using IBM’s version of
the blockchain to track its cargo consignments PHOTO: BLOOMBERG

Value
--------------------------------------------------------------------------------------------------------------------------------------

Feb 17 Current (Mar 3) Change %
Nifty value 8,821.7 8,897.55 0.86

Index PE 23.1 23.1 No change
Index dividend yield 1.25 1.25 No change
Index book value 3.34 3.37 0.90
USD INR (RBI reference rate) 67.01 66.81 0.30

FII net equity buys/sales (Mar 1-3) (~cr) 9,902.182* 961.07
DII net equity buys/sales (Mar 1-3) (~cr) 935.26* -566
*Feb 1-28 net equity buys/sales, +200-Day Moving Average 
NB FIIs bought net debt of ~5,960 cr (Feb 1-28) and sold net debt of ~359.7 cr (Mar 1-3)

SHOWING AN UPTREND 

Bull run
continues; new
52-week high

+

Bouquet for ‘homecoming’
As the seminar “Untold stories of
Demonetisation - its impact on Indian
Economy” got underway, the legal cell of
the All India Congress Committee
welcomed Supreme Court advocate and
former United Progressive Alliance
minister Kapil Sibal with a bouquet. Sibal
asked why he was the only one being
presented with a bouquet. “This is like
homecoming for you, sir,” said senior
lawyer Rajiv Saxena, who welcomed Sibal
on the dais. Besides Sibal, former finance
minister P Chidambaram and former
deputy chairman of the erstwhile
Planning Commission Montek Singh
Ahluwalia also spoke at the seminar.
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T
here was much to cheer as the Goods and Services Tax (GST) Council
wrapped up its originally scheduled two-day meeting on the first
day itself. The council approved two crucial Bills, the Central GST
and the Integrated GST, and also approved the division of admin-

istrative turf between the Centre and the states for IGST. Another Bill, the
Union Territory GST Bill, will be taken up at the next meeting on March 16. The
CGST and IGST will now be introduced in Parliament during the second half
of the Budget session and their passage will pave the way for a July roll-out of
the much-delayed indirect tax reform. The focus now shifts to the tax rates
under GST. However, in contrast to the progress on other fronts, the verdict
on this count is sobering. 

The council has agreed to put in an enabling provision in the draft mod-
el GST law to cap the peak rate at 40 per cent from the earlier agreed upon rate
of 28 per cent. Though the capping of the peak rate at a higher level will not
change the multi-slab rate structure of 5, 12, 18 and 28 per cent agreed upon
last year, it will provide space to both central and state governments to
increase the SGST and CGST rates at a later stage without parliamentary
approval. Needless to say, this enabling provision is disappointing. Tax experts
and the industry would be justified in being concerned about the possibility
of an abrupt and sudden change in tax rates in the future. This goes against
the principles of sound taxation. It also undermines the raison d’être for
shifting to a GST regime. The idea was to have a setup where there was a sin-
gle rate for indirect tax, both for goods and services. This way, tax adminis-
tration would have been easy, the tax base would have been bigger, and the
resultant tax rate could be low while the revenue would have been higher. 

However, not only do we now have multiple tax brackets, which by itself
will lead to a lot of lobbying since goods and service providers will also want
their offering to fall into a smaller tax bracket, there is also the possibility now
that taxes may go up within a bracket itself. Evidently, the latter will only make
matters worse. The decision-makers across the central and state govern-
ments must realise that the benefits that were supposed to accrue to the
economy as a result of shifting to the GST will materialise only when the tax
rates are low, or at least moderate, and the tax administration is transparent
and predictable. A system that allows the taxman greater discretion will be
more susceptible to being gamed, leading to smaller revenues for the gov-
ernment. To be sure, tax rates are not the only area where the taxman has too
much say. The “anti-profiteering” measure, which has been proposed to
ensure that trade and industry pass on the benefits of reduction in tax rates
to consumers, is a good example of policymakers introducing elements that
are problematic both conceptually and operationally.

Introducing flaws
The provision enabling a higher peak GST rate is of concern

T
he suggestion by Microsoft founder Bill Gates that robots should be
taxed in the interest of saving human jobs has generated sharp
debate across the political spectrum. In his scheme, the tax would
offset the social costs of automation and could be used to finance

a universal basic income (UBI). From the votaries of industrial growth, the
objection stems from the disincentive on innovation and the resultant pro-
ductivity losses, pointing to the industrial revolution as evidence. Greece’s
former ultra-left finance minister Yanis Varoufakis has raised questions about
how the tax would be computed. Mr Varoufakis points to three problems. 

One, the last computed salary of the worker being replaced is a function
of regular renegotiation, so there would be differences in opinion over how
much the relevant salary would have risen or fallen. The potential for cor-
ruption in such an interpretative and discretionary approach — familiar to
Indians facing the taxman — are clear. Second, not all robots will replace
human jobs; some may perform jobs humans never did before. In that case,
questions arise over the reference salary level to tax. The third problem is a
philosophical one: Assuming the human being was operating a machine
before his displacement by a robot, why should the latter be subject to an
income tax when the machine was not? To this, Mr Gates had suggested a
lump-sum tax that would slow the pace of automation. This could, however,
incentivise producers to bundle artificial intelligence with regular machinery
and defeat the purpose. 

The intensity of debate on either side of the Atlantic, especially in Donald
Trump’s America, underline the undeniably disruptive impact of robotisation
and the urgent need for some sort of stabilising policy response. Suggestions
have varied from lowering payroll taxes, which fall disproportionately on
workers, to financing a UBI by taxing income from dividends and capital gains
earned by the top one per cent. India demands a radically different response.
Unlike China and Japan, where robotisation is being driven by falling work-
ing age populations, India does not face a demographic crisis — half its pop-
ulation is under 24 years of age and the cost arbitrage should be a compelling
advantage. For example, the 1.5 million engineers India produces every year
have a per-hour labour cost of less than a dollar. Yet many corporations are
leapfrogging to artificial intelligence in India because of the critical lack of a
skilled labour force. Most good engineers, for example, migrate to the US and
a quarter of those who remain are deemed near-unemployable — the import
of Chinese telecom engineers and the basic inability of Indian Uber drivers to
read a map point to the problems. 

In that sense, the skilling initiatives of successive governments have
been woefully inadequate, and commentators suggest that the target of train-
ing 400 million people by 2022 is way too distant. Thus, Mr Gates’ robot tax
may not be applicable to India just yet, but the significantly lower levels of job
creation in the future as a result of growing robotisation, with all its implica-
tions for social unrest, suggests that the initiatives for meaningful training and
skilling need to be accelerated by several orders of magnitude.

Implications of ‘robot tax’
For India, it underlines why skilling is an imperative

The night before I stopped sleeping, I slept.
This is something I try to explain to any
well-meaning person who asks about my
mysterious, pigheaded, yearslong case of
insomnia. It came on abruptly. It was pre-
cipitated by no crisis I could discern. It was
not the culmination of many years of poor
or varied sleep. One day, I simply closed
my eyes and nothing happened. It was as if
I’d been poisoned.

Whenever a self-help book about sleep
crosses my desk, I toss it. But when I saw
Benjamin Reiss’s Wild Nights: How
Taming Sleep Created Our Restless World, I
lunged for it, and it wouldn’t surprise me if

my fellow travellers in exhaustion had the
same response. Certainly, strangers react-
ed favourably to Mr Reiss while the book
was still in progress. As he writes in his epi-
logue: “Something about becoming the
Sleep Guy seems to have made me a mag-
net for interesting divulgences and unusu-
al conversations.”

Most people, even those who sleep
well, have at least one story about a brutal
cage match with Morpheus.

What makes Wild Nights so liberating is
that it is descriptive, not prescriptive. It
does not hector. It barely engages with the
science of slumber at all. It aims, rather, to
describe the social history and evolving
culture of sleep — through literature (Mr
Reiss is an English professor at Emory
University), through ethnographies,
through old diaries and memoirs and
medical texts.

But let’s focus on what’s eye-opening
about Wild Nights, including the author’s
very premise: “Virtually nothing about our

standard model of sleep existed as we
know it two centuries ago.”

Sleep was once social. Families slept in
common rooms; travelling strangers often
shared the same bed. Only after the
Industrial Revolution, when reformers
expressed concerns over the cleanliness of
crowded living arrangements, did sleep
become a “privatised” affair.

Yet solitary sleeping generated prob-
lems of its own. Moralists panicked over
masturbation. Neurotic worries over chil-
dren’s sleep grew. 

The worst problem of all? Insomnia.
According to Mr Reiss, writers in the 19th
century remarked repeatedly on a rise in
sleeplessness. “As nations advance in civili-
sation and refinement, affections of the
nervous system become more frequent,”
wrote the neurologist William Alexander
Hammond in his 1872 book, Sleep and Its
Derangements. 

Industrialisation did not just privatise
sleep. It also consolidated it and then shoe-

horned it into rhythms better suited to
commerce and railway travel than the
rhythms of the seasons — or our bodies’
own needs. We know that before the
machine age, people slept in a variety of
ways, including (famously) “segmented
sleep,” or sleep in two shifts. But with
industrialisation, we became servants of
clock time, “a time newly homogeneous
across season, region or profession”.

The most harrowing parts of Wild
Nights, however, are not about the great
loss of sleep diversity. They’re about sleep
inequality, for want of a better term. Sleep
is supposedly a great equaliser — “th’ indif-
ferent judge between the high and low,” as
the Elizabethan poet Philip Sidney once
wrote — but Mr Reiss makes it achingly
clear that sleep is anything but democrati-
cally distributed. Or interpreted.

Nowhere was this more evident than in
the institution of slavery. Frederick
Douglass wrote that “more slaves are
whipped for oversleeping than any other
fault”. Slaves slept in squalor and were nev-
er permitted sufficient rest; yet somehow,
Thomas Jefferson took a slave’s tendency
to fall instantly asleep as evidence not of

bone-weariness, but intellectual inferiority
— the slave lacked introspection.

Mr Reiss has a fine eye for quotes,
whether it’s Marcel Proust remembering
his childhood loneliness at bedtime or
Henry David Thoreau, afflicted with terri-
ble insomnia, lamenting the freneticism of
the industrialised world: “Hardly a man
takes a half-hour’s nap after dinner, but
when he wakes he holds up his head and
asks, ‘What’s the news?’ as if the rest of
mankind had stood his sentinels.”

This, more than 150 years before
Twitter.

But the days of candles and oil lamps
didn’t necessarily guarantee a good night’s
rest. As the author acknowledges, insom-
nia is an ancient problem, for which there
have been a staggering variety of proposed
cures over the centuries — including the
strategic application of one sheep lung to
each side of the head.

And on occasion, Mr Reiss’s perspec-
tive becomes so narrow it brings to mind
that old aphorism “To a hammer, every-
thing looks like a nail.” To a writer about
sleep, everything looks like an uncomfort-
able bed. At one point Mr Reiss declares

that “it’s not too much to speculate” whe-
ther the solitary confinement of children
to their own rooms was “one of the hidden
sources of the rebellious youth movements
that marked the late 20th century.”

Actually, it is too much to speculate.
What does remain certain is that

humans will continue to try to subdue
sleep. If putting children to bed by them-
selves was once unfathomable to us, what
might the next unthinkable development
be? Mr Reiss writes about a Nasa-financed
project that explored inducing astronauts
into a “prolonged torpor” for a mission to
Mars. It didn’t make much headway. But
researchers are still working on the possi-
bilities of human hibernation, and maybe
even losing sleep over it.

© 2017 The New York Times News Service

Eye-opening history of sleep

Last week ace US fixed income investor Howard
Marks was in Mumbai where he shared his
successful approach to investing. Mr Marks,

whose net worth is close to $2 billion, founded
Oaktree Capital in 1995, which now manages more
than $100 billion in assets. One of his ideas, popu-
larised in his book, The Most Important Thing, is
“second-level thinking”, which is nothing other than
thinking differently from what is obvious. As Mr
Marks describes it in his book, first-level thinking
would say, “The outlook calls for low growth and
rising inflation. Let’s dump our stocks” whereas the
second-level thinking says, “the outlook stinks, but
everyone else is selling in panic. Buy!” First-level
thinking would say, “I think the
company’s earnings will fall; sell”
while second-level thinking would
argue, “I think the company’s earn-
ings will fall less than people expect,
and the pleasant surprise will lift
the stock; buy.” 

According to Mr Marks, “first-
level thinking is simplistic and
superficial, and just about every-
one can do it. All that the first-level
thinker needs is an opinion about
the future, as in ‘The outlook for
the company is favourable, mean-
ing the stock will go up.’ Second-
level thinking is deep, complex and
convoluted. The second-level thinker takes a great
many things into account.” Put it differently, first-
level thinking leads to easy conclusions and a con-
sensus view. It does not take into account a range of
outcomes and probabilities, including the fact that
the easy consensus view is usually wrong.

These thoughts come to mind as I mull over the
most popular consensus going among the smart
investing community: A radically different future of

India is being crafted by the current government.
The consensus, first articulated by a securities house
called Ambit, goes something like this: “The gov-
ernment is very serious in improving governance
and the way capital is allocated (lower subsidies and
more efficient capital expenditure). But India is a
complex society. It has been misgoverned for many
decades. Anyone who wants to make fundamental
changes will be up against a well-entrenched system,
which will fight back. Therefore the change will be
long and painful. Demonetisation (even Howard
Marks supported it) will reduce the creation and
flow of black money, which went into real estate
and gold and so is an extremely positive structural

change, although it is painful in the
short to medium term.” In other
words, the Modi government is
intent on cleansing (cause), which
will create pain (effect) and since
everyone’s pain has increased, we
must be on the right track of cleans-
ing. This is a fallacy and logicians
have a name for it: Post hoc ergo
proptor hoc. It is explained as “Y is
supposed to be caused by X and
since Y happened, it must have
been caused by X.” What if we
apply the second-level thinking to
this issue? These are the questions
we would be asking, paraphrased

from Mr Marks’ book:
� How does the current price for the asset (say
Sensex), comport with the consensus view of the
future, and with mine?
� Is the consensus view that’s incorporated in the
price too bullish or bearish? 
� What will happen to the asset’s price if the con-
sensus turns out to be right, and what if I’m right?

Mr Marks writes, “First-level thinkers look for

simple formulas and easy answers. Second-level
thinkers know that success in investing is the
antithesis of simple.” Now, here is the homework to
challenge the above consensus through some sec-
ond-level thinking. 
� Government banks are burdened with bad loans
and so are hampered in their lending. There has
been no effort at all to solve the problem of bad
loans. New bad loans continue to be generated by the
same banks. Over three years many banks have con-
sistently been headless. What does it say about gov-
ernance? 
� This government’s vision of development is to
create many new schemes, like Make in India,
Startup India, Stand-Up India, Clean India, MUDRA
loans etc. Government schemes are usually highly
wasteful. Why will it be any different this time?
� Taxes have increased under this government and
cases of tax terrorism have not reduced. What does
it say about the government’s intent? 
� There is no reduction in red tape or improvement
in ease-of-doing business. How does it affect my
assessment of the government?
� The main job of reducing friction and improving
governance lies in the states but there is no pressure
even on BJP-led states to do things differently. What
could be the reason?

In the Howard Marks presentation last Thursday,
the room was filled with smart investors, analysts
and fund managers who were listening with rapt
attention to him. It would be a big irony indeed if
many of them turn out to be victims of first-level
thinking themselves — a blind belief that the gov-
ernment policies are transforming this country fun-
damentally, and the Indian corporate sector will
soon break into an era of fast growth.

The writer is the editor of www.moneylife.in
Twitter: @Moneylifers
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The dust is now settling on demonetisation and
the Budget. It is time for a fresh sense of the
points of pain in the economy. The defining

issue is stagnant investment. Malfunctioning gov-
ernment, balance sheet difficulties and problems
with profitability are holding back firms. The banks
have balance sheet stress. The behaviour of enforce-
ment agencies may snarl up the private sector. The
quick fixes have failed; there is now no alternative to
deeper reforms.

Various solutions are being proposed for the bank-
ing crisis. Merging PSU banks does not change any-
thing. A big PSU bad bank is the politically attractive
choice, but that does not solve the deeper problem. It
would make sense to remove barriers to non-bank
finance, so as to support the economy
at a time when bank credit will not
grow, and simultaneously undertake
RBI reforms.

The problems of banks in India
have long been the subject of a cover-
up. But the bad news is increasingly
slipping out. There is now an increas-
ing sense that we can count the
sound banks on our fingers, and the
rest of Indian banking is either bank-
rupt or has inadequate equity capital.

Some people like the idea of merg-
ing PSU banks. But if we merge two
sick banks, we get a bigger sick bank.
If we merge a sick bank into SBI, we
are grabbing a chunk of SBI’s equity capital. India will
benefit from putting SBI’s equity capital to work
through SBI’s management capabilities, rather than
using it to pay for the rescue of a failed bank.

There is also the matter of public shareholders.
Company law and Sebi regulations are making it

increasingly difficult for promoters to abuse the
interests of public shareholders. How will we justify,
to the public shareholder of SBI, that this was the best
use of his money?

In the private sector, mergers can create value as
there are scale economies. As an example, if two
banks have 100 employees each, of which 10+10 are
IT staff, the merged bank may be able to get by with
only 15 IT staff, which makes it possible to eliminate
five positions. This kind of restructuring is infeasible
in the public sector.

The biggest issue is the long game. The journey of
other PSUs is instructive. The end outcome was pri-
vatisation for VSNL, CMC, and UTI, and irrelevance for
MTNL, BSNL and Air India. To the extent that we are

able to privatise some PSU banks in
the future, that is a better outcome.
Privatisation is easier for small firms.
From this point of view, it is better to
keep a PSU bank small.

Some people like the idea of mak-
ing a big PSU bad bank. The bad
assets in Indian banking are probably
worth 30 per cent of par value. But
the big PSU bad bank will buy up
NPAs at the full par value. It will be
bankrupt from inception. The
Ministry of Finance will use taxpay-
er resources to fill this hole over the
coming 10 years.

The big bad PSU bank dumps a
large cost upon the taxpayer. Nobody knows how big
the problem is. If we assume that the loss is 70 per
cent and the NPAs are ~10 lakh crore, taxpayers are
going to be asked to pay ~7 lakh crore. For a com-
parison of an alternative use of taxpayer money, a
dense metro system for Mumbai costs ~5 lakh crore.

The taxpayer does not have a seat on the table and is
unable to protest against the bad bank. The Indian
Budget process does not work effectively and is often
unable to shoot down bad ideas.

Other than the taxpayer, everyone else loves the
big bad PSU bank.

RBI likes this as all sins are forgiven, no RBI
reforms are undertaken. The taxpayer pays to clean
up Indian banking once again, and RBI can gear up
to give us the next banking crisis.

The banks like this for the same reason. All sins
are forgiven, and banks can gear up to give us the
next banking crisis.

The incumbent promoters of India like this. Their
bad companies are not put through the bankruptcy
process: Instead, they get to deal with a sleepy PSU
bad bank for the next decade. They get back to deal-
ing with a banking system that favours incumbents.

The bad bank is a bad use of taxpayer money. It
removes the pressure to reform, and exacerbates
India’s fiscal stress. We should solve problems at the
root cause, instead of asking taxpayers to pay for
the losses associated with repeated banking crises.

What is the way forward? A two-pronged strate-
gy is required.

The first element is to address the financing prob-
lems of the Indian economy. Private sector bank
credit is growing slowly, and a disproportionate frac-
tion of this is going to bankrupt firms, thus choking
bank credit access to healthy companies. The mag-
nitudes involved are, however, smaller than those
seen in banking crises elsewhere in the world, as
private sector credit in India is only around 50 per
cent of GDP.

We need to bring more financing to healthy firms.
For this, four non-bank channels of financing need to
be opened up. They are capital account liberalisation,
NBFCs, the bond market and distressed asset funds
(ARCs). All four areas have been choked by mistakes
in regulation. Financial sector reforms can reverse
these mistakes.

The second element of the strategy is RBI reform.
Why are we getting a banking crisis every decade?
Why are banks underpricing credit, and then running
into trouble when a certain proportion of NPAs
inevitably surface? Because of technical failures of
bank regulation and supervision at RBI.

There are problems in the working of the RBI
board, the process through which regulations are
made, the process through which licensing and
investigations are done, and the quasi-judicial
process through which punishments are awarded.
RBI has agreed to implement the “FSLRC
Handbook” which solves all these, but has not fol-
lowed through with the implementation. The role
and function of RBI requires reform, so as to focus
RBI upon its two deliverables: Price stability, and
soundness of banks.

The second element (RBI reforms) is a five-year
process. This will give us a destination where India is
able to safely have a banking system. Open entry for
private and foreign banks will then be possible. The
first element (opening up to non-bank channels) can
yield results in 2017 itself.

The writer is a professor at National Institute of Public
Finance and Policy, New Delhi
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