
Personal guarantee
With reference to “Banks want RBI to relax
debt recast guidelines” (March 6), lenders
have become a laughing stock in the pres-
ence of promoters who have refused to
offer personal guarantees. An alternative
proposal made by lenders to insist on the
personal guarantee of new promoters is
even more baffling. First, let us consider
the second point. If banks insist on the
personal guarantee of new promoters, they
will definitely back out and there would
not be any change in management or pro-
moters. As for the first, why have lenders
been insisting on the personal guarantee
now when they had opportunity to insist
on their guarantee in the first instance and
not when the loan has become a non-per-
forming asset?

Lenders usually insist on personal
guarantee of borrowers in small-ticket
loans. But for big-ticket loans, banks have
fashioned themselves on not insisting on
the personal guarantee of promoters. Who
else is responsible for this anomalous sit-
uation other than lenders? Even on the
issue of personal guarantee, lenders can
seek imprisonment of the borrower and
guarantor. In such cases, the expenses
should be borne by the lenders. Lenders in
India have never sought their imprison-
ment on the plea that it will not solve their
bad debt. The real reason behind the reluc-
tance of lenders is the procedure and fol-
low-up issues pertaining to imprisonment
of borrower/guarantor. They have missed
out on an important point that such an
enforcement of the condition would create
a huge moral pressure on the borrower
and guarantor family. They would some-
how arrange for repayments in such cases.

K V Rao  Bengaluru

Advantage BJP
Uttar Pradesh Governor Ram Naik is with-
in his constitutional right to question the
continuation of the absconding Gayatri
Prajapati, who is accused of rape, as a min-
ister in Akhilesh Yadav’s (pictured) cabinet
on the grounds of “constitutional morali-
ty and dignity”. It is a different matter that
such concerns were not raised in the

Bharatiya Janata Party (BJP)-ruled Gujarat
where a minister reportedly continued in
the state cabinet even after his conviction.
The BJP, too, is justified in questioning
the UP police for failure to apprehend the
minister, as the same force had traced
stolen buffaloes of an influential minis-
ter. This has dented Yadav’s otherwise
clean image at a crucial juncture amid
elections. The least that he could have
done under the circumstances to salvage
his own image was dismiss the minister
from his cabinet beforehand. It is now too
late, and he may have to pay a heavy polit-
ical price. It is advantage BJP.

S K Choudhury  Bengaluru

Credibility of RTI Act
With reference to “Can’t disclose if Jaitley
was consulted: FinMin” (March 6), the
handling of RTI queries in government
departments and offices including statu-
tory bodies as well as the reporting of “RTI
episodes” by the media of late lack trans-
parency and professionalism.

For instance, in this case let us assume

that the RTI query was whether the fin-
ance minister was “consulted” before the
Prime Minister’s November 8 announce-
ment on the “legal tender status” of ~1,000
and ~500 currency notes. It was known
that a cabinet meeting considered the
issue preceding his announcement. Is
there any doubt about the FM’s presence
in that meeting? If FM had indeed attend-
ed the meeting, does the query concern
what transpired in the meeting? Who
should have “consulted” the FM and in
what manner? Can anyone use the RTI
route to enforce procedures outside the
law of the land? The introduction of the
name of RTI activist Shailesh Gandhi with
a “former Central Information Commiss-
ioner” tag gives some credibility to the sto-
ry and perhaps reduces chances that the
reader may apply her own mind to inde-
pendently analyse and understand things.

Perhaps, it is time designated officers
under the RTI Act thought of some com-
mon code to ensure that the queries are
not just evaded under some pretext or
another. Professional and timely respons-
es to RTI queries and exposing queries
that are raised for gaining political mileage
or bringing disrepute to the government or
organisations by fuelling controversies on
flimsy grounds will go a long way in restor-
ing the credibility of the Act as an integral
instrument in democratic processes.

M G Warrier Mumbai
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> HAMBONE BY MIKE FLANAGAN

Taking up cudgels for NRIs
The verbal volleys on the hustings aren’t
quite over with the end of the polls in
Punjab last month. Punjab Congress
president Amarinder Singh is now miffed at
PM Modi for not taking up the issue of recent
attacks on Indians abroad. Referring to the
latest incident of a racist attack against a
Sikh youth in the US, Singh said on Monday
that the growing intolerance and a spate of
violence targeting the Indian diaspora had
serious implications for the country and
needed to be checked before it escalated to
unmanageable levels. It was not enough for
the Indian government to condemn and
express concern over these shocking and
biased attacks, he said, calling for urgent
high-level intervention to prevent their
recurrence. Given the presence of a large
number of NRIs in the US hailing from
Punjab, Singh also urged the Trump
administration to act sternly against
elements perpetrating hate crimes.

> CHINESE WHISPERS

Invest like a watchman

At a mutual fund industry event, a fund
manager cited the example of a watchman
he had met at RPG House. “I’ve started
investing in stock markets through mutual
fund systematic investment plans (SIPs)
after listening to you on business news
channels,” the watchman had purportedly
told the fund manager. Amused by the
incident, Harsh Goenka (pictured),
chairman RPG group, tweeted, 
“Proud that even our watchman 
knows about investing wisely.”

Third time unlucky

Once a destination of India’s most sought
after parties, Kingfisher Villa, owned by
former “King of Good Times”, Vijay Mallya,
in Goa failed to get a buyer a third time.
Banks, which are auctioning Mallya’s
properties, were expecting the sea-front
property to fetch upwards of ~70 crore.
Mallya, who has been in London since
defaulting on the ~9,000-crore loan taken
by Kingfisher Airlines, had blamed
everyone for the shutdown of the airline
including engine suppliers, Pratt &
Whitney, and government policies.

> LETTERSCONSUMER LIFE

Rinshad Hussein works at the Tea
Bungalow in Fort Kochi as a bellboy
and waiter. The 24-year-old has

recently been selected for a bodybuild-
ing competition in the state. When he
learns that I am there for a holiday — and
have timed it with the art biennale —

Hussein is delighted. He presents me with
a pamphlet and map of the various loca-
tions that house the art this year and tells
me his own sketches were part of the last
biennale in 2014. He happened to help
one of the foreign artists who was staying
at the hotel he was working with then and
the artist acknowledged his contribution
by including his work in the show. He has
a view on each biennale — although his
favourite is the second one — where his
work was included.

Hussein is one of Kochi’s lakhs of resi-
dents who have adopted the biennale
with a ferocity that would surprise any
outsider. A few autorickshaw drivers I
encounter have been there thrice already
(Monday afternoon entry is free and is the
most crowded time). They are happy to
discuss their favourites, what they didn’t
like and which of the three biennales has

been the best while they take you around
from venue to venue. Shopkeepers, wait-
ers, fish sellers outside Kochi club, recep-
tion managers, masseurs, students — no
matter who you speak to — have visited
the show — most have been there for all
three. For an event that started amidst
great controversy and opposition (there’s
even a book “Against All Odds” on the
initial travails and allegations faced by
the founders), the Kochi art biennale
seems to have taken a special place in
the hearts of its residents.

I ask the owner of a large hotel how the
public (who strike me as extraordinarily
pragmatic — they even have a crossing
named X-Ray Junction after an X-ray hos-
pital nearby) makes sense of something as
esoteric as this and he says they don’t nec-
essarily. He recalls an incident in reply. At
the first biennale, a reporter asked a fam-

ily — the father worked in a bank, the
mother was a schoolteacher and the child
in school — what they thought of the
event. “Complete madness”, the father
had replied, “but this is our third visit”.
They couldn’t make much sense of it; yet
something was pulling them to it. And
that in a nutshell sums up how Kochi and
its citizenry have taken to this event.

The curator of this year’s biennale
argues that an event like this can’t work
everywhere in the country. Kerala’s high
literacy and its history and “tendency to
look out”, imbibe and assimilate other
cultures — even in its literature — makes
such engagement possible. A kind of
engagement he is yet to see anywhere in
the world. One of the trustees tells me
that after the first biennale itself, a buck-
et brigade that went out to seek people’s
contribution to bridge the deficit in funds
was quite successful; even if the amount
raised was not large, almost everyone con-
tributed, signalling acceptance.

Although it is non-commercial (noth-
ing is for sale; art for art’s sake), the bienn-
ale has also enormously helped the com-
merce of the capital. Although December
is always a busy month (due to the carni-

val), in biennale years you will be hard-
pressed to find a room available in the
Fort Kochi area. But as the reception man-
ager at my hotel points out, it is the estab-
lishments who couldn’t get bookings ear-
lier who have benefitted the most as now
they find themselves booked well in
advance. The popular hotels and resorts
sell for higher rates. Despite the rising
mercury levels, the biennale extends the
“peak” season to the end of March. Rest-
aurants, cafes, roadside outlets that cook
fish that you buy fresh near the water-
front, the auto drivers — almost every-
one reports brisk business for the just over
three-month period. Italian food joints,
shawarma and falafel roll vendors, all
quite alien to the locals, have sprung up to
cater to the influx of foreign palates. One
of the only bars in the area — Seagull — is
jam-packed with tourists who are still
grappling to make sense of a recent rap on
the knuckles of Kerala’s alcohol industry.

For the art world, too, Kochi has been
a find. An artist I meet who is exhibiting at
the biennale says that when the event
happened for the first time in 2012, his
first question was: “Kochi? Where’s that?”
Now, they all know.

The people’s show
An alien monster to begin with, the Kochi art biennale has slowly but surely wormed
its way into the hearts of its citizenry

OUT OF THE BLUE
ANJULI BHARGAVA

Globally, the availability of finance
from banks and financial institu-
tions is shrinking. With hardening

of the prudential norms under the Basel
regime, a substantial part of the much
needed long-term finance, both equity
and debt, would have to come from the
capital markets. For India to achieve a
higher economic growth rate and invest
heavily in infrastructure, reliance pre-
dominantly on banks with challenged
balance sheets will not be adequate.

The Indian bond market, as com-
pared to those of other peer Asian coun-
tries, has a very small share in the total
debt of the nation. Even though in India
bond issuances in terms of numbers
grew at a compounded annual growth
rate of 20 per cent over the past decade,
corporate debt stands at only 7.5 per cent
of the gross domestic product as of
March 2016. However, in Korea it stood at
76.5 per cent, Singapore at 32.3 per cent
and China at 21.23 per cent during the
same period.

Looking at the bigger picture we can
identify several fundamental factors
that must be taken into account while
moving forward. First, fiscal consolida-
tion leading to lower sovereign borrow-
ings leaves more room for corporate
bonds. The corporate bond market gets
a leg-up as the interest rates come down

and the fiscal deficit targets are ach-
ieved. The play on spreads across the
credit curve becomes more attractive.
Second, development of bond markets
needs sustained participation of long-
term institutional investors right across
the credit curve. Third, a sound bank-
ruptcy regime is a prerequisite for deep
bond markets. Fourth, stressed bal-
anced sheets due to high indebtedness
of major corporates is a major con-
straints. Fifth, the centrality of banks in
the financial system suppresses the
growth of the corporate debt market.
Finally, but not the least, the tax regime
for financial instruments remains one of
the key drivers of investor sentiment.

Several of these factors have been
addressed in recent years. These include
broad adherence to fiscal deficit targets,
the passage of the bankruptcy law and a
nudge by the Reserve Bank of India (RBI)
to induce corporates to source some part
of their debt from the bond markets.
However, for most of the borrowers,
domestic bond issuance remains costly
and cumbersome compared with bank
lending. Corporates prefer raising funds
through private placements but private
placements lack transparency and
access is not available to a large pool of
investors. The huge supply of govern-
ment paper in the country is also one of
the major impediments.

The following measures would
make the bond market more vibrant
and deeper.

First, by adhering to international
best practices the credit rating agencies
would make the markets more transpa-
rent and attract both domestic and for-
eign issuers and investors.

Second, following emerging interna-
tional practice corporate bonds should
be treated as eligible collateral for liq-
uidity operations. The RBI should also

explore the option of considering bond
as collateral to bank depending on the
rating of the bonds.

Third, the RBI should take measures
to increase banks’ exposure in corpor-
ate bonds. Banks are holding on to excess
SLR (statutory liquidity ratio) paper to
the extent of four-five per cent volunta-
rily, a part of which ought to be deployed
in higher rated corporate debt.

Fourth, to attract more issuers to acc-
ess the bond market it should be mand-
ated that large corporations raise a sub-
stantial proportion of their funding
through bonds and commercial papers.

Fifth, the offshore rupee bond market
should be encouraged. The Chinese gov-
ernment played a key role in developing
the RMB offshore bond market, which
has expanded more than five-fold, since
it began in 2007 in Hong Kong.

Sixth, stringent entry eligibility criteria

will ensure that only serious players hav-
ing the necessary expertise, infrastruc-
ture, sound financial background, et al
become debenture trustees. The
Securities and Exchange Board of India
may create minimum benchmark pric-
ing for debenture trustees to prevent them
from compromising on the quality of
investor protection they provide. The
issue of conflict of interest in the case of
banks-promoted trustee companies pro-
viding trusteeship services to their prin-
ciples should also be addressed.

Seventh, to further deepen the distri-
bution network there should be an emp-
hasis on domestic participation. With
the latest government demonetisation
move, more and more money is entering
the banking platform, which chan-
nelised into bond markets.

Eighth, to achieve the objective
behind the Bankruptcy Code, issues

such as early notification of rules, devel-
opment of insolvency professionals, tri-
bunal/court infrastructure, quick redress
of transitional problems etc. should be
urgently addressed.

Ninth, development of different ty-
pes of bonds such as green bond, munic-
ipal bond, social impact bonds and cove-
red bonds should be allowed to permit
diverse investor interests to take a
recourse to bond markets.

The tenth and final recommendation
is on tax reforms. The scope of Section
80C can be expanded to include corporate
bonds of other entities as well. Treating
corporate bonds and debentures on a par
with equity for tax on long-term capital
gain would have a positive impact.

The writer is former finance secretary 
and chairman, CUTS Institute for 
Regulation & Competition

Fuelling growth with corporate bond
For India to achieve a higher economic growth rate, reliance on banks with challenged balance sheets will not be adequate

MAHESH VYAS

The BSE-CMIE-UMich Index of Con-
sumer Sentiments tanked sharply by
5.2 per cent during the week ended
March 5 after falling by 3.4 per cent fall
in the preceding week. At 89.08, the
index is at its lowest since its launch
62 weeks ago in January 2016.

It is evident that consumer senti-
ments turned sour after the initial sur-
ge in hopes post-demonetisation.

The index had peaked at 108.98 in
the week ended December 11, the four-
th week after demonetisation. Then the
disappointment started to set in,
although there was a brief pause just
before the Prime Minister’s speech on
December 31. Sentiments did improve
on the hope that the speech would con-
tain substantive announcements. It did
not. And, the index fell by 7.3 per cent in
the immediately following week.

The Index of Consumer Sentiments
has headed south relentlessly having
lost 18.3 per cent since its peak in the
week ended December 11.

The sharp 5.2 per cent fall in senti-
ments in the past week shows that con-
sumers are not impressed with the sev-
en per cent gross domestic product
(GDP) growth number put out by the
government in the middle of the week.
In fact, the estimate of 10.1 per cent real
growth in private final consumption
expenditure during the October-
December 2016 quarter is a cruel joke
on the people of India. It seems to sug-
gest that 84 per cent of liquidity can be
sucked out suddenly and consumers
would still show the highest growth in
spending in 14 years!

The problem is that the government
simply does not have a machinery to
estimate fast frequency private final
consumption expenditure directly. It
derives consumption from production.
It assumes what is produced is essen-
tially consumed. Such an assumption
works in normal times. But, it fails when
almost all cash is sucked out of the con-
sumers’ pockets suddenly. We know

that what was produced was in fact
stuck in broken supply chains immedi-
ately after demonetisation. Demand
dried up because consumers did not
have sufficient money to buy, not
because producers did not produce. The
consequent demand contraction shows
up in a 15.8 per cent drop in nominal
sales of consumer durables of listed
companies, a 3.5 per cent fall in textiles,
a two per cent fall in cosmetics and toi-
letries and a 1.8 per cent fall in food pro-
cessing industries.

These declines in sales were borne
by the larger listed companies who were
better positioned to deal with the crisis.
We know that a bulk of the brunt of
demonetisation was suffered by small
and medium companies and by even
smaller unregistered/informal markets.
How does the 10.1 per cent growth in
real private final consumption expendi-
ture square with these facts?

In India, we never fudge statistics.
We don’t have to. The creaky old sys-
tem often suits us just as well. It deliv-
ers a 10.1 per cent increase in private
final consumption expenditure even
when consumers were handicapped
with next-to-no-liquidity to buy goods
or services.

The consumer sentiment indices
suggest that consumer goods compa-
nies would be better off if they do not get

carried away with the official numbers
because consumer sentiments during
the current quarter are much worse
than they were in the preceding quarter.
The little hope that existed during
November-December has evaporated.

In January 2017, the consumer sen-
timents index reached a new low of
95.95. It was never lower in any month
of 2016. In February 2017, it fell further
to 94.72 and to its lowest of 89.08 in the
first week of March.

Sentiments were low although polit-
ical parties were trying very hard in the
past few months to raise expectations.
Election rallies in Uttar Pradesh, Uttar-
akhand, Punjab, Goa and Manipur were
full of extravagant promises by political
parties. The spin in presenting demon-
etisation as a game-changer and in pre-
senting the real GDP growth of seven
per cent as a rebuff to critics of demon-
etisation combined with election prom-
ises is likely to have impacted consumer
sentiments positively. Yet, the Index of
Consumer Expectations is close to its
lowest level. What would happen after
next week when the hype stops and we
face new realities? Note that cash on
hand is still less than 63 per cent of what
it was before demonetisation.

The author is managing director and CEO,
Centre for Monitoring Indian Economy P Ltd

Sentiment beyond electoral and government data hype
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The consumer sentiment indices suggest consumer goods companies would
be better off if they do not get carried away with the official numbers REUTERS
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T
he fact sheet of the fourth round (2015-16) of the National Family Health
Survey (NFHS-4) has a wealth of information that policymakers would
do well to study in detail. The results show widespread improvements
over the earlier such survey done in 2005-06 in health and nutrition

parameters such as infant mortality and under-five mortality as well as the per-
centage of children under five who are stunted and underweight. Critical indicators
of women’s empowerment such as literacy and economic empowerment (women
with bank accounts/mobile phones) have shown a dramatic improvement and
domestic violence and child marriages are down. The data also showed that of the
mothers who participated in the survey, more than half provided immunisation to
their children, across all categories based on caste and education. A big debate in
the decade between the two NFHS rounds was centred on the efficacy of govern-
ment schemes and a preliminary reading of the data suggests that such interven-
tions have worked. For instance, a key mandate of the National Rural Health
Mission was to increase institutional births, which as the latest survey shows, have
improved from 38.7 per cent to 78.9 per cent. 

There are some worrying trends, too. For example, the percentage of children
under five who are suffering from “wasting” and “severe wasting” has increased.
Another significant data set pertains to the sex ratio at birth for children born in the
past five years. While the all-India ratio has improved from 914 females per 1,000
males to 919, urban India is pegged at 899, lower than even the all-India level from
a decade ago. Interestingly, the survey shows that the use of family planning meth-
ods by currently married women between 15 years and 49 years of age has fallen over
the decade. Also, nutritional status varied among the categories: Stunted growth was
seen in children of around 51 per cent of the uneducated women compared with 31
per cent in children of the educated women. About 47 per cent of the uneducated
women had underweight children. 

In the intervening 10 years between NFHS-4 and NFHS-3, there have been
numerous surveys, both private and public, yet they were difficult to compare.
For instance, since 1992, India has had three rounds of NFHS, four rounds of dis-
trict-level health surveys, three annual health surveys, and some standalone one-
time ones. But given the methodology adopted, these surveys showed wide vari-
ations across geographical coverage and frequency of data collection. For
instance, when it came to the targeted respondents among women, some would
report on “all women” in an age group, others on “currently married” and still
others on “ever married”.

Thus, one of the most important contributions of NFHS-4 is that it provides
some clarity to the entire process. The other surveys in the intervening years often
offered contradictory results; for instance, one survey suggested that the proportion
of underweight children in 2012-13 was more or less the same as it was in 2005-06.
This result was contradicted by a Unicef survey in 2015, leading to uncertain poli-
cy analysis. It can now be hoped that as researchers analyse largely comparable gran-
ular data – NFHS-4, for the first time, provides district-level estimates for many
important indicators – governments, both at Centre and states, will be able to fig-
ure out which policy tool worked and which did not. Only a comprehensive scruti-
ny of these results will help improve public health care programmes. 

State of health
Family Health Survey offers clues about what worked, what didn’t

S
ome of the revelations made at a recent national conference on dam safe-
ty are quite disturbing. Nearly 80 per cent of the country’s 5,000-odd major
dams are over 25 years of age and are facing grave safety challenges. Worse
still, about 170 of them are more than 100 years old, built with material and

technologies deemed obsolete now. These are basically earthen structures that are
innately far weaker than the concrete dams normally constructed now. Besides, their
design and safety aspects fall woefully short of present norms. These, therefore, pose
a grave danger to life, property and infrastructure. India is particularly susceptible to
dam-related mishaps, given that the bulk of its landmass is prone to frequent earth-
quakes. This vulnerability has tended to escalate of late because water flows into reser-
voirs are turning increasingly unpredictable. Ageing, unabated wear and tear, and
sub-par maintenance practices are further exacerbating this menace. 

True, outright dam failures are not very common, but they are not rare either.
At least 36 such incidents, involving mostly earthen dams, are already on record.
About half of them have been truly catastrophic in scale, causing extensive devas-
tation. The recent ones include the Jamunia dam in Madhya Pradesh in 2002 and
the Lawa-ka-bas dam in Rajasthan in 2003. The other notable dam failures in the past
include the Panchat and Khadakwasala dams in 1961, Nanak Sagar in 1967, Tigra in
1970 and Chikkahole in 1972. Regrettably, even though India has the world’s third-
largest count of dams, next only to China and the US, it does not have any statutory
framework to ensure dam safety. A Bill for enacting a law to fix responsibility for dam
maintenance and for specifying mechanisms and procedures for this purpose was
introduced in Parliament by the previous government in 2010, but it was not pursued
and allowed to lapse with the dissolution of the 15th Lok Sabha. The present National
Democratic Alliance government has now prepared its own draft of such a law and
circulated it to the states. Its passage by Parliament needs to be expedited in view of
the gravity of the situation.

However, much of the blame for the dismal condition of dams rests with the state
governments which, being the custodians of these dams, are directly responsible for
their upkeep. The Central Water Commission (CWC), the apex organisation for
water resources management, had asked the states to prepare “emergency action
plans” for large dams and had even laid down guidelines for this purpose way back
in 2006. But not many states have chosen to prepare such strategies. The water
resources ministry, too, had in 2011 mooted crisis management plans for states to han-
dle dam-related contingencies. It had also asked them to establish dam safety organ-
isations. Unfortunately, not even half of the states have done so till now. This apart,
the five-year Dam Rehabilitation and Improvement Project, being run by the CWC
with financial support from the World Bank, hardly covers 5 per cent of the unsafe
dams in seven states. This scheme needs to be continued even after its scheduled cul-
mination in 2018 and extended to all the ill-kept dams. Unless such safety issues are
suitably addressed, the spectre of devastation due to dam-related mishaps will con-
tinue to haunt the country.

Dams in troubled waters
Centre and states must address issues of safety

The BASH squad of the US Air Force uses
modified cannons to fire dead chickens at
aircraft and it overlays strange noises
onto the roar of USAF jet engines. These
experiments have influenced aircraft
design and saved many lives. BASH is the
Bird Aircraft Strike Hazard team, a group
of engineers with a brief to reduce dam-
age from bird-hit.  Birds avoid aircraft,
which make noises that sound like bird
alarm calls; dead supersonic chickens
mimic the damage caused by live birds. 

Military exigencies often lead to
unusual research. This book focuses on

the weird and wonderful aspects. It deals
with the USA’s (much larger) equivalent
of India’s Defence Research and
Development Organisation (DRDO).
Mary Roach went to see how scientists
and engineers help grunts (a colloquial-
ism for low-ranked soldiers) cope with
noise, temperature extremes, “ill-timed
gastrointestinal urgency”, wounds, etc. 

Ms Roach is not only one of the best
popular science writers around; she is
unquestionably the funniest. It is hard to
imagine anyone else who could have nar-
rated macabre incidents involving horren-
dous injuries and the blowing up of cadav-
ers in a way that makes readers burst into
spontaneous laughter. She manages the
superhuman feat of being funny while
remaining entirely respectful of the human
beings (and corpses) under discussion. 

The US used to assume that it might
need to wage two “major wars” simulta-
neously on different continents (vide
World War II). It has bases all over the

world.  President Donald Trump has
talked isolationism. But he’s increasing
the defence budget by 9 per cent, taking it
to about $650 billion. That is almost a
third of India’s gross domestic product
(GDP) and 36 per cent of total global mili-
tary expenditure.

Some of that money goes into the
unglamorous but fascinating research
described here. For example, how do you
design armour for light combat vehicles to
be cost-effective and functionally effective
at shielding passengers from IED blasts
and RPG attacks? Simple: Put a few
corpses in said vehicles, and set off explo-
sions and film everything. Then sort
through the bits and pieces to assess
injuries and rejig armour and vehicle
design until the injuries drop to accept-
able levels. This involves building very
specialised crash facilities and asking peo-
ple to donate their bodies to be blown up. 

Ms Roach describes her debut on a fir-
ing range with an M-16 and TCAPs.
TCAPs (tactical communications and
protective systems) are smart earplugs.
These are key elements of high-tech bat-
tlefield equipment. Firefights are noisy.

Eardrums must be protected. Yet, soldiers
must hear orders and respond to enemy
activity. TCAPs amplify “quiet noises”
and dampen out loud ones, while carry-
ing R/T radio. Another fascinating sec-
tion describes submarine rescue facilities
— deep pools where crews learn to use
specialised pressure suits. 

Textiles are another research area.
Ideally, uniforms are flame-resistant,
water-proof, insect-resistant, Kevlar-rein-
forced to shield wearers from shrapnel
and bullets, insulated against cold/heat,
camouflaged, etc. Plus, everything must
be comfortable (soldiers avoid using stuff
that is not) and come in within budget
and stand up to brutal wear and tear. 

Ms Roach met the “Flame Goddess” —
the scientist who tests textiles for the
army. She also met the “chief fashion
designer”. That lady contends with
unusual needs. Snipers were the original
customers for sleeve pockets — those
things tennis-players love.  Other unusual
“fashion statements” includes mittens
with one trigger finger, and “combat dia-
pers” with Kevlar-lining.

The US Army has a 22-page guideline

on acceptable buttons (the wrong buttons
can kill if driven into the body). There is
ongoing research to develop less noisy
Velcro, zippers that don’t jam in mud, and
so on. Women soldiers wear uniforms cut
for the female shape. But in a paroxysm of
political correctness, these are called
“American Combat Alternate Uniforms”
— since men might wear them as well. US
Navy personnel wear blue-green camou-
flage uniforms, to ensure “that you can’t
see a sailor who falls overboard”.

The US Veterans Health Administration
spends $1 billion a year treating hearing-
loss. Ms Roach also looks at other medical
issues. The material gets grimmer when
she describes face-time with amputees.
One chapter is about penis reconstruction
and penis transplants. There is a hysterical
description of doctors practising penis
transplants on two cadavers. Another med-
ical chapter is about carefully constructed,
realistic movie sets where combat medics
are taught how to evacuate battlefield casu-
alties (Ms Roach plays a smoke inhalation
victim in one scenario). 

She lasts seven minutes with a 14-kg
load on the treadmill in a heat research

centre, where the lead scientist banters
with her Ranger son who runs for an hour
with a 42-kg load under the same condi-
tions. She travels to Djibouti, in search of
tummy ailments. The US Army developed
oral rehydration therapy, which has
helped saved millions of lives.  In Djibouti,
Ms Roach has a strange encounter with a
Special Forces veteran, who suspects she
is investigating a crime. Once he opens up,
he speaks freely, in disgusting detail,
about “ops” behind enemy lines under-
taken while suffering from dysentery.

Ms Roach covered enormous territory
in physical, mental and emotional terms
to write this book. She obviously received
huge amounts of privileged access while
researching it. She’s returned the favour
by breaking multiple boundaries in her
depiction of what the backroom boys and
girls do.

The science of combat

Growth in bank loans is at a 50-year low when
financial savings are rising: As a percentage
of gross domestic product (GDP), they have

been rising for the last two years, as seen in healthy
deposit growth, strong inflows
into small savings schemes and
mutual funds, and the weakness
in gold imports. Demonetisation
only added to that. Combine this
with the Union government’s
absolute fiscal deficit being where
it was six years ago and there is a
lot more now left to lend to busi-
nesses and individuals.

There is of course a demand
problem: In a slowing economy
with overcapacity in most sectors
that are open to private sector
investment, there is less need for
corporate credit. However, this
defines demand too narrowly, as, unlike most major
economies, India is under-leveraged. The ratio of
bank loans to GDP, a measure of banking penetra-
tion, is among the lowest in the world, and over-
indebtedness is limited to a handful of groups with
stretched balance sheets (as Credit Suisse’s “House
of Debt” series of reports have tracked over the
years).

Poor credit availability for the micro enterprises
that employ nearly all Indian workers is a problem
begging for a solution, and one that was not a high
priority for the financial system while capital was in
short supply. Similarly, for personal credit, notwith-
standing the cultural bias against it in India, the
threshold above which its marginal utility can be
questioned is much above the current levels in the
country.

These suggest a severe plumbing problem that
always existed but that has only surfaced now due to

a situation that the economy likely never faced
before: A surfeit of domestic capital.

The Indian financial system, which is dominat-
ed by banks, and where more than two-thirds of

outstanding loans are still issued
by government-owned banks, had
little incentive or space to inno-
vate on this front. Busy as they
were issuing loans to larger cor-
porations (it is relatively easier to
cut one large cheque), the system
never learned to issue large num-
bers of small loans. To compound
this problem, Indian financial reg-
ulators were uncomfortable allow-
ing lightly regulated private non-
banking finance companies
(NBFCs) to grow beyond a certain
size. Periodically, a regulatory
push to get credit to small and

medium enterprises (in the form of lending quotas
or “priority-sector” lending) only led to waves of
non-performing loans, as lending standards were
jettisoned to meet targets.

However, it is only when an industry faces chal-
lenges like it does now, of surplus savings but low
loan demand, that real innovation is triggered.
Private firms, now a sizeable part of the financial sys-
tem, are indeed innovating. Banks, if anything, have
been followers of NBFCs in lending to borrowers
like auto-rickshaw drivers in Lucknow and small
artisans in Odisha. But such change is slow, partic-
ularly as most public sector banks, the bulk of the
system, are slow to adapt to this change. System
credit growth is therefore unlikely to pick up mean-
ingfully anytime soon.

That means capital oversupply should persist
and prices must fall. The banking system’s equiva-
lent of pricing is the net interest margin, that is the

difference between the cost at which they get
deposits and the price at which they issue loans. It
has been falling steadily for the past five years, and
the recent oversupply is likely to accelerate that
decline as suppliers (banks and NBFCs) jostling for
market share. This means banks may cut interest
rates irrespective of Reserve Bank of India action.

Stock prices being pushed higher by strong mutu-
al funds inflows are also signs of declining cost of
capital. The Union government recognising its lim-
itations – in the recent Budget, it kept its expendi-
ture-to-GDP ratio to the lowest in four decades –
has accelerated the process. At the same time, it is
now critical for the private sector to step in to revive
growth. For that to happen, capital costs must
decline meaningfully. It may be a slow grind, but a
steadier and healthier one.

One must be watchful of the not insignificant
risk of capital misallocation as prices fall, like in
mutual funds making risky loans to companies, or
stock market bubbles. However, so long as these do
not hurt systemic stability, they may not require
intervention.

The risk that may require intervention this year
is the stress that falling interest margins would cre-
ate for public sector banks. The government’s appar-
ent “privatisation by market share loss” approach for
the banking system (like what happened in airlines
and telecom), is convenient, as it obviates any active
decision-making. However, given the sharply slow-
ing credit growth (nearly all the incremental credit
in the past year came from private banks), rising
fixed costs, a persistent bad loans problem, and now
plummeting interest margins, benign neglect may
no longer be sufficient. The recent clamour for bad
loans resolution needs to be looked at through a
broader prism of reform of public sector banks.

The writer is India Equity Strategist for Credit Suisse
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Capital rush shows plumbing problems

GRUNT
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After being sworn in as America’s 45th presi-
dent on January 20, Donald J Trump has trod-
den the promised tough line towards China,

vowing to “build a military might so great… that none
will dare to challenge it”. US conservatives are already
drawing triumphal parallels with Ronald Reagan’s
defence spending spree in the
1980s that induced the former
Soviet Union to spend itself into
insolvency. However, rival super-
power China, which can scarcely
ignore the gauntlet Mr Trump has
thrown down, has an infinitely
more robust economy than that
of the former Soviet Union. How
will Beijing respond to Mr
Trump’s belligerence? What does
this mean for India?

The starting point for any
such analysis must be a closer
look at whether America can
actually muster the dollars need-
ed for the unmatched military
that Mr Trump promises. His request for an eye-pop-
ping $54-billion raise in defence spending comes after
his predecessor, Barack Obama, followed up his troop
pull-back from Iraq in 2010 by slashing defence spend-
ing from 4.7 per cent of US gross domestic product
(GDP), to just 3.3 per cent of GDP — a 22 per cent cut-
back that was unprecedented since post-Vietnam. Mr
Obama followed that in 2011 by killing or cutting back
on major weapons programmes, including the F-22
Raptor fighter, C-17 airlifter, multiple kill vehicle, kinet-
ic energy interceptor, airborne laser and a combat
search and rescue helicopter, saving America $487 bil-

lion over the coming decade but sharply eroding US
combat power. In 2012, with the US military gasping for
air, Budget sequestration kicked the oxygen cylinder
over by slashing tens of billions of dollars more from
subsequent defence allocations. 

Mr Trump’s requested hike will face serious oppo-
sition on Capitol Hill, given that those
tens of billions would come from cut-
backs to the Environmental Protection
Agency and the State Department.
Even if American legislators give their
new president all he has asked for, that
would still not suffice for the
Pentagon’s multiple aims — main-
taining a credible military presence
worldwide, continuing drone strike
campaigns in terrorist hot-spots, while
also “rebalancing to Asia” to counter
China in the Asia-Pacific. Veterans
such as Senator John McCain have
criticised Mr Trump for timidity — for
not demanding the resources needed
to boost the navy from 274 ships to

350; and beefing up the air force by ordering the F-35
Joint Strike Fighter in numbers. The Wall Street
Journal calls the US military a “hollow force”, pointing
out that almost two-third of the navy’s backbone F/A-
18 fighters, and three-fourths of the Marines’, are
grounded and unfit for combat; the air force is short of
700 pilots and 4,000 maintenance personnel; only
one-third of the army’s combat force is ready to deploy
within 30 days, and the army is the smallest it has
been since World War II, numbering just 470,000 per-
sonnel — barely one-third the size of the Indian Army.

Nor is there much upside for Mr Trump in imple-

menting populist campaign promises to arm-twist
allies, such as Japan and those in the North Atlantic
Treaty Organization (NATO), to stop “free riding” and
start “burden sharing”. While most NATO allies indeed
violate their treaty obligation to spend at least 2 per cent
of GDP on defence, there would be little benefit to
Washington were the allies to meet these targets. As
Stephen M Walt points out in a recent Foreign Policy
article, NATO’s combined weight is already far greater
than Russia’s — its only conceivable enemy. NATO’s
European allies are four times more populous than
Russia, have a combined GDP that is 12 times bigger;
and they already spend (not counting US and Canada)
five times more on defence than Russia does. The
problem clearly is not a lack of resources, but rather the
absence of planning and coordination. Mr Trump will
learn that Washington’s pocketbook and presence in
NATO is an essential display of its commitment to the
alliance, not a handout to ungrateful allies.

In contrast to Mr Trump’s braggadocio, Beijing has
announced a defence budget hike of just 7 per cent next
year, its lowest in decades. This takes China’s official
defence budget to $174 billion, barely one-third
America’s. Increase that by 50 per cent, which experts
consider the undeclared part of China’s defence budg-
et, spent on its strategic forces, research and defence
production units. That places China’s real defence
spending at $261 billion, less than half of America’s.

However, China compensates for its numerical and
qualitative military inferiority by paring down its oper-
ations to the local and regional, eschewing the super-
power obligations that stretch American forces thin.
For example, America’s 19 flat-deck aircraft carriers
(though it downplays nine of them as mere “amphibi-
ous assault vessels”) are scattered across the globe.
China’s fewer carriers (it currently has one but intends
to build four to five) would all be stationed in its vicin-
ity, creating a measure of parity with the US carriers
that could respond to an Asia-Pacific crisis. 

Further, with significantly lower personnel costs
and most of its defence kit developed and built in
China, the People’s Liberation Army gets more bang for
the buck than the Pentagon. Finally, Beijing’s defence
spending is sustainable, amounting to just 1.3 per cent
of its GDP (1.95 per cent factoring in undeclared expens-
es). China’s annual economic growth can sustain an
annual 7 per cent defence hike, even a 10 per cent
annual raise provided Beijing is willing to grow defence
expenditure to above 2 per cent of GDP. The US, how-
ever, with an economy that is expected to grow at 2.4
per cent this year, can hardly sustain Mr Trump’s hikes
year-on-year.

Meanwhile, by way of perspective, India’s defence
budget for 2017-18 stands at ~3,59,845 crore (about $53.5
billion) — about the raise in US defence spending that
Mr Trump wants this year. With this amounting to 2.14
per cent of our GDP, it is a political question whether the
government can spend more and, if so, from where
that money could be taken. More than half India’s budg-
et goes on personnel costs, with less than a quarter ear-
marked for capital expenditure, i.e. new weaponry.
With most of India’s weapons systems procured from
abroad, India’s new kit works out significantly more
expensive than China’s. As an entrenched superpower
faces off against an emerging rival in our extended
neighbourhood, New Delhi’s meagre resources, its non-
implementation of “Make in India” and the lack of
strategic clarity places us squarely on the sidelines.
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As US, China joust for supremacy, India might remain on the
sidelines with its limited resources and lack of strategic clarity 
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