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India needs a thriving municipal bond market, and fast. The
fact of the matter is that Brihanmumbai Municipal Corpora-
tion, the richest municipal body in India, earned as much as
33% of its revenue last fiscal from octroi, which will need to be
discontinued once the goods and services tax (GST) is imple-
mented nationwide later this year. There is huge potential for
raising much-needed resources via municipal bonds here, as
urbanisation picks up speed nationally.

Yet, the funds garnered cumulatively by way of municipal
bonds pan-India add up to a mere .̀ 1,750 crore or so; in sharp
contrast to, for instance, South Africa, where about $1.8 billion
is raised by floating municipal bonds, and in just one quarter.

In a mature market like the US, munici-
pals raise about $300 billion per annum.
We do need to boost the demand and sup-
ply for ‘munis’, and meet at least partly
the massive funding requirement for our
100 smart cities, to begin with. The munis
can well finance urban transport, public
housing, solid waste disposal and ump-

teen other municipal projects, and also provide steady, long-
term returns for investors. But, of course, municipalities ne-
ed revenue streams to service the bonds, both user charges
and property taxes.

The economy zooms ahead primarily in India’s towns and ci-
ties, which need investment to facilitate that growth. Munici-
palities need greater institutional capacity to issue munis.
Earmarking of GST revenue would make sense. On the demand
side, investor attractiveness for the municipals need to be poli-
cy-induced. Tax breaks could be considered. The 8% ceiling
interest rate on such bonds needs to be revised. We also need
an active secondary market for munis, and sound safeguard
mechanism including escrow provision for the bondholders.

Growth Needs Towns,
and Towns, Munis

CAMERADERIE

Every year, environmental risks — such as indoor and outdoor air 
pollution, second-hand smoke, unsafe water, lack of sanitation and 
inadequate hygiene — take the lives of 1.7 million children under fi ve 
years, say two new WHO reports…

Children at Risk
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“A woman drove 
me to drink and
I didn’t even have 
the decency to 
thank her.”

And I’m even dressed up 
like an American, so!
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Childhood deaths attributable to the environment, 2012
Deaths in 
children 
under five 
attributable 
to the 
environment 
(as a whole) 
per 100,000 
people, 2012

1.7 million deaths of children under five 
linked to environment
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A Great Carrier
Reef in India?
Navy chief Admiral Sunil Lanba was not talking through
his peaked hat when he posited this week that the mighty
INS Viraat — decommissioned after 30 years in the Indian
Navy — may find a post-retirement calling underwater. Whi-
le deliberately sinking the pride and joy of the fleet may se-
em callous, a new avatar as a wreck-diving attraction is not a
bad idea. India, after all, has only has one other such site to
offer aficionados of this increasingly popular wreck-reatio-
nal diving sport: the Inket, sunk in the Andamans. And whi-
le the offer by Andhra Pradesh to make aircraft carrier a lux-
ury destination hotel sounds exciting, who would want to
spend an estimated .̀ 1,000 crore to retrofit it — as the current
accommodation on-board would be unlikely to make the cut
— is not clear. Even turning it into a training ship or amuse-
ment park, suggestions also mooted for the now dismember-
ed INS Vikrant, would require considerable investment too.
But no one wishes Viraat to be reduced to scrap as well.

A submerged Viraat could, however, soon become a great
carrier reef, supporting diverse marine life — a tourist at-
traction in itself. And, more importantly, as there are only
three dive-able aircraft carriers in the world so far — off Flo-
rida, off Batticaloa in Sri Lanka and in the Bikini Atoll — In-
dia can offer a tempting fourth, at practically no investment.

INS Viraat can also become a
huge wreck-diving destination

Too much need not be read into a letter from markets re-
gulator Sebi to banking regulator RBI on the latter’s dir-
ect instructions to market participants in relation to tra-
ding in HDFC Bank shares. Sebi is in the right. The con-
duct of trade in securities is its business. The RBI, as the
regulator for banks, is responsible for maintaining sect-
oral foreign investment caps. When the possibility of for-
eign investment in HDFC Bank breaching the permitted
cap became clear, the RBI intervened to ask custodians to
not clear trades any further. At first blush, it would seem
that the right thing would have been for the RBI to ask Se-
bi to act. However, that is not the ideal solution.

The ideal solution is not for different regulators of the
financial sector to cooperate, each minding the other’s
turf. The ideal solution is to have unified regulation of
the financial sector, eliminating the question of turf tra-
nsgression or unregulated no-man’s land in financial
markets. Financial markets intersect with one another,

the more developed they are. Credit de-
fault swaps (CDS) insure against the
possibility of a bond holder not being
paid when the time comes for its re-
demption. After the 2008 financial cri-
sis, the effort has been to make credit
default swaps guaranteed by a count-
erparty, as far as possible. That means

CDS should come under the purview of the markets regu-
lator, although they are quintessentially insurance pro-
ducts. India took a significant step forward towards uni-
fied regulation when a separate commodities regulator
was scrapped and Sebi was given charge of regulating
commodity markets. We still have some way to go, to rea-
ch the ideal of unified regulation.

Unified regulation does not mean one node of regula-
tory authority. A financial conduct authority should su-
pervise all financial markets but should, itself, function
informed by the advice of a macroprudential regulator.
From a single bank’s point of view, the sensible thing
might be to freeze lending, in a particular situation, but a
macroprudential imperative might prod it to lend more,
to prevent a systemic crisis.

Finance Calls for
Unified Regulation
The spat between Sebi and the RBI underlines it

R K LANGAR

Kashmir, often described as the
abode of saints, has produced
anumber of spiritually evolved
persons. Among them, Lal Ded,
better known as Lalla Yogesh-
wari, ranks as a great mystic
poetess of the 14th century. She
was an ardent practitioner of
Kashmir Shaivism that is also
known as Trika Shastra found-
ed by Vasu Gupta. Lal Ded took
Shaktipat Diksha from her
guru, Sri Neel Kanth.

Lal Ded gave expression to her
mystic and poetic inclinations
through her vaakhs, the four-
line poetic verses in the Kashmi-
ri language. In verse, Lal Ded
covers vast area of spirituality
— religion, Shaivism and even
Vedanta — where she says that
she is reading the Bhagavad
Gita every moment of her life.
She was also inspired by Islam
and Sufism. Lal Ded’s vaakhs’
universal appeal attracts ordi-
nary people as well as spiritu-
ally evolved persons. Simple
rural folk, too, sing these vaa-
khs to get inspired.

She never differentiated bet-
ween a Hindu and a Muslim.
She was equally revered by both
communities. Like the Gita’s
verses, Lal Ded’s vaakhs advo-
cate a moral and ethical code of
conduct and provide tips for
spiritual advancement.

She gives a call to ascend to a
higher level of growth while
performing one’s duties in the
world. Her vaakhs reveal the
affinity between Vedanta and
Kashmir Shaivism. She believ-
ed that all religions and philo-
sophies speak of similar ideals.
The more we plumb their dep-
ths, the more similarities we
discover. All religions are simi-
lar in spirit though they may
appear different in practice.

Lal Ded’s
Shaivism

The recent tenders for setting up and
operating solar and wind power gene-
ration farms show that the price of
renewable power is now approaching
that from greenfield coal-based power
plants in India. It will not take too long
for solar photovoltaics to become the
cheapest source of power.

But solar power is generated only
during the day, that too intermittently.
Similarly, wind power is generated
during certain months and the power
output also varies. If energy storage
was inexpensive, one could have dealt
with this intermittency by storing ex-
cess energy generated to be used when
needed. Since grid-connected energy
storage continues to be very expensi-
ve, generated power needs to be con-
sumed instantly.

As the consumer demand for power
also varies with time-of-day and season,
there is a problem of matching demand
to supply, both of which vary indepen-
dently. One option would be to have ex-
cess capacity and get the non-renewab-
le power generators, which are under
our control, to back off when needed.
However, this strategy has to be adopt-
ed judiciously, as it will increase the
cost of non-renewable power.

Demand management, where the cus-
tomer is incentivised to use more pow-
er when available and consume less
when there is a shortage, will help and
will, indeed, become necessary. Smart
buildings and factories will take us
towards implementation of demand
management in time.

But what would really enable renew-

able power to become an unfettered do-
minant supplier is some kind of large-
scale storage. The electric vehicle
(EV) is precisely such an application,
where the cost of energy per km, inc-
luding the cost of its storage, has to be
only lower than the corresponding
cost of a petroleum-based vehicle, to
be economically viable.

EVs use distributed storage. Growth
of renewable energy in India, thus, has
an EV compulsion, as it requires EVs
to grow in the country and provide the
first large-scale storage that the growth
in renewables needs. In energy terms,
if all vehicles in India were electric to-
day, they would use up 15-20% of India’s
electricity generated.

If their batteries are charged intelli-
gently, EVs could help overcome the in-
termittent nature of renewable-power
generation. But are EVs in themselves
economically viable in India today?

The EV needs batteries to store ener-
gy needed for its operation. As battery
prices fall steadily and the efficiency of
motors grows to deliver higher mileage
per unit of energy, there is a crossover
point when EVs with sufficient range
per battery charge become a more cost-
effective option than diesel, petrol or
CNG based-vehicles. Left to itself, it
may take three to five years for prices
to fall enough in international mar-
kets for EVs configured for use abroad
to emerge as a better alternative for

consumers in India.
This, however, implies that India

would be importing EV subsystems
from the start, and it will be difficult to
establish any kind of technology lead-
ership. We may later see local manufac-
turing of at least some of the subsys-
tems. Nevertheless, there is the real
possibility that the value of imports of
EVs and EV subsystems will match
the oil import bill today and leave us
no better off than today.

But there is another option towards
large-scale EV adoption. The key ele-
ments of EV technology are available
today at the right prices for several ty-
pes of vehicles widely used in the Indi-
an market. With an innovative, coordi-
nated and market-oriented effort by
industry and the government, certain
EVs can be produced in India today.
Adoption can be rolled out rapidly in a
fully market-driven manner.

In these specific segments, India cou-
ld attain a globally competitive leader-
ship position in three to five years. This
effort will simultaneously encourage
local intellectual property (IP) genera-
tion and the manufacture of most EV
subsystems or substantial parts of them.
India can move towards substitution of
oil imports with locally produced ener-
gy and EVs including subsystems.

Apart from these intrinsic benefits of
early adoption of EVs, it forces the si-
multaneous growth of renewable en-
ergy production in India. This slew of
reasons should drive us to single-min-
dedly pursue immediate efforts in a
mission mode to enable early adopti-
on of EVs in India.

Alaissez-faire attitude will negatively
impact the indigenous manufacturing
of India’s future automobiles and sub-
systems as well as India’s import bill.
It will also slow down the integration
of renewable energy sources into the
grid at scale.

Jhunjhunwala is adviser, minister of
power, coal, new and renewable energy,
and Ramamurthi is director, IIT-Madras

Now to Catch the Sun
SOLAR ENERGY

The glasses are half full…
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Ashok Jhunjhunwala &
Bhaskar Ramamurthi

F
ollowing the global credit
crisis, exports in Asia ex-Ja-
pan (AXJ) have experienc-
ed a period of prolonged we-
akness, with nominal expor-

ts registering no growth on average
during 2012-16.

This weakness in export growth
could partly be attributed to the dele-
veraging pressures triggered by the
crisis in developed market (DM) eco-
nomies, which weighed on DM dom-
estic demand, and the adjustment pro-
cess in emerging market (EM) econo-
mies as a result of the ‘taper tantrum’
and the commodity price shock. Chi-
na’s rebalancing towards consump-
tion that is less import-intensive and
its increased onshoring also played a
role in the export slowdown.

Some of these factors have reversed
recently, and the trend in exports has
visibly turned in the last few mon-
ths. The decline in AXJ export value
growth began to narrow in Q3, 2016,
returning to positive territory in late
2016. Export volume growth has also
improved. A meaningful rebound in
Asia’s exports in 2017 and 2018 from
the lows of 2015-16, underpinned by
the first synchronous recovery in
DMs and EMs since 2010, is expected.

In DMs, the worst of the delevera-
ging pressures are now behind us, as
the private sector has now exited de-
leveraging, including US consumers
who were at the epicentre of the fin-
ancial crisis. In EMs, some countries
have now entered a recovery phase,
with the rest already making head-

way in the adjustment process.
In other words, real domestic dem-

and outside of the region could acce-
lerate, providing a solid upturn in the
external environment for Asia. Im-
port volume growth in both regions
has picked up in the last few months,
acting as a proxy to track domestic
demand trends in DMs and EMs.

As the global trade cycle has turned,
given the region’s high trade exposu-
re and the large share of manufactu-
red goods in its exports, AXJ would
be the most levered to this inflection.
Even though its dependence on trade
is now lower than in the past, its curr-
ent export-to-GDP ratio at 26% rema-
ins higher than the remaining EMs.

In addition, its exports to DMs —
specifically to the G3 countries — take
up 68% of Asia’s exports ex-intrare-
gional trade, which places the region
in a highly levered position to benefit
from the improvement in DM domes-
tic demand.

Export, to Import Growth
The importance of an export recovery
to the region extends beyond the sup-
port to aggregate growth. Stronger
exports at this juncture would revive
productivity growth, reduce disinfla-
tionary pressures and help policyma-
kers manage debt dynamics better,
particularly in China. After the credit
crisis of 2009-13, policymakers in the
region had engaged in countercycli-
cal easing measures, primarily thro-
ugh a build-up in leverage and invest-
ments to cushion the impact from
persistently weak exports.

However, capital productivity sub-
sequently deteriorated as the external
environment remained sluggish for a
long period. A rapid climb in region-
al debt-to-GDP ensued, accompanied
by a prolonged period of disinflation.

These rising imbalances have pro-
mpted a shift in policy approach, and
the region has now begun to adjust its
growth model. China, in particular,

has increased its tolerance for slower
GDP and investment growth. An im-
provement in external demand will
help reduce imbalances and acceler-
ate the shift, as stronger external de-
mand can improve capacity utilisa-
tion and reduce the reliance on debt-
fuelled growth, thereby stabilising
the debt to GDP trajectory.

The recovery in exports will help
the whole region, considering the high
trade exposure in AXJ. However, co-
untries that have suffered from the
debt-disinflation challenge are bigger
beneficiaries. From a macro perspec-
tive, the region can be classified into
three groups of beneficiaries.

The biggest winners are the regi-
onal trading hubs of Hong Kong and
Singapore, which stand to benefit
head-on. The second group includes
China, South Korea, Malaysia, Tai-
wan and Thailand, which have a lar-
ge share of manufacturing exports
and are integral players in the regi-
on’s production chain. Improved ex-
ports growth should also help these
countries better navigate the debt-
disinflation challenge.

Meanwhile, a stronger external
demand environment will also lend
further support for the ongoing re-
covery in domestic demand in India,
Indonesia and the Philippines.

With regard to sectors that can be-

nefit from the upturn in exports, both
capital goods and consumer goods
producers in the region stand to be-
nefit almost equally from the export
recovery. Specifically, as external de-
mand picks up, producers of electri-
cal equipment such as telecom equip-
ment and semiconductors, and ma-
chinery equipment such as industri-
al machine tools along with textiles,
apparel and footwear manufactur-
ers, would benefit.

Weak, Under Observation
Given the recent trends in the extern-
al environment, there are upside ris-
ksin export growth and, hence, in the
regional outlook. With the drag from
export weakness behind us, policyma-
kers can better manage the growth
and productivity dynamics going for-
ward, leading to improvement in the
quality of growth for the region.

Nonetheless, two external risks
that may potentially disrupt the ex-
port recovery: one, the risk of protec-
tionist policies taken by the US, which
could weigh on the region’s exports
outlook; and two, a sharp slowdown
in any large part of the DM or EM,
which would lead to a meaningful
drag in external demand.

The writer is co-head of global economics,
Morgan Stanley

Bridge Over Troubled Water

Chetan Ahya

The woods are lovely, still a bit dark and deep
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With export weakness behind us, policymakers can
better manage the growth and productivity dynamics,
leading to improvement in the quality of growth

Recent trends show there are upside risks in export growth — and, hence, in the regional outlook

CHRIS BRADLEY

One of the most emblematic
outputs of the dreaded strate-
gic-planning process is the
‘hockey stick’ forecast: the line
that sails upwards on the graph
after a brief early dip to acco-
unt for upfront investment.…

Over the years, the unrealis-
ed hockey-stick forecasts stri-
ng together to produce what
is both one of the ugliest and
most common charts in strat-
egy: the hairy back. Reconcile
previous plans with what act-
ually happened and figure out
why your team failed to make
the targets. Think like a pri-
vate equity investor who has
a five-year time frame to ma-
ke good on an investment, wit-
hout the luxury of being able
to throw out the early years’
results and start over.

Most strategy processes rely
on what Kahneman called the
‘inside view’: detailed facts
but limited to your specific si-
tuation. This inside view is a
breeding ground for all sorts
of biases that subconsciously
give more weight to facts that
back your view than the in-
convenient ones that don’t.…

In his terrific book Good St-
rategy Bad Strategy, Richard
Rumelt identifies the confu-
sion of goals with strategies
as one of the biggest mistakes
in the corporate boardroom.
Many strategic-planning pro-
cesses are far more focused on
setting goals (with no tangib-
le lever that management can
control) rather than crafting
choices and moves to meet th-
ose goals (levers firmly in the
control of management).

From “Hockey Stick Dreams,
Hairy Back Reality”

Strategise
Strategy

Citings
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Recover, Not
Transfer, NPAs
Apropos ‘PARAchuting into
Trouble’ by Mythili Bhusnur-
math (Mar 6), the only solution
is actual recovery and making
it a performing asset. How did
the NPA problem start? We not
only allowed infrastructure-fi-
nancing institutions like ICICI
and IDBI to become universal
banks but also allowed commer-
cial banks, who predominantly
have short-term funds, to fund
long-term projects. So, rectify
this mismatch and start new
developments banks with
necessary long-term funds.

S KALYANASUNDARAM
By email

State Lenders
Need Autonomy
This refers to ‘PARAchuting
into Trouble’. Public Sector
Asset Rehabilitation Agency
(PARA) seems like a revamped
ARC: a debt dumping ground
helping banks window-dress
their balance-sheets. Central-

isation of bad
debts is not a
solution. Gov-
ernment sho-
uld let public
sector banks
work autono-
mously as far
as extending

credit with due diligence and
credibility is concerned, and
should not be mandated to ex-
ecute schemes that are NPA-
prone and are sure to hurt the
health of their balance-sheets.

MONIKA ADWANI
Indore

Preventive
or Curative?
Apropos the Edit, ‘Non-Com-
municable Disease Challenge’
(Mar 6), India is on the epide-
miological transition from ac-
ute to chronic diseases, maki-
ng it pertinent to strive towar-
ds universal health coverage.
Healthcare policies should en-
able a shift from a curative to a
driver of health promotion and
prevention. Diabetes, heart dis-
eases and cancer would soon
drift towards the rural popula-
tion where healthcare is mostly
paid out of pocket. So, health
indices such as body weight,
blood pressure and blood sugar
could be tagged with the citi-
zens’ Aadhaar card and ear-
marked for financial incenti-
ves to maintain good health.

NAVNEET WADHWA
By email
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