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EDITORIAL

T
he latest revisions to the base year for the Index of

Industrial Production and the Wholesale Price In-

dex reveal an overall macroeconomic picture that

is at once heartening, given the underlying resilience

relected in the data. IIP data founded on the new base

year of 2011-12 show that industrial output has grown

annually at an average pace of 3.82% over the last ive

iscal years, with a 5% rate of growth in the 12 months

ended March 2017. Contrast this with the 1.42% average

pace based on the previous 2004-05 base year, with

2016-17 showing a paltry 0.7% expansion. It is clear that

the change in the base year with accompanying

changes to weights of the component sectors, and re-

structuring of the individual sectoral constituents have

all helped signal industrial activity as having been far

more robust over the entire time period than had been

previously posited. The caveats and explanations too

need to be mentioned upfront. For one, the simultan-

eous updating of the base year for WPI to the same 2011-

12 means the delator applied to the 109 items captured

in value terms in the new IIP (54 in the older series) has

also changed, with a more benign wholesale inlation

reading automatically lifting the value of the corres-

ponding industrial item. Also, the Central Statistics Of-

ice makes clear that the growth rates of the two series

are not strictly comparable since the indices for 2011-12

have been normalised to 100 at a monthly level. The

breadth and relatively contemporary nature of the data

capture — with an increase in the number of reporting

factories and the exclusion of shuttered units and re-

structuring of the items basket — has meant that the in-

formation is now appreciably more representative.

Manufacturing sees its weight in the index raised by

slightly more than 2 percentage points to 77.63%, while

electricity, which now includes renewable sources, has

had its weight pared to just under 8% in the new series.

And most interestingly, a mechanism in the form of a

Technical Review Committee has been put in place to

periodically review the products featuring in the item

list and to revise the series dynamically. The reviews, to

be undertaken separately for both the IIP and the WPI,

will help ensure that data pertaining to industrial out-

put and wholesale price inlation will be relatively cur-

rent and more accurately relect economic trends. It

would be interesting to see to what extent the recent di-

vergence between the IIP and the GDP numbers will

narrow, or even disappear, with the new series. While

the signiicance of the IIP igures as a policy determin-

ant cannot be overstated, especially given that the RBI

considers it as a key gauge of economic health while re-

viewing its monetary stance, all data will inally need to

stand the scrutiny of consistency and credibility against

the conditions prevailing on the ground. 

Timely refresh
The data set revision for the IIP and WPI 

relects a macroeconomic resilience

T
hree years after the plan for the Belt and Road Ini-

tiative (B&RI, formerly called the Silk Road Eco-

nomic Belt or One Belt One Road) was an-

nounced, China has concluded the irst Belt and Road

Forum. While 130 countries participated, of which at

least 68 are now part of the $900-billion infrastructure

corridor project, India boycotted the event, making its

concerns public hours before the forum commenced in

Beijing. India’s reservations, according to the carefully

worded statement issued by the Ministry of External Af-

fairs, are threefold. One, the B&RI’s lagship project is

the China-Pakistan Economic Corridor, which includes

projects in the Gilgit-Baltistan region, ignoring India’s

“sovereignty and territorial integrity”. Two, the B&RI

infrastructure project structure smacks of Chinese neo-

colonialism, and could cause an “unsustainable debt

burden for communities” with an adverse impact on

the environment in the partner countries. And three,

there is a lack of transparency in China’s agenda, indic-

ating that New Delhi believes the B&RI is not just an eco-

nomic project but one that China is promoting for polit-

ical control. These concerns are no doubt valid, and the

refusal to join the B&RI till China addresses the objec-

tion over Gilgit-Baltistan is understandable. The de-

cision to not attend even as an observer, however, ef-

fectively closes the door for diplomacy. It stands in

contrast to countries such as the U.S. and Japan, which

are not a part of the B&RI but sent oicial delegations. 

Each of India’s neighbours, with the exception of

Bhutan, has signed up for the B&RI, expecting to see bil-

lions of dollars in loans for projects including roads,

rail, gas pipelines, oil pipelines, electricity and tele-

communications connectivity. India’s anxiety about

the possible debt trap may be well-founded, but it ig-

nores the beneits these countries believe will accrue

from the project. Simply put, India cannot appear to be

more worried about these countries than their own gov-

ernments are, or to determine their stance. As a friend

and neighbour, India can at best alert them to the perils

of the B&RI, and ofer assistance should they choose an-

other path. India may also face some diicult choices in

the road ahead, because as a co-founder of the Asian In-

frastructure Investment Bank and as a member of the

Shanghai Cooperation Organisation (from June 2017) it

will be asked to support many of the projects under the

B&RI. At such a point, especially given the endorse-

ment from the UN Secretary General, who said the

B&RI is rooted in a shared vision for global develop-

ment, India should not simply sit out the project. It

must actively engage with China to have its particular

grievances addressed, articulate its concerns to other

partner countries in a more productive manner, and

take a position as an Asian leader, not an outlier in the

quest for more connectivity.

Of the road
Don’t shut the door on diplomacy over 

China’s Belt and Road Initiative 

W
hen the ive-judge Consti-
tution Bench of the Su-
preme Court began hear-

ing petitions challenging the
validity of instant triple talaq,
halala and polygamy, there was a
tizzy of excitement across India, es-
pecially in Muslim circles. The ex-
pectation was that these practices
would be struck down as unconsti-
tutional as demanded by some
Muslim women’s groups. But the
judges have made it clear that they
will be examining only triple talaq
now.

A case of misplaced priorities
Media reports would have us be-
lieve that the issue of gender dis-
crimination in the Muslim per-
sonal law reached the Supreme
Court because of petitions iled by
victims of instant talaq and poly-
gyny. The truth, however, is that it
was the apex court which had
asked for the registration of a Pub-
lic Interest Litigation (PIL) in Octo-
ber 2015 to be put up before an ap-
propriate Bench. Muslim
individuals and groups impleaded
themselves in the case only after
the PIL was registered. 

Surprisingly, the case in which
the PIL was ordered — Prakash v.
Phulavati, (2016) 2 SCC 36 — had
nothing to do with the Muslim law.
It pertained to the rights of Hindu
daughters under the Hindu Succes-
sion (Amendment) Act, 2005.
Aware of this fact, the court con-
ceded (in paragraphs 27-30 of the
judgment) that the issue of gender
discrimination in Muslim law was
not directly involved in the appeal
before them. They are examining it
because some of the learned coun-
sel for the parties (in the aforemen-
tioned case) raised the matter, and
“the issue has also been high-
lighted in recent articles appearing
in the press on this subject”.

The Supreme Court’s self-re-

gistered PIL brought into sharp fo-
cus Muslim issues which, despite
their gender discriminatory and
un-Islamic nature, did not deserve
to be prioritised. Indeed, amid a
storm of media hype, one of these
issues — triple talaq — metamorph-
osed into a convenient stick in the
hands of majoritarian forces to
beat the Muslims with. It was politi-
cised to the extent that it became a
topic of heated debate during the
recent U.P. elections as though it
was the only problem facing
Muslim women.

A look at the 2011 Census would
reveal that out of a total Muslim fe-
male population of 83.97 million in
India, about 2.12 lakh are divorced.
The census, however, does not tell
us by what legal procedure these
women were divorced. Therefore,
even the hypothetical presump-
tion that all these women were di-
vorced instantly would not take the
number of triple talaq-divorced
Muslim women in India beyond
quarter per cent of their popula-
tion — 2.12 lakh is just 0.25% of
83.97 million. Compare this to the
fact that a whopping 48.1% of
Muslim women in India are illiter-
ate as per the same census, which
no Muslim women’s group seems
to be aware of.

If despite these hard facts there
is a misplaced emphasis on triple
talaq, it is the direct result of rely-
ing on studies (criticised as totally
lawed by several experts) conduc-
ted by the Bharatiya Muslim Mahila
Andolan (BMMA) wherein this
practice was projected as the most
signiicant issue afecting Muslim
women. Figures quoted above

render this claim totally specious.
Nonetheless, to answer the

question raised by the Supreme
Court, instant talaq (talaq-e-bid’a)
has no basis in the Koran and,
therefore, is not fundamental to Is-
lam. Muslim theologians must un-
derstand that concepts not sancti-
ied by the primary source of
Muslim law, the Koran, cannot be
declared as essential parts of Islam
irrespective of where they draw
their legitimacy from. All sources
of Islamic law, be it hadees, ijma or
qiyas, are subservient to the Koran.

Divorce in Islam
And as per the Koran, only after
four serious attempts at reconcili-
ation (which includes arbitration)
is a Muslim husband permitted to
utter the irst divorce, which is fol-
lowed by a three-month waiting
period called iddah. If within iddah
the marital dispute gets resolved,
conjugal relations may be resumed
without undergoing the procedure
of remarriage. But after the expiry
of iddah the husband can either re-
contract the existing marriage on
fresh and mutually agreeable
terms or irrevocably divorce his
wife — in the presence of two wit-
nesses — by pronouncing the inal
talaq. (A detailed exposition of this
procedure can be found in this au-
thor’s article, “The continuing
tyranny of the triple talaq”, The
Hindu, April 4, 2012)

This is the only method of di-
vorce mandated in the Koran.
Other forms such as talaq-e-bid’a,
talaq-e-hasan, talaq-e-ahsan and
talaq-e-tafweez are concepts of
Hanai jurisprudence. They ind no

mention in the Koran. Thankfully,
it was the Koranic procedure that
the apex court endorsed in 2002
when in the Shamim Ara v. State of
U.P. case it invalidated talaq not
preceded by arbitration or recon-
ciliation attempts between the hus-
band and the wife.

It may be pointed out here that
the pronouncement of three talaqs
in one sitting does not constitute
even one divorce as held by the
Ahl-e-Hadees sect. In the Koranic
view, irst divorce becomes efec-
tual only after the parties have
gone through the process of recon-
ciliation and arbitration. Divorces
uttered without exhausting these
options have no legal validity in
Islam.

In this context, the views of Sal-
man Khurshid quoted in the media
are astonishing if true. Mr. Khur-
shid had told the apex court on
May 12 that the All India Muslim
Personal Law Board (AIMPLB) is
the best body to guide the court on
the varying philosophies of
schools of Islam about triple talaq.

The reality is, had the AIMPLB
been open-minded about diferent
schools of Muslim thought, it
would not be blindly advocating
the Hanai viewpoint that validates
talaq-e-bid’a (instant triple talaq).
The board would have made use of
legal devices such as takhayyur
and taliq al mazaahib which allow
jurists to amalgamate the doc-
trines of various Islamic legal
schools to formulate reformist in-
terpretations that are capable of
outlawing unjust practices such as
talaq-e-bid’a. On the contrary, the
preface to the AIMLPB’s Compen-
dium of Islamic Laws released in
2001 categorically states that the
original Urdu version of the com-
pendium contains extensive notes
in Arabic drawn from “authentic
books of the Hanai law”, which is a
clear indication of the board's in-
tention to view Islam only through
the prism of Hanai law and noth-
ing else.

The way forward
Given the reluctance of Muslim re-
ligious bodies in India to give up
their sectarian conformism and
delegitimise talaq-e-bid’a, the Su-

preme Court will be well within its
rights under Articles 141 and 142 of
our Constitution to resort to, in
consultation with progressive Is-
lamic scholars, a neoteric inter-
pretation of the terms “talaq” and
“Shariat” mentioned in section (2)
of The Muslim Personal Law
(Shariat) Application Act, 1937, and
lay down the procedure of divorce
in accordance with the egalitarian
and gender-just principles of the
Koran.

In pursuance of this, the Consti-
tution Bench may, without putting
the Muslim personal law to the test
of Article 13 (1), further clarify,
elaborate and enlarge the scope of
the Shamim Ara judgment and
make the Koranic procedure of di-
vorce ratiied in that ruling com-
mon to both men and women. This
would render the law gender-just
by eliminating the need for khula,
wherein Muslim women seeking
divorce are required to get the con-
currence of their husbands or the
qazi to get the marriage dissolved. 

The good news is, even outits
such as the BMMA which have
been vociferously calling for a ban
on triple talaq seem to have real-
ised the untenability of their views.
The BMMA’s co-founder and inter-
vener in the PIL before the Su-
preme Court, Zakia Soman, has
now submitted to the Supreme
Court (in her aidavit iled on
March 3, 2017): “… the courts in In-
dia have by a purely interpretative
exercise held that talaq-i-bidat or
instantaneous talaq is illegal, inef-
fective and has no force of law. If
the same declaration is given by
this Hon’ble Court by a process of
interpretation of personal law,
then the question of going into the
constitutionality of personal law
does not arise.”

The change in the BMMA’s atti-
tude towards Muslim personal law
deserves to be welcomed and must
be considered seriously by the
apex court.

A. Faizur Rahman is an independent
researcher and secretary general of the
Chennai-based Islamic Forum for the
Promotion of Moderate Thought. E-mail:
a.faizur.rahman@gmail.com

Triple talaq not fundamental to Islam
The Supreme Court will be well within its rights to lay down the procedure of divorce as per Koranic principles

a. faizur rahman
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W
e stand today on the brink
of a long-term anthropo-
genic and ecological

change, caused not by the forces of
nature but our own exploitation of
the planet’s resources. There is
compelling evidence that climate
change is the greatest and widest-
ranging market failure ever seen,
and there is a large chance of a
global average temperature rise ex-
ceeding 2oC by the end of this cen-
tury. It has also been established in
various scientiic studies that any
such warming of the planet will
lead to increased natural calamities
such as loods and cyclones, de-
clined crop yields and ecological
degradation. A large increase in
global temperatures correlates
with an average 5% loss in global
GDP, with poor countries sufering
costs in excess of 10% of GDP.

As a mitigation policy 
A global and immediate policy re-
sponse is urgently required to re-
duce greenhouse gas emissions
and mitigate the efects of climate

change. We want to reinvigorate
the discourse towards adopting a
multilaterally coordinated imposi-
tion of a carbon tax as a potent mit-
igation policy. A carbon tax aims to
internalise the externality of cli-
mate change by setting a price on
the carbon content of energy con-
sumed or greenhouse gas emitted
in the production or consumption
of goods. Carbon tax regimes will
only be efective if harmonised in-
ternationally. Diferent country-
wise policies could lead to ‘carbon
leakages’ where energy-intensive
businesses will most likely move to
less strict national regimes. 

Harmonised carbon taxes hold
advantages over quantitative limits
imposed through government con-
trol and regulation. First, a carbon
tax regime avoids the problems re-
lated to choosing a baseline. In a
price approach, the natural
baseline is a zero carbon tax.
Second, a carbon tax policy will be
better able to adapt to the element
of uncertainty which pervades the
science of climate change. Quantity
limits on emissions are related to
the stocks of greenhouse gas emis-
sions, while the price limits are re-
lated to the low of emissions. From
this uncertainty arises another
complication of price volatility
which is the third reason why a car-
bon tax policy is likely to cause less
volatility in the prices of carbon
emissions. 

Fourth, quantity limiting
policies are often accompanied by
administrative arbitrariness and
corruption through rent-seeking.
This sends of negative signals to in-
vestors. In a price-based carbon
tax, the investor has an assured
long-term regulation to adapt to
and can weigh in the costs in-
volved. 

Addresses issue of equity
Fifth, the most contentious issue in
any international negotiation on
climate change mitigation either at
the level of the World Trade Organ-
isation (WTO) or at the United Na-
tions Framework Convention on
Climate Change has been the issue
of equity between high-income and
low-income countries. The price-
based approach in the form of car-
bon taxes makes it easier to imple-
ment such equity-based interna-
tional adjustments than the
quantity-based approach. Finally,
the carbon tax will essentially be a

Pigovian Tax which balances the
marginal social costs and beneits
of additional emissions, thereby in-
ternalising the costs of environ-
mental damage. It can act as an in-
centive for consumers and
producers to shift to more energy-
eicient sources and products.

Some countries and regions
such as the U.S. and the European
Union already have fairly success-
ful carbon pricing regimes in place
in the form of carbon taxes and
emissions trading schemes. Some
other countries have introduced
general taxes on energy consump-
tion instead of direct taxes on car-
bon content. This can be a good
starting point for a shift in policy by
countries while they deliberate on
a harmonised carbon tax regime.
The political consensus in favour of
a direct carbon tax will be diicult
to achieve in low- and middle-in-
come countries that have develop-
mental priorities and lack the capa-
city to administer such regimes. A
general tax on energy consumption
combined with a technology-cent-
ric policy that promotes entrepren-
eurs and investors who develop
low-energy intensive products can
be a good starting point from where
they can gradually move towards a
direct carbon tax. Another near-
term approach can be a ‘cap-and-
tax’ which combines the strengths
of both quantity and price ap-
proaches. Cap-and-tax might also

address the concerns of environ-
mentalists that a price-based ap-
proach does not impose hard con-
straints on emissions. 

Africa as a priority region
We conclude with a few areas of fur-
ther deliberation to move forward
on an efective harmonised carbon
tax regime. Countries must negoti-
ate and share policy experiences
and researches in this area. They
also must decide upon the appro-
priate forum to discuss and imple-
ment any such mitigation policy.
The WTO could be the preferred
forum, given the important nexus
between international trade and
climate change. Finally, any pro-
spective policy regime must give
the highest importance to the
African continent. A rapidly grow-
ing African economy must then be
able to learn from past lessons
without having to choose between
economic growth and climate
change mitigation.

A carbon tax policy might not
seem a magic wand, but it is also
less likely to face political opposi-
tion and compromise while creat-
ing new sectors for businesses and
growth.

Armin Rosencranz is a professor of law at
Jindal Global Law School, Sonipat. Kshitij
Bansal teaches law at Jindal Global Law
School and is the Founding President of
International Policy Analysis Network

Putting a global price on carbon 
A carbon tax is less likely to face political opposition while creating avenues for businesses and growth

kshitij bansal & 

armin rosencranz
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Better public safety
The sickness that afects the
police force today is a result
of rank political
interference (“Clamping
down on crime”, May 15). In
spite of all the excellent
investigation done by the
police, the criminal most
often gets away easily using
political pressure. The
solution lies in making the
police force function
independently. A central
police commission, on the
lines of the Election
Commission of India or the
Central Vigilance
Commission, should be set
up to manage the entire
police force. 
J.F. Dawson,

Chennai

The GM crop debate
From the abject days of
PL-480, to self-suiciency in
food, we ought to be avidly
leveraging biotechnology

for greater yields with lesser
use of pesticides and water
amid indiferent soil
conditions (Editorial – “Be
scientiic”, May 15). 
Yet our zeal for embracing
newer technologies is
wanting. If it is largely due
to our angst against western
researchers fathering
technologies for proit, we
must take this as a challenge
by investing more funds and
energy to carry out
futuristic studies tailored to
our own needs. From
apprehension over not
having done adequate ield
tests prior to large-scale
commercialisation in the
instance of Bt brinjal, to ups
and downs before there was
some acceptance in the case
of Bt cotton, moving
towards GM crops has not
been easy. Strangely, even
indigenously evolved Bt
mustard is now suspect. To
wait and err on the side of

caution is natural, but to be
hesitant or circumspect on
human ingenuity itself that
has been meeting
challenges in agriculture
over decades would be
self-defeating.
R. Narayanan,

Ghaziabad, Uttar Pradesh

■ The ierce debate on GM
crops isn’t just located as a
ight between multinational
companies and the
government. Rather it is on
the character of the
technology in solving
farmers’ problems and the
threat it poses to the
environment. First, the
debate is incorrectly
positioned as one between
indigenous development
versus MNCs. 
Second, the case of BT
cotton has shown how the
government is willing to
pander to market interests
rather than saving and

protecting the lives of
farmers. The positioning of
the GM crop debate should
be on whether the
consumer is willing to ‘take
a bite of’ GM mustard. 
Has the government made
clear any measures to make
the average citizen aware of
the dangers to his/her
health and the environment
if GM cultivation is
introduced? Third, the
failure of successive
governments in uplifting
agriculture and
understanding the need for
public investment in it
makes one suspect the
intentions behind the push
for GM crops. 
N. Sai Balaji,

Hyderabad

Canada’s stance 
India’s lukewarm response
to Canadian Prime Minister
Justin Trudeau’s presence at
a “Khalsa Day” parade in

Toronto is reprehensible
(”Mixed signals from
Toronto”, May 15). It is
mystifying why this covert
snub, aimed at our
territorial integrity, was
taken lying down. Why has
Canada not learnt lessons
from the rest of the western
world on the dangers of
playing with ire? 
Ayyasseri Raveendranath,

Aranmula, Kerala

A Kashmir dialogue
There is growing demand
from various quarters that
the Centre should initiate a
dialogue process with
everyone concerned in
Jammu and Kashmir,
including the separatists.
The State Chief Minister has
asked the Centre to begin
talks without any pre-
conditions. The Turkish
President even suggested
dialogue to break the
deadlock and save lives. It is

clear that the deployment of
armed forces has not helped
to bring back normalcy.
Defying the security forces
has become routine.
Students too have joined the
agitation. 
Any encounter death
appears to trigger unending
violence resulting in deaths
and injuries to villagers and
security personnel. This
vicious cycle of agitation,
protests and encounters
must end. It is hoped that
talks with the parties
concerned in the disturbed
State without any
precondition is one possible
way of breaking the logjam
and bringing a semblance of
peace to the troubled Valley.
A tough stand of “no talks”
has not helped to ease the
tense situation.
D.B.N. Murthy,

Bengaluru
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DATA POINT

Rice has begun to be sold at the subsidised rate of Re. 1 in the
statutory rationed areas of Madras City and Coimbatore. As
over 2,000 ration shops, spread all over Madras City, com-
menced distribution of the weekly quota to cardholders
people in labour and slum areas queued up to draw the sub-
sidised rice with a sigh of relief. In one of the ration shops in
Chintadripet, a wage-earner said: “I will be saving between Rs.
11 and Rs. 12 per month as a result of this measure.” He ex-
pressed the hope that this reduction in the rice price would
have an impact on the other essential articles also. In other
areas like Thyagarayanagar and Triplicane, some preferred
Nellore rice which had been secured by the Government re-
cently and offered at Re. 1.08 per kilo gram. They preferred
this variety, they said, since they were getting it after a very
long time. 

FIFTY YEARS AGO MAY 16, 1967

Sale of subsidised rice begins in Madras
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FROM ARCHIVES

One Rathnasabapathy, a Bill Collector employed at Messrs
Wrenn Bennett and Co. [Madras], was charged with Criminal
Breach of Trust and misappropriation of Rs. 450 which he had
collected from various constituency of the firm between 7-12-
1916 and 4-4-1917. Mr. Wales, General Manager of the firm, de-
posed that the accused disappeared on the 9th April and the
accountant of the firm received a letter from the accused a few
days later admitting that he had made certain collections from
Mrs. Higginbotham, Mrs. G. Morgan and others and had ap-
propriated the money for his own use. The accused was arres-
ted on the 2nd May in Walaja Road. He pleaded guilty and was
sentenced to 6 months’ rigorous imprisonment and to pay a
fine of Rs. 500.

A HUNDRED YEARS AGO MAY 16, 1917

A Dishonest Bill Collector

All through history, a few
countries have been the
abode of technological in-
novation and economic
prosperity while others
have lagged significantly
behind. Many experts
have tried to explain this
large difference in achieve-
ment levels by linking it to
the variation in “entre-
preneurial spirit” among
different population
groups.

‘Entrepreneurship: Pro-
ductive, Unproductive and
Destructive’ by William J.
Baumol, a paper pub-
lished in 1990, however,
makes a slightly different
case. Baumol, an Amer-
ican economist who
passed away in early May,
while not denying that en-
trepreneurial talents may
vary across different coun-
tries, argued that the
amount of cleverness in a
country often does not ex-
plain its eventual eco-
nomic destiny. Instead, it
is the way countries alloc-

ate their available talent
that explains their eco-
nomic fate.

According to Baumol, a
country can direct its best
people either to engage in
productive or unproduct-
ive activities. Productive
activities, like seeking
profit through honest busi-
ness activities, enhance
wealth. On the other
hand, unproductive activ-
ities, like engaging in
crime or gaining income
through rent-seeking activ-
ities, destroy wealth. His-
torically, it has not been
hard to find countries
where most smart people
were driven towards un-
productive rather than
productive activities.

So what determines if
clever people in a country
engage in productive or
unproductive activities?
Often, it is the quality of
institutions. If institutions
reward productive entre-
preneurship, wealth and
prosperity usually follow.
If they reward unproduct-

ive entrepreneurship, eco-
nomic stagnation comes
about pretty soon. To
strengthen this claim,
Baumol studied historical
evidence from ancient
Rome, China, and Europe.
He further expanded his
idea of entrepreneurship
in his book The Invention
of Enterprise, published in
2010, co-authored with
David S. Landes and Joel
Mokyr.

The economic rise of In-
dia and China in the last
few decades is an apt ex-
ample proving Baumol’s
thesis. Both countries
grew rapidly after the en-
actment of structural eco-
nomic reforms that
changed the quality of
their institutions for the
better. Productive entre-
preneurship was increas-
ingly encouraged, while
unproductive entrepren-
eurship was discouraged
more and more. Naturally,
this incentivised smart
people to engage more in
the former. 

When being clever isn’t enough
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ABSTRACT

Allocation of resources determines economic fate,
argued American economist William J. Baumol

Prashanth Perumal

The prevailing mood of déjà vu
following U.S. President Don-
ald Trump’s unfolding ‘Amer-
ica irst’ agenda could not have
eluded the attention of Finance
Ministers and Central Bank
heads of the Group of Seven
countries (G-7) meeting in the
Italian town of Bari. Their fail-
ure on Saturday to agree on a

strong defence of free trade in their inal communiqué, in the
face of Washington’s lukewarm response to commit to coun-
tering protectionism, is but a continuation of a worrying trend
evident at other multilateral forums. Their concern was more
on preventing a repeat of the confrontation witnessed during a
G20 meet of Finance Ministers in Baden-Baden in March,
which eventually led to a watered-down declaration to pro-
mote global trade, in a reversal of the robust 2016 declaration
to “resist all forms of protectionism”. Similarly, the Interna-
tional Monetary Fund and World Bank spring meetings could
not mask diferences with the U.S. administration, which
sought to delect attention to the U.S.’s trade deicit with other
countries and currency imbalances. As a result, discussions
on global cooperation were relegated to bilateral meetings, on
the sidelines of the Bari gathering. The six other delegations
reportedly emphasised to their counterparts in Washington
the risks of turning their backs on international cooperation.

Ironic were the discussions on inclusive economic growth in
Bari, and Nobel Laureate Angus Deaton’s critique of Mr.
Trump’s tax reform proposals, which he said will accentuate
inequalities in the long run. But Steven Mnuchin, U.S. Treas-
ury Secretary, still insisted that the administration’s target of
3% growth in gross domestic product is good both for his coun-
try and the rest of the world. Such an exclusivist stance should
perhaps temper the expectations from the Sicily summit of the
G7 heads of government later this month — the irst major
global engagement for the new U.S. and French Presidents.

Washington’s recent trade dialogue with Beijing, and its de-
cision not to walk away from the North Atlantic Free Trade
Agreement (NAFTA) indicate a stunning about-turn of Mr.
Trump’s stance on speciic bilateral agreements. However, it
should be seen as signalling a welcome caution to eschew con-
lict after the shrill pre-election rhetoric and the string of exec-
utive orders after the inauguration. The shift in approach in re-
lation to Beijing is quite telling — Mr. Trump had called Beijing
a currency manipulator until the other day. Conversely, his ad-
ministration struck an agreement with the Chinese last week
on market access in speciic areas, even though there is, ac-
cording to commentators, no guarantee of a reversal of the
trade imbalance. 

Similarly, notwithstanding domestic political compulsions,
Mr. Trump’s recent readiness to renegotiate NAFTA brings
some diplomatic relief after months of incendiary attacks
against neighbouring Mexico and misleading propaganda on
the treaty. It seems unrealistic to expect a let-up on his rhetoric
on the big questions. It may nevertheless not be too unreason-
able to hope that his intransigence will give way, if only gradu-
ally, to some rethink on matters of detail. 

Déjà vu at G7 meet
The group couldn’t agree on a defence
of free trade due to U.S. recalcitrance
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Garimella Subramaniam

This month, Prime Minister Naren-
dra Modi’s government completes
three years in office. There will, no
doubt, be a flurry of report cards
from experts and from the media.
Most of them will focus on the nitty-
gritty of what has or has not been ac-
complished. Not many will paint the
big picture. However, the larger can-
vas or the underlying philosophy of
governance matters because all the
nitty-gritty flows from it. The fact is
that Mr. Modi’s economic policies are
based on a radically different
paradigm than that of previous gov-
ernments. 

The new canvas is brushed with
two broad strokes: a new federalism
(cooperative and competitive) and
minimum government, maximum
governance. Put together, the unam-
biguous messages are as follows.
First, New Delhi alone cannot trans-
form India — it needs a partnership
of the Union and States, a point the
Prime Minister reiterated by invoking
the spirit of Team India at the third
meeting of the Governing Council of
the NITI Aayog on April 23. 

Second, the government will have
to do things very differently (less
activity in some spheres, much more
activity in others) if India is to ad-
vance rapidly, a point that the PM
made at the Civil Services Day on
April 21 when he exhorted bureau-
crats to be enablers rather than
regulators.

‘Minimum government’
This paradigm shift doesn’t lend it-
self to the kind of easy categorisation
of ‘Right’ or ‘Left’ economists and
commentators are used to. Minimum
government, when understood as
the kind practised by Margaret
Thatcher in the U.K. or Ronald Re-
agan in the U.S., meant a complete
retreat of the state from spheres of
economic activity. Mr. Modi’s version
means that the state retreats from
spheres where it plays an obviously
counterproductive role, like in mak-
ing it difficult to do business through
over-regulation (there is a commit-
ment to improve India’s ranking in
the World Bank’s Ease of Doing Busi-
ness Survey from 130 to 50) or by
overspending and busting the fiscal

deficit, particularly on careless popu-
lism, with the end results being a
crowding out of the productive
private sector — which could use the
same resources more efficiently —
and the unleashing of inflationary
pressures on the economy. 

On the public sector, there is an at-
tempt to weed out the underper-
forming enterprises which cannot
survive without government dole
while strengthening and giving
autonomy to those which can thrive.

But it’s important to remember
that minimum government is suf-
fixed by maximum governance. At
India’s level of per capita income, the
state cannot retreat altogether. How-
ever, it has to be more efficient in
carrying out its activities, whether it
is the essential task of providing se-
curity/law and order or the provision
of public goods like sanitation,
primary education and primary
health care or in the building of crit-
ical infrastructure like roads, ports
and railways, all areas where private
sector participation is bound to be
limited. 

The government must also, in a
targeted and sustainable way, invest
in the poorest — and this it has done
through schemes like subsidised (but
not free) insurance (life, accident and
crop failure) and the Ujjwala scheme
for giving LPG connections to the

poorest households. The entire em-
phasis on maximum governance is to
ensure that more transparent and ac-
countable methods are found to ef-
fectively deliver these goods, services
and interventions. Hence the em-
phasis on Aadhaar and on direct be-
nefits transfer on the one hand and
transparent auctions and bidding for
large projects on the other.

Cooperative federalism
Ultimately, for India as a whole, the
force multiplier for maximum gov-
ernance will come from embracing
cooperative and competitive federal-
ism. The long history of independent
India has mostly been about an un-
equal relationship between the
‘Centre’ (the correct constitutional
reference is Union) and States. The
centralised planning paradigm ce-
mented the idea of New Delhi con-
trolling the development trajectory
of every State. A one-size-fits-all ap-
proach was deemed to be the best
way forward despite obvious differ-
ences between States. 

Mr. Modi’s long experience as
Chief Minister (unusual for an Indian
Prime Minister) gave him a different
lens. The abolition of the Planning
Commission, rationalisation of cent-
rally-sponsored schemes and greater
devolution of finances to the States
by the 14th Finance Commission laid

the platform for the new paradigm.
For the first time, States have a say in
Union policy — subcommittees of
CMs have studied Skill India, Swachh
Bharat, centrally sponsored schemes
and digital payments. The imple-
mentation of the Goods and Services
Tax is another excellent example of
cooperative federalism. Also, for the
first time, New Delhi is not creating
or forcing down giant spending
schemes where the States must im-
plement the Union’s diktat.

The complement to cooperative
federalism is competitive federalism.
Competition should not and cannot
be about a race to the bottom. What
is envisaged is a race to the top as
States compete with one another on
various parameters, some explicitly
measured, some not. 

Constitutionally, several critical
policy subjects are in the domain of
States (either in the State list or con-
current list) including land and la-
bour policies, education and health.
On land and labour, which are in the
concurrent list, the Union govern-
ment is encouraging States to legis-
late liberal laws. Some States have
begun working on these. 

The NITI Aayog is facilitating the
work on land through providing
model land-leasing laws. There is
now a ranking of States on the Ease
of Doing Business. There will soon be
indices for health, education and wa-
ter outcomes. New Delhi’s role is lim-
ited to conceptualising the indices
and monitoring their integrity and,
of course, sharing best practices and
model laws. The rest is in the domain
of States. A demanding electorate
across India will hold State leaders
accountable for their performance
just as they hold to account the
Union government’s performance.
Eventually, the transformation of In-
dia requires a transformation in each
of its 29 States. It cannot be achieved
without a partnership between New
Delhi and each of the State capitals.

This philosophy of governance is
radically different from the previous
“Centre at the centre” and “max-
imum government” approach.
Rarely do transformations happen
overnight but in the right environ-
ment they can happen reasonably
quickly. Critics will quibble about the
nitty-gritty but the big picture is this:
Mr. Modi has provided a unique
opening for transformation.

Dhiraj Nayyar is Oicer on Special Duty and
Head, Economics, Finance and Commerce,
NITI Aayog. Views are personal and do not
relect the views of NITI Aayog

The force multiplier will come from embracing cooperative and competitive federalism

The Modi paradigm

Dhiraj Nayyar

Role of facilitator: Prime Minister Narendra Modi chairing the 3rd Governing
Council Meet of the NITI Aayog, in New Delhi in April. * PTI

Much ink has been spilled in documenting
the inadequacy of budgetary allocations for
public health insurance, specifically for the
Rashtriya Swasthya Bima Yojana (RSBY), the
world’s largest publicly-funded health insur-
ance (PFHI) scheme. Though the 2017-18
budget allocation has marginally increased
from last year’s revised estimates, it has de-
clined relative to last year’s budgeted
amount by about ₹500 crore. However,
higher budgetary allocation can only consti-
tute a small part of the solution to the
scheme’s mixed, if not lacklustre, perform-
ance. 

Under the scheme, a Below Poverty Line
(BPL) family of five is entitled to more than
700 treatments and procedures at govern-
ment-set prices, for an annual enrolment fee
of ₹30. However, even nine years after its im-
plementation, it has failed to cover a large
number of targeted families — almost three-
fifths of them. Their exclusion has been due
to factors like the prevalent discrimination
against disadvantaged groups; a lack of man-
date on insurance companies to achieve
higher enrolment rates; and an absence of
oversight by government agencies.

Increase in hospitalisation
True, there has been a substantial increase
in hospitalisation rates. However, it is un-
clear if it has enabled people to access the
genuinely needed, and hitherto unafford-
able, inpatient care. Often, doctors and hos-
pitals have colluded in performing unneces-
sary surgical procedures on patients to claim
insurance money. For instance, hospitals
have claimed reimbursements worth mil-
lions of rupees for conducting hysterectom-
ies on thousands of unsuspecting, poor wo-
men. Indeed, in the absence of regulations
and standards, perverse incentives are cre-
ated for empanelled hospitals to conduct
surgeries. It is thus not surprising that there
is no robust evidence of an improvement in
health outcomes. 

Evidence on the financial protection front
is conflicting as well. One study revealed that
poorer households in districts exposed to
the RSBY and other PFHIs recorded an in-
crease in out-of-pocket (OOP) expenditures
for hospital care, and a corresponding rise in
incidence of catastrophic expenditure.
There is near-consensus that the RSBY has
resulted in higher OOP expenditures.
Though it is a cashless scheme, many users
are exploited by unscrupulous hospital staff. 

So, what is the solution? There is a need to
bring the ‘public’ back into the discourse on
public health to highlight its present culture.
The conversation needs to move beyond a
top-down approach specifying budget alloca-
tion and administrative and technical effi-
ciency. It needs to involve listening to the
real public to deliberate on various health
practices and policies.

My ethnographic study of the RSBY in
Kalaburagi and Mysuru districts between
2014 and 2016 brought to light that a top-
down approach on allocation and coverage
was important but, by itself, did not translate
to expected outcomes. What mattered more
was the existing culture of health insurance
— how it was perceived, practised and exper-
ienced in the everyday, local worlds of the
enrolled households. Though they valued as-
pects like the money available and the num-
ber of illnesses covered, they were more
deeply affected by how other actors — doc-
tors, local officials, neighbours and even rel-
atives — related to health insurance.

Card not accepted
The disillusionment of Savitri, one of the be-
neficiaries, after obtaining the plastic card
said it all: “If public officials only give us the
card without telling us how to use it, the card
is just plastic material. Sometimes informa-
tion is also not correct, making us feel that
the card is of no real value if we do not know
how to use it.” Further, many hospitals re-
fused to acknowledge the card’s value. Shiv-
akumar’s observation summed it well: “We
went to the hospital with the card. Not only
could it not be used but also the doctors did
not even acknowledge us as patients... We
just brought the card home and tossed it to
the shelf.” Many bemoaned the absence of
public debate on health issues and the RSBY
card. Deva’s pithy response was illustrative:
“If it is not talked about and debated, we can
only think that there is no big value that we
should pay attention to.” 

Households clearly separated the eco-
nomic value from social ones. A section saw
health insurance as a bad omen, one that an-
nounced arrival of illness. Ramesh Kumar,
among those in his neighbourhood who re-
fused to enrol, explained: “This card is not a
solution for illness, it is a cause of it. You see,
when you people knock on our doors to give
us the card, it feels like an illness is knocking
on our doors. The farther away we are from
the card, the further we are from health
problems.”

Overall, while the discourse on a greater
allocation to RSBY and enhancement of cost-
effectiveness are important, a shift of em-
phasis is needed, bringing the ‘public’ back
into the sphere of public health.

Vani S. Kulkarni teaches Sociology at University of
Pennsylvania, Philadelphia

The ‘public’ in public health
The discourse must move beyond a top-down approach to
listen to the people and formulate best insurance practices

Vani S. Kulkarni

Cantillon effect
Economics

Cantillon effect explains
how changes in the supply
of money in an economy
can affect the prices of dif-
ferent goods in different
proportions. This is be-
cause the real purchasing
power of individuals is not
affected uniformly by the
changes in money supply.
The theory was proposed
by Richard Cantillon, an Ir-
ish-French economist, as a
counter to John Locke’s
crude quantity theory of
money — which saw prices
of all goods being affected
proportionately by
changes in money supply.
Cantillon proposed the
idea to argue that the dif-
ferential effect of changes
in the money supply on
prices leads to booms and
busts in the economy.
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