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Recent experience in both emerg-
ing and advanced economies
seems to suggest that the theories

and rules of inflation, money supply and
interest rates no longer seem to be work-
ing. One example is our own experience
where inflation seems to be consistently
undershooting expectations of the cen-
tral bank. This is often blamed by policy

makers on the inefficiency of monetary
transmission; in other words, the signals
from the central bank are not getting
properly reflected in the price of money
in the banking market. 

The experience of advanced
economies is also not very supportive of
the basic theories. I had quoted one
reductio ad absurdum of the standard
DSGE model in my article of June 15.
Another example is the breakdown of
the linkage between money supply and
inflation. Milton Friedman, the original
guru of free markets and monetary theo-
ry, had argued that “inflation is always
and everywhere a monetary phenome-
non in the sense that it is and can be pro-
duced only by a more rapid increase in
the quantity of money than in output”.
(After his death in 2006, the then Federal
Reserve Chairman Ben Bernanke
remarked that the “direct and indirect
influences of his thinking on contempo-
rary monetary economics would be dif-

ficult to overstate”). The other side is that
the experience of the advanced
economies over the last decade is differ-
ent: Since 2007, the US, Eurozone, Japan
and the UK have all followed unprece-
dentedly loose monetary policies and
ultra-low to negative interest rates with
inflation nowhere in sight, and output
practically stagnant — and monetary
transmission is supposed to be far more
efficient in these sophisticated financial
markets. (Incidentally, the negative
interest rates have also overturned
another assumption of traditional theo-
ry that zero is the lower boundary for
interest rates).

In the process, the central banks of
these countries have increased their bal-
ance sheet sizes to gigantic levels: The
total is now around $12 trillion! The dilem-
ma before policy makers is how to make
inflation understand that it is supposed to
go up when money is loose. More seri-
ously, as most of the advanced economies

are doing a little better than they have for
10 years — and, in a couple of cases even
better than the pre-2008 highs — the big
dilemma is how to shrink the balance
sheets to normal levels. Obviously, bond
yields will shoot up if the central banks
start unloading their holdings. The US
Federal Reserve holds not only Treasuries,
but also mortgage-backed securities
which it purchased at the time of the 2008
crisis. The European Central Bank has on
its books bonds of several over-indebted
member countries like Greece and Italy —
and the Bank of Japan holds even 
equity investments. 

One other interesting point is worth
noting. Instead of monetary policy and
money supply determining inflation and
employment rates, it is inflation and
employment numbers which seem to be
guiding interest rates. In other words, the
distinction between what is the depend-
ent variable and what is the independent
variable seems to be vanishing fast. To be
sure, this has been true of the financial
markets for a long time: The increasing
price of a share attracts speculators lead-
ing to a further hike in prices, with no
change in fundamentals. Such feedback
loops (or “reflexivity” an expression often
used by George Soros, the famous hedge

fund manager) are a common feature of
price movements. 

Apart from the Friedmanite relation-
ship between money supply and infla-
tion, the other two long held tenets of
monetary policy are the so-called “Taylor
rule” (a model for calculating the real
short term interest rate to achieve the
inflation target) and the Phillips curve.
Few central banks seem to be paying
much attention to the first these days —
perhaps the problem is that nobody
knows whether the rule applies when the
target is higher than the current inflation.
The second is the so-called “Phillips
Curve” which illustrates that while high-
er inflation may lead to higher employ-
ment in the short term, in the long run,
inflation expectations lead to higher
demand for wages and employment ceas-
es to grow. 

Unfortunately, the “long term”
remains unquantified: As Keynes once
said, the only sure thing about the long
term is that, in it, all of us are dead any-
way. Compared to all the theories and
curves and rules and models, is inflation
the result more of “animal spirits” than
anything else? 
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Monetary policy and inflation
Instead of monetary policy and money supply determining inflation and employment
rates, inflation and employment numbers seem to be guiding interest rates

It is that time of the year — the last
week of June — when the
Emergency is remembered, vari-

ous commentators lament the attempt
to kill the spirit of the Constitution
and others celebrate how the system
fought back. Increasingly, the last
week of June has also come to entail a
discussion on a state of “undeclared
Emergency”. The voices for and
against the argument that there is an
undeclared Emergency gets shriller
every year.

Some home truths are critical. First,
no party in power is innocent of the
charge of introducing elements of an
“undeclared Emergency”. Be it the
Congress-led United Progressive
Alliance (UPA) or the Bharatiya Janata
Party-led National Democratic Alliance
(NDA), every successive government
has contributed its share of draconian
laws, subversion of Parliament, blasé
violation of constitutional principles
with law officers finding ingenious
arguments to defend them in the
courts. Each government builds on the
foundation laid or fortified by the ear-
lier government, regardless of politi-
cal hue. Each Opposition screams

against “undeclared Emergencies” and
only builds on the foundation when
voted into power.  

Examples will make this point
clear. The UPA effected draconian
amendments to the law governing for-
eign contributions to the social sector
that have resulted in foreign-funded
non-government organisations
(NGOs) being barred from indulging in
an ambiguously-and-widely defined
“political activity” even while foreign-
funded business enterprises face no
such restrictions. Corporates with for-
eign shareholding are free to lobby for
changes to law and lobby Members of
Parliament and senior bureaucrats,
while NGOs with foreign donations
simply cannot meet these worthies to
influence their thinking and express
their points of view. The administra-
tion during the NDA government built

on this well-laid foundation and start-
ed actually knocking NGOs hard.  

Likewise with interventions with
media businesses or just crony capi-
talism. Bennett Coleman and Co, the
owner of The Times of India, was
hounded by the Enforcement
Directorate during the United Front
government comprising a bunch of 13-
odd political parties led by Deve
Gowda first and I K Gujral next, fol-
lowed by the NDA. Tehelka and NDTV
can write full primers on what can go
wrong when you get on the wrong end
of the state machinery. Tehelka’s sub-
stantial financier Shankar Sharma
faced the music under both regimes —
the NDA and the UPA (the allegations
for which his broking firm had been
punished in 2001 were levelled again to
punish him personally, this time under
the UPA). The Vedanta Group came in

for serious stick under the UPA. Cairn
India was forced to apply for approval
for a change of ownership, and then
given approval with the condition that
substantive litigation against the gov-
ernment must be withdrawn.   

Second, a government in power has
to be really very stupid to formally use
the E-word and declare a state of
Emergency. It can now do so only if it
were to entirely lose all faith in the
democratic system to come to believe
that it would get away with it. Indira
Gandhi’s declaration of Emergency fell
in the former category. Her termina-
tion of the Emergency showed that she
too had not lost faith entirely and by
the time she realised her cronies had
gone too far, it was really late. Today,
with the love and glory for the armed
forces being felt so widely, as a society
we may be heading towards a tipping
point towards the latter — a loss of faith
in democratic politics. However, no
politician who has a decent career
would have the capacity to come out
the closet and declare an Emergency
by design.

The situation is much like the dis-
course and debate in Israel, where
awareness of discrimination under
Hitler’s Germany is always highlight-
ed in the incessant debate over the
“undeclared apartheid” against
Palestinians. It would be stupid for
Israel to embrace the epithet of
“apartheid” and therefore, it would
always highlight how apartheid in
South Africa was different in vital fea-
tures from the discrimination in Israel.
Our social debate on “undeclared
Emergency” is quite similar. One can
keep pointing out that there is no offi-
cial censor to review news reports, but

others can point out that when the sit-
uation does not demand an official
censor, you do not need to appoint
one. The actions of the “Censor
Board”, as the film certification board
has come to be known, are adequate
pointers to the social state.

Finally, as a society, Indians have
always craved for a dictator they can
elect. Ruthlessness has always been
an admired trait in large sections of
the Indian electorate and society.
Indira Gandhi was popular in her day.
The PM in office is as popular today.
Their decisiveness and sense of direc-
tion is a matter of envy of the other
politicians and pride for the layman.
Therefore, it is not at all really neces-
sary for a formal declaration of
Emergency. You can blame Indira’s
indiscretion on being blinded by her
cronies — astrologers and Sanjay
Gandhi’s disjointed blokes and being
cut off from ground realities. Let us
remember that it was not the feeling of
constitutional injury that led to her
downfall right after Emergency — it
was the forced nasbandi by popula-
tion-control vigilantes that led to the
disaffection of the masses. The gov-
ernment that succeeded her was as
draconian — a simple example of try-
ing to arrest a former PM without even
a warrant should do to make the point.
Morarji Desai had sought to put down
the Maharashtra movement in the
Bombay Presidency with a firm hand
— directing firing on protestors.  

Perhaps a more honest way to han-
dle this debate is or all to acknowledge
by saying, “We are like that only.”

The author is an advocate and independent
counsel. @SomasekharS

The voices for and against the argument that there is an undeclared Emergency gets shriller every year

Undeclared Emergency: We are like thatonly

We want cheap power
Apropos “A structural problem” (June 28),
indeed most of us do not even bother to
think that despite power production
increasing in recent years, why have our
tariffs only increased. Actually we have rec-
onciled with this fact. It is good that the
writer has brought this issue up and
informed that in many countries, like the
US and Australia, companies are charging
wholesale prices from their consumers,
unlike India, where we do not even have the
option to choose like we do among telecom
players. More interestingly, if we can also
opt for renewable energy at a much cheap-
er rate, what more can we ask for.

I agree with writer’s views that the NITI
Aayog and power regulators need to think on
these lines before any private company
enters into the sector with a disruptive mar-
ket strategy like Reliance Jio and take every-
one by surprise. Last but never the least, the
government needs to think differently here.
Imagine if a consumer pays less for power, he
will end up with more cash in hand, which
will lead to more consumption of other prod-
ucts, so the economy will be directly bene-
fited if we all get cheaper power.

Bal Govind  Noida

Bridge the gulf
US President Donald Trump’s recent vis-
it to Riyadh set the tone and the stage, as
it were, for the diplomatic crisis in the
Gulf region. Saudi Arabia, Egypt, Bahrain
and United Arab Emirates severed all
diplomatic links with Qatar on the
ground of its alleged support to terrorism.
To aggravate the crisis further, the Saudi-
led bloc presented a list of 13 demands to
the Qatar regime to be met by it to a dead-
line. Among them were the shutdown of
the Al Jazeera news network, snapping
ties with Iran and ending military coop-
eration with Turkey. Launched as an
“alternative voice” in the Arab world with
openness to “all narratives”, but general-
ly opposed to authoritarian regimes, Al
Jazeera has got on the wrong side of the
Arab states opposed to Qatar. A cursory
glance at the demands would show that
they, if acceded to, would limit Qatar’s

sovereignty and impinge on its right to
have its own foreign policy. But then they
were only meant to be a bargaining chip
to gain more regional power. Doha has
dismissed them as “not actionable”. Iran
and Turkey have rallied to Qatar’s sup-
port and cushioned the targeted coun-
try from the worst effects of the econom-
ic blockade imposed by the key members
of the Gulf Corporation Council. 

Washington tries to keep a foot in both
camps; on the one hand it holds that
Qatar is a strategic ally in the fight against
terror and on the other hand it lends its
weight to the Saudi-led bloc. It finetunes
its foreign policy based on arms sales.
Even as it sees the crisis as no more than
a “family feud”, it encourages the Emir of
Kuwait to mediate to resolve the crisis.
We have a stake in the developments as
over 8 million of our compatriots work in
these countries in addition to our
dependence on oil supplies from them.
Efforts to heal the rift between Qatar and
its fraternal neighbours must succeed in
the interests of stability and peace in the
region and the world. 

G David Milton  Maruthancode

A big difference
Apropos “Low-key diplomacy consoli-
dates Indo-US ties” (June 28), Donald
Trump has enigmatic traits. After an effu-
sive meeting with the Emir of Qatar in late
May 2017 and pitching for sale of military
hardware, he lands in Riyadh and secures
$15 billion in deals in the kingdom, pro-
jected to go to $50 bn, and Lockheed Corp.
commits to the assembly of 150 S-70 Black
Hawk helicopters in Saudi Arabia. Then, in

the same breath, Trump accuses Qatar of
encouraging Islamic extremism, to ignite
a major rift among Gulf nations. Now,
within days, he is set to broker peace in the
region, perhaps remembering that the
biggest air base with one lakh US troops is
based in Qatar.

Indian Prime Minister Narendra
Modi’s visit has turned out fine and
warm. Pakistan-based Hizbul chief is
declared “global terrorist” by the US. The
sale of US military equipment has been
discussed. The proposal of Lockheed to
switch F-16 production to India, contin-
gent on our purchase of fleet for the IAF
followed. The similarity in the two sce-
narios is striking. One hopes that Trump
realises that Qatar and India are as dif-
ferent as chalk and cheese. India is not a
satellite of the US; in fact, we launch
theirs, far cheaper .

R Narayanan  Ghaziabad
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REBECCA GREENFIELD

“What do you make in your current
job?” For women, is there any good
answer to that dreaded job-inter-
view question?

Even not answering at all can ding
what women earn, a new study has
found. When job applicants are asked
about their current salaries, women
get penalised for demurring, while
men benefit, according to a 
survey from PayScale, a salary com-
parison website.

Women start their careers making
around 90 cents to the male-earned
dollar, according to recent Pew 
data. A disparity can persist for their
entire careers, especially if their
future salaries are based on their pre-
vious ones. Even after adjusting for
experience, education, and other fac-
tors, women earn 5.6 per cent less
than men, Glassdoor’s chief 
equal-pay officer told Bloomberg 
in April. 

To combat that, Massachusetts,
New York City, and Philadelphia have
enacted bans barring employers from
asking job candidates about their pre-
vious pay, on the theory that doing so
worsens the pay gap for women and
minorities. 

But the practice remains legal and
commonplace in most places. As a
result, many job applicants get advice
not to disclose their current salary
even if asked.

In PayScale’s study, nearly half of
the more than 15,000 full-time work-
ers surveyed said that, in the process
of being hired, they had been asked.
But women who refused to disclose
ultimately got final salary offers 
that were 1.8 per cent lower than the
ones given to women who did dis-
close. Men who refused to give a
number, however, ended up making
more than those who chose not 

to divulge.
That created a 3 per cent pay gap

between the men and women who
refuse to answer. 

“This runs counter to advice that
we’ve been giving women,” said
Lydia Frank, the vice president of
content strategy at PayScale.

Men and women alike are told to
avoid talking previous salary figures
during salary negotiations. It’s con-

sidered particularly important for
women, who can end up making less
than men because they also made
less in a previous job — but
PayScale’s findings suggest that fol-
lowing advice could hurt women, too.
(Not that it’s news that women must
walk a thin line in hiring talks: Other
research has found they’re penalised
for acting as assertive as men in
salary negotiations.)

So in refusing to talk salary histo-
ry, why are women penalised for
doing the same thing that gets men
get a salary boost? “By just not
answering the question, it is striking
the recruiter the wrong way,” said
Frank. Recruiters often look for col-
laborativeness in women job candi-
dates, she said; one might see a can-
didate who declines to respond as
uncooperative.

Recruiters might also assume that
a woman who declines to provide her
salary is doing so because it’s low. “If
they’re refusing to disclose, they can
get the notion that they’re not happy
with their current salary,” said Frank.

Some critics of barring employers
from asking about pay history 
have suggested that it could lead
recruiters simply to guess at what
people make — perhaps relying only
on their own biases, and potentially
resulting in more pay discrimination.
Some employers have pushed back
on the new rules; Philadelphia’s is
being challenged in court by its
Chamber of Commerce.

Advocates of pay transparency
suggest recruiters offer a salary
range, or throw out a realistic figure
for the position for which they’re
hiring. “What’s wrong with the
employer going first?” said Frank.
“Our advice to employers is to stop
asking.”

@Bloomberg

Damned if you tell, damned if you don’t

Recruiters often look for
collaborativeness in women
candidates; one might see a
candidate who declines to 
respond as uncooperative

Comfort food before satellite launch
A satellite launch would make even an
accomplished scientist feel butterflies in
his stomach. Eighteen-year old Rifath
Shaarook, who built a satellite as part of a
contest organised by NASA, started getting
the jitters when his 64 gram satellite was
being packed to be sent to the US space
agency. He immediately reached out for
his comfort food — rasam rice and potato
curry. It was only after his nerves were
calmed by the food that KalamSat — the
satellite is named after rocket scientist and
former President A P J Abdul Kalam — was
despatched to NASA, which hurled it to
space last week.    

> CHINESE WHISPERS

62-year-old young
Age is just a number for 62-year-old
Anand Mahindra (pictured), chairman of
automobile major M&M. Mahindra
tweeted a WHO report that categorised
people between 18 and 65 years as young.
“I may not be a millennial, but hey, I am
still young... at least according to the
WHO,” he tweeted and added he did not
need a WHO certification. 

Taking the lead

Opposition presidential candidate Meira
Kumar (pictured), accompanied by senior
Opposition leaders, filed her nomination on
Wednesday morning. The occasion also
gave an opportunity to Opposition leaders
to exchange notes on whether they would
attend the special June 30 midnight
function to mark the roll-out of the goods
and services tax (GST). Realising that some
parties might not attend but have not given
an expressed boycott call, Trinamool
Congress leaders conveyed the sense to their
party chief and West Bengal Chief Minister
Mamata Banerjee. By afternoon, Banerjee
released a statement that her party MPs will
boycott the event to protest the “hurried”
roll-out of the GST, thus assuming the lead
among Opposition parties as she had 
tried to do following last November’s
demonetisation decision by 
the government.

THE OTHER SIDE
A V RAJWADE

Women get lower salary offers when they won’t say what they’re making
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B
anking stocks have in the last few days faced pressure from worried
investors after the Reserve Bank of India (RBI) surprised many
banks by demanding a sharp increase in their provisioning for non-
performing assets (NPAs) that have been put up for fast-track reso-

lution under the new Insolvency and Bankruptcy Code (IBC). The RBI has
reportedly asked the banks to set aside at least 50 per cent of the loan amount
as likely losses for the dozen cases being settled under the IBC. It has also stip-
ulated that if these cases are not resolved within the initial mandatory peri-
od for restructuring NPAs, then the provisioning should go up to 100 per cent.
A higher provisioning eats into the profits of such banks and undermines their
ability to lend further. The 12 cases in question account for almost 25 per cent
of the total NPAs in the banking system and are valued at over ~2 lakh crore. 

According to a CRISIL assessment, lending banks had already made pro-
visioning for a substantial chunk of these accounts, but the new RBI order is
likely to push up this number significantly. This means that banks will have
to substantially increase provisioning in this financial year, much higher
than what they did last year. Not surprising then, the BSE Bankex lost 1.5 per
cent on Tuesday. State Bank of India (SBI) Chairperson Arundhati
Bhattacharya tried to calm nerves by suggesting that the bank would be able
to manage it “without much difficulty”. But SBI is the lead banker to six of these
12 accounts and it is difficult to imagine investors will buy such assurances. 

It is true that, as the CRISIL report points out, the impact of higher pro-
visioning can be mitigated if the banks are allowed to amortise the provisioning
over six or eight quarters. But there is no doubt that higher provisioning
requirements will significantly impair the capital adequacy of the banks.
What makes matters worse is the government’s inability to adequately recap-
italise public sector banks, which are the worst hit by the NPA crisis. Indeed,
the government has asked five public sector banks to raise fresh capital from
the markets in order to meet the requirements for the current financial year.

In sum, the way the NPA resolution seems to be unravelling, it is clear that
there are few options left with the government as far as improving the health
of the state-owned banks is concerned. It clearly is not in a position to fully
meet their recapitalisation needs. The expectation that these banks will be able
to raise any reasonable amount of capital from the market is unrealistic,
especially given the low investor confidence. Mergers are riddled with sever-
al pitfalls and could possibly damage the healthier banks instead of buoying
up the ailing ones. Closing down banks is politically unfeasible. That leaves
just one option with the government: Turn the ailing banks into narrow
banks, or banks which offer only demand deposit accounts, and back these
accounts by investments in government securities only in order to avoid
risks. In other words, they will cease to be proper banks, but at least the situ-
ation will not worsen.

The NPA denouement
Govt may have to turn some banks into narrow banks

A
t a time when farmers in the country are protesting against meagre
returns on their produce and are demanding loan waivers, the
government's pricing policy for the 2017 kharif crops might wors-
en their plight. The new minimum support prices (MSPs) for major

kharif crops, communicated discreetly to the states instead of being
announced formally from New Delhi, are only marginally higher than those
of the previous season. What makes them worse is that the new MSPs, notably
for cotton, moong and sunflower seed, are lower than the actual expenses
incurred in cultivation, as calculated by the Commission for Agricultural
Costs and Prices (CACP). This essentially means farmers are staring at a net
loss in the coming season. With the exception of pulses such as tur and urad,
the profit margins in several other crops are rather thin — between 2 and 4 per
cent. Such low increases in MSPs are unlikely to pacify irate farmers or ease
their distress.

This is more so because the overall value of farm produce has also been
on a slide for several years. Data from the National Accounts Statistics 2017
indicate that between 2011-12 and 2015-16 the total value of cereals and puls-
es fell by 3 per cent, oilseeds by over 13 per cent, and sugar by 1 per cent. Fruits,
vegetables and spices are basically the only crop groups that have seen an
increase in value, although within these groups, too, the rates of some items
such as onions, potatoes and tomatoes have plummeted. This has forced
many growers to dump their produce on roads. Clearly, the costs incurred by
farmers on inputs such as seeds, fertilisers, pesticides and labour are rising
faster than the prices of their produce. A few states such as Gujarat and
Madhya Pradesh have begun offering small amounts by way of cash subsidy
on these crops, but even this offsets barely a fraction of the losses.

Unsurprisingly, therefore, farmers across states are asking the ruling
Bharatiya Janata Party (BJP) to honour its pre-poll commitment to fix support
prices at 50 per cent above actual costs. This was, in fact, also recommended
by the M S Swaminathan-headed National Commission on Farmers, which
had recommended that progress in agriculture should be measured in terms
of the rise in farmers’ incomes instead of the quantity of farm output. Barring
paddy and wheat, the MSP has so far failed to be an effective tool for offering
remunerative prices. Extending market intervention-based price support to
other crops should be considered after evaluating what steps are needed to
make it effective and successful. Policymakers also need to explore other
ways to ensure that farming stays remunerative. One such possibility could
be the “price deficiency payment mechanism” mooted by a task force of the
NITI Aayog. This involves setting floor prices for crops and compensating
growers for any shortfall in realising these rates. Being a non-procurement
based system, it can be applied to all crops and in all areas without accumu-
lating unwanted stocks. Trying out such a setup on a pilot basis would be a rea-
sonable starting point.

Ineffective solution
Latest MSPs for crops will aggravate farm distress

Scholars and sundry analysts have paid
considerable attention to studying the
“encounter” between British colonisers of
India and the subjugated. Predictably,
British, European and Indian historians
have adopted different ways to pitch their
analyses. The “Saidian perspective” from
which the author of The Ruler’s Gaze
seeks to present Indian history stems
from the seminal thesis of the late
Palestinian scholar, Edward Said, as set
out in his famous book Orientalism.

Power defines knowledge, Said had
contended, arguing that perspectives of
oriental history was defined by imperial-
ist scholars who caricatured Arab society
and culture. Arvind Sharma says it is not
only the Arabs who were painted as

“backward” by the colonisers, Said’s the-
sis applies to Indian history as well, and
he sets out to refute the historiography of
India as written by British colonisers.

In doing so, the author appears to be
performing a highly patriotic duty. As a
nationalist, he offers “corrected” history
on the basis of Indian historical sources
and Sanskrit scriptures — the
Mahabharata, Ramayana, Vedas, and the
Smritis, including Manu Smriti. 

The first two chapters — (a) British
Rule over India: A Discursive History and
(b) The Anomalous Nature of British Rule
over India — offer a context-based
description of the real intention of the
British colonisers while writing Indian
history. The author maintains that the
British attitude towards Indians can be
divided into two parts. The first phase
when the East India Company and its
employees were generously disposed
towards Indians. The second phase
between the Battle of Plassey (1757) and
the Mutiny (1857), when the British start-
ed looking at India from the perspective
of conquerors and rulers. 

The best example of this divergence,
Mr Sharma says, is the difference
between Thomas Babington Macaulay
and William Jones. William Jones (1746-
1794) bases his understanding of Indian
society by learning and promoting
Sanskrit. Not only this. The Asiatic
Society was established to study
Indology, culture and civilisation of India.
Macaulay (1800-1859), who comes on the
scene when colonisers were busy con-
quering India, considered Sanskrit “a lan-
guage barren of useful knowledge”. 

This change of attitude towards
Sanskrit is deemed important enough for
the author to maintain that after consoli-
dating its rule over the conquered, the
Orientalist approach to knowledge
changed. The “modern, “civilized” and
“enlightened” British/Europeans had to
“civilise”, the “savage” and “primitive” peo-
ple of India. The native education system
was dismantled and replaced by the British
educational system, a policy that, accord-
ing to the author, made Indians illiterate. 

The author has devoted three chapters
— (a) The British Description of Indian

Society; (b) ‘Us’ and ‘Them’: The Status of
the Sudras and Aryan Invasion; and 
(c) Ancient Greek and Modern European
Accounts of India — to test the validity of
British descriptions against Indian
sources of knowledge. On the evidence of
all the sources mentioned above, he con-
cludes that the British distorted history
and focused on the idea of portraying
Indians as primitive and did not identify
the cause of underdevelopment, which
was very real British robbery of India. 

On the caste system, Mr Sharma says
the concept of “untouchables”, ie. a fifth
caste outside Hindu society, was a British
construct and a complete misrepresenta-
tion. The author observes that “the Hindu
word for caste proper is jati,” which
denotes the social unit in which one is
born. It is important, he continues, to
identify jati thus, because Hinduism con-
tains another word, varna, with which it
is sometimes confused. Further, while
“castes rise and fall in the social scale”,
varnas or the “four great classes are sta-
ble”. The result is when ancient Hindus
talked of “linking of varna as jati”, they
united society, whereas western
Indologists “divided the society and the
country into separate castes,” the effect of
which continues to unfold in India today. 

Chapter 4 is further testimony to the
author’s argument, who makes the point
that western egalitarianism is projected as
the “us” and the varna-ridden and caste-
ridden Hindus as “them”. The author scru-
tinises the ideas of race as it emerged in
British India with signboards like “Dogs
and Indians not allowed”. The crank ideas
of race — the Aryans, the racial difference
between Aryans, a “white race”, and the
Dasas and Dasyus, a “dark race”, the
Aryans as outsiders — are all creations of
the British. The author devotes a lot of
attention to the writings of B R Ambedkar
who rejects the idea of “the advent of
Aryans in India”, though many Indians
were taken by the idea without realising
that it was the colonisers who had intro-
duced this idea to govern an “inferior race”. 

Chapter 5 discusses the contrasting
views of between the Greeks and the
British colonisers. No matter that many
centuries separate the two, the author
presents vastly differing perspectives — of
fertile India versus famine-ridden India;
oriental despots versus ancient Indian
republics; philosophical, rational India
versus “spiritual” India and so on. The
author quotes Greek writers who acknowl-
edged that the ancients in India had
knowledge of astronomy, astrology, yoga

and medicine. It is not only the British,
Muslim rulers also had a negative assess-
ment of Sanskrit, Mr Sharma claims. 

The author has made a heroic effort to
refute the colonial description of India by
concentrating on the theme that ancient
Hindus were quite literate, economically
developed and enjoyed an advanced cul-
ture and civilisation. His hard work is
shown by his notes and bibliography
which run to more than 100 pages. 

This book is bound to please the
Nagpur-based Sangh Parivar, which is
trying to make Hindus develop a national
pride based on rich antiquity. The trouble
with this somewhat non-nuanced analy-
sis is this: The history of civilisation
always has a context, so the achievements
or non-achievements of a society should
be evaluated against the stages of societal
development. Just because the colonisers
chose to paint a negative picture of India
does not mean that we should glorify
everything about the past. 

A nationalist’s history of India

India’s approach to our start-ups is much like
our attitude to our sporting achievements. Every
success provokes a disproportionate degree of

pride. A bronze medal in the Olympics invariably
attracts effusive front page coverage, a single silver
yields an Arjuna award, a Padma Shri, luxury cars
and dozens of cash prizes. So it is with our start-ups.
Their fund-raising and dizzying valuations attract
mandatory front page space and every aspiring
writer has tried his or her hand at breathlessly
chronicling their stories. 

Both attitudes are mis-
placed, but why do they per-
sist? As with our internation-
al sporting achievements, the
start-ups provide us some
sort of validation that India is
right up there with the very
latest global business devel-
opments. The fact that 
foreign venture capitalists
and private equity mavens
find untried Indian entrepre-
neurs worthy of their capital
makes us giddy with pride.
This self-worth has much to
do with the fact that start-ups
magically encompass in one way or another all the
emblems of shining, aspirational India: Hard-work-
ing middle class youth, the frequent IIT/IIM con-
nection, foreign capital, online/digital prowess and
so on. 

If the US has Silicon Valley why, India has multi-
ple replicas, or so the fable goes, in Bangalore and
Pune (Gurgaon makes the occasional feeble claim).
Photographs of grinning young fellows (and the
occasional woman), self-consciously casual and con-
fident underscore the optimistic narrative we’d like
the world to know. The grim problem of poverty
seems to shrink before this glittering, expanding

opportunity for anyone with the chutzpah to con-
vince an investor to part with cash.  

Yet it is worth wondering why, barely 10 years 
into this chic business that provokes so much
nationalist pride, valuations are being sharply
slashed and the health of these businesses is worry-
ing, to put it mildly. An analysis of 41 start-ups by
Mint newspaper earlier this year showed that these
companies collectively notched up losses of 
~16,000 crore to generate revenues of roughly

~24,000 crore for the year
ended March 2016. In most
cases, the analysis shows,
losses exceed valuations by a
fair margin. By conventional
standards, under which com-
panies are judged on a less
ephemeral metric than “val-
uations”, most of these start-
ups would be sick companies.

In some ways, this kind of
performance is par for the
course in a high-risk, super-
competitive environment. US
start-ups crash and burn so
frequently that no one blinks
an eyelid and, even a giant

like Amazon struggled to make money for over a
decade. There’s a reason for the absence of worry
about loss-making start-ups in Silicon Valley and it
goes beyond the storied robust environment that
mitigates the downsides of risk-taking. Sure, the insti-
tutional environment enables entrepreneurs to cut
their losses and move on. But more to the point,
many of these failures are “healthy”, the result of
blue-skies thinking of the kind that eventually pro-
duces an Amazon, Uber, Airbnb or the concept of dri-
verless cars and flights to Mars. 

So why we should be concerned about start-up
losses in India. There are several reasons but the

principal one stems from the fact that Indian start-
ups are not innovators. They clone ideas from the
US — Flipkart, Ola, Oyo, Paytm, the most glam-
orous of the lot, are variations of ideas that were
developed and tested in the US. If you run an eye
down the Mint analysis, you will discover that most
of these organisations are merely leveraging the
reach of the internet to widen market access in
goods and services — whether it is furniture, fash-
ion, jewellery, groceries, insurance policies and air-
line tickets. 

To be clear, there is nothing wrong with building
a business on this basis — most businesses world-
wide are, at bottom, emulative of someone else’s Big
Idea. In the digital space, where entry barriers are
proverbially low, this trend is likely to accelerate.
But the spin that’s put on Indian start-up promoters
as breakthrough thinkers is misplaced. 

In fact, they are actually symbols of another kind
that India should celebrate just as much: Of the
progressive ease of doing business for ordinary
entrepreneurs, who wield little influence in the cor-
ridors of power. This represents the age of the gen-
uine businessperson, not the policy manipulator
of the Licence Raj. The fact that they are able to
create companies and run businesses despite the
daunting hurdles that the average SME (small and
medium-sized enterprises) entrepreneur still faces
is testimony to their acumen. Managing a consis-
tently efficient delivery model in India’s chaotic
environment is no small talent.   

Within that template, there have been some crit-
ical innovations of course — such as Flipkart’s cash-
on-delivery model, which certainly widened the
ambit of the online delivery market. But these are
tweaks to suit the Indian market, not seminal ideas
in themselves. That is why the rate of cash burn is
causing hitherto open-handed investors to pause, a
signal perhaps for Indian start-up entrepreneurs to
learn the sobering art of consolidation. 
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Pursuant to a recent arbitration award, the
Delhi Metro Rail Corporation (DMRC) could
end up paying about ~5,000 crore to Reliance

Infrastructure for termination of the concession
agreement relating to the Delhi Airport Metro
Express. Since DMRC has no money of its own, the
government will have to pay.

Who is responsible for this $0.78 billion hit to the
taxpayer? Will the delinquents be judged by the
same yardsticks that the Central Bureau of
Investigation (CBI) is applying (rightly or wrongly)
to several persons, including the three public ser-
vants recently convicted in a coal mine case? Or will
they be treated as “more equal
than others”, to borrow the famous
expression from George Orwell’s
Animal Farm? 

Issues such as subversion of due
process, lack of accountability, neg-
ligence and malfeasance at once
arise from an award of such enor-
mous proportions. To settle these, a
dispassionate assessment of the rel-
evant facts, issues and the drama-
tis personae is necessary. 

As an organisation, DMRC vir-
tually functioned on the diktats of
the venerable E Sreedharan. In public perception,
the two have long been considered synonymous. In
addition to his remarkable capacity to execute con-
struction contracts, Mr Sreedharan also displayed an
extraordinary acumen in public relations by cap-
turing the fancy of politicians and people alike. So
evaluating his actions may be akin to questioning a
“holy cow” and thereby inviting public wrath. Yet,
truth has to be pursued.

DMRC was cleverly structured inasmuch as it is
owned 50:50 by the central government and the
Delhi government. As a result, it is neither a public
sector undertaking (PSU) of the central government
nor of the Delhi government. DMRC is thus free of
the controls and accountability that typically apply

to PSUs. For several years, DMRC even managed to
ward off the mandatory Comptroller and Auditor
General (CAG) audit. While this may sound ingen-
ious for speeding up work, the consequent dilution
of checks and balances that apply to public funds is
not acceptable. 

In 2007, DMRC recommended that civil works
for the Airport Line project be undertaken by DMRC
while the rest may be assigned to a private company
under a 30-year concession. Since DMRC’s advice
was rarely questioned, the proposal was endorsed by
an Empowered Group of Ministers. 

Taking advantage of its position, DMRC
bypassed the mandatory apprais-
al and approval of the Finance
Ministry and Planning
Commission that was required for
all PPP projects. It settled the con-
tract structure by itself, never
mind its lack of experience or
expertise in dealing with such
complex PPP contracts. Despite
its claim that it followed the mod-
el concession agreement (MCA)
of the erstwhile Planning
Commission, DMRC deliberately
introduced several distortions

that led to unjust enrichment of a private entity.
Moreover, being a consultant for the Hyderabad
Metro project, DMRC was fully aware that the then
Government of Andhra Pradesh had truthfully fol-
lowed the MCA for award of that project. So there
was no need or justification for the impugned mod-
ifications by DMRC.

The MCA does not envisage civil works to be
undertaken by one agency while assigning the
entire project to another. Such an arrangement was
likely to create endless disputes and claims, as it
actually did. Building civil structures only to hand
them over to a concessionaire is clearly a sub-opti-
mal approach, but if this was somehow considered
necessary, the agreement should have at least stip-

ulated safeguards to protect public interest.
Incompetence and negligence of DMRC is writ large
in this arrangement.

In its award, the arbitration tribunal has held
DMRC guilty of breach of contract for failing to cure
significant defects such as 1,551 cracks in 367 of the
510 girders, non-permissible twists in 149 girders,
inadequate/ excessive gaps between girders and
shear keys, inaccessibility of bearings etc. It has,
therefore, awarded heavy costs and damages to the
concessionaire. Separately, the Commissioner for
Railway Safety has ordered a sharp reduction in
train speed. Evidently, DMRC is not only guilty of
constructing low-quality unsafe structures, but also
responsible for the loss of several thousand crores of
rupees to the exchequer.

Further, all MCAs published by the Planning
Commission (and applied across sectors) restrict
the liability of the government by imposing a pre-
determined cap on the capital costs payable upon
termination. DMRC deliberately removed this ceil-
ing, thus enabling the concessionaire to claim sev-
eral hundred crores of rupees more than what it
would have got under the MCA. 

In an environment where project costs were rou-
tinely gold-plated by private companies in collusion
with bank officials (see Sub-prime infrastructure
at www.gajendrahaldea.in), there is little assurance
that the same did not happen in this case. By remov-
ing the cap on its termination liability, DMRC facil-
itated a private company to secure large unearned
gains at public expense.

DMRC also altered the arbitration clauses of the
MCA by mandating that only engineers empanelled
by it would act as arbitrators. So three engineer-arbi-
trators gave a quasi-judicial award as large as 
~5,000 crore after settling eight questions of law!
Such adjudication by engineers is unprecedented, as
far as I know. 

The balance sheet of the concessionaire admit-
tedly shows an equity capital of a meagre ~1 lakh, to
which even the CAG had taken a strong exception.
Yet, the concessionaire has been awarded ~371 crore
as compensation for its equity contribution. Among
others, the modification of MCA provisions relating
to total project cost, equity, subordinated debt etc.
have compromised DMRC’s case in several ways.
Similarly, the rate of interest to be paid by DMRC
was also revised upwards, leading to a loss of several
hundred crores of rupees. Space does not permit
further elaboration of this misadventure.

Mutilating the MCA and yet swearing by it is an
exercise in public deception. Now that a payment of
~5,000 crore looms large before the government,
the least it would have to do is fix accountability for
this grave malfeasance and subversion of due
process. For projects such as this have ruined the
banking system and slowed down economic growth. 

In addition, those responsible for the sub-stan-
dard and unsafe structures, identified by the engi-
neer-arbitrators, would also have to be nailed, for no
one, howsoever influential, can be above the law.
The government can hardly afford to compromise
its credibility by applying different standards to
some people. 

The writer wrote the MCA for Urban Rail and also
structured the Hyderabad Metro project

Questioning a holy cow
Malfeasance in Delhi Metro cannot go unquestioned
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