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As you read this, a delegation of 16
Uttar Pradesh (UP) municipal
commissioners, a few state offi-

cials and some officers of the probably
defunct UP Academy of Administration
and Management (headquartered in
Lucknow) will reach Indore, the city that
has of late emerged the cleanest in the
Swachh Bharat rankings.

Indore — as some readers may be

aware — has done a remarkable job in
cleaning up its act and in managing
waste. The municipal body has taken the
bull by its horns and has managed to
change the face of the city.

The recent outbreak of Japanese
encephalitis in Gorakhpur is a pointer
to the sanitation levels in Adityanath’s
state. But as ranking after ranking has
shown, few states in India need a les-
son on “how to do it” more than UP. In
the list of the 10 dirtiest cities in India,
five are in UP. Leading the list is Gonda
followed by Hardoi, Bahraich, Shah-
jahanpur and Khurja.

The cities in the list come as a bit of a
surprise to many because many, includ-
ing me, were under the impression that
some of the larger towns like Varanasi,
Allahabad, Ghaziabad, Meerut and even
Lucknow had set new benchmarks in
how bad things could get.

But the new chief minister seems to
have set his sights on taking a leaf out of

Indore’s book. The idea behind the visit
is for the commissioners to get a “live les-
son” on how to get door-to-door collec-
tion to work, how to embark on an effec-
tive awareness campaign, get residents to
segregate their garbage at source — the
whole gamut of initiatives and steps
Indore has managed to put in place in
record time.

After visiting Indore and getting an
insight into what it takes, I can safely say
that this requires a commitment and a
political will one doesn’t see often in
Indian administrations and if UP actual-
ly succeeds in doing even one-tenth of
what Indore has managed, it will be noth-
ing short of a miracle.

Why do I say this? Following in Ind-
ore’s footsteps means taking the biggest
and most stubborn bull by its horn:
people. Perhaps the biggest problem
faced by municipal bodies across the
country is also the one that makes this
one of the most coveted jobs. A recent

news report on UP said that the state
was looking to recruit around 20,000
sweepers and drain cleaners and had
received around 20 lakh applications
for the jobs. In other words, one out of
every hundred will make it. As is often
the case, there are MBAs, MCom and
MSc degree holders — all clearly
overqualified — applying for the posi-
tions from cities like Mumbai, Delhi and
Kolkata. Those being interviewed for
the job were most attracted by the fact
that it was a “job for life”. As anyone
with any experience of government will
testify, removing an employee of a mun-
icipal body is almost an impossible task.

Indore, when it started out, was no
different. The city had close to 5,500
employees in the Nagar Nigam. The
body — like most corporations in the
country — is highly unionised and it is
almost impossible to fire an employee
for non-performance once he has been
made permanent.

To overcome this, Indore employed
a clever tactic. It took the powerful
union leaders and the more promi-
nent figures into its confidence. In a
sort of negotiated settlement, it agreed
to protect the kith and kin of the

prominent leaders and their families.
As a result, a promise to leave alone
around 150-odd employees was made
even if they did no work whatsoever.
In many cases the authorities asked
these employees to stay at home to
avoid vitiating the atmosphere. They
would however continue to receive full
salary and benefits. Although the com-
missioner — when questioned on this
— refused to comment, one of the sen-
ior officials involved with the process
said that the members protected
would act as “parasites” on the system
but the price was worth paying.

In turn, the authorities sought the
right to “handle as they wish” the remain-
ing employees of the Nigam and in due
course managed to fire 600 non-per-
formers. The moment the firing of em-
ployees began, the workers became far
more responsive. To bring a visible
change in the work culture, the authori-
ties hired 1,000 willing workers.

Of course as we all know with most
Indian states — including UP — this
problem of non-performance runs deep-
er and begins at the very top. And for that
Adityanath may need to look at Delhi —
not Indore — for guidance.

UP’s attempt to do an Indore
The state has its task cut out if it hopes to emulate the MP city’s performance

God-sent opportunity
With reference to “A vote for competence”
(September 4), the editorial states that the
integrity of Nirmala Sitharaman (pictured)
may have been taken into account ahead
of her selection in view of the heavy defe-
nce purchases that are expected. Similar
views have been repeated ad nauseam by
many other commentators since the allot-
ment of her portfolio. But there is a need to
asses her selection on other parameters,
too. Sadly, the lingering shadows of the
Bofors controversy, continuously over-
played by those opposing the Congress
party, have reduced the status and stature
of the defence minister of a country boast-
ing one of the largest armed forces in the
world, by projecting the incumbent as
mainly a buyer of defence equipment.

We forget that defence ministers are
primarily expected to defend the coun-
tries from any external threat/aggression
and, when necessary, even mobilise pub-
lic sentiment to come out openly in supp-
ort of the armed forces who make supreme
sacrifices with their lives. Every army has
won a war only when it has found the pub-
lic support and willingness to match their
sacrifices, a preparation every defence
minister has to carry out. Defence minis-
ters of superpowers, a club India aspires to
be in, have always carried enough political
heft even to speak their minds freely to
their political masters when they have dif-
fered in the approaches to be adopted
(even when convinced by the generals)
while dealing with enemies. He/she is
often the critical bridge between armed
forces and the political leadership. We may
also admit that the armed forces have
always remained an exclusive bastion of
men and the comfort, confidence and
respect the generals feel in their defence
minister is crucial when the push comes to
shove in conflict zones.

On a lighter note, the first advice to
our new defence minister may be to learn
to recognise the ranks of the armed forces
personnel (men and women) from their
badges and stars, which is a common faux
pas made by us civilians, despite our best
intentions to pay respect to our men in
uniform. (The best first introduction to

our armed forces set-up used to be the
booklet used by new entrants to the
National Cadet Corps in our college days.)
Finally, we must admit that Sitharaman,
thanks to her persona, enjoys a lot of
goodwill of the masses who may feel they
have a stake in her success. A successful
tenure as a defence minister has the
potential to catapult her to a select group
of tallest current leaders of our nation.
She must grab this godsend opportunity
with both hands.

Y P Issar   Karnal

Rajan’s revelation
With reference to “Bureaucracy tries to
erode RBI Governor’s powers: Rajan”
(September 4), Raghuram Rajan, with his
long teaching experience and depth of
knowledge of the subjects he handles, is
an excellent communicator of ideas. In
this context, his new book “I Do What I
Do” which comes out after the one-year
self-imposed “silence” will be more explo-
sive than the memoirs his two immediate
predecessors brought out in quick succ-
ession in recent years. The obvious dif-
ference between the memoirs of Duvvuri

Subbarao and Y V Reddy and the collec-
tion of speeches and writings during his
tenure that has been brought out in the
book by Rajan is that while the memoirs
were written in leisure post-retirement,
“I Do What I Do” interprets events during
his three-year tenure on Mint Road, by
merely adding notes or explanations to
what he had already spoken or written as
Reserve Bank of India (RBI) governor.

As always, Rajan has pre-empted his
adversaries from reading between the
lines. One of two examples is about his
exit on completion of his “sanctioned
leave”. Now he blames the absence of
“offer on the table”, while everyone knows
his one foot was all through in Chicago!
Two, the cautious observation about
short-term economic costs outweighing
long-term benefits of demonetisation now
being made public is a masterstroke. As
the opinion was given “orally”, it is always
possible to play with words like long-term
benefits and short-term losses. In any
case, the revelation makes it abundantly
clear that the RBI was associated with the
groundwork for demonetisation from
February 2016. Having said that, Rajan’s
contribution to sorting out some of the
long-pending relationship issues between
the government and the RBI and expe-
diting banking sector reforms will be
remembered in India with gratitude.

M G Warrier   Mumbai
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Household consumer sentiments con-
tinue to fall. The week ended September
3 was the fifth consecutive week of a fall
in the CMIE-BSE-UMich Index of
Consumer Sentiments. Following the
persistent fall, the index was also at its
lowest compared to its level in any of the
preceding 25 weeks.

The index fell by 2.5 per cent during
the week ended September 3. While this
is a sharp fall, it is not an exceptionally
unusual drop. Weekly changes in the
index of consumer sentiments do wob-
ble quite a bit. While the average week-
ly change in the index is 0.06 per cent,
the median change is -0.35 per cent.
And, half the variations are between -1.9
per cent and +2.4 per cent. A 2.45 per
cent fall is at the bottom quintile of the
distribution. This is bad but there is a 20
per cent chance that it could be worse.

What makes this fall worse is that it
comes after four weeks of continuous
fall. The cumulative fall in the index
over these five weeks is a substantial 7.7
per cent. And, this fall precedes the
beginning of the festival season in India.

The week ended September 3 was
on the cusp of several festivals. While
Maharashtra was celebrating Ganesh
Chaturthi throughout the week, Kerala
was celebrating Onam that was due on
Monday. And Eid-al-Adha (Bakri Eid)
fell on Saturday.

Poor household consumer senti-
ments around these times do not bode
very well for the economy. We have just
seen that the first quarter saw a sharp
fall in growth. Low growth and low em-
ployment are probably helping keep
consumer sentiments muted.

Consumer sentiments are much
worse in urban areas than in rural areas.

The urban index of consumer senti-
ments (base: 100 in September-Decem-
ber 2015) during the week ended Sep-
tember 3 was at 89. This is the lowest
level since the launch of the index in
January 2016. The index fell by 3.6 per
cent during the week. Such a fall is

exceptionally high. It is worse than the
bottom tenth percentile value of week-
over-week change in the index.

It is disconcerting that Ganesh Cha-
turthi celebrations in Maharashtra,
Onam in Kerala and Eid across the
country did not help improve the falling
sentiments. In fact, urban sentiments
fell unusually sharply during the week
of festivals.

Unemployment has risen in urban
India. During the week ended Septem-
ber 3, the unemployment rate rose to 4.9
per cent. Urban unemployment has
been high at around nearly five per cent
in recent weeks. However, while unem-
ployment has risen, the labour partici-
pation rate has not shown any corre-
sponding increase. While the labour
participation rate did increase briefly
during August, it quickly fell back and
continues to remain well below 41 per
cent. However, the unemployment rate
has risen from less than four per cent to
now nearly five per cent.

Lack of jobs is likely to be the single
largest source of poor consumer senti-

ments in urban India.
It is also likely (although we have not

measured it directly) that the Reserve
Bank of India’s (RBI) disclosure that
demonetisation did not yield any sig-
nificant destruction of ill-gotten wealth
could have disappointed household
across rural and urban regions.
Remember, the bold decision to demon-
etise was hugely popular initially. The
CMIE-BSE-UMich index of consumer
sentiments had reflected this popular-
ity in November and December.
Obviously, this popularity was based on
the expectation that black money would
be destroyed. Now, with the RBI’s dis-
closures those hopes have been belied
and this could have adversely impacted
consumer sentiments.

While farm loan waivers have helped
farmers repair their balance sheets,
rains this year have not been very en-
couraging. The temporal and spatial
distribution has been too volatile. While
some regions are deficient on rains, oth-
er regions are ravaged by floods. This
could have added to the woes of rural
households.

At the end of three months of mon-
soon, precipitation was 3.4 per cent
below the long period average. Kharif
sowing was 0.6 per cent lower than it
was in the previous year. More impor-
tantly, the overall sowing is skewed by
very high growth in acreage of cotton
and sugarcane while sowing of food-
grain and oilseeds has fallen.

Expectations on the near future (ab-
out a year) are not very encouraging.

While the overall index of consumer
sentiments declined by 7.7 per cent in
the past five weeks, the index of con-
sumer expectations declined by 8.2 per
cent. This sharper fall in consumer
expectations is a common theme in
urban and rural areas.

This coming festive season is, there-
fore, unlikely to see any pick-up in dem-
and from rural or urban households.

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

Not a happy festival season

Lack of jobs is likely to be the single
largest source of poor consumer
sentiment in urban India

Where are the advertisers?

Till about a few years ago, Ganapati pandals
in Mumbai would sport large advertise-
ments placed by real estate and chewing
tobacco companies. Not any more. With
recession hitting the real estate sector and
all tobacco advertising under a ban, Gana-
pati pandals have very few ads from such
advertisers. Indeed, this year’s Ganapati
pandals seem to have attracted fewer
advertisers; wireless telephone companies
seem to be the only ones out to woo con-
sumers. A large number of slots have found
no takers. Don’t be surprised if you find
organisers praying to the gods for a change
of mood before next year’s festival season.

> CHINESE WHISPERS

Will Revanna’s charm work?

Karnataka’s new Transport Minister H M
Revanna ditched the official car on his first
day to office. He took a public bus, paying
for his ticket to Vidhana Soudha, the seat of
power. The Bengaluru minister is not
oblivious to the challenges the tech city
denizens face every day while commuting.
The city’s bumper-to-bumper traffic is due
to the high vehicle density — one vehicle
for every two people. So Revanna went on
a charm offensive, reaching out to those
who drive cars by offering them flowers
and a pamphlet explaining the benefits of
using public transport.

Bid in a box
At the auction for the media rights of the
Indian Premier League for the next five
years held in Mumbai on Monday,
aspirants were required to submit their
bids in two parts — a technical one that
detailed the qualifications of the bidding
company and a financial one with the
actual amount. While most companies
submitted their bids in rather heavy
envelopes, when representatives of Star
India walked up to submit the bid, most
present were surprised. The bid papers
came in a cardboard box. Many appeared
puzzled; some couldn’t resist a laugh. BCCI
CEO Rahul Johri, who was overseeing the
auction process, commented he would
need help to open the box.

The Q1 GDP data released on
August 31 was disappointing.
Beneath the data internals how-

ever, there are some stark realities which
are important to understand for better
policy decision making.

To begin with, nominal gross value
added (GVA) increased by only 7.9 per
cent in Q1. Thus, we don’t agree with the
Central Statistics Office narrative that
increase in Wholesale Price Index pri-
ces/higher GVA deflator (GVA deflator
declined from 5.4 per cent to 2.2 per cent)
was one of the reasons for the slowdown.
The decline of GVA could be due to fact-
ors like the lingering impact of demone-
tisation and destocking activities under-
taken pre-GST (goods and services tax)
implementation. Let us now examine
these factors in greater detail.

Industry grew by 4.5 per cent in Q1
FY18 (7.4 per cent in Q1 FY17), owing to a
significant decline in mining (-0.7 per
cent) and miniscule growth in manufac-
turing (1.2 per cent). The negative growth
in mining is quite surprising (the average
of last three years’ first quarter mining
growth is 9.8 per cent) as mining activity
is generally buoyant in the pre-monsoon
season. We believe Coal India is shutting
down mines across some states as state

electricity boards are now sourcing in
part their electricity requirement from
renewables, negating the demand for
coal. As the RBI (Reserve Bank of India)
Annual Report emphasises, “In the pow-
er sector, higher capacity addition in re-
newables may pose multiple challenges
with regard to the integration of renew-
ables into the electricity grid and the pos-
sible dampening effect on already wors-
ened thermal Plant Load Factor (PLF).”

The slow growth in manufacturing
GVA is quite consistent with the nega-
tive growth in corporate GVA as both are
correlated. The corporate GVA decelera-
ted since Q3 FY17 and exhibited negative
growth of 8.4 per cent in Q1 FY18 (based
on the data of 2,210 non-financial com-
panies). Additionally, a closer look at the
inventory destocking from the GDP data
indicates that while it is true that this has
happened on a q-o-q basis (a 3.8 per cent
decline in Q1 FY18 over Q4 FY17 at cons-
tant prices but still lower than in Q3 FY17
over Q2 FY17), there is still an increase of
1.2 per cent on a y-o-y level. There have
been similar declines in Q1 of FY17 and
FY16 also on a q-o-q basis. Clearly, the
slowdown in manufacturing should be
looked beyond the prism of destocking.

Agriculture and allied activities grew
at 2.3 per cent in Q1 (vis-à-vis 2.5 per cent).
This low growth was not entirely unexp-
ected as the average agriculture growth in
first quarter of the last five fiscals was 2.5
per cent. However, the concern is nomi-
nal GDP growth in agriculture is nearly
zero. Agriculture, which accounts for 17
per cent of the GDP, is showing signs of
glut. This does not translate into purch-
asing in rural areas, thus denting 
the demand. The GVA deflator for 
agriculture was negative in Q1 FY18, 

the first time since Q2 FY15.
Service sector growth jumped to 8.7

per cent and this was a saving grace.
However, the growth rate in this sector
was under fortuitous circumstances, as
the trade sub-segment growth jumped
because of destocking, but also the com-
munication and hotel segment contri-
buted through increased competition
with the entry of Reliance Jio and arrival
of foreign tourists.

In fact, the contribution of any possi-
ble destocking had both a positive and
negative impact on GDP. Thus, while
manufacturing sector weighted contribu-
tion growth declined by 80 basis points,
there was an exact 80 basis point incre-
ased contribution in the trade sub-seg-
ment within services. Thus, to be fair, the
impact of GST was neutral across sectors.

The sub-segment financial sector
growth improved markedly to 6.4 per
cent in Q1 on a sequential basis, because

of a push in professional services (around
73 per cent share). We believe the growth
in professional services is because of hir-
ing of consultancy services by corporates
ahead of the implementation of GST and
insolvency code. The public administra-
tion sub-segment expanded by 9.5 per
cent driven by a 25 per cent jump in real
government revenue expenditure net of
interest payments.

Going forward, we believe the growth
of manufacturing and service sectors
may turn out weak in Q2 as the destock-
ing in manufacturing sector activity has
well continued in Q2 at least till mid-
August. As far as the service sector is con-
cerned, the growth in trade segment will
moderate from high levels with GST be-
ing implemented. The government sub-
segment may see a slowdown as there
has already been a lot of frontloading of
expenditure in Q1 FY18. The banking sub-
segment, however, may continue to grow

with higher demand for consultancy
services probably continuing.

So, what next? We are possibly in a
situation of low (g)flation, implying low
growth and low inflation. On a lighter
vein, note that the word g stands for
growth and is silent indicating that in
any discussions of inflation growth trade-
off in the Indian context, growth perhaps
takes the backseat. While it is imperative
to stick to the path of fiscal consolida-
tion, there is no harm if the government
spends the possible windfall arising out
of GST on pushing capital expenditure
ahead rather than shoring up the rev-
enue mobilisation numbers. Any cutback
in expenditure at this point will be defla-
tionary when private investment is
unlikely to be forthcoming unless reso-
lution starts happening in Q4 FY18.

We would also expect the government
to start sorting out some of the nit-pick-
ings of GST implementation in the inter-
regnum and not change the GST rates
too often. For example, take the real
estate sector. There is an 18 per cent GST
on real estate now. However, there is an
abatement of 1/3rd for value of land,
bringing down the effective GST rate to 12
per cent (except low-cost housing). It was
expected that the builders will reduce
the price of flats as they now get input tax
credit. But this has not happened and
the buyer is paying the entire GST.
Clearly, the builder is to be nudged to
reduce the prices, as only then the GST
benefits will be beneficial. Also, the hous-
ing sector needs a big push by the gov-
ernment in the quest for more employ-
ment opportunities.

The author is group chief economic advisor,
State Bank of India. Views are personal

While it is imperative to stick to the path of fiscal consolidation, there is no harm if the government spends the possible windfall arising
out of GST on pushing capital expenditure rather than shoring up the revenue mobilisation numbers

A low growth, low inflation phase

POOR YIELD The low growth in agriculture in Q1 FY18 was not entirely unexpected
as the average growth in the sector in the first quarter of the last five fiscals 
was a meagre 2.5 per cent
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F
ew ministries in the Union government have a more full agenda,
greater responsibility and a longer list of pending reforms than the
commerce and industry ministry. The ministry, which is responsi-
ble for India’s trade policy, exports and domestic industrial policy, has

not seen stellar results of late. Merchandise exports from India fell by a star-
tling 15.6 per cent in 2015-16, and performance since then has been weak. This
is at a time when global growth and demand are recovering and competing
countries such as Bangladesh and Vietnam are demonstrating strong export
performance. Meanwhile, industrial output has also been weak. In the first
quarter of the current financial year, data for which was released last week,
gross value added in manufacturing grew by only 1.2 per cent, year-on-year.
While foreign investment flows have been strong, overall investment as meas-
ured by gross fixed capital formation has been consistently disappointing. The
strong foreign flows have themselves led to trouble, with the strong rupee caus-
ing exporters to lose markets. The new minister, Suresh Prabhu, has a tough
job ahead of him. 

Not all these problems can directly be tackled by the commerce minister
alone. Other stakeholders will have to be convinced or brought on board, such
as the ports and shipping ministry, the finance ministry and the Reserve Bank
of India (RBI). Are the strong foreign debt flows that India is receiving truly
worth it if they destroy exporters’ competitiveness? Is the RBI’s limit on for-
eigners’ purchases of domestic debt too high? Exports will need a whole-of-gov-
ernment effort to take off. Perhaps the government should consider a group of
ministers or a Cabinet committee to deal with the problems expeditiously.
Certainly, to the extent that exporters are hampered by difficult Customs pro-
cedures, those must be addressed; if the finance ministry is unwilling to act,
the commerce minister must lobby the prime minister’s office to intervene, and
ensure that paperwork is reduced and processes are simplified. 

Reinvigorating manufacturing — the goal of ‘Make in India’ — is a simi-
larly daunting task. Too little has been done at the central level to simplify pro-
cedures. Here again, other ministries will have to be lobbied and pushed. The
labour ministry, also now under new management, must be made to work
harder on its simplified labour law codes, and the scope of these codes must
be widened to include the relaxation of various stringent requirements that
keep Indian companies small and inefficient. The calls on Mr Prabhu’s diplo-
macy will be great, but the rewards for the Indian economy will be even
greater. The goal must be to increase competitiveness and thereby aid the
localisation and indigenisation of supply chains so that domestic demand is
satisfied domestically through the working of the market. 

The one thing that Mr Prabhu as commerce minister will unquestionably
control is India’s policy towards various regional trade blocs and free trade
agreements. It is unfortunate that under his predecessor India tended to go
very slow on setting up new trade agreements. The opening up of new mar-
kets for Indian companies and exports must be given greater importance than
the demands of various protectionist lobbies.

A formidable agenda
Ministry of Commerce and Industry needs an urgent reboot

T
he suicide by a 17-year-old student from Tamil Nadu, Anitha, who
aspired to become a doctor, must necessitate a rethink on how India
chooses candidates for undergraduate medical courses such as
MBBS and BDS. Last week, Anitha took her life after the Supreme

Court ruled against her petition to not use the National Eligibility cum Entrance
Test (NEET) scores for deciding admissions. She had scored very poorly in the
NEET, which is a country-wide exam conducted by the Delhi-based Central
Board of Secondary Education (CBSE). However, she had performed very well
in her state board exam and would have easily secured admission had she been
judged on that instead of the NEET. 

Supporters of the NEET say it makes ample sense. For a long while there
was no uniform criteria to judge students across the country in terms of eligi-
bility for medical courses. There was a growing clamour that medical seats were
decided not on the basis of merit but by capitation fee. So in 2010, the Medical
Council of India, which regulates medical education and qualifications in the
country, amended norms to streamline the admission mechanism by replac-
ing all existing processes by the NEET. However, not every state accepted the
use of this exam. In particular, Tamil Nadu tried all means, including legisla-
tive methods, to avoid the NEET but in 2016 its resistance ended after the
Supreme Court ruled in favour of the NEET’s usage. 

There is no doubt that some national-level certification for school leavers
may be unavoidable — the US has its SAT and equivalent systems, and all British
schools have the same A-level tests — as many state exams have lost credibil-
ity because of excessive grace marks and inter-state competition to give better
marks to their own students. The engineering exam system seems to have
worked alright, but has ended up devaluing school board results and has led
to multiplication of Kota-style cram shops. The same can be said about the
NEET as well. Besides, the central argument against the NEET is that it is based
on the CBSE’s syllabus and discriminates against students from state boards.
There is also an elite bias as well as a language bias. Earlier in the year, there was
much hue and cry, which even resulted in the apex court holding back the
announcement of the NEET results, after students in different states, includ-
ing Tamil Nadu, complained that the level of questions in the English version
of the exam paper was easier than in the vernacular versions. 

What all these factors illustrate is that the NEET, which started off with the
noble intention of rewarding merit and creating a level-playing field for all stu-
dents, has in fact become a vehicle wherein merit itself is the chief casualty.
There is no reason why the CBSE should be preferred over other boards. It is nei-
ther the biggest board nor is it considered the best for science education. In a
country where the doctor-patient ratio is an abysmal 1:1,700 (as against the ide-
al norm of 1:400), letting thousands of medical colleges seats go unfilled even
as meritorious students sit out makes no sense.

The NEET problem
It is time to review the national exam format

When Americans formally became com-
batants during World War II, the Coca-
Cola Company persuaded the govern-
ment to exempt it from sugar rationing
and send its trademark sugar-laden
drink to all theatres of war. This privilege
gave the cola company unfettered access
to markets in Europe, Asia and Africa on
the back of the US army’s progress. After
buying the sweetener at government-
pegged prices, Coca- Cola sold 10 billion
bottles at military bases and stores
between 1941 and 1945, and created a
world market for itself. 

Staff from the company – known as
“Coca-Cola Colonels” – travelled with the

US military, setting up bottling plants in
its wake so that every man in uniform
could have access to the sugary drink.
Coke was considered so indispensable to
the American diet that scarce shipping
was reserved to transport bottling equip-
ment across the Atlantic, and US military
engineers and GIs pitched in. By the end
of the war, the US military had built 64
bottling plants for the Coca-Cola compa-
ny. “Coca-Cola” even became a password
for the military when it crossed the
Rhine into Germany.  

This account of Coca-Cola’s rise to
global dominance is among the many
fascinating facts James Walvin marshals
to underline his point about the singular
power of the global sugar economy over
the past five centuries. 

Mr Walvin is a historian of slavery,
writing his first book on the subject after
living and working on a Jamaican sugar
estate in the 1960s. He admits he came to
an understanding of “the widespread
damage and corruption caused by sugar”

only gradually. Over time, he began to
spot a connection between the appalling
conditions under which sugarcane was
cultivated by captured African slaves on
vast plantations in Brazil and the West
Indies, the widespread availability of
sugar and confectionery of all descrip-
tions in his small town in northern
England and the abysmal dental health
of people of his generation. 

To trace the ubiquity of sugar in our
daily diet is to follow the rise of
European sugar colonies and the mam-
moth plantations that created some of
the world’s most powerful commodity
corporations and dictated geo-politics
that impact the world to this day (Cuba
being one example). 

Yet, as Mr Walvin points out, till about
1600, this sweetener was a luxury con-
sumed only by the super-rich. The rea-
son these worthies (including Elizabeth
I) made it a point of etiquette to never
smile in official portraits was the
abysmal condition of their teeth from too
much sugar consumption. In most of the
world, honey and sugar doubled as
sweeteners for desserts and for medici-
nal purposes, particularly in the Islamic

tradition (apparently the Prophet was
partial to honey).

The great European explorations of
the 17th century changed all that, so that
sugar “that had once graced only the
tables of society’s elites was, by 1800, one
of life’s essentials even for the poorest of
working people”. 

Mr Walvin is at his best when he
describes the colonial processes that
transformed sugar (mainly cane sugar —
large-scale beet sugar cultivation fol-
lowed much later when political ructions
disrupted traditional suppliers) into a
common item of daily consumption in
even the poorest European and
American households. Two exploitative
processes altered the dynamics of the
global sugar economy after the European
conquests of South America. “First, the
indigenous people were removed to clear
the land for settlement and cultivation;
and second, foreign labourers were
shipped in to bring that land into prof-
itable cultivation. [Native] Indian people
were driven from their lands, and
Africans replaced them.”  

Brazil was the model that the
Spanish, French and British followed as

they began to conquer larger swathes of
the Americas and ship large numbers of
Africans across the Atlantic to engage in
the back-breaking work of cutting and
processing sugar case. Enormous vol-
umes of sugar were then shipped back to
refineries in Europe, turning sugar from
a luxury into a commodity. Sugar, as Mr
Walvin eloquently writes, “was produced
by an unforgiving system of brutal
enforcement. Yet who ever gave this a
moment’s thought or heard the sound of
the lash, when spooning sugar into their
tea or coffee in London or Paris?”

Mr Walvin traces the intersection of
world politics and the sugar producing
industry and the eventual dominance of
America. The presence of powerful sugar
trusts in the early 19th century was con-
sidered as invidious as the oil monopo-
lies of that era, harbingers of the sugar-
using processed food industry (“Big
Food”) industry that has contributed to
the global obesity epidemic. 

Ironically, in the 21st century, sugar
is considered a threat to health and a
key contributor to the global obesity
epidemic (among the mass of statistics
in this book, the truly staggering one is

that Australians consumer more than
50 kg per person a year). Coke, once
one of the biggest corporate buyers of
sugar, now tries to persuade consumers
of the virtues of a zero-sugar drink. One
surprising omission in the several
chapters on the rise of the global sugar
industry and its contribution to health
problems is mention of the global dia-
betes crisis, which is reaching epidemic
proportions in poor and middle-
income countries. 

Still, this book offers a cautionary tale
of the multiple and often unforeseen
hazards of suborning economic policy to
the importuning of politically powerful
pressure groups. The link between
India’s skewed sugar policies since inde-
pendence, India’s emerging status as
Diabetes Central and shrinking water
tables in states like Maharashtra could be
a subject of a micro-history all its own. 

A bitter history of sugar

The “weak near term for a strong long-term”
view of the Indian economy is now consensus.
Structural changes such as millions of work-

ers forced away from agriculture, goods and servic-
es tax (GST), Bankruptcy Code implementation and
RERA (Real Estate Regulatory
Authority) disrupt age-old busi-
ness norms, drive a much-needed
and delayed systemic clean-up,
and establish new, more efficient
rules. Parallels to a house under
renovation are now clearly visi-
ble: The noise and dust, the
absence of usual comforts, and
the not infrequent worry if all this
discomfort will be worth it and
things will indeed normalise.

Investors and voters alike
appear willing to live through
the near-term pain (or lack
options). Weak demand growth
for widely consumed commodities such as oil,
cement and power, multi-decade lows for loan
growth, and sharp downward revisions to gross
domestic product (GDP) and earnings estimates
for this year have not driven any meaningful mar-
ket correction. Projections for the next financial
year remain optimistic even as economic vitality
seems limited to a few pockets such as automobile
sales and airline traffic.

The deeper question of course is how long the dis-
ruption lasts: A slowdown that lasts a few years (and
we are already well over a year into it) would test this
optimism in the long-term. Unfortunately, the visi-
bility on several macroeconomic parameters has
worsened, as if a fog has descended. We know very
little about growth, fiscal deficits, banking system
health, inflation and even the currency.

Let us start with growth. Channel checks and
company commentary suggest that the GST is
indeed increasing tax compliance, even if the extent

is harder to assess. Establishment of the much-
needed link between indirect and direct taxes (as
flagged in this column on January 2, Vexing taxing
problems, Business Standard) should help, too.
Several unintended changes have also been trig-

gered, each of which is desirable,
but needs time, and slows down
activity. Like a reassessment of
long-held mark-ups for whole-
salers and retailers, as many
realise that current margins may
not suffice if all taxes are to be
paid. Further, retailers are realis-
ing that to get a GST registration
they also need to register their
shops, but state infrastructure is
not prepared to handle the surge
in registration requests. In turn,
this is exposing inconsistencies
such as the mismatch between
the number of pharmacists and

pharmacies, when each pharmacy is legally
required to have a pharmacist.

Compounding this growth uncertainty is a meas-
urement problem: Quarterly GDP growth is little
better than a guesstimate to start with, but is likely
to get even more distorted for at least four more
quarters. A significant part of quarterly GDP was
projected on the basis of sales tax and service tax col-
lection data, and those are no longer available
because these taxes have been subsumed by the
GST. The GST data that becomes available instead is
expected to be much more granular, but will take
time to stabilise, and to interpret.

On the fiscal side, it will take several months to
assess if the GST rates are “revenue neutral”, that is,
full year collections would be close to the ~10.6 lakh
crore (40 per cent of total taxes) that were estimated
for taxes that the GST subsumed. Notwithstanding
the attempt to keep tax rates unchanged for most cat-
egories, the effective tax rate on most categories has

changed. Add to that the expected improvement in
compliance, and the near-term economic slowdown,
and revenue neutrality becomes nearly impossible
to assess. If taxes turn out to be higher, they would
act as a fiscal drag, as government(s) cannot ramp up
their spending this year to match the revenues. If
they are too low (which appears unlikely), it would
act as a fiscal stimulus, but drive up the fiscal deficit
this year. The GST Council may only revise rates in
November or later, and keeping the next fiscal year
in mind. 

The GST collections for July (~11.1 lakh crore if
multiplied by 12) should not be taken as representa-
tive. In addition to the likelihood of limited input-tax
credit (news reports suggest very few invoices have
been uploaded so far – this is needed to claim cred-
it), the re-stocking related distortion (that followed
sharp de-stocking in May and June), slower activity
levels (that have improved meaningfully in August),
and likely pre-dating of sales (to take advantage of
lower rates pre-GST), there is the issue of more than
half of taxes being reported as the IGST (integrated
goods and service tax). A meaningful part of the
IGST is likely to be for inventory building, and should
not be annualised.

To the growth and fiscal uncertainty add inflation
(how much can it rebound? Will higher tax compli-
ance also drive prices higher?), currency (will it con-
tinue to appreciate against the US dollar?), banking
system health, and how the bankruptcy process
evolves. It is hard to expect entrepreneurs to invest
amidst such uncertainty. That psychology affects
markets, driving bull and bear cycles, is well under-
stood, but economic cycles also get affected by “ani-
mal spirits”. Industry utilisation is an important
input into investment decisions, but so is the
demand outlook. Prolonged uncertainty can be
detrimental to growth: The economy may need both
monetary and fiscal help.

The writer is India Equity Strategist for Credit Suisse
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It has become very fashionable these days for
every investor to talk about buying consumer
franchises and holding them forever. This is

understandable as the strategy has worked
remarkably well over the past few
years. There are numerous con-
sumer stocks in India which have
delivered outsized returns for their
investors. Many of these stocks
now trade at nosebleed valuations.
Forty or 45 times earnings have
become par for the course. Still no
one wants to sell. It has been
drilled into these investors that
one should never sell a consumer
franchise with a strong moat. 
A moat is the competitive advan-
tage of the company and is the rea-
son it can generate high returns
on capital.

There are very good reasons why consumer
franchises trade at high valuations and at a pre-
mium to the market. These companies generate
substantial free cash flow, have high returns on
capital, penetration growth, and are seen to be
very predictable and stable businesses. Such a
predictable and growing cash flow stream is enor-
mously valuable, especially in today’s global zero
interest rate environment. The cash-flow streams
are protected by the moats built around the busi-
ness, be it brand, distribution, technology, etc.
These moats give a sustainable competitive 
advantage to the business and are very difficult 
to dislodge.

The reality is that disruption is underway even
in the consumer space. Be it packaged food or con-
sumer products, the moats around these busi-
nesses are under threat. Current valuations and
investor thinking do not seem to be adjusting for
this oncoming disruption.

The classic consumer business model used to
revolve around building a dominant brand
through significant marketing investments and
then dominating the distribution channels by

blocking retail shelf space. Scale
was a huge advantage as it allowed
you to invest in national TV adver-
tising (the most efficient tool for
building a brand) and defray dis-
tribution and promotion expens-
es over a larger volume. Retailers
supported this strategy as it suit-
ed them to deal with a limited
supplier base straddling multiple
products. Branded products were
sold at a premium, therefore
delivering greater absolute mar-
gin to the retailer. Retailers also
demanded slotting fees to try out

new products/ brands on the shelf. Once estab-
lished, the brand and distribution edge were
almost impossible to dislodge. This was then,
today the reality seems different.

As Jeff Bezos has pointed out, because of the
internet power is shifting to the consumer and
away from the retailer and manufacturer.
Consumers are taking greater control of what, why
and how they buy. They are better informed. In
this new world, companies need to spend 70 per
cent of their energy and money into building a
better product/service and only 30 per cent into
shouting about and marketing the product to the
world. This is the exact opposite of what was need-
ed in the previous regime, where-in 70 per cent of
effort was put into marketing.

All the incumbent advantages are being 
disrupted. 

National television viewership is actually drop-
ping for the younger demographics, with con-
sumers spending more time online and on social

media. Online, it is more of a level- playing 
field, unlike national TV, money is not everything.
Smaller and more innovative companies 
are usually better than the incumbents at 
using social media and digital advertising to 
build brands.

With e-commerce, online retailers have unlim-
ited shelf space. No longer is this an insurmount-
able edge for the incumbents. There is far greater
willingness to experiment with new products and
brands. The marginal cost for the online retailer of
keeping an additional brand is near zero.

Scale is no longer the edge it once was.
Consumers are also better informed and less will-
ing to pay a brand premium.

For anyone in doubt, take the case of dollar
shave club. Set up in 2011 by two men tired of
being fleeced by shaving product manufacturers.
It was an online subscription model selling a
decent product at a deep discount to the incum-
bent. Within five years it had garnered almost 15
per cent volume share and had only raised $160
million in capital. It’s brand was built online
through clever use of social media. It was a direct-
to-consumer model with no retail gatekeeper to
extract rent. The success of dollar shave club and
other online models ultimately forced Gillette to
drop prices by 20 per cent. 

In the old world, Gillette would have been per-
ceived to have an insurmountable moat. It domi-
nated the retail channel, had 70 per cent market
share and 90 per cent of the industry profit pool.
It sold a non-substitute consumable. No one would
have even dared to challenge its market position.
Just to get any shelf space at all, the challenger
would have had to make heavy upfront marketing
investments. This was as strong a moat as could be
seen in any consumer product. Yet in less than
five years, it was disrupted, lost share and forced
to drop prices. 

There are many other examples of consumer
disruption, mostly driven by Amazon and its use
of Prime. Already more than 50 per cent of the
searches on Amazon are based on the product and
not the brand, allowing Amazon to customise the
search results. The percentage of searches based
on product rather than brand was less than 40 per
cent two years ago. Clearly Amazon is gaining
power over the brands.

In such a context, can we justify paying 40-45
times earnings for the consumer brand franchises?
Maybe they were worth these multiples when they
had a moat around the business which could not
be challenged. However, the longevity of the moat
must now be questioned. The competitive advan-
tage period for these companies has clearly short-
ened. However valuation multiples and investor
psychology do not seem to have adjusted to the
new reality. These may no longer be buy and hold
forever stocks. If Gillette can be disrupted so can
almost any other brand. Disruption is not only in
Tech. 3G capital has also demonstrated that the
management teams of many of the consumer
giants are not ready for disruption, they are too
wedded to their old operating models. 

If we do get even a mild derating, the stocks will
be in trouble.

The writer is at Amansa Capital. These views are his own
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