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Clinton or Trump: Who’s better for India? The two US presidential contenders from rival parties have flip-flopped on issues related to India



WORLD MONEY ABHEEK BARUA & BIDISHA GANGULY t is perhaps safe to assume that the progress made over the last few years would ensure a degree of continuity in Indo-US relations that will weather any change in leadership. However, this is not to deny the fact that who the new incumbent of the White House is will make some difference. While Donald Trump and his policies are the great unknown, his stance on both trade and immigration has been



I



clearly hawkish. However, it is important to note that this is not India-specific. In the Indian context, his stance on economic relations and immigration has in fact been ambivalent. On one hand he said, “India is doing great. Nobody talks about it” (in an interview to CNN in January 2016); on the other hand, he said he was going to “bring back jobs from India”. On immigration, Trump has spoken about ending the H-1B high-skilled visa programme of which Indians are the biggest beneficiaries; but he has also said he would create opportunities for Indian entrepreneurs and students. Hillary Clinton has portrayed herself as a strong supporter of immigrant rights. She has called for comprehensive immigration reform that includes a means for undocumented immigrants to obtain legal status. Her automatic green card proposal to science, technology, engineering and mathematics (STEM) students, who complete a mas-



ter’s degree or a PhD from a US university, bodes well for India. There are around 132,888 Indian students in the US currently, most of them in the STEM category. From a purely political perspective on Pakistan, Trump’s stand is somewhat difficult to fathom. His statements have been somewhat erratic. “Pakistan is semi-unstable. We have a little bit of a good relationship. I think I’d try and keep it,” Trump said in April. “If you look at India and some of the others, maybe they’ll be helping us out.” It would perhaps be naïve to read too much into such off-the-cuff remarks. In contrast, Clinton has consistently prodded Pakistan on being a terrorist haven. As far as political relations with India are concerned, a thumb rule that foreign policy analysts tend to go by is that a Republican incumbent in the White House is better for India than a Democrat. Indeed, some of the major diplomatic milestones such as the



nuclear deal during the George W BushManmohan Singh regime were struck during a Republican presidency. That said, Clinton could be an exception. For one thing, her ties with India go back a long way when she was First Lady during her husband’s presidency. As secretary of state in the Barack Obama administration (2009-13), she stood by India on many occasions. During her tenure, the US and India worked to ensure closer cooperation in high technology areas, particularly defence and space. In that sense, given that the Indian leadership is familiar with Clinton and her foreign policies, the predictability and comfort quotient is expected to be higher if she were to assume the Presidential office. However, in focusing on the minutiae we might just be ignoring the gorilla in the room — the Trans-Pacific Partnership (TPP). This is a trade agreement among 12 of the Pacific Rim countries, including the US, Canada,



Australia, Japan among the bigger economies, and Chile, Mexico, Vietnam, Singapore among the smaller ones. Two major economies in the region — China and South Korea — are not part of the TPP. It is currently awaiting ratification by each country to come into effect. Since India is not a signatory to the TPP, the agreement is expected to impact Indian businesses, as it could hurt the market for Indian products and services. Trump and Clinton have both opposed the TPP in their election campaigns. However, Clinton is known for her flip-flops on trade deals. She supported the North American Free Trade Agreement when it was introduced, but called it a “mistake” during her 2008 presidential campaign. Similarly, as Obama’s secretary of state, she once called the TPP the “gold standard” for international trade agreements. Thus, a Clinton presidency brings the risk of creating a large club of trading partners of which India is not a member. That’s certainly not something we can ignore.



> CHINESE



Top secret



Abheek Barua is chief economist, HDFC Bank. Bidisha Ganguly is chief economist, CII



How to make GST fair and simple



SATYA PODDAR & SHALINI MATHUR onflicting demands of different stakeholders make tax reform the art of the impossible. While the gainers are silent, the vociferous cacophony of the opponents drowns the voice asking for bold and imaginative reform. It therefore comes as no surprise that the Union finance minister has had to abandon most essential features of the transformational goods and services tax (GST) reform. Bound by the constraint of his 30 colleagues in the GST Council wedded to the legacy system, he is forced to follow the path of mediocrity. The unanimous passage of the Constitution Bill in Parliament had revived the hopes that Prime Minister Narendra Modi could well make impossible possible and deliver a GST that met the triple objectives of fairness, simplicity, and economic growth. However, the proposals of the GST Council meet none of these objectives. The positive impact of GST on economic growth will be a result of the removal of cascading of taxes, i.e., noncreditable taxes on investment and production inputs. No credits are allowed for input taxes where the sectors are exempt from tax. The blocked credits add to the cost of investment, and hinder economic growth. Following the methodology adopted



C



ILLUSTRATION BY AJAY MOHANTY



Exemptions, which are supposed to be pro-poor, should be replaced by direct benefit transfer by the GST Council for revenue and inflation impact analysis, we estimate the quantum of cascading taxes to be ~3.2 lakh crore (or 36 per cent of the ~8.8 lakh crore of revenues in 2015-16 to be subsumed under GST) under the current system. With 50 per cent of the consumption basket remaining exempt from tax under the GST Council proposal, cascading taxes will go up (not down) marginally, to 39 per cent of total revenues. As a result, the positive impact on GDP would be negligible, less than 0.5 per cent. The objective of simplicity will also remain a mirage if the multi-rate structure and the model GST law are adopted. If anything, complexity may go up during the transition. The model law requirement of state-wise registration will multiply the compliance burden for pan-India service providers by a factor of 30. Despite extensive representations by the industry, the states have refused to adopt a single centralised registration system. The multi-rate structure will compound the complexity. The impact would be the worst on the SMEs who are illequipped to manage classification of goods in multiple baskets. Kirana store dealer will have goods in all five baskets (exempt, five per cent, 12 per cent, 18 per cent, and 28 per cent). The tax rates will differ for similar products. Bread may be exempt, but other bakery products taxable at a merit rate. What will be the fate of chocolates, biscuits, and fruit bars? The same products bought at a restaurant or fast-food outlet may attract tax at the 18 per cent rate for services. Consumer durables will attract 28 per cent tax when bought, but only 18 per cent when rented as a service. Taxation of mobile phones has already been a matter of controversy. Should they be taxed as telecommunication equipment, cameras, or computers?



Fairness is the principal reason for the adoption of the multi-rate structure. Finance Minister Arun Jaitley defends the four-tiered structure by stating that air conditioners and chappals cannot be taxed at the same rate. True, but those with air conditioners also buy chappals. The benefit to them of a lower rate would, in fact, be substantially more simply because they spend more on them. The ultimate test of fairness is not the tax rates applicable to individual products, but the overall distribution of the tax burden across lower to upper echelons of society. Surprisingly, the four-tiered structure approved by the GST Council results in a higher tax burden on the bottom 30 per cent of the consumers. EY estimates show that the bottom 30 per cent of consumers accounts for 12 per cent of total consumption spending, but contribute 12.6 per cent to the total taxes on final consumption. Under the fourtiered GST rate structure, their contribu-



BUSINESS LIFE



As art market contracts, auction houses look East Christie’s and its rivals are all chasing Asian buyers with private sale of paintings A private sale presents less risk for sellers because the outcome is not With the bellwether art auctions in public. If the work fails to find a buyer New York just days away, Christie’s is at auction, it is listed as “bought in” in looking East to boost its shrinking auction databases and is considered business. The company decided “burnt” by the market. If the work against holding an extra, curated doesn’t sell privately, few people find auction during the semi-annual sales out. That’s why some sellers may be in New York the week of November 13, willing to part with their trophies which it has done since privately when the market 2014. Instead, it is putting is wobbly. resources behind an Asian collectors’ exhibition in Hong Kong appetite for Western art has later this month that will grown rapidly this decade, offer an estimated $250 with regional billionaires million of Western art to snapping up dozens of buyers in one of the masterpieces by artists such industry’s fastest growing as Pablo Picasso, Claude regions: Asia. Monet and Mark Rothko. “We are taking the More recently, buyers have material to the strongest been also setting auction market at the moment,” records for younger said Brett Gorvy, Christie’s contemporary artists such global head of post-war and as Adrian Ghenie and Jenny contemporary art. Doing Saville. another curated sale “in Asian clients accounted today’s market is difficult. for 20 per cent of bidders and buyers in the price That’s not what collectors band of £10 million ($12.5 are responding to”. million) or more in 2015 at Public auctions have Pastorale by Willem de Kooning is valued around $35 contracted dramatically Christie’s post-war and PHOTO: BLOOMBERG contemporary art auctions, this year, with the million, by Christie’s up from seven per cent in upcoming cycle expected to 2012, the auction house said. tally at least $1.06 billion, a 49 per Gorvy is trying to break “the Christie’s competitors are also cent drop from the low estimate a vicious cycle” by procuring trophies chasing Asian buyers. Last month, year ago. Most of the decline is for Christie’s private sale in Hong Sotheby’s held a successful auction of attributed to a dearth of top artworks Kong, called “The Loaded Brush.” contemporary Western and Asian art whose owners are reluctant to risk The show will have about 15 highselected by the Korean pop star having them go unsold publicly and value Impressionist, modern, postknown as T.O.P. in Hong Kong. to auction houses scaling back on war and contemporary paintings Auction house Phillips is holding its guarantees after losing millions of such as a 1963 Willem de Kooning first contemporary art auction in canvas titled Pastorale, valued at dollars on the deals last November. Hong Kong on November 27. about $35 million, as well as lower“It’s a very strange transitional priced ceramics and works on paper, moment,” Gorvy said. “You’ve got as Gorvy said. many buyers. What you are missing is © Bloomberg



KATYA KAZAKINA



the supply of high grade material.” More than a dozen artworks each fetched more than $30 million during the similar auction cycle last year, with Amedeo Modigliani’s Nu couche selling for $170.4 million to Chinese billionaire Liu Yiqian. This month, only four artworks are estimated at more than $30 million.



tion to total taxes goes up to 12.7 per cent. Viewed from this perspective, the new rate structure worsens the fairness of tax. This result is not unique to GST reforms in India, but common in most jurisdictions with multi-rate structures. Lower rates for basic necessities do not improve the fairness of tax, and often worsen it. The rich benefit from the lower rates more than the poor simply because they spend more (on items in all rate categories) than the poor. So, what can be done? The only option to improve the fairness of GST is to replace exemptions and lower rates by a targeted income support program for lower-income consumers. As suggested by Kelkar, Poddar and Bhaskar (in ‘GST: make haste slowly, Mint, October 19, 2016), this could be in the form of a direct benefit transfer (DBT) of, say, ~2,000 per head per annum for the bottom 27 crore (bottom two deciles of the population). This program would have a cost of



WHISPERS



~54,000, which would be a fraction of the cost of exemptions in the GST Council formulation. The GST could then be levied at a single rate of 12 per cent on a broad base, with a supplementary cess on selected demerit and luxury goods. The contribution of the bottom 30 per cent to GST revenues would then fall to 5.4 per cent, from 12.7 per cent under the multirate structure. The single rate will be pro-poor, bring in simplicity, and spur investment and economic growth. The GST Council must face up to this reality and decide. It can either sacrifice simplicity and economic growth for all at the altar of keeping a few happy, or take the bold step of adopting an alternative that gives all the three advantages of simplicity, fairness and economic growth. Satya Poddar is senior advisor, EY. Shalini Mathur is director, tax policy advisory, EY



The list of CEOs accompanying UK Prime Minister Theresa May (pictured) has been kept a closely guarded secret by those managing the events around the visit. While May’s itinerary was revealed a day ahead of the visit that starts on November 6, there was no official announcement on business heads till Sunday evening. The buzz is that details on the CEOs will be given out once May and Prime Minister Narendra Modi sign the joint declarations on Monday morning. These decisions are in sync with how Number 10 (Downing Street) wants it done, it is believed. All that the media has been told is that CEOs of all top UK-headquartered companies will be in India to meet with ministers, bureaucrats as well as businesses in this country.



Not in favour of mix and match? The annual Northeast Festival in New Delhi was a huge draw this weekend for its food as well as dance performances. This year, apart from performances by troupes from the Northeast, their counterparts from Punjab and Kerala also put up a good show. The Sikh troupe performed the martial dance form "Gatka" (pictured). The troupe from Kerala gave a hairraising performance of Kalaripayattu. The food stalls offered north Indian delicacies such as chhole bhature. Some purists among the visitors weren't too happy with that, though.



Chai pe charcha with a twist Employees at the Thane Police Commissioner's office were pleasantly surprised when they received an invitation from Police Commissioner Param Bir Singh not for a regular review meeting but for a chai pe charcha It was inspired, in all probability, by (then Bharatiya Janata Party's prime ministerial candidate) Narendra Modi's chai pe charcha, which aimed at connecting with the electorate over a cup of tea in the run-up to the 2014 Lok Sabha elections. The employees were also surprised when Singh and other senior police officials asked them about their families, their health, plans for the future, and even their holiday wishes. Last heard, Singh has decided to make such meetings a regular affair.



> LETTERS



Not a radical change It is hard to find fault with the Goods and Services Tax (GST) Council finalising a multi-slab rate structure for the new indirect tax, commensurate with the principle to tax the haves more and the have-nots less. The four-tier GST structure of five per cent, 12 per cent, 18 per cent and 28 per cent is so graded that it won’t upset anybody’s consumption potential. The exemption of half the items in the Consumer Price Index basket under the new tax regime does not entail an additional tax burden for the poor. The decision to not levy tax on essential commodities or products or keep it at the lowest rate of five per cent would shield the common man from price rise. The middle classes have reason to welcome the new structure as the tax on soaps, detergents, oil, shaving kits, small cars and other products of their use is fixed at 18 per cent. The rich can afford to pay 28 per cent tax for ultra-luxury goods. The multi-layered GST distinguishes between “necessities” and “luxuries” and reflects India’s deep class divisions. However, the GST’s roll-out would not necessarily improve the lives of the poor. For instance, even though food grains and basic medicines have been kept out of the GST ambit, it will not tackle the problems of malnutrition and ill health. For tangible transformation, radical changes in economic policies are a must. G David Milton Maruthancode



Avoid dual control This is with reference to Arup Roychoudhury and Dilasha Seth’s report, Centre, states divided on who will control GST” (November 6). Given the radical shift from the existing system of taxing goods and services to the goods and services tax regime vesting concurrent jurisdiction to the Centre and states — except for interstate supplies that would be under the exclusive jurisdiction of the Centre — differences between the two were only to be expected.



with assessees getting caught in a jurisdictional battle between the Centre and states. Once the Constitution is amended to roll out GST, any attempt to evolve an informal mechanism for reducing dual control outside of the law would militate against the constitutional mandate. Dual control should be avoided. S K Choudhury Bengaluru



Without justification There seems to be an attempt to seek consensus to avoid assessees from being subjected to simultaneous control by both the Centre and the states over the same transaction. While decrying “… two competing assessing authorities for the same assesses”, the finance minister has hinted at the concept of adopting either a horizontal or a vertical model to address the issue. The horizontal model would likely favour states, granting them exclusive control over entities with a turnover of up to ~1.5 crore, in addition to concurrent jurisdiction over larger units. The Centre seems to prefer “cross empowerment” under a vertical control model for scrutiny and audit. Under this, both the Centre and the states will exercise concurrent jurisdiction over all non-exempt assessees, subject to some executive guidelines. “Cross empowerment”, as it is being discussed, is a non-starter. It would lead to administrative chaos across the country,



> HAMBONE



With reference to Shekhar Gupta’s article, “Dial 2016 for Emergency” (November 5), I differ with his sarcastic observations that we are repeating the inglorious performance of 1975-77. His observations are without justification and devoid of rational analysis. I can understand his “pain and agony” over the Ministry of Information and Broadcasting imposing a “punitive” one-day ban on NDTV for allegedly not following the code of conduct during its live coverage of the Pathankot attack. Gupta’s long and cordial association with NDTV is an open secret. It may be pointed out that nowhere in the world are national security-related operations broadcast live. Kumar Gupt Panchkula Letters can be mailed, faxed or e-mailed to: The Editor, Business Standard Nehru House, 4 Bahadur Shah Zafar Marg New Delhi 110 002 Fax: (011) 23720201 · E-mail: [email protected] All letters must have a postal address and telephone number
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Room for improvement Before GST rollout, set a timeline for removing imperfections



T



he die seems to have been cast for a multi-rate goods and services tax (GST) regime that will also have many exempted categories. Instead of embracing an ideal model of one or two rates, the new tax system, as adopted by the GST Council on Friday, will have as many as four rates. In addition, there will be a cess and a zero rate on the exempted category. There is a strong possibility of yet another rate of four per cent to be levied on gold. For services, instead of a single rate now, there will be two rates in addition to the various abatement rates for several specified services. Effectively, therefore, there could be as many as seven rates for goods and at least two rates for services. There is no doubt that this will not only significantly dilute the originally proposed character of the indirect tax reform but also undermine many gains expected from GST, such as removing the cascading effects of taxation, enhancing efficiency in tax administration and higher growth. Indeed, the proposed regime will perpetuate the existing weaknesses of discretionary taxation and become an administrative burden that the revenue departments could very well do without. Worse, classification disputes and business lobbying over which items or services should come under the lower or the higher slab will multiply. Under the influence of the revenue departments of the Centre and states, the GST Council may be inclined to include more items under the peak rate to protect their revenue streams. This may often be counter-productive, resulting in higher incidence of tax evasion. The proposed cess, too, will complicate the duty set-off process and neutralise its benefits. Since cess is not part of the divisible pool, the states will complain about the loss of their share in such collections. Cess revenues are likely to be fungible and this may encourage the continuation of cess for much longer than it would be required to compensate the states. And if half of the items under the consumer price index are exempted and some petroleum products, alcohol, electricity and real estate are outside the purview of the new tax regime, the set-off benefits for a large segment of the value chain may not accrue. The government has explained that a multi-tiered GST regime would help keep items of consumption by the poor at zero or five per cent and soften the impact of inflation on them. This argument is flawed as the goals of taking care of the poor could have been achieved by intelligent use of the direct benefits transfer scheme available at the government’s disposal without damaging the basic structure and intent of the GST. The need for compensating the states for their revenue loss for five years is perhaps understandable, but the levy of a cess, in that case, should have a clearly defined sunset clause. There is still some time left to salvage the GST from its current imperfections. The GST Council would do well to commit itself to a timeframe within which the number of rates should be reduced to two standard rates and exemptions should be eliminated. An equally formidable challenge before the Council is to ensure that the assessment procedures do not become cumbersome and the need for multiple registrations for industry and trade is eliminated. If these steps necessitate a postponement of the GST roll-out then that too should be debated.



Time to speak out Media scrutiny is essential for democracy



T



he Union Ministry of Information and Broadcasting has told the television news channel NDTV India to go off air for one day – November 9 – supposedly for irresponsibly giving out operational information about the attacks on the Pathankot air base in January this year. The facts of this allegation are still disputed, with the news channel claiming it had not compromised any security operations and reported what was known elsewhere. Certainly, it is to be hoped that NDTV chooses to examine the legal options available to it in order to ensure that this order does not go through. That said, however, it is clear even without legal intervention that the government has seriously overstepped its mark. There is minimal precedent for the order to stop broadcasting. Many other forms of sanction are available to the ministry that do not involve the throttling of views and outlets of which it disapproves. The government must reconsider its order. The Editors Guild of India has called the order a “direct violation of the freedom of the media”. This is not an overstatement. It is necessary for all those interested in preserving the ability to speak and think freely to strongly condemn not just the ministry’s action but also the thinking behind it. It is a long-established truth that those who choose not speak out in the face of injustice just because they are not the targets of state authority at the first instance will eventually become targets themselves — and find that there is nobody to speak for them. Thus when the signs of a government clampdown on the freedom of expression become unmistakable, a push-back from the media, and people more generally, is essential. It is also noteworthy that the ban has been directed towards a channel in the NDTV group. After all, in the past NDTV went out of its way, presumably on its own accord, to accommodate a hawkish approach to national security reportage. Most recently, it was reported – and apparently confirmed by senior editors at the television station – that NDTV 24x7, the English general news channel of the group, chose to kill the broadcast of an interview with former home minister P Chidambaram on the subject of military strikes on terrorist staging positions across the Line of Control. Given that the news group so recently chose to bend over backwards to avoid even the appearance of controversy or confrontation, it is ironic that it is one of its channels that has been censured in this manner by the government. The government’s action highlights the larger climate of intolerance and intimidation that has been legitimised over the past years. Criticisms and questions, no matter how rational or reasonable, of the military or counter-terrorism operations, for instance, have been increasingly, and loudly, condemned as “anti-national”. This adds to the growing de-legitimisation of dissent and it will have dangerous consequences as it further threatens civil liberties. If there is no healthy discussion of how state power is being used, then there is every chance that it will eventually be abused. Criticism of the security forces, in particular, should never be seen as being out of order or unpatriotic. It is extremely important to curb the possible abuse of power for national security operations. The actions of the armed forces, the paramilitaries and the police should be subject to scrutiny by a free and open media.



The GDP wheeze The costs of increasing Delhi’s air are known, and GDP accounts for them. But not the benefits elhi has, unquestionably, the worst air in the atively cheap labour to carry away the straw left over world. It is the misty grey of a dark January from the paddy harvest, what does this tell you? morning now at midday. An acrid smell of It should tell you, first, that there is a serious smoke gets in everywhere. externality here. The farmers’ refusal has costs for a The air is, according to governlarge number of people. He feels he ment records, many times worse has a right to pollute; that right to polthan it should be. Even an hour’s lute takes away the health of millions exposure to this will badly damage of others, and increases health-care your lungs. costs across the board. This is preWhat’s got us here? The air turned cisely the kind of market failure that sharply for the worse in the past week governments are supposed to interto 10 days. The leftover sulphurous vene in, and yet the politics of the sithaze from Diwali fireworks comuation appears to prevent that from bined with the agricultural wastehappening. Perhaps if the costs of burning period in Punjab and healthcare in Delhi were added on to Haryana to create this crisis. The the already considerable costs of rice states’ farmers have ignored both and wheat procurement from Punjab, pleas and requirements to have the MIHIR S SHARMA somebody might wake up. straw carried away. They claim it’s It should also tell you, second, that too expensive to do so. The government is subsidis- we have too weak a government. It cannot even ing a kind of seeder that would mean the straw could implement something as basic as a regulation prebe left in place. The farmers claim that’s too expen- venting crop burning when it is causing a public sive too. health crisis. There’s a ~15,000 penalty for burning Let’s be clear: This a problem partly created by crops. Nobody has been hauled up for it. Can somebad economic thinking. one explain how this state of affairs is permitted to Bad economic thinking has led to Punjab being so continue? Why is the prime minister, elected as a dependent on a rice harvest. Paddy is a river-basin supposedly “strong administrator”, so painfully crop. It should be planted only in areas with abun- weak that he will allow the city he lives in to become dant natural sources of water. We should not be sub- a vision from hell instead of pushing a government sidising farmers to grow it in places such as Punjab, his party helps run to implement the law? Why are as we do through the current procurement system. we pretending that this is anything less than a comThe overuse of artificially provided water for paddy plete breakdown of administrative capability, with means that cities and industry are starved of water two National Democratic Alliance governments and electricity, while the groundwater table con- directly responsible? The last question we need to consider is this: stantly decreases. And now, we see what the consequences of widespread paddy crops in a semi-desert What does it say for the sort of economics we apply to public policy when all we can imagine while we area, followed by wheat are: Smoke plumes. But there’s a deeper question here. When a farmer think about an issue like this is the costs? After all, if decides that it is “too expensive” for him to hire rel- we implement the basic requirements here, there
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POLICY RULES



BOOK REVIEW JUSTIN FOX In 1959, at the annual meeting of the American Statistical Association, a 33year-old economist named Alan Greenspan argued that central banks should beware of letting financial markets get too comfortable. The Federal Reserve’s success in smoothing economic fluctuations in the 1920s, he said, had led to the dangerous belief that “the business cycle is dead.” The crash and depression that followed were “inevitable” consequences of that cavalier attitude toward risk. Sound familiar? As Fed chairman from 1987 to 2006, that same Alan Greenspan presided over what was called “the Great Moderation,” a period when business-
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AirBnb, Uber and informal businesses irBnb – the room rental company that does not own any rooms – has just sued the city of New York. Why? Because the city has introduced a Bill to penalise anyone who rents out their apartment for less than 30 days. This would effectively kill Airbnb’s business, which makes every household owner a potential hotelier. Airbnb provides an online listing system — anyone who owns a house or many properties can rent out space. The business cuts into the profits of conventional hotels, who have to buy land, build rooms and take care of the establishment. In Airbnb’s case, the costs are low and distributed. More importantly, thousands, even millions, of rooms sud- SUNITA NARAIN denly become available, which eat into the market of house rentals or hotels. Airbnb is, not surprisingly, hitting old business, which too is hitting back. It is also difficult to regulate. Just think. How do city governments control millions of property owners who have become instant hoteliers? Airbnb argues that its reputational system, where owners and guests rate each other, regulates the informal market. Governments disagree. Airbnb is fighting similar battles in Amsterdam, Barcelona, Berlin and even in its own hometown of San Francisco, and the list is growing. Uber – the taxi service that does not own any cars – has similar battles on hand. Uber, and others like it, have turned every car owner into a potential service provider. All that Uber does is to aggregate these millions of car owners who have overnight become taxi drivers. This is why it can reduce costs and work the market — drastically undercut the market price and drive conventional taxi service



A



into the red. All this without owning a single car. Uber and its variants are facing huge hostility from the old business. I saw this at close hand when the Supreme Court of India directed that all taxis, including those run by aggregators such as Uber or Ola, should convert to CNG. This was done to reduce Delhi’s runaway air pollution. But the result of this seemingly simple order was outand-out war. All taxi owners — from the black and yellow, radio taxi, to the tourist taxi and the all India tourist taxi —converged at the Environment Pollution (Prevention and Control) Authority (I am a member of it), which is required to oversee the implementation of the Supreme Court’s direction. They had only one demand: Stop Uber and Ola. Our objective was different — to regulate the fuel used by taxis and not to stop their operations. But regulation is a challenge. In the very first meeting, the police informed us that they are helpless. They could not identify the taxi —every car had become a taxi. Uber and Ola told us that they were not taxi operators — only aggregators. In fact, their companies are registered as information technology providers. They were also not responsible for anything — customers hired cars using their platform and rated the service provided by drivers. The Delhi government had issued guidelines, which would curtail the operations of such aggregators, but Uber challenged this in the court. Finally, after weeks of protracted discussions, and often violent disagreements, it was agreed that all taxis, including those listed with the aggregators, would run on CNG. But all other issues, including the contentious issue of surge pricing, remained unre-



DOWN TO EARTH



Alan Greenspan as ‘politician’ cycle downturns were muted and investors became convinced that the Fed had their backs. Mr Greenspan hadn’t forgotten his earlier worries: A few months before he stepped down, he cautioned that “history has not dealt kindly with the aftermath of protracted periods of low-risk premiums.” Sure enough, it didn’t. The risk that financial excess would lead to trouble was a central theme in Mr Greenspan’s economic work, as Sebastian Mallaby reminds readers again and again in his excellent biography The Man Who Knew. So why did this Man Who Knew fail to act upon his knowledge? What Mr Mallaby cannot forgive was Mr Greenspan’s tendency in his later years at the Federal Reserve to bend over backward to avoid upsetting financial markets. Why? The answer at the time was that there was little threat of inflation, and the Fed’s main job is keeping consumer prices stable. But Mr Greenspan understood how asset bubbles could harm the economy. A more convincing answer is that while Mr



will be clearly accounted-for costs. The government will lose money on buying seeders for farmers. The farmers will lose money by being made to eschew the cheapest method of disposing of agricultural waste. And so on. But the costs of the current system cannot be accounted for. The man-days of work lost are not visible. The healthcare costs don’t seem to impact the GDP growth numbers. Every time you suck in a polluted breath in this most polluted of cities, you should tell yourself: If GDP growth-oriented economics cannot account for this air being so bad, then we need to replace GDP growth as target. Many past criticisms of GDP have come from the fact that it does not deal directly with inequality or poverty. These are reasonable criticisms. However, they contained a fatal flaw: That inequality and poverty could be relatively easily quantified, even if GDP did not do so; and that economic policies that increased growth could be shown to at least vastly decrease poverty, if not inequality. But it is increasingly clear that criticism of GDP obsessions focused on the wrong problem. There are far greater problems with GDP – and the biggest is precisely that it does not account properly for externalities and for the running down of the national stock of things such as clean air, clean water, and natural resources. Consider another thought experiment. One of the other incredible annoyances about life in Delhi – as in many other towns in this country – is the constant sound of construction. Whether the sound of demolition, of marble polishing, or of whatever other noisy activity, it’s woken many of us up at night or kept us from being productive in the day. Now, technically, this problem is easily solved: Construction sites could be sealed off by metal sheets that keep the sound inside, as is done in many other countries. Instead, in India, we cut the stone on the road. But we cannot implement the most basic regulations here because it would make, we imagine, construction more expensive. So we are willing to give up both the public space of the road, and the public resource of relative silence. And note this: This choice increases GDP. Going the other way, and imposing basic restrictions on construction, would decrease GDP. Yet that way has benefits, too: It would increase the productivity of others in the vicinity in myriad ways. It would increase their utility marginally, too: They might, conceivably, be willing to make micro-payments for that increase in utility. But the absence of any conceivable market or aggregation for that utility means that GDP effectively looks only at one side of the decision. I expect that one of the big changes of the next 15 years will be that more and more governments will begin to recognise that chasing GDP growth alone is, if not useless, than dangerous. Not because development is bad; or because GDP-promoting policies are bad; but because GDP is too blunt and misshapen an instrument.



Greenspan was (and is) a more capable economist than he gets credit for these days, he was an even better politician. And committing the institution he ran to a battle that it might not win and that he wasn’t absolutely certain needed fighting was not the kind of thing a smart politician did. This view of Mr Greenspan as a political animal is central to Mr Mallaby’s account. It is also, along with the often amusing depictions of Mr Greenspan’s personal life, what makes it so much fun to read. In his autobiography, published in 2007, Mr Greenspan depicted his rise to power as a series of lucky coincidences. Mr Mallaby describes in detail how Greenspan climbed to the top, and it’s a much more interesting story. You may be familiar with two landmarks of Mr Greenspan’s early years: He was a professional jazz musician and a disciple of the extreme-libertarian novelist/philosopher Ayn Rand. Mr Greenspan’s stint as a clarinet and saxophone player in a second-tier swing band



started when he was 18; his Rand infatuation began in his late 20s. In between, he had excelled as an economics student at New York University, taken a job at the business group now known as the Conference Board and on the side started studying for a PhD in economics at Columbia University with the famous empiricist Arthur Burns. It was Mr Greenspan’s libertarianism that propelled him into politics, but his other attributes that made him successful at it. At Rand’s urging, he delivered a series of lectures in 1963 and 1964 on the “Economics of a Free Society,” inveighing against, among other things, “one of the historic disasters in American history, the creation of the Federal Reserve System.” A few years later, a Rand fan who had attended one of the lectures brought Mr Greenspan into Richard Nixon’s orbit. He signed on as a policy adviser to Nixon’s 1968 campaign, and learned quickly – when he drafted a position paper condemning farm subsidies – that a libertarian purist wouldn’t get far in a presidential campaign. So he adapted, and found other ways to make himself useful, such as putting the IBM 1130 computer at Townsend-Greenspan to work collating and



solved. Governments in India and abroad are battling with taxi operators and technology companies to formulate these rules. But why am I writing this now? The fact is Airbnb and Uber are part of the inevitable change in our future. The reason is that the modern world has formalised its economy to the point that it has become unviable. The brick-and-mortar world requires huge infrastructure, and this then requires regulations to ensure that all this operates within rules. The cost of regulations is also high and adds to the cost of running the economy. In my view, Uber and Airbnb are undercutting this world — by making best use of the individual’s assets. In both cases, they are optimising existing resources – the cars and houses people own – to make more money and share the profits. But most importantly, these businesses are working the informal space. They are doing this to reduce costs and to expand opportunity. This is where we need to think further of what our world is about. In countries like India, informal business is the existing order of the day. Everything— from collecting sewage from homes, recycling garbage to providing transport in our cities—is managed by millions of myriad informal businesses. But we do not consider it part of our future. Worse, it defies regulation as we know it today. So, it must go. But given that the formal economy comes with costs, we cannot replace this informal and thriving business. But to kill it we neglect it; make it illegal and all together despise it. But still it stays. We just can’t make it work. So, is it time we thought of a different business future? Let’s discuss this again. The writer is at the Centre for Science and Environment [email protected] Twitter: @sunitanar



evaluating poll results, Nate Silver-style. Mr Greenspan did not join the Nixon administration — he wasn’t going to be more than a deputy something or other, and that had little appeal. But he did stay involved, serving on the famous presidential commission that recommended the end of the military draft and a less-famous one that called vainly for deregulation of interest rates. He also played a role in the notorious effort to get Arthur Burns, whom Nixon had appointed as Federal Reserve chairman, to stop raising interest rates and bad-mouthing the economy in the run-up to the 1972 election. Nixon’s aides had been planting negative (and false) stories in the news media to pressure Burns, to no effect. So they asked the Fed chairman’s former student to talk some sense into him. Mr Greenspan insisted to Mr Mallaby that he refused, but Mr Mallaby offers ample evidence that Nixon and Co. believed that Mr Greenspan had not only talked to Burns but had also done a bang-up job of it. In any case, Burns soon started saying positive things about Nixon’s economic policies, the Fed stopped raising rates and the Great Inflation of the 1970s was unleashed.



This is probably the biggest scoop in the book (Mr Mallaby gives a research assistant, Jon Hill, most of the credit for it), but there are many other juicy stories about Mr Greenspan’s subsequent rise from chairman of the Council of Economic Advisers in the Gerald Ford administration to informal minister without portfolio in the early Ronald Reagan years to boss of the Fed. These stories generally don’t make Mr Greenspan look bad, just politically astute to a fault. With the election of Bill Clinton, who proved endearingly willing to let Mr Greenspan do his thing, the need for such manoeuvring waned. By the time George W Bush took office, Mr Greenspan’s reputation was such that he was pretty much untouchable. He had gained for himself and the Fed a remarkable amount of freedom. He just chose not to use it. © The New York Times News Service, 2016



THE MAN WHO KNEW The Life and Times of Alan Greenspan Sebastian Mallaby Penguin Press; 781 pages (illustrated); $40
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