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A spectacular failure in upkeep Anything would be an improvement over the government managing our heritage sites and monuments



OUT OF THE BLUE ANJULI BHARGAVA



T



o my delight, the Supreme Court delivered a tight and welldeserved slap on the face of the Archaeological Survey of India (ASI) last week. It asked the ASI to explain how algae and insects are all over the Taj Mahal and whether ASI was twiddling its thumbs while algae “flew” to cover the roof and other insects



crawled all over its façade. The yellowing of the monument, the perpetual threat of a stampede, the touts that infest the place like bacteria, the lack of decent toilets, the endless environmental threats to the monument, the fact that it has not been delisted as a World Heritage site is despite the ASI, not thanks to it. Anyone who has been around the country and seen any of the heritage sites can tell you that ASI has failed spectacularly to do its job. A few years ago, a Lok Sabha query revealed that the so-called expert, the ASI, even managed to “lose” monuments under its care — 24 sites were declared untraceable. The sites have either been dismantled or built over. The state that usually holds the honours for general lawlessness, garbage dumps, filth and disease outbreaks also holds the crown for “monumen-



tal” apathy: 11 sites in Uttar Pradesh have been found untraceable. You would think that with the sheer number of national monuments ASI’s budgets would be awfully stretched. But a former government secretary told me that the organisation returns funds some years after they fail to spend their budget as allocated by the culture ministry. They are not capable of spending it! The only monuments that remain worth visiting in the country are those where the private sector has stepped in. In this newspaper I have written about Laxmi Nivas Palace (Vadodara), Mehrangarh Fort (Jodhpur), Bhau Daji Lad (Mumbai) — all maintained and managed with the help of private families and individuals. A visit to all these remains a pleasurable experience. Since people like us hardly ever go to these public places, let me



explain what it feels like. Innumerable times I have felt ashamed of my country after having got into conversations with foreigners, often strangers. The more polite ask why, when we have so many people to do it, we are unable to look after our heritage better. The more outspoken — this includes Americans and Australians — mock us. I have heard them say loudly, “Oh, this sucks”, “these Indians are filthy people”, “what kind of country is this” as they try and enter a filthy toilet at some site. Barbed comments from people who don’t know the “h” of heritage have to be borne in silence. It’s easy for many to denounce any new attempt since they really speak putting on the blinkers. People like us don’t go and people like them don’t deserve any better. Yet we have a view on what needs or doesn’t need to be



done. So my appeal to all heritage and conservation lovers, columnists and experts opposing the adopt a monument scheme: please take a Bharat Darshan and then let’s talk. The scheme as it stands does not prevent communities, groups of individuals or even a single individual from coming forward to adopt a heritage, but I am puzzled by this mistrust of the corporates. On the one hand, we are excited by the wealth and all that corporate India brings to the table. Yet we question their motives each time they come forward to do something the rest of us are not offering to do. Like with everything else, the government can do it just as well if — and that’s a very big if — it puts its mind to it. The tribal museum in Bhopal is a happy testimony to this. The head of the museum whom I sought out to congratulate thought I was a trifle slow since I asked him so many times whether this was a government-run facility. The tribal museum is a gem and I urge readers to make a trip to Bhopal if only to see it.



> CHINESE



Poll results will pivot market sentiment Technically speaking, the Nifty has risen through April-May. The current target would be 10,900-10,950 but a BJP win in Karnataka could super charge the uptrend to test the all-time highs at 11,170



FRONT RUNNING DEVANGSHU DATTA



T



he short-term market sentiment could pivot one way or another, depending upon the results in the Karnataka Assembly election results today. If the BJP wins a clear majority that’s likely to super charge the bull run and it may push the markets to new alltime highs. A win by the Congress would probably trigger a correction, while a hung Assembly could mean a waiting period until clarity emerges. Karnataka aside, geopolitics could prove a dampener. Donald Trump deciding unilaterally to re-impose sanctions on Iran will lead to persistent upwards pressure on oil prices and it could hurt India, in particular. India is the second largest importer of Iranian oil (after China). It is also building Chabahar Port and hopes to create a road-rail network reaching from there into landlocked Central Asia. India would also like to be involved in developing Iran’s giant gas fields. All of that is now at risk. Apart from Iranian exposure, higher oil prices could push up the current account deficit, to 2.4 per cent of the GDP (assuming that the Indian crude basket averages out at $65/barrel), or



even higher, in 2018-19. The Indian crude basket cost around $75 through early May and the benchmark Brent rose to $78 after Trump’s decision was announced. Fears of a burgeoning CAD has already put pressure on the rupee, which has been sold down to below ~67.5. The other cloud on the macroeconomic front is higher inflation. The wholesale price index for April was running at a four-month high, with 3.18 per cent increase year-on-year (YoY). That was about 25 basis points above consensus estimates. The consumer price index was expected to print at 4.4 per cent YoY and it came in at 4.58 per cent, which was also a little above consensus. Given fears of inflation fuelled by higher energy prices, and stubbornly high core inflation (inflation minus food and fuel), the RBI’s next policy review in June could be hawkish. The minutes of the last meeting indicate that at least a couple of Monetary Policy Committee members are braced to hike rates. The purchase managers’ indices for April indicate that expansion continues across both manufacturing and services and the momentum may have picked up. The PMI for manufacturing was at 51.6 (April) over 51 (March). (Any number over 50 indicates expansion, monthon-month). It’s the ninth consecutive month of expansion in manufacturing. The services PMI was at 51.4 (April) compared to 50.4 (March) and that was backed by what’s been hailed as the fastest jobs growth rate in seven years. The composite PMI was at 51.9 (April), a material increase in momentum over 50.8 in March. The index of industrial production (IIP) for March is also available. The IIP showed expansion at 4.4 per cent YoY for



UPWARD CLIMB



Marketcontinues to trend up



Value Equations Previous (Apr 13, ’18) Current (Apr 27, 2018) Change % Nifty value 10,692.3 10,806.5 1.07 Index PE 26.54 26.82 1.06 Index dividend yield 1.20 1.19 -0.83 Index book value 3.67 3.71 1.09 USD INR (RBI ref rate) 66.66 67.33 -1.01 FII net equity buys/ sales (May 01-11) (~ bn) -55.52* -40.3 DII net equity buys/ sales (May 01-11) (~ bn) 86.64* 53.6 -------------------------------------------------------------------------------------------------------------------------------------------------------------



* = Apr 1-30 net equity buys/sales NB FIIs sold net debt of ~ 100.36 bn (Apr 1-27) & sold net debt of ~ 86.4 bn (May 1-11)



March 2018. This was a slowdown compared to 7 per cent growth in February. A Reuters survey had a consensus estimate for IIP growth of 5.9 per cent. Just 11 of the 23 industry groups showed positive growth in March. The highest negative contributor was jewellery, probably hit by the PNB fraud. The capital goods segment (a proxy for investment activity) also contracted 1.8 per cent. Through fiscal 2017-18, the IIP registered 4.3 per cent growth, a little lower



The defiant outsider



Fix responsibility



Mohamed thumbed his nose at purists who question his lineage by naming his party Parti Pribumi Bersatu Malaysia or Malaysian United Indigenous Party



SUNANDA K DATTA-RAY Mahathir Mohamed’s stunning return to the prime ministership of Malaysia at the age of 92 isn’t the only intriguing feature of his career. One mystery attracted attention 19 years ago when the autocratic strongman turned on his chosen successor Anwar Ibrahim, who is now in jail awaiting the royal pardon Mahathir has promised. Another surrounds his own birthday. But the sombre political sword hanging over the born-again regime is SinoMalaysian relations. As prime minister from 1981 to 2003, Mahathir notoriously championed far closer ties with China than even neighbouring Chinese-majority Singapore. Now, he threatens to “review” Chinese investments. The popular view is that Najib Razak, the prime minister he has so dramatically ousted, used Chinese funds to cover up a massive fraud at the Malaysia Development Berhad investment fund he set up, ostensibly to develop Kuala Lumpur into a global financial hub. Instead, the fund’s debt ballooned amidst allegations of huge fraud and misconduct. According to the US Department of Justice, $3.5 billion were misappropriated. “The Malaysian people were defrauded on an enormous scale,” says the Federal Bureau of Investigation. Najib, who was accused of pocketing $700 million dollars, strongly denied any wrongdoing, despite being all but



Name-dropping The Reserve Bank of India has directed Dena Bank to stop the issuance of fresh loans amid spiralling of bad loans. The central bank’s diktat has not just resulted in a crash in the state-owned lender’s stock price but has also set off a barrage of jokes on social media. “How ironic: A bank whose name is Dena cannot give loans to anyone,” tweeted a popular fund manager. “The bank is considering a name change to Nahi Dena Bank,” went another tweet. According to Dena Bank’s official website, it derives the name from the Devkaran Nanjee family, which founded it in 1938. The name Dena is an amalgamation of the first few letters of Devkaran and Nanjee.



Politics about markets While no one would deny the influence of political risk on stock market development, one is surely amazed by the growing penchant of market analysts to explain every market development in the context of political events. A technical analyst described the plunge of the small-cap stocks despite the Sensex climb as the reflection of the antiincumbency sentiment pervading Karnataka — the state Assembly poll results are expected today — while another ascribed the recent derivative market curbs introduced by the Securities and Exchange Board of India to the political fallout of demonetisation. “Politics has kept our markets on the edge over the last few months and investors are worried about the ramifications of an unexpected election verdict,” said a broker.



‘Dark’ signals



Widespread violence during the panchayat polls in West Bengal on Monday resulted in casualties, even as the voter turnout was a high 73 per cent. Rivals Trinamool Congress and Communist Party of India (Marxist) blamed each other for the violence. CPI (M) chief Sitaram Yechury (pictured) said the “corrupt” Trinamool Congress had allowed “communalism to grow” in Bengal and was now “murdering democracy”, with no opposition candidates contesting in 34 per cent of the constituencies. Trinamool Congress Rajya Sabha member Derek O’Brien said the CPI (M) and the Bharatiya Janata Party (BJP) were hand in glove, and that CPI (M) governments in Bengal have had a history of poll-related violence. As Yechury addressed a press conference on the issue at 3.30pm at the CPI (M) headquarters, there was a power cut. Never at a loss for a repartee, Yechury said the signs were those of dark and “ominous” days ahead in Bengal.



> LETTERS



INSIGHT



named in the US suit. The money trail even touched the Hollywood star, Leonardo DiCaprio, who says he was unaware of the nature of the funding and returned all questionable gifts. However, despite street protests and international investigations, the Malaysian authorities cleared Najib. The uproar seemed to die down. Corruption wasn’t just a problem during Najib’s time. It was also part of a matrix of mysteries when Mahathir was prime minister. Although Mahathir’s birth certificate shows he was born on 20 December, the actual date was 10 July according to his biographer, the Australian editor and author, Barry Wain, whose Malaysian Maverick was a best-seller. Wain, who died in 2013, says 20 December was just an “arbitrary” date. No one doubted Wain who had interviewed Mahathir three times for the book when he was writer-in-residence at Singapore’s Institute of Southeast Asian Studies. The mystery surrounding Mahathir’s ethnicity mattered far more in a society that makes a fetish of race, and treats bumiputra — son of the soil — as a privileged identity. The gossip not just in Kuala Lumpur but also in ulu (provincial) bazaars in the late 1990s was that no true-born Malay would make a public issue of an intensely private matter like sodomy, the crime of which Anwar was convicted. The hint that Mahathir was not Malay recalled the persistent rumour that the students’ register of the old National University of Malaya in Singapore, where he studied medicine when Singapore was part of British Malaya, listed him as Indian. The page was said to have been torn out when he became prime minister. The truth is that Mahathir’s grandfather, Iskandar, was a Malayali from Kerala who taught English in the Kedah



than 4.6 per cent in 2016-17. Despite these data, the RBI Governor, Urjit Patel, told the IMF that investment activity is picking up and should be sustained. The IMF projected that GDP would grow at 7.4 per cent in 2018-19, while the Asian Development Bank and the World Bank projected the Indian economy would grow at 7.3 per cent. In 2017-18, growth was around 6.6 per cent. Corporate results have, so far, been broadly along expected lines. There’s



high single-digit profit growth in most sectors with about 300-odd companies having reported in. Interestingly, private banks such as ICICI Bank and Axis Bank have been bid up by investors, despite delivering horrible results. Apparently market watchers believe that the process of NPA recognition has been accelerated. The major public sector banks have not yet reported in. There have been multiple mergers in the recent past. The Fortis Healthcare deal is close to being consummated with the Munjal-Burman combine ready to put ~18 billion of equity into the healthcare business. The unlisted Flipkart has made more waves of course, with a mega $16-billion deal on the table. Most of that money will be paid by Walmart to overseas investors who are cashing out. Flipkart also has vast losses and it will interesting to see how Walmart tackles the management of its new acquisition. This will also be a test case for the tax authorities, and it could shake up both brick-and-mortar retail as well as ecommerce. In the new fiscal, domestic institutional investors (DIIs) remained strongly net-positive on equity in April and May. Foreign portfolio investors (FPIs) have been net sellers of equity and more importantly, massive net sellers of debt. Mutual fund inflows in April remained strongly positive. That, along with rising indices, indicates that retail investors who also directly dealt in equity remain positive as well. Technically speaking, the Nifty has risen through April-May. The current target would be 10,900-10,950 but as mentioned above, a win for the BJP in Karnataka could super charge the uptrend to test the all-time highs at 11,170.



WHISPERS



palace and married a girl from Johor. Their son, Mohamad bin Iskander, became a school headmaster in Alor Setar. His wife (Mahathir’s mother) came of a long line of Kedah royal courtiers. That didn’t stop the whispers. It was remarked that Iskandar, South Asia’s variant of Alexander, was not a Malay name. Moreover, unlike Malaysia’s first prime minister, Tunku Abdul Rahman, whose father was Sultan of Kedah, Mahathir was not of aristocratic birth. His immigrant family didn’t even have religious connections. He was an outsider. An outsider he remains though his Pakatan Harapan (Alliance of Hope) has overturned 61 years of Barisan Nasional rule. Mahathir’s future relations with Anwar whom he described as morally unfit to lead the country until his defection to the opposition is another question mark. Since he commands only 13 parliamentary seats against 47 held by Anwar’s People’s Justice Party (Parti Keadilan Rakyat), Mahathir can’t afford to be choosy. He knows the people are waiting. Malaysia’s public debt (54 per cent of GDP) is one of Southeast Asia’s highest. The research firm Capital Economics believes his victory “puts into question the future of a number of planned Chinese-backed investment projects”. It predicts a sharp slowdown in investment growth. Mahathir isn’t fazed. “I don’t care much whether people remember me or not,” he once told an interviewer. “If people remember, well and good. If they don’t remember, it’s all right, I’m dead anyway.” Not just an outsider but defiant to the last, he thumbed his nose at all those Malay purists who question his lineage by naming his party Parti Pribumi Bersatu Malaysia or Malaysian United Indigenous Party.



With reference to the front page report, “More PSBs may be told to stop fresh lending” (May 14), by Abhijit Lele, selectively directing weak public sector banks (PSBs) to stop fresh lending may be a good idea, but this cannot, most certainly, be the way out for the larger problem of non-performing assets affecting almost all big PSBs, indeed all banks. We can’t throw the baby out with the bathwater. What we need to do is to fix responsibility for any laxity and undue favours in the process of sanctioning such loans — essentially looking for possible frauds. Public perception about most loans doled out by PSBs being based not on merits of the case but on how well one knows the officers there — from the manager concerned to the chairman depending on the amount involved — and, more importantly, what one’s “arrangement” with him/her is, may not be wrong. So, we have to look for the culprits, dismiss, disgrace and penalise them so that everyone else gets the message loud and clear. Why can’t the government become more business-like in assessing and evaluating bank managers, rather than continuing with the outdated paradigm of a “queue” system for their promotions and postings? And an alert income tax department can surely pinpoint those making gains through unethical means. It is easier said than done, but I am also sure that with sincerity of purpose, it is doable. Krishan Kalra Gurugram



simple majority and form the government headed by B S Yeddyurappa; and Janata Dal (Secular) will play the kingmaker extending support to either the Congress or the BJP in the event of a hung Assembly. The party which crosses the halfway mark is sure to regard the achievement as a popular endorsement of its policies and programmes and as a morale booster in the run-up to the 2019 general election. In a hung Assembly scenario, the JD(S) will hold the key to government formation. It is not yet clear whether the unconcealed anti-BJP stance of pre-poll allies Mayawati’s Bahujan Samaj Party and Asaduddin Owaisi’s All India Majlis-e-Ittehadul Muslimeen and H D Deve Gowda’s threat to “disown” his son Kumaraswamy, in case he opts to join hands with the BJP, will stop the party with a secular tag from supporting the saffron outfit. The Congress keeps all options open in case it falls short of numbers on its own. Siddaramaiah’s announcement that he is fine with a Dalit CM has to be read in this context. A Congress victory would demonstrate



Karnataka poll prospects



> HAMBONE



The election result in Karnataka assumes added political significance for the explicit reason that it will be construed as a gauge of the national mood and as a pointer to the 2019 general election. The three possibilities the declaration of election results can throw up are: the Congress will cross the halfway mark and form the government headed by Siddaramaiah (pictured); the Bharatiya Janata Party (BJP) will get a



that Siddaramaiah’s “social coalition” comprising Dalits, tribals, backwards and religious minorities and his social welfare schemes worked to its favour. It would further signal that people have begun to reject the appeal made on the basis of religion and vote on bread-and-butter issues. A victory for the saffron party, despite skewed nationalism and with the Reddy brothers representing corruption in tow, would establish that Modi’s blitzkrieg and visits to temples in Nepal on the polling day paid off. A loss for the BJP or even a split verdict would indicate Modi’s dwindling popularity. G David Milton Maruthancode



Compensatory cess This is with reference to “Credit-deposit ratio dropped in 17 states during 201417” (May 14). To remove this anomaly, states should impose compensatory cess or tax on banks for the difference amount between national average and state average of the CD ratio. This will have three benefits. Banks will start extending more loans to such states. Poor states will get more revenue through cess for infrastructure development. And like retail loans, these loans, not given to business sharks, will have less wilful defaulters. Sudhir Kumar Sinha Ahmedabad 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 BY MIKE FLANAGAN
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ILLUSTRATION BY BINAY SINHA



Beware a lending freeze PSBs need a structural change in loan-giving



T



he Reserve Bank of India (RBI) is reportedly planning to ask several public sector banks (PSBs) under the prompt corrective action (PCA) framework to restrict their exposure to fresh credit and freeze staff recruitment. This instruction has already been issued to Dena Bank and Allahabad Bank; it may be extended to several others whose results for the January to March quarter have shown little improvement in terms of the level of non-performing assets (NPAs) or returns. While the NPA ratio of Dena Bank is 19.56 per cent, those of others range from over 15 per cent to 24 per cent. Quite a few others, which are not in the PCA framework as yet, are not far behind. The problem of NPAs thus cannot be seen as being restricted to only a subset of small PSBs. Clearly, the banking regulator is unwilling to continue to be patient, or to either weaken the process under the new insolvency and bankruptcy code to the advantage of troubled banks or to wait for the process of bankruptcy and asset recovery to completely wind its way through the system. Initial optimism about the speed of the asset recovery programme under the new code now seems unwarranted. It has to be recognised that a bank that can no longer extend credit is essentially one that is not operational. These are banks, therefore, that are in effect being told to suspend operations — to shut down. Yet, of course, these are also banks with a large base of retail account-holders whose interests must be protected and employees who are politically influential. What amounts to a shrinking of the public banking sector may well be overdue, but will require careful management. But aside from these issues there is the larger question of the macroeconomic impact of banks becoming unviable. For better or worse, as of now lending to medium-sized business has been the province of PSBs. If many of them are no longer able to do that, who will fund an investment and growth revival? An overall re-examination of the movement of credit in India is required. If bad PSBs are starved, and middling PSBs turned into narrow banks that do minimal lending — which is the only real alternative to privatisation — then non-bank financial corporations will have to pick up the slack in terms of corporate lending. Thus the government and the RBI’s approach to cleaning up NPAs, while continuing to be stringent, must take into account the need to reform the credit system overall, and preserve the ability to take the risky decisions required for lending to the private sector. The government, however, should tread cautiously on moving against bank officials on grounds of mere suspicion as it is likely to have a debilitating impact on the decision-making process in Indian banks. The decision of the Central Bureau of Investigation (CBI) to file a chargesheet in the Nirav Modi case that names top bank officials does not inspire confidence because of the investigative agency’s poor track record. If public and private sector bank officers anticipate criminal investigation by the CBI for conducting routine business, they are unlikely to take any decision. An economy-wide freeze in lending because of a fear factor is not in anyone’s interest.



Fortis stumbles, again Corporate governance concerns in recent board decision



I



ndian health care major Fortis, which has lost 7 per cent in value on the markets this year so far, has continued to stumble with its rehabilitation plan. The company was thrown into turmoil by allegations against the promoters, who had to step down in February. The latest wound is also self-inflicted. Fortis’ board has chosen one of the four possible options. The deal will, of course, have to be accepted by shareholders. Yet the decision itself has raised knotty questions about the quality of corporate governance on offer at Fortis. It has been reported that three independent directors in the eight-member Fortis board would have chosen another offer. Attention has focused particularly on the rejection of the offer by Malaysian health care giant IHH, the largest private Asian health care provider. That bid, according to several reports, foundered on the demand for a seven-day due diligence period, which would appear to be a reasonable request in the circumstances. There is no doubt that poor governance practice was followed by the Fortis board in its approach to this deal. For one, independent examination of the company should have been prioritised. If indeed the various outside evaluations of the deals on offer preferred alternatives to the one selected, then there is some explanation due to the shareholders of the company. The board’s claim that it chose this particular offer on the basis of the “deal certainty” criterion is not persuasive, since this can also be read as an unwillingness to undergo due diligence, which creates uncertainty in the other possible purchase plans. Although the stake sale is below the 26 per cent cap that triggers an automatic open offer, it is clear that shareholders would be well served by an open offer made to compete with the board’s chosen purchase plan. This is not a harbinger for Fortis’ return to stability. The concerns being aired by minority shareholders, including well-known global funds, about the independence of Fortis’ board and its responsibility to shareholders are reasonable in this context. Once again, choices made by boards of major Indian companies are being seen as insufficiently concerned about the rights of minority shareholders. Recent attempts made by the security market regulator to strengthen the power and competence of independent directors will come to naught if they are merely turned into permanent minorities on boards. Certainly, boards should be induced to prioritise greater transparency and information-sharing, especially at moments of transition such as the one Fortis is currently undergoing. Independent evaluation and due diligence should not be seen as a negative, since they are in shareholders’ interest. In this specific case, Fortis needs to sort out the ownership question as soon as possible, and install a properly representative board. Some of the prominent investors have already questioned the legitimacy of the existing board because all its current members have had previously tenured relationships either with the promoters, or with companies of the group. In the December quarter of 2017-18, Fortis reported a net loss of ~191 million, compared with a profit of ~4.53 billion in the same period of the previous financial year. It is clear that the confusion at its corporate level has hit its operations and profitability even as the potential of the Indian health care market remains under-exploited.



Corporate debt markets: The Achilles heel



US bond markets will be the canary in the coal mine in this cycle; if they falter, no one will be spared



A



s mentioned previously, this business cycle in the US is very long in the tooth. We are now in the second-longest economic expansion ever, and by March next year it will become the longest. Given the duration of the current expansion, many naturally worry about the next recession. When will it arrive? How severe? Which markets will get dislocated? There is a strong feeling among many professional investors that the weak link this time will be the corporate bond market, specifically the high yield bond market. A recession will weaken corporate credit quality, and lead to losses and defaults — both of which are at cycle lows. Over the coming five years more than $4 trillion worth of corporate bonds will need to be refinanced. Is there demand for this much paper, if yields have nor- AKASH PRAKASH malised? At what interest rate can these bonds be refinanced? Can the balance sheets of many of the junk bond issuers support much higher debt servicing costs? These issues should give all investors cause to pause. There have been two significant changes in this market over the last decade since the financial crisis. First of all, the market is far larger than in 2008 in absolute terms. In 2008, the US had about $2.8 trillion worth of corporate bonds outstanding. This number today is north of $5.3 trillion. A decade of extremely low if not zero interest rates, a relentless search for yield on the part of investors, and a willingness to support covenant lite bonds has democratised access to the bond markets for all types of



Banking’s toxic culture P



unjab National Bank, Axis Bank, ICICI Bank — India’s troubled banking sector has had more than its fair share of high-profile mishaps in recent months. Let nobody think that it is unique in being plagued by mismanagement or poor governance. In banking, scams have become the name of the game worldwide — and the villains are overwhelmingly private banks. In distant Australia, the chairman and CEO of AMP, a finance company, have resigned following damaging revelations about practices at the bank. Half the board is getting emptied. AMP has been accused of charging customers to whom it provided no services, misleading the corporate regulator and trying to interfere with an independent report prepared by a law firm. Australia’s banking regulator has accused three leading banks of rigging the country’s primary interest rate benchmark. The country’s largest bank, CBA, is being sued for allowing criminals and drug dealers to launder mil- TT RAM MOHAN lions of dollars. Yet another firm, Macquarie, has been accused of misusing client money over nearly a decade. Australia’s banking system was considered better run than most: It had weathered the financial crisis of 2007 very well. The news from Australia has reinforced the perception that, without exception, the culture in the financial services sector is seriously flawed — some have called it “toxic”. In the US, Wells Fargo, once an iconic name in banking, has been hit a fine with $1 billion for abuses in its mortgages and auto loan businesses. It has also been fined $500 million for inadequate risk management practices. These actions come two



BOOK REVIEW GEETANJALI KRISHNA It is estimated that half of all human deaths since the Stone Age have been due to malaria. As this reviewer reads Sonia Shah’s The Fever: How Malaria Has Ruled Mankind for 500,000 Years, with an electric mosquito swatter in hand, it seems incredible that a disease man found a cure to 400 years ago, learnt to prevent in early 1900s and developed prophylactics for almost 50 years ago, continues to cut swathes through populations across the world today. Is the species Anopheles a super vector, and the protozoa that causes it, Plasmodium, a super bug? Ms Shah, an award-winning investigative journalist,



years after Wells Fargo was rocked by allegations about opening unauthorised deposit and credit card accounts on behalf of its customers. For these lapses, it was fined $185 million and there was a series of departures at the top. The reputation of the bank, once seen as a role model and inspiration by our own private banks, is in tatters. In the UK, the CEO of Barclays has been fined £640,000 for trying to uncover the identity of a whistle-blower employee in 2016. The board has issued a reprimand and cut the CEO’s bonus for 2016 by £500,000. The whistleblower had written anonymously to the board raising questions about a top level recruit. His lordship, the CEO, was displeased and asked his security team to find out who the whistle-blower was. The CEO shouldn’t be keeping job. Instead, he gets away with a rap on the knuckles. Last March, Barclays had agreed to pay $ 2 billion to settle allegations by the US Department of Justice that it had mis-sold residential mortgages in the run-up to the financial crisis. Since the crisis, it has since seen more than one CEO come and go in a frantic effort to change its culture. Clearly, little has changed. Such episodes in banking have ceased to shock. The financial crisis of 2007 showed up recklessness on the part of bankers and comatose boards of directors. Did the revelations put an end to bad behaviour? Not by a long chalk. There has been a string of scandals thereafter: Libor-rigging, exchange rate rigging, mis-selling of financial products, violation of sanctions, money laundering and the like. Bankers pay a small price for their misdeeds, no



FINGER ON THE PULSE



The ascent of malaria answers those questions and more, delivering a timely, inquisitive chronicle of the illness and its influence on human history. Central to her narrative is the parallel evolution of men and mosquitoes; that human development has influenced, and indeed, been influenced by, the spread of malaria. With the easy writing style of the seasoned journalist, Ms Shah examines the invisible link between malaria, poverty and the politics of development. Over centuries, malaria-prone regions and populations have been stigmatised as being somewhat inferior; she, in fact, links the disease to the growth of racism in America. People of African descent sold as slaves in America, were genetically resistant to Plasmodium falciparum, the microbe that causes some of the deadliest forms of malaria. When this disease began to affect European slave owners but not the slaves, fears of a slave rebellion caused white planters of divergent class and ethnic backgrounds to



issuers. Corporate bonds, as a percentage of GDP, are over 40 per cent — an all time high. What has changed is that due to the Dodd-Frank legislation in the US and the Volcker rule, investment banks have far less ability or interest in being market makers and maintaining an inventory of these bonds. Work done by various experts in the field indicate that in 2008, when the quantum of corporate bonds outstanding was $2.8 trillion, the banks had nearly $260 billion worth of inventory (almost 10 per cent). This inventory allowed them to make markets and provide a bid for large size. Fast forward to today, and against a stock of $5.3 trillion, the inventory with the banks is only about $40 billion (less than one per cent). This is a significant change that has not troubled the markets till date as we have seen benign market conditions over the last 10 years. The bond bull market has continued. To compensate for the absence of the banks, we have also seen hedge funds, private equity and other non-banks step up and become active players in these markets, providing liquidity and putting money to work. The worry about these new players, mentioned above, is that their commitment to make a market has not been tested. In tough, choppy market conditions, will they still provide a bid? They are not compelled to, and faced with possible losses they may choose to withdraw from these markets at any time. This is not a core activity for these players. The second big change is the extent to which retail investors have entered the corporate bond markets and are active participants. Back in 2008, the corporate



unify against the feared black majority. Later in the book, Ms Shah points out that even after the discovery that mosquitoes were vectors of malaria, mosquito eradication programmes were selectively carried out. In Britain’s West African colonies, for example, the antimalarial programme included sequestering the Europeans as far as possible from mosquito-ridden lowlands, as well as the malaria-afflicted natives. Fever also makes the compelling case that the epidemiology of malaria has historically been rooted in environmental change. When oak forests were cut to accommodate the growing Roman republic, the denuded land became marshy, a perfect habitat for a migrant North African mosquito species to which locals were not adapted. The resulting waves of malaria contributed to Rome’s decline. Mosquitoes also proved to be free Scotland’s undoing. When the Scots embarked on an expensive colonising expedition to Panama, they sent fine



ships filled with provisions and (what they thought) their most desirable produce to trade (wigs, muslin, tobacco pipes and pewter buttons to name some). However, thanks to recurring epidemics of malaria, all that soon remained of the Scots in Panama was a colony of gravestones. Scotland was bankrupted by this debacle and England offered to bail the nation out on the condition that it became a part of a new Great Britain. And the rest, as they say, is history. The first real onslaught against malaria came about when malariologists begun studying the etiology of the disease. The author entertainingly describes scientist Ronald Ross’ failure to grow mosquitoes under laboratory conditions. However, after Ross’ important discovery that malaria was spread by mosquitoes, societies and governments across the world failed to curb mosquito populations. This, too, like the deadly fever’s inexorable march across the planet, was mired in politics and commerce. Ms Shah’s lucidly conversational writing style brings many more such stories about science, history, and culture to life. She even manages to make the etiology of



bond market was still largely confined to institutional participants. However, in the past 10 years as we have seen this search for yield play out, retail investors have entered the corporate debt space through investments into specialised exchange-traded funds(ETFs) and also bond mutual funds. A decade ago, the quantum of money in corporate bond ETFs was only $15-20 billion; this number has now skyrocketed to almost $300 billion. By their very nature, an ETF is meant to provide daily liquidity. Retail investors are implicitly assuming that these ETFs will be liquid, with daily liquidity. These investors, by their very nature will invariably demand immediate liquidity at the bottom or when market conditions get stressed. Therefore, this is a very different corporate bond market than 10 years ago. The market has more than doubled in size, with much greater exposure to junk issuances, dedicated market making capacity has declined by more than 80 per cent among the investment banks and for the first time we have significant retail exposure to the asset class. Retail investors — who will demand immediate liquidity at the first sign of trouble or losses. Retail investors — who have not seen a cycle in this asset class. This is a potentially toxic cocktail. If we get one large default, or just simple risk aversion, who will buy these bonds? At what price will the market clear? What will be the unintended consequences of large retail losses in bond ETFs? The underpinnings of the US corporate bond market look shaky. This can continue for some time, and nothing may unravel in the short term. However things can fall apart very quickly and quite unexpectedly. A surge in inflation, a big corporate bankruptcy, failed M&A deal, spike in oil prices, anything can easily disrupt this fragile equilibrium. The subprime crisis created such damage because markets locked up. Unable to sell their subprime and structured asset holdings investors were forced to sell any asset for which there was a bid. Given the lack of liquidity, prices were driven down to absurd levels as leveraged funds had no holding power. They had to take any bid on offer at whatever price. The huge losses realised drove further liquidation and deleveraging across other asset classes as well and the whole thing just spiralled out of control. This dire scenario will hopefully not come to pass in the corporate bond markets. Yet these markets are large enough to stress the entire system. The potential lack of liquidity is frightening, as is the naivety of ETF investors who expect daily liquidity irrespective of the underlying liquidity of the asset they are exposed to. We have yet to see this liquidity mismatch tested. It is not clear how these markets will clear given the potential demand-supply imbalance. No market making capacity but huge potential demand for liquidity among retail. Watch corporate bond markets in the US, they will be the canary in the coal mine in this cycle. If US markets get in trouble, given the global linkages in the debt markets, no one will be spared. The writer is with Amansa Capital



matter how large the cost to their banks or to the economy at large. At most, they lose their jobs after having made enough to take care of the next generation or two. They seldom go to jail. Fines are overwhelmingly borne by shareholders. Violation of laws and regulations and cheating of customers is so rampant that it’s worth asking how many private banks have a culture that is not toxic. How do we address the problem? First, reduce the incentives for taking risk by sharply increasing the requirement of capital. Do away with risk-weighted capital requirements. Have a simple leverage requirement (the ratio of equity capital to total assets) of, say, 10, which could go up to 20 over time. The lower the level of debt, the lesser the incentives boost return on equity through malfeasance. Secondly, specify the responsibilities of top management explicitly and at length so that they are legally culpable for violations or lapses. Thirdly, check whether incentives are leading to wrong behaviour. It may make sense to replace sales incentives for frontline staff with incentives for customer service as a whole, as some banks have done. Fourthly, overhaul the composition of the board by getting independent directors nominated by diverse stakeholders — institutional investors, minority shareholders, employees. Lastly — and this is bound to raise hackles — make sure there is a significant public sector presence in banking. We know the shortcomings in the public sector: Absence of performance incentives, political and bureaucratic interference, lack of management accountability. But we must also recognise the positives. Weak performance incentives for management also mean weak incentives to rip off customers, take excessive risk, fudge accounts. It’s a different culture with its own pluses and minuses. When customers have a choice between competing cultures, it may serve to put a lid on toxicity in banking. The writer is a professor at IIM Ahmedabad [email protected]



malaria sound like a gripping bestseller. For instance, she describes the complications in the journey of unicellular Plasmodium as it finds the exact species of vector mosquito, which then has to find a human to have its last blood meal before it lays its eggs, as being sort of like robbing a bank while stealing a car. Plasmodium comes across as the classic James Bond-type of villain — it creates armies of progeny, reproduces both sexually and asexually for greater impact and seems practically indestructible. While the author adeptly manages to link human history with the spread of malaria across the globe, readers, however, will be left wanting to know more about more contemporary linkages between environmental change, the politics of development and the epidemiology of Malaria. Ms Shah writes that the creation of slums and poor development strategies for rapidly urbanising populations have been responsible for the growing population of mosquitoes. However, she fails to draw specific parallels between contemporary events and the spread/resurgence of malaria, as she has so beautifully done with historical events.



Ms Shah prophesises that the global construction boom predicted between 2018 and 2024 and climate change are likely to cause vector populations to skyrocket. And current malaria research is, in her opinion, far from ready for the challenge. Much of this research is being conducted oceans away from places where wild malaria actually exists; by scientists who work in rarified laboratories instead of in the field. Most of the big funders of malarial research are looking for that elusive miracle cure. However, given the plethora of mosquito species, malarial strains and genetic mutations across the world, there can be no one-size-fitsall solution for malaria. It’s an itchy thought, and quite like malaria, The Fever continues to linger with the reader long after it has been put down.
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