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EDITORIAL

I
t is in no small part due to Prime Minister Narendra

Modi and Bharatiya Janata Party president Amit

Shah that Gujarat wields a disproportionately high

in�uence on national politics. The so-called Gujarat

model of development was an important part of the

BJP’s campaign in the 2014 Lok Sabha election. To say

that the Gujarat Assembly election of 2012 had a huge

bearing on the parliamentary election that followed in

less than two years will be no exaggeration. For the

same reasons, Gujarat 2017 carries an additional layer

of importance: whether for the Congress or the BJP, a

win or a loss will cast a much longer shadow until the

summer of 2019. The two-phase polls on December 9

and 14 will thus be keenly fought, with the BJP seeking a

sixth straight win, and the Congress trying for a break-

through against all odds. The timing of the announce-

ment of the election schedule itself became a contro-

versy, as Chief Election Commissioner A.K. Joti faced

criticism for delaying it till after Mr. Modi had made two

more visits to Gujarat to inaugurate projects and an-

nounce new schemes. The argument that �ood relief

work in the State would have been a�ected if the sched-

ule had been announced along with that of the election

in Himachal Pradesh, which is ruled by the Congress,

was not very convincing. One, relief work had been

mostly completed, and two, the Model Code of Conduct

would not have stood in the way of such works.

However, when the votes are counted, what would

have mattered is not the two-week delay in the an-

nouncement, but the BJP’s performance over the last

�ve years. Also the Congress’s ability to o�er a viable al-

ternative. On the debit side of the political ledger for the

BJP, Mr. Modi is not the chief ministerial candidate in

Gujarat and may not be able to cash in on his charisma

the way he did in previous elections. The three years

since Mr. Modi moved to the Centre have not been the

best for Gujarat in terms of governance. The BJP had to

replace Anandiben Patel, who succeeded Mr. Modi as

Chief Minister, with Vijay Rupani in order to infuse

more life into the administration. But the Congress does

not seem to be well-placed to press the advantage. It is

reduced to seeking the support of leaders of caste

groups to make a dent in the BJP’s vote bank. The woo-

ing of the Patidar leader Hardik Patel and Dalit leader

Jignesh Mevani, and the induction of Alpesh Thakor, a

leader of a backward classes grouping, into the Con-

gress might have brought an accretion to its vote bank,

but the party will not get far by arti�cially yoking to-

gether leaders with support bases locked in social con-

�ict. These youthful leaders in the company of Con-

gress vice-president Rahul Gandhi will need much

more in common than a desire to vote the BJP out.

Without presenting a cohesive programme, this nas-

cent, loose alliance will have no game-changing impact.

The Gujarat stakes
Congress needs a cohesive agenda if it wants

to push back the BJP in PM Modi’s home State 

E
lecting businessmen who claim to o�er some-

thing better than the established order is not just

an American temptation, as the results of last

week’s parliamentary election in the Czech Republic

show. Billionaire Andrej Babiš’s party ANO (Action for

Dissatis�ed Citizens, but ano is also Czech for “yes”)

won 30% of the vote, making the second richest man in

the Czech Republic its most likely future Prime Minis-

ter. Mr. Babiš’s business ventures include food, chemic-

als, two of the country’s leading newspapers, radio sta-

tions and a news portal. While ANO is part of the

outgoing coalition, he established a political foothold

on an anti-establishment and anti-corruption platform,

promising to cut through cronyism and to run the state

more like a business. Ironically, Mr. Babiš himself is em-

broiled in controversies. He is currently being investig-

ated by the European Union for his alleged misuse of EU

subsidies in �nancing a construction project. How Mr.

Babiš, who during the 1980s used to work for a state

trading company in what is now Slovakia, established

himself so powerfully in the business world following

the formation of the Czech Republic in 1993 is unclear.

Slovakia’s top constitutional court has recently over-

turned a decision by lower courts to exonerate him of

ties with the StB, the former communist regime’s secret

police. This is likely to complicate an already complex

situation following last week’s vote, which saw main-

stream parties taking a beating. Given the fractured

mandate, ANO will need at least two other parties to

form a viable coalition.

The Social Democrats, who have led the incumbent

government in a coalition with ANO and the Christian

Democrats, got just 7.3% of the vote, down from 20.5%

in 2013. The election has also seen the growth of the far-

right Freedom and Direct Democracy Party (SPD),

which won about 11% of the vote. The party, run by

Tokyo-born Tomio Okamura, wants to take the Czech

Republic out of the EU, bring immigration down to zero

and ban propagation of Islam. Despite the fact that the

Czech economy is doing reasonably well and there is

low unemployment, candidates have played on fears

around immigration. Mr. Babiš himself used this to his

advantage during the campaign. Mr. Babiš has indic-

ated he is pro-EU and pro-NATO but is against the bloc’s

migration policies, has ruled out joining the euro and

seems to view the EU mostly through the prism of trade.

The relationship with Brussels is tense, with the EU

already having started infringement proceedings

against the country for not accepting its share of mi-

grants to the EU under a 2015 deal. Meanwhile, the fact

that Mr. Babiš has transferred his business to a trust

does little to assuage concerns over the power he would

wield. Those within the republic as well as in the neigh-

bourhood have legitimate cause for concern. 

Czech churn
A billionaire businessman could unsettle 

the establishment in Prague 

W
ith India’s economic
growth faltering in the last
couple of years, the gov-

ernment has been casting about
for ways to galvanise the economy.
Last November, it tried demonet-
isation. It was a bold move but its
economic bene�ts will be long in
coming while the short-term dis-
ruption has been very real and de-
moralising. This year, it pushed
through the goods and services tax
(GST). Again, this is hugely positive
over the medium term, but is pain-
ful in the short run. 

Cheering the markets
The government seems to have
realised that a simpler, more e�ect-
ive remedy is at hand: recapital-
ising public sector banks (PSBs)
and enhancing the �ow of credit.
The proposal to recapitalise PSBs
to the extent of ₹2.11 trillion (₹2.11
lakh crore) is a winner by any reck-
oning. It is, perhaps, the most ef-
fective way to provide a much-
needed �scal stimulus to the eco-
nomy and revive growth. Small
wonder that the markets have
given the move a rapturous wel-
come. 

To understand the signi�cance
of bank recapitalisation, we need a
little primer on bank capital. Regu-
lation requires that banks hold as-
sets only in proportion to the cap-
ital they have. ‘Capital’ is a
combination of equity, equity-like
instruments and bonds. For a given
balance sheet, there is a certain
minimum of capital that banks
must hold. This is called ‘capital
adequacy’. The higher the capital
is above the regulatory minimum,
the greater the freedom banks
have to make loans. The closer
bank capital is to the minimum, the
less inclined banks are to lend. If
capital falls below the regulatory
minimum, banks cannot lend or
face restrictions on lending.

When loans go bad and turn into
non-performing assets (NPAs),
banks have to make provisions for
potential losses. This tends to
erode bank capital and put the
brakes on loan growth. That is pre-
cisely the situation PSBs have been
facing since 2012-13. 

‘Stressed advances’ (which rep-
resent non-performing loans as
well as restructured loans) have
risen from a little over 10% in 2012-
13 to 15% in 2016-17. This has caused
capital adequacy at PSBs to fall. Av-
erage capital at PSBs has fallen
from over 13% in 2011-12 to 12.2% in
2016-17. The minimum capital re-
quired is 10.5%. An estimated 10
out of 20 PSBs have capital of just
one percentage point above the
minimum or less. Inadequate cap-
ital at PSBs has taken its toll on the
�ow of credit. Growth in credit has
fallen below double digits over the
last three years. Between 2009-10
and 2014-15, annual credit growth
was in the range of 15-20%. In the
‘India Shining’ period of 2004-09,
credit growth had been over 20%. 

Some observers ascribe the de-
celeration in credit growth to poor
demand. They say that corporates
have excessive debt and are in no
position to �nance any investment.
This may be true of large corpor-
ates. However, it is not true of en-
terprises in general. One study,
which covered over 4,000 com-
panies, showed that the debt to
equity ratio fell below 0.8 (which is
a low level of debt) in 2008-09 and
remained low until 2012-13. ( J. Den-
nis Rajakumar, ‘Are corporates
overleveraged?’, Economic and
Political Weekly, October 31, 2015). 

Moreover, demand for invest-

ment �nance may have deceler-
ated but demand for working cap-
ital remains strong. If anything, the
introduction of GST has increased
small business demand for work-
ing capital. Low growth in credit is
con�ned to PSBs. Private banks
have seen loan growth of 15% this
year. 

Evident since 2014
The government has realised that
there is a problem with the supply
of credit. It has to do with PSBs’ in-
ability to lend for want of adequate
capital. The National Democratic
Alliance (NDA) government should
have recognised the problem when
it assumed o�ce in May 2014. At
the time, stressed advances were
already 10% of the total. The NDA
government should have moved
swiftly to recapitalise PSBs. 

Instead, it chose to sweep the
problem under the carpet. Market
estimates had placed the require-
ment of government capital at a
minimum of ₹2 lakh crore over a
four-year period. In 2015, under
the Indradhanush Plan, the gov-
ernment chose to commit a mere
₹70,000 crore over the period. 

The dominant view in govern-
ment at the time seemed to be that
PSBs had messed up in a big way, so
putting more capital into them was
simply ‘money down the drain’.
Their role needed to be shrunk
through consolidation or by selling
strategic stakes to private in-
vestors. 

This is a mistaken view. The bad
loan problem at PSBs is not entirely
the result of mismanagement.
There have certainly been cases of
malfeasance and poor appraisal of

credit. However, as the Economic
Survey of 2016-17 made clear, these
are not responsible for the bulk of
the NPA problem. The problem is
overwhelmingly the result of
factors extraneous to manage-
ment. 

PSBs, unlike their private sector
counterparts, had lent heavily to
infrastructure and other related
sectors of the economy. Following
the global �nancial crisis of 2007,
sectors to which PSBs were ex-
posed came to be impacted in ways
that could not have been entirely
foreseen. Blaming PSBs for the out-
comes and starving them of capital
was not the answer. 

The failure to quickly recapital-
ise PSBs has adversely impacted
the economy in many ways. First, it
has come in the way of adequate
supply of credit. Second, it has
hindered the e�ective resolution of
the NPA problem and kept major
projects from going through to
completion. Resolution requires
banks to write-o� a portion of their
loans in order to render projects vi-
able. They cannot do so if they see
that write-o�s will cause their cap-
ital to fall below the regulatory
minimum. Third, corporates are
stuck with high levels of debt and
are unable to make fresh
investments.

The government’s move to re-
capitalise banks changes the pic-
ture. Of the ₹2.11 trillion package,
₹1.35 trillion will be towards issue
of recapitalisation bonds. PSBs will
subscribe to these bonds. The gov-
ernment will plough back the
funds into banks as equity. An-
other ₹180 billion will be provided
as budgetary support. The remain-
ing ₹580 billion will be raised from
the market. Analysts believe the
package should enable banks to
provide adequately for NPAs and
support modest loan growth. Once
PSBs have enough capital and are
in a mood to lend, they can liquid-
ate excess holding of government
securities and use the cash to make
more loans. 

Analysts worry about the �scal
impact of the recapitalisation pack-
age. International norms allow
borrowings for bank recapitalisa-
tion not to be counted towards the

�scal de�cit. In the past, India has
used this accounting fudge. The
proposed recapitalisation bonds
are likely to add to the �scal de�cit
unless the government resorts to
other fudges such as getting the
Life Insurance Corporation of In-
dia or a separate holding company
to issue the bonds. The govern-
ment should not worry unduly
about missing the �scal de�cit tar-
get of 3.2% of GDP. The markets
will understand that the �scal stim-
ulus is well spent. 

Getting the record straight
Analysts also fret over repeated
bailouts of PSBs and the costs to
the exchequer. They seem to think
that bank bailouts have to do with
government ownership and ine�-
ciency and the answer is to privat-
ise some of our PSBs. They
couldn’t be more wrong. 

The overwhelming majority of
bank systems worldwide are
privately owned. And yet these sys-
tems are prone to periodic bouts of
bank failures. The International
Monetary Fund has documented
140 episodes of banking crises in
115 economies in the world in the
period 1970-2011. The median cost
of bank recapitalisation in these
crises was 6.8% of GDP. India’s cost
of recapitalisation over a 20-year
period is less than 1% of the average
GDP during this period. 

The Modi government has
shown courage in opting for sub-
stantial recapitalisation of banks.
This is not something that �ts into
the ‘reform’ mantra whereby
private is good and public is bad.
Reserve Bank of India Governor
Urjit Patel has welcomed the move
in e�usive terms: “The Govern-
ment of India’s decisive package to
restore the health of the Indian
banking system is in the view of the
[RBI] a monumental step forward
in safeguarding the country’s eco-
nomic future.” Indeed. The gov-
ernment’s recapitalisation move
promises to do more to quickly
usher in ‘acche din’ than any other
single measure it has initiated dur-
ing its tenure. 

T.T. Ram Mohan is a professor at IIM
Ahmedabad. E-mail: ttr@iima.ac.in

A bold step in bank reform
It’s been late coming, but the recapitalisation of public sector banks is a winner 

t.t. ram mohan
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T
he tragic death of an 11-year
old girl in Jharkhand — which
has resulted in the govern-

ment going into defensive mode —
re�ects the dire situation that poor
families in India �nd themselves in
every day. On October 18, the
Aadhaar-issuing body, the Unique
Identi�cation Authority of India
(UIDAI), said that ‘the family of the
girl, who allegedly died of starva-
tion, had Aadhaar and that strin-
gent action should be taken against
those who denied her government
bene�ts’. While it has been accep-
ted that she was excluded from hav-
ing access to rations due to
Aadhaar, the government has gone
out of its way to assert that the child
died due to other causes. The
Jharkhand Minister for Public Dis-
tribution has rescinded the order
requiring the cancellation of ration
cards not seeded with Aadhaar.
This is another addition to a long
list of mass exclusions that a callous
state claims as “savings”.

While Aadhaar is part of a larger
ecosystem of centralised gov-

ernance where policymakers as-
sert that digitisation, banking and
cash transfers, and biometric track-
ing ( JAM, or Jan Dhan, Aadhaar,
Mobile) will sort out all problems of
welfare, inquiry will show how un-
bridled, mandatory digitisation is
causing immense pain and su�er-
ing to the poorest and most margin-
alised of this country.

No magic wand 
The social security pension system
in Rajasthan is another critical wel-
fare system being broken by this
tidal wave of digital solutions. This
year, on Gandhi Jayanti, the State
government announced that from
October 2, 2017 pension forms
would be accepted only ‘online’
through ‘e-mitra kendras’ or li-
censed private sector operators. 

Social security pensions are a
lifeline for the elderly poor. In Ra-
jasthan alone, there are 63,18,095
active pensioners. Previously, to
apply for a pension, an eligible per-
son could submit pension forms to
the panchayat. Now, they have to
�rst go to an e-mitra kendra. The
applicant must have with them-
Aadhaar and Bhamashah cards (a
State-level identi�cation platform
similar to the UID/Aadhaar system),
upload all the documents, submit
their biometrics, pay a small fee
and wait for veri�cation and sanc-
tion. Pensioners must also period-

ically re-verify themselves. This
process is supposed to cost ₹11 but
“enterprising” e-mitras charge
₹100. 

For the elderly poor, end-to-end
digitisation of social security pen-
sion processes is a disaster waiting
to happen. The inability to open
and use bank accounts, seed them
with Aadhaar and Bhamashah, and
then withdraw pension payments
from their accounts using biomet-
ric authentication every month is
resulting in sanctioned bene�ciar-
ies being removed from pension
lists. Nobody knows how many of
them were alive when arbitrarily
classi�ed as “dead”. Take the case
of Kanku Devi, Sita Devi and Dhaku
Devi, pensioners who the govern-
ment said were dead.

Every village has a Kanku Devi.
Now 50, she has a congenital disab-
ility that rendered her limbs life-

less. Single, she lives in a one room,
stone house. Her brother’s daugh-
ter-in-law gives her enough �re-
wood, ration and water to prepare
a small meal for the day — a dry roti
with salt.

Before she passed away, Sita
Devi, 40, had been bedridden for
�ve years after a spinal injury at
work. Her three children, the eld-
est who is 15, looked after their
mother and house. Her children
are now struggling to get social se-
curity bene�ts, challenged by di-
gital requirements.

Dhakhu Devi, 90, who also
passed away, and with no children
to look after her, was almost blind
and did not have an electricity con-
nection in her house. She managed
to be mobile within the house. Her
daily roti, if it came, was brought to
her by a family member who lived
nearby.

These women were the luckier
ones who got their pensions restar-
ted after the intervention of civil so-
ciety organisations. The meagre
pension gives them some semb-
lance of dignity and independence.
There are countless such people
across India, who are now be-
wildered and su�ering the con-
sequences of new digital systems. 

Lack of options
Though e�ective digital applica-
tions exist, the question is this: who

does digitisation serve? And, are
there other, better mechanisms
freely available? The most sensible
policy would be to provide a paral-
lel digital option. 

A demand that bene�ciaries
have the option to choose a pay-
ment mode that is convenient to
them has been assiduously ig-
nored. 

There is, for instance, the plea to
retain the option of choosing the
panchayat route for pension ap-
plications. A useful digital-based
reform would have been to have an
automatic pension sanction as
soon as people become eligible for
it. The policies being pushed
through appear to be more out of a
concern for administrative con-
venience than the right to life.
There is no consultation, no trans-
parency, no accountability and no
regard for what systems people
know will suit them best. 

Schemes such as ‘Digital India’
sound exciting as they “spell” pro-
gress. But what these schemes
mean to a majority of the poor and
the devastation they cause is lost on
us. A disturbing lack of empathy,
transparency and participation is
allowing the weakest to be bullied
into what is being portrayed as a
way ahead.

Nikhil Shenoy is with the Mazdoor Kisan
Shakti Sangathan

Left behind on the path ahead
Social welfare bene�ciaries should have the option to choose a payment mode convenient to them

nikhil shenoy
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Politics and poll dates
As a party that has been
ruling the State for long, the
BJP is bound to leave no
stone unturned in ensuring
that it continues to rule
(“Gujarat elections on Dec.9
& 14”, October 26). The
Congress may not be a
strong or formidable force
in the State, but anti-
incumbency, resentment
among traders and small
businessmen over the
crippling impact of
demonetisation and GST,
and palpable resentment
among OBCs will make the
electoral �ght that much
tougher for the BJP this
time. 
The high-stakes electoral
contest between the two
national parties will be
watched with much interest
as the verdict will be
perceived as a de�nitive
indicator of the trend for
the 2019 general election.
Jeyaramachandran Murugesan,

Sholavandan, Tamil Nadu

Still out of school
We have miles to go to reach
the target of achieving cent
per cent enrolment of
children in schools and
ensuring them quality
education (“Going back to
the basics”, October 26).
Millions of underprivileged
children are attending
school on an empty
stomach out of compulsion.
Their problem is
compounded when they are
forced to read tomes of inert
facts, taxing them. Nobel
Laureate Amartya Sen has
laid stress on education and
health being the priority
areas. Unfortunately our
society appears to pay more
attention to extravaganzas
rather than promoting the
welfare of the future
citizenry.
A. Panneerselvam,

Puducherry

The new ‘disorder’
America and China are
placed at the two ends of

the spectrum of
international relations
(“Trump and the new world
disorder”, October 26).
While the U.S. appears to be
going its own way, China
appears engaged in
spreading its net looking for
partnerships for its Belt and
Road Initiative. In order to
�nd its feet in the new world
order, India should work on
the existing contours of its
ties with China in the form
of BRICS, the Shanghai
Cooperation Organisation
and the China-led Asian
Infrastructure Investment
Bank. Simultaneously, it
should also work with
Japan, Australia and
Germany in exploring new
trade ties with Africa, South
America and Southeast Asia
on account of sea links.
Interaction with like-
minded countries is better
than an over-reliance on an
unpredictable America.
Balajee Sumant Chemote,

Ranchi, Jharkhand

A place in history
There were excesses by
most rulers in the country
including the Mughals, and
Tipu Sultan is no exception.
But we need to understand
the times prevalent then,
when waging war was a
necessity and some of the
tactics and/or results were
none too pleasant. Tipu
Sultan was commended for
his benevolent rule. He is
also considered to be the
father of modern rocketry.
Those from the right wing
should refrain from making
controversial statements
about �gures in our history
without proper study (“BJP
smarts as Kovind lauds
Tipu”, October 26). 
S. Kamat,

Alto Santa Cruz, Goa

n President Ram Nath
Kovind has been fair and
non-partisan without toeing
the line of the BJP, which is
up in arms against the
Karnataka government’s

Tipu Jayanti celebrations.
This litmus test has shown
that Mr. Kovind is a true
statesman with perspective. 
M. Basavaraj,

Bengaluru

The future of work
The OpEd page article,
“Should robots be
nationalised?” (October 26),
highlights the allure of
short-term gains that such
technological changes o�er
against the e�ects they
could have on human
engagement with work in
the future. Work is not
merely a source of
livelihood. It is deeply
connected with ways of
living and therefore a source
of meaning and ful�lment.

Today we are seeing not
only automation but an
‘autonomisation’ of work
tools and processes, for
example driverless cars.
This could lead to reduced
dependence on human
labour and potentially the
forced abdication of our
cognitive and cultural
engagement with work. The
challenge today is to shape
technology such that it
empowers people rather
than replaces them.
Ethically grounded
technology would progress
and serve society rather
than disrupt it. 
Gideon Arulmani,

Bengaluru
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corrections & clarifications: 

The last paragraph of the report headlined “Linking of Aadhaar,
bank account must” (Oct. 26, 2017) erroneously said the Aadhaar
linking deadline was earlier extended ‘from September 30, 2016 to
December 31, 2017. It should have been September 30, 2017 to
December 31, 2017. 
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