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THE 'll\lkﬁ; 01< INDIA
Fire With Fire

Only way to counter Opec cartel is to bring about cooperation among oil buyers
TOI Editorials

In an engagement with executives of the world’s top oil

| vy quiw d '\f', companies and representatives of Saudi Arabia and UAE,

' .. ‘ Prime Minister Narendra Modi observed this Monday that the

‘ ‘ opgc oil marketis producer driven and they determine the prices. It

was a polite way of indicating that oil consumers are at the

mercy of a cartel. In contrast, US President Donald Trump was

_ blunt when he addressed the UN last month. He accused Opec

‘ of “ripping off” the world. These are not baseless charges.

. b\ Around two years ago, the ‘Algiers Accord’ led to an

I‘ 'E\ . agreement among Opec members and Russia, an important
- non-Opec oil producer, to compress supply.

Consequently, output was adjusted downward by about 1.8 million barrels a day. To make matters worse
the US announced unilateral sanctions on trade with Iran, disrupting oil supply agreements. The impact
of these developments showed up in the price trend. The monthly average price of the Indian crude
basket increased 75% in the last two years to $77.88 a barrel. For India, the increase in oil price has put
its balance of payments under some pressure, strained household budgets and led to input cost
escalation for industry.

As a cartel Opec, led by its largest producer Saudi Arabia, has functioned in a way which has often hurt
large oil consumers like India. The best way to insulate India’s oil economy from the adverse impact of
cartelisation is to cooperate with other buyers. Four large oil importers are in Asia: China, India, Japan
and South Korea. A few months ago, minister for petroleum and natural gas Dharmendra Pradhan
suggested there should be cooperation among buyers to get a good deal. It is an idea whose time has
come.

India should take the lead in securing cooperation among buyers. Given its deepening ties with Japan and
South Korea, and overlapping interest with China in this matter, there is a powerful case to bring about a
mechanism to foster cooperation. Under-mining a supplier’s cartel will help India which remains
vulnerable to spikes in oil price. Appeals to fair play are unlikely to work in this case. Opec exists to get its
members a good deal at the expense of others. The only way buyers can bring about a fair deal is to
recognise a common interest and act upon it.
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Let The Rupee Depreciate

Why Reserve Bank did the right thing in not trying to prop it up artificially
Arvind Panagariya, (The writer is Professor of Economics at Columbia University)

An episode from the 1950s illustrates that a failure to use the
»exchange rate as an instrument of macroeconomic adjustment
can be costly. With the exchange rate fixed at 4.76 rupees per
- dollar during the 1950s, the rupee was overvalued relative to
. foreign currencies. This made India’s goods expensive relative
to foreign goods and resulted in the import bill consistently
. exceeding export revenues. The gap had to be covered by
running down scarce foreign exchange reserves. By early
. 1958, the reserve almost ran out.

Rather than devaluing the rupee to properly align the prices of domestic and foreign goods, the then
government resorted to what is known as foreign exchange budgeting. Beginning with the second half of
1958, every six months the finance ministry began preparing a detailed budget of how the expected
foreign exchange revenues over the following six months would be allocated across different ministries.
That process multiplied the complexity and cost of investment licensing: No licence for investment in a
project could now be given unless the finance ministry allocated foreign exchange necessary to buy
foreign machinery and inputs. With high inflation making Indian goods progressively more expensive
relative to foreign goods, export revenues shrank and import demands expanded leading to progressive
tightening of import controls.

It took India another three decades to accept that the exchange rate was a key tool of macroeconomic
adjustment. With reforms launched in 1991, it adopted a flexible exchange rate system with the Reserve
Bank of India (RBI) intervening in the foreign exchange market only to smooth out short-term
fluctuations. As a result, value of the rupee has changed from Rs 17.50 per dollar in 1990 to Rs 74 today.
This depreciation has been crucial for maintaining both overall macroeconomic stability and robust
growth during these years. Nevertheless, the recent episode of rupee depreciation has rekindled the
debate on the role of the exchange rate in adjustment process. To understand why this depreciation
became necessary, begin by noting that the post-1991 opening up of our capital account was initially
limited to foreign direct investment (FDI) and equity investment.

But this changed in recent years with the government opening the door wider and wider to financial
capital flows. These flows are far more liquid than FDI and equity investments and can enter and exit the
country fast in response to changes in interest rates abroad. Following the 2008 global financial crisis,
interest rates in the United States progressively fell, leading foreign investors to move more and more
funds into Indian debt. Since these funds helped keep the interest rate on the government debt low, the
government found it attractive to progressively liberalise the cap on them. In parallel, Indian corporates
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also sought and got progressively greater access to lower-interest external commercial borrowings
(ECBs).

As long as interest rates in the United States remained low, these capital inflows produced a happy
outcome for the government, foreign investors investing in Indian debt and Indian corporates borrowing
abroad. Steady inflows of capital also kept the rupee from depreciating, which ensured high dollar
returns to foreign investors and low rupee cost of servicing ECBs for Indian corporates. But an upward
turn in the interest rates in the United States recently jolted this happy equilibrium. Not only did the
availability of foreign financial capital suddenly dry up, several years of accumulated investment in
Indian debt sought to exit. Foreign institutions that could recall loans given to Indian corporates did so as
well. Some foreign investors in Indian equities also sought exit to earn the higher interest rates at home.

These exits required the conversion of massive volumes of rupees into dollars over a short period. That
put downward pressure on the value of the rupee. The only way that RBI could have maintained the
original value of the rupee was by selling as many dollars from its reserves as demanded by exiting
investors at the original exchange rate. Such defence would have been unwise for two reasons. One,
whereas the depreciation discouraged exits by effectively increasing the cost of converting rupees into
dollars, a stable rupee would have led to much larger exits, heavily depleting RBI's foreign exchange
reserves. And two, with private actors instead of RBI supplying dollars to exiting investors, dollars
available for imports shrank. That forced much needed adjustment in the current account.

Much has been made of oil price hike in the current episode. No doubt, the price hike added to the
difficulties of foreign exchange management. But it was no more than a sideshow. Absent oil price hike,
the rupee depreciation would have been less but not by a wide margin. The worst of this episode is
perhaps behind us. While we did not learn from a similar episode in the summer of 2013, we must not let
this repeat episode go to waste. We must reassess the wisdom of opening the economy wider and wider
to financial capital inflows. Using low-cost foreign financial capital may seem attractive but this lunch is
not free. Eventually, when the inflows reverse, which they inevitably do, the economy does pay for it and
rather heavily.
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O TSI dcodo & forw Teraa= A i 98T

HUTGH T

YT sg AT o dof 3cUice &2t 3R d Hufaal & @Y Tl T Ugd axsh U dgg 3aTH
USRI Hhed 38T g1 3oTeh AT Toh dl HRIASET 6k & ded dof & i & ol & ga@d 3R
STeR & HHISel FAT HT Tl HIA & U] S8 & @Y 3oehr fIar &1 fawg gg o o7 & #Rd o &R
W Aol 3Tl e A A @ & AR A @ AfAd F IRad & a1g Faw ger 7 sHfew guessd 3 dd
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3cUleeh SRl 1 3 HEIa A oI FHSAW I HIRAT & §| Sopiel 3Md & HeT 6 def 3cugen a0 do
Gl drel =M T el gollel o H foh Soferl Taehrd & SeX V| 3ol EioA T 37ST ol arell il &l
HEET & ATETH T Il dgl foh dol @lest arel &2t WX & 3cdigan ¢eif &l 3rdegaeer AR § safov
3og JeThl JTTTEAT HT TIATT AT BT

R A STl HA ol HRA ST Aol & faeprd a7 W@ 3rdegaeyr & & @ A @i &1 arer sean
dfes facdr @rer off s STwam| T dol & AT 39« 319 8¢ S| 3§ ST ¥9¢ i FAad 7 14.5
gfeerd @1 fRTae 3 & FROT AR & ST A7 6 G3Ar 3T 3N JUs SR 2T FUC 7 AT A H
T YE F| FIelieh TIAT NG & ol A TIAG-U-3 Blolg o Hls TISC AT Ag1 61 § aAfdher,
HRA &1 eF8Td St A N g7 & T 3THT a0 A AoRerel HAT ST oh| dolg TT6 g T HARA 9T
ST T 80 UfARId Il 3TATT T § IR ST W Il a9 & &I TIer 3RS I & TIq SIGT ool
3MATT &7 AT AN $IRA o 2015 & do 89 & A9 sg & AT vAsTadr $r S9E W TIsTadr $ir
ol Q& &7 oY, forwet fadel der Fafaat & e 100 gfaerd REaery doe & segafa e &1 o
Ig o ¢ 1 dcTar a1 Rodd @og & 9@ S do &1 § 378 o 3cUles §orm SU| $Rd daeluell 3R
U & Y IANFT & fAare ar A7 g7 X ohaT dfdred, ST T AT AT Fd Wl & v 3ARET @
M RATA o Fehell &1 gTelifeh, IARFT HIg Tghordd HET Al &I iR 38 fHT 9T gRIR Tlea
& YT I@eAT I8 Fohl g
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PITCAT FAR FAT AT FHT TR TR AT FATT { F2=11 H el

3. {AT F™e, (ATERr 3 §ER WEAfaER)

ALY IFEeR A I[N 33 T HGH YE gl & T TR T U & g7 AgX T 301 gaT WS gl o gl
3cck URA & e Tsat & i 3R Aste hae wadl & Sod Hares arelr #fr 1 S Fraar
3R 3UCTStrar HT HA & Tdd THH Uk & ddofe el A & AU 0 Wl Al Well ST AR
e W A g1 3G 3elldl G0l Ud def HATOT o el § Tolel alel HfY AT fastell HIAT g@mr
Bl are Uifiéshelc AT & 3cdolel H HF § HA 40 Flaed & wall o & o fder v 4, e aree
BT aTehl &1 T H el UraR TRl & f¥ehel T Sl Toll ©=A1 4377 gaT &l SGHEIE Folld o T Hhr g
afedt # g1 arer " 40 BHET aF YeuoT IR FANT & AU IS FHA deel & G Sells Sl arelr
et AR e 3mend Serelr @991 AR 3ede & SFAgR AW &)

&g EIRT FATford FAEeH 3 TR FaIfedl U8 dey BRI U5 RAd & Adfow ool 7 gor o amm
IR AUl GAFF (THIMTS) 208 T S T Avft F e §1 FA ggwer fREer & ganr wfafee
S TR FAIfadY $3FE F HTAR AL gl TA UG HT §| 3T ATY YGHUT e Y THS A g o @
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Heho! ATl HHAEAT T ol 8| S FAe H1 §ol el & (AT HIS SRR &HAT EW & Frofelr AeF g1 e
el giforere sfafdiefed RAe & @R fer 39ar St dF @ HIga A GfhT §7 § Wog alls § el
T ¢ 3R 2025 & WU T8 Foll ¥ Hafd Fled Sclolel HHA HA I BT Wk T JIed HT Fhell
¢l Il g@U RE R # 2030 o el T YR §aT 69N AR haer 2 33 afcwga Frdr aRe
H Ig 2050 & S °C AT

IMSTSTH-3EHGEG I Th & o gl &7 H 'l cifolded 31 331 : 3 ATHT sf3ars vaeir aiforere
icerE M & RUIE Sl #1560 RAE & g & dfasg & aN § $T 90T AT qAT T8>
68 #H 3 g3l T e Tomrer & KA AT a8 g1 RAE & AR AR a¥ 2030 o IR-Sirarear
ST A foSTell 3curesT et T &Tar & 40 fdera fr REASRY urcd i v fGem 7 o 9¢ @1 & (2017
ek S 30 FTRIT @& e fohdm ST ger §)| grefifeh, VAT 1A & foF $IRA & Soft a9 & &8 4 &4
2030 T e & fasiell 3cdleal T HET AUR &1 W[ W H IC58ae, Well Solled R SJHAET &
81, dfed HRA & YT gaT & TTH WA & fov dT STl AT & AT 3cHold AR dl e H og
AN A & [T I A IO TR g1 IAT B
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T H g o IRA3TS T sTor § [F 31er FT HSROT 3R THEROT el IR F &l

S o HUAT & ATGA Bl B g dolE ol AR PRIGRT HTA seh, S-HAY HUfAAl, of-ceh Jar
gerar 3R $fse 15 HUfdl 39T TRT $HSRUT 3R JHTHROT TH AT & dfkas dhal & adl gl 39

5



e

AFF www.dfeias.com

IMPORTANT NEWSCLIPPINGS (17-October -18)

TR X 1 9fwar & e aga How el 3 ged whr Rt dar ge suw e @ dw
el gl X 3@ gfietor 3 gram gfthar snfe & gehenm 3R 30 dees war el T giaardy
orar off wfAT @ WRa 78 &1 AN U H ST TR fr afa dRGe AR § Nl § G AT A
¢ 3R omETd S Bl ARAIHS &1 36 W S & § I A HUdl R H dar ST §g A Fehall
g1 3O T 3T A g i qeI FF AR Tl 3w Y o e Reed wAT I AmTd g
gt |

RIS dX W 3 =KAo §1 3cmor & v #RA 7 s1er §I&T0T Sl d6r § 3 AlSar Tstelide
gTelld 1 W gV 91T gl foF 2019 & A AT & Jgel AT IS Flofed SAam| Apsor FRATT o srer
TRETOT WY S 3RMAIT & 8, 37 O 33 SfAcdr 1 I o o W@ g RS9I et R srer wureigenior
TAd faifed #gl W Rufd Tose gl & ugel 30 #Adler A9us & ¥ A d@e & FHer 9er fhar seem|
HRA H 9T GRaT Hioh 8 7€ 81 3 R I & Repis AR hise 1S srer FAd Fdeaeliel Siarerry
& ofileh glel & "eaAt "ied g g §l WER TS i TReEh o v feamdds & Bl @R AR
gaedr & fasmr 3R guem woifar feewrer 0 oRfeufa #F F oW @ § S 9 R o e &
RfSee sreT 1 ST X FEA §1 30 W FS AwAF 7L ¥ TP 0 vwor § B Rah ghear weifea
i T T AR AR S1eT 3R AT S1eT SFerh §1 3GV & fIU UsaS IS @RI T S ek SATeAhRY
ek # g g anfAe A & AR T Ui grem voldl #RAT d &Y A 12.6 3R 31er 3R AT srer
el gl

STeT TYHIGRIOT I SR STl YT &1 gfve & 3fad welid gl §1 "R $Hh ATY-ArY §H Holgd 3rer
TIETOT Flefel 8 el A1fRU Y THAIRrel 1 HAT &I T9sC qRNT | g€ 3fefar T i o 3wl
MRV S 3o TR &TACT AATOT Y Acdeget & AR FFd TAT AT S1eT FAEACROT H glaer |
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TR G, (AWF AATHT F IF FGFT U9 aRss Fsraw )

g1 faall it € 3riaee adafas ARy & g A ¥ g8 v twr dRaw afae § o Afgensdt fr 3R
¥ Al cdis & oot Wl AFHS 3R @ W &1 56 HeA & Aedw § arar fhar o7 w1 g % 3w
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3Td oErerar Fefl 3Tw AT 3R aRes gel w3l 1 38 30 &9 & o <@r v fob syl fRe 3k
SATFIIT WA TN, o0 T IeAcd HERid T BT 1Bl THET §, dhael 3HA &1 fhel o safera &r
gagR fAfRad 3R aRT &1 AT 7@ gian 3§A Afdew Hedl Hr fAer o Ageaqul gl &, oifehe
IRET SET o T & R gAR AR o F sad cgaedr g ¥

faseeT Sf@U fh #Y T Hidlee 38 §AT WA W § F U & AU & 9d & g#7 ¢ @ & & &t
HT Yl ST TET &1 BARY Feldel HEHIA & €T TAh N & FFAW o B W o el &, A
FAT IE FAAT el 3T feeT-ufafeer & @ acammaAr 7 aRefara g @1 82 # ¢ 3idiae 7 aer Sielgs
¥ 53 Eoldl SRl AR Adepl & @y & SO oAl A v’ W &t Al & oeg suied ket
$r AT 35 W &1 S 3 wHT FAfow T 3R 3eq GG oreat garT el A geend AfET A @
difod AR IR TSR Sherl Holerenel I ToTe T gXHHT TAH fhar ST T 1 0 Geaashd W Al €
ieteled & AT 3R THS IheR & AEGUT HIH dled T HSRT & T 3TarsT 3o6 arel 3iferprer
HIoa Al 87 1?7 ol 3T AR o Al AT geehed IRIdr f9erq Forerhel @l @ AT & &
ST geSiA H Ad I AT oA1Heh Fofg o IR 9 o = 3R Hear-gfaserst & 3R e &
gAYF 3% a6 ATHAT WcH T Ii8d &l

I off eureT @ fF Femd & goemy Fud Faifos hee 3’ s3ar o &er o1 & afg Ja F 3«
Fuiferr o & eg 3RAH T qE WOT IR fFAT A 98 Fdl A Flode § Fawreld F AT ygdaT
HOET TgT 9Id hdd U TISA do & AfAd g1 gl Senrk Tyd e 3 siaa &1 &
sfaAfAse o goehal RN 49T 1 T2el 8 26 AR 1 ool H el & AegH@N @ foa 4 Ao
A B TG G, Il F U ASAT fQurgew F a A3ar 7 1 dear oo adr f&ar anl oRa @k aw
faeg & = & MR v U@l arr AfRer-arer e AMwor & st AHS 31 b § o | Farew
huiforen $aT$ TEUT afeehel o1 T&AT o Sl & FEPia T aren e @ W@T &1 3T TRt # dig
il ‘Aae & gAT AT I §1 99 WifHE 7 gmR & HUifow SHEAt F TEHge g aee H &
T ITiar ey T FgT & afh T A AdeT F TR S G5 F ¥ daer DT 3cfisT wa arel gl
3R foera § a1 AR st RaR ol Afgart iR ao97? 38 Jsoifd # a9 &1 Fagagear 3R 99 & a
&Y B ST 3TATH gl

i & 3TERUT AR GeR # FOd @Epid 3R el HT e Fa il &1 $608 AT & aieAg H
AT i SfAHT 1 fIFAR & IoiaT & 0 3¢ ¥ & 3T @l 1 Ay &1 Fo arar # Afgemait
%I AT S & Yclel T HROT IA™T 4T & $© H ARG o AT T Yfceded! AT T 8, Fhifh
3e¢ GEN T JeATAd 3R wenfad #el @ I SR> AT g1 Seel [@gial H qSHiA H SAS HAS &
Th g A & SasE T F T A3t F HUAR A deC AT | T FROT § K SES a5
3ARe, g afgers 1787 & for@r a=m ar, &0 ARRN3T &1 dic &1 JAVFR 3 & 133 ¥ 97 10|
foee, o o yfRFTaET & wuse giar § & 3w dfaure doedl adred & gger & o wfhg g, 7 of
AT 1 dle &7 o1 HUSR a¥ 1928 F yred g3 Afdare ¥ & e IR FATST Hr AT Tl
¢ 3R gl WSl cFagR 1 @l gt eawd g1 bt &1 €Ol & T o g & T aRweh @A A
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Afgam3t 1 30 7T 7 3SR Aoa 1T ST ggr T T wag &fior gar Il e afiRgHr St F =
& A gl & FRoT A JUA Sif # FRemeR a1 af 9 @ T § a1 R 3 3ueeuar A
ST FeT 3T &

o e off AT & b SgEeas g @arer Afger el 3Ry AR puAmEt & QU @ AqFT g1
YAT S FATS H TIQ 37 Foich AT, fdd aRAG 87 FAS & Mok @ & 9gg oler 3wy v 3R duy
fohaT| 3EQRTAT & AIY-HTY AR H Sgol-TT, HdT YOI g Wied 3=g FUfaA & o o &g
HPAH TATT T S 30T W ST | ARUTATERT ST Fell GUT T Hiel Ued A g § IR gget g;qT
AR Fear HuT AT &1 gy Y - 1 WY, <H Al @ gl HAleer R # ffEr 3R 3wy A forea
foneiRaa 3 garsit & steeha <@ o @7 & 5@ NS sifcer RAGT &7 371977d &h 97 HROT g1 aeai
T FEPR ¢ & v aRar, faQwe ATA-Rar AR 3w IRe=r B sffAsr agd Agcaqor g gl
RIS & T Fpel-hicell & UTeThAl H IMYfAew RN&T & AT-ATYT e @ Afds Fed 3meRa R
o1 enffer fohar ST S GATST H fEieeT doct AT 3R HATS B IR Had oAl A HET ffAST e
g ¢, fhg Aa-3erarfeat iR wrfaeheafeat & efear & 5 Ao aret &1 RS A G w
gl

TIG d T W 3R IFA B FAS @ HaT FEY gl WY a8 TSl & 3Yfshcrare, sifdepamarg 3R
3YsieFdrare & aR # faocd g & IR W ¢ o1 HROT FATST # 36A{ceh Hcdl T slelelen g a1 gl
HRAT FATST # 919 g0 Hicdd e 1 937 HROT Ahsl g2t Tgel 3o faeeh fFaat AR fFarery @
ITHA AT S 39l WY R FATTAT 1 oo TS| 3 A FAR & QA & Teh o1 HT 3HRN FoT TEpicl
3R st & @re far a9 o 8 W Bl ARG A M ¢ & & 3dd wiFHa 3 | AAS 3R
el I gShA WS ool & Ui T HT FGeR, HRAT TREATTH a7 # 367 Fhera @ Sford fapia &
AT &9 &

ST 1Al Date: 16-10-18
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heH 3O/ U7, 96 T SHE 8 gl ¢| Fad SIET SEAATS gl ared F Al USHolgs 3cure ATl HgIr
& @ Bl s Fo U0 A QA B Sl A g R @ 3 TR T gger R g @eh & oS el
e R Y g8 M, 9¢ T qwas § o FA A A @ T AR WHR N heA F¢ F Hg H S ol
Hﬁﬁﬂﬁgmlﬁ@ﬁaqm %‘ﬁ?ﬂéu%ﬁéﬂﬁmﬁﬁmfﬁﬁ?ﬁ!sﬁaﬁﬁmaﬁ?%
38 S ¢ Hha T8 e @ I3 A o we 7 O 3R Siete wed et #Ageans #eR dis W@
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g1 373 O S & TTHA dTchifalsh THEAT Jg TeT § o IR AdeaX & §1¢ ART T & Fed dol & AT
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QST gl

HA $TeT T gET 937 ddf WIER g1 3T o HRA H1 ATl Faehh S Rarad & @& § o & faw 3
A1 T AhIg g1 W F R 1 Avg I8 § 6 3R AR -4 o ST @ e dd &1 AT Herdn §
ar v wgfarad gEt fasedr dor @t &N & ARG T ASIEY F BRI 310 Frifh AR F @A IR
3R 3UF S R & Ad @G I IR T o gl T A ART A S IS W AR dor o &av|
AT el hufaal &7 arar & o 3R ST § AT 30AId U e o gr o Srwam ar oft qor & aof Hehe
A& B8R W A T Fgal T a1 &1 dHoell SoF dTell VAT §ATS &Tdl & HRUT & HRA 3T ahe 3T &7 &,
AT W glelld & fAuesl #1 oA AglAl Igol glar AT

HAWSET FR H Fedl del FE&AT g & gT-gy deh Hlg Hohd o6l ol O #A HRA & WHA TEAT FgT
gadr & & ag A0 do AaTds St & Tus AT HRASET d IR A% Jd 3cdice ol T gIerRiiy
q Tl @1 gl fohdel e T 3cuigel Helm § 3R STH aF el FI 0TI AT &1, JgT o aF X ¢ ol S
gelt & off ST 7 § S AR & gy # § 3R 3 F AR W Tod &1 W FH The ART I 3o
g2l & AT & STET ded oo A AR @A § 3R T SR 3d W R €1 I8 T 3 arel aFd
A 3N TG aTell &1 A Fed Aol H AT dTe], Wil T ©IeT &6l T § 3N 388 rdfegaeyr @ off
3N I3 T ¢l oo 6 A § FUC F Haeeds o o ARFer dar 7 §) wHear safov o samwEr s
fh &7 gFd @A 3T Tehel &l AT Tled H AR g1 SHITAIT 37T §F #AGIl ol & foIv SIgdr SROI & gy
¢ @ & 3 gHE @ fAUea &1 HIS [T AR AT 31T @
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THE HINDU

Castles in the air

Economic ideas such as ‘Charter Cities’ need to be challenged for their implausible
premise and iniquitous framework

Mathew Idiculla, (Mathew Idiculla is a lawyer and researcher on urban issues and works with the
Centre for Law and Policy Research, Bengaluru.)

The Nobel Memorial Prize in Economic Sciences awarded jointly to William D. Nordhaus and Paul M.
Romer for their respective contributions in integrating climate change and technological innovation into
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macroeconomic analysis is interesting. Both laureates designed methods for addressing questions related
to creating conditions for “long-term sustained and sustainable economic growth”. While Mr. Nordhaus is
credited for creating a quantitative assessment model that analyses the relationship between economy
and climate, in Mr. Romer’s case, it is for his pioneering work on “endogenous growth theory” that
highlights how knowledge and ideas drive economic growth.

Mr. Romer, who was till recently the chief economist of the World Bank, has gone beyond the realm of
theory and become a man of action in attempting to implement some of his economic ideas on the
ground. Building on his theoretic work on economic growth, he has been championing the creation of
“Charter Cities” — new cities with distinct rules that foster innovation and economic growth. These are
characterised as “start-up cities” that experiment with reforms by breaking out of the existing state
system. Since the nation-state is too big a unit to try out new rules, Mr. Romer proposes built-from-
scratch cities as the ideal site at which new rules and institutions are introduced to attract investors and
residents.

Colonialism 2.0?

The idea of “Charter Cities” should be of interest to developing countries such as India grappling with
strategies for rapid urbanisation. Mr. Romer has been proselytising leaders from developing nations to
create “Charter Cities” by setting apart tracts of uninhabited land for this civic experiment. The host
country is required to enact a founding legislation or a charter that lays down the framework of rules that
will operate in the new city. A developing country can host the “Charter City” in its territory by
“delegating” some of the responsibilities of administration to a developed country.

Predictably, Mr. Romer has come under immense criticism for promoting what seems to be a thinly
disguised version of neo-colonialism. Poorer countries are urged to make a Faustian bargain: relinquish
sovereignty over certain territories ostensibly in exchange for economic growth. But he justifies his grand
plan by arguing that unlike colonialism, which was coercive, “Charter Cities” offer choice: people have the
freedom to decide to move into it. Based on their preferences, individuals can “vote with their feet”.
However, they do not have the right to vote to decide how the city is run. Hence, “Charter Cities” go
against the basic principles of democracy and citizenship.

The presence of foreign governments in administering “Charter Cities” is not just incidental but intrinsic
to this grand scheme. In a TED talk, in 2009, Mr. Romer remarked that British colonial rule in Hong Kong
“did more to reduce world poverty than all the aid programs that we’ve undertaken in the last century”.
Hong Kong is relevant also because it was Deng Xiaoping’s inspiration for creating a set of special
economic zones in China in the 1980s. However, Mr. Romer has been less successful in evangelising
world leaders to adopt his idea. His first attempt to introduce “Charter Cities” in Madagascar in 2008
collapsed when the President who favoured the idea was greeted by violent protests and finally removed
in a coup. The next attempt, in the Honduras, also failed as the Supreme Court there, in 2012, declared the
creation of “Charter Cities” to be unconstitutional.

Indian experiments

Given its neo-colonial trappings and poor track record, “Charter Cities”, as an idea, should have been
fundamentally unattractive for a country such as India. Nevertheless, an editorial in a leading Indian
business daily urged the Narendra Modi government to take the idea seriously and drew parallels with
the Presidency Towns of British India. Commentators have also suggested that emerging economies
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(India and China) can create and govern new cities on their own. The model of a built-from-scratch city
often cited in this regard is the Songdo International Business District in South Korea. However, this eco-
friendly “smart city” with the best of hi-tech amenities is threatening to be an underpopulated, lifeless
ghost town.

India’s experience in creating new cities with parallel rules and governance systems has also been
fraught with conflicts. Lavasa, a city near Pune which was developed by a private company, has been
caught up in environmental disputes for many years. The Dholera Special Investment Region and Gujarat
International Finance Tec-City, which were initiated by Mr. Modi when he was Gujarat Chief Minister,
have not really taken off. The various investment regions housed within the Delhi-Mumbai Industrial
Corridor have also made slow progress. The initial idea of creating 100 new cities as “smart cities” has
been reformulated as a programme for redeveloping merely a small portion of existing cities.

Initiatives such as “Charter Cities” seek to supersede the politico-economic institutions in the global
south by building cities on a tabula rasa — a clean slate. The guiding logic is that creating built-from-
scratch cities with parallel rules and institutions can drive economic growth. What is most alarming
about such thinking is the assumption that it is possible to create sanitised technocratic cities
uncontaminated by politics. It ignores the pre-existence of multiple social and political claims over space
in these supposed clean slates. Despite the failure of many such new cities and private governance
regimes, the allure of creating grand castles in the air refuses to die down. Such initiatives need to be
challenged for both their ignorant and implausible premise as well as their iniquitous normative
framework.

$ ' Date: 16-10-18
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f} JOURNALISM OF COURAGE

A change still to come

Development is remaking the Northeast. But tough challenges remain.

Ashish Kundra, (The writer is a 1996 batch IAS officer currently posted as Commissioner GAD,
Higher and Technical Education Government of Mizoram.)

The north-eastern region (NER) has been placed on a pedestal for the purposes of central assistance,
subsidies and exemptions. The epithet of “special category states” allows a more liberal resource transfer
dispensation for the eight states on account of their historical backwardness, geographical remoteness,
sparse population, difficult terrain and strategic location. Income Tax Act exemptions are provided for
Scheduled Tribe (ST) residents of Nagaland, Arunachal Pradesh, Mizoram, Tripura, the hill districts of
North Cachar, Mikir, Khasi, Garo areas. The constitutional principles of affirmative action have afforded
greater access to higher education and government jobs to the ST population. The cumulative impact of
these interventions has brought about substantial change, though several challenges remain.

The literacy rate of all the states of NER was more than the national average in 2011 census, the highest
being Mizoram at 91.3 per cent. In 1961, all the states were below the national average, barring Assam,
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Manipur and Mizoram. The sex ratio of the states of the NER was more than the national average in 2011,
except Sikkim and Arunachal Pradesh. In 1961, only Manipur and Mizoram had a sex ratio higher than
the national average. The infant mortality in 2016 was well below national average, with Manipur being
the lowest at 11 deaths per 1,000 live births. The poverty ratio in NER in 1993-94 was above the national
average for six of the eight states. In 2011-12, all the states of the NER had poverty ratio (as per
Tendulkar Committee estimates) less than the national average, except Arunachal Pradesh and Assam.
These indicators suggest a significant transformation.

However, a deeper analysis reveals a different story. As per U-DISE 2016-17, the drop out rate from
primary schools is the highest in NER, the worst in Arunachal Pradesh at 23.6 per cent. Drop-out rates at
the upper-primary level are equally bad amongst these states, barring Assam. The NER has the highest
percentage of poor quality rural classrooms in the country. The All India Survey of Higher Education
report 2017-18 points out that the gross enrollment ratio in higher education for five out of the eight NER
states is below the national average of 25.8 per cent.

In the health sector, NFHS-4 data points out that the percentage of institutional deliveries is the lowest in
this region except in Sikkim, Mizoram and Tripura, which are doing fairly well. Let us also not lose sight
of the fact that Manipur has the highest adult prevalence of HIV in the country, followed by Mizoram and
Nagaland. High tobacco consumption, poor hygiene and dietary habits are the primary cause of cancer —
the incidence rates being double of national average — making the Northeast the cancer capital of India.
The absence of adequate diagnostic and treatment facilities make matters worse, especially for the poor.

Connectivity has been the proverbial Achilles’ Heel for the Northeast. On this front, there are visible signs
of change, with the rapid construction of national highways, bridges, rail and air linkages. The iconic
Bhupen Hazarika bridge and the nearly complete Bogibeel rail-road bridge are emblematic of hope. The
recently-commissioned airports at Pakyong in Sikkim and Pasighat in Arunachal Pradesh have given
wings to economic possibilities. Rural infrastructure and connectivity have seen a significant
improvement under the Pradhan Mantri Gram Sadak Yojana and Border Area Development Programme,
though the quality of road infrastructure, especially state highways and rural roads remains quite
pathetic. Torrential monsoon rains and mudslides make the task of road maintenance even more
challenging.

On the employment front, the work participation rate in the NER is higher than the national average of
39.79 per cent, except Assam, which is marginally lower. The female work participation rate of most of
the NER is far above the national average. However, there is an excessive dependence on government
jobs. The tribal societies of the Northeast tend to be closely knit along lines of kinship and ethnicity. As a
result, the educated youth are do not prefer relocating for jobs. Experiences of racial prejudice and
discrimination in other parts of India have made matters worse.

The bigger challenge lies in harnessing private investment and catalysing home-grown entrepreneurship.
The credit-deposit ratio of scheduled commercial banks in the NER is the lowest in the country. This is
partly attributable to the complex land laws of the region, which are an overlay of customary rights (of
clans and communities) over modern laws (conferring individual rights). As a result, a land titling
exercise is yet to be undertaken in most states. In the absence of a clear land title as collateral, banks
hesitate to lend and credible investors remain wary. Liberalisation of the regulatory framework around
land holdings would help monetise the biggest resource of this region. Inner line regulations, based on a
British-era law applicable in some hill states, also need to be simplified to make access easier for tourists
and investors. Winds of change are sweeping the Northeast, yet it will be a while before the states can
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shed their “special” tag. A competition-based resource allocation framework may help incentivise
improvements in outcomes.



