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B
oth globally and in India, police bru-
tality is currently a topic of discussion.
In India, it takes many forms, includ-

ing custodial violence, arbitrary enforce-
ment of rules, and, most notably, encounter
killings. Usually glamourized in movies,
these “encounters” are under scrutiny after
the police shooting of Vikas Dubey, the 119th
accused killed in a so-claimed police
encounter in Uttar Pradesh since its Aditya-
nath-led government took charge in 2017.

While it is a form of police excess, a cul-
ture of encounter killing is actually a conse-
quence of a dearth of policing. Counterintui-
tively, a lack of state capacity to operate a
functional criminal justice system has led to
a new equilibrium of police encounters. 

Thanks to Nobel Laureate Gary Becker, it
is well established that criminals also weigh
the expected costs and benefits of breaking
a rule. The expected cost is the punishment/
fine multiplied by the probability of getting
caught. If either the punishment or the
probability of facing punishment is too low,

have sustained since 1980. These defi-
cits arguably helped propel an economy 
that was demand-constrained towards 
one that was growing closer to its full 
potential. As a result, India was one of 
the few countries to sustain a 7% aver-
age annual growth for 25 years. While 
the 2008-09 global crisis and India’s 
subsequent banking problems dealt the 
country a major blow, the importance 
of the quasi-MMT framework is more 
relevant now than ever before. 

Even before covid-19, India’s econ-
omy was struggling with sluggish 
demand and falling inflation. Covid-19 
has exacerbated the problems. While 
the initial impact of this is a shutdown in 
supply, the destruction of income and 
an increase in indebtedness means that 
private demand will be impaired well 
after covid is behind us. Thus, the 
relevant constraint on growth now is 
demand rather than supply. Paradoxi-
cally, persistent weak demand and eco-
nomic growth will worsen India’s deficit 
and debt problem, leading to the feared 
inflationary consequences. They will 
eventually attenuate supply by destroy-
ing capacity. Also, because of weak 
growth, debt and deficit ratios would be 
higher, setting up a temptation to 
inflate them away.

Given the inevitability of large defi-
cits, should India be monetizing part 
of its deficit and would this release the 
genie of inflation? The answer is yes to 
the first question, and no to the second. 
India used to routinely monetize a part 
of its deficit prior to 1997. In fact, what 
used to be called the budget deficit was 
the monetized portion of the overall fis-
cal deficit. That monetization reflected 
the limitations of bond financing, where
investor demand for bonds was narrow. 
Today, limitations on bond financing 
are once again a constraint—both low 
investor demand and the threat of 
downgrades by rating agencies con-
strain the extent of bond issuance—and 
argue for deficit monetization.

The domestic and global conditions
today strongly argue against any danger 

of sustained inflation. The relationship 
among deficits, money supply and 
inflation is not straightforward, and is 
contingent upon the broader macro-
economic context. In 2010-11, oil prices 
were surging, global food prices were 
soaring, the current account deficit was 
alarming, the rupee was overvalued, 
and short-term external debt was rising 
sharply. Today, oil is about a third of its 
peak in July 2008, food prices domesti-
cally and globally are subdued, and 
India’s monsoon seems normal. The 
current account is in surplus, in contrast
to the yawning deficit earlier in the dec-
ade. The real exchange rate of the rupee 
has declined over the past year and is 
largely trendless. The danger of a sud-
den devaluation of the rupee, which 
could stoke inflation, is low. 

The question then is whether deficit
monetization will compromise the cen-
tral bank’s long-term ability to manage 
inflation. Its concern might be that, 
once a line is crossed, there is no return 
to the status quo ante. Pronab Sen has 
argued forcefully (‘The Covid-19 Shock: 
Learnings from the Past, Addressing the 
Present’, June 2020) that excess money 
supply growth (over economic growth) 
might be higher under India’s current 
policy setting than if deficit monetiza-
tion were to facilitate higher govern-
ment spending and spur private con-
sumption and investment. In the latter, 
excess money supply growth will 
decline, lowering the risk of an acceler-
ation in inflation. 

The more important risk is that 
India’s private capital stock would suf-
fer long-term damage in the absence of 
deficit monetization and outright fiscal 
support. That in itself puts India at the 
risk of a multi-year loss in output, and 
the government at risk of losing tax rev-
enues. It is possible to design a limited, 
coordinated fiscal-monetary interven-
tion, with defined end-uses for the fiscal 
resources/money created, and a clear 
exit for the central bank. It can and 
should be done.

These are the authors’ personal views.

N
early 50 years ago, Richard
Nixon said, “We are all Keyne-
sians now.” The next decade wit-

nessed the downfall of Keynesian ideas 
amid soaring inflation. At present, the 
flavour of the day is Modern Monetary 
Theory (MMT), which essentially 
argues that a fixation with government 
deficits is misguided and that in the 
absence of rising inflation and real 
resource constraints, the government 
should just print money, if necessary, to 
revive the economy. Governments the 
world over are paying scant regard to 
their fiscal deficits and central banks are 
playing handmaiden by buying up gov-
ernment and private paper. Just as in 
1970, many analysts worry that the utter 
disregard for the purported inflationary 
consequences of deficits will come to 
haunt us sooner or later. Indian policy-
makers seem to hew toward the latter 
camp because the inflationary episode 
earlier in the past decade is still fresh in 
their minds. Yet, the time has come for 
Indian policymakers to throw off the 
shackles imposed by misguided fears 
of high inflation.

Long before “MMT” was coined, one 
of us had argued that since the 1980s, 
India has effectively adopted the MMT 
framework with Indian characteristics. 
While much of the discussion on India’s 
growth take-off since 1980 has been 
about supply-side reforms, equally 
important were the bigger deficits we 

India should give up the fear of 
inflation and monetize its deficit
A failure to do so right now might result in long-term damage to the country’s pr ivate capital stock

I
f you carried out a high-value transaction
in fiscal 2018-19 that did not square with
your income tax return statement for that
year, as assessed by a formula, do not be
surprised if you receive a letter or email
from the income tax department one of

these days. If you did not file a return at all, 
be prepared for even more explanations 
demanded. Starting this week, the depart-
ment has begun shooting off such missives to 
errant individuals. This is part of a big data-
gathering exercise aimed at ensuring that tax-
payers file returns regularly and disclose 
incomes correctly. The taxman is watching, 
and this will be made amply clear. Indians are 
to be acquainted with details of their high-
value transactions, be it a purchase of assets 
like property or shares, or a big holiday 
booked via a credit card. Electronic process-
ing allows all manner of information to be 
captured, and our tax authorities would like 
everyone to know it has access to data from 
sources like banks, property registrars and 
credit card companies. Earlier, these figures 
were trawled only for cases of special scrutiny. 
Now, these will show up on your 26AS form, 
which is your annual tax credit statement. 

At a broader level, this use of information 
technology is necessary if we are to widen 
India’s tax base. Barely 5% of Indians pay 
income tax, though sundry indicators suggest 
many more ought to. If India is to overcome its 
challenges of social and economic develop-
ment, the proportion of Indians paying taxes 
must rise. The key to this would be a sharp 
increase in tax compliance. For decades, the 
government was technologically ill-equipped 
to enforce its taxation code properly. But that 
has changed in the span of just half a decade. 

The country has grown data-rich and algo-
rithms now exist that can—in theory—scan 
vast datasets to detect anomalies. The deploy-
ment of such software, however, is likely to 
turn the tax system almost entirely automated. 
Given global trends in technology, such meth-
ods of tax enforcement seem inevitable. On the 
face of it, digitization offers an assurance of 
accuracy. Our instinct has been to trust digital 
computation. Also, it promises to thwart rogue 
officers who may misuse their authority to line 
their pockets. But the wonders of it should not 
be exaggerated. Once a machine makes an 
error, which can happen for reasons that range 
from poor programming to slipshod data 
entry, fixing it could be extremely difficult. 

While the complexity of Indian taxation 
makes the filing of taxes very hard, we must 
admit that it also complicates the creation of 
digital tools that can deal with every financial 
circumstance that may arise. If the country’s 
tax bureaucracy is opaque to citizens, so are 
the innards of its computers. This makes it all 
the more important to put effective redressal 
mechanisms in place. If grievances arise, 
people should not be left at the mercy of auto-
mated responses, inaccurate website screens, 
and pre-recorded voices. This prospect raises 
the spectre of a robot taxman, one that has 
bits and bytes of data pooled from everywhere 
at its digital fingertips, so to speak, but is 
largely deaf to genuine complaints. Faceless 
interaction was meant to stop the harassment 
of taxpayers by corrupt officials, but unless 
the systems in use are perfect, we may be 
exposed to new risks. We could end up in a 
Kafkaesque loop because of a misread deal 
struck online, for example. Let’s put our new 
tax robot to a stress test before it gets too far.

Put India’s robotic new 
taxman to a stress test

If the income tax department ’s new data-enabled approach is necessary for evasion to be 

kept in check, then we must also have foolproof software and effective redressal mechanisms
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Tamil Nadu is in the
grip of a particular

class of con job.
Enterprising criminals
have unleashed a wave of
“ fake” scams where copies
of original goods are sold
to unsuspecting victims.

First there was a fake
drugs scam in March.
This was followed by
fears of a fake food scam.

Then last week the
government unearthed
a fake marksheet scam
during admission
processes for engineering
colleges. Around 50
students were caught
submitting fakes, some
of which may even have
been photoshopped.

But the latest one takes
the cake. Chennai police
have apprehended two
members of a large gang
that ran a fake police
station and a fake court
in the city. Complete
with a fake judge and a
fake inspector. The fake
offices were used to
run an extortion ring.

The chief minister has
promised an inquiry,
leaving one wondering
whether the spectacles
in Tamil Nadu are
getting a little too dark.
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SEEKING RELIEF

MCX-SX
movescourt
against Sebi

BY N . SUND ARESHA

SUBRAM ANIAN &

ANIRUD H L ASKAR

·························
MUMBAI

A
fter waiting for three
months for the stock mar-
ket regulator to clear its

application seeking permission
to serve as a platform for trading
in equities and with time run-
ning out, MCX Stock Exchange
Ltd (MCX-SX) has moved the
Bombay high court for relief.

Spokesmen for MCX-SX and
the Securities and Exchange
Board of India (Sebi) declined to
comment.

A person famil iar with the
happenings at MCX-SX said the
exchange, currently permitted to
operate in the currency deriva-
tives segment, had been writing
to Sebi for a year, but that the
regulator had not responded de-
spite the exchange complying
with MIMPS (Manner of Increas-
ing and Maintaining Public
Shareholding in Recognized
Stock Exchanges) regulations.
“Therefore, the company has
moved the Bombay high court
under the writ jurisdiction seek-
ing that the regulator must be
mandated to dispose of the case
(approval for new products),”
added this person, who spoke on
condition of anonymity. MIMPS
specifies the mandated and pre-
ferred shareholding pattern in
stock exchanges.

MCX-SX had effected a capital
restructuring in April to meet the
norms and communicated this
to Sebi.

Sebi had granted MCX-SX a li-
cence till 15 September 2009 on
condition that it met MIMPS reg-

ulations. This was later extended
to 15 September 2010.

A finance industry executive,
who helped set up an exchange
with which MCX-SX would have
competed had it received per-
mission to operate in the equi-
ties segment, said Sebi’s inaction
may have been prompted by the
way MCX met regulatory norms.
“Compliance means both in
terms of letter and spirit. If an ex-
change cannot comply with the
norms completely, it should not
get a licence—simple,” added
this person, who did not want to
be identified.

A Sebi official confirmed this
last week and said the regulator
isn’t “comfortable” with the way
the company restructured its eq-
uity through warrants and that it
had conveyed its reservations to
MCX-SX, although it hadn’t writ-
ten the exchange a letter to this
effect. The official, who asked
not to be identified, said MCX-
SX had followed the norms in
“letter”, not “spirit”.

MCX-SX’s move comes in the
wake of a high-intensity public
campaign launched by the com-
pany last week lashing out at
Sebi and unnamed rivals.

The person familiar with hap-
penings at MCX-SX said the
company’s stand was that the
regulator’s inaction was affecting
the marketability of the ex-
change. He said MCX-SX was
like “a taxi operator who can op-
erate only route in which there is
a busoperator running free serv-
ices”. He added the taxi operator
could not stay in business unless
it got new routes. Legal firm JSa-
gar Associates represents the ex-
change in the case.

Mint reported on 21 April that
MCX-SX had undertaken a capi-
tal reduction exercise to comply
with mandated shareholding
norms. Under this, the two pro-
moters of MCX-SX reduced their

TURN TO PAGE 2®

Exchange files suit
overdelayinpermission
for equity trading
amid itscampaign
against regulator, rivals

EMISSIONS REDUCTION

Green IndiaMission
mayexceed estimate
B Y PAD M APARNA GHOSH

padmaparna.g@livemint.com
·························
NEW DELHI

I ndia’s mammoth afforesta-
tion scheme, the Green In-

dia Mission, may have more
greenhouse gas (GHG) emis-
sion reduction potential than
previously estimated, accord-
ing to a yet-to-be published
study in Current Science .

The mission could offset
about 10.5% of projected na-
tional GHG emissions com-
pared with the ministry of en-
vironment and forests’ earlier
estimate of 6.4%, according to
Greening India Mission: A criti -
cal review by the Indian Insti-
tute of Science, Bangalore. The
study has been submitted for
review.

If the new estimates are true,
it will make easier India’s task
of reducing carbon intensity—
effectively the amount of GHG
emitted per unit of energy con-
sumed—by 20-25% by 2020
(with 2005 as the base year).
India made the commitment
ahead of a UN climate confer-
ence in Copenhagen in De-
cember 2009.

The 10.5% estimate includes
the total mitigation potential
of ongoing afforestation
schemes in India (around
1.2-1.3 million ha annually).

The GHG removal by India’s
forests in 2020 is projected at
4.87% of total emissions then,
without the Green Mission.

“The government’s estimate
does not include soil carbon,
which implies the lower esti-
mate. There are two ways for-
ests store carbon, one as wood
and biomass (above ground
and root biomass) carbon and
the other as soil carbon. The
official estimate includes only
above ground biomass,” said
the paper’s author, who did
not want to be identified be-
fore its publication.

Environment minister
Jairam Ramesh, who had an-
nounced the mission, did not
respond to calls or text mes-
sages.

According to the study, the
official number is estimated by
simply multiplying global de-
fault biomass growth rate val-
ues by area, whereas the study
uses the internationally accept-
ed comprehensive mitigation
assessment process model.

The author said both the es-
timations have one limitation.
“Neither of the numbers in-
clude extraction of fuelwood or
timber from these forests over
the years, which could reduce
it a bit. There is no way to esti-
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Biyanimakes
bidforVishal,
mayqueer
TPGpitch
B Y D IVYA GUHA &

RASUL B AILAY

·························
NEW DELHI

Kishore Biyani’s Future
Group has made an offer for

distressed Vishal Retail Ltd that
could derail a bid by TPG Capital
Lp to acquire the troubled com-
pany, according to a person fa-
miliar with the bid.

TPG had obtained the approv-
al of lenders to purchase Vishal
in March. The Indian retailer’s
board had last month approved
a non-binding, non-exclusive
memorandum of understanding
for talks with TPG.

Mint couldn’t independently
confirm whether such an offer
had been made by Biyani and if
so whether it would result in a
deal. The person in the know of
the Biyani offer spoke on condi-
tion of anonymity.

Biyani declined to confirm or
deny the move. “I am not saying
anything on that (topic). I am not
commenting,” he said.

Amol Jain, director of TPG, de-
clined to comment while Vishal’s
managing director Ram Chandra
Agarwal denied that there was
any proposal from the Future
Group.

Business Standard reported on
Tuesday that Chennai-based
Shriram Group would acquire
Vishal’s retail business and TPG
its wholesale division. Vishal told
the Bombay Stock Exchange that
it wasn’t in talks with the Shr-
iram Group.

Vishal’s bankers, including
State Bank of India, HDFC Bank
Ltd and ING Vysya Bank Ltd
among others, are currently en-
gaged in the restructuring of
debt amounting to Rs730 crore.

Some of the banks that are not
part of the debt recast, including
Singapore’s DBS Bank Ltd, Lon-
don-based Barclays Bank Plc
and Deutsche Bank AG, have
filed separate winding-up peti-
tions against Vishal in the Delhi
high court.

divya.g@livemint.com

At loggerheads: MCX-SX non-executive vice-chairman Jignesh Shah
(left) and Securities and Exchange Board of India chairman C.B. Bhave.
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Toread our previous stories
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This [tax  return] 
is too diff icu lt  for  a 

m athem at ician . I t  takes 
a ph i losopher.

ALBERT EINSTEIN

is a senior research fellow with 

the Mercatus Center at George 

Mason University, US

This brings us to the encounter killing of
Vikas Dubey, a case which seems to have all
these aspects. A politically-connected per-
son with at least 60 criminal charges, he was
infamous for the killing of Santosh Shukla, a
Bharatiya Janata Party minister, inside a
police station, with a dozen odd policemen
as witnesses who turned hostile in court,
leading to his acquittal of the charge. A few
days before his capture, he reportedly killed
eight policemen during a raid to arrest him,
and made an escape. He appears to have usu-
ally got away with these actions in the past,
with his political links and a corruptible
police. But being on the wrong side of the
political fence, caste politics and police rela-
tionships appear to have made Dubey a per-
fect encounter candidate. It is unlikely that
the public will mourn Dubey’s death—the
perfect shield for a police force to engage in
such excesses. 

The only way out of this bad equilibrium
that seems to legitimize police killings is,
counter-intuitively, more policing. India
needs a tenfold increase in police forces,
judges and prisons, ideally coupled with a
significant reduction in the violations that
carry a criminal penalty. Only then may we
see criminal justice with a semblance of the
rule of law. 

In any civilised society, there would be citi-
zen pushback against such police excess.
The police are unlikely to engage in encoun-
ter killings unless they have some popular
support, or at the very least, no widespread
opposition. The weaker the criminal justice
system, the greater the demand for immedi-

ate justice from the public,
especially for gruesome
crimes. When the police
caught four suspects who
allegedly gang-raped a
doctor in Hyderabad, they
read the very angry public
mood, and were largely
praised for the custodial
“encounter” killing of the
suspects, instead of facing
any backlash.

Ordinarily, legislators
and the executive, i.e. the
bosses of the policemen,
are also unlikely to tolerate

policemen going rogue unless they benefit
in some way. This occurs when the general
mood in society supports swift justice, as in
the Hyderabad case. But police excesses will
also be tolerated when these actions get rid
of pesky civil or political opposition, or pre-
vious allies who may have switched loyalties.

low, so their tendency is to increase the pun-
ishment in order to achieve the same level of
deterrence while also appeasing citizens.
Citizens, activists and legislators routinely
demand the death penalty for rapists in
India. The hope is that the severity of the
punishment would make up for weak
enforcement caused by
capacity constraints. 

But increasing the sever-
ity of punishments has not
reduced crime in India.
Punishments like the death
penalty further clog the
criminal justice system
because of the high burden
of proof. Only interna-
tional terrorists, or the
poor, seem to face capital
punishment in the coun-
try. Higher penalties on
law books usually only
serve to increase the
amount of bribes paid by violators to escape
punishment.

The second response to enforcement
swamping is that in the face of public out-
rage over crime, the police act as investiga-
tor, judge and executioner all wrapped in
one—through extra-legal custodial killings.

then expected costs might be relatively low,
compared to the benefits of breaking the
rule. Because of weak capacity of the police,
courts and the prison system in India, the
probability of facing punishment is very low,
even though the punishment for crimes like
murder, kidnapping and extortion is fairly
high. This is one reason for the country’s
increasing crime rate. 

As total crime increases, the resources of
the criminal justice system get further
strained, and fewer criminals are caught.
The total number of crimes can increase if
too many activities are criminalized. This is
especially true of India, where everything
from unauthorized chain pulling and tree
cutting to a cheque bouncing has a criminal
penalty. But the total number of crimes also
increases when criminals go unpunished in
a weak criminal justice system, and they feel
they can act with impunity. Diminished
deterrence because of weak state capacity
tends to generate more criminal activity,
further reducing punishment per crime, and
so on. Mark Kleiman called this phenome-
non “enforcement swamping”. In such an
environment, criminals do not fear the law.

When confronted with weak state capac-
ity and rising crime, state actors know that
the probability of securing convictions is

How more policing could reduce extra-judicial ki llings
SHRUTI RAJAGOPALAN

A shortage of 

state capacity 

for criminal 

justice results in 

illegal responses 

to our problem 

of rising crime 
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