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MY VIEW   |  HERE, THERE, EVERYWHERE 

MY VIEW   |  WORLD APART

E
ven as it fitfully embraces modernity,
India remains a country of perpetual
myth-making. For the past few years,

the world of e-commerce and internet start-
ups—a story-telling business worldwide
where projections of endless exponential
growth take precedence over revenues and
operating profits that boring old-world com-
panies must live by—has been grafted onto
India’s gift for tall stories. The breathless
coverage of unicorns becoming decacorns
captures headlines, while the cash-burn or
value destruction of $2.5 billion by Indian
e-commerce last year and the fact that Face-
book derived a single-digit share of its reve-
nues from India remain footnotes. As a Gold-
man Sachs July report observes, “Low
income levels result in customers being very
price sensitive. The biggest question remains
how, if ever, will India’s internet become
increasingly monetized.”  

Months of deal-making and rumours of
deal-making of Reliance Retail was thus
bound to compete with Paatal Lok as the

Northern Ireland, especially so. 
Maintaining that peace is crucial, 

which is why when Britain negotiated 
an orderly departure from the EU, the 
“Irish Question” proved difficult. Euro-
pean politicians were adamant—rightly 
so—in backing Ireland, which wanted 
assurances that the spirit of the Good 
Friday Agreement—open border—
would be respected; British politicians 
wanted to get the job done with; and 
Americans, who had helped broker the 
peace talks, were watching the negotia-
tions. Even in a divided America, there 
is bipartisan support for an open border 
between Ireland and the UK. 

Eventually, a compromise was 
reached. But just as there are hardcore 
extremists among Irish nationalists, 
who are accused of killing McKee, 
there are hardcore English nationalists, 
who—metaphorically at least—want to 
blow up the Brexit agreement, even if it 
means taking down the Good Friday 
Agreement with it. 

And so, like the guest who doesn’t 
know when to leave, Brexit is still 
sprawled on the sofa in the middle of 
Britain’s crowded living room. While 
the UK left the EU in January, it needs to 
put in place agreements on trade, citi-
zenship rights, and people’s movement, 
so that in late December, when the 
departure is formal, the transition is as 
smooth as possible. The deadline is get-
ting closer, and the British are nowhere 
near a domestic consensus of what they 
want. And so British Prime Minister 
Boris Johnson has done what he knows 
best—bluff and go to the brink, saying if 
there is no agreement by 15 October, he 
is out. On Monday, he won a Parliamen-
tary vote that violates international 
law—the withdrawal agreement that his 
government had signed with the EU. 

The move makes little sense. It was 
Johnson’s government that had signed 
the withdrawal agreement; that agree-
ment is less than a year old; its effects 
are not even known; and erecting any 
kind of border risks tensions in North-
ern Ireland. 

Johnson is not known to be a “details
man”, and when he became prime min-
ister, he realized the complexity of nego-
tiations that lay ahead. The withdrawal 
agreement lets the traffic of goods 
between Britain and Northern Ireland 
be checked, so as to stop smuggling 
across an open border that could violate 
any UK-EU trade deal. Northern Irish 
hardliners who want to remain in the 
UK were incensed, but British parlia-
mentarians ignored their tantrum. 

The months since have been difficult
for all countries, busy as they are com-
bating the pandemic. Much time has 
been lost and the UK has not concluded 
a trade deal, which would hurt British 
exporters, in particular farmers, since 
EU tariffs on farm imports are stiff, to 
protect European farmers. Johnson also 
wants to make it harder for European 
fishing trawlers to ply in British waters, 
and oddly for a Conservative, he wants 
to subsidize industries. Johnson’s “tech-
nical changes”, Britain’s minister for 
Northern Ireland admits, would violate 
international law. All former prime 
ministers—Conservative and Labour—
have criticized Johnson. 

Johnson, it appears, wants people to
believe this is a mere debating ploy. 
Bluff or not, Europeans—the Irish most 
of all—are understandably livid. So are 
Americans, with whom the UK wants a 
free trade deal, which will be a long 
chess match, and US lawmakers seem to 
think that tearing apart the Good Friday 
Agreement is a bad opening gambit.

On Monday, Britain’s parliament 
passed Johnson’s proposed changes, 
although a few members abstained, a 
couple of officials resigned, and the gov-
ernment said it would look at an amend-
ment. Former Labour leader Ed Milli-
band witheringly ridiculed Johnson, 
who scowled and left the House early, 
as if he was late for an appointment. 

Nobody minds Johnson driving down
the white cliffs of Dover; the trouble is, 
he may take the nation with him. Mean-
while, fasten your seat belts. Next stop: a 
Scottish referendum. 

B
orderless Europe is a great 
achievement, one which was
scarcely imaginable when World

War II ended. Such is the power of the 
Schengen Agreement, which makes 
borderless travel possible within conti-
nental Europe, that Britain—which had 
sought exemption from it to retain con-
trol of its borders when it was part of the 
European Union—conceded that point 
to keep the border between Northern 
Ireland (part of the UK) and the Repub-
lic of Ireland open, complying with the 
Good Friday Agreement of 1998, which 
had ended three decades of sectarian 
violence. 

More than 3,600 people had died 
during the 30-year period known as 
“the Troubles”. During its worst 
moments, explosions in British cities 
were not uncommon. One reason Lon-
don has fewer garbage bins for a city of 
its size is that the Irish Republican Army 
sometimes placed bombs in them. 

But peace got its chance. Protestant 
(many of them Unionists) and Catholic 
(many of them Nationalists) politicians 
managed to put aside their bitter differ-
ences and peace prevailed, though it 
was often disrupted by violence. Last 
year Lyra McKee, a young journalist, 
was killed while she was reporting a riot 
in the city known as Derry or London-
derry, depending on your politics. 
Politicians across parties mourned her 
death. Peace is fragile anywhere, and in 

The reckless brinksmanship of
Boris Johnson as Brexit nears

The problem goes beyond the British pr ime minister’s move to violate an international agreement  
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A
s economic forecasters cast a
darker shade of gloom over our
growth prospects this fiscal year,
we need a surge of investment in
businesses to counter a covid-led
crisis and create jobs. Thank-

fully, there is plenty of capital around on the 
lookout for big returns. India needs to make 
the most of such money. Towards this end, a 
parliamentary panel headed by Lok Sabha 
member Jayant Sinha has proposed the aboli-
tion of long-term capital gains (LTCG) tax on 
investments in start-ups made by collective 
investment vehicles, such as angel funds, alter-
native investment funds and limited liability 
partnerships. In a report tabled in Parliament 
on Tuesday, the committee sought the suspen-
sion of that tax for “at least the next two years”. 
This basic proposal should be adopted forth-
with, as our start-up ecosystem needs a spur, 
though not just for a limited time frame, but for 
good. It should be applicable to all investors, 
not just a chosen few. New business ventures 
have a high rate of mortality, and, in general, 
big risk-takers deserve big rewards. However, 
there are many low risk-takers who bear that 
burden as well. Let’s relieve them of LTCG too.

It is well known that a country’s entrepre-
neurial verve often depends on its tax policy. 
India’s grisly framework has long been criti-
cized for perverse incentives that result in a 
variety of market distortions. From wealthy 
individuals to investment firms, many domes-
tic investors have been wary of funnelling 
funds into start-ups because of uncertainty 
over cashing out with rewards that justify the 
risks borne. This has squeezed the access our 
entrepreneurs have had to local seed finance. 
Consider this. India’s LTCG tax on the sale of 

listed shares—levied if sold after a single year 
of purchase—is 10% on the gains made, while 
the same on unlisted stock is 20%, and that too, 
with “long term” defined as at least two years. 
Then there is a surcharge of 25-37% to be paid 
over and above that tax on unlisted shares, a 
charge that foreign investors need not pay. Is 
it any surprise that some 80% of our start-up 
money, as the panel’s report says, comes from 
abroad through venture capital and private 
equity funds? We should have the same rules 
for all classes of investors. Relieving them of 
LTCG worries may also offer another major 
benefit. It could crush an incentive for striking 
overseas deals that involve the transfer of 
stakes in equity-holding vehicles off our local 
tax radar. This would allow clearer patterns of 
ownership to emerge. 

Some of the panel’s other ideas seem less 
doable. It wants pension funds and insurers, 
for example, to invest in private equity funds 
that can then fund start-ups. Done poorly, this 
could spell risk-return and asset-liability mis-
matches. Meanwhile, start-ups are grappling 
with a regulatory initiative to see that public 
share offers—the chief way for early-stage 
investors to cash out—made abroad are fol-
lowed by local public issues, with all the extra 
listing criteria of Indian bourses needing to be 
met. Dual listing could deter start-up funding 
if it becomes harder for such firms to go public. 
Sure, the abolition of LTCG tax will help. But 
the Centre should also rid listed equities of 
this levy on gains of over 1 lakh. With bank 
deposits currently paying less than inflation, 
liquid equity portfolios are all that millions of 
relatively risk-averse retirees and elderly folk 
(among others) have to rely on for their rising 
expenses. Surely, they deserve a break too.

A tax that the country
should axe right away

Relieving investments in start-ups of our tax on long-term capital gains, as proposed by a 

parliamentary panel, would help them attract funds. Let’s relieve equity portfolios of it, too
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When assets worth
€1.5 billion

(` 9,015 crore) were seized
recently from a Sicilian
businessman, it drew
an unexpected picture:
growing investments from
the local mafia in the
renewable energy sector.
Indeed, the businessman
himself is curiously
called the Lord of the
Wind, because of his
popularity in the wind
energy sector in Italy.

In a way, it must have
been an offer the Sicilian
mafia lords found
difficult to refuse. At a
time when the world is
up in arms about clean
energy, crime syndicates
can hardly be blamed
for queuing up for a
share of the pie.

Still, better clean
energy than gambling
or drugs or prostitution,
as was the norm for
mafia businesses in
the 1930s and 1940s.
Judging by the staying
power of the infamous
Cosa Nostra and its ilk,
there is always a place to
put the dough. Doing so
in clean energy might just
have a redemptive, green
effect on the world.
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MONETARY POLICY

RBI not donewith rate
hikeyet, but biasshifts

There was no surprise in
the Reserve Bank of India’s

(RBI) decision to hike key policy
rates in its first six-weekly
monetary policy review to fight
inflation in Asia’s third largest
economy. The repo rate, at
which RBI infuses liquidity in
the system, has been raised by
25 basis points (bps) to 6%and
the reverse repo rate, at which
the Indian central bank drains
excess liquidity, by 50 bps, to
5%. One basis point is one-hun-
dredth of a percentage point.

One should not read too
much into the 50 bps hike in the
reverse repo rate. The effective
policy rate now is the repo rate
as banks do not have enough
liquidity and they are borrowing
from RBI. But the real surprise
was the behaviour of bank
stocks on Dalal Street. They

celebrated the rate hike. Shares
of eight of the 14 banks that
constitute the Bombay Stock
Exchange’s banking sector
index, Bankex, rose, and the
index was the second highest
gainer on Thursday, even as
the Sensex, the exchange’s bell-
wether equity index, lost 0.43%.

Theoretically, a hike in policy
rate affects banks and other in-
terest rate sensitive stocks such
asautomobiles and real estate
as the rise in the cost of funds
dampens the spirit of home
and car buyers. Bank stocks get
affected as a hike in the policy
rate pushes up the bond yield

TURN TOPAGE 2®

EXPECTED MOVE

Rates rise, corridor narrows.
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Afghanistan
mayinvite
mining bids
byend-Sep
B Y U TPAL BHASK AR

utpal.b@livemint.com
·························
NEW DELHI

War-ravaged Afghanistan
expects to call bids for

exploration of its mineral de-
posits valued at nearly $1 tril-
lion (` 46.3 trillion) by end-Sep-
tember, said A. Munir Khan,
commercial counsellor at the
Afghanistan embassy in Delhi.

Analysts expect competition
between Indian and Chinese
firms for these deposits. “We
expect the bids in the last week,
however no firm date has been
fixed. It will be done in phases.
We expect a lot of international
companies to bid and they may
even form consortiums. The in-
ternational bidders will be in-
vited to have a look,” said Khan.

The New York Times had re-
cently reported about US dis-
covering nearly $1 trillion in
untapped mineral deposits in
Afghanistan. The deposits con-
tain iron, copper, cobalt, gold
and lithium. Several commen-
tators have expressed their
doubts over the find and its
timing—just when the US
needed to show some reason
for its continued presence in
the Central Asian nation.

“The Chinese firms in gener-
al have fared better than Indian
companies in the mining sector
mergers and acquisitions, and
they have made large invest-
ments in Australia and Africa.
Afghanistan may, however, be
a d if ferent case and I ndian
companies, particularly the
government-owned ones, may
be nudged to invest for diplo-
matic and strategic reasons,”
said Dipesh Dipu, an expert on
the mining sector.

India has invested $1.3 bil-
lion to rebuild Afghanistan and
views the country as key to its
strategic interests, not least be-
cause it is situated at the cross-
roads between South Asia and
energy-rich Central Asia. As
part of its attempt to increase
its influence in the region, In-
dia has been assisting Afghan-
istan in rebuilding infrastruc-
ture, in turn irking Pakistan.

Afghanistan’s second parlia-
mentary election after the fall
of Taliban is scheduled to be
held on 18 September.

SALE SPECULATION

Stand-aloneBPOs:
isit theend of anera?
B Y L ISON JOSEPH &

SURABHI A GARW AL

·······················
MUMBAI/ NEW DELHI

Reports that Genpact Ltd
may be up for sale reflect

a stark new reality for those
business process outsourcing
(BPO) companies not part of a
larger information technology
(IT) business.

The coming together of sev-
eral factors have led to what
could well be a watershed in
the history of the industry.
Private equity investors may
be seeking to cash out while
market conditions are good,
while the continued pressure
on profitability may see more

pure-play, back-office servic-
es firms on the block.

Clients are looking for inte-
grated IT and back-office
deals under a single roof.
Large enterprises in markets
such as the USand Europe are
going through such a vendor
consolidation process.

Apart from this, voice-
based back-office services, or
call centres, are moving to
cheaper locations such as Lat-
in America and the Philippin-
es. All this and the high sala-
ries arising from increased at-
trition rates, has made life dif-
ficult for firms offering
stand-alone back-office serv-
ices. Full story on Page 3

FRESH SIGNAL

Loan,deposit ratesset
togoupfromOctober

BY ANUP ROY,

D INES H U NNIK RISHNAN &

JOEL REBELLO

·························
MUMBAI

C
ompanies and individuals
will have to pay more in-
terest on their loans with

banks planning to raise their
rates following the hike in the
Reserve Bank of India’s (RBI)
policy rates, the fifth such since
March. RBI has raised the rate at
which it lends to banks by 0.25%
to 6% and the rate at which it
borrows from them by 0.5% to
5%to tame inflation.

Bankers expect all loan rates,
including those on mortgages,
and car, personal and education
loans, to go up from October
even though very few of them are
willing to commit on the quan-
tum of the hike at this point.

Banks will hike their base rate,
or the floor rate for all loans, but
the prime lending rate (PLR), the
rate reserved for their best cus-
tomers, could remain un-
changed—for now.

The base rate system, intro-
duced in July, replaced the old
PLR regime, but old loans are
still linked to PLR.

The base rate for most banks is
7.5-8.5%. PLRs, in contrast,
range between 11.75%and 16%.

“There is a strong possibility
that our base rate will go up by
0.25%,” said Bank of Maharash-
tra chairman and managing di-

rector Allen Pereira. “The RBI ac-
tion is a signal that cost of funds
and loan rates will go up.”

Only recently, most banks in-
creased PLR by around 0.5% and
deposit rates by 25-50% across
maturities. As the main compo-
nent of the base rate is deposit
rates, it isalready under pressure
for an upward revision, irrespec-
tive of RBI’s latest rate action,
said IDBI Bank Ltd’s executive
director R.K. Bansal.

The method for calculating the
base rates varies among banks,
but the cost of deposit is the key
input for all formulae.

RBI is goading banks to raise
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Every t im e w e’ve cut  the 
capital gains tax , the 
econom y has grow n. 

Whenever  w e raise the 
capital gains tax , i t ’s been 
dam aged. I t ’s one of  those 

taxes that  m ost  clear ly 
dam ages econom ic 

grow th  and jobs.

GROVER NORQUIST

is a Mint columnist and a 

former Financial Times foreign 

correspondent.

large entities, rather than consumers—or in
telecom, where service expectations are low.
As K Vaitheeswaran, author of Failing to Suc-
ceed, his account of co-founding India’s first
e-commerce business in 1999, points out,
“The service levels in telecom are modest.
E-commerce is different.” Vaitheeswaran,
who is now a co-founder of a firm marketing
a health drink, Again, tried JioMart some
weeks ago. A couple of items were old or had
expired, he reports: “It’s almost a month. It
remains unresolved. I have moved on.”

Grocery remains highly fragmented in
India, is much more complex online than
selling books or clothes,  and is “hyper-local”
says K. Ganesh, a promoter of Big Basket.
Even formats like supermarkets have just a
fraction of India’s total grocery spend. Once
the pandemic is behind us, conversion to
online grocery sales may stall because Indian
consumers prefer looking at vegetables and
fruit closely before they buy. 

In far more tech-savvy China, traditional
markets account for above two-thirds of all
grocery sales. With 75% of Indian consumers
having an annual income of less than
$2,500, according to Goldman Sachs, and
the prospects of raising incomes looking
bleak, the projected online bonanza for Reli-
ance may prove a tall order.

dependent on the Indian middle class and
India’s economy growing as fast as in previ-
ous decades. As I had argued in this paper in
October before the pandemic tipped India’s
economy into something akin to a depres-
sion, with income shocks for just about
everyone except the very rich, the Indian

middle class is not growing
(https://bit.ly/3knuTfu ).

Reports late last month
that JioMart’s corner-shop
kirana partners increased
order flows to four times of
their pre-lockdown num-
bers, on a base that is tiny in
the context of India’s unor-
ganized retail trade, is part
of a global trend. Amazon
in the second quarter of
2020 saw its net income
rise 100%, but still remains
heavily dependent on web
services for its profits. Sig-

nificantly, Silver Lake’s investment in JioM-
art coincided with the Centre for Monitoring
Indian Economy reporting that 21 million
salaried jobs have been lost after India’s late-
March lockdown.

Reliance’s success hitherto has also
largely been in businesses that serve other

concerns of New Delhi helps as well. Just last
year, Ambani said at a business summit in
Gujarat that India’s data must be owned and
controlled “by Indian people and not by cor-
porates, especially foreign corporations”. In
April, after securing $5.7 billion from Face-
book for a 10% stake in Reliance Jio, “Mr
Ambani struck a warmer
tone as he welcomed one
such global corporation, a
‘friend’ of the Indian peo-
ple: Facebook,” the Finan-
cial Times wryly reported.
Remarkably, Reliance Jio
is both profitable and has
400 million subscribers
paying an average of $2 a
month and signed up for
the least expensive data in
the world.

Whether this record of
ambition and execution in
telecom is a solid founda-
tion for the e-commerce success of Jio Mart
and broadly of Reliance Retail remains to be
seen. Reliance Retail both dwarfs its nearest
brick-and-mortar competitor, Dmart, and is
growing much faster. But, its huge share of
the country’s organized retail market means
that Reliance Retail’s growth is partly

most emblematic Indian serial of 2020. 
Fresh from the acquisition of Future, Reli-

ance Retail received a $1 billion investment
from Silver Lake in early September for a
1.75% stake. Carlyle is now reportedly poised
to make a $2 billion investment. Uncon-
firmed reports last week that Amazon might
pay $20 billion for a 40% share in the com-
pany led me to ask Arvind Singhal, who
heads Technopak, India’s leading retail
management consulting and research firm,
why the world’s largest e-commerce com-
pany would seek a passive stake in a compet-
itor. “It makes no sense to me at all,” said
Singhal. Given the repeated policy interven-
tions of the Narendra Modi government in
the e-commerce sector to prevent, say, deep
discounting by foreign companies, Wal-
Mart, which has an erratic international
record, is a more likely candidate to hedge its
bets on Flipkart, he said. The Economic Times
reported that in the second quarter, Amazon
passed Wal-Mart’s Flipkart in mobile phone
sales, a critical segment for e-commerce in
India, for the first time.

Mukesh Ambani’s Reliance group is cer-
tainly hard to bet against, given its track
record of agile deal-making this year alone
with Facebook, Google and a host of foreign
private equity investors. Telepathy for the

Why Reliance Retai l isn’t quite the sure bet i t ’s seen to be
RAHUL JACOB

Economic and 

market realities 

suggest that 

the group’s 

retail prospects 

are largely being 

overestimated
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