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A
 recent paper published by the
National Bureau of Economic
Research of Boston created a huge

controversy. Titled Enforcing Payment for
Water and Sanitization Services in Nairobi’s
Slums, it has four co-authors, some of whom
are senior researchers with the World Bank.
It tackles a fairly typical question faced by
policymakers. How does one ensure that
public utility services like water, sewerage
and electricity achieve full coverage in a sus-
tainable way? At least some user charges
have to be collected to cover the cost of
delivery. If a large portion of the bills remain
unpaid, it can lead to a fiscal crisis, or to
rationing of the services, defeating the very
purpose of achieving universal coverage.
The paper explored what should be the right
policy to ensure higher bill collection.
Should it involve “soft” persuasion, face-to-
face meetings with stakeholders, or a “hard”
system of disconnection on non-payment?
Researchers designed an experiment that
was conducted in the poor neighbourhoods

and credit disbursement. Those banks 
had largely served as financing vehicles 
for the industrial houses that promoted 
them. Further, the recent experience of 
Punjab and Maharashtra Cooperative 
Bank having diverted a huge proportion 
of credit to a favoured borrower is fresh 
in people’s minds. Yes Bank had to be 
rescued. These failures could be attrib-
uted to the limited capital and limitless 
ambition of founders. That said, it is 
inconceivable that reputed houses like 
the Tatas, Birlas, Reliance, Mahindra, 
Bajaj and Murugappa, to name some, 
would risk their reputation, considering 
the huge size of their other investments.

It is no secret that policy decisions 
invariably involve trade-offs. Credit 
diffusion in India remains weak. We are 
not advocating that it should rise to the 
levels seen in certain advanced coun-
tries or in China, for that could create 
other problems for the economy. Suf-
fice to say that India has a low ratio of 
credit to gross domestic product. Two, 
frauds in government-owned banks 
have been rising much faster than their 
assets (see table 3.5 of RBI’s Financial 
Stability Report, December 2019) and 
profits. In any case, public sector banks 
had negative returns on equity and 
assets in 2017-18 and 2018-19. In fact, 
one of the reasons for the failure of 
demonetization to unearth unac-
counted wealth was the nexus between 
banks and clients. This problem was 
concentrated in public sector banks. 

Today, the norms on related party 
transactions are clear and RBI has tools 
to monitor and prevent this from 
becoming a menace. The central bank 
has already prescribed stiff minimum 
capital requirements for new banks to 
be licensed. It has also set governance 
standards for such institutions and for 
the probity of their managements. Fur-
ther, as bank regulator, it has the right 
to tighten conditions for the grant of a 
licence. Finally, the licensing authority 
can reject applications. 

Encouraging private capital to enter
the banking sector is also an indirect 

way of reducing the share of govern-
ment-owned banks in the system, and 
along with it, reducing the scope for 
them to run up bad assets every few 
years, resulting in the diversion of tax-
payer money towards recapitalization 
and away from the development needs 
of the economy. More importantly, a 
capital-intensive industry needs players 
who can invest large amounts of capital. 
Government finances are not meant to 
provide capital for commercial enter-
prises. It only encourages political and 
executive interference in commercial 
decision-making, giving rise to conflicts 
of interest that central bank regulations 
can do little about, whereas inviting pri-
vate capital addresses the problem.

This is what has happened in other 
sectors like steel, telecom and aviation. 
The private sector was allowed to grow 
and compete with the public sector. 
Consumers have benefited, huge 
investments have come in, prices have 
come down, and conflicts of govern-
ment ownership have been eliminated 
substantially. The country may be 
missing a big opportunity by not letting 
some of its well-performing business 
groups set up banks.

In a recent interview, former RBI 
deputy governor Viral Acharya said that 
corporate houses routinely delayed 
payments to banks. The system has no 
in-built incentives nor disincentives for 
orderly debtor behaviour. He called for 
public disclosure of even a day’s delay in 
payments to banks for publicly listed 
companies, as is done in the case of 
bonds and marketable debt. It may not 
be too far-fetched to suggest that indus-
trial houses getting a taste of their own 
medicine would over time lead to better 
repayment habits among businesses.

We agree that the financial sector 
cannot be a “free for all” zone of activity. 
Regulatory policies should facilitate 
the growth of the sector  and ensure its 
stability. But, developing economies 
that focus exclusively on either of the 
two goals will enjoy neither.

These are the authors’ personal views

I
n recent weeks, the Reserve Bank of 
India (RBI) has been in the news for 
several reasons. A former governor 

and deputy governor released their 
books blaming the government, for the 
most part, for the problems that India’s 
financial sector faces. They absolved the 
institution they served of any responsi-
bility in the matter. Then, RBI’s mone-
tary policy committee (MPC) kept inter-
est rates unchanged after a meeting that 
was probably the current panel’s last, as  
its four-year term draws to an end. 
Hence, there were analyses of the trajec-
tory of inflation in India over the past 
four years, with the implicit suggestion 
that correlation between RBI’s inflation-
targeting regime and inflation perform-
ance is causation. The central bank 
announced a one-time debt restructur-
ing. It also enhanced the loan-to-value 
ratio of gold loans to 90% after the price 
of gold reached a historic high. Finally 
and importantly, RBI appears to have 
shut the doors on India’s corporate 
houses wanting to set up banks, point-
ing to governance challenges. 

If newspaper reports are to be 
believed, RBI wanted the right to scruti-
nize the financials of corporate spon-
sors on an ongoing basis. This has effec-
tively shut the door on the possibility of 
large corporations setting up banks. 
This is an overkill. In 1969, when banks 
were nationalized, private sector banks 
had a poor track record on governance 

RBI should let business houses 
set up and run banks in India

Financial stability r isks would be outweighed by the likely gains of revitalizing our banking sector

T
he question of who owns and con-
trols data gathered by online tools
is getting fraught with tension.
Some of the world’s most sophisti-
cated technology companies, such
as Amazon, Facebook and Google,

have built their vast empires on data collected 
from users that can either directly be put to 
profitable use or fed to algorithms that churn 
out valuable information. The massive user 
bases of these firms in India could explain 
their reported resistance to the idea of man-
datory data-sharing in the country, a proposal 
made recently by a government-appointed 
panel. If the committee had its way, the non-
personal or anonymized data of people would 
be treated as a public resource, with private 
enterprises required by law to turn their data-
bases over if called upon by a regulator to do 
so. This “sharing” could be for a civic author-
ity to use in enhancing the delivery of public 
services, or for transfer to a start-up in need of 
basic market information for its business. The 
idea here would be to neutralize the advan-
tage that data monopolies wield and foster 
online competition by opening up vast vaults 
of information to all. In countries that see pri-
vate ownership as the crux of capitalism, this 
would be seen as state appropriation of prop-
erty. Therefore, it should not surprise us that 
American lobby groups like the US Chamber 
of Commerce and US-India Business Council 
appear to have taken up the issue. Reports 
suggest that they are preparing to protest 
data-sharing. 

Data is different from other resources in that
sharing it does not deprive anyone of anything 
other than exclusive access to it. In Big Tech’s 
view, it seems, that is bad enough. The chief 

argument against the idea is that it would 
amount to nationalization of what modern 
businesses thrive on, reducing the incentive of 
private players to innovate and perform well. 
The well-intended commandeering of inputs 
could go wrong, especially if it concentrates 
power in state hands, as communist countries 
found. Yet, it is also evident that a laissez faire 
approach has resulted in the emergence of 
powerful companies armed with data drawn 
from people at large. That this data is vulnera-
ble to abuse is one problem. That rivals cannot 
hope to acquire such bits and bytes, at least in 
the winner-takes-all field of social networks, is 
another. For data defined as personal, India 
has a data protection bill underway that aims 
to prevent its misuse and regulate data gather-
ers. If passed, it would create an even more 
potent centralized data authority. In all, India 
could soon be saddled with a multiplicity of 
data rules, possibly even a jumble of red tape. 

Before any legal framework is put in place, 
though, it would be best to forge a consensus 
on how data should be treated. For this, we 
must resort to first principles. The core tension 
between the State and Big Tech over owner-
ship can be resolved by adopting the principle 
that neither the State nor a corporate gatherer 
can own anyone’s data. All data must belong to 
the individual who supplies it. Thus empow-
ered, the person uploading an app or website 
with data should determine its fate: whether it 
should be available free to a public agency, for 
instance, or, if it will be used for purposes 
beyond the service sought, what compensa-
tion to ask for in lieu of its usage or resale 
rights. Such a regime will also let people share 
a modest slice of the money being made off big 
data. Let’s be fair—above all, to our citizens.

Let us grant individuals
ownership of their data
An Indian proposal of mandatory data-shar ing appears to have alarmed US Big Tech firms. 

Rather than the State claiming access, let people own what they upload—and decide its fate
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As i f t her e weren’ t
enough problems

with political
debate—flying flower

pots anyone?—now the
Commonwealth Games
present a new malice.

Several politicians
and administrators now
routinely fall back on the
“Indian wedding” analogy

to somehow explain the
Games mess. Sheila Dixit,
M.S. Gill, bureaucrats
and BJP politicians
have all been overheard
using the rapidly tiring
metaphor. Forget

the malba (Hindi
for debris). Kindly
dispose of this nonsense
immediately.

There are parallels.
At a wedding, last-minute
problems can be solved

by throwing money and
manpower at them.

But the public doesn’t
bankroll your son’s
wedding. And you don’t
demolish Connaught

Place in the process.
In fact, it increasingly

looks like hassled
wedding planners
will soon be saying:

“Don’t worry. Like the
Commonwealth Games,
we will also somehow...”

QUI CK EDI T

Monsoon
wedding

Mint is also a vailable f or R5.50 with Hindus tan T imes under a c ombo off er

BANK LICENCES

RBI setsthe
ball rollingon
newnorms

BY A NUP ROY &

JOEL R EBELLO

·························
MUMBAI

T
he Reserve Bank of India
(RBI) on Wednesday re-

leased a discussion pa-
per on capital, ownership

structure, foreign shareholding
norms and the business model
of new private banks, but
stayed away from taking any
position on the profile of the

new entities that will be given
licences to run such banks.

The Indian banking regulator
merely flagged off certain is-
sues and said it will set policies
after receiving feedback from
stakeholders by 30 September.

It has not given any time frame
for finalizing the policy, but
said all applications will be ex-
amined by an external group
and “a limited number of li-
cences” will be given, based on

the group’s recommendations.

It has, however, taken a clear
stance on three aspects of new
bank licences.

First, licences will be granted
keeping in mind the larger
mandate of financial inclusion
apart from introducing compe-
tition.

Second, licences will not be
given to any non-banking fi-
nancial company (NBFC) or
business house engaged in real

estate activities.
Finally, the overseas holding

in new banks can be capped at

50% for the first 10 years. This
is obvious as, under current

norms, more than 50% foreign
shareholding in a bank makes
it a foreign-owned one.

Shares of a few NBFCs rose
on Wednesday following the

release of the discussion paper
even as the Bankex, the index

of banking stocks on the Bom-
bay Stock Exchange, as well as

the benchmark equity index,
Sensex, fell.

Finance minister Pranab
Mukherjee had announced in

February that RBI will give li-
cences to new banks. Wednes-
day’s discussion paper follows

his budget announcement.
On the issue of minimum

capital requirements for new
banks, RBI proposed a few op-
tions apart from the existing
` 300 crore of capital require-
ment norm.

TURN TOPAGE 2®

Central bank to set
policies aft er receiving
feedback by 30 Sep;
external group will
examine all applica tions

RIGHTFUL BENEFICIARIES

SoniabacksAadhaar
for reformingPDS
BY L IZ M ATHEW &

SURABHI AGARW AL

·························
NEW DELHI

The idea of using the unique
identity (UID) programme,

or Aadhaar, to reform the pub-
lic distribution system (PDS)

through which the government
supplies cheap grain, pulses

and other essentials to people
who most need them appears

to be gathering steam, with
Congress president and United
Progressive Alliance (UPA)
chairperson Sonia Gandhi sig-
nalling her backing for it.

A seni or Congress partyo ff i -
cial, who did not want to be
identified, said that Gandhi
had directed the government

to initiate discussions with the
Unique Identification Authori-
ty of India (UIDAI) in this con-

text. Officials from the agricul-
ture ministry, including minis-

ter of state K.V. Thomas, met
UIDAI chairman Nandan Nile-
kani in his office on Wednes-
day.

The government’s efforts to

involve Aadhaar in PDS come
after the Supreme Court sug-
gested the same thing late last
month.

Aadhaar aims to provide ev-
ery resident with a unique
identification number that can

serve as proof of identity for

everything from opening a

bank account to receiving gov-
ernment subsidy to getting

grains and other products
from ration shops, the last link

in PDS.
An official in the agriculture

ministry confirmed that a
meeting on Nilekani’s propos-
al to use Aadhaar in PDS did

indeed take place on Wednes-
day. A UIDAI official declined
comment. Meanwhile, the gov-
ernment has created a com-

mittee to prepare a road map
for the computerization of
PDS and link it both to the

Food Corporation of India
(FCI) and UIDAI.

Integration with UID will be
a m aj or f ocus area o f the com -
mittee, said an official in the
department of information
technology.

FCI’s warehouses are the
first link of PDS.

On 27 July, the apex court
bench comprising justices
Dalveer Bhandari and Deepak
Verma, while dealing with a re-

TURN TOPAGE 3®

NEW GUIDELINES

Sour ce: RBI

Reserv e B ank of India moo ts 
discus sion on ne w banking lic ences.

Minimum capital
Options 

 A lit tle mor e than R300  cr 

 R1,000  cr 
 Start with R500  cr and r aise 
it t o R1,000  cr in fiv e years

Promoter stake
Options  

 40%, to be dilut ed aft er 
five years

 Start with 5% and raise it t o 20%
 40% forever
 Start with 40%, but bring it do wn as 

bank’s capital gr ows

Options

 Such houses, particularly 

those which ha ve a pr edominan t
 presence in the financial sect or, 
be allo wed if they are fit and pr oper

 They can take over regional rur al banks 
bef ore bank lic ences are given

Foreign shar eholding
 50% f oreign holding and 
lock ed f or 10 y ears

On indus trial houses’ en try 
into banking

  NBFCs can be c onsider ed, 
provided they are not 
engaged in r eal estate 
activities in an y manner

On NBF Cs opening bank s

  Apart fr om 40% mandated 
lending and 25% rural branch 
net work, financial inclusion 
could be a thrus t area

Busines s model

Bharti’sprofit
dragged down
byspectrum
fee,forexloss
BY SHAUVIK GHOS H

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

Bhar t i Ai rtel Ltd reported a
fall in net profit of 32% to

` 1,682 crore for the three

months ended 30 June over the

same quarter last year, but the fi-
nancials of India’s largest telco
reflected three key trends that

will likely drive the company’s
growth and influence its perfor-
mance in the future: Africa; the
rise of data; and declining voice
revenue per user in India.

The ` 216 crore decline in net
profit isbecause of an increase of
` 104 crore in spectrum usage
charges and a ` 421 crore loss

arising from foreign exchange
fluctuations and derivatives. The
company had gained ` 279 crore

from similar fluctuations in the
year ago, said Sanjay Kapoor ,

chief executive officer (CEO), In-
dia and South Asia, Bharti Airtel.

The telco’s consolidated reve-
nue (including Airtel Africa for
23 days) for the quarter was

` 12,231 crore, a growth of 17.4%
from the year earlier. Revenue
from South Asia, including India,
was ` 11,273 crore, up 8.2%.

Bharti acquired the African as-
sets of Kuwait-based Zain for an
enterprise value of $10.7 billion

(` 49,755 crore today) in the
quarter. It also paid ` 15,610
crore for spectrum to offer 3G, or
third-generation, high-speed
mobile services (in 13 circles)
and BWA, or broadband wireless

access, services (in four circles).

Capital expenditure in the
quarter was ` 1,836 crore, largely
because of delays in security

clearances for equipment im-
ports. It earlier indicated its cap-
ital expenditure for the year
would be $3.2 billion, including
$800 million for Airtel Africa.

Bharti’s net debt to equity ra-
tio stood at 1.38:1, a relatively
low number for a telco, and an
indication of the firm’s financial

health aswell as its ability to cov-
er its debt; and its net debt to op-
erating profit ratio at 2.87:1.
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Easy recruitment rules and
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In  God we trust. 
All  others m ust 

br ing data.

W. EDWARDS DEMING

is an economist and a senior 

fellow at The Takshashila 

Institution, an independent 

centre for research and 

education in public policy.

causality. He makes a scathing remark about
the ethics of RCTs done by Western econo-
mists on the poor in India. These RCTs were
vetted by American institutional review
boards, but would not have been allowed on
American subjects. In Deaton’s words,
“There is an uncomfortable parallel here
with the debates about pharmaceutical com-
panies testing drugs in Africa.”

The RCT movement gained acceptance
and popularity because of the notion that
policy should be evidence-based. There was
an increasing distrust of deductive reason-
ing or theoretical models. That also explains
the current fad of throwing big data at any
policy puzzle. No prior model needed. RCT
also claims to be a priori  agnostic, and only
seeks empirical confirmation through an
experiment. But just because it works in the
context of a slum in Nairobi, it does not mean
that it can be applied everywhere else. And,
as Deaton points out, even the limited appli-
cability in the context of one experiment can
be questioned. Even if RCTs are useful, that
does not mean other modes of study, such as
surveys, observations, questionnaires and
trial and error, are irrelevant. Not to forget
the importance of good old common sense,
logic and reasoning. Indeed, an RCT often
just ends up confirming common sense.

plication cannot be overemphasized. In
another well-known paper published in
2013 in the Quarterly Journal of Economics,
its authors had used the RCT technique for
determining how to reduce corruption in
the grant of driving licences in India. In their
experiment, one control group was “encour-

aged” to get their licences
by paying bribes. The eth-
ics of those fraudulently
licensed drivers on Indian
roads boggles the mind,
and we can’t blame the
researchers for the malaise.
But the methodology is on
ethically slippery ground.

No wonder that critics of
RCT are increasing. One of
the most prominent ones is
Nobel laureate Angus Dea-
ton, who has himself used
the RCT methodology on
occasion. In his essay in a

forthcoming book titled Randomized Con-
trolled Trials in the Field of Development: A
Critical Perspective, he writes that although
RCTs have been used for a long time, they
have no unique advantage or disadvantage
over other empirical methods. They do not
simplify inference, nor can they establish

ful of losing political support. Did the RCT
not implicitly provide support to the ruling
government? What if the government had
otherwise repressive policies in other
spheres? Does such an alignment with
World Bank researchers help consolidate
the legitimacy of repressive regimes?

Thi s RCT-based
research paper and its
implied policy advice has
highlighted the many pit-
falls of using such experi-
ments in deciding crucial
policy designs. RCTs were
in the limelight recently
after a Nobel Prize was
awarded to three of the
methodology’s  pioneers,
Abhijit Banerjee, Esther
Duflo and Michael Kremer.
Their work has been quite
rigorous, and they have
always been careful not to
exaggerate the validity of their findings. But
not every RCT researcher is like that.
Indeed, an RCT “epidemic” is now wide-
spread, infecting donor agencies like the
World Bank and Bill & Melinda Gates Foun-
dation, and inevitably influencing policy in
the developing world. The dangers of misap-

of Nairobi. They divided the sample house-
holds into those who would be offered the
“soft” option and those who would face
“hard” disconnection. The experiment ran
for nine months. There were thus slum
dwellers who faced water disconnection
nine months longer than the other group.

This caused a furore over the ethics of
such a randomized control test (RCT) among
economists and social activists. How can you
justify a test that cuts off the water supply of
a control group?

Was there informed consent of participa-
tion in this experiment? Can the poor and
vulnerable be put to such “inhuman” tests?
What about the impact on child health? The
research found that “hard disconnection”
worked better than “soft” persuasion in the
recovery of bills. More troubling was the
finding that the political “cost” of hard dis-
connection is low. In many developing
countries, one of the reasons that water and
electricity disconnections are not done is the
fear of community protests and a political
backlash. Often, there is political interfer-
ence too, as evident in the case of India’s
electricity distribution companies.

This research, supported by the World
Bank, helped confirm, at least in the Nairobi
context, that governments need not be fear-

The pitfalls of random control tests for  policy purposes
AJIT RANADE

Such trials may 

have hogged 

the limelight in 

recent times but 

they’re often 

neither ethical 

nor useful

V. ANANTHA NAGESWARAN 
AND T.V. MOHANDAS PAI
are, respectively, member of the Economic 

Advisory Council to the Prime Minister and 

chairman, Aarin Capital Partners.
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