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MY VIEW   |  ARTHANOMICS

MY VIEW   |  EX MACHINA

L
ate last week, news broke of a virtual
meeting that had been convened by
doyens of the Indian startup ecosystem.

Ordinarily, there wouldn’t have been any-
thing remarkable about this meeting had it
not become such a rallying call for the Indian
developer community against the changes
that Google was looking to implement to its
Play Store policy. After years of forbearance,
all apps downloaded from its Play Store were
going to be required to route their revenues
through that store and pay a 30% fee to Goo-
gle as well.

Digital service providers in India receive
much of their revenue from subscriptions,
in-app purchases, the sale of virtual items
and the like. Small wonder that this change
in policy gave rise to widespread consterna-
tion. Android developers use built-in brows-
ers for payments so that the entire value of
their revenue accrues to them. If all pur-
chases now have to be routed through Goo-
gle Play Store—and subject to a 30% cut—
they stand to lose a sizeable chunk of their

factory floor, or how the worker is alien-
ated from his tools, Marx got it all 
wrong. As management guru Peter 
Drucker pointed out, his egregious 
error was to presume that the worker’s 
tools belong to the capitalist and hence 
his alienation from work. In an informa-
tion society, the worker owns his or her 
tools (i.e., skills and knowledge). This 
knowledge can at best be purchased by 
a capitalist but not controlled.

Author Paul Johnson, writing on 
Intellectuals and their personal follies, 
found Marx’s understanding of capital-
ism or worker exploitation too shallow. 
Even as he was writing Das Kapital, he 
seemed to ignore the fact that the exis-
tence of labour inspection reports docu-
menting bad working conditions 
implied that the state was beginning to 
do something about protecting work-
ers’ rights. Marx’s data on work condi-
tions was outdated even as he was ful-
minating about them. It was “fake 
news”. More importantly, the use of 
more capital actually improves work 
conditions for labour, whether on the 
factory floor or in general.

So beyond pointing out inequalities,
Marxism gives us no real understanding 
of where capitalism ends up doing us a 
disservice.

The reason why capitalist “competi-
tion” tends to produce monopoly power 
lies in two understated truths: the 
power of compounding, and the exis-
tence of winner-takes-all situations.

The power of compounding tells us 
that once returns start accumulating, 
whether in an individual’s bank account 
or in terms of corporate financial power,
capital grows exponentially rather than 
in a linear fashion. This is the secret 
behind the wealth of today’s richest 
individuals, including iconic investor 
Warren Buffett. If capitalist returns 
were governed by the rules of simple 
interest, wealth and power accumula-
tion would slow down sharply. But we 
can’t uninvent the principle of com-
pounding.

The second issue, related to the first,

is this: Most winners in the first round of 
competition tend to be one-trick 
ponies; they are good at only one thing, 
but the qualitative difference in the 
product or service they offer is so 
attractive that it facilitates the emer-
gence of consumer-market monopolies. 
This is the winner-takes-all phenome-
non. Google was not a first mover in 
internet search, but its algorithm was so 
much superior that it conquered all. 
And this one trick, once taken to other 
allied markets (advertising, maps, mail, 
etc.), made it so powerful that it could 
effectively invest in many other unre-
lated areas and come out trumps 
(browsers, mobile phone operating sys-
tems, video publishing platform, et al).

Ditto for Facebook. It won the social
media race even though it was a late 
entrant. Having won the first race, it 
could buy out competitors in other 
fields (WhatsaApp, Instagram, etc.) by 
sheer money power. The same applies 
to Microsoft, which converted its desk-
top monopoly into an opportunity to 
get into many other areas.

One can extend this logic even to 
manufacturing, where China—a late 
entrant to capital-led growth—became 
factory to the world for several prod-
ucts. This is one reason why shifting 
supply chains out of China will be diffi-
cult, for it won that race by using scale 
and such winner-takes-all success can-
not be easily copied. 

Most importantly, capitalism’s suc-
cess (or failure) depends on information 
(or the lack of it). Unlike socialism, capi-
talism uses information such as prices to
allocate resources. Where this informa-
tion is plentiful and available easily, it 
works. Where it is lacking, it fails (exam-
ple: our destruction of the ecology, 
where the price of excess use of fossil 
fuels is paid only by later generations).

So, the way forward for policymakers
is clear: Break up monopolies when 
they become too big, and develop meth-
ods to improve price information for 
products that cannot be priced easily. 
Regulation is the only solution here.

T
he central problem thrown up by
capitalist success is very clear: the
inequality of outcomes and per-

sistent maldistribution of wealth and 
incomes. This is obvious from the fact 
that a handful of technology compa-
nies—Apple, Alphabet, Amazon, Micro-
soft and Facebook—account for a dis-
proportionate share of all market capi-
talization, wielding economic power 
that can rival nation-states.

This has led to growing calls for 
breaking up tech monopolies to curtail 
their power. Recently, former Greek 
finance minister Yanis Varoufakis made 
this point in a column in Mint. While 
this is an important way forward, it 
would be useful to understand why cap-
italism throws up monopolies so often. 
This would help the formulation of 
sound policies to prevent the concen-
tration of market power beyond a point.

Our jaundiced views on capitalism 
come largely from its socialist and com-
munist critics, especially Karl Marx, 
who wrote tomes on it without really 
understanding why capitalism works 
(when it does). Almost all of Marx’s 
assumptions—most of his knowledge, it 
would seem, came from reading reports 
in the British Museum and not from 
actually visiting factories or marketpla-
ces—have turned out to be wrong.

Whether it is extracting a “surplus” 
from labour’s efforts, or the prevalence 
of deplorable working conditions on the

Marx misread capitalism but we 
must not fall into the same trap

Curbing excessive market power is best done by working out why capitalism results in monopolies

R JAGANNATHAN
is editorial director, ‘Swarajya’ magazine

O
f late, Indian apps have been
up in arms against what they
see as undue clout exercised
by Google over their business
through stiff conditions for
enlistment on its Play Store

and its proposal to charge a “gateway toll” on 
app transactions. Their hackles were raised 
after the Big Tech major said last week that, 
starting next September, it would globally 
enforce its billing system and also levy a 30% 
commission—as Apple’s App Store does—on 
revenues made by apps downloaded on mobile 
phones from its store. In response, various tech 
startups rallied behind a banner of revolt raised 
earlier by Paytm’s Vijay Shekhar Sharma, who 
had alleged unfair treatment of its gaming app 
by Google, which has a rival service for online 
payments. Such was the outcry over Play 
Store’s new policy that the Indian government 
took note. On Monday, the US-based company 
seemed to soften its stance, saying it would 
defer the levy on Indian apps until 31 March 
2022. But that has not soothed nerves.

App dispensers run by two companies 
account for almost all the apps on people’s 
handsets across the world. Apple and Google 
owe their duopoly to the fact that most smart-
phones use their user interface—iOS and 
Android, respectively—for internet access and 
other operations. An estimated 99% of India’s 
500 million odd smartphones run on Google’s 
Android. The dominance of this operating sys-
tem is beyond doubt, and while Google does 
allow compatible apps to be hawked by other 
app stores—unlike iOS—it gets to set its rules 
from a position of strength that need not serve 
any interests other than its own. So does Apple. 
It is not as if they have no justification whatso-

ever for levying special charges. They claim to 
keep phones virus-free, filter out malware and 
shield us from fraud, all of which takes money 
and effort. Yet, the duo wield so much influ-
ence over what we have on our phones and 
what we therefore wind up using, that any alle-
gation of their abuse of power would deserve a 
close look. Even if consumers have no reason 
to complain about how app stores function, the
latter’s actions could conceivably reduce com-
petition, stifle innovation and thus stunt the 
growth of online markets.

The setting up of a domestic app store by the
government is an idea that has popped up to 
mitigate the potential ill effects of an app-dis-
pensing duopoly. For Android phones, this is 
feasible. It would also gel with our national 
mantra of self-reliance. However, there is no 
guarantee that it will succeed, given the privi-
leged space that the two original app stores 
occupy on the opening screens of smart-
phones. Other efforts to take the duo on have 
floundered. On 5 October, Paytm launched a 
sub-store under the aegis of its main app, but 
its field of catchment seems to extend no far-
ther than its own users. While a state-spon-
sored app store could stir popular interest, the 
blunt truth is that the preloaded stores of the 
big two are highly convenient and app users 
may have little incentive to go elsewhere. In 
other words, app marketers cannot delist their 
apps from Apple’s App Store and Google’s Play 
Store without the risk of losing business. Our 
best hope against any exertion of private 
authority that goes against India’s broader 
market interests would be an insistence on 
strict adherence to the country’s competition 
law. If this means our anti-trust policy must 
widen its scope for the digital age, let’s do it.

An apt role for the state 
in these app store wars

Protests by Indian apps against Google’s move to tighten Play Store rules have highlighted 

the gateway power of app stores. This duopoly scenario may deserve anti-trust scrutiny
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I t used to be t hat most
Malayalees, as soon as

they were of an age to
travel, got on the train to
Mumbai or Delhi to look
for a job. The rest got on
the plane to Dubai for the
same reason. Their
journey coincided with
well-heeled tourists
coming to find paradise
in God’s own country, a
title appropriated by
Kerala thanks to all the
slickly packaged
advertising.

From Thiruvanant-
hapuram to Kasargod,
young people have been
leaving Kerala for
decades. This has meant
that there are few people
left who are willing to
engage in manual labour.

That’s why the
remittance-dependent
state is emerging as a
destination for job
seekers from other states,
such as Orissa, West
Bengal and Assam (see
Page 13). For many of
these workers, Kerala is
their Gulf. This migration
needs to be carefully
managed by the state,
otherwise these workers
would have traded
poverty for another kind
of misery.
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RISING COSTS

Companiesget
generouswithpay
BY N . SUND ARESHA

SUBRAM ANIAN,

ANIRUD H L ASKAR &

L ISON JOSEPH

·························
MUMBAI

Anumber of listed firms are
spending more than twice

what they used to on employ-
ees two years ago. The revival
in the economy and the re-
sumption of hiring activity in
many sectors have had a twin-
fold effect on their wage bills.

While these firms are hiring
more people, they are also
paying employees more than
what they did a couple of years
ago.

A Mint analysis of expendi-
ture on employee compensa-
tion by BSE 500 companies
shows that at least 390 firms
saw wage bills go up over
March 2008 levels.

Among these, at least 75
companies saw their staff costs
increase by 100% or more.

At least 114 companies saw
their staff costs go up 50-100%.

The total staff costs of BSE
500 companies have gone up
from ` 36,000 crore in the quar-
ter ended March 2008 to
` 51,000 crore in the three-
month period ended June
2010, a rise of 41%.

People employed in the

pharma, infrastructure and fi-
nancial services sectors are
among the key beneficiaries.

Analysts say the spiralling of
employee compensation is a
result of new hires that hap-
pened over the past few quar-
ters as well as an increase in
salaries. Wages had gone into a
freeze following the collapse of
US investment bank Lehman
Brothers Holdings Inc. in Sep-
tember 2008 as many compa-
nies reduced workers and cut
costs. For the next four quar-
ters employee costs of BSE 500
companies either dipped or re-
mained stagnant.

This trend began to reverse
in the quarter ended Decem-
ber 2009. Since then, wages
have seen a sharp jump in the
last three quarters. Increases
are likely to remain healthy,
analysts at Edelweiss Capital
Ltd said in a strategy report re-
leased earlier this week.
“These higher compensation
payouts are likely to drive ur-
ban consumption,” the report
said.

Sarabjit Kour Nangra , vice-
president, research, Angel
Broking Ltd, said employee
costs are bound to go up con-
siderably this year. “Wages

TURN TO PAGE 2®

PSUstap
Super 30 to
createown
talent pool
B Y U TPAL BHASK AR &

PALLAVI SINGH

·························
NEW DELHI

Public sector units are lever-
aging Super 30, the popular

Patna-based coaching phenom-
enon for Indian Institutes of
Technology (IIT) aspirants, in
their human resources and cor-
porate social responsibility
(CSR) initiatives and to create an
engineering talent pool for
themselves.

State-run NTPC Ltd, India’s
largest power generation utility,
has got the institute’s co-founder
Abhayanand to coach the chil-
dren of employees who are
spread across its 27 projects.

Oil and Natural Gas Corp. Ltd
(ONGC) is in talks for a similar
coaching tie-up for the children
of its employees, spread across
the country.

Other public sector units such
as Power Grid Corp. of India Ltd,
GAIL (India) Ltd and Oil India
Ltd are training poor students for
the joint entrance examination
(JEE), conducted for admission
to the IITs, as part of their CSR
exercise.

Abhayanand will help “coach
our children at the projects”,
Arup Roy Chowdhry, chairman
and managing director of NTPC,
said. “We are starting the coach-
ing for 12th class students from
this year through our communi-
cation network. It will start from
1 November.”

The NTPC programme will
have local supervisors who will
be selected from among the
spouses of the utility’s employ-
ees and will coach the children
through e-lectures for which a
dedicated communication sys-
tem will be installed.

Super 30, also known as the
Ramanujan School of Mathe-
matics, is a coaching institute
that trains underprivileged, but
meritorious, children of Bihar for
JEE. The academy has produced
scores of IITians. Founders Ab-
hayanand and Anand Kumar
parted ways in 2009.

Children aspiring to be taught
at the academy have to pass a
stringent entrance test, and
about 5,000 candidates apply for
the 30 positions that are offered
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LITERATURE: Mario Vargas
Llosa winsNobel Prize >3
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GLOBAL ALERT

EDissuesbluecorner
noticeagainst Modi
B Y K HUSHBOO N ARAYAN,

GOURI SHAH &

SAHIL M AK KAR

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

The Enforcement Directorate
(ED), the agency that investi-

gates foreign exchange violations
in India, issued a blue corner no-
tice against former Indian Pre-
mier League (IPL) chairman and
commissioner Lalit Modi for al-
leged rule breaches while con-
ducting the event.

A blue corner notice is an in-
ternational alert to law-enforce-
ment agencies to obtain infor-
mation about a person’s activi-
ties. It essentially means that
Modi can be detained by such
agencies at any international
checkpoint or at any place out-
side the country and be deported
to India for questioning in the
IPL case.

According to an ED official
who did not want to be named as
he is not authorized to speak to
the media, the department is-
sued the notice as Modi has not
replied to summons served by
the agency. “A summons re-
quires a personal appearance
before the department and Lalit
Modi has failed to appear before
the agency for interrogation,”
said the same official.

ED, which is probing Foreign
Exchange Management Act

(Fema) violations against Modi,
the Board of Control for Cricket
in India (BCCI) and three IPL
franchisees, has summoned
Modi more than once for inter-
rogation in the last few months.

The blue corner notice issued
by ED on 1 October mentions
Modi’s name, passport number
and his date of birth, according
to another ED official, who also
spoke on condition of anonymi-
ty. The notice also said Modi is
suspected to have “acquired po-
tential foreign exchange outside
India” and faces accusations re-
lated to the “contravention of
Fema”.

Mohammed Abdi, lawyer, Wa-

TURN TOPAGE 2®
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E
xpectations of asecond round of monetary easing intheUShavedriven

downtheyield on the10-year UStreasury toamere2.5%,resulting ina
freshsurgeof fundsout of dollar assets intoemergingmarkets.

Consequently,theUSDollar Index,which measurestheperformanceof the US

dollar against abasket of sixmajor currencies, hasseen its biggest monthly

drop inSeptember sinceJune2009.All of this, though, hasbeen good newsfor

the Indian stock markets. WhiletheDollar Indexhasbeen falling,theSensex

hassoared.Similarly,last year too thelongslideintheUSDollar Index,after it
peaked inMarch,was inversely correlatedtotherising Sensex.

Thefund flowshavenot only pushed upthevalueof local stocks, theyhave

alsocaused an appreciation of therupee—serving upadoublebenefit to

foreign investors. Asaresult, whilethe MSCI indexfor Indiahas inthelast

threemonths provided returns of 14.3%inrupee terms, measuredindollars it

worksout to19.2%.

Under the scanner: Former IPL
chairman Lalit Modi.
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I  love capital ism . I t  
rew ards m e for  being 

brave—i t  aw ards m e for  
being innovat ive and 

th ink ing out  of  the box.

HENRY ROLLINS

is a partner at Trilegal and also 

has a podcast by the name Ex 

Machina. His Twitter handle is 

@matthan

any of the other available app stores or—if
they so choose—even set up a new app store
just for themselves. That being the case,
developers who do not want to forsake a
share of their revenue in exchange for the
privilege of being listed on Play Store still
have other avenues through which their
apps can be downloaded.

So maybe Jobs was right, after all. Maybe
there is some merit in ensuring that our
mobile app environment is carefully con-
trolled. Mobile phones are such an integral
part of our lives that we entrust them with
many of our deepest, darkest secrets. As a
result, they simply must work as adver-
tised—which is why it is imperative to
ensure that the apps we install on them
never betray that trust.

Earlier this week, Google deferred its
decision to enforce its Play Store’s rule
changes in India to 2022. This has effectively
postponed the issue to a later date. That said,
given the visceral angst that Google’s deci-
sion sparked, there is clearly a deeper,
underlying issue that is unlikely to abate in
a hurry.

But that is a story for another column.
These are the author’s personal views.
Several companies mentioned are clients of

Trilegal.

measures make its Play Store the most
trusted source of apps in the Android eco-
system.

This is why app developers want to be
listed on Google Play Store and why Google
believes that despite the policy changes it is
introducing, developers will not desert it. As

much as the new revenue
sharing scheme is going to
impact their profitability,
Google is hoping that the
benefits that Play Store
offers will be incentive
enough for developers to
stay.

But there is one more
significant aspect of the
Android ecosystem that is
worth mentioning at this
stage. Unlike with iOS, for
which you can only down-
load apps from Apple’s App
Store, the Android uni-

verse imposes no such restriction. Anyone
can create an app store through which
mobile applications can be made available
for everyone to download.

What this means is that any app developer
that does not like the new terms of engage-
ment of Play Store is free to list its apps on

could be installed, there were far fewer
restrictions on functionality. Greater lati-
tude was allowed for side-loading and in-app
purchases were broadly fine.  Arguably, it is
precisely because of this laissez faire
approach that Android phones proliferated
to the extent that they have.

But even though this
st rategy resul ted in
growth, it came at the cost
of quality. Today, even
though there are some
great apps in the Android
ecosystem, there is far
more malware than there
should be.

Google is aware of this
problem and conscious
that it needs fixing. Since
it’s too late to put in a pre-
approval system for apps,
the only option was to
deepen trust in its Play
Store. Today, all apps offered by this store
are scanned by Play Protect, Google’s home-
brewed mobile threat protection service
that uses machine learning to weed out mal-
ware. Payments routed through Google’s
payment services are assured against fraud
by unscrupulous developers. This and other

intake. In the words of one of the startups,
this would be the “death knell” for digital
companies in India.

While this sounds dire, some context
might be appropriate before we jump to any
conclusions.

When Steve Jobs first launched Apple’s
App Store in 2007, he drew attention to a
fundamental difference between the mobile
environment and the internet. “These are
devices that need to work,” he said, “and you
can’t do that if you load any software on
them. That doesn’t mean there’s not going to
be software to buy that you can load on them
coming from us. It doesn’t mean we have to
write it all, but it means it has to be more of a
controlled environment.”

True to that philosophy, Apple’s mobile
environment has always been tightly con-
strained. iOS devices are manufactured
exclusively by Apple. Third-party apps have
to be approved before they show up on its
App Store and side-loading is simply not
possible without breaking into the device.
All in-app purchases are routed through
Apple’s App Store and subject to a 30% fee.

Google’s approach, with its Android oper-
ating system, was diametrically different.
Not only were there no restrictions as to the
hardware on which the operating system

Google’s Play Store policy isn’t simply about toll charges
RAHUL MATTHAN

Tough access 

conditions 

might bother 

app developers 

but these could 

keep phones 

free of malware 

V  EWS
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T
he government has finally appointed
three new external members to the
central bank’s monetary policy com-
mittee (MPC). As Ira Dugal of Bloom-
berg Quint pointed out soon after the
official announcement on Monday, the

new MPC has a good mix of talent. Ashima Goyal is 
a macroeconomist. J. R. Varma is an expert on 
financial markets. Shashanka Bhide is an econo-
mist who has done a lot of work in agricultural eco-
nomics, besides macro modelling.

This array of abilities matters at a time when 
there are questions about whether the Reserve 
Bank of India (RBI) should focus more on eco-
nomic growth, how to improve policy transmission
through the Indian financial system, and the 
extent to which Indian monetary policymakers 
should pay attention to volatile food prices that are 
often dependent on weather shocks.

The Indian central bank has an official mandate
to target consumer price inflation. India is unique 
among countries with inflation-targeting man-
dates because nearly half its consumer price index 
consists of food prices. One solution is that an 
updated monetary policy framework should ask 
RBI to target core inflation rather than the head-
line number.

The problem is that inflation expectations of 
households are very sensitive to food prices 
because of their importance to the average family 
budget. It is also easier to communicate policies on 
a widely understood measure such as headline 
inflation rather than a more technical measure 
such as core inflation, especially since every ana-
lyst interprets core inflation in her own unique 
way.

Finally, the inflation experience after the rapid
recovery from the North Atlantic financial crisis 
shows that food inflation can quickly spread to the 
rest of the economy. The deeper question about 
whether price pressures spread from food to core, 
or the other way round, is an empirical one. Much 
depends on the stability of inflation expectations 
and the credibility of monetary policy.

The new MPC members should take a look at a 
new RBI working paper authored by G.V. Nadhan-
ael (‘Are Food Prices Really Flexible? Evidence 
from India’). The RBI staff economist has put 
together an interesting database on food price 
behaviour in India, which covers weekly prices of 
45 food items collected across 85 places in India for 
the period 2005-08. This amounts to 1.3 million 
data points in total. Some of the details are worth 
repeating here.

The price of the median food item changes 1.34
times a month, on average. However, vegetable 
prices change twice a month on average, while the 
price of milk changes only once in five months. Pri-
ces of eggs, meat and fish change on average once a 

month. Prices of cereals change once every three 
and a half months.

That is as far as broad food categories go. There
is a lot of variation in the behaviour of individual 
food prices as well. Tomato prices change around 
thrice a month, groundnut oil prices once every 
month, mutton prices once in two months, milk 
prices once in over five months and biscuit prices 
change once in 19 months. Some of this variation 
reflects differences in the underlying market struc-
ture, especially the bargaining power of food pro-
ducers, something that becomes important given 
the ongoing debates on the new farm policy intro-
duced by the Narendra Modi government.

The upshot is that the price behaviour of the 
Indian food basket has a lot of variation, while most 
analysis lumps it together as a single item covering 
nearly half the target price index.

Why does this matter? Economists usually 
assume that food prices are flexible; they quickly 
move in response to changes in supply and demand. 
On the other hand, prices in the rest of the economy 
are rigid, as they take time to adjust to changes in 
the underlying economy. There are several reasons 
offered by economists for “sticky” prices outside of 
the food economy. For example, it may be costly for 
firms to keep changing the prices of their products. 

Or firms may have limited room to make frequent 
changes in prices because they are themselves tied 
down by long-term contracts for inputs.

Economists believe that monetary policy has no
effect on real variables such as output when prices 
are flexible. Changes in monetary policy only affect 
prices. Money is neutral in this world. However, 
monetary policy can influence output when prices 
do not adjust in a flexible manner. Money here is 
not neutral. The implicit assumption in the view 
that half the Indian consumer price index is made 
of flexible food prices and the other half of rigid 
non-food prices is that monetary policy affects the 
two parts of the economy asymmetrically.

The new RBI working paper challenges this 
implicit assumption, and shows in great detail that 
food prices have varying degrees of flexibility or 
rigidity across product groups. This has profound 
implications for monetary policy. Most developed 
country central banks target inflation based on a 
consumer price index in which food has a weight 
of less than a tenth. The Indian consumer price 
index, in contrast, has a large exposure to food. 
The new MPC needs to think about feedback 
between food and core inflation, and the recent 
research on the flexibilty/rigidity of food prices 
can enrich the debate.

Data on food price rigidities can 
serve as inputs for RBI decisions
A new study shows var iations in the price patterns of food items that could guide the framing of monetary policy in India

T
he devolvement of several auctions of
10-year government bonds has once
again drawn attention to the seem-

ingly paradoxical nature of the Indian finan-
cial system. On one hand, the system is
awash with liquidity, while on the other
hand, successive tranches of 10-year bonds
have failed to find many takers. This has
been described as a standoff between the
Reserve Bank of India (RBI), which is trying
to reduce bond yields and borrowing costs
for the government, and banks, which refuse
to submit to its demands. There are several
reasons why this is neither a standoff nor
paradoxical, but rather usual for the unusual
times we are in.

Cash is a fungible asset that can be
deployed for a desired objective quickly and
with minimal friction. This “liquidity” of
cash gives it option value. Traditional option
pricing theory states that uncertainty
increases the value of an option. Given that
current economic conditions suffer from
high uncertainty, cash has very high option
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DIVA JAIN ing the tenor of new issuances towards the
short end of the yield curve to reduce dura-
tion risk. It can also increase issuances of
floating rate bonds, which have seen healthy
demand in recent auctions, to give banks
greater flexibility in managing duration risk.
It also needs to make a concerted effort to
create a liquid market for bonds indexed to
the consumer price index so that capital that
is currently not participating in government
auctions but flowing to inflation hedges
such as gold or real estate can be accessed by
the government. These steps will allow gov-
ernment securities to span the entire spec-
trum of investor risk preferences, thereby
optimizing the government’s cost of bor-
rowing. A well-balanced debt management
strategy will also provide diversification
benefits to investors and may also serve as an
effective signalling tool for monetary policy.

When conducting auctions, RBI acts as a
banker to the government. Like a good
banker, RBI should realize that investors
cannot be forced on a Procrustean bed to
buy securities of limited choice in quantities
it desires and at a price of its choosing. Meet-
ing the government’s borrowing needs
without spooking yields will require RBI to
match securities to investor preferences and
take up debt management proactively. 

ing of government borrowings through debt
securities of varying features and tenors.
Many economists have argued that due to
market friction and investor preferences,
debt management can be an effective tool to
reduce the government’s cost of borrowing
over time. Despite the fact that RBI carries

the onerous burden of bal-
ancing an accommodative
monetary policy with
higher government bor-
rowing, effective debt man-
agement , which can
lighten this burden, seems
to have been ignored.

As former RBI deputy
governor Viral Acharya
pointed out in a speech in
2018, the average maturity
of the stock of government
securities has been increas-
ing—and was 10.66 years in
2017-2018. Moreover, the

average tenor of annual issuances has been
around 15 years. This has considerably
increased banks’ duration risk.

The current crisis is a golden opportunity
for RBI to hone its debt management skills
and remedy some of these structural issues
of Indian debt markets. It could start by tilt-

sale bond auctions through its open market
operations, wherein it seeks to buy long-
dated bonds while selling short-term bonds
to bring down the long end of the yield
curve. A similar effort labelled the “Maturity
Extension Program” by the Fed was moder-
ately successful in 2012. However, a key dif-
ference between the US
and India is that short-
term rates were near zero
in the US back then and the
risk of a small increase in
short-term rates was mar-
ginal. That is not the case
in India currently. By sell-
ing short-dated bonds, RBI
is risking a rise at the short
end of the yield curve,
which might make it even
more attractive for banks—
trying to preserve capital
and their option value of
l iquid assets—to park
excess savings in short-term instruments
and avoid lending and/or buying long-dated
bonds. This would be counterproductive for
both its monetary and fiscal objectives.

In the current scenario, a valuable policy
tool that remains underutilized by RBI is
debt management, or the optimal structur-

value. This is the first reason why despite
surplus cash, banks are willing to lose money
by deploying it overnight at RBI’s low
reverse repo rate than make a marginal cash
profit by investing in 10-year bonds. The
high option value of holding cash makes it
uneconomical to invest at the yields RBI is
offering banks.

The second reason is duration risk. Unlike
the US Federal Reserve, RBI has not explic-
itly diluted its inflation-targeting frame-
work, nor promised to keep yields low for as
long as necessary to induce an economic
revival. Thus, yield expectations in India
have not been anchored and remain volatile.
Banks are unwilling to add duration risk by
investing in long-dated bonds when uncer-
tainty is high and yields are volatile. Given
that most banks are in capital-preservation
mode and wary of balance sheet risk, the last
thing they want are losses on their tradable
bond portfolios. Thus, they are willing to
forgo interest income in favour of reduced
earnings volatility. Lastly, it seems like parts
of the market are not convinced that the
future trajectory of inflation will be benign
and are unwilling to take on inflation risk by
locking their money in 10-year bonds.

RBI has responded to this lack of investor
appetite with simultaneous purchase and
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M I N T  CU R A T O R

Dog owners might love their pet’s endearing puppy dog eyes and cute furry fea-
tures, but it turns out the doggy brain is just as excited by the back of our heads

as the front. For despite having evolved facial expressions that tug on the heart-
strings of owners, researchers have found that unlike humans, dogs do not have
brain regions that respond specifically to faces. “It’s amazing dogs do so well when
it comes to reading emotions and identify from faces...,” said Dr Attila Andics, co-au-
thor of the study from Eötvös Loránd University, Hungary. Writing in the Journal
of Neuroscience, Andics and colleagues report how they scanned the brains of 20
family dogs and 30 humans with each shown six sequences of 48 videos of either
the front or the back of a human or dog head.

The Guardian

A best friend who can’t  recognize your face

Research shows dogs do not have brain regions that respond to faces . ISTOCKPHOTO

H undreds of thousands of men, women and children with mental health condi-
tions are living chained up in roughly 60 countries, Human Rights Watch said

on Tuesday. Without mental health support or awareness, families or institutions
often shackle people against their will, leaving them eating, sleeping, urinating and
defecating in one small space, the rights watchdog said in a report. In the run-up
to World Mental Health Day on 10 October, Human Rights Watch’s report docu-
ments through almost 800 interviews how people with psychosocial disabilities
in countries like China, Nigeria and Mexico can live shackled for years—chained
to trees, locked in cages…China’s foreign ministry and Mexico’s health ministry did
not immediately respond to an email seeking comment. 

The Straits Times

Mental health issues st ill get people shackled

In a quiet aisle of a small supermarket in Tokyo, a robot dutifully goes about its
work… It looks like a well-integrated autonomous mechanical worker, but that

is something of an illusion. This robot doesn’t have a mind of its own. Several miles
away, a human worker is controlling its every movement remotely and watching
via a virtual reality (VR) headset that provides a robot’s eye view. This is the work
of Japanese firm Telexistence, whose Model-T robot is designed to allow people
to do physical labour in supermarkets and other locations from the comfort of their
own homes.In this case, the robot is working at a FamilyMart shop in Tokyo. Even-
tually, it will handle more than just drinks bottles - rice balls, bento boxes and sand-
wiches should all be within its grasp.

BBC

Now robots man shops while humans stay afar

The brain cells of a young man who died almost 2,000 years ago in the eruption
of Mount Vesuvius have been found intact by a team of researchers in Italy. The

discovery was made when the experts studied remains first uncovered in the 1960s
in Herculaneum, a city buried by ash during the volcanic eruption in AD 79... Pier
Paolo Petrone, a forensic anthropologist at the University of Naples Federico II who
led the research, told CNN that the project started when he saw “some glassy mate-
rial shining from within the skull” while he was working near the skeleton in 2018.
In a paper published earlier this year in the New England Journal of Medicine, Pet-
rone and his colleagues revealed that this shiny appearance was caused by the vitri-
fication of the victim’s brain due to intense heat followed by rapid cooling.

CNN

A man whose brain cells survived an eruption

In the shadow of Mount Kilimanjaro, baboons live out their daily dramas. They
tussle, they mate, they care for their young. Some are loners and others have lots

of friends. Now research has shown that those platonic relationships might be just
as important as the relationships that make more baby monkeys. Male baboons live
longer if they have more female friends. The findings, published last week in Philo-
sophical Transactions of the Royal Society B, came from one of the world’s longest-
running studies of wild primates. Researchers have been continuously observing
savanna baboons in Kenya’s Amboseli basin since 1971. They’ve amassed a data set
that includes the births and deaths of hundreds of animals, as well as the baboons’
daily activities. One activity, grooming, is the basis for baboons’ social relationships.

The Independent

The role of friendship in this primate’s lifespan
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