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Low-rate GST, parenting and punishment

Vijay Kelkar on why India should begin with a single low-rate GST; why economic empowerment of mothers leads to children getting more rewards

BY RAGINI BHUYAN
ragini.b@livemint.com

MUMBAI

ijay Kelkar, one

of India’s most

eminent econo-

mists and poli-

cymakers, deliv-
cred the fifth C. D. Deshmukh
lecture, organized by the
National Council of Applied
Economic Research, on 27
January. Speaking on Reflec-
tions on the Art and Science of
Policymaking, Kelkar made a
case for promotinga competi-
tion-driven market economy
inIndia.

Kelkar cautioned that the
benefits of competition and
reforms can be seriously com-
promised ifgovernmentsand
policymakers don’t ensure
that there are no market fail-
ures.

This, Kelkar said, requires
building state capacity to
design effective incentivesand
balance the pros and cons of
policy interventions.

State capacity,

Kelkar

added, should be built step by
step by tackling easy objec-
tives first.

Citing the goods and servi-
cestax (GST)asan example, he
argued thatitis better tobuild
asingle, low-rate GST first, and
later move on tomore complex
high rates and multiple rates.
Indianeedsto build independ-
entinstitutionsand encourage
an atmosphere of debate and
dissent toimprove policymalk-
ing, he said

Read her

Reflections onthe
ence of Policymak-
2koxdoH)

A family which has at least
one member enrolled in a
higher educational ins i
spendsat least Rsl5 in educa-
tion forevery Rsl00 ofits total
expenditure. These findings
are from a recent paper
authored by S. Chandrase-
khar, P. Geetha Rani and
SohamSahoo, from the Indira
Gandhi Institute of Develop-
ment Research, Mumbai, Cen-
iversity of Tamil Nadu,
yofGoettingen,
respectively, which has ana-

Kelkar says the benefits of competition and reforms can be
compromised if policymakers don't ensure that there are no

market failures.

lysed National Sample Survey
Office (NSSO) data. The paper
also shows that those in the
southernstates of the country
are more likely to be enrolled
inprofessional coursesin pri-
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vate institutions. Given the
high fees in such institutions,
students from these states also
account for around 70% of
total educational loans in
India. Overall, the share of

households with outstanding
educational loans in India is
less than 2% in the country.
The paper finds that the poor
are less likely to spend on
higher education, and calls for
collecting better information
onsources of financing higher
education.

Read here: Houschold
Eapenditureon Higher Educa-
tionin India: What dowe know
& What do recent data have to
say? (bit.ly/2JFSNdm)

Economistsand commenta-
torsare worried about growing
protectionism in the US after
Donald Trump took over as
president in January. This sen-
timent, however, is not
reflected by the markets,
which have climbed on expec-
tation of tax cuts, increased
infrastructure spending etc.
Such gains, evenifthey come,
wouldbeat the cost ofa fall in
theincomesofthe larger popu-
lation due to inefficient pro-
duction, leading to higher pri-
ces. IAS officer Gulzar Natara-
Jjan, in his blog, has cited this
apparent dichotomy to ques-

tion whether market outcomes
should be taken as signals of
promising economic
prospects.

Natarajan notes that The
Economist has questioned
whether markets would have
reacted inasimilar way if simi
lar protectionist/anti-¢
zation policies were imple-
mented by a left-wing leader
instead of a right-wing politi-
cian like Trump. Natarajan
uses this dual-
ism to suggest
that the advent
of free market
capitalism has
shrunk the
space for democratic politics.

Read more: Free-market
capitalism’s assault on econom-
ics, polit and society
(bit.ly/2k2Re3a)

Whileitistrue that areturn
to autarky and protectionism
can lead to lowering of global
incomes and promote ineffi-
ciency in production, it is
important that the gains of free
tradeagreementsare not exag-
gerated. Harvard economist
Dani Rodrik has underlined
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this point in his reply to a
detailed defence of the North
American Free Trade Agree-
ment (NAFTA) by Brad
DeLong, an economic histo-
rianat University of California,
Berkeley. Rodrik points out
that while NAFTA did bring
about efficiency gains through
large changes in trade vol-
umes, different economic
groups were impacted in dif-
ferent ways. Rodrik cites
research which
shows that in
states such as
Georgia, North
Carolina, South
Carolina and
Indiana, workers in industries
like textiles, footwear and
brickand tilessuffered asteep
fallin wages.
Read more:
NAFTA  really
(bit.by/2jubtJd)

What did
do?

How has the institution of
the family changed through
the years, and what are the
implications of the changes?
Sebastian Galiani, Matthew
Staiger (both from University

of Maryland) and Gustavo Tor-
rens (Indiana University)
attempt to explain some of the
ramifications of these changes
by developingamodel of par-
entingstyles that highlight the
importance of competition
within the family. The authors
argue that the economic
empowermentof mothersand
smaller size of families have
benefited children. Asparents,
who have greater resources at
hand, compete to influence
children’s behaviour, children
capture a higher share of
household surplus. Another
result of these changes has
been a decrease in the use of
punishment to discipline chil-
dren. Conversely, poorer fami-
lies that have fewer resources
at hand to influence child
behaviour are more likely to
punish children.

Read here: When Children
Rule: Parenting in Modern
Families (bit.ly/2jFi316)

Economics Digest runs
weekly, and features interesting
reads from the world of eco-
nomics.
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