
T
hough the skirmishes have been going on for some months, the real
war at Infosys may have just begun. After adopting a placatory stance
initially, the company’s board on Friday launched a frontal attack on
co-founder N R Narayana Murthy, blaming him for putting Vishal

Sikka, former managing director and chief executive officer, under a “continu-
ous assault”, which led to his abrupt exit. This is a serious allegation against an
individual whose voice still carries a lot of weight as far as public perception is
concerned. Predictably, Mr Murthy hit back, saying while he would give a
detailed response, he did not want the Infosys board to drive the institution “to
death”. Such strong positions mean that the face-off between the board and the
company’s founders is likely to continue and Mr Sikka’s exit (regrettable, because
he had done well for the company) may not end the story.

While Mr Murthy’s constant barbs against the board and the management
can be unsettling for any company and suggestions have been made that he
should not have made a public spectacle of his angst, it would seem that there are
still unanswered issues about proper disclosure, and the board may be divided
on the matter. This becomes evident from conflicting statements made by a board
member who first said a formal role for Mr Murthy in Infosys was welcome and
then took a U–turn just a few days later by saying there was no such proposal.

At the centre of the storm is the $200-million acquisition of Panaya in 2015.
In February this year, anonymous whistle-blower complaints claimed that the
acquisition was overvalued. It was also alleged that the unusually high severance
package to former chief financial officer Rajiv Bansal, who was not in favour of
the acquisition, was not disclosed at that time, and that the company's legal head
had withheld information from the board. Under pressure, the board had halt-
ed Mr Bansal’s severance payment. Infosys has indeed published the conclusion
and summary finding statement of the investigation by Gibson Dunn & Crutcher
in June, where the law firm said it found no evidence to support the whistle-
blower’s allegations. The disclosure of the full investigation report, as demand-
ed, may be impossible because this might violate confidentiality agreements, but
it’s hard to see why the board wouldn’t want to put some more evidence in the
public domain in order to firmly kill the issue. Equally, Mr Murthy’s lack of faith
in the entire Infosys board, and in the law firms that have gone into the issue,
implies a sweeping denunciation that is not warranted.

It is hard for any company to continue in this situation for long. For instance,
given the widening trust deficit between the board and the founders, it is being
suggested that only an insider can become the next CEO. This is not a good posi-
tion to be in. With the principal players having drawn lines in the sand, and acri-
mony having developed, someone from outside must intervene to get this sort-
ed out, instead of letting the conflict fester. Either the Securities and Exchange
Board of India or the ministry of corporate affairs could step in, or nominate some-
one, to take a look at the full facts and report to the company’s shareholders.
Things can’t be allowed to remain the way they are as Mr Murthy and his strained
relations with the board have become a big risk factor for Infosys, as the compa-
ny alluded to in a statutory filing. Infosys is too valuable a company to become a
victim of personal egos, or a war between the board and the founders.

The way out for Infosys
Sebi or the corporate affairs ministry should intervene

A
gricultural exports have traditionally outstripped imports by handsome
margins. But a sharp 21 per cent decline in exports and a much sharp-
er 65 per cent rise in imports of farm goods in the past four years have
virtually eroded the positive trade balance. Going by the latest official

data, farm exports have dwindled from $43 billion in 2013-14 to below $34 billion
in 2016-17, while imports have surged from $15 billion to over $25 billion during the
same period. The blame for this unwarranted trend lies largely with ill-advised agri-
cultural pricing and trade policies, though the softening of the global commodi-
ties prices, too, seems to have contributed to it. The government’s policies often
favour imports of even those products whose indigenous production can easily be
raised to meet the growing demand; pulses and oilseeds are two such examples.
The fear is that such imprudent policies may perpetuate agri-trade deficit.

The negative trade balance has wide-ranging ramifications for agriculture.
While excessive imports depress domestic prices to the detriment of Indian
farmers, the shrinkage of the export window deprives growers of an additional out-
let for the disposal of their surplus produce that cannot be absorbed in the local
market. Frequent bans on exports or changes in the minimum export prices —
in a bid to restrain food inflation — coupled with curbs such as stock limits and
movement restrictions ultimately hurt the interests of the growers, exacerbating
their economic hardships. In fact, the anti-exports bias in the agricultural trade
policy goes back to the early 2000s. A study by the Indian Council for Research
on International Economic Relations and the World Bank showed that the
domestic prices of key farm products generally ruled below the export-parity lev-
els during most part of the 2004-14 decade. However, this opportunity could not
be gainfully exploited to the advantage of local farmers due to restrictive trade poli-
cies. Even the export opportunities offered by the global food crisis of 2007-08,
when the international prices shot up substantially above the Indian prices to
make exports highly lucrative, were frittered away for want of favourable policies.

Several recent studies, including one by the Centre for Environment and
Agriculture in association with the Tata Strategic Management Group, have point-
ed to the need for raising agri-exports four-fold to $100 billion in the next five years
in order to boost farmers’ earnings. Better marketing facilities and prices for com-
modities in which India excels in production, such as milk, fruit, vegetables, fish,
and eggs, would benefit small and marginal farmers involved in producing them.
However, such an export boost by 2022 would necessarily require policies that lever-
age trade. Knee-jerk reactions to prices should be avoided. The Commission for
Agricultural Costs and Prices (CACP), too, has emphasised stable external trade poli-
cies for farm goods in many of its reports. There is a need also to create necessary
supportive infrastructure and a quality assurance mechanism for agri-exports.
These aspects need to be addressed without further delay if the government is seri-
ous about relieving farm distress and doubling farmers’ incomes by 2022.

Leverage trade
Export-oriented policies can relieve farm distress

Earlier this year, when the Republican
pollster Glen Bolger sat down with
Donald Trump voters who had previously
voted for Barack Obama, one
Wisconsinite summed up his reason for
favouring Trump this time around: “I
think they all lie, but Trump was more —
is more obvious.” This statement presents
quite a puzzle. Why would any voter
think that being a known liar is an asset?

Insight into this conundrum comes
from an unlikely source, the life’s work
of the economist James McGill
Buchanan — who happens to be the
subject of a new book, Democracy in
Chains: The Deep History of the Radical
Right’s Stealth Plan for America, by the
historian Nancy MacLean. Buchanan,

who was born in 1919 and died in 2013,
advanced the field of public choice eco-
nomics into politics, arguing that all
interest groups push for their own agen-
da rather than the public good.
According to this view, governing insti-
tutions cannot be trusted, which is why
governing should be left to the market.

In the US, promising and then deliver-
ing services and protections for the
majority of voters provides a path for
politicians to be popularly elected.
Buchanan was concerned that this would
lead to overinvestment in public services,
as the majority would be all too willing to
tax the wealthy minority to support these
programmes. So Buchanan came to a rad-
ical conclusion: Majority rule was an eco-
nomic problem. “Despotism,” he
declared in his 1975 book The Limits of
Liberty,“may be the only organisational
alternative to the political structure that
we observe.”

Buchanan therefore argued for “curb-
ing the appetites of majority coalitions”
by establishing ironclad rules that would
curb their power. As he was known for

saying, “the problems of our times
require attention to the rules rather than
the rulers.” In 1986, he was awarded the
Nobel Memorial Prize in Economic
Science for “his development of the con-
tractual and constitutional bases for the
theory of economic and political deci-
sion making.”

Buchanan, however, also had what
MacLean calls a “stealth” agenda. He
knew that the majority would never agree
to being constrained. He therefore helped
lead a push to undermine their trust in
public institutions. 

This is the sordid tale that MacLean
lays out in Democracy in Chains. She
starts with Buchanan’s early engagement
in policy work in the late 1950s, when he
offered to help the state of Virginia
respond to the federal mandate to deseg-
regate public schools. After the Supreme
Court ruled in Brown v. Board of
Education that public school segregation
was unconstitutional, Buchanan and a
fellow economist called for the state to
issue tax-subsidised vouchers to any par-
ents who wanted to send their children to

private schools. What these economists
were calling for was essentially the pri-
vatisation of public education.

In the ensuing years, Buchanan
sought to lead an economic and political
movement in which he stressed that
“conspiratorial secrecy is at all times
essential” to mask efforts to protect the
wealthy elite from the will of the majority.
In September 1973, Buchanan held the
inaugural meeting of the International
Atlantic Economic Society, arguing for
the need to “create, support and activate
an effective counterintelligentsia” to
reshape the way people thought about
government. He believed the centre-left
controlled academia and “effectively
indoctrinated political actors in both par-
ties,” MacLean writes. To fight back, con-
servatives needed to develop new surro-
gates who could be “indoctrinated” in
turn with right-wing ideas, and then
“mobilised, organised and directed” to
disseminate them.

We know all of this because MacLean
found documentation of Buchanan’s
plans — including correspondence,
meeting minutes and personal papers —
in his previously unexplored archives.
She came upon her biographical subject

“by sheer serendipity,” she writes. Seeing
the name of an unfamiliar economist
eventually led her to rooms full of docu-
ments that made clear how “operatives”
had been trained “to staff the far-flung
and purportedly separate, yet intricately
connected, institutions funded by the
Koch brothers and their now large net-
work of fellow wealthy donors.”
Buchanan’s papers revealed how, from a
series of faculty perches at several univer-
sities, he spent his life laying out a game
plan for a right-wing social movement.

MacLean doesn’t hide her antipathy
to Buchanan’s goals. As a historian of
American social movements, she brings
this expertise to her study of Buchanan,
showing how his work helped to sow
doubt that anyone — whether individu-
als, groups or institutions — can act in the
public good. Nevertheless, her overt
moral revulsion at her subject can some-
times make it seem as if we’re getting only
part of the picture.

American democracy was unpre-
pared to defend itself against the agenda
of Buchanan and conservative benefac-
tors. Buchanan may not have been the
only actor in this movement, and the
role of conservative donors and econo-

mists has been documented elsewhere,
but we are now living in a world he
helped shepherd into reality. Public
choice economists argue that those with
the most to lose from change will pay
the most attention, which has certainly
been the case with Charles and David
Koch. They and their friends have
invested enormous sums in organisa-
tions that have changed the national
debate about the proper role of govern-
ment in the economy. Our politically
polarised and increasingly paralysed
government institutions are the result.

Still, “Democracy in Chains” leaves
me with hope: Perhaps as books like
MacLean’s continue to shine a light on
important truths, Americans will begin to
realise they need to pay more attention
and not succumb to the cynical view that
known liars make the best leaders.
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The long game of the radical right

Afew days ago all newspapers carried a story
headlined “RBI not satisfied with MCLR
(marginal cost of funds based lending rate),

asks banks to lower rates further”. Many were prob-
ably impressed that the Reserve Bank of India (RBI)
was trying to give a fair deal to consumers. Those
with loans may have looked forward to reduced
equated monthly instalments (EMIs). Well, the facts
on the ground are quite odious and this is proved by
the fact that headlines like this are frequent. Banks
run a business that is essentially ‘heads I win, tails
you lose’. As mentioned in my pre-
vious piece, when interest rates go
up, banks are super quick to revise
the rate upwards but when interest
rates go down, borrowers have to
go to the bank branch and haggle
about reducing their rates. Only
deposit rates are reduced immedi-
ately. Each bank, arbitrarily and
capriciously, charges borrowers for
the favour of reducing the rate. It is
clear as daylight to anyone that a
charge or a cost to simply the
reduce interest on a floating rate
loan is extortion, but this is exactly
what the RBI has officially sanc-
tioned. Under a circular issued in 2010, banks could
not charge customers for changing the rate. In April
2016, the RBI dropped this clause, allowing each
bank what it wanted. Is it because bankers, not cus-
tomers, have the RBI’s ear all the time? 

Will banks oblige a “dissatisfied” RBI by correct-
ing rates? So far, I have researched only on the home
loan loot and not the pillaging of small businesses,
which are forced to buy insurance if they need bank
loans, apart from being regularly overcharged on

interest. The RBI says that it is considering a new
market-linked benchmark to ensure a better trans-
mission. Viral Acharya, the new deputy governor,
was quoted as saying “the experience with the MCLR
system introduced in April 2016 for improving mon-
etary transmission has not been entirely satisfacto-
ry” and that the RBI has constituted an internal
study group across several clusters on “various
aspects of the MCLR system and to explore whether
linking of the bank lending rates could be made
direct to market determined benchmarks going for-

ward”. Remember, the RBI here is
concerned with only business lend-
ing, since cutting rates has not
pushed up economic activity, as
expected. It is not bothered about
the actual banking practices
regarding retail loans, which affect
a large swathe of hardworking peo-
ple. Here are some facts that 
Mr Acharya and the internal study
group may like to know if they are
interested in how banks have treat-
ed home loan borrowers. 

The March 2016 RBI circular
on the MCLR stated that its direc-
tions would come into effect from

the day it is put on its website. Earlier circulars of
the RBI had introduced the concept and modalities
of the new MCLR regime from October 2015, so
banks should have been equipped to implement it
almost instantly. Shriniwas Marathe, a retired
banker, has spent hundreds of hours digging into
the user-unfriendly websites of the RBI and public
sector banks, followed by Right to Information
(RTI) applications to get a picture of how banks
loot home loan borrowers. His interactions with

bankers revealed that many banks did not imple-
ment the guidelines till June 2016 and some may
have implemented them only by September 2016.
However, when he filed RTI applications with sev-
en banks to know the exact date of implementation
of the MCLR regime, he was stonewalled. If some
banks have taken six months to implement the
RBI’s circular, does it not amount to overcharging
and criminal breach of trust on the part of these
banks? If the RBI does not bother to act against
them, what should we conclude?

In a more unfair anti-consumer action that the
RBI seems to be unaware of, some banks have also
inserted a clause to say that they will reset “floating”
interest rates only once a year for home loan bor-
rowers. There was no such clause when interest rates
were rising steadily. There is more to this subterfuge.
Mr Marathe found that despite a specific format
designed by the RBI for obtaining acceptance from
borrowers to lower the rates, most of the banks did
not communicate the change in interest rates to the
borrowers. Some privately claimed to have pub-
lished these guidelines on their respective websites.
Mr Marathe sat with a few bankers and asked them
to show him where in the banks’ websites this infor-
mation was put up; bank officials themselves were
unable to locate it. Since banks have got away with
fooling home loan borrowers all this while, can we
conclude that either the RBI is either unaware of
the ground realities, or is batting for the banks?
There are many more dimensions to the home loan
issue. In my next piece I will go into detail as to how
there was enough room for banks to fix the MCLR
itself, in their favour.

The writer is the editor of www.moneylife.in
Twitter: @Moneylifers
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Home loans loot: Whose side is RBI on?

DEMOCRACY IN CHAINS
The Deep History of the Radical Right’s
Stealth Plan for America 
Nancy MacLean 
Viking
334 pages; $28

As the banking crisis unfolds, banks will be
short of equity capital. There will be calls
for taxpayers to invest in private or public

banks. The exchequer is unable to absorb such a
shock, and it is a bad use of money. We have the lux-
ury of time, and the opportunity to address this at
the root cause.

Banks in India have a leverage of 20 times. That
is, they use ~5 of equity capital and ~95 of deposits
to create a pool of ~100, which is then invested in
various assets. A loss of over ~5 gives a bankrupt
bank. If we estimate that NPA recov-
eries average 20 per cent, a bank is
bust when its true NPAs are 6 per
cent of the total assets.

Many banks in India are in this
state. There will be a clamour to use
taxpayer money to give new equity
capital to these failed banks. Is this
a good use of fiscal resources?

Public finance is not ready for
this shock. Nobody knows how
much money is required, but esti-
mates range from 4 per cent to 10
per cent of GDP. Medium-term fis-
cal planning has not geared up for
this in the last few years. Given the
infirmities of how the government borrows in India,
it is hard to greatly increase borrowing
(https://goo.gl/eYwNF6). We are some years away
from setting up the Public Debt Management
Agency (PDMA), scaling back financial repression,

and setting up a modern borrowing arrangement. In
the short term, a large jump in the deficit is not a
choice for policymakers.

Even if this were feasible, is it advisable? The
Marginal Cost of Public Funds in India is roughly 3
(https://goo.gl/JdKvi6), which means that the cost to
society of ~1 of government expenditure is roughly
~3. Should we impose a cost of ~30 trillion (~1 trillion
= ~1 lakh crore) upon society in order to give 
~10 trillion to banks? This seems like a poor use of
money. For a sense of scale, the first three phases of

the Delhi Metro added up to an
expenditure of ~0.7 trillion.

It is argued that a large banking
system is integral to prosperity and
we should just hold our nose and
write these cheques. This position
is questionable at several levels.

Imagine a country where the
state capacity for air traffic control
was lacking, so that planes regular-
ly crashed. Would we insist that air
travel is integral to modernity, buy
a new plane after every crash, and
start over each time? No. We would
say that air traffic control is essen-
tial, and clean up the state capacity

before the planes start flying. In similar fashion,
our priority should be to address the policy failures
that gave our banking crisis, not to paper over the
problem with taxpayer money.

We are lucky to have a small banking system.

Non-food lending by all banks is ~76 trillion.
Compared with this, the equity capital — in only the
top 2,429 companies — is ~127 trillion. In countries
like Japan and China, a banking crisis is a more
intractable problem, as bank credit is a dominant
player. India is a market-dominated financial sys-
tem, and that gives us the room to manoeuvre.

In the long Indian historical experience, a
healthy rate of growth of non-food credit has been
11 per cent in real terms. At the inflation target of 
4 per cent, this translates into a required nominal
increase of 15 per cent per year of non-food credit.
If we put banking in the ICU, we would get growth
of roughly 0 per cent nominal in non-food credit.
This is a shortfall of ~1.15 trillion per year of capital
going into the economy. Are there levers through
which this shortfall can be made up?

There are ample opportunities for policymakers
to get more capital moving through non-bank
finance. This includes building the equity market,
building the bond market, liberalising market-based
capital flows, liberalising NBFCs (non-bank finance
companies), and creating the space for the ‘fintech'
revolution with new technology-intensive players
in finance. It is not difficult to find the reforms which
will generate additional ~1.15 trillion per year flowing
through these channels, and thus offset the stagna-
tion of bank credit while banking is in the ICU.

India is a market-dominated financial system,
and the gap in bank credit growth is not an alarm-
ing one. We can survive 0 per cent growth in bank
credit by pushing five levers of policy that yield an
additional ~1.15 trillion per year of capital for the
economy. The banking crisis is a problem, 
but it will need not overwhelm the macroeconom-
ic situation.

With this fear out of the way, now let us think
about what to do with the patient once he is in the
ICU. Look back at our success stories.

We had a problem in UTI in 2001. What did the
Ministry of Finance do? Half (but not all) the cost
was borne by the taxpayer; the UTI Act was
repealed; the viable part of UTI was privatised and
placed under Sebi regulation; Sebi regulations were
strengthened to put an end to the things that the old
UTI was doing wrong. There has been no mutual
fund crisis after 2001.

We had a problem in stock exchanges in 2001.
What did the Ministry of Finance do? The old bad-
la trading was shut down; it was replaced by deriv-
atives trading, which required an amendment to the
Securities Contract (Regulation) Act; the BSE was
demutualised so as to achieve a three-way separa-
tion between shareholders, managers, and trading
members of stock exchanges. There has been no
stock market crisis since 2001.

We did not merely use taxpayer money and get
back to business as usual; we solved the problem at
the root cause. This scale of work is required at the
Ministry of Finance. When trillions of rupees are
lost, there needs to be a reckoning. What 
went wrong? How do we make sure this never hap-
pens again?

The writer is a professor at National Institute of Public
Finance and Policy, New Delhi

Should we recapitalise
the banks?
Our priority should be to address the policy failures that gave our
banking crisis, not to paper over the problem with taxpayer money
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