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n the first quarter of 2013, oil (Brent crude) was well over $120 per barrel.
By the next quarter, the price was down to $98, only for it to climb back
up to $115 a year later. Now the price is down to $102. Anyone who thinks
he can predict where oil prices will go next should recall the forecast by

The Economist many moons ago that oil was on its way down from about $10
to $5 per barrel. That was shortly before the price took off for the stratosphere,
and the surge did not stop till the price reached $140 in 2008. A crash followed
in the next year, bringing the price down to less than a third of its earlier lev-
el. So all those who think that “good days” have come on account of falling oil
prices should keep their fingers crossed. 

That, however, is not an adequate policy prescription, which must hold
good during times of low as well as high oil prices. The government should start
with two assumptions: first, that oil prices are fundamentally unstable and sus-
ceptible to wide fluctuations, and second, that raising the prices of petroleum
products is politically difficult. The logical response to these two realities is to
find a way of ironing out sharp price swings, so that retail price changes at all
times are moderated and, therefore, politically feasible. The operating princi-
ple has to be the same as that followed in the case of diesel for the last year and
more. Small, repeated price increases (easily absorbed, as experience has
shown) have resulted in a virtual elimination of the diesel subsidy. 

The first step in a new policy package has to be that the oil marketing com-
panies are made free to raise and lower prices, in tune with the market. Petrol
is already free, and diesel, too, can now be made free since its subsidy is
nominal. Next, cooking gas prices (used by the top one-third of families, and,
therefore, not deserving of any subsidy) should be subjected to the diesel
treatment — small monthly price increases till the subsidy is erased, and then
prices freed from government control. The only item to be subsidised then
would be kerosene. 

Simultaneously, it should be mandated that no increase (or decrease) in
any petroleum product price should be more than one per cent a month.
When market prices fall faster than that rate, the oil companies should build
a buffer in a new version of the old oil pool account. They can do this by low-
ering prices less than the market and putting the difference into the pool
account. Conversely, when prices rise faster than the prescribed rate, they can
stick to the one per cent limit on price increases, and dip into the pool
account to make good the difference. Such a policy of getting the oil mar-
keting companies to lose on the swings what they gain on the roundabouts
will free them from the vagaries of government pricing decisions, while pro-
tecting consumers from sudden price surges. For good measure, the gov-
ernment will not be burdened with a subsidy on anything other than
kerosene, which should be left alone for the time being. The net gain to the
exchequer on subsidies saved would be more than ~1 lakh crore. Only in the
usually brief periods of extreme price surges (1979 or 2008) should a tempo-
rary subsidy be considered. 

There are a couple of dangers to guard against. First, the oil account
should be kept isolated from government finances, and operated by the oil
industry through bank accounts, so that finance ministers can’t dip into the
account to make good on Budget numbers. Second, if private oil marketing
companies get into the business, the condition should be imposed on them that
they join the pool account and follow its pricing discipline.
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Most Indian cities, not to
speak of smaller urban
clusters, do not have

auto-rickshaws, not to speak of
taxis, that always run on meters
(Mumbai is the great exception)
and can be easily hailed at street
kerbs. In the few that do, drivers
try to negotiate a fare and avoid
going by the meter, which is
often rigged.  

Kolkata has long relied on its
yellow metered taxis to do the job,
but the system is threatening to
come apart. To address a crescen-
do of complaints, the state gov-
ernment recently created a new
category of taxis that have a self-
explanatory “no refusal” bla-

zoned on them and come in the
by-now-ubiquitous blue and
white colours of the Trinamool
Congress. But these have turned
out to be a joke, as they also
“refuse” quite often.

In response, the police start-
ed fining errant taxi drivers; and
after a few days of this,
the taxi drivers went on
one-day strikes and
threatened more. So
things are back to
square one. You can be
sure there will be simi-
lar revolts if you tried,
say, getting Delhi’s and
Chennai’s auto-rick-
shaw drivers to always
go by a correct meter
and not decline customers.

The drivers also have a point.
They are hard-working poor peo-
ple who don’t make a bomb even
when they pick and choose.
There are times when a driver has
to wait unconscionably long for a
fare and sometimes has to return
empty a good part of the way
back from a far off suburban trip.
Things get worse as the evening
progresses — auto or taxi drivers’
demands get exorbitant and cus-
tomers feel totally helpless.  

This is a clear case of mis-
match between supply and
demand at a particular time and
place where someone needs to
make a trip — although probably,
in total, there are enough carriers
and customers to make everyone
happy. What is amazing is that

technology exists
to match supply
and demand, but
the regulator who
has to impose a
solution (only
general accept-
ance can create
the necessary vol-
umes) is slow to
devise one and
adopt it.

What technology can do has
been highlighted by the gradual
introduction of Uber services in
successive Indian cities. Right
now, it charges taxi drivers a
hefty commission, you need a
credit card to use the service —
and, considering that their taxis
are large air-conditioned sedans,
the rates are quite likely to go up
once the introductory period is
over. It is not a service for the
aam admi.   

But an officially blessed (not

run) similar system can be a
boon. All that is needed is for
taxi and auto-rickshaw drivers
to own smartphones (their
prices are crashing and nudging
~5,000) and download an appli-
cation (app) on it, and a modest
call centre.

This is how the system can
work. If you need a taxi (the
same system will work for auto-
rickshaws) in Delhi to go from,
say, Punjabi Bagh to Jangpura,
you SMS your destination
address or simply “Taxi
Jangpura” to the call centre
number. The centre will simul-
taneously know your location,
courtesy the nearest tower your
SMS used, and, of course, all the
taxis in the area that have logged
in to be ready to ply.

It will transmit the phone
number of the customer to a
handful of taxis in the area. The
one that reaches the customer
first and finalises the trip and
pickup point sends a confirma-
tion to the call centre, which
informs the other taxis in the area
that this fare is taken.

As the taxi, whose trip is
tracked by the app, reaches the
destination, the call centre knows

precisely how much fare is
payable and charges the taxi dri-
ver’s account with its commis-
sion. The taxi driver in Jangpura
will get a chance to take a cus-
tomer there who wants to go to,
say, Mayur Vihar. Near the end
of his day, the taxi driver can SMS
the centre “Rohini”, where he
lives, and wait for a passenger
wanting to go to Rohini.

The big gain will come after
the system has worked for a few
months and the server of the call
centre has stored enough data to
analyse and find a pattern of
demand that is location- and
time-specific. The centre can
then pass out a message like
“Tomorrow 10 taxis needed in
Safdarjung at 6 a m, 20 at 7 a m,
etc”. The window can close after
the first 10 have logged in. The
centre can be run by an informa-
tion technology contractor
engaged by the taxi owners’ or
drivers’ association.

My layman’s rough frame-
work has to be debugged and
improved upon by professionals,
but the basics are indisputably
there, courtesy technology, and
the solution is so beneficial to all
— a non-zero-sum game. So why
is a local or state government not
giving it a push?
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Use technology, get taxi pronto

It is axiomatic that news is
rapidly discounted in mar-
kets when information is

evenly disseminated and
everyone can trade without hin-
drance. It is also axiomatic that
in such a free market, prices will
reflect the laws of supply and
demand over the long term. 

Consider the following situ-
ation(s). There has been civil
war in Libya and Syria for three
years. In the past six months, a
militia of hooded hoodlums
called the Islamic State has
carved out a so-called Caliphate,

across large chunks of Syria and
Iraq. Meanwhile, Ukraine is also
fighting separatist rebels, who
want to amalgamate eastern
Ukraine with Russia. 

Taken together, these con-
flicts should have a predictable
impact on global energy prices.
Crude oil (and to a lesser extent,
gas) is freely traded in vast quan-
tities, and multiple currencies,
on many exchanges. Forward
contracts and derivatives can
run years into the future.  

Libya and Iraq are major
energy exporters. Fighting in
the WANA (West Asia and
North Africa) region causes
fears of supply disruption.
Another major exporter, Iran,
is under sanctions. Russia sup-
plies about a third of the
European Union (EU)’s gas, and
most of that supply is delivered
via pipelines running through
Ukraine. The EU wants to
impose sanctions on Russia,
and the most obvious retalia-
tion would be for the country’s
president, Vladimir Putin, to
cut off gas supply. 

So why have crude prices
declined by 15 per cent and gas
prices stayed soft, even as these
situations have developed? The
consensus answer has several
strands of rationalisation. One
is that America’s successes in
shale gas and tight oil extrac-
tion have altered global supply-
demand equations. As Canada
and Mexico also open up explo-
ration, American supplies 
will rise. 

Another partial answer is
that global growth is weak.
Chinese growth is not very high
and the euro zone may see
recession or stagnation. Hence,
energy demand is low. A third
partial answer is that European
summer demand is low, and
there are hopes the Ukrainian
situation could be settled
before winter comes. 

Indian consumers will not
complain if prices stay down. It
could be a windfall for govern-
ment finances. The petroleum
subsidy bill will reduce substan-
tially, and it means lower infla-
tion as well. Weak crude oil prices
could even give the government
the courage to permanently
eliminate diesel subsidies. If gas
prices stay low as well, the review

of domestic gas prices will be less
politically sensitive, whatever the
formulae employed in price
recalculations. 

However, only the fantasti-
cally optimistic
will trust to the
consensus ratio-
nalisations given
above. There are
several underly-
ing assumptions
that look dubious
when examined.
The United States
has strong laws
against energy
exports. It won’t
have much fuel to
spare, even if it
can meet its own
domestic needs. American
inventories are being mopped
up and fuel demands will rise if
United States gross domestic
product growth rates accelerate. 

There is also a good chance
that the WANA conflicts will not
get sorted out in a hurry. The
Caliphate’s shenanigans could
lead to total disruption of sup-
plies out of Iraq. The Ukraine
crisis may prove intractable
since it is an open question how
much control Mr Putin has over

the rebels and nobody knows
what he will do anyway.
Another more paradoxical  pos-
sibility is that there will be a
spike in energy prices if growth

assumptions are
revised up, along
with demand
projections.

There could,
therefore, be a
sudden reversal
in sentiment and
an uptrend in
energy prices
occurring in any
of several scenar-
ios. The chances
that one of those
scenarios will
occur is reason-

able, and if it does, we would
have to redraw assumptions
about India’s twin deficits. 

Under the circumstances,
there are some more axioms
worth bearing in mind. One is
that the market can stay irra-
tional longer than any rational
investor can stay solvent. A
market can also turn rational
just when investors assume it
will stay permanently irrational.
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T he stunning march of the Islamic State in Iraq
and Syria, or the ISIS, since June through parts
of those two countries, and its growing threat to

Jordan and Lebanon as it seeks to establish an Islamic
caliphate in the old unified Mesopotamia, brings to
mind another electrifying campaign in the seventh cen-
tury AD that destroyed the classical world of antiquity
and created a new world order in western Eurasia. This
was the Arab conquest under the banner of Islam. It was
a totally unexpected development, and the factors
behind this reordering of the world are still in dispute.
But as this century was in many ways
an important hinge of history, in this
column I summarise what is now
known, and to see if these intimations
from the past provide any prognosis for
the current battle for West Asia.

The history of this pivotal century
has been contested by three sets of his-
torians. The first are those who accept
the picture painted by Muslim sources,
and largely accepted by Western schol-
ars, such as Ernest Renan in 1883 and
more recently by Maxime Rodinson
(Mohammed, Pelican Books, London,
1973). These sources (including the
Quran and the Hadiths), which can date some two cen-
turies after the events they describe, have been ques-
tioned by historians like John Wansbrough (The
Sectarian Milieu: Content and Composition of Islamic
Salvation History, Oxford, 1978), who using the method
of textual analysis developed by biblical scholars to deter-
mine the authenticity of these classical sources provide
a different timeline and location for the events they
describe. A popular and controversial account of this
revisionist history is provided in Tom Holland’s In the
Shadow of the Sword (Little, Brown, London, 2012). The
third account is by my old friend (since we were young
lecturers together at Christ Church, Oxford) the scholar
of Byzantium, James Howard-Johnston. In his important
book Witnesses to a World Crisis: Historians and Histories
of the Middle East in the Seventh Century (Oxford, 2010),
he builds on the pioneering work of the Princeton histo-

rians Patricia Crone and Michael Cook (Hagarism: The
Making of the Islamic World, Cambridge, 1977) and their
students by a scholarly and persuasive vetting of the
Muslim and non-Muslim historians and histories of the
seventh century. Briefly, the story he tells is as follows.   

Around 600 AD, two long-established great empires
dominated western Eurasia — the truncated and
Christian Roman Empire centred on Constantinople,
and the neo-Zoroastrian Persian Empire reconstituted
by the Sasanian dynasty in the third century. Both could
mobilise vast resources for war: the Romans those of

North Africa and much of Italy, the
Balkans and the near West Asia; the
Persians, from the fertile lands of
Mesopotamia and highland Iran. Their
territories abutted, and they competed
for influence over the peoples of the
north Caucasus and the Bedouin tribes
of Arabia, with whom both had estab-
lished patron-client relationships to
guard their respective desert frontiers.
They were commercial rivals, compet-
ing for the lucrative overland trade from
China and the seaborne trade across
the Indian Ocean from India and
Southeast Asia.

By the second quarter of the eighth century, the
Persian Sasanian Empire had been extinguished. The
Roman Empire had shrunk to Byzantium, controlling
only Asia Minor, the islands of the Aegean and the
southern extremities of the Balkans. It was now in a
mortal struggle with the new imperial power of the
Bedouin Arabs, who in a short space of time since their
eruption from the marginal lands beyond the zone of
direct confrontation between the two existing imperi-
al powers had defeated both imperial field armies in
open battle, and soon controlled Egypt, Mesopotamia
and highland Iran. The binary world order of late antiq-
uity was replaced by the new unitary Arab power in the
seventh century.

How had this astonishing new world order been
established? There are two contending explanations.
The first is one of circumstances, like the Roman-Persian

war lasting from 603-628 AD. The second, of ideological
changes brought about in Arabia by the Prophet
Mohammed. Prof Howard-Johnston argues that of these
two, it is the latter that accounts for the extraordinary rise
of the Arab Muslim Empire.      

“The greatest appeal of Muhammad’s monotheist
message,” writes Prof Howard-Johnston, “lay in its
bleakness, in its clear-eyed view of a universe governed
by a single divine autocrat ... . The traditional passive
fatalism of the Bedouin, conducting life according to a
tribal code of man’s creation, was transformed by faith,
which required complete submission to Allah ... . This
engendered an active fatalism in genuine converts, a
commitment to serve God with their persons and world-
ly goods together with indifference to the personal cost.
It maybe termed a whole faith, one which permeated the
whole being of the believer. This in turn endowed
Muslim troops with extraordinary élan. They were com-
mitted unto death. The armies which invaded the
Roman and Persian empires were in essence ordered
arrays of suicide fighters, endowed with extraordinary
courage and daring (pages 450-451).” This is a descrip-
tion equally applicable to the warriors of the ISIS, as
David Blair, who witnessed their attack on the Iraqi jus-
tice ministry in March 2013, noted.1

There were two innovations that transformed Islam’s
prospects after the Prophet’s flight to Medina. The first
was to change Muslims’ direction of prayer from
Jerusalem (the holiest place on earth for both the pre-
vious monotheist religions) to the Kaa’ba, the premier
pagan sanctuary of Arabia. This incorporation of the
Kaa’ba and its associated rites into Islam – forced though
it was on the Prophet – was a political act, which once
Mecca had formally submitted in 630 AD allowed Islam
to draw on the developed institutional endowment,
diplomatic expertise and mercantile ingenuity of this
well-established trading city. Secondly, it was this
Meccan statecraft that allowed the early Muslim caliphs
to devise and implement a “grand strategy” of hus-
banding the military resources of Arabia, directing oper-
ations at a distance, establishing priorities and deploy-
ing the requisite resources at the right place to achieve
their objectives. 

And its success was phenomenal. By the 16th cen-
tury, Christendom had begun its voyages of discovery in
large part to bypass the Islamic behemoth that now
bestrode the whole West Asia, denying it access to the
vital Eastern spice trade. It controlled “all but the west-
ern, eastern and southern extremities of the Eurasian
continent (page 516)”. 

Can the ISIS repeat a similar feat? Mr Blair notes
that Abu Bakr al-Baghdadi, its leader, is “not merely a
religious fanatic, but a strategic thinker and an accom-
plished commander”. He has captured vital oilfields
and the northern city of Mosul containing military
depots stuffed with weapons and millions of dollars in
the Iraqi central bank’s branch. Mr al-Baghdadi has
become “the richest and best- equipped terrorist leader
in modern history”, notes Mr Blair, “and the ruler of
enough territory to be able to proclaim the birth of an
‘Islamic state’”. Having swiftly shown up the weakness
of the Iraqi army and the Kurdish peshmerga, and with
the leader of the remaining superpower still determined
to “lead from behind”, it remains unclear whether Mr al-
Baghdadi will be able to match the feats of his self-pro-
claimed nom de guerre, the Caliph Abu Bakr, or whether
his Caliphate will end as it was born — in blood.

1. “Islamic State’s cunning leader”, by David Blair, Daily
Telegraph, August 14, 2014 

Born in blood
How intimations from the past help explain the spread of the ISIS
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News that the Kerala government
is about to introduce prohibi-
tion revived affectionately com-

ic memories of the High Range Club in
Munnar. Not for reasons the state gov-
ernment and its righteous Chief
Minister Oommen Chandy are likely to
appreciate but as a salutary example of
why liquor consumption curbs in India
can be ineffective. 

In the 1970s, techniques to get round
a ban on restaurants and hotels from sell-
ing liquor to Indian nationals demon-
strated the admirable ingenuity of the
average Indian. Thus, we had the solici-
tous maître d’ at the Supper Club, located
in the government-owned Ashoka Hotel,
no less, offering to serve us whisky in
teapots and cups. 

Since we declined, we regretfully did-
n’t get to learn how the staff would have
manipulated the bill to account for the
alcohol. But a good example of creative
invoice management could be had from
the High Range Club.    

Today, the club has become a tourist
resort of the sort that peddles nostalgia for
the sumptuous lifestyle of the tea estates.
But in the days before Tata Tea sold its
estates to a workers’ cooperative the High
Range Club was the principal watering
hole for the executives who ran the plan-
tations for the storied British company
called James Finlay, which subsequently
became Tata Finlay and then Tata Tea. 

Perched on the border between Tamil
Nadu and Kerala, Munnar in those days
was a haven of isolation and unsurpassed
natural beauty. Getting there from
Calcutta (now Kolkata) required an
overnight stop in sleepy Madras, another
train ride to Coimbatore (then a charming
hick town, not today’s unsightly urban
sprawl) and, finally, a nauseating drive up
the Nilgiris, littered with hairpin bends
to the rambling red-tiled bungalows.  

No tourist resorts dotted the area as
they do today. There was a tiny town, a pri-
mary school, a hospital, the processing
factories and a general store. High excite-
ment was provided when herds of wild
elephants paid Munnar a visit on their
annual migrations. Naturally, steady sup-
plies of liquor were critical for the High
Range Club to activate the social scene,
especially one that involved a sizeable
population of expats. No doubt they con-
tributed handsomely to Kerala’s long-held
record for the state with the highest liquor
consumption per capita. 

Like the plantation culture in Assam
and Dooars in north Bengal, Munnar was
a world away from the radical political
reforms in land distribution and educa-

tion that were taking place in the rest of
this Left-leaning state. One point at which
the dour realities of politics intruded on
the somewhat fin de siècle lifestyle in
Munnar was when the state government
suddenly imposed prohibitive prices on
liquor licences for clubs and other estab-
lishments – running into lakhs, which in
the late 1960s/early 1970s was the equiv-
alent of crores – and the company man-
agement understandably declined to pay.   

Was this rentiering by the state gov-
ernment, or an attempt at deterrent pric-
ing? Who knew, who cared! It dismayed
the management of the High Range Club
only briefly. Thanks to the touching con-
sideration of a Coimbatore-based suppli-
er with nudge-and-wink links to the state
government, the club continued to be
equipped with the awesome quantities of
liquor it required without the bother of
licence fees.

The question, of course, was how to
invoice members convincingly enough
to pass the audits. That, too, was easily
solved. Whisky, gin, vodka, brandy, beer
and the like were designated samosas,
sandwiches, vadas and the range of oth-
er delicious snacks that were, quite legit-
imately, part of the High Range Club’s
culinary repertoire and the barman was
accordingly briefed.   

Most establishments that serve
liquor outside the bounds of law tend to
have something of the speakeasy about
them. Not so in Munnar, where the par-
ties went on hilariously and raucously
late into the night. Encased within its
hilly green fastness, it was too remote to
attract the attentions of the state
authorities, even the most conscien-
tious government inspectors. 

Admittedly, there are serious social
issues linked to the liquor industry in
India – and ones that impact women in
particular – that are hard to ignore. But it’s
worth wondering whether an extreme
policy like prohibition really helps pro-
mote the objective of general sobriety that
social workers advocate. 

If Munnar is a cautionary tale in this
respect, consider Tamil Nadu in the same
era. The state was under prohibition, but
anyone who lived there at the time can
confirm that the determined drinker had
no problem accessing alcohol in any form.
So much so that chemists in the city start-
ed demanding doctor’s prescriptions for
something as innocuous as Lakme’s facial
toner because, it turned out, desperados
were happy to swig the bilious green liquid
for its alcohol content. Finally, the
accounts of Gujarat and its (in)famous
liquor permits demanding to know
“sharaabi ka naam” are now part of urban
lore. And, as we all know, the amount of
liquor that is consumed in the state could
easily fill the rapidly shrinking Sabarmati.

One peg of samosa,
please

Despite continuing
conflicts in the oil- and
gas-producing regions
of Asia and Africa,
prices have not risen.
The consensus answer
has several strands of
rationalisation.
However, only the
fantastically optimistic
will trust to the
consensus
rationalisations
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Technology exists
to match supply
and demand for
metered taxis and
auto-rickshaws
but the regulator
has been slow to
devise and impose
a solution


