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M
any readers often wish

there was an accurate sys-

tem of “book pairings”, in

the same way gourmet chefs sug-

gest wine pairings, just to enhance

reading pleasure. We do our best,

with collected editions dedicated to

a particular author or genre, or with

Amazon-style attempts to suggest

books that might go together, but

there just isn't enough out there. 

Here’s a classic instance of how

it might work. If you're interested

in Vietnam, start with The Quiet

American (1955), Graham Greene’s

blackly funny dissection of US in-

telligence efforts in that country,

then move on to Michael Herr’s tour

of duty reportage in Dispatches

(1977), and close with Denis John-

son's Tree of Smoke (2007). All three

books are Nam classics in their own

right, but read together, they have

an indelible, cumulative impact. 

Or, to take another genre, start

with Mary Shelley's horror classic

Frankenstein (1818), where a sci-

entist’s dream of creating life has

monstrous results, move on to Rose-

mary’s Baby (1967), by Ira Levin,

where an ordinary New York apart-

ment building conceals Satan’s child,

and close with Stephen King's Bag

of Bones (1998), about a secret that

menaces generations of children. 

As Manjula Padmanabhan’s Es-

cape came out last week, I found

myself hoping that readers would-

n’t read this intriguing work of

dystopian science fiction in isola-

tion. I can’t comment on the literary

merits of Escape for reasons of con-

flict of interest, having read a very

early draft, but as one of the few

works of modern Indian science fic-

tion, it’s an important debut. 

A brief plot summary: Escape is

set in a world devoid of women,

dubbed the “Vermin Tribe” by the

generals who run the land. There

is, however, a single woman left—

a young girl called Meiji, who has

been raised in isolation by her three

uncles, and as she emerges into

adulthood, must escape in order to

survive. It’s a complex tale, where,

as with much of 21st century sci-

ence fiction, the development and

growth of the characters is just as

important as the futuristic setting. 

To read Escape in a vacuum,

however, would be to do both the

book and yourself a disservice. It

should be book-ended by a utopia

and a dystopia— both written by

Asian women. In 1905, Rokeya

Sakhawat Hossein published Sul-

tana’s Dream, set in the relative

utopia of ‘Ladyland’. Women rule

this world, but view men with ma-

ternal affection, seeing them as help-

less creatures at the mercy of their

own appetites, who must be placed

in purdah for their own protection.

Rokeya Hossein was born and

brought up in Bangladesh, and her

gentle utopia is filled with touch-

es of whimsy— the work day in La-

dyland is only two hours long, for

instance, because the men used

to waste the remaining hours in

smoking hookahs. Rokeya Begum

continued her exploration of utopia

and its challenges in a second novel-

la, Padmarag. 

Almost nine decades later, the

feminist scholar and imaginative

writer Suniti Namjoshi published

Mothers of Mayadip in 1989. This

fable was set in a far darker world

than Ladyland, and Namjoshi set

down a flatly didactic novel: what if

a feminist utopia depended on killing

off all men? How utopian would it

remain, set on a foundation of fear

and deliberate cruelty? What would

happen if any one of the women de-

cided to save even a single baby boy?

Namjoshi’s world was the exact op-

posite of the world Padmanabhan

evokes in Escape, but they share

a common basis: in each, one gen-

der's sense of identity

is based on its fear

of the other. 

Mothers of

Mayadip is much

shorter and much less

ambitious in scope

than Escape;

Namjoshi’s interest

lay in writing a fable,

not a full-length novel. Like Pad-

manabhan, Namjoshi offered no

easy conclusions: a world minus

men was not guaranteed to be fair,

equal or free of fear, and would

inevitably face its own troubles. Es-

cape is far more interested in the

question of what form a world in-

habited by just one gender would

take; Manjula Padmanabhan’s pred-

ecessors were more interested in

the idea of a feminist utopia/ dystopia

as a thought experiment. 

Reading the three together— if you

can find Padmarag and Mothers of

Mayadip in second-

hand bookshops— is

well worth it, and not

just as an academic ex-

ercise. It’s interesting

to see how the same

questions are raised by

three members of very

different generations of

women, and how the

answers become increasingly compli-

cated over time.
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T
he US government’s bail-out

of Citigroup, which was the most

valuable bank in the world be-

fore it lost 83 per cent of its value over

the past 11 months, would seem to

be a smarter (and fairer) package than

what the British government announced

last month, in that it probably addresses

Citi’s problems without getting into

state control of a bank. More impor-

tantly, it salvages a bank whose sharply

dropping share price had raised fears

of panic withdrawal of cash by de-

positors, and the dread prospect of a

major bank failure. It has clearly been

another busy week-end for the Trea-

sury, the Federal Reserve and the Fed-

eral Deposit Insurance Corporation,

the three organisations that have cob-

bled together the bail-out package.

The package that has been an-

nounced recapitalises the bank quite

substantially, and takes the heat off

the bank by extending a guarantee on

$306 billion of troubled loans (out

of a total asset base of about $2 tril-

lion). The guarantee lowers the risk

weight on these assets, thus further

bolstering the bank’s capital. Since

the bank has already lost $20 billion

in the last four quarters because of

write-downs on derivatives and hous-

ing loans, and made provisions for an-

other $24 billion, the guarantee (which

is 100 per cent for a base slab and

90 per cent beyond that) should prob-

ably be enough to restore confidence

in the bank’s future.

Shareholders who have already suf-

fered a battering in the market will pay

a further price, since their shares will

have a dividend cap of 1 per cent for

three years, while the bank pays the

government an 8 per cent coupon rate

on the $25 billion preferential capital

that it is getting. The end-game could

still be positive if one assumes that they

will get an upside on the stock price.

There will be no management change,

so Vikram Pandit keeps his job, but the

top management will have to accept

some pay cuts that are an inescapable

part of the government’s troubled

assets relief programme.

At the end of the whole exercise, the

government could end up owning near-

ly 8 per cent of Citigroup (some of it

because of money given earlier), with

no management control. If the bank

does well from here on, that will give

tax payers (who are funding the whole

package) a chance to share the up-

side—but for that the stock has to more

than double its present value. The deal

is better than the UK government’s tak-

ing majority control of the Royal Bank

of Scotland and 40 per cent ownership

of the merged LloydsTSB and HBOS.

Those banks lost in value on the mar-

ket following the UK government move,

whereas Citi shares gained yester-

day in some European markets.

The Citi bail-out raises questions

about the true extent of the US fi-

nancial sector’s problems, especially

since Mr Pandit assured stakehold-

ers at every turn that the bank was safe

and strong in every way—which clear-

ly was not true. The problem seems to

have arisen from sharply increased

trading activity by the bank, without

proper risk management—which points

to internal management failures on a

scale that raises troubling questions

about the quality of management in

any financial undertaking. The ori-

gin of the problem seems to have been

new regulations that allowed banks to

get into riskier activity, and the arrival

on the executive floor of Robert Rubin,

ex-Goldman Sachs (and treasury sec-

retary under President Clinton). This

episode adds to the weight of the ar-

guments that run in favour of more

comprehensive and tighter regulation

of all financial sector activities.

Citi can sleep — in peace

T
he warning by the United Nations’

Food and Agriculture Organi-

sation (FAO) that the global eco-

nomic crisis will negatively impact agri-

culture in developing countries is on-

ly saying the obvious. The global price

surge in commodities had been caused

by excess liquidity; non-food agricul-

tural product prices therefore saw as

sharp a price increase as, say, metals.

Now the reverse has happened; as

liquidity has dried up in the wake of de-

leveraging by financial firms, specu-

lative demand has disappeared and

there is a steep fall in the prices of agri-

cultural products, many of which now

rule at less than half their recent peaks.

A second explanation for the price drop

is that there has been increased output,

as a response to the price signals from

the market—at a time when, paradox-

ically, demand is shrinking. The dan-

ger therefore is two-fold. As money dries

up and economies slip into recession,

growing joblessness will lead to a drop

in the demand for food, and increase

the extent of hunger. Also, as bank fi-

nance becomes more difficult to find,

farmers will reduce plantings and there-

fore production will suffer. This sup-

ports the old thesis that, irrespective of

the causes and origin of a crisis, a heavy

price is paid by those at the bottom of

the economic ladder.

Where India is concerned, it might

be argued that although the country

has become more liberal when it comes

to permitting international trade in

agricultural items, the agriculture sec-

tor is still substantially insulated from

global forces. This is not entirely true,

as effective protection in terms of state

procurement and buffer stocking is

available in only a few items, notably

wheat and rice and to some extent cot-

ton. To be sure, the government makes

sure that tariffs are adjusted periodi-

cally to operate as a buffer against

international price shocks, and India’s

commitments as a part of World Trade

Organisation leave enough scope for

such protective play. Still, the fact is

that price shocks in edible oils, rubber

and other items impact what farm-

ers get in the market when the crop is

marketed.

FAO has chosen to call for a bail-out

package for agriculture on the lines of,

but much smaller than, that for the fi-

nancial sector. The cost of such a pack-

age has tentatively been estimated at

around $30 billion a year, to be spent

chiefly on building rural infrastructure

and boosting farm productivity in the

developing countries. The amount it-

self is not very large, being less than

a tenth of what the OECD countries dole

out annually as subsidy to their rich

farmers, a sizable part of which is paid

as incentive for not growing anything.

However, it is far from clear whether

agriculture’s need is for the kind of treat-

ment given to the financial, automobile

or housing sectors—all of which have

immediate crises hitting them. Agri-

culture’s problems are more long-term,

and call for sustained action by gov-

ernments everywhere, including in In-

dia where the productivity per acre for

most crops is well below the global av-

erage and where subsidy payments typ-

ically outweigh investment in the in-

frastructure for boosting production.

The issue in agriculture is not crisis

management, but what should be done

to prevent crises.

A different need

T
he 1980s Third World debt cri-

sis and the current global fi-

nancial crisis have great sim-

ilarities but different out-

comes. Why? 

First, both the crises arose because

there was a surplus of savings in a num-

ber of countries— the oil producers

in the 1970s, the Asian economies and

commodity exporters today— which

was recycled through the internation-

al banking system, to maintain world

aggregate demand. Second, highly liq-

uid banks imprudently funneled cheap

credit to un-creditworthy borrowers:

the fiscally challenged and inflation

prone countries of Latin America and

Africa in the 1970s, the ninja (those

with no income, no jobs, no assets) sub

prime mortgagees of the current crisis.

Third, there was a rise in commodity

prices and a worsening of the terms of

trade of the OECD, posing the stagfla-

tion dilemma for their central banks,

having aided and abetted the earlier as-

set boom. Fourth, the imprudent banks

sought bailouts from taxpayers, claim-

ing their demise would fatally damage

the world's financial system.   

But, the outcomes have been dif-

ferent. The 1980s crisis was finally solved

after a prolonged cat and mouse game

when the banks accepted substantial

write downs of their Third World debt,

sacked their imprudent mangers and

shareholders suffered large losses. But

no systemic threat to the world's fi-

nancial system (or the global econo-

my) emerged. By contrast, today the

Western financial system seems to be

dissolving before our eyes, and with

the US Fed's ever expanding balance

sheet, bailouts are no longer the ex-

ception, but the norm. Many now fore-

tell a deep and perhaps prolonged re-

cession, with deflation, rising unem-

ployment, and Keynes' famed liquidity

trap about to engulf the world's ma-

jor economies. 

What explains this difference in

outcomes? It cannot be purported 'glob-

al imbalances', which were the origins

of both crises. It is the differences in fi-

nancial structures within which these

temporally separated but largely sim-

ilar crises occurred. In the 1970s the re-

cycling of the global surpluses was un-

dertaken by the offshore branches of

Western money centre banks, which

were neither supervised nor had access

to the lender of last resort facilities of

their parent country's central bank.

Hence, when their Third World Euro

dollar loans went into 'default', there

was no direct threat to the Western

banking system.

The present crisis emerged in a rad-

ically different financial structure:

the rise of universal banks from the

UK's Big Bang financial liberalisation

in the 1980s, and the Clinton era abo-

lition of the Glass-Steagall Act, which

had kept a firewall between the com-

mercial and investment banking parts

of the financial system since the 1930s.

The former had implicit deposit insur-

ance and access to the central banks'

lender of last resort facilities. The lat-

ter did not. As explained in detail in my

columns on the credit crunch (Dec 1997,

Jan 2008), with deposit insurance,

the public utility part of the financial

system which constitutes the payments

system must be kept separate from the

gambling investment banking part,

which is an essential part of a dynam-

ic economy. For these gambles im-

part the dynamic efficiency through the

cleansing processes of creative de-

struction. But if these gambles are pro-

tected against losses by taxpayers, as

the payment system activities have to

be because of deposit insurance, the

gamblers will always win: keeping their

gains when their gambles are correct

and passing their losses onto taxpay-

ers when their gambles turn sour.

Given this 'moral hazard', many clas-

sical liberals have favoured free bank-

ing. Banks combining the payment and

investment functions and issuing their

own notes would be monitored by their

depositors, who would stand to lose

if their banks undertook imprudent

lending. But with the near universali-

ty of deposits as a means of payment,

there is little likelihood of this moni-

toring function being effectively ex-

ercised. Whilst    Demos precludes any

government being able to resist pres-

sures to bail out imprudent banks to

protect their depositors. This makes

deposit insurance inevitable.

The recent emergence of univer-

sal banking was followed by a num-

ber of public policy mistakes on the path

to the current crisis. The first was the

bail-out of LTCM in 1998. Its failure

posed no obvious systemic threat. Its

public salvation changed expectations

of market participants that non bank fi-

nancial institutions could also hope for

bail-outs. Next the infamous Greenspan

'put' which put a floor to the unwinding

of the dotcom stock market bubble, pro-

moted excessive risk-taking. Third, the

promotion of 'affordable' housing for

the poor by the Clinton administra-

tion through the unreformed and failed

Freddie mortgage twins, led to the

development of subprime mortgages.

Fourth, the Basle II capital adequacy re-

quirements led banks to put their risky

assets into off-balance sheet vehicles—

the SIVs— leading to the opacity cur-

rently being bemoaned. Fifth, when the

housing bubble burst, and the credit

crunch began with the gambles taken

during it turning sour, the Fed chose to

bail out Bear Sterns, sending the signal

that the Fed's balance sheet was open

to non-deposit taking 'banks' as signaled

by the earlier LTCM bailout. Sixth, and

most heinously given all that had gone

before, the US authorities then chose

not to bail out Lehman's— like a fall-

en woman suddenly finding virtue. This

dashing of the bailout expectations that

the authorities had endorsed only in the

spring, led to the intensification of

the credit crunch. Seventh, as the au-

thorities finally seemed to tackle the

toxic subprime infected financial assets

which caused the crisis through TARP,

it calmed the markets. Now, with TARP

to be used only to recapitalise banks,

markets have gone into free fall. The

essential step, of forcing banks to come

clean on their balance sheets, and then

removing the toxic assets they reveal

into a newly created institutional 'cor-

don sanitaire', has not been taken. Worse,

instead of recreating a firewall between

the payment part and the gambling part

of the banking system, even the pure

investment banks, like Goldman Sachs,

are being pushed into becoming uni-

versal banks with access to the Fed's

balance sheet and thence taxpayer's

money.  

Given these public shortcomings,

the near universal calls for greater reg-

ulation and state intervention is as-

tounding. Public agents, not private

ones— who reacted rationally to the

implicit or explicit 'rules of the game'

promoted— are to blame for the crisis.

It would be foolish to blame the pup-

pets for the failings of the puppeteer. 

T
he finance minister last week

called for price cuts in real es-

tate— a reminder, prices are up

anywhere between 300 to 450 per cent

from mid-2004. He then said hotels must

cut tariffs, airlines fares and two-wheel-

ers prices. He added that he was will-

ing to look at excise cuts if asked. How

consumer friendly, I say, except that in-

dustry is notorious for developing am-

nesia on excise cuts.

It’s a noble attempt nevertheless.

Let me dwell on it a little more be-

fore I draw your attention to where I

think one end of the problem lies. I for

one continue to hold that the excess-

es in real estate, ranging from the stock

market valuations (or now the lack

of them) and the realtors’ rising in-

fluence in North Block, has been chiefly

(though not entirely) triggered by 7 per

cent interest rates.

I must also confess a subjective an-

gle to the real estate argument. Which

is that, among other things, I have seen

the ugliest manifestation of the prop-

erty boom— watching, for instance, as

scores of beautiful Portuguese-Indi-

an architecture independent houses in

suburban Mumbai have been torn down

in recent years. To be replaced by ut-

ter monstrosities which are not ex-

actly trying to help the homeless.

The objective part is that the real

estate market is still carrying all the ills

of a bubble economy, from black mon-

ey generated in ever greater sums to

stock market fuelled riches, includ-

ing stock option wealth which helped

many people put down vast sums of

money they would not have earned

in normal times. Make no mistake, there

is no moral case being made out here

except to point to the bubble on the

bubbles that were built.

Does the same logic apply to air-

lines and two-wheelers? I am not sure.

Airlines and two-wheelers were broad-

ly moving in the same direction. Suf-

ficient, if not excess, capacity and

cut-throat competition have kept air

fares and two-wheeler prices low, to

the extent that the airlines have been

forced to near bankruptcy as they did

not compensate for rising oil prices.

The flip side to the Finance Min-

ister’s call is that no one is heeding it,

or at least wants to. The realtors in-

stantly responded with another plea

for 7 per cent interest rates, or there-

abouts. Bajaj Auto chairman Rahul

Bajaj said it was not feasible to reduce

prices. Who's right? Thankfully, there

is a reasonable free market on the con-

sumption side now. To that extent, in

industries with transparent pricing

and low entry and exit barriers, a call

for price management does not make

much sense. So while it’s technical-

ly possible that a Bajaj Auto can bring

down prices of two-wheelers, one could

assume that competition is doing its

job. At least I feel it is. Ditto with

airlines, where fares are already edg-

ing down.

The real estate and hotel sectors

work a little differently where the en-

try barriers have often been defined by

historical and current abilities to cap-

ture or smartly corner land,

legally or sub-legally. I

would term apartment

complexes built on land

which once housed slums

in Mumbai as sub-legal,

since the land technical-

ly always belonged to the

public. But that’s my def-

inition, not for a court of

law. The fact is that com-

petition does not work as

effectively in these sectors, for various

other reasons as well.

An industrialist with considerable

real estate interests (SEZ and other-

wise) told me in Mumbai last week,

“The problem is ego, nothing else. Most

builders keep admiring their own proj-

ects and feel that high prices are a stamp

of their success. So they hold on.” Many

have suffered already, he said, and sure-

ly more would follow.

I would still think that a tight interest

rate regime and falling demand will in-

duce the suppliers of goods to cut prices

and focus on inventory rather than ego.

Tight interest rates affect demand too,

as in home and vehicle loans, but the

hit cannot and should not be taken

by consumers! To that extent, the FM

is right. So maybe he should ensure

that lending norms for real estate com-

panies are tightened, not eased. Yes,

it’s an overall tough call whilst indus-

try is screaming hoarse for rate cuts.

I have a more fundamental point,

which links liquidity, demand and

prices. Fact is, banks are and have been

the only source for ‘growth’ capital. I

was speaking with Prime

Database’s chief Prithvi

Haldea. His calculations

show that Indian industry

raised some Rs 180,000

crore last financial year

through various capital

market routes, both do-

mestic and internation-

al. As things are going this

year, the figure might just

touch Rs 40,000 crore.

Guess what his target in January 2008

was: Rs 275,000 crore!

So there’s the gap which indus-

try was trying to fill and now cannot.

Interest rates and cheap credit can-

not fix such a large hole nor should

it. What it does mean is that we all now

need to hit the rewind button and go

back to doing business as it was maybe

three or four years ago. Or if that’s

too inauspicious, hit the forward but-

ton and forget this year ever happened.

Manage interest rates, not prices
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