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S
erendipaceratops

arthurcclarkei is a relatively

small-horned dinosaur found

in Australia. The size of S

arthurclarkei does not reflect the

reputation of the writer whose

name it bears. Arthur C Clarke

turned 90 this week; he is the last

survivor of the ‘Big Three’ of

science fiction, Robert Heinlein

and Isaac Asimov being the other

two.

In less than a month, we’ll be

celebrating the 40th anniversary of

2001: A Space Odyssey, one of the

most famous works in all of

science fiction, and the 60th

anniversary of The Sentinel, the

1948 short story that carried the

seeds of 2001. 

Even those who haven’t read

the book remember Kubrick’s film,

which featured one of the most

famous scenes in cinema history.

An ape tosses a bone into the air;

the camera tracks it spinning

through the skies until it morphs

into a black monolith — a brilliant

editing sleight of hand that took

the viewer millions of years into

the future in just a few seconds. 

In The Sentinel, the black

monoliths were guardians,

watchers of the progress of

humanity. The ‘sentinel’ was “one

of millions they have scattered

throughout the universe, watching

over all the worlds with the

promise of life. It was a beacon that

down the ages has been patiently

signaling the fact that no one had

discovered it…”

It was a haunting story, with its

warning that the guardians “must

be very, very old and the old are

often insanely jealous of the

young”. The writing of 2001 was an

intense but often light-hearted

collaboration between Kubrick and

Clarke that stretched to almost

four years. In Lost Worlds of 2001,

his account of the collaboration,

Clarke revealed that their private,

jesting title for the project was How

the Solar System Was Won.

Clarke and Kubrick fans have a

wistful nostalgia for the storylines

the two came up with that were, for

fairly obvious reasons, never used.

Here’s a sampling:

“They” might be machines who

regard organic life as a hideous

disease. (Clarke)

Seventeen alien, featureless

black pyramids riding in open cars

down Fifth Avenue, surrounded by

Irish cops. (Clarke and Kubrick)

Slightly fag robots who create a

Victorian environment to put our

heroes at ease. (Kubrick)

After some months of this,

Clarke wrote in his diary, “Now

we’re settling for a Galactic Peace

Corps and no blood and thunder.” 

Thank god they didn’t. Behind

the fooling around, Clarke held on

to the simple but provocative idea

that God made man in his own

image, and Kubrick held fast to the

image of the black monolith —

watcher, guardian, destroyer,

symbol of a higher intelligence,

emblem of unimaginable age and

loneliness. 

I loved The Sentinel far more as

a literary work; it was the right

length and Arthur C Clarke’s idea

of lonely, almost ageless watchers

were the perfect 21st century

metaphor for angels as they might

really be. 2001, the book, had the

feel of science fiction driven by

ideas and formed by the

screenplay. Like much of genre

fiction, too, you got the sense that

Clarke didn’t really know what to

do with his human characters once

they’d served their purpose in the

plot, and the mystical ending was

so ambitious that it translated

awkwardly on the page.

But reading the book almost

four decades after its birth is still

a compelling experience. If 2001

survives on the shelf of science

fiction classics, it will be less for

Clarke’s attempt to grasp the

nature of a far older intelligence

than we can imagine and far

more for his portrayal of a

machine intelligence descending

into madness. HAL 9000 is an

artificial intelligence, the chess-

playing computer on board the

spaceship Discovery. HAL can

lipread, express emotions,

recognise faces, kill people and,

as astronaut Dave Bowman pulls

the plug on the homicidal

machine, suffer a breakdown and

an affecting regression into a

state of childlike insanity. (The

actor Anthony Hopkins said that

he based part of his performance

of Hannibal Lecter, the cold-

blooded killer of Silence of the

Lambs, on HAL.)

It is still astonishing to readers

like me that Arthur C Clarke

intuited the potentially complex

nature of machine intelligence so

many decades before the Internet

existed. In the book, Clarke moves

further, endowing HAL with some

of the human need to find purpose

in life as well as with the very

human fear of death. 

Perhaps that is why 2001 will

survive. Its most compelling

character shares kinship with

Grendel and Frankenstein’s

monster — alien and yet

disturbingly human, an ageless

figure of literature reinvented by

one of the most inquiring minds of

science fiction.

Arthur C Clarke’s Odyssey
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T
he Prime Minister was doubtless

being both sincere and rational

when he spoke over the week-end

about the need to curb the ballooning

subsidy bill, especially since much of

the bill does not benefit the poor, in

whose name many subsidy decisions

are sought to be justified. All sensible

people have called for such correc-

tive action over the years, but there has

been little by way of any response from

the government. It is possible that, by

speaking out at the jubilee celebrations

of the Institute of Economic Growth,

Manmohan Singh was trying to rally

troops to the cause, just as budget-mak-

ing has got under way in North Block.

But such statements from the leader of

the government do beg a question or

two when the same government has

been moving in the opposite direc-

tion from that being exhorted.

Oil prices, to take the obvious ex-

ample of the moment, have climbed

steadily over the months, but the gov-

ernment has not found it possible to

raise retail prices even though petro-

leum products like petrol and cooking

gas are consumed by people whom the

government should not be subsidising.

It might be argued that the Left will not

allow a price increase and therefore

the government can do little. But op-

position comes not just from the Left,

it has also come from the DMK (which

at one stage did not want a price in-

crease before elections in Tamil Nadu),

and indeed from the Congress itself,

perhaps because of elections in some

other state. Dr Singh may be rela-

tively new to the world of politics,

but he has known for a long time that

governments are hyper-sensitive about

raising the prices of sensitive items.

That is why his initial mistake of al-

lowing Mani Shankar Aiyar, as pe-

troleum minister, to bring oil prices

back within the formal ambit of gov-

ernment decision-making, is so hard

to understand.

The most egregious example of un-

warranted subsidies being doled out is

of course the under-pricing of spectrum,

thus handing out thousands of crores

of unearned benefits to telecom com-

panies who are perfectly capable of bid-

ding competitively for spectrum in an

open auction. Indeed, at least one com-

pany has said it is willing to have such

an auction. Surely, there is nothing here

that prevents the government from do-

ing the right thing.

These examples come with evidence

of the government rolling back reforms.

For instance, in its efforts to tackle the

price problems faced by exporters

on account of the rising rupee, the fi-

nance ministry has re-introduced pre-

ordained interest rates that banks must

observe when lending to specific sec-

tors. And the frequent recourse to con-

tingent liabilities, like the oil bonds and

for re-capitalising the State Bank of In-

dia, is undermining the credibility of

the fiscal deficit numbers. It would seem

that in its eagerness to show that the

deficit targets in the Fiscal Responsi-

bility and Budget Management (FRBM)

Act are being met, the government is

willing to hide the full truth in the

defective system of accounts that is

called the Budget. Indeed, the buoy-

ancy in tax revenues gives the gov-

ernment the required cushion to meet

its liabilities in a straightforward man-

ner, and have them included in the deficit

numbers. So it is not enough for the

Prime Minister to be conscious of what

needs to be done. He also needs to

be more assertive within his own gov-

ernment so that the right things do get

done.

Words not enough

L
eading information technology

stocks, which have been the dar-

ling of the Indian investing com-

munity, have fallen off their pedestals.

They currently trade at a 30 per cent

plus discount to their peaks. The prob-

lem of course is the rupee’s rise against

the US dollar. Few expect the rupee

to shed the 13 per cent that it has gained

against the dollar in the current year,

and the general view is that it will rise

further. A big question mark there-

fore hangs over not just the valuation

but the performance of Indian IT firms

in the immediate future and over the

medium term. As salaries keep rising

and margins get squeezed, the pres-

sures would have been considerable

even without unfavourable currency

movements. All three together present

a formidable challenge, leading to ques-

tions being aired about the future.

Yet, the truth is that the industry lead-

ers are in fine fettle and well equipped

to meet the challenge of thriving as glob-

al companies. They are the ones — not

the entire industry that Nasscom talks

about — who matter in an industry that

is consolidating as it matures. But this

should not be taken to mean that the

firms will be able to repeat the phe-

nomenal growth that they have clocked

in the past, or to protect the kind of mar-

gins they have got used to enjoying.

In the second quarter of the current

financial year, the leading IT firms have

recovered from the setback they had

suffered in the previous quarter, in terms

of the (sequential) quarterly growth

of both top and bottom line, and this

is expected to continue in the short term.

But the growth rate will inevitably slow.

The firms can be likened to boys pass-

ing through their adolescence when

they suddenly shoot up; that growth

does not last, but the boys go on to

become robust youngsters.

The IT leaders can look forward to

a bright future because of the steps they

have taken and will continue to do in

order to grow and change with the times.

They are rapidly developing global foot-

prints by setting up development cen-

tres all over the world, thus giving up

the earlier practice of offshoring to

India most of the work. Also, what could

not be offshored earlier was sought

to be executed at the client’s site with

engineers sent from India. Today, the

trend is to acquire IT firms in the de-

veloped world, thus taking on their em-

ployees, so as to raise clients’ com-

fort levels by getting some of the in-

creasingly complex work being out-

sourced performed near-shore. This

will raise dollar expenses, which will

take the sting out of rupee appreciation,

but also raise staff compensation rates

towards mature-economy levels. 

The firms have two strategies to

counter this — by going up the value

chain and reworking contracts. The

good news is that dollar contracts are

being revised upwards or restated as

euro contracts. In the immediate future,

software firms across the board are like-

ly to offer lower increases during the

next round of pay hikes. As Indian IT

firms compete successfully with glob-

al incumbents at the higher end of

the market, they will increasingly re-

semble the latter, including on lower

margins. Thus software stocks will not

reflect the growth potential that in-

frastructure stocks currently do in In-

dia, but that is because they will in-

creasingly become part of a different

global league. 

What, me worry?

T
here are ominous parallels be-

tween the US of the 1920s and

today. A Gilded Age, with a boom

in house prices and the stock

market, followed by a threat of bank col-

lapses associated with a softening in the

housing market, pressure on the dol-

lar and a rise in protectionist and iso-

lationist sentiments. Are we on the verge

of another Great Depression?

The origins of the current crisis in

credit markets lie in the “Greenspan put”

after the stock market dotcom crash

in 2000 and the terrorist attacks of Sep-

tember 2001. The low interest rates

led to booming property prices and

the accompanying financial innovations

— the proximate cause of the current cri-

sis. Structural changes in the financial

system have also contributed. These en-

tailed the conversion or absorption of

non-bank financial institutions spe-

cialising in financing mortgages [sav-

ings and loan (S&L) associations in

the US and building societies in the UK]

by commercial clearing banks, which in

turn had absorbed or taken on the roles

of specialised investment banks. The ef-

fect was to blur the distinction between

what were previously non-bank finan-

cial institutions and banks. This distinction

is important because it is only clearing

banks which can add to (or reduce)

the stock of money.

A clearing bank holds deposits in cash

(legal tender base money) from non-

banks, repaying deposits in notes, and

making payments for depositors by set-

tlements in cash through an account

in the central bank. When a clearing bank

extends a loan it adds to its assets and

simultaneously creates deposit liabilities

against itself, increasing the broad mon-

ey supply at “the stroke of a pen”. This

ability to create money “out of thin air”

is limited by the bank’s capital and cash.

As cash can be borrowed from the cen-

tral bank, the ultimate constraint on

its ability to create money is its capital.

But it is only because banks take in cash

deposits —Keynes’ “widow’s cruse” —

that they can create money.

By contrast, a non-bank financial in-

termediary, say, a mortgage lender, when

it takes deposits or makes a mortgage

loan has to “clear” these through deposits

held at the clearing banks. Thus when

someone deposits “cash” at an S&L this

comes out of the depositor’s bank ac-

count with a clearing bank. Similarly

when the S&L makes a loan to a mort-

gagee this comes from the S&L’s bank

account with a clearing bank. 

Thus the essential difference between

non-bank financial institutions and clear-

ing banks is that they cannot create

the bank deposit component of broad

money (M2 or M4). 

With the blurring of the historical and

institutional distinction between mort-

gage lenders, investment banking and

clearing banks, and the loosening of mon-

etary policy following the “Greenspan

put” which led to large increase in house

prices, bank absorbed mortgage lenders

went on a lending spree. In California

they were in caravan parks  extending

loans to the ninja (those with no income,

no job, no assets) at low 2-year teaser

rates which even members of the “un-

derclass” could pay with the high hope

of getting enough equity in their new

homes with rising house prices to sell

before the teaser rate ended. These sub-

prime loans were then repackaged by

the financial wizards in the investment

banking parts of the clearing banks in-

to opaque financial products which were

then sold off to financial institutions and

other banks around the world. This Ponzi

scheme depended upon a continued rise

in house prices.

With the softening of the US hous-

ing market with monetary tightening in

2006-07 , the Ponzi scheme collapsed.

The ninjacould no longer pay and walked

away from their sub-prime mortgages.

This in itself would not have mattered.

The ninja never expected to own a home

and some probably got out with some

equity from sales before the housing mar-

ket collapsed. If the sub-prime assets had

been held by the specialist S&L of yore,

their shareholders would have taken the

necessary hit. But the financial “masters

of the universe” had packaged them with

various other financial assets, and these

were now spread through the world fi-

nancial system. It was like a piece of

infected meat having been processed

with healthy meat into infected meat pies

which could not be distinguished from

the wholesome. Many of these infect-

ed meat pies were held in off balance

sheet structured investment vehicles

(SIVs) by the banks. 

When credit market conditions tight-

ened in May and the sub-prime mort-

gage market collapsed, the opacity of

many of the financial assets in these SIVs

meant that they could not be sold on, and

had to be taken on to the bank’s balance

sheets. To balance their books the banks

had to find liabilities to balance these

new found assets. The liabilities of banks’

comprise their shareholder capital and

deposits. With their share prices falling

and economies slowing, capital is hard

to get, except for those like Citigroup and

UBS able to “touch” rich emerging mar-

ket investors. 

The final element in the crisis is

Basle II, under which banks are required

to maintain a capital ratio of 8 per cent

(of assets). With limited hope of rais-

ing capital this cannot be done without

cutting back on their lending, and thence

a contraction in the broad money sup-

ply — the major cause of the Great De-

pression. Central Banks have tried to

avert this by the coordinated addi-

tion of massive liquidity into credit mar-

kets. This has failed to increase inter-

bank lending or to substantially reduce

the spread of LIBOR over their lowered

discount rates. The banks are still hoard-

ing cash and refusing to lend to each

other. Their problem is to continue

achieve the Basle II capital ratios, which

they cannot do without a massive con-

traction in lending and thence broad

money. As many commentators are now

urging, and as the Bank of England has

hinted, these Basle requirements are

likely to go soon, alleviating the cred-

it crisis of Western banks. This should

avoid another Great Depression. The

long-term implications flowing from

this “cure” will be discussed in my next

column.  

T
he Ministry of Defence’s (MoD’s)

announcement earlier this month

scrapping the proposed purchase

of 197 light helicopters from European

consortium, Eurocopter, provides an

excellent mirror for India to examine

its strategic fibre. Comment and public

attention have largely centred around

the procedure of the trials, the per-

sonalities and relationships involved,

and whose footfalls trod more heavily

in the corridors of South Block: Euro-

copter’s or its arch rival Bell Helicopter’s.

But the 20-odd jawans, clinging

through winter onto Sonam Post,

perched on a knife-edged ridge in the

Northern Siachen Glacier, haven’t

yet heard about this decision. They will

learn about it one of these days, via a

three-week-old newspaper that will be

delivered to them in a 1960s vintage

Cheetah helicopter, flown by an Army

Aviation pilot who flies the world’s most

hazardous missions to earn Rs 20,000

a month.

For those jawans, and for tens of

thousands of others like them who have

already been cut off by the snows, this

decision means a clear reduction in

chances of survival. Between now and

May, Indian jawans in these posts will

die of illness, accidents and high-alti-

tude sickness, because a helicopter

could not evacuate them to a hospi-

tal. The arrival of either the Eurocopter

or the Bell — newer, more powerful and

capable helicopters — would have quick-

ly translated into saved lives.

But saving soldiers’ lives played

no role in the decision. What did was

a corrosive melange of political influ-

ence, bureaucratic risk-aversion and

convoluted procedure, which now un-

acceptably smothers every major de-

fence decision. The cancelled purchase

from Eurocopter had taken six years to

fructify. Whether another selection pro-

cedure will end in a perfectly objec-

tive decision is already well known: it

will not. Military procurement decisions

cannot be reduced to a mathematical

matrix; they involve subjective consid-

erations that cannot be disregarded.

But for ministers, parliamentarians

and bureaucrats, with little idea or

experience of the issues attending

defence, the one guiding principle is:

play it safe. Bureaucrats will confide,

over a scotch and soda at the Gymkhana

Club, that not one of them has been

hauled up for a decision not taken; but

too many good men have fallen victim

to valid decisions that went against

them. George Fernandes, as defence

minister, bemoaned the perpetual paral-

ysis of South Block’s babus.

Comptroller and Auditor General

(CAG) VK Kaul has publicly excori-

ated MoD officials for avoiding risk by

using rulebooks to delay defence pur-

chases. The CAG told an international

seminar on December 15 last year, “The

emphasis seems to be on technical com-

pliance through a multitude of detailed

rules and regulations rather than on

creating a new organisational cul-

ture, which focuses on results.”

Fernandes was wrong in blaming

the paralysis on the three “Cs” — the

Central Vigilance Commission, the Cen-

tral Bureau of Investigation and the

Comptroller and Auditor General (CAG).

The rot runs deeper than the mere

inability to provide for defence. It has

incapacitated the fundamental process

of even planning for it.

India is the only major country that

plans its defence one year at a time.

The MoD theoretically has a 15-year

Long-Term Integrated Procurement

Plan (LTIPP), the basis for all defence

procurement, modernisation, and in-

digenous development of equipment.

From the LTIPP, which was to cover the

period 2002-2017, were to flow the 10th,

11th and 12th defence five-year plans,

covering the same period. The aston-

ishing reality is that these plans do not

exist.

The CAG’s Report No 4 of 2007

reveals that the LTIPP 2002-2017 was

finalised only in 2006, four years af-

ter it was supposed to have commenced.

By then, since it was the last year of the

10th defence plan, it was decided to

prepare a revised LTIPP, covering the

period till 2022, all the way to the end

of the 13th defence plan, which is to

run from 2018-2022.

Now that is facing further delays as

the MoD reworks everything. The MoD

has told the 14th Lok Sabha Stand-

ing Committee on Defence (in writing),

that the new LTIPP would now be fi-

nalised only in 2009. The 16th report

of the Standing Committee carries the

MoD’s reply.

The MoD submits that, “The revised

LTIPP (2007-22) is being prepared fol-

lowing a deliberate and integrated ‘Top

Down’ approach by articulating Na-

tional Security Strategy, National Mil-

itary Strategy, National Military Ob-

jectives/Capitality (sic) and so on. Such

an exercise has been undertaken for

the first time and is an extremely in-

volved process with inputs from the

three Services, MoD, NSA and various

other agencies. The document is ex-

pected to be ready by December 2009.”

So the revised LTIPP (2007-22) is

already late by two years and, going by

track record, will be delayed even

further. Medium-term planning is do-

ing no better. The CAG’s Report No 4

points out that the 11th Defence Plan,

which covers the period 2007-2012, and

which commenced in April 2007, still

awaits formal approval.

The MoD bureaucrats are blam-

ing their counterparts in the Finance

Ministry, who are apparently sitting on

the file. But the bottom line is that no

long-term or medium-term defence plan

is in place, no targets are set for bu-

reaucrats to procure desperately need-

ed equipment, and little can be hoped

for from the large and inefficient gov-

ernment-owned defence industry.

If those jawans on Sonam Post were

not from the Indian Army, they might

well be wondering which side is the en-

emy.
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