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“MADAM yahan pe subko tension hai. Koi khush nahin hai,” my auto driver
tells me voluntarily. A few weeks ago, when an old friend told me that

Mumbai is gone down the drain, there’s too much anger and conflict, in a pub
off Piccadilly, I put it down to the usual middle class whingeing.

Somehow, I’m beginning to believe him. Okay, so Mumbai ain’t India. I
know that as well as Rahul Gandhi does. London ain’t Newcastle, either.
However, it is held up as this shining example of the new, growing, wannabe
global power that India wants to be, the story Indian corporates, politicians,
dignitaries and I are always telling westerners. And okay, I’m here in the mid-
dle of the rains, everyone’s grumpy.

Still, as usual, it’s the cabbies and auto-wallahs who have their hand on the
pulse of a place. I dunno what it’s like in Delhi or Bangalore, but if I had to iden-
tify a single strand that stands out on this visit, it’s that I see absolutely no sign,
on the ground, among the rich or the poor or middle class of this alleged pros-
perity we write about. All I see is almost hysterical greed and ambition, frustra-
tion, and increasing polarisation between different sections of the population.

Everyone’s not just unhappy, they’re living in a state of permanent anger,
angst and stress. The polarisation between the haves and have-nots is beginning
to burst out of its seams. So this is anecdotal. But in just one week, I’ve heard of at
least three cases of randomised violence and armed attacks in the streets of
Mumbai, in broad daylight. And this used to be a place a woman could travel
alone at midnight. I don’t have the crime statistics, but I bet they’re stratospheric.

There’s an epidemic of dengue, malaria, and god knows what else, diseases
that were eradicated 20 years ago which is killing off both the rich and the poor
without discrimination. Neither the public health authorities, nor the medi-
cal and healthcare system is able to cope in any way. More on that next time.

Customer services, something I always claimed was way better in India than
in London, is deteriorating to, as someone told me, ‘third world levels like
where you live’. Take telecoms, an example we use globally to show off India’s
homegrown business success. ‘India’s telecoms industry can show the world
how to do business,’ we tell the world. Now, that bane of the developed world.,
“please hold on, your call is important to us”, that too in an American accent,
has arrived here with a vengeance. I didn’t realise that there’s a shortage of peo-
ple in India, so everything has to be automated to total incompetence.

The rip-off culture has arrived too. Whether its clothes, property, eating out, mo-
vies, or basics, the prices are off the wall, even by sterling standards. The value for
money culture, which gave the world the concept of sachets, something we again
tell western corporations to learn from us, has given way to outrageous pricing. Af-
ter all somebody is willing to be ripped off to assuage their wannabe aspirations.

Kids, no wonder they keep killing themselves at exam time, are under inhu-
man pressure to compete, succeed, and then what? Live a life of even more stress.

In the business sector, I thought, people should be fine. After all, those deli-
cious growth and profit rates, all those economic indicators. But no. Everyone
I meet is frustrated to killing point, working 18-hour days, hating every min-
ute of it, but unable to get off the corporate treadmill. Of being seen as ‘success-
ful’. In one era, we Indians had to struggle for basic survival. Now, everyone
has to struggle even harder to live with alleged prosperity.

The worst thing is, nobody seems to care. When I ask these questions, it’s
met with a shrug. The middle class has too many problems of its own to be
bothered about the poor, the poor are getting angrier and desperate, the rich,
as always, don’t care. For a while now, ‘feel-good’ has been the holy grail of
media and establishment. It’s almost a national conspiracy, let’s ignore the
warts and bad things, focus only on those glitzy nightclubs and idolise success.
I live in a society at the other end of the rainbow, where success is looked on
with deep suspicion. Where the perils of affluence have turned full circle and
come back to bite those societies in the tail so badly, that David Cameron had to
coin a concept for it. ‘Broken Britain,’ he called it. You can argue with him, but
he’s right. British society is pretty much broken, socially and economically.

‘Broken society’ is the only word that comes to mind to describe what I see
around me, already and not after half a century. Okay, inclusive growth is a
buzzword, but most people think it happens somewhere to tribals in Orissa.
It’s happening right here, in the mega-cities that are supposed to lead the
charge that will make India a world superpower.

What, exactly, is the purpose of all this economic growth if people are going to
die of primitive diseases, and struggle even harder than previous generations did
to survive? No politician or government can fix it. They tried that option in Bri-
tain, and look where it got them. It’s high time we stopped blindly celebrating
success, and paid attention to what’s happening to people’s lives, and our society.
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It’s broken society
everywhere!

L ET T E R  F R O M  L O N D O N
SU DESH NA SEN

S
O, THE Union Cabinet has approved the
caste-based census. Those who oppose it ar-
gue that it will be divisive and rekindle and

strengthen caste consciousness which is supposed-
ly getting forgotten otherwise. However, isn’t their
opposition largely ritualistic, at best mere toke-
nism? Can deep-rooted caste consciousness and
prejudices be wished away by processions and fi-
ery speeches? If they are genuinely interested in
helping in dilution, if not total elimination of caste
prejudices, they should embrace the following Ten
Commandments.
� Most of English dailies and papers in regional
languages earn more from matrimonial advertise-
ments than from their subscriptions. These adver-
tisements clearly highlight the irrepressible desire
for finding suitable brides and groom of various
castes. Mind it, this search is by millions of highly
educated, well employed and professionally
trained individuals. The opponents of the caste-
based census should, through a PIL to the Supreme
Court, demand a ban on such divisive advertise-
ments. Simultaneously, they should urge the own-
ers /publishers of these newspapers/magazines to
refuse to carry such caste-based advertisements
even if it meant considerable loss of revenue.
� Our elected representatives across the country,
from the panchayat up to Parliament, supposed
protectors and custodians of our democracy, must
lead from the front and set up example of a caste-
prejudice-free society. Ask them and all the minis-
ters, governors and CMs to take a vow that they
will strive to see, at least, one daughter in the fam-
ily married to a groom from a lower caste. There
will most probably be coldness and awkwardness
initially but if not in the lifetime of the couples so
married, in the lives of the offspring’s of such

mixed marriages, filial feelings and emotional
bonding will result in weakening of caste prejudic-
es if not their complete disappearance.
� Untouchability was legally abolished decades
ago, but it is alive and kicking in thousands of vil-
lages, practised most brazenly under the eyes of of-
ficial machinery with total impunity (a Dalit girl
committed suicide as she was made to clean toilets
in the same school she was studying to get free edu-
cation). Demand strict action against the practitio-
ners of untouchability under the anti-untouch-
ability Act. It is shame that more than sixty years
after Independence millions of lower caste Hindus
can’t draw water from the common well and their
entry in temples can still trigger off bloodbath. In

Haryana, in several villages Dalits can’t ride a bicy-
cle; in Karnataka many barbers won’t cut their
hair, in Tamil Nadu breasts of Dalit women have
been chopped off for drinking water from the pond
which was meant for cows/buffaloes!
� Governments come and governments go, their
names may be different but one thing doesn’t
change. In this incredible independent India, more
than 30.000 officially registered attacks of various
descriptions take place against lower castes each
year (This was admitted by the home minister in
Parliament). Anyone familiar with rural India will
vouch that out of four crimes committed; on an av-
erage, only one gets officially registered. Demand a
time bound trial of such cases in special courts and
exemplary punishment to perpetrators to deter
repetition of such attacks.

� It is a known fact that Dalit students in hostels of
universities/medical colleges/engineering colleg-
es are routinely harassed and humiliated; demand
an immediate end to these despicable practices.
� Every week national dailies carry news of some
Dalit woman having been stripped of her clothes
and paraded naked and unashamed bystanders
like Pandavas of Mahabharat remain impotent,
dehumanised spectators of such humiliations. De-
mand life imprisonment to perpetrators of such
crimes and dismissal of officials giving a blind eye to
such incidents.
�An orchestrated and deliberate perception is cre-
ated by caste-conscious authorities that most of the
officers belonging to lower castes entering through
affirmative action of the government are generally
inefficient and incompetent. This creates a nega-
tive image about them and rules them out from
getting assigned to key and crucial posts. Demand
total transparency in matters of promotions and
deployment and exemplary punishment to those
who routinely betray caste prejudices.
� So little is known about the reformist leaders
from lower castes who fought against all odds for
getting justice, fairness and dignity for their breth-
ren. Let the electronic media to provide opportuni-
ties to lower caste leaders/artists/authors/sports &
film personalities/achievers to express their views.
This will, over a period, change the stenotype im-
age of the lower castes and generate more accept-
ability and lowering of poisonous bitterness.
� NREGA schemes all over the country, though
providing just 100 days employment, do provide
means to survive amidst abject poverty. But it isn’t
enough; it keeps them alive but doesn’t lead to ca-
pacity building. Lead countrywide campaign for
eradication of poverty as prejudices persist directly
in proportion to the extent of poverty. Power and
prosperity have no caste; people, willy nilly accept
the reality and swallow caste prejudices.
� Boycott political parties which distribute tickets
based on caste considerations and don’t vote for
candidates exhorting support on account of their
castes. Alas, an honest implementation of this
principle might result in empty Parliament.

(The author is former secretary, MEA/
dean, Foreign Service Institute)
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Mere tokenism won’t do....

The deep-rooted
caste consciousness
and prejudices
cannot be wished
away by processions
and fiery speeches

Surendra Kumar

S
TILL waters run deep, even on the fi-
nancial marketplace. On the surface
most equity markets across the world
appear to be drifting in a trendless
manner. The dispersion in perform-

ance between different regions, countries and
sectors is close to all-time lows. Despite massive
inflows into bonds and emerging markets, re-
turns on these asset classes too have been moder-
ate and haven't outperformed the unloved de-
veloped equity markets by any outsized margin.
Correlation levels between the widely tracked
macro variables remain very high, leaving little
scope for any meaningful breakouts. Volatility in
most emerging markets is well below the norm
and together with anaemic trading volumes it
looks like a grind out there.

But markets abhor a vacuum and beneath the
placid surface there is a lot that is stirring; it's just
that a more rational and cleaner regime has tak-
en hold after all the violent price action of the
past few years. The trends shaping the invest-
ment universe this year include:
A bias for quality: The winners in most regions are
stocks with a stable earnings stream, in stark
contrast to 2009 when low valuation was all that
mattered in driving the relative share perform-
ance and as a result many low-quality, cheap
stocks rallied hard. Valuation spreads between
high and low quality stocks shot up to record lev-
els during the global financial crisis and those
huge differentials began to narrow in the initial
part of the recovery as the risk of bankruptcy and
distress declined. Earlier in 2010, as valuation
spreads returned to normal levels, the regime
shifted towards companies with more enduring
earnings power.

Despite the low dispersion between sector re-
turns, stocks with better management quality
have significantly outperformed their lower
quality counterparts within a sector whereas
questionable corporate governance practices in
a company have resulted in a ruthless derating of
its stock. High-quality stocks fared well in 2008
as well and it is popular to label such stocks as ‘de-
fensives’. But the current outperformance spell
is linked to a greater extent with positive earn-
ings upgrades. Indeed, companies with the tail-
wind of earnings upgrades behind them have
been the winners across sectors. As long as man-
agement quality is perceived to be good, inves-
tors are even rewarding firms that are increasing
capital expenditure.
Government-controlled companies are out of favour:
The quality theme may possibly also explain the
underperformance of companies with majority
government ownership. Some large cap stocks
and sectors such as energy and banking have
trailed the benchmarks as many of those compa-
nies are under government control in emerging
markets. Similarly the underperformance of
China's equity market can at least partly be attri-
buted to this factor as the government owns
nearly 80% of the listed companies. The excep-
tion somewhat to this trend is India due to the
dominance of a few country-specific factors, in-
cluding the deregulation of the oil sector.
Mid- and small-cap outperformance: Stocks of mid-
and small-capitalisation companies have fared
better than large cap ones across geographies.
This usually tends to happen when economic
growth is strong and risk appetite is high but the
performance drivers this year are different. Mid-

and small-cap stocks in emerging markets have
done well with investors inclined to buy domes-
tic demand-oriented stories and such companies
tend to populate the mid- and small-cap space,
the same trend has surprisingly manifested itself
in the industrialised world too.

The domestic growth prospects for the devel-
oped and emerging markets universe though
could not be more different. The only common
factor behind the similar performance profile of
mid and small stocks in the two broad regions
this year could be the favourable global liquidity
conditions that typically benefit stocks lower
down the capitalisation curve. The outperform-
ance in the developed world may also be more a
result of the continuing long-term trend there of
mid- and small-cap stocks steadily gaining back
ground on a relative basis, following the tech
bubble that inflated the valuations of many
large-cap stocks to extraordinary levels.
Long consumer staples and short energy: Among the
10 widely tracked industry groups, two sectors that
have stood out in terms of relative performance are
consumer and energy. While consumer staples are
at the top of the heap, energy stocks have brought
up the rear this year. The consumer staples sector
has in fact consistently outperformed in almost ev-
ery country, as those companies tend to have a
steadier and higher quality earnings profile.

At the other end of the spectrum, oil and gas
stocks have underperformed with their underly-
ing commodity prices drifting lower as it has be-
come apparent that the ‘peak oil’ theory holds
little validity. Energy demand is undershooting
estimates and supply is coming on faster than an-
ticipated. The fallout from the BP oil spill has also
hurt sentiment towards the energy sector. In-
creased regulation and higher costs associated
with drilling are likely to impact the sector's
long-term profitability.
Search for yield in lower growth markets: Investors
from Japan to the US have been on the hunt for
yield, resulting in massive flows into bond funds.
Japanese investors alone ploughed in a stagger-
ing $150 billion in overseas bond funds over the
past quarter. In equities too, yield-focused stocks
have outperformed in countries where the over-
all economic growth prospects are lacklustre. In
the US, telecom and utilities companies have
generated decent returns this year, as have con-
vertibles and preferred stocks.

In the more high-growth markets (mainly in
Asia), dividend yield strategies have understan-
dably trailed; yield is of greater value for inves-
tors in countries where domestic growth prosp-
ects are not too robust. Dividend-yield strategies

proved successful in Japan’s low nominal gro-
wth era of the past two decades and are now find-
ing favour in other parts of the developed world
as they too face a Japan-like growth outlook.
Asset-based valuation metrics are out of favour: In the
previous bull market from 2003 to 2007, sum-
of-the-parts type valuation frameworks were
very popular particularly during the late stages
of the expansion, and as a result stocks in the real
estate and infrastructure sectors thrived. Asset-
injections in Chinese state-owned companies
and the estimated large land banks of Indian
firms were widely used to revalue stocks with
such underlying assets.

With investors in the current advance only
willing to pay up for real earnings, property and
infrastructure stocks are currently trading at a
fraction of their peak levels while many consum-
er companies that have rising cash flows are now
at new all-time highs. While in emerging mar-
kets such as India wealth accumulation through
crony capitalism is getting more common, fund
managers are increasingly assigning a valuation
discount to stocks of such companies.

It’s hard to recall a time when both quality and
growth commanded a premium and defined
performance on the marketplace. Quality typi-
cally outperforms during bear markets where as
growth-type metrics work during the mid-to-

late stages of a long bull spell. The measured na-
ture of the price action in 2010 following the in-
credible volatility of the past few years has
pushed investors to discriminate based on stock-
specific fundamentals even as correlations at the
macro level remain very tight.

The question is whether the current patterns
will continue and for how long. If history is any
guide, then the present regime will likely hold
until at least the end of this year. The second year
after a major recovery almost without exception
tends to be a low volatility year with modest
overall returns. Country-, sector- and stock-spe-
cific factors matter more than the market’s over-
all direction in such an environment.

Investors for now are paying maximum atten-
tion to stock-specific factors from management
quality to earnings revisions. This is hardly sur-
prising as market participants have not entirely
forgotten all the pain that followed the excesses
of previous bull-run. So while price action on the
surface seems rather dull, a lot is indeed stirring
just beneath and changing the character of the
marketplace.

(The author is head of emerging markets at 
Morgan Stanley Investment Management)
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