
Beyond appeals

The crisis at the Strait of Hormuz will have a deep and prolonged effect on energy 
markets globally — and thus on inflation, output and growth. There is still no clarity 
on how long the crisis will continue. The Union government is clearly taking this 
threat seriously, which is admirable. Prime Minister Narendra Modi’s recent speech 
on the subject shows that it recognises the potential dangers of this geopolitical 
shock — especially the threat it poses to macroeconomic stability. When the price 
of crude oil stays elevated for long, India is particularly vulnerable to pressures on 
its external account. Thus, the Prime Minister was careful to stress the importance 
of conserving foreign exchange. He centred this around seven appeals to the nation. 
These include minimising foreign travel, cutting down on the amount of cooking 
oil used, and using public transport in order to reduce the consumption of petrol 
and diesel. The Prime Minister further called upon farmers to use less fertiliser, 
which is dependent on imported inputs that are part of the petrochemical supply 
chain. There was also an appeal to not buy gold. Indian purchases of gold are a per-
petual drain on foreign exchange. 

The government’s intent is to be lauded. Naturally, however, this cannot be the 
extent of how the government responds to the threat. Behavioural injunctions are 
valuable but policy choices matter even more. If the government allows prices to 
adjust swiftly in response to the changed supply situation, then people will auto-
matically follow suit. There is reluctance in the Indian polity to allowing prices to 
shift, for fear of the impact on vulnerable sections. This is a valid concern. Naturally, 
any distress that might be caused can and should be remedied by targeted inter-
vention. For instance, the government has already set aside a credit-guarantee plan 
for this purpose. Such concerns are, however, not a reason to avoid using prices. In 
particular, it is far more likely that the consumption of petrol and diesel will be 
reduced if their prices are allowed to rise in a controlled but responsive manner to 
the global prices. 

This is, technically, the system India already has to some extent. But the fact is 
that there are still political constraints on how much prices are allowed to adjust. 
Under such crisis circumstances — and it is clear now that the government correctly 
views this as a crisis — these constraints should be set aside. Some in Opposition 
parties have already begun to suggest that any changes to the prices of petrol and 
diesel will become a political issue. But these efforts must be ignored. There is every 
reason to believe that the public understands the broader global context of price 
increases. The government must also clearly communicate that neither the oil-mar-
keting companies (OMCs) nor the Budget can indefinitely shield consumers. OMCs 
are reported to be facing under-recoveries worth ~30,000 crore per month. 

Two other macroeconomic realities should be kept in mind. First, the safest 
approach to concerns about the current-account deficit is to allow the rupee to 
depreciate in such a way that imports generally decline. This does indeed appear 
to be the current policy, and it should be maintained. The second is that solid capital 
inflows can help manage such situations. Thus, the government must identify why 
the economy continues to be subject to capital outflows, including by foreign insti-
tutional investors. Reversing this trend will require accelerating the pace of reforms, 
including administrative reforms. 

Temporary obstacle
United States (US) President Donald Trump’s trade policy has received another 
blow from the country’s judiciary. The US Court of International Trade, a federal 
court that adjudicates civil disputes arising out of Customs and trade laws, last week 
ruled in favour of a company, Burlap and Barrel, which had said that the President 
had exceeded his legal authority in imposing 10 per cent tariffs on imports under 
Section 122 of the Trade Act of 1974. The Section was designed for the executive to 
quickly respond to a serious crisis in the balance of payments, by imposing across-
the-board tariffs on all imports. Clearly, the intent behind the law was to stave off 
the immediate expenditure on imports at a moment of financial instability. The 
President, however, imposed these tariffs when the US Supreme Court earlier this 
year struck down his so-called reciprocal tariffs under the International Emergency 
Economic Powers Act (IEEPA). The court, however, limited the immediate impact 
of this verdict by indicating that only the specific complainant be reimbursed, not 
every single importer that has so far been forced to pay the 10 per cent levy. 

On the one hand, this makes planning for trade to the US even more compli-
cated. It introduces additional uncertainty since it is not certain who will appeal to 
have tariffs rebated, and who will win its case and when. On the other hand, it does 
not mean that the President, who has designed his economic policies around tariffs 
and has been a strong supporter of protectionism for decades, will necessarily 
retreat from his position. There are still other options in his arsenal, including the 
possibility of import duties under Section 301, which empowers the US Trade Rep-
resentative (USTR) to investigate and retaliate against foreign nations’ trade policies 
that are found to be unreasonable or discriminatory. The administration had 
warned that it would try multiple routes to restore higher tariffs after the Supreme 
Court’s verdict. 

For many countries around the world, including India, the possibility of Section 
301 tariffs is even more concerning than the arbitrary IEEPA levies the President 
introduced last year. While they are procedurally more complex to introduce, requi-
ring a formal investigation alongside a consultation with the economy being tar-
geted, they are also much harder to remove. India’s placement on the USTR’s Special 
301 Priority Watch List — alongside China, Indonesia, Russia, Chile and Venezuela 
— is a danger signal. This list is formalised following a supposed review of “the state 
of IP (intellectual property) protection and enforcement in US trading partners 
around the world”. The USTR has also claimed that there is evidence that India has 
structural levels of excess capacity, which it views as an unfair advantage in trade. 

The sectors it has highlighted include solar module manufacturing, which, it 
says, has the ability to produce up to three times the domestic demand, as well as 
petrochemicals and steel. The danger should not be minimised. The President’s 
tariff agenda is not a negotiation tactic as much as it is the core of his economic 
nationalism — and, as such, is unlikely to be much diluted, whatever legal road-
blocks are thrown in his way. While courts might constrain and change the methods, 
they are unlikely to cause him to waver from his objective. It is, therefore, important 
for India to state its position clearly and avoid getting trapped by tariffs imposed 
under different laws that lack economic logic.

Judicial roadblocks for tariffs won’t change Mr Trump’s mind

Prices are the best way to change consumer behaviour

Reportedly, the National Stock Exchange of India 
Ltd, the country’s leading stock exchange, is set to 
settle with the Securities and Exchange Board of 
India (Sebi) long-pending allegations that it failed to 
conduct its business in accordance with applicable 
laws by paying ₹1,800 crore. 

At one level, this is a settlement between a regulated 
entity and its statutory regulator. Significantly, how-
ever, it involves two agencies performing statutory 
regulatory functions. This assumes added significance 
in light of the proposed Securities Markets Code, which 
recasts stock exchanges as market infrastructure insti-
tutions (MIIs) and entrusts them with functions akin to 
those of the regulator.   

It is now routine for MIIs to face 
monetary consequences for regula-
tory failures, through settlement or 
adjudication, occasionally accompa-
nied by non-monetary sanctions. This 
reflects a policy preference: Serious 
structural measures, such as cancella-
tion of authorisation, are often 
impractical, given regulatory entry 
barriers and the systemic implica-
tions. While such penalties may 
influence internal governance and 
compliance incentives, their deter-
rent effect is not unambiguous, particularly where the 
financial burden is ultimately borne by shareholders of 
the MII and investors in the wider market, the very con-
stituencies the regulatory framework seeks to protect. 

This raises a deeper structural concern: An asym-
metry in accountability. Economic laws typically dis-
tribute responsibilities across State actors 
(ministries, regulators, adjudicatory bodies) and pri-
vate participants, including firms and individuals. 
Accountability mechanisms, however, are uneven. 
Private actors operate within a dense framework of 
clearly defined contraventions and calibrated 
penalties. By contrast, accountability for State actors 
is more diffuse, and not always designed to address 
regulatory failure directly or proportionately. 

Securities law illustrates this contrast. The statute 
and its regulations meticulously enumerate contraven-
tions by private entities and prescribe penalties, includ-
ing a residual provision for unspecified violations.  Yet, 
they do not establish a comparable framework for 
addressing failures by the regulator itself in discharging 

statutory functions, such as delays in decision-making 
or failure to act within prescribed timelines. Nor do they 
provide an equivalent regime of legal norms and conse-
quences for lapses by public sector entities. Similar pat-
terns are observable across sectoral regimes, where 
detailed compliance architectures for private actors 
coexist with relatively underdeveloped mechanisms for 
addressing lapses by public authorities. 

In practice, this produces an imbalance. Contraven-
tions are assessed not by their nature or impact, but by 
the identity of the actor. MIIs and Sebi both perform del-
egated regulatory functions that are often indistin-
guishable in substance, yet their accountability is 

fundamentally asymmetrical. When 
a private entity, such as an MII, 
defaults, consequences are struc-
tured and predictable. When a regu-
lator or public authority falters in a 
similar role, consequences, if any, 
tend to arise through indirect and 
discretionary channels, such as judi-
cial intervention or audit findings. 
Courts have, on occasion, imposed 
costs or directed compensation 
against State agencies, but such out-
comes are case-specific rather than 
anchored in a statutory framework, 

and are often diluted or set aside on appeal.  
Traditional objections to imposing monetary or per-

sonal liability on State actors are not without force. 
Financial penalties on government departments may 
reallocate public funds without generating meaningful 
deterrence, while personal liability for institutional fail-
ures may discourage decision-making in already con-
strained environments. Many failures, moreover, stem 
from systemic or policy-level limitations rather than 
individual misconduct. 

Yet, these concerns justify calibration, not inertia. In 
sectors such as finance, telecommunications, and 
infrastructure, regulatory delays or lapses by public 
authorities can impose high costs on markets and 
citizens. For example, under the Insolvency and Bank-
ruptcy Code, delays in approvals by adjudicatory bodies 
can materially affect resolution outcomes, even where 
market participants have fulfilled their roles. A frame-
work that does not adequately account for such failures 
risks weakening overall regulatory discipline. 

Enforcement frameworks do evolve with institu-

tional roles. Stock exchanges operated for decades with-
out a formal penalty regime; only through legislative 
changes in 2019 were they explicitly brought within the 
ambit of monetary penalties. This shift recognised that 
as exchanges assumed greater regulatory responsibil-
ities, the accountability frameworks had to deepen. A 
similar evolution is now warranted for State actors per-
forming comparable functions in a market economy. 

What is required, therefore, is not an identical treat-
ment of public and private actors, but a coherent and 
proportionate accountability framework that evolves 
with function. Such a framework could: (i) identify cat-
egories of regulatory or administrative failure by State 
actors; (ii) distinguish between systemic deficiencies 
and individual misconduct; and (iii) prescribe calibrated 
consequences, ranging from institutional corrective 
measures and compensatory remedies to, in cases of 
deliberate or grossly negligent conduct, disciplinary or 
pecuniary sanctions. Where individual culpability is 
clear and intentional, responsible officials should be 
held accountable, subject to appropriate safeguards. 

The safeguards are critical.  Good-faith actions taken 
within statutory bounds should be protected through 
clear safe-harbour provisions. Liability should attach 
primarily to clear, attributable failures that meet 
defined thresholds, such as bad faith, gross negligence, 
or wilful disregard of statutory duties, rather than to 
outcomes shaped by broader policy or resource con-
straints. This would help avoid excessive risk aversion 
while ensuring that accountability is meaningful.  

Transparency can play a complementary role. The 
law could require periodic public reporting of penalties 
and adverse findings against government departments 
and agencies, alongside those levied on private partici-
pants. Such disclosure, in a clear and accessible 
manner, would enable citizens to assess patterns of 
compliance and institutional performance. This can 
shape electoral choices, with voters potentially favour-
ing governments that incur fewer penalties, an indica-
tor of more effective and lawful administration. Over 
time, it can also drive systemic improvements and rein-
force a culture of responsibility without relying solely 
on punitive mechanisms. Equally important is ensur-
ing that affected parties, market participants, profes-
sionals, or citizens have access to effective remedies 
where State action or inaction causes harm. This 
includes timely redress, appropriate compensation, 
and enforceable directions to perform statutory duties. 

A framework of this nature would align responsibil-
ity with accountability across both public and private 
domains. It would preserve institutional autonomy 
while ensuring that the exercise of public power, 
whether by the State or by bodies performing regulatory 
functions, is matched by credible consequences for fail-
ure. Without such symmetry, the promise of equality 
before the law remains incomplete. Embedding it in 
practice would strengthen regulatory discipline, 
enhance institutional legitimacy, and affirm a simple 
principle: Accountability must keep pace with author-
ity, and the rule of law must bind all who exercise it. 
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Public sector compensation is one of the largest and 
most rigid components of government expenditure. Yet 
across countries, the true fiscal cost of public employ-
ment is often poorly measured. India is no exception — 
but recent analysis suggests the underestimation is far 
greater than previously understood. 

This issue has become pressing in today’s global 
environment. Public debt levels are elevated across 
advanced and emerging economies, interest rates are 
higher than in the pre-pandemic era, and fiscal policy 
is increasingly expected to respond to multiple 
demands — from energy and food security to climate 
transition and industrial policy. These pressures are 
straining fiscal frameworks, making it harder to distin-
guish between temporary support and permanent 
spending commitments. In 
such an environment, accu-
rately measuring rigid expen-
ditures becomes essential for 
fiscal credibility. 

At first glance, interna-
tional comparisons suggest 
India’s public sector compen-
sation burden is moderate, at 
around 3 - 3.5 per cent of gross 
domestic product (GDP) — 
below countries such as Brazil and South Africa, and 
comparable to several advanced economies. But such 
comparisons are misleading. Reported data excludes 
large segments of India’s public workforce and signifi-
cant components of compensation. How compensa-
tion is measured matters as much as how much is spent. 
International standards broadly include wages, allow-
ances, employer contributions, and in-kind benefits 
across general government, including subnational 
entities and public institutions. India’s reporting frame-
work diverges in three important ways. 

First, coverage is incomplete. Large segments of 
the public workforce — contractual staff, outsourced 
personnel, and scheme-based workers such as ASHA 
and Anganwadi workers — are typically excluded 
from headline salary figures. Internationally, workers 
performing government functions are generally 

included, regardless of employment status. 
Second, reporting is fragmented. Compensation is 

spread across multiple budget heads and institutions: 
Grants-in-aid to autonomous bodies, separate defence 
pay, distinct railway and postal pension accounts, and 
off-budget expenditures. In stronger public financial 
management systems, payroll and personnel data is 
increasingly integrated to provide a consolidated view. 

Third, definitions are inconsistent, particularly 
across states. While standardised definitions ensure 
comparability, Indian data varies significantly across 
budget documents, audit reports, and central bank 
databases. This undermines both inter-state compari-
son and aggregation at the general government level. 

When these gaps are addressed, the implications are 
striking. Adjusted estimates 
suggest India’s true public 
sector compensation bill is 
substantially higher than 
reported. After including 
missing components, com-
pensation rises from around 
2.4 per cent of GDP to around 
3.8 per cent for the Union, and 
further to about 4.6 per cent 
after taking into account 

public sector enterprise employees. At the state level, 
reported salary expenditure of about 2.5 per cent of GDP 
rises to over 4 per cent. These are not marginal revisions 
— they represent a fundamental remeasurement of 
fiscal commitments and recognise existing obligations 
more accurately. 

India is not alone. In Indonesia, non-salary honor-
aria have been estimated at nearly a third of the com-
pensation bill. Across advanced and developing 
economies alike, increasing reliance on contractual and 
non-permanent employment has complicated com-
pensation measurement. This has important fiscal 
implications. Compensation is “sticky” expenditure: 
Once incurred, it is difficult to reduce. Underestimating 
its true size can lead to overly optimistic assessments of 
fiscal space, miscalibrated deficit targets, and inad-
equate provisioning for long-term liabilities such as 

pensions. In federal systems like India, these risks are 
amplified by variation across states and the absence of 
a consolidated general government view. 

The timing is critical. India is preparing for the 8th 
Central Pay Commission, several states are reconsider-
ing pension systems, and the Union has introduced the 
Unified Pension Scheme. These decisions will shape 
fiscal trajectories for decades. Without accurate and 
comprehensive data, their implications cannot be 
properly assessed. What lessons does international 
experience offer? 

First, compensation measurement must extend 
beyond permanent employees to include all workers 
performing public functions, regardless of contractual 
form or institutional location. 

Second, definitions and classifications must be 
standardised. Aligning with international frameworks 
would make compensation data comparable across 
states, levels of government, and over time. 

Third, data systems must be integrated. Many coun-
tries are moving towards linking personnel, payroll, and 
treasury systems, enabling real-time tracking of work-
force size and compensation costs. India’s digital public 
infrastructure provides an opportunity to do so at scale. 

Fourth, pension transparency must improve. Inter-
national best practice increasingly includes actuarial 
projections of long-term pension liabilities. In India, the 
absence of such projections limits the assessment of 
fiscal risks and evolving pension commitments. 

Finally, better measurement should support — not 
precede —performance reforms. Attempts to link pay 
to performance often fail without a reliable and com-
prehensive measurement framework.   

India’s challenge is not simply whether to spend 
more or less on public sector compensation, but to 
understand what it is already spending. Without that 
clarity, fiscal policy risks underestimating long-term 
obligations. Improving how compensation is measured 
is, therefore, not a technical exercise. It is central to fiscal 
transparency, credible policymaking, and the effective 
functioning of the State. 
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In this book, James McDougal has pro-
vided an insightful story of what, in world 
history, being Muslim has meant at dif-
ferent times and in different places. Mr 
McDougal recounts the dramatic spread 
of Islam from the eighth century across 
West Asia, North Africa and into Spain 
and the Balkans, and, later, to Africa and 
Southeast Asia. 

The author also explains the cultural 
and scientific achievements of this new 
faith during the early period of the 
Umayyad and Abbasid caliphates and the 
destruction wreaked upon the latter by 
the Mongol invasions in the 13th century. 
In subsequent years, new empires 
emerged and broke up, with Muslim 

armies fighting each other and their non-
Muslim foes in Europe, Central Asia, 
India, and China. 

But the Muslim space, Mr McDougal 
points out, was “neither exclusive nor all-
encompassing”. In several conquered ter-
ritories, Muslims remained a minority for 
several centuries, living alongside Jews, 
Christians, Zoroastrians, Hindus, and 
Buddhists. Their beliefs and practices 
were also “richly varied” — influenced 
less by their faith and more by their own 
background (before they became 
Muslim), economics, politics, language, 
and culture. Nor did Islam suffuse their 
political order — “there was never a single 
model of an Islamic state, or of a Muslim 
society,” Mr MacDougal writes. 

One recurring theme that unites this 
book is Sufism. Like adherents of other 
formalised mainstream faiths, Muslims 
too sought a deeper spiritual life shaped 
by a profound understanding of God and 
a deep love for God that went beyond the 
aspects of law, governance and shared 
identity that Islam had provided. Islam 
had mystics — both men and women — 

from its earliest period whose tombs have 
been pilgrimage destinations for thou-
sands of followers over several centuries 
in different parts of the Muslim world. 

Among the great scholars who shaped 
Sufic thought and practice in Islam are: 
Abu Hamid al-Ghazali (d. 1058-1111) and 
Muhi al-Din Ibn al-Arabi (1165-1240). Al-
Ghazali upheld the importance of imple-
menting the obligations of sharia before 
seeking a personal interaction with God 
and obtaining knowledge and truth. Ibn 
Arabi grew up in Seville, in Muslim Spain, 
travelling to several centres of learning, 
before settling in Damascus. He is associ-
ated with the idea of “unity of being” or 
“oneness of existence”. 

The lives and teachings of Sufi saints 
evoked respect and served to popularise 
Islam among ordinary people. A good 
example is the Chishti order, founded by 
Abu Ishaq Shami (d. 940), which was 
brought to India in the 12th century by 
Khwaja Moinuddin Chishti (1142-1236), 
whose mausoleum at Ajmer annually 
attracts thousands of pilgrims of different 
religious denominations. One of the most 

interesting chapters in the book is titled: 
“Voices of Renewal”. It refers to dis-
cussions among Muslim scholars in the 
18th and 19th centuries about how Islam 
could be rejuvenated and made compat-
ible with the challenges of the modern 
era. Most of the discussants pursued 
internal self-criticism, moral regener-
ation and rectification of the faith. They 
accepted “the value of the present” rather 
than harking back to an idealised past. 

This was not a period of decline for 
Islam, Mr McDougal asserts, as the faith 
spread further than ever across Africa 
and Asia, these were, in fact, “times of 
creative, confident re-imaginings of what 
Islam and Muslim life should be”. 

During this period, the impact of Sufi 
scholars in Africa was significant. The 
teachings of two of them — Sidi Ahmad 
al-Tijani (1737-1816) and Sidi Mohammed 
ibn Ali al-Sanussi (1787-1859) — have 
spread across Africa and beyond. Al-
Tijani’s teaching is influential across 
northwest Africa, Malaysia, Indonesia 
and the Americas. While al-Sanussi 
avoided involvement in politics, his fol-

lowers became a force of resis-
tance against French and Ita-
lian colonial incursions, 
culminating, after the Second 
World War, in the installation 
of its leader, Idriss al-Sanussi, 
as king of Libya by the British. 
As Western imperialism seized 
power from Muslim poten-
tates through the early 20th 
centuries, it adopted a mono-
lithic view of the Muslim com-
munity — so that being 
Muslim became “a racial, 
more than a religious cat-
egory”. Muslims, Mr McDou-
gal says, were viewed “as a 
mass ruled by instinctive, 
inherited behaviours”. Build-
ing on this background, as the Cold War 
ended, US “neocons” (rightwing scholars 
who conflated US interests with those of 
Israel) identified “Islam” as the civilisa-
tional enemy of the West. 

Samuel Huntington’s 1993 essay, 
“Clash of Civilisations”, argued that con-
flict between Western and Islamic civilisa-
tions had been going on for 1,300 years 
and would shape the coming era. Mr 
McDougal describes these observations as 

“absurd” and as “ideology 
masquerading as analysis”. 
Huntington’s views had 
emerged from the outdated 
19th century European under-
standing of history founded on 
the integrity and supremacy of 
the West — though bad history, 
it was a powerful myth! This 
has travelled far beyond US 
shores to buttress authoritarian 
regimes and populist move-
ments in democratic states 
with prejudices that have 
“dehumanised Muslims, seeing 
them uniformly as enemies to 
be excluded or contained”. 

This book is a monumental 
work, providing an extraordi-

nary sweep of Islamic history in all its 
colour and diversity. It is founded on the 
profound scholarship appreciated by the 
specialist, but has the clarity and lucidity 
that appeals to the general reader. In 
these fraught times, this should be the go-
to work to investigate the dynamics of 
Islam — one of the world’s most powerful 
and enduring civilisational influences. 
vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv 
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Celebrating Islam’s rich heritage and diversity
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