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Economics and Public Policy (academic.oup.com).
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Abstract

This thesis began with the literature review of the scholarly works on the issues related to the
human resource development and its impact on the individual lifetime earnings and the
productivity at the macro-level, with a special focus on the academic and public policy papers
as well as the practical applications in the field of income share based agreements. The thesis

has four key essays, which are summarised below.

The first essay is an empirical essay, which examines the expenditure incurred on education by
the Indian population and its socioeconomic correlates. It utilises a recent nationally
representative household survey (Household Social Consumption: Education) conducted by
the National Sample Survey Office (NSSO) during July 2017 — June 2018 (i.e., 75th round).

The survey covered the entire country, except some areas of the Andaman & Nicobar Islands.

The first essay begins with a discussion on the methodological aspects of the comparability (or
otherwise) of the 75th round with the 71st round (January 2014 — June 2014). It then examines
the correlates of educational expenditure, using the linear regression framework. It was seen
that the educational expenditure incurred by the individuals from the traditionally
disadvantaged social groups (SCs and STs) is lower than the rest of the populace, and so is the
case for females vis-a-vis males. It indicates that the traditionally disadvantaged sections of
society have a greater felt need for a new mode of financing for their educational expenditures,

which can potentially be catered to by the equity interest in labour income.

The essay further takes up an analysis of different components of educational expenditure using
a SURE (Seeming Unrelated Regression Equations) framework. This is done to bring out the
correlates of specific components of educational expenditure, such as the expenditure on fees,
expenditure on textbooks, stationery and uniform, expenditure on travel, etc. The analysis of
different components of educational expenditure using a SURE framework yields a richer
understanding of the correlates of components of educational expenditure and also indicates
some of the potential underlying forces at work. Finally, an attempt has been made to
understand the education financing patterns. Issues such as withdrawal from education due to
financial constraints or engagement in economic activities and the population coverage of
educational loans are discussed. The analysis shows that a sizable proportion of individuals,
both males and females and in rural and urban areas, have singled out ‘financial constraints’ or

‘the engagement in economic activities’ as the major reasons for their current withdrawal from
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education. The uptake of education loans is very low. These findings of the first essay
underscore the “revealed need” to look for alternative education financing mechanism, beyond
savings and educational loans. Given the low uptake of educational loans and the fact that the
use of households’ own resources has the potential to crowd out their consumption, it is
imperative to explore the possibility of an alternative education-financing mechanisms, beyond

the immediately available household resources and debt.

The second essay begins by introducing the concept of a funding mechanism, in which any
individual can sell a part of that individual’s future labour income, securitised as a freely
transferable equity interest, was introduced. Moving on, the second essay used a theoretical
model to show that future individual income equity interest-based financing of education has a
higher utility for the individual as compared to the conventional educational loan-based

financing.

It was noted that the preferred terminology, in the available academic and public policy
literature and the incipient practical applications in the domain being studied, is Income Share
Agreement, or ISA. However, unlike the ISAs, which mostly do not envisage a secondary
market transferability and often have fixed tenures of repayments, the thesis proposes a system
of securitised equity interest in the future labour income of the individual, which is meant to

be freely transferable in a secondary market, and that too without any pre-decided tenure.

Some of the problems that may arise in the implementation of the thesis proposal were
discussed next in the second essay. It is stated that, with the rising data availability in a
networked economy at very low costs and the development of the increasingly more
sophisticated Al models, valuation costs for securitised equity interest in individual incomes
would come down enough to allow the proposed market to exist. Information asymmetry
problems in the proposed equity interest paradigm were also discussed. The problem of moral
hazard regarding the individual effort because of the disincentive effect of getting a smaller
share of the income earned was analysed, on the basis of the findings of the academic literature
on Laffer curve. It was concluded that it would be better to cap the ceiling percentage up to
which an individual can sell the equity interest in the future labour income, to ensure that the
disincentive effect does not lead to the socially sub-optimal outcome of the reduced individual
work effort. Further, adverse selection, i.e., low ability individuals systematically selecting

disproportionately to join the individual equity interest paradigm, will be effectively priced-in



by the investors, who would continuously try to improve their securitised equity interest

valuations with better data and valuation models.

The concerns, repeatedly mentioned in the academic literature, that the individuals belonging
to traditionally disadvantaged sections of society may be ensnared in unjust and exploitative
ways to sell a large percentage of their income equity for rather small sums, with the
unscrupulous financing entities reaping unfair profits were addressed. Some of the steps

recommended in this thesis are as under ---

I.  mandating a ceiling on the securitised equity interest percentage that any individual can

sell,

ii.  mandating a minimum income floor below which securitised equity interest obligations
do not kick in,

iii.  establishment of a regulator to ensure that unfair practices are prohibited,

iv.  mandating appropriate information disclosure norms for the financing entities, and,

v.  bringing in the legal provision for a court based individual insolvency proceedings to
provide relief, as and when justified, to the individual in respect of the equity interest

obligation.

The thesis defended its proposal of creating a distinction between the individual as “the labour
income earner” Versus “the natural person”, using analogy with the dual class shares in some
of the most successful joint stock companies of the world, such as Google, Berkshire
Hathaway, etc. Their success and global dominance attest to the strength and resilience of the
idea of the dissociation of control from beneficial equity interest, which is an essential feature

of the securitised equity interest innovation proposed in the thesis.

Though this thesis is primarily working on the equity interest with no pre-defined time period,
unlike most of the ISAs in vogue now, a time limited variant of the equity interest innovation
was analysed in the second essay. It was concluded that a shorter, definite time horizon would
be good for both the investors and the individuals concerned as it would allow them to make
more accurate valuations of the equity interest being transacted between them. The potential
innovations of buyback of the equity interest by the individual concerned and the options

thereof were also discussed. Thus concluded the second essay.

The third essay began by allaying the concerns of ‘market moralists’ in the context of creating
a new market, on the basis of the optimal allocative efficiency of the market-based distribution
and greater choice to the individuals (without taking away any non-market options already
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available to such individuals). Further, it is a fact that individuals are already living in a society
driven by a plethora of markets, such as the educational loan market. Furthermore, the new
market proposal envisages the creation of an appropriate regulatory framework to prevent the

exploitation of the vulnerable sections and to ensure the fairness of outcomes.

Thereafter, the third essay used a theoretical model, in the context of educational funding, to
show the relative social efficiency in resource allocation with the securitised equity interest
mechanism as compared to the traditional taxation-public subsidy mechanism, for three
different cases. It was shown that, under certain conditions, securitised equity interest based
educational funding mechanism has higher social efficiency than the publicly funded, taxation
based educational funding mechanism. However, the ‘lower ability’ individuals suffer more
under the market based funding mechanism, and the higher social efficiency of the market
based funding mechanism is contingent on the relative valuations of the private benefits of
education vis-a-vis the privately un-internalised social benefits of education (positive
externality). Finally, the third case involving a combination of market based funding
mechanism and the publicly funded, taxation based mechanism is seen to give the highest social

efficiency and greater equity, under certain conditions.

The problem of adverse selection is confronted again by using a theoretical model to create a
staggered market in the future labour income equity interest on the basis of the staggered access
to trust-worthy information about the potential of the individual concerned. The future labour
income of the individual depends, to a large extent, on the capabilities, zeal, drive, motivation,
ambition, health, etc. of the individual. These are very private information of the individual,
and not readily accessible to the potential purchaser of the equity interest. The theoretical model
attempts to address this problem by having trusted intermediaries between the investors and
the individuals concerned. The model results show that if there is an intermediary, trusted by
the investors, between such individuals and the investors, which has better information about
such individuals, then such intermediary may help in creation of a sustainable market in income
equity interest, by cost-efficient alleviation of the information asymmetry. Educational

institution attended by the individual concerned can be such an intermediary.

The third essay invoked the idea of the fortune at the bottom of the pyramid to highlight the
need for making necessary refinements in the securitised equity interest proposal to make it
useful for the masses, rather than remaining a niche, higher education funding mechanism to

be accessed by a select few. Further, the possibility of the emergence of a new class of
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investors, called personal venture capitalists in the thesis, who would cater to the individual
equity interest market, was given a detailed consideration. While suggesting an effective
regulatory framework, this thesis cautions that a very light touch regulation may be introduced
to begin with, and thereafter, a staggered firming up of the regulatory architecture with the

growth market size has been recommended.

A game theoretic analysis of the academic and employment recommendations in terms of
‘cheap talk’ versus ‘signalling’ indicated that currently, while recommending a candidate, the
recommender is only staking her reputation as an accurate judge of the traits of the
recommended candidate. Beyond the potential reputational loss, the making of insincere
recommendations is rather costless (in the sense of cheap talk) for the recommender. If the
recommender purchases an equity interest in the future labour income of the candidate being
recommended, then such purchase acts as a costly signalling of the sincere assessment of the

candidate’s prospects by the recommender, and hence, becomes more credible.

The thesis also took up the possibility of the resolution of the adverse incentives of the hospitals
vis-a-vis patients in respect of over-medication, through the future income equity interest
innovation. It was noted that if hospitals purchase the income equity interest for their willing
patients, the health and well-being of such patients would also be beneficial for the hospitals
(incentive alignment). The hospitals may be expected to reduce unnecessary and harmful
medication for such patients. They may also be expected to pro-actively engage such patients
to develop healthy lifestyle choices such as good diet, regular physical activities and regular

health check-ups. Thus concluded the third essay.

The fourth essay began by taking up, for analysis, the point that the securitisation of equity
interest in future labour income of the individuals is creating a new, tradable asset class, similar
to capital assets. It was noted that the main advantage of this new asset class in respect of the
inter-period consumption optimisation by the individual concerned is that it leads to lower risk
being carried by the individual for the future period, than with the case of debt-based inter-
period consumption optimisation. Lower risk allows for space or latitude for the risk-averse
individuals to engage in the inter-period optimisation of consumption. That is, the inter-period
consumption optimisation becomes less constrained because of the availability of another tool
of the tradable equity interest at the disposal of the individual. The risk-averse individual is
going to be better off with the proposed framework, under some reasonable assumptions, than

the case of the debt-based inter-period consumption optimisation. A stylised three-period
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theoretical model of a typical individual’s lifetime was taken up to show that better inter-period
consumption optimisation would allow more childhood investments in health and education of
kids which lead to higher lifetime incomes. Using this line of reasoning, the potential role of
the equity interest innovation as a poverty alleviation tool has been proposed in the fourth

essay.

Using a two-asset and two-person theoretical model (as well as certain historical examples
concerning land and intellectual property), it was shown that allowing asset transferability
enhances social surplus, under right conditions. The result does not even take recourse to the
improved inter-period consumption optimisation, which is made possible by allowing asset
alienability and transferability. Further, the possibility that the securitised equity interest
innovation, through alignment of incentives, may materially reinforce the age-old social and
familial ties, such as the parent-child relationship, that are fraying at the edges today, was
discussed. With direct stake in the well-being of each other, because of the sale and purchase

of equity interests, the social cohesion and harmony may be expected to get better.

Macro implication of transforming the securitised equity interest in the expected future labour
income into a tradable asset class, along the lines of capital assets was taken up next. Noting
that high asset prices, due to a savings glut, have characterised the global economy for the last
20-30 years, the fourth essay stated that the introduction of a new asset class may, in the due

course, have a moderating influence on the asset prices.

The fourth essay noted that there is a perverse possibility that the securitised equity interest
innovation may worsen the prevailing socio-economic inequities, as the traditionally
disadvantaged sections of society may either fail to leverage the benefits of this innovation, or
may be given a raw deal of very low valuations by the unscrupulous investors. To preclude

such obnoxious outcomes, following important steps have been suggested in the thesis—

I.  the valuation models (based on Artificial Intelligence, or otherwise) to be used for
estimating expected future earnings to get the accurate valuation of securitised equity
interest must be made strictly blind to considerations of race, gender, caste, etc.,

Il.  the government can directly fund the expenditure on health, education, etc. of the
individuals belonging to traditionally disadvantaged sections of society. This would
increase the market valuation of the equity interest of the individuals belonging to such

disadvantaged sections,
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the government can provide refinance, on favourable terms, to the investors or funds
which are investing in the securitised equity interest of individuals belonging to such
disadvantaged sections, and,

the government can provide tax benefits such as exemptions and rebates on the returns
enjoyed by the investor who invests in the securitised equity interests of the individuals

so disadvantaged.

The question whether the proposed equity interest innovation would increase the aggregate

human welfare would require more work, which can be taken up by other researchers.

However, the fourth essay has attempted to answer the question affirmatively, with a very

broad-brush response, by no means rigorous or comprehensively water-tight, as below---

a less-constrained inter-period consumption optimisation by the seller of the securitised
equity interest, would increase the aggregate lifetime utility of the individuals
concerned, and thereby, under suitable conditions, may contribute to the increase in the
aggregate human welfare,

with the monetisation of a part of the future labour income in the current period, the
individual can support the current consumption requirements, while searching for the
most suitable job opening. This would help in better matching of the jobs and
employees, leading to higher labour productivity, and under right conditions, may lead
to higher aggregate human welfare, and,

the introduction of a new market in a new tradable asset class of securitised equity
interest in future labour income of individuals would enhance the choice available to
the utility-maximising individual, and hence, under appropriate conditions, enhance

human welfare.

Finally, a two-individual, two states of income model is used in the thesis to show that an

individual can use the mutual holdings of the equity interests, with an appropriately selected

other individual, to alter the risk-return profile of her income, as per the risk-return preference

of the individual concerned. Thus concluded the fourth essay.

In the end, the thesis has the conclusion and the references sections.
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T M TS T YN Aol HHIYT FIhrd @ Hafd Heal, safad i siidet o
HATS R TS TAX W IcUIGHdT I 38 THTT W faearr & Hraf $r arfeca ear &
gIaT &1 3T FIeiHs IR ATastiesh A TaT o ATY-ATY SIeha AT §TS THHT & &1
A TR 3Ty o faAy eret feam arar 81 NfaE & °r 3reary &, fSieter arier
fAFTad g1

TSIl AT Ueh JoJ8TSTod T &, Sl HRATY JHTSTET SaRT fRI&T 0¥ foh STt arer
< 3R 38 WTHATTTR-37T e Hgaatil T ST Il & | TE Sells 2017 - ST 2018 (I,
753 &) o eRTeT IS ufae el adetor sraTery (TATEUH3) SarT gTdl &1 & fohru arw
TS FR TR GTATAT Bl FSETUT (BT3HE oS AN HIcHRIST: TSIehleT) T STATIT
YTl & | FA&TOT & 37SHT 3R ARITR eI Fofg & Ho &TH1 i BISH R U I AT
T I

Ug el I 750 GR AR 719 SR (STeTaky 2014 - SfeT 2014) & &< &l Jolell &

RSt 3EIFE T AT & A1 YE FIcll & | 38 916 Ig [ fela RIaeT haAash &1
39T e AfaTh T & Tl I ST AT & | Tg o@T IT ¢ fob IRANEF FT &
aferd ATATISI T (3T ST 3R T I STeTsiricr) o St garT T Sire aren
AMaer s arhr 3TSTIEY T JoreTT 7 & 8, 3 qET & Hehrarel AfG3it & Arver 7 ot 76y
Feafa &1 I8 gt ¢ fo GATS & IRIRe &9 4§ Ifad et &t 39e Qfares a3 & fow
TaTANoT & Ueh AT ek T 31TRh ITaRTehdl HgGH gicll &, ST Fermfae §9 & olel
ST ¥ FTFACT STXET GaRT T FhaT ST HeheT B

37T H SURE (HNTHT 30l s TRIT S thardeh ol 3T dleh ATt oI &
At Teshl &1 fagelvoT fhar 9/ § | I8 ATaish <o & fafRrse geel, S 6y W eI,
UTGAYECTh, T 3N JFABIH TR e, AT R &4 1S o FeHeTHT bl ATHA oflel &
T foRar SITAT &1 SURE Shadeh ST 39T dieh ATeTeh oI & [afdeeT eehi 1 faveyor
eIk < & Treehl T TR THH Tl I & 3R A8 AR F& Fenfad sdfaAfed
ArfeFerail 1 o ST Tl 1 37T H, Tl BISei 0T Aot ohl HHSTe ohT TATH fornaT ara
&1 T srema ar 3nfdes afafafoat & geesTar & wrRor e F i gear 3K
TSIl Sllel & GTqelle] hasl o Heal 9 8 7l Y 915 & | faeewor & uar defdr &
o Fmaior 3 2rgdy &= 3 ottt =g g Ef 81 AT Y2, & Teh 99 3quTd o AT H fet
8 37T o HE HRON & & A Tacig arensit ar 3nfe afafaftgt & goeerar
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AT § | TTheel ciled T 3aceh gl A g1 Uge AT & A vy s9a 3
Tl el @ TR oo 1ed Tehelel BISaAHaT HehfoloH h Tl et ehl "Hede]
TIRIAHAT" BT IWTThe] FC & | TS ATeT & ha TN AT $H T2 I T gV foh
IRART & 3797 GATHAT & ITATIT H 37hI @Id H FHT 3TeT hI GHTTAT &, dchlel 3TTsY
TIRETRe HHTLAT AT olle] & W el Ted TThleT BTt 1aaT Hebfolo T HHTIAT
TCITRAAT HTA2TF g |

IR 3TEATY Teh HTSIT HehfoloH hl RO ohl AIHeA TR YE 81T &, [T 1S 8
STFd 3TYaiT STTAST T ofaR SeToha ol Ueh GTHT 8 Tohdl g, o1l TadT 9 &
WWHWm%wﬁWﬁmm%lmaﬁ@,meﬁug
feam & o veh dguifas Arser T 39T fohar I §, foh eafara & fore efersrar
TShRITel AileT S&8 HiSIT T JolelT H, AT i R 3f3fas]arer gaaera sfaFadl seie-
€3 Higer Fr 31 TR g

g QT IR T 3ucrer et 3T Fraaifae Afa & gor ey fFe a7 @ sdde
YiFeahdl Tl eed H THEIGT QTsETdell SeAhd QI TITHT, 37T JTSUHT & | gTliToh,
ST, THGH 3TARRAT: hadl AThe AP TIET HI TREFTAT & ST ST &, TAT
e Ge3aTelTeT S TR 3rafer gich 8, 38 [awiicy Ig Miaw saferd v #rdl 4 37
# yfdeffcierc STFadl Seqee ST YUTTell &1 TEdTa el § | SHHT 3662 Aehsll A A
TadT ¥ I 3R o= fonddy Hr-3amess ¢k & grawiae gl ¢ |

RTEF WdisTel & HRicael & T aTell HS TACATI TR GE AT A 1T =] i TS
HERERERIEACD gl A ST X Ueh sicdeh ST H g&dl 3T 3daiafeldr & arer
3R AN & aRsepet 81 Tg T3S ATSS & A, SIS SeTehd H Fisffciehel Sieracy
ST & ToIT HeATehet SATeTed TATed & F A1) 3T ST, d1feh G ST} &t
3TEca # 31T Y HTAT Ao Teh | FEATAT STFact SeEe WIsTSH H gohlAwT
EAAET Ulsoldd W HY TdT T 318 § | 3T 3T T Teh BieT [§Ear ured il &
fSasdied gthere & HRUT SBT3l Thed & Heer # sifcieh SiITEH T FHEIT T ol
g R IRIGTHS ATecd & syl & TR R faRervor forar srar g1 I forswy faemrem
AT fob FgER A SeTehd H STFadl ST ! §<lel & felU Teh ATl GaRT ATeehd
HfeiaT TRECST T AITAT AT Sk BT, Alieh T Gt ad T ST Heh o6 F3asdfea
gihere TTATTST &Y A e STSTASI3Tel ThE T T-HTCEH HT3CHA HT 31X o o ST
S8 3elTdl, TSad AcieRIsT, 31T, o &THT aTel Tl GaRT SisTas]3rer sfeFacy
ZeXET ITAHATT H A gt o foIT SHaRYdT ¥ & 3191 §9 ¥ T4, fA2rehi garr
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THTET &9 § FHog-ERT AT ST, it SeTdR 9o SeT 3R Hediehed Al & A1
3191 gicegferepc SfaFadl Seee Hediehed H FUR lel i IR |

3rhTe e HIfged H IR-IR $© AT Sfe &1 71 §, S8 FHATS & IRIReb &9 4 afdd
a9t @ He R cafdat &l 3e=araquT 3R ATTUTERRT diehl § HHIAT ST Hehell &, dlieh &
HYSAT SARH STFIE T Teh 93T fgEaTr BIT TohA & foT 9T Toh, fad aS AT BrsaA f&er
TfeeElST TR o187 AT Teh | 3 ToIT NTAT H YT 3T FS A T TPR & —

i, ToneY off et GaRT S ST Hehol aTel FTcTe{fciehd STeracl Seee TTard T

AT H HAT FHeTRe e,
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