Govt. opens

The Times of India News Service

NEW DELHI: The Union cabinet on Thursday
approved the National Textile Policy, 2000, pro-
viding for a slew of deregulation measures such
as the freedom for the domestic large industry
and foreign investors to enter garment manu-
facturing.

The policy, accorded cabinet approval in the
morning, is designed to keep up the pre-emi-
nent position of textiles sector in the Indian
economy, its overall exports and employment.
1f the policy works, the textile sector—the old-
est of the old economy industries which even
today is the single largest foreign exchange
earner at $11 billion a year— will deliver
exports worth $50 billion a year by 2010, a tar-
get almost as ambitious as the $50 billion that
the new economy IT sector is projected to
bring in by 2008.

The cabinet took a few other decisions,
including making an improved offer of volun-

tex%lpf sector to

Wtary separation scheme (VSS) for 3946

employees of Bharat Goldmine and calling the
winter session of Parliament for 33 days from
November 20 till December 22.

Railway minister and Trinamul leader
Mamata Banerjee told reporters that at the
cabinet meeting she had raised her demand for
the rollback of oil price hike. But parliamentary
affairs minister Pramod Mahajan, briefing
reporters on the cabinet meeting, insisted that
the “issue was not on the agenda”. “Many
issues are discussed, formally and informally, in
a cabinet meeting, but please do not expect me
to give you a running commentary on the two-
and-half-hour deliberations,” he said.

The new textile policy recasts the 1985 ver-
sion in the light of changes in the domestic
industrial environment and the global trade
regime. Textile minister Kashiram Rana
termed the cabinet’s approval of the policy as a
“landmark” decision aimed at promoting a
vibrant and dynamic Indian textlle sector able

t(fompete internatiorfall anﬁtand pressure

of imports into the domestjc market.

Mr Rana said the polcy provides for a
“growth-oriented” excise {and customs duty
structure and a number of promotional meas-
ures covering all segments, including jute, silk, :
fibre, fabric, garments and handicrafts. !

The garment sector will be taken ouk of
small-scale industry (SSI) reservation Nef,
allowing entry of medium and large-scale
industries and foreign investment. There will be
no limit on investment and the clearance of for- |
eign direct investment (FDI) will be governed | }
by the existing policy. FDI will not involve any x
export obligation. The government will also
review the SSI reservation in the knit-wear sec- .
tor.

The policy puts accent on modernisation
all segments in the textile sector, especially of

those mills where shugtleless looms are target-
ed to be incr 0,000 by 2005 from 8,000

It’s an e-change, and it’s going to ha’?:en post-haste

By Priya Jestin

MUMBAI: The Indian Postal
Service has got itself a pair of e-
wings. With huge losses staring it in
the face, the Department of Posts
(DoP) has realised that unless it
hops onto the IT bandwagon it will
lose out completely in the commu-
nications race. On the anvil is a
grand plan which aims to net-
enable the one lakh-odd post
offices throughout the country, so
that e-mail services are available
to small towns and villages as well.
That’s only for starters. Soon,
your friendly neighbourhood post-
man will deliver not only the ghar
" ki chinti but also the bouquet of
flowers or cakes sent from another
city. In order to generate much-
needed revenue, the DoP has
decided to double up as a flowers-
and-cake delivery service. And
ultimately, all post offices are to be
converted into cyber cafes.
Sounds wild? Well, it’s on the
cards. According to B.B. Dave,
director, postal services, Mumbai,
using technology to upgrade serv-
ices is part of a grand plan to shake
this sleeping giant into something
akin to the U.S. postal service.
Fortune is to be the byword. Or

Fortune 500, according to the con-
fident Mr Dave. “The postal
department has been a loss-mak-
ing organisation for too long. Our
aim is to make it one of the most
profitable companies in India and
get onto the Fortune 500 list of

successful companies,’
grandly.

They have a long way to go. So
far, of the 835 Head Post Offices
(HPO) in the country, only 306 are

he says

Hey, Mr Postman

Dussera..you name it.

business i

you,

Part of the makeover is a total ‘trans-
mogrification’ of the postman. No
longer will he be a seasonal phenom-
enon, one hand holding a bunch of |
letters and the other extended for
baksheesh during Ganpati, Diwali,

The Mumbai GPO recently invit-
ed tenders to conduct courses for its
postmen and front-desk staff on how
to conduct themselves in a polite and
professnonal manner. Most of the
institutes in the city have
come forward to offer their services
to teach the postmen a lesson or two |
in manners. The GPO is yet to
decide which institute will conduct the course.

“The Jamnalal Bajaj institute had conducted a four-session course
recently. But we felt the need for a more in-depth course,” says Mr
Dave. In the Bajaj course, postmen were made to swallow the bitter pill
that in a market-driven economy, the consumer is king.

So, next time, don’t be surprised when your postman adds a ‘Thank
ma’any’ or an ‘At your service’ along with your letters.
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computerised. The DoP aims to
get all its HPOs hooked onto its
Vast Area Network by March
2001. In Mumbai, only the Mahim
HPO is fully computerised, while
the ones at Dadar, Chembur,
Andheri and Thane will be ready
in two months’ time. Through
these HPOs, customers can access
information about the balance in
their savings account from any
post office in the city.

Now here’s the interesting bit.
While a homepage—
indiapost.org—is already in place,
each local postal circle 1s to have
its own website. Aurangabad has
already launched its site.

“A large chunk of the additional
income will come from these new
initiatives,” says Mr Dave. Taking a
leaf out of the London Royal
Mail’s book, the DoP also plans to
facilitate e-commerce by provid-
ing its services and manpower to
companies that need them. “We
are planning to enter the transport
sector,” says Mr Dave. “We want
manufacturers and wholesalers to
use the postal network to trans-
port their goods and use the serv-

ices available to them.”
> Post oﬂices will tum e-kiosks,
Page 7
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{" Banking on autonomy

THE UNION Cabinet has decided to bring down the
Government stake in public sector banks to 33 per cent just
after the bank employees all over the country went on a day’s
strike against privatisation. This is an indication of its resolve to
allow the State-owned banks a somewhat greater degree of
functional autonomy so that banking can become a commercial
venture even if the banks have to meet social norms. The pub- '
lic sector banks ..ave suffered from political and bureaucratic
intervention for so long that it is hoped that the amendments
to the Banking Companies (Acquisitions and Transfer of
Undertakings) Act are passed in the forthcoming winter ses-
sion of Parliament without any difficulty. The Government
appears to be taking extra precautions in this respect as is evi- -
dent from its decision to refer the amending legislation for
denationalisation to the parliamentary standing committee in
case there is a need for a political consensusqa/ Q}(,o v’
This is not the first time, of course, that a legislative correc-
tion is being introduced in keeping with the changing times. In
1994, the Congress Government amended the Act to reduce
the Government holdings in public sector banks to §1 per cent,
as-a consequence of which many such banks sold equity to the
éneral public. The latest amendment, whose objective is to
bring down Government holdings to 33 per cent, will remove
the remaining restriction on public sector banks not to sell
Government stakes and allow them to go public once again. On
its part, the Government has given the assurance that no single
individual will be allowed to own more than.ane per cent stake
in any public sector bank, as a result of which the banks will
remain under Government control. This stipulation rules out
the possibility of any investor picking up strategic stakes as in
the cases of disinvestment in other public sector units like
airlines, oil company, aluminium etc. K\f VIR
The Government’s decision to appoint both tHe chairman and
managing director as well as directors on the boards of these
banks deserves a cautious welcome as in the past undeserying
candidates made their way to the top through political jockky-
ing. It now remains to be seen if after the latest divestment, the
public sector banks manage to reduce their non-performin
assets and increase profitability. It is also hoped that the bank
employees will cooperate and improve customfer services
instead of obstructing the new policy initigtive, which is
undoubtedly in the larger public interest.




o \ AV/
/A LITMUS TEST FOR %)/ISINVESTMENT

THE FIRST STAGE of the disinvestment process
in the two national carriers, Air India and Indi-
an Airlines, has ended. A good number of in-
ternational and domestic bidders have filed
their ‘Expressions of Interest’ for a stake in the
two airlines, within the parameters laid down
by the Government of India. For commercial
reasons, the Centre has decided not to release
the full list of bidders at this stage, though many
of them have announced their interest. As ex-
pected, there are more takers for Air India,
which is apparently a potential ‘golden goose’,
with a handful of international airlines also
joining the bidding. Many have aiready floated
consortia to bid for the full 40 per cent on offer
in Air India (26 per cent for the foreign partner
and 14 for the domestic one), while some like
the Emirates Air are to identify an Indian part-
ner soon. Going by reports, Indian Airlines has
_not generated the same kind of interest as Al,
though a few bidders have filed for the stake.
With the help of the global advisers, Morgan
Stanley and ANZ Grindiays, the Disinvestment
Ministry and panel will have to proceed with
discussions and negotiations with those who
have shown interest. s
This round will enable tHe bidders to un-
derstand the economics of the two airlines so
that they could then come up with an attractive
offer. During this period, the Centre will have to
brief the interested parties on the terms, condi-
tions and rules of the game. In the case of Air
India, the question of fleet replacement and
augmentation, the all-important issue of utilis-
ing bilateral aviation rights with other countries
and the future management of the airline will
have to be thrashed out, so that the bidders
know the real worth and what they are heading
for. Similarly, for Indian Airlines, its market

share, social commitments, operations in the
northeast and the status of a national carrier
which has enabled it to use some of Air India’s
unutilised seat capacity in regional operations
may be the core issues. It is only when the pro-
spective bidders get to know all the intricate
details of the valuation, the disinvestment exer-
cise and future management that they will
come up with really inviting bids. After they put
in the bids, the final phase begins and the Gov-
ernment must be absolutely transparent in fi-
nalising the process. Will it be just the highest
bidder, or are there going to be other consid-
erations in choosing the ‘strategic pariner’?

\| D- UL~ ,

ong those who have shown interest in
Air Indjja are some of the leading airlines in-
cluding British Airways and Singapore Airlines.
The sufprise entry is the Indian Pilots Guild,
which wants to experiment with a cooperative-
cum-professional management of the airline.
Till a few years ago, Air India was in fact a prof-
itable organisation. With political interference
nd/for lack of professional management, it has
lipped badly. Now that it is being divested, the
ast that the Centre can do is to ensure that it
retains the ‘old charm of the Maharajah’. While
going for the best bargain — financially, profes-
sionally and strategically — the Disinvestment
panel must ensure transparency in the tender
evaluation process. For Indian Airlines, the new
partner must turn the airline around and re-
place its ageing fleet. But 1A has a 60 per cent
market share already. The two airlines will be
the most closely watched public sector under-
takings to come under the disinvestment pack-
age until now. The credibility and viability of
the process will be a real test of the sincerity of
the Government’s approach to disinvestmen¥
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BANK DISINVESTMENT

N

The Casé’l

" YHEN 14 banks were
nationalised in 1969, it
" was with specific social

objectives — whatever might
have been the political motives
behind it. Perhaps, the then
Prime Minister Indira Gandhi
who was still struggling to
establish herself thought that
it could be an effective means
to expand her social base. She
did succeed to a greater extent
in projecting herself as a
messiah of the poor. Because in
the pre-nationa-
lisation era, the
poor, especially ar-
tisans and farmers,
hardly had access
to credit facilities.
Credit support is
an effective tool. As
a result of the na-
tionalisation, ban-
king services were
extended to rural
areas and weaker
sections.

At the same time,
functional efficien-
cy of nationalised
banks deteriorated.
One can under-
stand when some-
one goes to a bank
with a request for a
loan. But even
when he has to

or

By JAGDISH SHETTIGAR .

Therefore, the solution lies in
freeing banks from political
interference and giving them
functional autonomy. This is
not possible as long as the
government’s equity holding is
above 51 per cent.

Recently, the Union cabinet
approved the proposal to bring
down government equity hold-
ing up to 33 per cent. This will
be done not by divesting gov-

FOREIGN BANKS

* ) _p o A/n/\n
@l(‘;tlor?a%/\utonomy

Then there is fear of the rural
sector or weaker sections not
having access to credit support.
One thing should be clear that
we are moving towards a free
market or capitalism. Under
economic reforms, there is a
provision to strike a balance
between different interests.
The regulatory authority plays
this role in a related area. In
the case of banking, the Re-
serve Bank of India plays the
regulatory role. Investment
criteria will be
fully regulated by
the RBIL. Even if
the RBI fails to
perform its role
ffectively, the |
ssue can be raised |

direc-

since the govern-‘
ment will still bel
the dominant
shareholder. \
Some critics think |
that foreign banks |
will corner the |
creamy business
and Indian banks
will not be able to
stand up to com-
petition. This fear |
again is baseless. |
As a matter of

withdraw his own '
deposit, he is often made to feel
as if he has gone to beg.

HARASSMENT

Employees think that banks
operate for them, not for
customers, Most of the credit
schemes for weaker sections
may make good public relations
for the policy makers. But the
experience of the actual target
group is one of harassment.

Often loans are disbursed on
the basis of a cut for either
bank officers or political lead-
ers who matter. No wonder
commercial viability is for-
gotten in the process. The net
result is accumulation of huge
non-performing assets (NPAs)
of over Rs 54,000 crores. When-
ever an economic measure like
subsidy rationalisation or tax
proposal is initiated, crities
point to this” mind-boggling
figure of Rs 54,000 crore. They
are perfectly right. This am-
ount needs to be recovered at
the earliest.

It is not proper to ask the
common man to pay extra for
his foodgrains quota from the
PDS while the government sits
on NPA of such a large volume
though the two are not ¢p.
nected. They don’t realisf ¢hat
NPAs can accumulate ainly
due to political inf, ference.

ﬂz_e author is meh por Prime
szst{elrs Econmmc Advisory
ouncil and C(mvenor, BJP

" Economic Cell.

ernment holding of the re-
maining 18 per cent unlike the
route followed in the case of

disinvestment of shares in
other PSUs. Here the capital
base of the existing nationa-
lised banks would be expanded
wherein the government will
not subscribe to the new issues.
The new issues will be
subscribed by the public. In the
process the government’s per-
centage equity holding will
come down from 51 per cent to
33 per cent of the total though
in terms of equity investment it
will remain the same.

BASELESS FEAR

Some critics point out that the
government is facilitating the
shifting of control over the
existing public sector banks to
private industrialists. It is
quite possible some of the
private investors may be the
ones who are responsible for
NPAs. I "nce, there may not be
any renyer v of NPA, they fear.
Thg is a baseidss cilarge: rirst
0fa]], while the new issues will
b open to public, no individual
will be allowed to subscribe to
more than one per cent of the
equity base. In other words, 1;he
noh-government equity holding
will be widely distributed.
Hence, there is no question of
contro] getting ghifted to
private individuals, Moreover,
the government will not only
have the power but will also be
the dominant shareholder.

principle, there is
nothing  wrong  whoever
survives through better ser-
vice. It is also a fact that till4
recently foreign banks used to
attract creamy customers.

DRAWING TALENT
The nationalised banks should ,
be blamed for the poor service. |
Today there are other private |
banks such as ICICI Bank,
HDFC Bank and Times Bank. |
If one goes through data on
business expansion or profit
margins during the past one
year, the performance of the
private banks are superior to
that of both nationalised and
foreign banks. In terms of qua-
lity of service, private banks
are preferred to even foreign
banks. It is the quality of ser-
vice that matters, not owner-
ship.

It does not mean that the
nationalised banks lack talent.
In fact, private and foreign
banks have drawn talent from
the reservoir of the nationa-
idsea” banks especially with
regard to senior processionals.
In other words, for agybody to
perform to the b‘ea”:tv of his
talent, he requires an appro-
priate working environment.
By reducing the government
equity holding from 51 per cent
to 33 per cent, this environ-
ment will be created. It will
ultimately lead to the govern-
ment getting fatter dividend
cheques and people getting\l
better service. i
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‘RESISTANCE TO REFORMS WILL BE OVERCOME’

-« Fruits of globalisation

"must reach masses: PM

By Sushma Ramachandran

NEW DELHI, NOV. 26. Taking heed of
the controversy over the impact
of economic reforms on the mar-
ginalised sections of society and
the growing digital divide, the
Prime Minister, Mr. Atal Behari

Vajpayee, today declared that.

benefits of globalisation must fil-
ter down to the common people.
At the same time, he expressed
determination to go ahead with
the next generation of reforms
which entail difficult decisions.

“In implementing them, we
will no doubt encounter resist-
ance and transitional difficulties.
But we shall overcome them,”” he
said.

Setting an 8 to 9 per cent
growth target, he referred
obliquely to the rumblings within
his own party as well as coalition
partners such as the Shiv Sena re-
garding the reform process. “We
believe that the agenda for eco-
nomic change should not be un-
duly politicised,” he said, while
stressing that efforts will be made
evolve a national consensus.

Mr. Vajpayee who was address-
ing leading foreign and Indian in-
dustrialists at the India Economic
Summit organised by the World
Economic Forum and the Con-

federation of Jadian Industry
7/
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The Prime Minister, Mr. Atal Behari Vajpayee, with the Managing
Director of the World Economic Forum, Mr. Claude Smadja (left),
the CII president, Mr. Arun Bharat Ram (second from right), and
the Director of World Economic Forum, Mrs. Colette Mathur, at
the India Economic Summit 2000 in New Delhi on Sunday.
— Photo: V Sudershan ’

(CII), dwelt largely on the need to
ensure that the fruits of develop-
ment percolated to the grassroots
and the obligations of industry in
reaching this objective. He took
pains to emphasise the impor-
tance of industry’s social obliga-
tions and #he need for bringing
fruits of change to the masses.

The Finance Minister, Mr.
Yashwant Sinha, echoed the same

theme in his keynote address&
AY

emphasising that the aim of re-
forms was to eliminate poverty.
The strategy involved higher
growth with employment cre-
ation and affirmative action to
ensure reverse discrimination to
bring weaker sections into the
mainstream. He rejected the con-
cept of “jobless o

Mr. SinhgStressed that the
‘“palpabletfects of growth” had
to be irf'terms of providing basic

minimum facilities
schools, medical services and
clean drinking water.

The Prime Minister also made

reference to such demonstrations |

such as

|
]
f
|
\

when he asked if globalisation |

was being perceived to be “elite-
driven”, conferring benefits on
large corporates while bypassing
millions of poor and marginalised
people. In India alone, he observ-

|

|

ed, the number of such people is |

nearly 300 million. A serious anal-
ysis of worldwide protests against
globalisation would show there
were many misgivings cutting
across nations; apprehensions
were shared across borders.

“Ifit is so self-evident that glob-
alisation leads to increased op-
portunities, enhanced growth and
real income, why are these not
being universally accepted,” he
wondered, noting that ‘“‘accept-
able, convincing responses” were
needed for these questions.

Mr. Vajpayee said globalisation
will be pursued to India’s advan-
tage. In the process, the fruits of
productivity and the gains of
growth must bring about a qual-
itative change in people’s lives.
Besides, he said the privilege of
being a global player must be
matched with the responsibility
of making globalisation universal-
ly bepeficial.
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«® Same old message

AT THE World Economic Forum meetings in New Delhi pvery
year, critiquing India’s economic reforms has become manda-
tory. This year is no exception and the Forum’s director Claude
Smadja has spared few words in telling the India Economic
Summit 2000 that India needs to pull up its socks. As India is
still in great need of foreign direct investment for accessing

tgchnology and foreign exchange and is worried that FDI
/Z;low has been declining as compared to China, the advice is

well taken, But one of the main reasons which is holding India
back from rapid growth is the rise in income disparity because
reforms have benefited some sections much more than the oth-
ers, This increase in inequalities is off-putting for foreign
investors also. It is responsible for the rising discontent and
continuation of subsidies through populist policies by the state
Governments. Several states are facing large fiscal deficits and
the combined fiscal deficit of the Centre and the states is like-
ly to reach 9 per cent of the GDP which is unsustainable,

The slow percolation of the benefits from globalisation and
the opening up of the economy is essentially because millions
of people lack financial assets, appropriate education and
skills, The Government’s own investment in the social sector
has not been adequate to bridge the gap rapidly and since its
resources are under pressure, Vajpayee is seeking the help of
the corporate sector in the development of the social sector.
The Government can also cut down the size of the bureaucra-
cy and. divert non-essential expenditure towards education,
health and job creation. As is clear in the ninth year of the eco-
nomic reforms, it is only through an improvement in the social
and physical infrastructure that the pace of liberalisation
can gather momentum. wa P«V’”
“Otherwise, in a democracy like that o(f)ﬁxdxa, the lack of po‘k/
ical consensus will remain the main obstacle. It is a fact that
economic reforms have been successful only in countries which
have some form of authoritarianism. In India, by contrast, suc-
cessive Governments have had to introduce reforms by stealth
which have been followed by strong protests and popular oppo-
sition. This has been true of disinvestment in the PSUs where
retrenchment is a big issue. Indeed, the process would have
been smoother if there had been a social safety net.

- - -
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STERDAY, THE former Prime
Minister, Mr. Vishwanath Pratap
Singh, was offering a token pro-
test at the Chennai Port against
the import of highly-subsidised agricultu-
ral products. No major political party
shares Mr. Singh’s concern. The lonely
furrow that he plows only underlines the
structured dishonesty that has crept into
our party system. Indeed, an entirely arti-
ficial — and politically bogus — distinc-
tion is being sought to be invented
between the BJP and the Congress on the
issue of globalisation and its implications
for the domestic economy.

First it was the Congress which, during
the Narasimha Rao- Manmohan Singh
era, pretended that globalisation/liberal-
isation was a painless process, that there
were no hidden costs for any section of
the society, and that it was only “continu-
ity with change”. That was the time the
BJP developed the propensity to appro-
priate for itself the nationalist mantle and
accuse the Congress and the subsequent
Congress-supported United Front regime
of selling out on national sovereignty. The
last major economic resolution adopted
by its National Executive (July 1997) be-
fore the BJP got to form the Government
at the Centre had talked of “the false slo-
gan of globalisation, the fatal attraction of
unrestrained consumerism, the aping of
the West, the concern for the comfort of
the few at the cost of the vast millions, the
lurking dangers to our cultural values and
the emerging threat to our sovereignty...”

Now, with the zeal of a new convert, a
BJP-led Government has moved into the
fast lane to globalisation at breakneck
speed. Like its predecessor Governments,
the Vajpayee regime also maintains the
fiction that globalisation will bring pros-
perity for one and all, and that no one will
have to pay any price. The NDA Govern-
ment has vigorously committed itself to
the second generation of reforms, and
even presumably ‘“social justice” men
such as Mr. Sharad Yadav and Mr. Ram
Vilas Paswan are being enlisted in the task
of privatisation. This is not surprising.
What is surprising is the entirely futile ar-
gument whether the BJP Government was
in too much of a hurry to remove quanti-

By Harish Khare

{

oses

_inherent inequalities on a developing count:

tative restrictions on imports or whether
it was the Congress regime that commit-
ted the original sin.

Minus the artificial posturing, there ap-
pears to be a compact at the elite level,
cutting across the political divide; no po-
litical party of any consequernce — espe-
cially if it is part of a ruling arrangement
— has allowed its ideological pretensions
and political formulations to come in the
way of supporting the “consensus on ec-
onomic reforms”, that endearing euphe-
mism for an unapologetic pursuit of the
twin agenda of liberalisation and global-
isation. “Compuisions of coalition poli-
tics” has become the most

and products against the best iand sub-
sidised) goods from outside. May be some
Indians too are benefiting from this pre-
sumably two-way traffic. May be. But if it
is working out so wonderfully, why can
political voices be not raised in defence of
these beneficiaries of globalisation/liber-
alisation?

On the other hand, it is easy to identify
those who are finding the going tough.
First, there is that section of corporate
India that had bank-rolled Project Vaj-
payee in 1997-1998 in the hope that a
“nationalist” Government in New Delhi
would raise the protectionist walls so
high around North Block that

convenient mantra to explain  GTATECRAFT the desi “entrepreneur” would

away any compromise at the

cost of the masses. Only three days ago,
the Prime Minister, Mr. Atal Behari Vaj-
payee, was putting in the mandatory ap-
pearance at the most exclusive gathering
of the World Economic Forum. Mr. Vaj-
payee has yet to address a single public
meeting where he could preach to the
masses about the inevitability of “hard
decisions”’. Nor does any political party
or leader summon the courage or the in-
tellectual conviction to spell out what
these hard decisions are and at whose ex-
pense, and that some people will have to
suffer before everyone ends up gaining in
a reasonably equitable manner.

Simply put, globalisation means that
the foreigner — trader, businessman, in-
vestor, backed by his Government's eco-
nomic, and diplomatic clout — is
insisting on a piece of the domestic ac-
tion. This foreigner is forever threatening
that he will take his dollars elsewhere —
China is mentioned most automatically
— if the Indians do not open the door
wide enough for him. The foreigner is not
on a charity mission, he is out to make
profits, which he will do naturally at the
expense of the local trader and the indige-
nous consumer. Globalisation is touted
as a two-way traffic in which the Indians
are challenged to test their competence

wear down the foreign compet-
itor in the same manner as he short-
changed the Indian consumer all these
decades. Now the same corporate India
groups are getting nervous that the Vaj-
payee regime too is unable or unwilling to
rig the rules of the game in their favour.

Second, there is the lower middle class
— the LPG constituency — in urban and
semi-rural areas that was just beginning
to feel comfortable with illusions of af-
fluence, spiced with delusions of Hindut-
va; this constituency is, now being
castigated by the BJP ideologues as “vest-
ed interests”, who are demanding contin-
uation of subsidies and who are depriving
the real poor of the benefits of economic
reforms. The economic editors bemoan
that a Mamata Banerjee is being molly-
coddled on the eve of the Assembly elec-
tions so that she can carry on the fiction
that “reforms” come without cost.

And, the “loser” third group consists of
the agricultural community. The peasant
castes which have over the years sought
to protect their post-Green Revolution
economic prosperity by seeking political
alliances with regional outfits such as the
Akali Dal, the Haryana Vikas Party and
the TDP. Now these very communities
find themselves feeling the pinch of the
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New economy, old pains
P\ | |

It is imperative to recognise that globalisation i

\
import of agricultural products, as part of
the WTO mandate.

These “losers” will naturally and un-
derstandably keep making their unhappi-
ness known. They will enlist political
parties and leaders in their cause; unless
there is a willingness to minister to these
new pains with wisdom and honesty, the
polity may experience convulsions whose
outcome cannot possibly be calibrated by
anyone, especially by those who preen
themselves as the bedrock of stability. As
it is, governmental stability in New Delhi
is a somewhat precarious arrangement.
Unless our political establishment is will-
ing to address honestly these pains, dis-
order and chaos may rudely disrupt our
collective reverie, triggering a new cycle
of flight of capital, instability, etc. Or, al-
ternatively, the ruling establishment can
try the option of distracting national at-
tention away from economic pains by
cranking up spurious political disputes.
Kargil today, Kashmir tomorrow; and, if
nothing else will work, there is always the
old reliable “communal tension” option.

It is imperative, therefore, to recognise
that the process of giobalisation imposes
inherent inequalities on a developing
country such as India. Inequalities of in-
formation, skills, and above all, of mental
toughness. Our decision-makers at the
very top have to toughen themselves to
fight out this unequal battle to the best of
our collective advantage; this is the true
test of the much-touted deshbhakti. We
cannot delude ourselves by putting our
faith in the inherent reasonableness and
civility of the rest of the world, particular-
Iy of the West.

But this battle cannot be won at the
elite level alone. Masses will have to be
mobilised in this battle if the country has
to withstand the WTO-related pressures
and unfairness. Just as successive Gov-
ernments have imaginatively used the
domestic opposition to stall concessions
on CTRBT, it is time to speak honestly to
the country about the demands and ex-
pectations from abroad in the name of
globalisation. The rulers will have to trust
the citizens if they want “‘reforms” and
the New Economy to becomea collective
enterprise. '



BJP sees virtues in China mo

Shekhar lyer
New Delhi, November 29
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CHINA APPEARS to have travelled a long way fo the
BJP-led Government since the days of "Enemy No, 1"
two years ago. Now, it is "Hero No. 1" when it comes\to
privatisation, worthy of emulation by India.

The Communist giant's success in disinvestment h
been cited in a note circulated to the BJP MPs and allie:
to convince the doubting Thomases about privatisation.

With Parliament set to debate disinvestment next
week, the government wants the treasury benches to be
fully convinced that it is on the right
track to counter the Opposition's bar-
rage of criticism.

. The underlying message is: If China is
far ahead, can India be left behind? (Not if the fraternal
ties between the BJP and the Chinese Communist Party
are any indication. A visit by a BJP delegation to China

 is due for reciprocating a trip to India undertaken by a
CCP delegation.) Annexing a list of 342 State-run com-
panies privatised by China, the government's note says
the private sector in that country has grown at the
expense of the State sector but with an enviable result.

Foreign direct investment (FDI) inflows to China

: amounted to $ 42.3 billion in 1996, after market reforms
first started in 1978. By 1995, 1.53 lakh equity joint ven-
tures and 37,080 cooperative joint ventures had been set
up in China.

For the unconvinced, the note says, pXjv:
been accepted, besides China, in all types of countries,
whether big or small, rich or poor — by all kinds of
regimes, whether democratic or totalitarian, leftist or
rightist. Privatisation is being carried out in respect of all
kinds of State-owned enterprises, whether healthy or
sick, big or small.

Prepared by the Department of Disinvestment under
Minister of State Arun Shourie, the note says the expe-
rience of other countries shows that privatisation is an
economic necessity. The instrument of public owner-
ship, widely used during post-colonial rule and post war

reconstruction period, is no longer the
i i 1 most desirable instrument of develop-
ana t!satlon ment. Further, the signing of WTO has

also led to severe global competitive

pressure on national industries with the realisation that
they will not survive unless they are competitive in world
markets. Also, due to the government's inability to raise
taxes and reduce expenditure, in all the countries, the
use of taxpayers' money in running industries has come
under serious criticism. These pressures have led to
large-scale privatisation worldwide, the note said.

Compared to China, with the exception of Modern
Foods, only minority stakes have been sold in different
companies under the earlier policy in India.

"We have now embarked upon strategic sales, as clear-
ly indicated in the 2000-2001 Budget speech (of the
Finance Minister)," the note says.
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By Our Special Correspondent _ (“3 /U"

NEW DELHI, OCT. 4. The Cabinet Committee on Eco-
nomic Affairs (CCEA), chaired by the Prime Minister,
Mr. Atal Behari Vajpayee, today decided to form a
Group of Ministers {(GoM) headed by the Union
Home Minister, Mr, L. K. Advani, to come up with
recommendations on how to dispose the burgeon-
ing foodgrain stocks which are about 180 lakh tonnes
in excess of norms.

The members of the Group are the Food and Con-
umer Affairs Minister, Mr. Shanta Kumar, the Fi-
ance Minister, Mr. Yashwant Sinha, Commerce

inister, Mr. Murasoli Maran, and the Agriculture

inister, Mr. Nitish Kumar.

The GoM was set up in response to a Food Minis-
try’s package of proposals for offloading foodstocks.
It is expected to give its recommendations in two
weeks' time by when the Prime Minister is expected
to return from his knee surgery in Mumbai.

The CCEA also fixed the Statutory Minimum Price
of sugarcane payable by factories to farmers for
2000-1 sugar season at Rs. 59.50 per quintal as
against Rs. 56.10 per quintal last year linked to a
basic recovery of 8.5 per cent. Further, a premium of
0.70 paise for every 0.1 per cent point increase in
recovery above 8.5 per cent would be payable.

The CCEA also decided to extend fiscal conces-
sions to nuclear projects in line with those given for
mega projects for power generation, including cus-
toms duty waiver on import of equipment, income
tax holiday for 10 years in any block within the first
15 years, deemed export status for indigenous sup-
ply and guaranteed power off-take by Power Trading
Corporation. The Power Grid Corporation will set up
necessary transmission network to evacuate power
from such projects.

- GoM formed to recommend
disposal of excess foodgrains

Moo

Under this scheme, the benefits will'go to the units
of Tarapur Atomic Power Project which are in the
process of being set up and all future nuclear pro-
jects including the proposed Koodapkulam Atomic
Project in Tamil Nadu. W

The Committee also decided for Mapndatory pack-
ing of 100 per cent sugar, 100 per cejit foodgrains
and 20 per cent urea in jute materi&} under Jute
Packing Material Compulsory Use in Packing Com-
modity Act, 1987. Till now 90 per cent sugar, 90 per
cent grains and 15 per cent urea had to be packed in
jute material.

It gave approval to the Hindustan Petroleum Cor-
poration Limited to execute the Punjab Refinery Pro-
ject” without induction of a joint venture partner,
among several other economic decisions.

The CCEA sanctioned the Integrated Dairy deve}-
opment Project for Non-Operation Flood, Hilly and
Backward Areas to be implemented in the Ninth
Plan with a total outlay of Rs. 125.73 crores. For the
Tenth Plan, Rs. 250 crores has been approved in
principle.

A national project for cattle and buffalo breeding
with a 100 per cent grant-in-aid spread over 10 years
was also approved.

The Committee cleared a National Watershed De-
velopment Project for rainfed areas for the Ninth
Plan with an outlay of Rs. 1030 crores. At the same
time, 27 Centrally-sponsored schemes, such as
women cooperatives and honey bee keeping, were
integrated into one scheme called Macro manage-
ment of Agriculture-Supplementation/Complemen-
tation of State Efforts through Work Plans.

The Committee approved,the proposal of Grasim
Industries for setting up 1800 MW power plant with
an LNG terminal at Exfnofe in Tamil Nadu at a cost of
$ 1426 million.
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(RBI leaves I{ank

rate

t3ucfled

reports ‘Slowdown
in GDP growth'|"

Business Times Bureau
MUMBAL The Reserve Bank of
India (RBI) left the bank rate (BR)
and cash reserve ratio (CRR)
untouched at eight and 8.5 per cent
respectively but introduced new
valuation norms on bank invest-
ments that could boost bank prof-
itability. This was announced in its
mid-term review of monetary and
credit policy for October 2000-
March 2001 on Tuesday.

RBI governor Bimal Jalan said
that interest rates were expected
to remain stable for the next six
months according to current indi-
cations, but the external outlook

On domestic developments, the
review said, the distribution of
rainfall was more or less satisfacto-
ry at the aggregate level. The out-
put of foodgrains during the cur-
rent year is expected to be at the
previous year’s level. The total
buffer stock of foodgrains stood at
40.8 million tonnes at the end of
August 2000, which was higher by
38.3 per cent over the stock level
of 29.9 million tonnes at the end of
August last year. The stocks of rice
at 13.56 million tonnes were high-
er by 57.5 per cent and those of
wheat by 27.9 per cent.

Referring to the industrial out-

with regard to - look, the picture
R et VIONETARY POLICY K S
international) and } g GDP growth revised : . uc-
the domestic infla- | * downward to between & | {'°" ‘il‘l‘gr’ft%;hgff:ﬁ;
‘:Izrrl:ry sosrgfﬁ;? and 6.5 per cent current fiscal was
uncertain, The RBI | @ RBI wams of further lower at 5.4 per
governor cautioned | Changes in monetary cent against the
banks to be pru-}. Measures previous year’s cor-
dent enough to | @ Fueél prices push up responding level of
make allowances | = inflation 5.9 per cent. The
for unforeseen con- § @ Bank rate, CRR remain manufacturing sec-

tingencies, includ-
ing possible
changes in mone-
tary measures in
their business plans.

On the valuation
norms for banks’
investment portfo-
lios, the RBI has
categorised  both
the stocks for the
statutory liquidity
ratio (SLR) as well
as the non-SLR

stocks into
Permanent, Held-
to-Maturity  and

~ Available for Sale
& Held for Trading.

The ﬁr%fegory
of investments will
not be marked-to-
market rates unless
it 15 more than the
face value, in which

case the premium
should be amortised

unchanged

Sensex sheds
110 points

MUMBAL: Equities retreat-
ed further, pushing the
Sensex down by over 110
points to close below the
4000-mark on the Bombay
Stock Exchange (BSE) on
Tuesday as selling pressure
increased with operators in
no mood to accept the pro-
posed rolling settlement.
The market even discounted
a strong factor like the
announcement of excellent
second-quarter  working
results by IT bellwether
Infosys Technologies which
reported a 135 per cent
jump in net profits over the
corresponding period last
year. (°7)

tor recorded a
growth rate of 5.7
per cent up to July
2000 as against 6.7
per cent of the pre-
vious year’s corre-
sponding period.
Basic goods pro-
duction accelerated
at 4.7 per cent as
against the previous
corresponding level
of 3.8 per cent. In
the consumer goods
sector, production
was up at-83 per
cent versus 2.5 in
the previous corre-
sponding period.
The real GDP
growth during 2000-
01 can be placed
between 6.0 and 6.5
per cent as against
the projection of
6.5-7.0 per cent, the

review said.

Deora says he wil
not contest post

of MRCC chief

By S. Balakrishnan
The Times of india News Service

MUMBALI: The city unit of the
Congress is in for a major change.
President of the Mumbai
Regional Congress Committee
(MRCC) Murli Deora, who has
led that body for two decades,
dropped a bombshell on Tuesday
by stating that he would not offer
himself for presidentship again.
The party is currently holding its
organisational elections.

Mr Deora told this newspaper,
“I have led the party in Mumbai
for a very long period and have
been an MP for four terms. I now
want to make room for a new
leader. I will back whichever can-
didate is supported by the party’s
central leadership.” Former MP
Gurudas Kamat is the chief con-
tender for the post to be vacated
by Mr Deora.

f

over the period remaining to matu-
rity. This 1s seen as a major boost for
bank profits this year as the
amount for depreciation now
stands substantiaily reduced for the
second half of the current fiscal.

The rate of inflation on a point-
to-point basis on September 2
2000 was higher at 6.06 per ceptas
against the previous year’
cent. The average
was 4.96 per cent.
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Ve histle in the Dark

¢+ If economic growth could be given an impetus simply by ‘talking the
talk’, Finance Minister Yashwant Sinha would deserve more than just
pat on the back for his effort on Monday. If there is one thing he
uld not have been accused of in his address to the economic editors’
onference, it is pessimism. Unfortunately, a charge of realism would
e just as misplaced. The data suggests a slowdown in the economy.
r Sinha responds by simply denying it. The finance minister says he
is already in touch with business associations and will soon have cor-
ective measures in place. Problems in agricultural growth will be sort-
d out by a group of ministers. Inflation, Mr Sinha concedes, is up, but
assures us will be controlled once the impact of the oil price hikes has
worked its way through the economy. The Reserve Bank of India and
the Centre for Monitoring the Indian Economy, we are therefore
asked to believe, have been trigger-happy in scaling down estimates of
growth. An ostrich would be hard put to beat this performance. Nor is
Mr Sinha content with dismissing what he refers to as the “gloom and
doom” scenario for economic growth. He has joined issue also with
Standard and Poor’s, the international credit rating agency which last
. week expressed disappointment with the pace of the reform effort in
' India. The finance minister insists that the country will move at its own
pace and can afford to do so. It doesn’t have to catch the bus; it is so
\ important the bus will wait for it. Again, for sheer attitude, shis w;jl
Stake alot of beating, Q QYI qp v ﬁ\; \ /\1
Impressive as his sangfroid‘% ell far short"of the impa}ct e
could have generated by ‘walking the Walk’. Mr Sinha followed up his
disdain for the prophets of gloom with & long list of measures that he
characterises as components of the second wave of reforms. Among
these are the Fiscal Responsibility Act, a new bankruptcy act, a new
competition law and denationalisation of banks to name just a few. If
these sound familiar, it is because they have been said before. What
the economy needs now is some concrete action along these lines. Un-
fortunately, there is little in the government’s track record to indicate
that such action is round the corner. Even as Mr Sinha talks of a sec-
ond wave of reforms, the first wave is in imminent danger of rolling
back (if Mamata Banerjee has her way on oil prices for instance). An-
other wave breaker has shown up in disinvestment of public sector
shares. That Mr Sinha did not bother to spell this out as one of the pri-
orities is as clear an indicator of stalled reforms as any. That explains
why the finance minister’s bravado is being taken with more than just
a pinch of salt. A government that has proved incapable of privatising,
say, a Hindustan Zinc, is straining credulity a little when it glibly talks
of bringing down the government stake in public sector banks to 33
per cent. When news last came in, the bank unions were among the
most powerful in India. So shall we say 10 out of 10 for chutzpah, and
considerable room for improvements in the practicals, minister?//

Have Visa, Will Travel

For the second successive year, the US Congress has increased the
number of H1B visas to be granted to foreign professionals — from
65,000 to 115,000 last year, and now to 195,000. As many as a half of
these are expected to be taken up by IT professionals from India. Ger-
many, France, the UK, Finland and other countries too are laying out
the red carpet and handing out green cards to Indian computer engi-
neers. To see all this simply as a continuing “brain drain” from India
would be to miss the essence of what is happening. If earlier it was
mainly a “push” factor that was behind the phenomenon (the sluggish
Indian economy not being able to absorb the large numbers that our
higher educational institutions were turning out), now it is the “pull”
factor that is predominant — Indian professionals are being actively
courted by industries abroad. And it’s not only India’s IT profession-
als who are in demand but also middle-level and low-end workers, in-
cluding nurses, merchant seamen, airline stewardesses, cooks, carpen-
ters and construction workers — not just in the Gulf, but elsewhere.
Multinational companies are also finding it expedient to relocate to
India their key service-oriented operations in order to take advantage
of cheap and efficient Indian manpower.

The point is that we are now in a post-industrial era where manufac-
turing industries the world over are downsizing, consolidating and au-
tomating in order to remain competitive, and it is the explosion in the
service sector that is providing all new employment. Even in India, in-
dustrial output as a proportion of GDP has flattened out, and eco-
nomic growth and growth in employment are riding ever more on the
expansion of the service sector which now accounts for almost a half
of the GDP. All this has been happening without any assistance from
our government and policy makers. Pro-active policies can play a
great role in leveraging India’s unique strengths in this new economic
order. First, we need to upgrade our educational and training institu-
tions, sharpen their job-orientation, and increase greatly their num-
bers so that they can meet our own needs and also cater to interna-
tional demand. Secondly, at the WTO and other international forums,
India should work for freer movement of labour across countries as
everyone stands to benefit thereby — just as globalisation through
free trade in goods and free movement of capital are now accepted as
being beneficial to all. Thirdly, governmental authorities should make
sure that manpower export grows along legal channels and that our
citizens working abroad get the best consular services that they are en-
titled to from our embassies. And, finally, while working for labour
market integration abroad we cannot neglect reform at home. Our
rigid and anachronistic labour laws have condemned our industries to
overstaffing, low productivity and sickness, and are largely to be
blamed for our economy’s potential being unrealised. We should lose
no more time in moving towards flexible Jabour markets — this is the
sure way to translate our comparative advantage in labour costs into
greatér employment and growth. :
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. DRIFT OF ECONOMIC POLICY W

THE FINANCE MINISTER and his officials
went out of their way to present a positive
picture of the economy to the Economic Edi-
tors at their conference in Delhi. Inflation is
relatively low, and, despite the oil price hike,
will soon be lower, said the Finance Minister.
Growth prospects are good; indeed, India is
today one of the fastest-growing economies.
All this may be so, but one nevertheless gets a
strong sensation of drift in economic policy.
Our successes, such as they are, are perhaps
more in spite of such drift than because of any
concrete and well-thought-out plans.

Oil imports this year are expected to
touch $17 million to $18 billion dollars, up
almost 50 per cent. This has made the Govern-
ment scramble to acquire dollar resources by
way of the State Bank of India’s ‘India Millen-
nium Deposit’ (IMD) scheme. Only the other
day, the Chairman of the SBI announced that
the size of the issue would be only about $2
billion. But at the conference, the Editors were
told by the Chief Economic Adviser to the
Ministry of Finance that the scheme was to
mop up ““$3 billion to $4 billion”". It is ironic in
such circumstances to blame a “‘herd mental-
ity” for bringing the rupee under pressure.
The herd is, in fact, simply following the lead-
er.

To say, as the Finance Minister did, that
the increased oil import bill “will not pose a
problem since we have about $35 billion in
reserve’’ is simply swagger. The impression
this conveys is that the reserves are ours to do
with as we please. But this is hardly the case.
Most of the reserves are committed reserves;
they are already spoken for. On the one hand,
in an effort to check the “herd instinct”, one
finds the RBI taking measures such as insist-
ing on the immediate repatriation of half the

balances held in Exchange Earners Foreign
Currency (EEFC) accounts, and announcing
reductions in entitlement in respect of further
accretions. On the other hand, the SBI scheme
will actually wind up allowing depositors a
needless bonanza. Though deposits under the
proposed scheme are technically for a five-
year term, it has been announced that the de-
positors, who are anyway being handsomely
rewarded by higher rates of interest than they
could have got anywhere else, will be permit-
ted to prematurely encash the deposits in In-
dian rupees, at the then prevailing rate,
“without any penalty, after six months from
the effective date of the deposit”. Under such
circumstances, the fact that the SBI is to bear
only one per cent of the exchange risk, must
have been a source of considerable satisfac-
tion to its Chairman.

The same sort of drift is to be found in the
case of food policy. Procurement prices keep
being raised, and raised again; even though
the procuring agencies already have more
food on hand than they know what to do with
at these prices. They are able to sell it neither
at home nor anywhere else. In respect of the
stock market, it is the same story all over
again. A great deal of time and money has
been invested in trying to boost the stock mar-
ket. In respect of the ““double taxation of divi-
dends”, for instance, and by way of the
indexation of long term capital gains. So much
so that boosting the market seems often to be
one of our primary goals. But the market stub-
bornly stays where it is, with wildcat fluctu-
ations. It has, in fact, fallen a massive 22 per
cent in a single month between mid-Septem-
ber and mid-October. Once again policy
seems to be barking up the wrong tree.
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- a Thought for Today,

A banker is a man who lends you an umbrelld witen the weather is

fair, ghd takes it away from you when it rains.
~ —ANON

7 A%
/" Suspense Account

As the Union cabinet is about to clear the Jong-delayed proposal to
privatise the nationalised banks — by enabling dilution of the govern-
ment's equity holding below 51 per cent, and taking it down to a mini-
mum of 33 per cent — predictably there is an outcry of protests by bank
unions. Fears are being expressed that this may facilitate their takeover
by private business houses, who are allegedly responsible for a good part
of the Rs 58,000 crore {oad of bad debt that the public sector banks car-
ry; that it would then be a simple matter for them to write off the loans
that they owe the banks that they would control. Such fears are a smoke-
screen. It is precisely the 31 years of public control since the nationalisa-
tion of 1969 and the mismanagement of public funds through blatant po-
litical interference under this regime (Janardhan Poojary's "loan melas"
and the several-thousand-crore Indian Bank scam were only the most
egregious manifestations), that have now made it imperative for banks
to be taken out of government control, in order to rehabilitate them and
to ensure their future growth. The process of the weakening of the public
sector banks — through diversion of funds and mismanagement of their
assets — and their end-result, have not been different in substance
from the "crony capitalism” in Korea, Thailand, Indonesia and
Malaysia that led to the East Asian economic crisis and seripusly
damaged their economies. W~ Uo ‘Q{

. ‘Privatisation’ is perhaps an inappropriate term t\) use in thi§ ¢
the bank shares are not going to be transferred to large private entities,
but will be widely dispersed among the public. And while the control
no doubt go out of government hands, it will pass to professional boakds
under close regulation by the Reserve Bank of India. Privatisation is ac-
tually part of a well worked-out programme of banking reform being
overseen by the RBI that will strengthen the capital structure of the
banks, hasten loan recoveries and reduce the ratio of their non-perform-
ing assets, tighten prudential lending and income recognition norms, and
generally bring banking practices in line with the internationally accept-
ed "Basel norms". In the process, the banks will only become stronger
and better able to withstand competition from foreign banks and the
new private sector banks.If privatisation of banks is thus in the overall
public interest, why is there no public enthusiasm for it, and why should
bank unions be opposing every step towards reform? The problem again
is the government's penchant for reform by stealth, and not to ruffle any
feathers in the process. There is a crying need for the prime minister,
the finance minister and government leaders down the line to educate
the public, and particularly the bank employees that reform is in their
interest. That in the newly resurgent Indian economy, banking services
are playing an increasingly important role with the introduction of
new retail banking products for every level of customer; and in this
scenario of growth yn banks are not only safe but there is great

scope for expansion.
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“” Tt would be grossly misguided to expect that fin
sops are enough to enable small scale units to gear up for
stiffer import competition while size remains a constraint
Yet, that is the essence of the message of the PM’s SS
package. There seems to be no understanding of the fac
that SSIs need a policy which lifts all ceilings on invest
) ment, allows tie-ups with bigger units via investmen
(including by FDI) and through technology and distribu
tion tie-ups. That will work wonders which no financia
sop can. Dereservation is also a must if the high proportior
(well over 50 per cent) of ‘unworked’ sectors are to evel
get energised and attract investment. It will yield immense
net benefits, since the sectors reserved are also mostly ir
line with the country’s comparative advantage(s); gems anc
jewellery and ready made garments are the two most obvi
ous examples. They all have a better than average potentia
for yielding much higher net value added with compara
tively lower investments. The economy only loses fron
reservations.
Stalled de-reservation is like deliberately keeping stuntec
a number of growing children. The declared pretext — o
‘preparing’ them for the imminent advent of foreig
Goliaths — reads well in fables, but the reality is different
Most of these sectors will be unable to grow or compett
unless dereserved. Financial sops, meanwhile, are pre
scriptions for laxness in financial management and risk
taking of the wrong sort. The only ones who stand to profi
from the latest SSI policy are bigger corporates — whicl
doubtless accounts for their euphoria. They owe hug
amounts to SSIs, and any widening of the financial packag
only lightens their immediate responsibility. Even the cap
ital subsidy for investment, by lowering SSI manufacturin;
costs in certain technology sectors, gifts the larger units a1
opportunity to bid down the cost of SSI inputs. The reality
though, is utterly unlike the chambers’ assessment: thi:
package neglects the basic cost efficiency arguments liki
scale and free entry — the only ones that will determin
outcomes after QRs go.
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Gates opened w1deg for FDI

HT Correspondent

New Delhi August 31 \\O\

E VAJPAYEE Govern-
ment today opened more
gates to foreign investors in

the New Economy. Internet ser-
vice providers, e-mail, voice mail
and infrastructure providers who
lay dark fibre for telecom opera-
tors can all have 100 per cent for-
eign direct investment (FDI) via
the automatic route.

Offshore venture capital funds
and companies have also been
allowed to invest in domestic ven-
ture capital funds and other com-
panies through the automatic
route. All such investments would
come under the scrutiny of the
Securities Exchange Board of
India (SEBI). Sectoral caps on for-
eign investment in specific areas
would apply to these companies.

Today’s decisions are particularly
significant because Prime Minister
Vajpayee’s trip to the US is to
begin in a week. Equally significant

is that IT warshl
czars such as mm atomic sub-
Bil_l Gates of | . Freezing of the Lok Sabha and stances; nar-
%44} ‘l:lr 015 %fet]i Assembly constituencies for the next C°“§;0t and
ichae it psychotropic
of Dell Corp 25 years at the existing level. substances,
and Robert | ¢ The number of reserve seats for hazardous
Blshgp of thI scheduled castes and scheduled tribes 3 h te l;ntlc als ;
are due here ; ion 1o the increase istillation o
over the next o go up n proportion to the inc brewing alco-

three weeks. n population.

The Union
Cabinet, with
Mr Vajpayee
in the chair,
also decided
allowed 100
per cent for-
cign investment on automatic
route for manufacturing compa-
nies set up in Special Economic
Zones (SEZs). No sectoral caps on
FDI would be applicable to these
companies SEZ. Only five areas
have been barred for these manu-
facturing compames which include
arms and ammunmons, explosives,
defence equipment, anrcraft and

taxes approved.

* Proposal approved to set up Bharat
Sanchar Nigam Ltd with an authorised
capital of rs 10,000 crore.

* Restructuring of central board of direct

holic drinks;
cigarettes, ci-
gars and man-
ufactured to-
bacco substi-
tutes.

In another
move to reve-
rse the decline in FDI inflows,
Indian companies are to be allowed
to pay royafty on brand names and
trade marks of foreign collaborates
used in the country and abroad.

The royalty would be payable in
all cases where even technology
transfer is not involved. On export
sales, this royalty has been fixed at
two per cent where as one per cent

would be payable on domestic
sales using these trade marks and
brand names.

However, on a case to case basis,
higher royalty may also be allowed.

Wholly-owned Indian  sub-
sidiaries can hereafter make royal-
ty payments to their off-shore par-
ent companies through the auto-
matic route, without any restric-
tion on duration of such payments.

While allowing 100 per cent FDI
in Internet services and other tele-
com areas, the cap of 49 per cent
has been retained in basic, cellular,
GMPCS, VSAT, PMRTS, domestic
and international long distance
services.

The Cabinet has also approved
the corporatisation of the telecom
services and the telecom opera-
tions wings into a new entity
Bharat Sanchar Nigam Ltd from
tomorrow. BSNL will have a paid
up capital of Rs 5,000 crore and an
authorised capital of Rs 10,000
crore. The value of each share has
been kept at Rs 10.

i g ;‘L\l)hls—l‘itm 55 ."3:'2
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»+Small’'minds at work’

here’s large scale confusion over the small scale sector

ment’s attempts to balance Gandhi with globali-

sation; an official policy of liberalisation with or-
ders from the Swadeshi Jagran Manch, makes for
nothing but confusion. And never is this confusion
more manifest than when it comes to the small scale
sector. Some time ago, a high-powered committee
headed by Home minister LK. Advani was consti-
tuted to decide the items which should come under
the small scale industry list and the ones that need tobe
dereserved. Consensus eluded it completely — with
the textiles and commerce ministries arraigned against
the ministry of small scale mdustries. The committee
alse got itself entangled in knots over whether it was
advisable to increase foreign direct investment from
the 24 per cent at present to 49 per cent with a view to
providing a fillip to technology transfer in the sector.
At long last, the committee agreed to bring three sec-
tors—-leather, toys and readymade garments —out of
the protectionist regime.

These were crucial issues that need to be tackled
given India’s commitments to the WTO regime.
There are, at present, some 800-odd items reserved
for the small scale sector, out of which 143 items are
protected by quantitative restrictions on imports. But
the country has, willy-nilly, to prepare for the final
phase of the quantitative restriction phase out over
the next few years and political pussyfooting will not
work. On Wednesday, at the first-ever national con-

I T'S a hard act to follow. The Vajpayee govern-

ference on small scale industries, Prime Minister Va- -

jpayee announced a package for the small scale sector
that was a curious combination of pragmatic eco-
nomics and populist politics. The streamlining of the

inspector raj that the new policy envisaged made em-
inent sense. As minister for small scale industries Va-
sundhara Raje Scindia herself pointed out, even a
single-man unit is subjected to a minimum of 37 in-
spections, 52 laws and 116 forms and registers and it’s
time to do away with such an anachronistic system.
But having said this, the Rs 447 crore that the prime
minister announced asa bail-out for the handloom
sector smacked of financial profligacy that the country
can ill afford. It is not even clear how this relief will
provide afillip to the sector.

All this is not to decry the importance of this sector
to the economy. Apart from its crucial contribution to
the export profile of the country, it hasbeen long recog-
nised as an important source of employment in semi-ur-
ban and semi-rural areas. From all evidence, the rural-
urban divide is growing significantly. According to the
recent National Sample Survey on Household Con-
sumer Expenditure, there has been a 6.7 per cent de-
cline in rural spending between 1991 and 1998 and
rural poverty has actually registered a rise of 3.42 per
cent in this period. Given this reality small scale units
could, ideally, have acted as localised engines of em-
ployment and growth. While the government spent Rs
370 crore during the Eight Five Year Plan on a pro-
gramme to train rural youth for self-employment, ithas
not led to a commensurate growth in local small scale
units, asit should have. What is required is money spent
in providing targeted assistance to this sector, rather
than pouring it down a bottomless pit. This is why the
proposal to conduct a fresh census of this sector is per-
haps the most sensible of all the policy measures an-
nouncedsofar.
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NEW DELHI 13 SEPTEMBER

S YOU read this, the rich-
Aest man in the world will
be finishing breakfast at
New Delhi’s Maurya Sheraton
Hotel. Bill Gates, whose person-
al net worth hit $50.5 billion at
market close on Tuesday, landed
in India.on Wednesday night.
And the first thing he has done
is to host a dinner with
Corporate India’s top bosses.
From Friday morning, Billji
will begin a gruelling schedule
of meetings — pumping the
flesh of partner companies,
politicians and chief ministers
of various Indian states. In the

Bill: Gateway to India

afternoon, he will host a lun-
cheon for mediapersons and

THE GEEK GOD IS HERE T0 SELL .NE, THE LATEST OFFERING FROM MICROSOFT

: After Bill C, it's Bill G

field questions on future
alliances and investment plans.

He will then meet CEOs and
CIOs of our top IT companies,
before walking on to the podium
at the Technology Summit, co-
hosted by ET. But hold it. Don’t
let this busy social calendar mis-
lead you. Billji is here on a jihad:
To spread the gospel of .NET
among believers and sceptics
with damnation to all mixed
metaphors.

The fabulously wealthy Mr
Gates, who co-founded the $23-
billion Microsoft in 1975 with
Paul Allen, is focused on the
success of his new project
Microsoft.NET, whose contours

The Economic Tires
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were mapped out in a four-hoyr
presentation by the chief soft-
ware architect himself and CEO,
Steve Ballmer, in Redmond,
Seattle in June. Three months
later, Microsoft.NET is a reali-

Bits and pieces about this new
technology have appeared in the
media, but hold your horses. The
full, fleshed-out details of
Microsoft. NET will be laid bare
at the ET-Microsoft Technology
Summit at the Maurya on
Thursday evening. By BillG in
person. And if you’ve not got the
invitation already, well we're
really, really sorry but we're
booked up for the evening.
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CORRESPONDENT

New Delhi, Sept. 14: It was one
huge power-packed lunch. Some
10 chief ministers, one Governor,
a Central minister and a deputy
chief minister had showed up for
what could best be billed as a
luncheon homage to Bill Gates,
emperor of the New Economy.

From Net-savvy Chandrababu
Naidu to nattily turned-out S.M.
Krishna to rustic Om Prakash
Chautala, all chief ministers had
come primed to impress Gates
how good their states were as e-in-
vestment destinations. Presiding
over them in a swank suite at the
Maurya Sheraton was, apart from
Gates himself, infotech minister
Pramod Mahajan.

The race among the states —
including IT-wannabes like Delhi,
Gujarat, Madhya Pradesh, Kerala,
Punjab and Rajasthan — to catch
Gates’ eye and win his favour had
touched white heat. Nasscom
chief Dewang Mehta, an insider
to the meeting, said as much: “All
chief ministers were trying to

N e

. 1e Micresoft boss steered
cléar of controversy. When re-
porters asked him to rate the
states in order of IT-readiness, he
said: “Oh no, I have been warned
of the intense competition among
them. I will say nothing on this.”
From prime real estate to vir-
gin markets to promotion of
Microsoft products, anything that
Gates could ask for was on offer.
Gujarat signed an MoU to pro-
mote Windows products in
the state. Chautala rattled off a
litany on what made Haryana the
ideal infotech destination: “Prox-
imity to the national capital, free-
dom from pollution, including
political pollution, excellent law

and order.”
But Gates refused to bite the

bait. He stuck to the plan his team .

had already drawn up for India:
$50 million for add-on investments
to existing facilities.

At the end of the two-hour
meet, however, the software guru
said he was impressed. “These
chief ministers are all doing
something exciting — developing
e-governance, Net education, e-

CM:s scramble to grab a
piece of Gates

- - ~

g My
commerce. I wish some states in
the US would wake up to all this.”

Exciting or otherwise, each
chief minister had an agenda to
sell. Naidu wanted Microsoft to
team up with Andhra to develop
an e-governance and Net educa-
tion model. Uttar Pradesh chief
minister R.P. Gupta wanted to set
up an IT centre of excellence in
Lucknow, the Prime Minister’s
constituency, As if that were not
enough, he suggested that Gates
work on developing software in
the rashtra bhasha.

Maharashtra’s Vilas Rao Desh-
mukh and deputy Chhagan Bhu-
jbal picked up the cue from there.
They urged Gates that Windows
should be developed in regional
languages to “take IT to the mass-
es”. Marxist Kerala’s education
minister P.J. Joseph tried to hard-
sell a plan to make his state fully
computer-literate through a virtu-
al university.

Chief ministers of the other
Marxist states, West Bengal and
Tripura, skipped the meet. Amit
Kiron Deb, principal secretary
to Jyoti Basu, represented Bengal,
but maintained a very low
profile. The northeastern states
went entirely unrepresented.
Bihar’s Rabri Devi, Orissa’s
Naveen Patnaik and Tamil Nadu’s
M. Karunanidhi stayed away.

With those who kept the date
with Gates, the Dum Pukht lunch
spread was a great hit: biryani, as-
sorted rotis, cottage cheese and
chicken and mutton curries. At
the end of it, the Haryana strong-
man wasn’t too sure who he had
been talking to: “Bill Clinton se
meeting bahut barhiya raha... IT
se marg darshan hota to hain (The
meeting with Bill Clinton was
good... IT does give us a philosoph-
ical approach).” .
H See P 6, Business Telegraph
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N ARLIER, mobilisation of
resources for investment,
crucial for promoting

growth and development for
human welfare, was a national
priority. With the advent of the
New Economic Policy, disin-
vestment tops the national
agenda. Disinvestment as done
today is nothing short of down-
right sale of national assets
raised over decades by succes-
sive generations. It is most
recklessly resorted to raise
funds to meet the growing fis-
cal imbalance. Federal finance
is mismanaged and
national jewels sold
to meet the contin-
gent liability. More-
over privatisation is
routed through dis-
investment.

In 1991, Dr Man-
mohan Singh, out-
,hmng the policy of
‘disinvestment, pro-
posed d1s1nvestmg of
government equity |
up to 20 per cent in
the public sector to
mutual funds, finan-
cial institutions and
| investment compa-
nies, including
banks, to enable the
government to raise

CPESABRATA

By GURUDAS DASGUPTA

the equity. In Air India, the
government will allow the
strategic player to grab 40 per
cent of the equity. Foreign
trans-nationals are also wel-
come to acquire a substantial
stake. Disinvestment may ulti-
mately lead to foreign takeover
of strategic national assets
impinging upon country’s secu-
rity.

Reliance Industries, on the
other hand, is reported to have
staked its claim to be favour-

4 prsmvmmm PLAN

Reckless Sale Of National Assets

ling more than 50 per cent of
the petro-chemical market
must not grab IPCL. The pre-
sent government took the
plea that market dominance
can be prevented by setting up
a price adjustment mechanism.
Even Indian Oil was restrained
from making a bid alone. This
was all done to help the
Ambanis.

Shipping Corporation having
made profits for more than
three consecutive years is legit-
imately entitled, according to
the guidelines of the Depart-
, ment of Public
Enterprises, to be
ranted financial
operational
utonomy and clas-
ified as Mini Ratna
1 I category PSE. This
status, if granted,
{ would have facilitat-

ompany.

tatus, the govern-

below 50 per cent.
'| Considering the pre-
sent stock market
{ condition, it can be
safely assumed that

funds to tide over
the economic crisis. Encour-
aging wider public participa-
tion and promoting greater
accountability were considered
important factors. In 1996, the
United Front government set
up a disinvestment commission
to formulate a transparent pol-
icy and draw up the modalities.
The government declared that
the proceeds of disinvestment
would be set apart for public

health and education, particu-

larly for the poor.
SUICIDAL DEALS

Of late the process of disin-
vestment has assumed a differ-
ent dimension. The commission
on disinvestment, while casti-
gating the government, had

| observed that shares in blue
chip companies have been sold
in the GDR and the domestic
market without any benefit
accruing to the public sector or
generating additional resources
for social gain. Further, the
Commission said that this has
resulted in reduction of govern-
ment security even in blue chip
companies merely to meet the
budgetary deficit of the govern-
ment. The government immedi-
ately dissolved the Commis-
sion; the remarks were too
embarrassing.

The Union Cabinet decided
recently to sell off four stand-
alone refineries to Indian Oil
Corporation and Bharat Petro-
leum for about Rs 1,800 crores.
When Mr Ram Naik, the
Petroleum Minister, was asked
to clarify if the revenue would
be used to generate capital
assets by promoting oil activi-
ties or bridge budget deficits,
he preferred to remain silent.
This confirms that disinvest-
ment has been turned into a
tool for augmenting revenue to
tackle the financial crisis.

Moreover, the sale of refiner-
ies to I0C has been contrived
in order to artificially jack up
the price of IOC shares so that
its disinvestment fetches a
higher yield. The inter-ministe-
rial group has alsc decided to
dispose of Hindusthan Zinc
within 160 days. Obviously, the
government desperately needs
funds.

It is understood that the gov-
ernment will shortly invite bids
for Indian Airlines and Air
India. It is not a simple case of
divesting the government’s
stake in the national airlines;
the move is to dilute the state
equity below 49 per cent and
hand over the profit-making
Indian Airlines to a private cor-
porate having 26 per cent of

The author is former Member
of Parliament.

ably considered in the selection
of a strategic partner in the
two airlines. Despite the

-domestic multinational not

having any experience in the
aviation industry, Mr Arun
Shourie, Minister of State for
Disinvestment, has reportedly
assured Mr Anil Ambani, joint
managing director of the giant
corporate house, of favourably
addressing the issue raised by
Mr Ambani while drafting the
bid document. Reliance with 40
per cent of the total refining
capacity in the country, now
wants to.grab IPCL and
extending its tentacles over 85
per cent of petro-chemical prod-
ucts. The Ambanis are also
eyeing the national airlines to
consolidate its monopoly in
India. It appears the policy of
disinvestment instead of pro-
moting fair compeutxon in the
Indian market is creating con-
ditions for the growth of
monopolies.

There has not been a single
dose of disinvestment that has
not raised legitimate questions.
The essential points are appro-
priate valuation of government
equity, modalities for carrying
out transactions and gainful
utilisation of the yield for social
progress. While shares of Gas
Authority of India were traded
in Bombay Stock Exchange
between Rs 183 Rs 140 per
share with the BSE Index
striking a new high at 4322,
the Government of India
refused to disinvest ignoring
the advice of the Commission.
The offer of Hongkong and
Shanghai Banking Corporation
at Rs 147 was not accepted.
Surprisingly, while BSE Index
peaked at 4400 these shares
were off-loaded only at Rs 70
per share. The nefarious deal
inflicted a heavy loss of not less
than Rs 1,200 crores on the
state exchequer.

NEFARIOUS GAME

Again it is widely complained
that Modern Foods has been
undersold since the value of

" the immovable assets, particu-

larly land, has not been consid-
ered at the ruling market price
while carrying éut disinvest-
ment. Lack of transparency in
the modality of sale of govern-
ment equity is evident in the
way the government sought to
manipulate the recommenda-
tion of the Commission with
regard to disinvestment of its
stake in IPCL. The Commis-
sion had recomrfended that
care should be tiken to ensure
that the strategic sale does not
lead to market dominance by a
single player. The warning was
obvious: RIL already control-

a company worth of
Rs 3, 0 crores can easily be
taken
rate mérely by investing Rs
300 crores. Examples of squan-
dering away of public assets
are not few.

It is a paradox that in an
era of advancing liberalisa-
tion, disinvestment of govern-
ment equity in public sector
is carried out under bureau-
cratic control supervised by the
all powerful committee
presided over by the Prime
Minister.

MEETING DEFICIT

Earlier, the policy of disin-
vestment called for investment
in alternative projects of social
importance. Today disinvest-
ment is a means of meeting the
budgetary deficit. The yield of
disinvestment is a part of gov-
ernment’s annual revenue, No
separate fund has been set up.
It also leads to globalisation of
national wealth,

Unrestricted entry of foreign
institutional investors in the
secondary market makes the
national industry, including its

giants, vulnerable to foreign

takeover. In a country haunted
by poverty privatisation has
become the creed of the govern-
ment, dismantling of public
sector is its immediate objec-
tive. The Government’s deci-
sion to dilute its stake in the
nationalised banks, expanding
the capital base through néw
issues, inviting private sub-
scription opens the door for
gradual privatisation of the
banking system. Poverty is not
an issue relating to compassion
alone,

Public sector is an important
tool for management of human
welfare. About términally sick
undertakings, options may be
limited but indiscriminate dis-
investment, reckless privatisa-
tion, random dilution of gov-
ernment equity and large
large-scale corporatisation are
too dangerous to be ignered in
India.

Mr Arun Shourie, Minister of
State, while replying to a de-
bate on disinvestment unhesi-
tatingly declared “there has
been complete change in the
conception of State”. According
to him, the government that is
fighting terrorists should by no
means burden itself with eco-
nomic activities like manufac-
turing of bicycles. Seen in the
present perspective this is a
shameful plea for the with-
drawal of the state from eco-
nomic enterprise. In an un-
guarded liberalised market
economy, the quality of human
life does not improve automati-
cally.

l

over by a private corpo- .
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continues to loock muddled.
We are helplessly dragged
along by the inexorable wave of
globalisation and liberalisation.
All political parties across the
ideological spectrum seem to
agree that the process of liber-
alisation and economic reforms
is irreversible, and it is all for
the good that India should open
its windows fully on the world.
However, when the turbulent
cross-currents of international
trade make the Indian rupee
nosedive to its nadir, we panic
and resort to knee-jerk surgical

INDIA’S economic agenda

India desperately drums up a
slew of measures to buoy up
the sinking rupee. It even per-
mits corporates to bring back
into the country a higher pro-
portion of their dollar earnings
kept abroad than was earlier

aecollapse of the Mexican peso,
athe Malaysian rin-
33itt and the Indo-
wiesian baht perhaps
Svom large in recent
Femory. ,
But the collapse of
the East Asian eco-
nomies was brought |
about not merely by k&
their burgeoning
current accoun
deficits, but by the
underlying malaise §
of their critical capi- f
tal account shortfall,
A sgerious capital
account deficit is an
Albatross around
the neck. Fortu-
nately, India has no
such desperate need

-

Need To Focus Production And In

ECONOMix AGEN

- By SH VENKATRAMANI

remedies. The Reserve Bank of -

allowed. The nightmare of the -

of a company’s stock like a hot
brick another day. An FII can
afford to take a myopic fly-by-
night view of its investments.
Our domestic FIs and banks, in
contrast, have to necessarily
take a long-term and consistent
view of a business and a busi-
ness enterprise. ’
There is no gainsaying that
these FlI-induced spasms and
counter-spasms are precisely
because we hadn’t thought
through the implications of the
liberalisation of norms govern-
ing foreign investments in the
Indian economy as we began
the economic reforms process.
In retrospect, there is reason to
think that we should perhaps
have given greater preference
to allowing foreign direct
investment in India’s infra-
structure, which by definition
will be long-term, as compared

for oxygen on the
capital account. Our foreign
currency borrowings on the
capital account aren’t profli-

ate enough to dangle the

balance of gayments crisis
over the head of the country.

FOREIGN HAND

It is understandable that
stock exchanges in an imma-
ture economy like ours should
track the Nasdaq. But what is
inexplicable is that the foreign
institutional investors (FIIs), in
spite of accounting for & very
small part of the totel trade in
stocks in the Bombay Stock
Exchange and the National
Stock Exchange, determine the
Sensex in tandem with a set of
other key players. If the FIIs
turn net sellers to the tune of a
few hundred millions of dollars
during a particular month, the
Indian economy raps at the
door of the cardiologist. If, on
the other hand, the FIIs make
major buys on the Indian
bourses on a given day, the
Indian economy beams in the
pink of health. Indian economy
and business are thus turning
out to be faithful weather-
vanes to the way the FII wind
is blowing.

perhaps that our domestic
financial institutions and
banks are not allowed to play
the markets as the FIIs can.
An FII can, with the investible
surplus at its disposal, gobble
up all the floating stock of a
company on a particular day. It
may equally well drop a chunk

The author is Head of
Corporate Communications,
ITC. The article contains his
personal views.

amocles’ sword of a serious -

Part of the reason for this is

to the intrinsically undepend-
able investments by foreign
institutional investors in the
bourses. :
But yet when, in the first
flush of liberalisation, some of
the foreign multinationals in
the power sector queued up to
invest in mega power projects
in our country, they were sub-
jected to the humiliation of an
inordinately long and uncer-
tain wait. They finally packed

their bags and left after failing -

to get a credible assurance
from the Government of India
about the implementation of a
system of sovereign guaran-
tees.

Why? We had opened up the
power sector to foreign direct
investment without readying
our policy on sovereign guaran-
tees. When we finally cobbled
together a semblance of a poli-
ci on FDI in power generation,
the energy MNCs had, as the
poet said, folded their tents like
the Arabs and as silently sped
away.

SOFT FOCUS

If the market sentiment in
India is too vulnerable to the
vagaries of FII cash boxes, we
should have bullet-proofed our-
selves enough to brace up to
foreign investment in insur-
ance and ayiation before open-
ing up these hallowed govern-
mental preserves to private
and foreign investment. But we
aren’t yet alive to the ramifica-
tions of foreign investment in a
sector like life insurance,
where our predominant nation-
al objective has been that of
social welfare. Our striving has
always been to make insurance
available to those who need it
the most, and not to those who

DA

structure

can pay the most for it. When
we privatise life insurance and
open it up to foreign invest-
ment, we must reckon that it is
not the inspiring vision of
reaching insurance to the
needy poor that will guide the
industry, but the profit motive.
Before testing the terrain, how-
ever, we have taken the
plunge.

Forty per cent of the country
subsists below the poverty line.

e are, however, euphoric
about economic emancipation
through e-commerce. But all
that software accomplishes is
the reduction of time and space
barriers in processing and
transmitting data, and reduce
the chance of error in doing it.

‘In itself, software cannot con-

tribute to our economic better-
ment,

Given this hard ground reali- .
ty, India’s emergence as one of
the largest information tech-
nology talent pools
in the world, and the
prospects for the
country’s software
exports to touch $50
billion a year by
2008 AD, aren’t rea-
B sons for partying.
Manufacturing

responding period
last year, according
to the Central
Statistical Organi-
sation (CSO). The
growth in manufac-
turing was 9.2 per
cent during 1999-
2000, as against

© 1998-99. Agricultural produc-

tion and the GDP are stagnat-
ing in spite of the software
boom. '

To power the engine of the
economy, we need to apply soft-
waré to till the soil and turn
the machine. We must take the
Frogrammers to the paddy
ields and the production facili-
ties.

NO STRATEGY

Our celebration of the boom in
the services sector is mis-
placed. An explosion in ser-
vices, without the infrastruc-
ture to sustain it and agricul-
tural and industrial production
to feed it, will overheat and
ulcerate the economy. India’s
current annual investment in
infrastructural projects of
around Rs 700 billion needs to
double in the next two years. It
must touch Rs 2,000 billion by
2005-06.

Agriculture is the backbone of
the Indian economy. We are

" home to an astonishing number

of varieties of rice. We also
have a staggering wealth of
bio-diversity. India has over
half a lakh unique varieties of
plant species. But even with
the imminent advent of the era
of the World Trade Organisa-
tion (WTO) framework and
product patents, we haven’t
begun to think of ways to pro-
tect our invaluable bio-diver-
sity. ~

We haven't taken a position
on whether life forms can and
should be patented. The mere
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thought of developing a strate-

gy to safeguard our priceless
intellectual property rights in
the new commercial comity of
nations has not yet crossed our
minds.
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. 4,429 CRORES TO'BE PAID INTO OIL POOL ACCOUNT

Help reduce the burden,

A9 AR Ca\
By Our Special Cqrrespondent

NEW DELHI, SEPT. 24) The Finance
Ministry has agreed to deposit Rs.
4,429 crores into the oil pool ac-
count as part of a three-pronged
strategy to tackle the situation
arising out of the spurt in interna-

tional crude prices, without im-
posing much burden on the
consumer. The amount was with-
drawn by the Government about
a decade ago and the Petroleum
Ministry has been seeking its re-
turn.

The Petroleum Minister, Mr.

India for global
group on olil prices

By C. Rammanohar Reddy

PRAGUE, SEPT. 24. The Union
Finance Minister, Mr. Yashwant
Sinha, in his speech to the
International Monetary and
Financial Committee of the IMF
called for the establishment of a
joint consultative group with
representatives drawn from

industrial as well as developing
countries which would
periodically review oil prices as
well as the demand and supply
situation.

Mr. Sinha'’s statement on the
oil prices, which was not in the
prepared text distributed to
correspondents here, also said
the forum could provide a more
stable environment of oil prices,
which was crucial for sustained
growth. The Finance Minister
said the IMFC and the
Development Committee (the
latter a forum of the World
Bank) could play a constructive
role through a exchange of
views on the oil situation.

In their first reaction to this
proposal, analysts of the global
oil market expressed doubts
about what such a body could
contribute to price stability.

Oil producers’ pledge: Page 13

Ram Naik, said the decision to re-
turn the money was taken after
discussions between the Petro-
leum and Finance Ministries on
ways to tackle the high crude pric-
es.

Speaking to reporters here this
morning, he said it might take
some time for the Government to
finalise the package of measures
to meet the Rs. 23,600-crore def-
icit in the oil pool account. In any
case the decision would be taken
before September 30.

The package, he said, would
equally divide the burden im-
posed on the oil pool account
among the three measures envi-
saged — hike in the prices of pet-
roleum products, cut in excise
and customs duty on them and
floating of oil bonds.

While the Finance Ministry
needed some time to work out the
exact reduction in the excise and
customs duties, the Petroleum
Ministry had to first work out the
hike in ex-depot prices of prod-
ucts and then the new duties
would have to be adjusted for fi-
nal consumer prices. Hence the
delay in finalising the details.

Mr. Naik reiterated that the
price hike would be effected,
without causing a disproportion-
ate burden on consumers.

Due consideration would be
given to the interests of the weak-
er sections. The Minister also an-
nounced that he would write to all

Naik tells States

$)

Chief Ministers to help the Centre
reduce the burden on the com-
mon man by cutting down the
sales tax on petroleum products
by five per cent.

The States had had a windfall
due to the upsurge in global crude
prices for the past one and a half
years and they must also share
the burden, like the Centre, which
was forsaking a substantial quan-
tum of revenue by cutting down
on excise and customs duty, he
added.

Asked whether he proposed to
take the Opposition parties into
confidence on the price hike to
avoid any outcry or calls for a roll-
back later, Mr. Naik said, “I have
consulted the Cabinet and the
National Democratic Alliance
(yesterday). I will consider the
suggestion of talking to parties.”
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_The rocky road to

restructuring ,»*
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As the Government tries to wind down the public
sector, it will have to go hand-in-hand with the
unions. SUSHMA RAMACHANDRAN on the
disinvestment moves and the problems.

OES PUBLIC sector disin-

vestment hurt or help the

workers? This is the question

being debated by trade
unions and the public sector manage-
ment, that is, the Government. Trade
unions are putting forward the argu-
ment that sale of public sector under-
takings (PSUs) will harm workers who
will then be exposed to the vagaries of
the private sector and lose the tradi-
tional benefit of a secure job for life. On
the other hand, the Government claims
disinvestment will actually benefit
workers in terms of better salary and
perquisites and insists retrenchment
does not have to be part of the process.

The disinvestment, or rather privati-
sation, worrying the unions mainly in-
volves sick PSUs which have been
limping along at the taxpayers’ ex-
pense. But profit-making companies
such as Indian Airlines are also being
privatised to ensure that they can take
on the challenge of globalisation and
increased competition in the long
term. The trade unions, however, have
complained that sale of blue chip PSUs
is not essential since these perform ef-
ficiently and provide an assured source
of revenue to the exchequer. Besides,
selling these companies will harm
workers who may have to face job loss-
es. The argument continues that it
would be preferable to infuse more
funds into these companies and res-
tructure them into profitable units.

Officials involved in the disinvest-
ment process, on the other hand,
maintain these arguments are not ten-
able in the present global economic
scenario. With companies all over the
world going into a frenzy of mergers
and acquisitions, they say corporates
are trying to focus on core competen-
cies to meet the increased competition.
Simultaneously, the advent of the
World Trade Organisation (WTQ) and
the breaking down of tariff barriers has
made all countries vulnerable to com-
petitive pressures from the rest of the
world. India is also a member of the
WTO and like others will have to gradu-
ally open up the economy. In such a
scenario, it will be difficult, if not im-
possible, for the public sector in its pre-
sent form to face the competition.

Even the oil and power sectors which
provide the bulk of public sector reve-
nues can do so primarily because of the
prevailing monopoly control of the
market, The question is, what will hap-
pen when the multinational oil majors
enter the lucrative area of marketing
petroleum products, currently being
controlled by public sector oil compa-
nies. The case - " *he gigantic Steel Au-

ey —

thority of India Limited (SAIL) is cited
as it was always a highly profitable
company till it faced competition. The
SAIL now requires desperate bailout
packages from the Government. This
could be the fate of many other so-
called blue chip companies, goes the
argument. The VSNL and the MTNL are
already running into problems with the
opening up of the telecom sector to
private service providers.

According to the Disinvestment Sec-
retary, Mr. Pradeep Baijal, the views of
the trade union leadership do not al-
ways coincide with those of the work-
ers on the shopfloor. The experience of
privatisation has shown that workers
have been supporting the shift since it
brings higher pay scales and better cor-
porate performance. For instance, he
pointed out, in Medemn Foods Limited
workers had been deprived of interim
relief for years as it was not allowed for
loss-making units. Workers ended up
getting better salaries under the new
owners, Hindustan Lever Limited
(HLL), while the unit’s turnover rose by
40 per cent. Besides, the agreement be-
tween the Government and the HLL
stipulated that workers would not be
retrenched.

In a much earlier case of privatisa-
tion in the power sector, he recalled
that workers supported the strategic
sale of the company, ACC Babcock
Limited (ABL). The ABL case consid-
ered by the Bureau for Industrial and
Financial Reconstruction (BIFR) had to
be approved by all unions of the units
in Karnataka and West Bengal. Surpris-
ingly, there was unanimity on the issue
with all eight unions approving the
BIFR decision to sell the company.

The Department of Disinvestment
(DoD) is also confident that workers in
Air India are eager for privatisation
since it would mean an upturn in the
company’s fortunes and a better deal
for them. Currently, the DoD estimates
that the ratio of employees per aircraft
is 800, extremely high by world stan-
dards. The induction of another 25 air-
craft into the fleet by a strategic buyer
would halve this ratio, bringing it in
line with international norms. There
would then be no need to cut back on
the company’s staff strength. The DoD
points out that only a large foreign en-
tity would have the resources needed
for Air India’s fleet expansion. It main-
tains that even most of Al's trade
unions recognise this reality and do not
have any substantive objections to
privatisation.

Yet, there is a feeling in the Govern-
ment that the trade union leadership is
in favour of continuing with the mono-
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Cong joins CPM attack
éf)

|5 on disinvestment ..

—

STATESMAN NEWS SERVICE rationale behind selling even proflt- making

units at a discount to some leading industrial

NEW DELH]I, Aug. 10. — Making a u-turn on

houses. “The IPCL is going to be sold at a dis-

the disinvestment of public sector undertakings,

WOMEN'S BILL

the Congress joined by the CPI-M
today attacked the government
for selling the PSUs for a song. “It
is a loot of national treasury in
the name of disinvestment,” Mr
Mani Shanker Aiyar (Congress)
said while participating in a dis-
cussion on disinvestment in the
Lok Sabha. _

He demanded a White Paper on
the subject, raising objections to
the government going in for the
disinvestment programme with-
out having any policy on the sub-
ject. The Congress never advocat-
ed selling off PSUs as the word
“disinvestment” dees not appear
in the Congress election mani-
festo of 1999, Mr Aiyar said,
while defending himself and his
party in attacking the Centre on
its disinvestment policy.

Mr Basudev Acharia (CPI-M)

NEW DELHI, Aug 10. —
The government “is ready to
go for a special majority” to
try and get the Women’s
Reservations Bill approved
by Parliament if it does not
succeed in its efforts to
evolve a consensus, Mr Atal
Behari Vajpayee told the
Rajya Sabha today.

He, however, did not spell
out a time-frame.

Women members said if
the Bill is passed soon the
reservations could become
effective before the Ass-
embly polls in some states.

— SNS

count to the Reliance group of industries,”

Mr
Acharia alleged.

Earlier during Zero Hour, the
Lok Sabha witnessed noisy scenes
over the failure of the govern-
ment to bring the Women's
Reservation Bill for passage in
the House. Raising the issue, Prof
AK Premajam (CPI-M) asked the
government to get the Women’s
Bill passed urgently. She was
joined by Congress, TDP and
ATADMK members.

The RJD, SP, Muslim League,
BSP and JD-S member% opposed
the Bill in its present form asking
the government to make a separate
quota within the 33 per cent limit
for women belonging to the weaker
sections and the minorities.

Intervening in the debate, Mr
Pramod Mahajan said the govern-
ment was not able to include the
Women’s Bill for passage during

who initiated the discussion asked the govern-
ment to come forward and tell the House if it
had any separate policy of disinvestment of loss-
making units and another policy for the profit-
earning undertakings. He sought to know the

the ongoing monsocon session of the Lok Sabha
because of lack of consensus among the political
parties. Not satisfied with the minister’s reply,
the Congress, CPI-M, TDP and AIADMK mem-
bers walked out of the House in protest.
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Disinvesting PSUs is a must if the government is serious about reform
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here is no apparent connec-

tion between the troubles in

Kashmir and the Central gov-

ernment’s struggle to imple-

ment economic reforms. But
recent events seem to indicate that the
pattern of progress (or more accurately
thelack of it) in both contexts is remark-
ably similar. For instance, the peace
progress in Kashmir often seems to pro-
ceed along a “one step forward, two steps
back” path. This has also been the story
of implementing economic reforms in
the country. The current government
seemed very enthusiastic about acceler-
ating the process of reforms, and an-
~ nounced a number of measures which
brought hope to the pro-reform school.
But, recently the Ram Vilas Paswans
seem to have gained the upper hand —
free telephones and other goodies to gov-
ernment employees may be the most rev-
olutionary steps undertaken by the gov-
ernment!

Perhaps the best example of the “one
step forward, two steps back” path is the
government’s experience with the disin-
vestment exercise. Throughout the last
decade, the disinvestment of govern-
ment holdings in public sector enter-
prises with the eventual goal of privati-
zation has always been a top priority of
successive governments. The current
government has been no exception. It
took bold steps to sell off Modern Foods.
The state-owned airlines were also
prime targets of the disinvestment pro-
igramme, and there are hopes that Air
%[ndia may soon be partially privatized.

* Thebudget for the current fiscal year

_has set a target of Rs 10,000 crore, a fig-
- ure which suggests that the government
does mean business. Newspapers have
also been full of stories that the Central
government has been contemplating
selling off part of its holdings in public
sector banks. The target level of disin-
vestment is said to be as high as 74 per
cent in the stronger public sector banks.

These have been positive steps. How-
ever, the pace of progress was too good to
be true. Several ministers in the Union
cabinet have been less than enthusiastic
about the disinvestment programme.
They have received staunch support
from the leftist parties and the employ-
ees of the public sector undertakings
threatened with privatization. Of
course, the latter group’s opposition is
easily understood. After all, they have
cushy jobs in the public sector, and many
of them may lose their positions under
private management.

nfortunately, the pressure may be
proving too much for the govern-

ment. The prime minister has
just finished a meeting with the commit-
tee of public sector trade unions. The
committee has decided to defer the pro-

The author is an economist at the
Indian Statistical Institute, New Delhi
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posed three-day nationwide strike by
central public sector workers, ostensibly
in response to an appeal from the prime
minister. However, newspapers suggest
that Atal Behari Vajpayee may also have
made some conciliatory statements, He
is supposed to have offered reassurances
that the government is against the “in-

¥

¥
private sector would necessarily take
uncoordinated decisions. In contras
the public sector could take coordinated
decisions so that the steel industry
would demand the products of the capi-
tal goods industry while the capital
goods industry would demand the out-
put of the steel industry. In other words,

discriminate” privatization and closure
of public sector units. One newspaper
even suggested that there was some sort
of assurance that profitable PSUs would
not be sold off.

The public sector employees will cer-
tainly lose out if the public sector is
gradually shut down. Voluntary retire-
ment schemes, retraining and redeploy-
ment will take care of the interests of
the vast majority of employees. In any
case, why should public money be tied
up in protecting the interests of a sec-
tion of workers in the organized sector
when other workers do not have similar
protection? So, the case for the survival
of the public sector has to hinge on
whether it continues to bring any bene-
fits to the national economy

The public sector is often credited
with having built up the heavy industri-
al base of the Indian economy. The argu-
ment runs along the lines that private
entrepreneurs would simply not have
shouldered the huge risks associated
with setting up heavy industries. The
initial size of the small domestic market
would have acted as a deterrent since the

BAIPRALLE,
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‘ The best price for the
airline’s equity would
have been paid by some

foreign airline ,

the simultaneous creation of several
giant firms would circumvent the prob-
lem of small markets because each small
firm would demand the products of the
other firms.

This is no longer a justification for
the survival of the public sector enter-
prises. These have outlived their useful-
ness. For instance, what does the coun-
try lose if Air India is privatized? Or if
the Indian Tourism Development Corpo-
ration hotels are run by the Oberois or
Taj Group?

As far as units in the service sector
are concerned, what matters is whether
thé consumer gets decent service at rea-
sonable prices. Air India offers lousy
service. And on many occasions, it is Air
India which has asked the government

vz TELZGRAPE
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to intervene when foreign airlines offer
heavily discounted fares!

ven a cursory look at the balance
Esheets of these enterprises sug-

gests that they produce paltry re-
turns on the capital invested in them —
most of them are not commercially vi-
able. Most of these units are now in sun-
set industries or operate with rundown
machinery and obsolete technology.
Only massive infusions of capital can
possibly restore their viability. No pri-
vate venture capitalist is likely to take
the risk of lending money to these enter-
prises unless it is at exorbitant rates of
interest. On the other hand, the govern-
ment itself faces severe financial con-
straints, and so simply cannot infuse
fresh capital into these enterprises.

So, it is time that the government
shed its ambivalent attitude, and
pressed on resolutely with the disinvest-
ment exercise. The government canrake
in alot of money from the disinvestment
exercise. This is also the appropriate
point to emphasize that only convoluted
thinking can come up with the argu-
ment that profitable public sector enter-
prises should not be sold. The more prof-
itable the firm, the higher the price at
which it can be sold. That is, the govern-
ment loses nothing by selling off a prof-
itable enterprise provided it can extract
an appropriate price from the buyer.

It must also discard old prejudices. It
is shooting at its own feet by imposing
unnecessary restrictions. For instance,
there is no reason why any government
should continue to own 26 per cent of a
company making bread or 49 per cent of
a domestic airline. Surely, it cannot be-
lieve that it will have to act as a watch-
dog on these companies in order to pro-
tect the country’s interests. In that case,
it should appoint watchdogs on all com-
panies operating in India! Equally ab-
surd is the decision of the government
to debar foreign airlines from owningeq-
uity in Indian Airlines. It is obvious that
the best price for the airline’s equity
would have been paid by some foreign
airline which could have come in as a
strategic partner.

use this money wisely. Perhaps, the

best option is for it to retire debt. A
major problem for the government isthe
inordinately high level of interest pay-
ments — this is perhaps the single most
important reason for its failure to keep
the fiscal deficit to reasonable levels.
The retirement of debt with the pro-
ceeds from disinvestment will serve two
purposes. It will help in the eventual
control of the fiscal deficit by reducing
its debt service burden. More important,
this will also enable the government to
ward off allegations that it is “selling
the family silver” to pay for its current
profligacy. After all, the government
would simply be selling some of its as-
sets to reduce its overall indebtedness.

It is important that the government
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Sonia demands formation of

standing pgrgvel 0

Our Political Bureau

NEW DELHI 21 AUGUST
OPPOSITION LEADER Sonia
Gandhi on Monday demanded
the formation of a standing com-
mittee on disinvestment, alleging
the absence of a clear-cut policy
of the ruling National Democratic
Alliance’s towards this critical
issue.

Congress party insiders
argued Ms Gandhi’s demand was
not unreasonable as there
already exists a separate depart-
ment of disinvestment with an
independent minister in charge.

The divestment issue falls
under the jurisdiction of the par-
liamentary standing committee of
finance.

However, individual disin-
vestment cases pertaining to var-
ious ministries are being dealt
separately by the respective
standing  committees.  For
instance, the parliamentary
standing committee on transport
and tourism has just finished giv-
ing its final touches to its report
on disinvestment in Air India.

chc ing the govehn'}nt of

not reachpg positively to the
Opposition \emand for a white
paper on Wisinvestment Ms
Gandhi, in a letter to Lok Sabha
speaker GMC Balayogi, main-
tained that the government could
not be allowed to proceed ahead
with the current approach.

“As a principled opposition
party, the Congress cannot and
will not support the dangerous
course upon which the Vajpayee
government is set to take us eco-
nomically,” she wrote in her let-
ter.

Congress spokesperson
Margaret Alva too sought to dis-
pel any impressions of the BIP-
led government following disin-
vestment policies enunciated by
the Congress, which she said
some ministers in the present
government had been contend-
ing.

Arguing that the Congress
had never supported outright the
sale of PSUs, Ms Alva referred to
Dr Manmohan Singh’s budget
speech as finance minister in

n divestment

q; Wi

1991 in Par¥ment as the bench-
mark for the party’s policy on
disinvestment.

The then government decid-
ed to disinvest up to 20 per cent
of its equity in select PSUs with
the objective of broadbasing
equity, improving management
and enhancing availibility of
resources in these PSUs, she
said.

“We reiterate the stand that
sale of PSUs clearly marks a
departure from the nationally
accepted policy of partial disin-
vestment. The way in which Air
India, IPCL and Modern Bakeries
have been sold or put up for sale,
does not do the country proud,”
she said.

She maintained that the
debate on disinvestment in both
houses in parliament last week
had revealed a wide divergence
of views over direction, speed
and content of the government’s
disinvestment programme. The
demand for a standing committee
on disinvestment was hence justi-
fied, she said.

I'he Economic Time.
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SECOND REPORT OF EFC BY MONTH-END

Vajpay
~iv at re

By Our Special Correspondent

NEW DELHI, AUG. 21. The day-long
deliberations by seven Chief Min-
isters and representatives of two
State Governments over the “dis-
criminatory” recommendations
of the Eleventh Finance Commis-
sion (EFC) ended with an assur-
ance from the Prime Minister, Mr.
A.B. Vajpayee, that the points
raised would be considered in the
second report of the Commission,
expected by the month-end.

The argument of the Chief Min-
isters, who attended the conclave,
was that the EFC recommenda-
tions favoured ‘‘non-performing”
States, and that those who had
performed better were being dis-
criminated against in terms of
lower allocation of resources.

The Andhra Pradesh Chief Min-
ister, Mr. N. Chandrababu Naidu,
moving spirit behind the con-
clave, later told presspersons that
it was conveyed to the Centre that
many of the States had already
launched the second generation
of reforms and if at this stage they
were to be “punished” for better
performance, their economies
would be crippled and the re-
forms derailed. The better-per-
forming States were not against
more funds being awarded to
backward States, but this should
not be at their cost.

The delegation also had sepa-
rate meetings with the Union Fi-
nance Minister, Mr. Yashwant
Sinha, and the EFC Chairman,
Prof. A.M. Khusro, before meeting
the Prime Minister. Mr. Sinha is
understaod to have told the dele-
gation that the Government
would try to address the points
raised by them within the param-
eters of financial viability of the
Centre and the States.

Prof. Khusro, on his part, told
the Chief Ministers that the Com-

,%ﬂm/wq
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ee assures relook
llocation

The Prime Minister, Mr. A. B. Vajpayee, going through a memorandum on the Eleventh Finance
Commission report presented at his residence in New Delhi by the Andhra Pradesh Chief Minister,
Mr. N. Chandrababu Naidu (second from right). Looking on (from left) are the Kerala and Punjab
Chief Ministers, Mr. E. K. Nayanar and Mr. Parkash Singh Badal, the Tamil Nadu Law Minister,
Mr. Aladi Aruna, and the Deputy Chief Minister of Maharashtra, Mr. Chhagan Bhujbal.

— Photo: Shanker Chakravarty

mission recognised the need for
rewarding efficiency and as it for-
mulated its recommendations
linking fiscal performance to de-
volution of funds, the efficiency
factor would be duly considered.

Mr. Naidu clarified that the
Chief Ministers had not set any
deadline for the Centre to re-
spond, but said they would wait
for the second report before de-
ciding on their course of action.
On a special session of the Inter-
State Council, he said a decision
would be taken after the second
report was released.

The Chief Ministers of Kerala,
Punjab, Haryana, Assam and Ma-
nipur — Mr. EX. Nayanar, Mr.
Parkash Singh Badal, Mr. Om Pra-
kash Chautala, Mr. Prafulla Ma-
hanta and Mr. Nipamacha Singh
respectively — took part in the
meeting.

The Goa Chief Minister, Mr.
Francisco Sardinha, joined them
in the evening. Maharashtra was
represented by its Deputy Chief
Minister, Mr. Chagan Bhujbal,
and Tamil Nadu by its Law Minis-
ter, Mr. Aladi Aruna.

Although the meeting had at-

tracted speculation since three
NDA Chief Ministers were partici-
pating along with their counter-
parts from Opposition parties,
Mr. Naidu made it clear that the
meeting dealt only with economic
matters and there was nothing
political about it.

The BJP general secretary, Mr.
M. Venkaiah Naidu, played down
any political implication of the
conclave and asserted that the
party had not put any pressure on
its Chief Ministers to stay away.

Plea for Inter-State Councli
meet: Page 15
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F\ate, two streams of

thdught have emerged
with regard to disinvest-
ment of public sector units.
Ironically, both are disturbed
though for different reasons. If
' one is concerned about slow

progress, the other is disturbed
about the allegedly rapid rate

BY JAGDISH SHETTIGAR

Mamata occupies Writers’
Buildings in Calcutta.
Therefore, the only hope for
the Left parties is to maintain
their control on working class
somehow. Here also, they have
started facing a threat. With

BLIC SECTOR .-

Dlsmvestment And Vested Interestw

tion of the working class is
being taken for a%ide,

That is why trade unions and
political parties depending on
them give all this an ideologi-
cal colour. In this game even
the BMS has become a party. '
Though it is not directly con- '
trolled by any political party,

of disinvestment.
Critics of the the

present disinvestment |

process are divide

ther interested in

solving the economic
problems nor commit-
ted to any particular
ideology. They repre-
sent basically vested
interests. They have
an ulterior motive in
criticising the govern-
ment’s decision in one
way or the other.
According to one set
of people, the govern-
ment lacks political
courage and is going
slow in disinvest-
ment. They are also
disturbed at not find-

this large trade
union is nearer to
the thinking of
Deen Dayal Upad-
hyaya, who was
not a-votary of the
presence of public
) sector units in non-
strategic areas. In
fact, his economic
philgsophy re-
4 volved around in-
dividual human
beings and decen-
tralisation. The
commanding
heights of public
sector is against
his philosophy.

In this game of
competitive mis-
4 leading of workers,
the BMS also pre-
ferred not to be dif-

ing blue chip compa-
nies among PSU units listed
for disinvestment.

SUPPLY

These people don’t have
patience. Basically they are
merchant bankers and brokers
interested in being associated
with the disinvestment pro-
cess. Their criticism is no bet-
ter than that of a trader who
complains about inadequate
supply of goods during a busy
business season.

The other set of critics fears
that its very base will be erod-
ed. Hence the fight for survival.
But they are clever enough to
give an ideological colour to
their fight. They even try to
make it look like a fight bet-
ween haves and have-nots.
They behave as if they are the
messiah of poor and supporters
of disinvestment are anti-poor.

Basically these critics are the
trade unioas or, rather, trade
union leaders. There is a hid-

. den agenda behind this move.
Except for BMS, the rest of the
trade unions are directly affili-
ated to one or other political
_parties. Left parties control a
large number of trade unions
though not a large number of
workers. All this time, Left
parties were sure of their
known support base, namely
West Bengal and Jawaharlal
Nehru University. In Kerala it
has always been once in and
then out next time. With the
emergence of Trinamul Cong-
ress, the Left bastion in West
Bengal is about to crumble. It
is only a matter of time

The author is member, Prime
Minister’s Economic Advisory
Council and Convenor, BJP
Economic Cell.

the rise in consumerism, the
requirements of every family
including that of working class
has gone up. Today an average
family is not content just with
minimum requirements such
as food, clothing and shelter.
Thanks to aggressive cam-
paigns through the media, peo-
ple have become aware of vari-
ous gadgets. People have also
realised the potential power of
good education. Now workers
know that increased aspira-
tions of their families cannot be
fulfilled with minimum bonus
and salary which trade unions
can bargain for them.

EARNING

They have realised now that
in a free atmosphere where
there is no presence of trade
unions between them and the
employers, the scope for earn-
ing is already better. They
recognise now that productivi-
ty-linked returns actually
improve living standards —
unlike in the past. The guaran-
tee for meeting the aspirations
of their families is perfor-
mance; not the agreement they
sign through the trade unions.
No wonder flags which used to
flutter outside factories in
Mumbai have almost disap-
peared unlike in the seventies.

That leaves only the public
sector undertakings as the last
hope for the trade unions. If
these units also get corpora-
tised and start running purely
on commercial principles where
should the trade unions go?
Where should the political par-
ties relying solely on trade
unions to maintain their sup-
port base go? Disinvestment is
actually a threat to trade
unions. Unfortunately, a sec-

ferent form the
rest. What these trade unions
don’t realise is that only eight
per cent of the total labour
force is under their control —

that too under so many brands.

LABOUR

Outside the trade unions, 92
per cent of the labour force are
unfortunately not organised
and articulate. The day this
section becomes assertive the
so-called working class under
the organised trade unions will
simply be washed away.

Then there are political oppo-
nents. They started realising
that things move in the right
direction. At least there is a
ray of hope of containing the
fiscal deficit and debt burden
in the near future. Moreover,
the drain on the exchequer
becomes minimum once PSU
units get corporatised and start
running on a professional
basis.

On the other hand, there may
be fat dividend cheques. That
may be good for the economy
and the country. But it is bhad
news for political parties hop-
ing to come back. Hence, the
attempt to suspect motives
behind disinvestment — may
be in the name of share value,
strategic partner and, if not
anything, at least say “why
this particular unit now?”

Of course, in a democracy one
has to cope with this kind of
criticism. It may ®low down the
reform process a little bit. It
may further delay an improve-
ment in the quality of life of
the underpriviléged which is
actually the objective behind
the second generation reforms.
After all, one cannot enjoy the
luxury of democracy without
paying the price for it.
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STATESMAN NEWS SERVICE

NEW DELHI, Aug. 29. — The Cabinet
Committee on Disinvestment today put off a
decision on MMTC and STC. It, however,
finalised the disinvestment of four more PSUs,
taking the number of units whose proposals
have been cleared to 23.

The four PSUs are Sponge Iron India Limited,
Mineral Exploration Corporation, Hindustan
Zinc and Hindustan Insecticides Limited, the
Union Disinvestment Minister, Mr Arun
Shourie, told reporters after the meeting. The
Prime Minister chaired the meeting.

The CCD had accorded in-principle clearance
for divestment of these PSUs last month. The
cases of MMTC and STC could not be taken up
as the Union Minister for Commerce and
Industry was unable to attend the meeting.

While three were cleared for strategic sale, the
committee decided that Mineral Exploration

_Cabinet okays divestment

+“ of four more PSUs

b

Corporation would apply for mineral prospecting
licences to increase its value. Disinvestment of
this unit will be taken up after two years, the’
Secretary, Department of Disinvestment., Mr
Pradip Baijal, said.

In the case of Hindustan Zinc Limited, the
committee decided to transfer 26 per cent of its
75 per cent equity to a strategic partner.

A second phase of divestment in the market
has been planned for the unit to bring
down government stake still further, to 26 per
cent. .

It was decided to sell majority stake in Sponge
Iron India Limited to a strategic partner. It curr-
ently holds 97 per cent equity in the PSU, the rest
being held by the Andhra government.

For Hindustan Insecticides Limited, it was
decided to bring the government equity level to
below 50 per cent by a strategic sale. The. gov-
ernment holds 100 per cent equity in the PSU
at the moment.

THE STATESMA;,
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“India takes patent war {6 space

ia, which
patents on
asmati rice,

BANGALORE, JULY 5. |
has been opposi
neem, turmeric a
has now taken atent wgr to
space literally: O% \

The Department of Space (DoS)
here has fought and successfully
won a patent case against an
American company, leo One Ip.
Llc. The company had filed for an
Indian patent on the concept of
using equatorial and polar orbit-
ing satellites as relays for a satel-
lite-based communication
system.

““Had the patent been granted,
India could never use this method
of satellite communication in fu-
ture without paying huge royal-
ties,” Mr. N. Sampath, executive
director of Antrix Corporation,

DoS’ commercial department,
told PTL.

The patent w \"’gply for the
“concept” of using \satellites or-
biting in different plakes for com-
munication which is nothing
new, according to Mr. Sampath,
who said “Antrix opposed this
with substantial documentary
evidence to counter the novelty
claims by the U.S. company.”

While the U.S. company subse-
quently withdrew its patent appli-
cation, the problem is not over for
Antrix, which is fighting two more
patents in the area of space appli-
cations, Mr. Sampath said.

One patent that Antrix is op-
posing is again on a different sys-
tem of satellitc communication
filed by the same U.S. company,

THE HINDU
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and the other one is for a system
of communicating data from a
satellite to several remote units
filed by Donald L. Schilling, an-
other U.S. company.

Hill top caves in
at Tehri dam

TEHRI GARHWAL, JULY 5. A major
portion of a hill top on the left
bank of the Tehri dam caved in by
25 metres and affected the con-
struction of the main power
house, officials said here today.

A concrete mixer vehicle was
buried in the debris yesterday and
efforts were on to retrieve it, they
said. — PTI



Pranab to head Con

HT Correspondent
New Delhi, July 7

FORMER FINANCE
Minister Pranab Mukherjee
is to head a 45-member
group  constituted by
Congress president” Sonia
Gandhi to  determine
whether a "course correc-
tion" was required in the
party's economic policy to
give the weaker sections benefits of the reforms.

Barring Dr Manmohan Singh, the architect of
the economic reforms initiated by the
Narasimha Rao Government in 1991, the group
incluggs-front-ranking Congress leaders, eco-
nomic experts and Chief Ministers of States
where the party is in power.

Dr Singh was approached to head the panel
but he reportedly betrayed reluctance to be
associated with the proposed exercise in its ini-

tial stages. g »Q o ﬁ

"He has been instrumental in the implementa-
tion of the policy. He wants a dispassionate
study of the subject and will join (the exercise)
after the group submits its report,” AICC gen-

eral secretary Oscar Fernandes told newsper- -

sons while announcing the economic panel
here.

He attributed the jumbo-sized character of
the group to the need to enhance participation
of "people who matter in the (economic) field."

Mr Fernandes did not elaborate. But the
political objective behind undertaking a review
-- without describing it as such in deference to
Dr Singh's sensitivities -- is to distinguish the
Congress' version of reforms from the BJP's
brand of liberalisation.

In recent weeks, the party has come into con-
flict with the Government on the latter's disin-
vestment policy and withdrawal of subsidies on
PDS food grain and merit goods such as urea
which, it in its view, might impact the country's
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REVERSAL OF GOVT. POLICY RULED OUT

By Neena Vyas

NEW DELHI, JULY 8. A draft docu—
ment which will meet head-on
the RSS criticism of the Govern-
ment’s economic policy has been
prepared by the Bharatiya Janata
Party and sent to the Union Fi-
nance Minister, Mr. Yashwant
Sinha for a fine-tuning.

The document is to be publish-
ed in the form of a booklet for dis-
tribution, especially among the
cadre, “to prevent our workers
from getting confused by the RSS
criticism”’, party sources indicat-
ed. It seems that this task has ac-
quired an urgency, especially

fter the wadeshl Jagran Manch,

a
an RSS front organisation, adopt- qﬁ

ed four resolutions at a meeting in
Agra late last month criticising the
Government policies as being
“against the nation’s interest.”
The resolutions were ‘“‘approved”
a week ago at the RSS national ex-
ecutive meeting in Gandhinagar,
where a green signal was given for
the SJM agitational plan.

The RSS chief, Mr. K. S. Suder-
shan, has attacked the economic
policies and called for a “second
war of independence”. He has
suggested that the Government’s
policies are taking the country

ay from ‘swadeshi’ or self-suf-
clency and they will make it en-
tirdy dependent on foreign
invdstment and multinationals.

thin the next 10 days, a party
meeting chaired by the BJP presi-
dent, Mr. Kushabhau Thakre, is to
be convened for approving the
document before it is finalised,
Mr. Jagdish Shettigar, convener of
the economic cell, confirmed to-
day. The document would meet
the criticism not only of the RSS
and its organisations such as the
SIM, but also of the Opposition,
he said.

The booklet would cover in de-

Vajpayee unfazed

By Our Special Correspondent

NEW DELHI, JULY 8. The Prime Min-
ister and his advisers appear to
have taken in their stride the crit-
icism voiced by the RSS chief, Mr.
K.S. Sudershan of the Vajpayee
Government’s economic and do-
mestic policies. It is perhaps a
measure of self-assurance felt at
the Prime Minister’s Office that
no body is going to lose sleep over
Mr. Sudershan’s stridency.

Earlier an idea wgs mooted that
there should be a dialogue be-
tween the Prime Minister and the
RSS brass to sort out differences;
that idea has been allowed to fade
as neither side was sure that the
dialogue would produce any
meeting of minds. At best, the Fi-
nance Minister, Mr. Yashwant
Sinha, could be asked to meet the
RSS leﬁrs and explain the ratio-

nale and compulsions of the eco-
nomic polices being pursued by
the Government.

For now, comfort is being de-
rived from the fact that the RSS
boss has apparently argued that
while the Government is free to
proceed as it deemed best the
Sangh Parivar is equally free to
keep on expressing itself on vari-
ous issues. This two- track formu-
lation suits the Prime Minister's
establishment fine.

The assumption is that the RSS
is not in a position to make any
demand on the Vajpayee Govern-
ment; after all, it is argued, the
Nagpur bosses could not be un-
aware of its precarious political
strength. Beyond a point, the RSS
would not be in a position to in-
sist that the Government follow
the BJP agenda to the letter. Even
on Kashmir and other issues like

v/

the minorities, the Government is
not likely to yield to the demands
of the Sangh Parivar.

In fact, it is being suggested
that it would still be the politically
clever thing to do for the Govern-
ment to pursue its “‘moderate”
line and the RSS to continue to
keep talking in “hawkish” terms,
thereby keeping the hard-core of
the Hindutva constituency from
defecting. Periodic fulminations
from the Nagpur establishment
would not hurt anyone, while Mr.
Vajpayee can continue to play the
“moderate” card.

In any case, there is a convic-
tion in the sarkari parivar that the
RSS is overrated, both in terms of
its spread and ideology; perhaps
there is an exasperation that the
opposmon parties continue to
give so much importance to the
RSS and its presumed influence.

JP to ceunter RSS tirade

tail criticisms of the Govern-
ment’s policy on subsidy cuts, 100
per cent foreign direct investment
in the power and petroleum sec-
tors, disinvestment in PSUs and
reforms in the insurance and
banking sectors, and deal with the
allegation that the Government’s
policy is “‘anti- farmer’ and “‘anti-
poor.”

Party sources said “there was
no question of going back on the
Government policy,” or even of
“meeting RSS criticism halfway.”
The party had an open mind and
criticism was welcome, but unless
a viable and better alternative was

/ "offered there would be no way of

the Government retreating in the
face of RSS criticism.

“Who is accountable to the
electorate? It is the party which is
accountable, not others. It is the
Government which has to deliver
the goods,” Mr. Shettigar said.
For example, the RSS was op-
posed to 100 per cent FDI in the
power sector. Its view was that
additional power could be gener-
ated from the existing under-util-
ised capacity and by stopping
power theft. But over the next two
years an investment of Rs.
2,00,000 crores to generate an ad-
ditional 40,000 MW would be
needed. “This is not possible
without foreign investment.” As
for under utilisation of capacity,
the country had to work within
the existing conditions, it was
suggested.

The B]JP’s booklet is planning to
rubbish the SJM and RSS war cry
that the Government is on its way
to selling the country to multina-
tionals under WTO and “Ameri-

" can pressure.”




Advisors’ gelqgtion lacks transparency:

HT Correspondent [
New Delhl, July 11 . V\ \/

ACCUSING THE Gol'grnm&nt of lack of
transparency in the appointment of global advi-
sors for disinvestment in various public sector
units, the Congress today asked the Vajpayee
regime to explain the criteria for their selection,

Talking to reporters, AICC spokesperson Ajit
Jogi said the nation should be taken into confi-
dence about the terms on which the advisers
have been appointed.

Meanwhile, a meeting of the Congress
Working Committee is likely to be held soon to
discuss crucial issues. “The main agenda of the
meeting would be CTBT and the Kashmir
autonomy issue,” informed the party
spokesperson. The party’s specially constituted

groups on these issues have reportedly finalised
their recommendations that will be placed
betore the CWC,

The first meeting of the party’s 45-member
economic groyp will be held on July 14,

All Pradesh Congress presidents and
Congress Legislature Party leaders will also
meet on July 13 at the AICC to take stock of the

Disinvestment of PSUs
rem————————————— e ]

current political situation.

Earlier, commenting on the tussle between
the BIP and the RSS on economic reforms, Mr
Jogi warned that these conflicting signals were
detrimental to the nation’s interests.

In view of these contradictions, he asked those

ong

BJP Cabinet Ministers, who ti zemly swore
by swadeshi, to clarify their stagd on economic
reforms, “Union Ministers such as Dr Murli
Manohar Joshi, who were earlieA highly critical
of certain aspects of the ongoing refarms should
explain whether they agree with the RSS's
views,” he said,

The party also criticised the recent announce-
ment of Andhra Pradesh Chief Minister
Chandrababu Naidu to set up a force (sena) of
political volunteers in the State.

Terming the proposal as unfortunate, Mr Jogi
said: “This is an attempt to organise a private
militia which will only demoralise the police
and aggravate violence. It also indicates that the

CM has admitted to his failure jn checking the
law and order situation.”
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Mamata has her way with PM

Reprieve
for HFCL

SiC

f \’
STATESMAN NEWS SERVICE 27
NEW DELH]I, July 11. — The
Vajpayee government today
deferred its plan to shut down
the three units of Hindustan
Fertilizer Corporation Limited
in deference to the wishes of
Miss Mamata Banerjee. Two of
the units are in West Bengal,
at Durgapur and Haldia. The
other one is at Barauni, Bihar.

The decision comes close on
the heels of the Trinamul’s
stunning performance in the
civic polls and the Prime
Minister’s visit to the Trinamul
chief's home in Calcutta. It was
said to be taken after Mr
Vajpayee asked the Union
Minister of Chemicals and
Fertilizers, Mr Suresh Prabhu,
to withdraw the issue from the
Cabinet’s agenda in today’s
meeting, where it was listed as
the No. 1 item.

It was taken off even before
the meeting began. Mr Prabhu
did not attend the meeting.

However, there are doubts
how long the government can
keep the proposal in abeyance.
A jubilant Miss Banerjee wel-
comed the move and said she
would try to get a revival pack-
age cleared for the three units.
A similar package has been
cleared for the Namrup unit.

The Trinamul leader worked
hard to keep the issue off the
meeting. Arguing against clo-
sure, she called up Mr Prabhu
and requested him to defer the
proposal.

Today she said she had asked
Mr Prabhu to give the matter a

Units

thought an Blgw the govern-
ment timd to chalk out a
revival packhge.

Sources s3id she had even
threatened that if Mr Prabhu
did not accepV her demand, she
would ask Communications
Minister Mr Ram Vilas
Paswan to argue against clos-
ing down the Barauni plant.
Mr Prabhu agreed to take the
proposal off the Cabinet’s agen-
da after speaking to the PM.

Miss Banerjee also handed a
letter to Mr Vajpayee in
Calcutta against the closure
move. The PM has forwarded
the letter to Finance Minister
Mr Yashwant Sinha, asking
him to reconsider the move.

A Union minister, however, |
confided that a revival was
impossible. The parliamentary
standing committee on chemi-
cals and fertilizers had in its
April report observed that the
three units could not be
revived and the issue had been
referred to the BIFR, he said.

The committee estimated a
combined loss of Rs 574.05
crore in 1999-2000 from the
HFCL’s four units. The govern-
ment told the committee that
the magnitude of the required
investment and the complexity
of statutory provisions would
not allow any revival of the
three units.

The committee also observed
that the Haldia unit was never
put into production while pro-
duction at the Durgapur and
Barauni units was suspended
from June 1997 to January
1999.
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Cabinet deals a blow to jute industry

STATESMAN NEWS SERVICE ‘fy\ \P\\ﬁ{ CABLE NETWORK ACT

NEW DELHI, July 18. — The Union
Cabinet today decided to allow foodgrain
and urea to be packed in non-jute packag-
ing material, bringing more sufferings for
the jute producers and manufacturers in
West Bengal.

The notification to this effect is to come
within a week.

The government also decided to raise the
quantum of sugar export during the cur-
rent financial year from 25,000 tonnes to
10 lakh tonnes given a confident Indian
market and favourable international mar-
ket. The government hopes that non-jute
packaging will boost exports, and take care
of consumer interests at the same time.

Upto 10 per cent of foodgrain and sugar
can now have non-jute packaging, instead
of the earlier 100 per cent compulsory jute

NEW DELHI, July 18. — The Union
Cabinet today decided to amend the
Cable Network Act to make it mandatory
for all satellite channels to adhere to the
government’s programme and advertise-
ment codes to stop obscenity on TV.

The amended Act would empower the
government to ban channels flouting the
codes, earlier mandatory only for
Doordarshan, — SNS

packaging. In urea, the compulsory limit
has been decreased from 20 to 15 per cent.
However, only 50 kg packages of food-
grain and sugar will fall under the purview
of the new packaging formula.
The decision questions the very p
of the Jute Packaging Material

ry use in packing commodities) Act of May
1987. The Act made jute packaging materi-
al compulsory in the supply and distribu-
tion of certain commodities. By this, it
hoped to protect the interests of raw jute
and jute packaging material producers and
of those engaged in making jute products.

The Act had taken off the pressure on
jute industries, troubled by the cement
industry’s switch to synthetic material.

The Cabinet, however, gave small relief
to the state by extending additional bud-
getary support of Rs 2.38 crore as non-Plan
loan to the Calcutta-based National
Instruments Limited. The loan is for a

of the NIL’s liabilities towards wages
and salaries till 31 March 2000 or realisa-
tion of sale proceeds of the identified sur-"
plus land.




/I(ey role fg,r A§tates in reform’~

By Our Special Correspondent

BANGALORE, JUNE 5. The Union Fi-
nance Minister, Mr. Yashwant
Sinha, today said all States in the
country had important roles to
play in the second generation re-
forms to be launched by the Na-
tional Democratlc /\lhance
Government soon.

The Minister was addressmg
the gathering after inaugurating
the “Global Investors’ Meet,” or-
ganised by the Karnataka Govern-
ment and the Confederation of
Indian Industry and expected to
bring the State a foreign invest-
ment of $ five billion over a ;riod

of four years.

Speaking on the octas
Chief Minister, Mr. S, M.
assured the large number
vestors present that his Go\ern-
ment would clear all the projects
proposed at the meet within J
30.

Mr. Sinha, pointing out that
States such as Karnataka would
be full and equal partners in the
reform process to be launched by

the Centre, said the State had for-
ward-looking Chief Minister in
Mr. Krishna.

The Finance Minister said that
while India was opening up its
economy, the developed coun-
tries were raising tariff barriers.
The Government had already
raised the issue on international
fora. The European Union, which
was importing only one per cent
of its needs from India, was sub-
jecting the country to 30 per cent
of its anti-dumping action.

The Union Minister for Culture
and Tourism, Mr. Ananth Kumar,
said Bangalore, which he repre-
sented in Parliament, was an ideal
place for investment.

Mr. Rahul Bajaj, former presi-
dent of the Confederation of Indi-
an Industry, in his keynote
address said that though the Indi-
an economy was more open than
China, that country received for-
eign investment worth $ 40 billion
a year while India got a mere 10
per cent of that. The Government
was allowing 100 per cent foreign
investment in some sectors, he

said and pointed to the need for a
consensus among the political
parties on issues concerning in-
dustrial growth and foreign in-
vestment.

Mr. Philip Yeo, Chairman, Eco-
nomic Development Board of
Singapore, said he was heartened
by Karnataka’s attitude towards
investors and its plans for the de-
velopment of an IT corridor.

The Minister for Major and Me-
dium Industries, Mr. R. V. Desh-
pande, said Singapore was the
first country to realise Bangalore’s
potential.

The Chief Minister said that the
number of foreign companies
which had invested in the State
indicated its investor-friendly at-
mosphere. The U.S.-based Texas
Instruments, which came here in
1987, was one of the first IT indus-
tries to set up a base. The Chief ,
Minister said that centres such as

lore.
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STATESMAN NEWS SERVICE

NEW DELHI, June 12. — The
Union Cabinet this morning
gave a major push to the sec-
ond generation of economic
reforms by further relaxing
FDI provisions and taking
other bold decisions to remove
bottlenecks in the way of for-
eign exchange inflow.

“FDI is a lesser evil than
imports,” the Union minister,
Mr Pramod Mahajan, told
reporters, justifying the decj-
sions. 3-— aw

The government removed the
dividend balancing scheme on
22 consumer items tq allow
easier repatriation, removed
the cap of Rs 1,500 crore on for-
eign equity participation in
power generation, and allowed
100 per cent 77 ° - =
merce and refin

Earlier, forei:

g

said. “Th

years.”

. e caplhas been r
upper limit in respect
generation, transmigsior(:f
bower, Mr Mah
that this woul
Power plants, which

urbs
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\A&(Continued from page 1)

« \ .
The'choike is clear —

alternative ig bette i
alter r th
1on is sensitive to FD bt

ajan said,

NO FOREIGN EQUITY CAP IN TEA, COFFEE

the South. — SNS

NEW DELHI, June 12. — The government is set to allow 100
per cent foreign equity participation in tea and coffee planta-
tions, a Union minister said. The pattern would be same as that
of e-commerce where foreign companies would have to divest 26
per cent equity to Indians over five years.

The item was listed for today’s meeting but could not be taken
up as the commerce minister was not present. The decision is
likely to have far-reaching consequences in the North-east and

® More reports on page 12

als wishing to repatriate their
earnings from India were sup-
posed to earn a matching
amount for the government
through exports. After today’s
decision the same companies
would be able to repatriate

i ings without any

FDI or imports. The FDI
ports.” Public opin-
, but not tg imports, he

~1he countr 1
more items to enagk:v gllehave recano FDI iy

tive or we will need

hem to become competi.
to import the itemg afterpfei!xt/ta

emoved now. There will be
Proposals related ¢,
and distribution of
However, he clarifieq
applicable to atomic
comes under the strategic

not be

choice EDJ oy

applies only to a select 22 con-
sumer items like food and dairy
products, sugar, salt, oil, tea-
processing, tobacco and soft
drinks. The government plans.
to extend the facility to another
hundred items, said a minister.
The government'’s confidence
== fam gatable foreign

P

sector.,

comine |
oming into €-commerce as

to ﬁr;d_ suitable Indjan pa ey o

However, the
Proposal to allow t
retail businesg,

|it|ed on proﬁi '
triation by MNCs

feels can allow for repatriation.
The earlier export elause provi-
sion had been aimé#-+4o shoring
up the country’s dwindling for-
eign exchange reserves, Mr
Mahajan said. ,

The real reason, however,
seems to be pressure frem
MNCs which wanted the clause
removed. Mr Mahajan accepted
there would be an outflow#f
foreign exchange, but said it
would be negligible. Foreign
investors had perceived the
earlier provision “to be very
restrictive”, he said.

The minister argued it was
better to have FDI and create
employment and infrastructure
in India through foreign
money, rather than waste the
country’s resources in imports
that helped create employment
and infrastructure elsewhere.

See MNC: page 6
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MORE LIBERALISATION  yg

THE FRESH CHANGES that the Government has
announced in the rules for foreign direct invest-
ment (FDI) in specific sectors are not going to
result in a dramatic increase in new outlays in
these areas. What has so far held back FDI in-
flows in, for example, the power and petroleum
sectors is not the presence of ceilings on foreign
investment but the absence of prior reform in
the domestic market. In the one piece of sub-
stantive deregulation that has been announced
— the abolition of the rules on dividend balanc-
ing — there is sufficient reason to ask if this
liberalisation was truly necessary at this stage.

In the past few years, the economy has been
witness to a declining inflow of FDI even as ex-
ternal capital receipts as a whole have been in-
creasing. New FDI in the previous financial year
was just over half of the peak reached in 1998-99,
even as actual inflows as a proportion of the
value of approvals remained less than 40 per
cent. To reverse this trend the Government has
been carrying out many changes in the FDI pol-
icy regime. Earlier this year, it expanded the
scope of the automatic approval route through
the RBI and thereby all but abolished the need
for prospective investors in most sectors to clear
their proposals with the Foreign Investment Pro-
motion Board. And now the Union Cabinet has
made further changes in the FDI rules. The focus
is on accelerating FDI in the infrastructure sec-
tor, specifically power and petroleum refining.
However, the power sector, where the Govern-
ment initially wooed the foreign investor, has
had a sorry experience with the “fast track’”
process which will soon be almost a decade old.
If there is a lesson to be drawn from the record of
the limited FDI that has taken place in the power
sector it is that a local revamp must precede
foreign entry. Since reform of the electricity sec-
tor is far from complete it is difficult to see how
the removal of a ceiling of Rs. 1,500 crores on 100
per cent foreign investment will make a differ-

o

ence to capacity additions in electricity gener-
ation, transmission and distribution. A similar
outcome awaits the removal of the 49 per cent
ceiling on FDI in petroleum refining and market-
ing. With the presence of a moderate surplus in
domestic refining capacity and a continuation of
the administrative price mechanism in the retail
sale of petroleum products, no dramatic entries
can be expected from the multinational oil com-
panies, a quarter of a century after they were
forced to exit from this sector. The only true lib-
eralisation in new FDI that has“been decided
upon is the permission for establishment of
wholly-owned Internet ventures that will engage
in business-to-business (B2B) sales.

In the first flush of deregulation in 199Y, the
Government of the time had imposed a reqliire-
ment on foreign ventures in 22 consumer gdods
industries that dividend repatriation had td be
balanced by exports/additional inflows. The in-
tention was to contain outflows from “non-es-
sential’’ projects, since it was known that few of
these ventures would take exports seriously. The
Government has now abolished the rule on ba-
lancing dividends. It is a fact that this regulation
was in violation of the WTO agreement on trade-
related investment measures (TRIMs) which was
to come into force last January. But India and
other developing countries had asked for an ex-
tension in the implementation period of the
TRIMs agreement, an issue which was left unre-
solved amidst the wreckage at Seattle last year.
Since there is now a tacit agreement among the
members of the WTO not to immediately push
for strict adherence to the TRIMs agreement,
there was really no need for the Government to
immediately address the complaints of foreign
investors, especially if the dividend outflows are
a small amount every year. The rule served, al-
beit imperfectly, as a mechanism to indirectly
push FDI away from the domestic market and
towards exports.

THo | MoU
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THE FINANCE MIN{STER’S concern over the
recent sharp deprecidtion of the rupee against
the dollar and his earlier direction to govern-
ment-owned banks to reduce their level of non-
performing assets in a time-bound manner are
not to be viewed as narrow sector-specific
problems. They ought to be seen from the
larger macro-perspective of an economy whose
different constituents are fast getting interlin-
ked with one another and where, as a conse-
quence, the signals from one sector get
transmitted across the system. The latter ap-
proach alone will ensure a meaningful under-
standing of specific issues and provide realistic
solutions.

It follows that official policy will have to
address several economic issues simultaneous-
ly. It would be unwise, for instance, to ignore
the happenings on the interest rate front. A
combination of factors is set to push up the
rates, thereby reversing the trend that set in a
few years ago. The forecast of a higher interest
regime might be particularly disappointing to
many because as recently as in April this year
the goal of achieving an internationally com-
petitive regime appeared tantalisingly close. At
that time the RBI lowered the bank rate and
sent other signals to the market. But not all
banks responded, with the majority hedging
their bets. Clearly, previously controlled eco-
nomic variables such as the interest rate and
the exchange rate now take their cues from the
market-place rather than from official prod-
dings.

The causes underpinning the interest rate
are noteworthy also because they explain the
other economic concerns. Inflation, after a pe-
riod of decline, is back in the reckoning, almost
entirely because of an increase in the adminis-

A\ INTERESTING LINKAGES _ g e

tered prices. The forecast of yet another good
monsoon might minimise the supply-side in-
flationary sentiment but from a monetary per-
spective major dilemmas remain. The stance of
the RBI's monetary policy has always been to
maintain price stability while ensuring that the
genuine needs of the industrial sector are met.
All available data point to a mismatch between
the expected demand for and supply of funds.
The ongoing industrial recovery will make large
demands on banks, by as much as Rs. 11,000
crores more than last year’s credit utilisation of
Rs. 69,000 crores. The Government is also ex-
pected to borrow at least Rs. 31,000 crores more
than it did last year. As Mr. Yashwant Sinha has
cautioned yet again, fiscal reform including a
cap on government spending and borrowing is
a vital necessity over the medium-term. How-
ever for now the prospects of public borrowing
aggravating the already tight liquidity condi-
tions look very real. Interest rates can only go
up. The connection with exchange rate stability
is obvious in that scenario. To check the rupee’s
further decline, the RBI, which has already
clamped a stiff surcharge on importers and pe-
nalised exporters who delay their remittance,
might intervene more overtly by selling dollars.
Domestic liquidity will be further strained. Be-
sides, in a fast globalising scenario there has to
be an interest parity among nations. Interest
rates in the U.S. are on the upswing and the
expected global flight of funds into dollars can-
not be ignored by the RBI. Equally obvious is
the connection between interest rates and the

cleaning up of bank balance sheets. The high

level of non-performing assets has been a major

obstacle in the way of a flexible interest rate !

regime. Interest rate tidings explain many con-
cerns of the day.
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Yashwant Sinha on Sunday

said there are differences
between the government and RSS
on the issue of economic reforms
though efforts are being made to
understand each other’s views.

However, Sinha asserted that
the government would not follow
the liberalisation and globalisa-
tion policies recklessly.

“Differences are not new. It
was there when we were not in
the government and it is not nec-
essary also to have similar views
on every issue,” Sinha told Zee
News in an interview.

“But we have a mechanism of
communication between us (gov-
ernment and RSS) and we have
tried to understand respective
points of view,” Sinha said when
asked about the differences
between the government and the
RSS and Swadeshi lobby on the
issue of economic reforms.

“It is a question of approach
and thinking. I am in the govern-
ment and have certain responsi-
bilities to carry out for which
decisions we deem best for certain
situation are taken,” he said

adding if there
are differences
of approach “my
effort would be
to understand
one another.”
Sinha said he
is bound by the
compulsions of
being in the government and has
pursued policies which he consid-
ers as just and needful for the
country, said a press release.
“The best guarantee for
swadeshi is sound health of the
country for which the govern-
ment is committed,” he added.
Stating that government
would not follow the economic
reforms in a reckless manner,
Sinha said: “We have seen the

disastrous consequences y, for
those who have walked like Non
and so India will continue

tread like an elephant.”

“Since the country has
entered the second generation
reform phase, increased opposi-
tion and tussle here and there is
not out of place, which the gov-
ernment also recognises,” he
said. Sinha, said the fiscal
responsibility bill will be tabled
in the monsoon session. — PTI

Sinha

The Economic Tinie.
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~There is no rationale behin&\hﬁi(andistrust of foreign capital

suffer from a lack of pur-
pose and cohesiveness. The
larger the number in the
coalition and the greater
the ideological differences amongst the
parties, the more likely are they to fight
amongst each other. After all, each party
in the ruling coalition has its own vote
banks and hence its own political com-
pulsions. It is also tempting to argue that
the smaller parties have shorter time
horizons because they are easily dis-
pensable, and so are likely to remain in
power for a smaller period of time.

So, any political patronage has to be
distributed quickly. In other words,
these are the parties that are more likely
to indulge in populism. In contrast, the
bigger parties dig themselves in for the
long haul, and are more likely to initiate
policies which will bear fruit only in the
long run.

This characterization certainly
seems borne out by the NDA govern-
ment. For several months now, there has
been an open tussle between the leading
and overwhelmingly largest party — the
Bharatiya Janata Party— and its other
smaller allies. Despite some opposition
from within its own party, the BJP min-
isters have more or less tried to push
through reforms. A striking contrast is
provided by its smaller allies which have
bitterly opposed measures such as in-
creases in administered prices.

The contradictions within the
present government were very evident
in some of the recent actions undertak-
en by the Central government. Despite
staunch opposition from the finance
ministry, the populist faction won
the first round when one of its leaders,
Ram Vilas Paswan, succeeded in imple-
menting his crazy plan of handing out
free telephones to telecom employees.
There are conflicting reports about how
much this bonanza is going to cost the
taxpayer.

However, no one in his right mind
can defend this measure even if its cost
is small, simply because it is not going to
bring any benefit at all. Unfortunately,
the smaller allies of the BJP may be
practising some sort of implicit collu-
sion (to keep Big Brother at bay?), and so
hardly anyone from the smaller parties
has criticized Paswan for his blatant
populism.

Big Brother stormed back a few days
later with a significant liberalization
and relaxation of rules related to foreign
direct investment. The stage for this ini-
tiative was set during the recent visit of
the finance minister to the United
States. He spoke of the government’s de-
termination to speed up the reform
process, and in particular open up more
sectors to foreign investment.

e pointed out that despite being
che second largest producer of

fruits and vegetables and the
largest producer of milk in the world,
the food-processing and dairy industries
are insignificantly small. The absence of
these industries means that Indian

The author is an economist at the
Indian Statistical Institute, New Delhi

BHASKAR DUTTA

farmers are often denied lucrative
prices for their products. There is also a
huge scope for infusion of foreign capi-
tal into infrastructure sectors. Yash-
want Sinha himself mentioned the gov-
ernment’s intention of building nation-
al highways, greenfield airports, up-
grading existing airports and develop-
ing the power sector.

The list is endless. Nevertheless,
Sinha and other reformers will not have
an easy time. They may have won the
first skirmish, but may still be am-
bushed by their allies. The entry of for-
eign capital into the Indian economy has
always been a contentious issue, and
friends and foes may combine to defeat
the pro-reformers.

Despite the intensity of the opposi-
tion. it is difficult to find a rational ex-
planation for this distrust to inflows of
foreign capital. The popular argument
that increased capital inflows would en-
able foreigners to hold the economy to
ransom simply does not hang together
The sheer size of the Indian economy
makes it virtually impossible for toreign
capitalists to come over and capture the
commanding heights of the economy.

Given the deep distrust of foreign di-

‘ No amount of
economizing will enable
the government to finance
even a fraction of the
necessary infrastructure
investment ,

rect investment amongst Indians, it is
not surprising that India has not been a
particularly popular destination in so
far as FDI is concerned. Despite the huge
absolute size of the Indian economy, we
rank only 11th among developing coun-
tries in terms of FDI inflows.

There was actually a significant in-
crease in the volume of inflows during
the early and mid-Nineties, as some of
the barriers erected during the Nehru-
vian years were slowly dismantled.
However, the gradual but marked decel-
eration in the pace of reforms, the politi-
cal uncertainty, the Pokhran blast and
subsequent hostility of Western govern-
ments were all instrumental in slowing
down the inflow of foreign capital in the

Fiscal xenophobia .«

last couple of years.

One can only hope that the latest set
of measures will facilitate an increase in
FDI in the Indian edonomy because
there is scarcely any rationale for the
widespread distrust of foreign capital,
especially when the domestic economy
is starved of capital. Certainly, there is
no possibility of domestic entrepre-
neurs being able to garner enough re-
sources to make the necessary invest-
ments.

ly candidate since it is even unable

to make ends meet at existing lev-
els of expenditure. It is important for the
government to practise economy (which
probably implies asking the Ram Vilas
Paswans to go home). But no amount of
government economy will enable it to
save enough money to finance even a
fraction of the infrastructure invest-
ments necessary today.

This inevitably means that we have
tolook for funds abroad. During an earli-
er generation, some of our foreign capi-
tal requirements were obtained from
friendly governments and multilateral
aid agencies. However, these sources-
have more or less dried up as far as the
Indian economy is concerned, partly be-
cause the richer European countries
now prefer to divert aid flows to Eastern
Europe. There is also an increase in the
number of developing countries seeking
aid from the multilateral agencies. More
claimants for the same cake mean a
smaller share for everyone.

So, we have only two options. We can
either go in for higher levels of foreign
debt or seek greater volumes of foreign
direct investment. Contrary to popular
perception, our overall level of foreign
debt is well within the levels of pru-
dence. Foreign debt servicing does not
constitute a threat to our overall balance
of payments.

Nevertheless, foreign debt remains
an inferior source of capital compared
to FDI. Perhaps the most important rea-
son for this is that the interest outflow on
foreign debts is a commitment that has
to be met, irrespective of whether the
project in which the foreign debt is uti-
lized makes a profit or not. In other
words, none of the risk associated with
the project is borne by the foreign lender.
In contrast, there is an outflow of for-
eign exchange in the form of dividends
only if the FDI is in projects which earn
profits. So, there is some sharing of risk.

Opponents of FDI claim that average
dividends are higher than the rate of in-
terest on foreign debt, so that there is a
greater outflow of foreign exchange as-
sociated with FDI. However, this is an
empirical issue which is yet to be rigor-
ously proved. .

T he government is an even less like-

often associated with projects

whose products are partially ex-
ported, so that the export earnings part-
ly compensate for the dividend outflow.
Given these considerations, one hopes
that the recent initiatives to relax the
constraints on FDI will translate into
higher flows. Perhaps Paswan will be too
busy doling out telephones to intervene
in this matter.

There is also the fact that FDI is



/Centre clears instrance

+"scheme for the poor )

STATESMAN NEWS SERVICE

NEW DELHI, June 20. — The government today
announced a group insurance scheme for those
below the poverty line and a scheme of securiti-
sation of outstanding dues to PSUs.

The insurance scheme, Janashree Bima
Yojana, will cover people below the poverty line
in the 18-60 age group, said the Parliamentary
Affairs Minister, Mr Pramod Mahajan, after a
Cabinet meeting.

Groups consisting 25 or more people will be
eligible for the scheme which is likely to cost
about Rs 150 crore in the first year. The premium
payable to insurance companies will be Rs 200
per annum, of which the Centre will foot Rs 100.
The cost will be met from the Social Security
Fund of the LIC.

The states are free to come forward and con-
tribute to the premium to reduce the burden on
the beneficiaries, which will be a little over Rs 8
per month after the Centre’s contribution. The
scheme will provide insurance cover of Rs 20,000
for natural deaths, Rs 25,000 for partial perma-
nent disability from accidents, and Rs 50,000 for
death or total permanent disability in accidents.
Details of the scheme are being worked out.

The Cabinet also cleared the much-awaited
proposal on securitisation of dues of state elec-

tricity boards to Central er and coal utilities.
The SEBs owinwnﬁ‘:ythe Central utilities

‘)

will issue bonds to them to cover the prihcipal
amount due till 31 December 1999. The bonds
will be backed by state government guarantees.

The proposal is meant to tackle outstanding
dues of nearly Rs 10,000 crore. States will make
specific allocations in their budgets for servicing
the bonds in case the SEBs fail to do so.

“Further comfort will be provided to the bond-
holders by the Centre, which will use existing au-
thorisation to deduct up to 15 per cent of the Plan
allocation if a state does not honour its guarantee
obligations,” Mr Mahajan said. The tax-free bonds
will carry an interest of ahout 10 per cent.

The Cabinet Committee on Economic Affairs
also approved equity participation of US telecom
giant AT&T to the tune of Rs 1604.75 crore in
the enhanced paid up capital of Rs 3,275 crore of
Birla-AT&T.

The CCEA decided to approve the policy
for upgradation and modernisation of infrastruc-
ture for storing, handling and transporting
foodgrains.

Among other Cabinet decision was the
approval of the International Convention for
Suppression of Financing of Terrorism. It decid-
ed to repeal the Auroville Emergency Provisions
Act, 1980, and the Indian Universities Act, 1904.

The Cabinet also cleared the contribution of
Rs 1.5 crore to the Indian centres of the American

Institute of Indian Studies, an onomous
consortium ?f over 60 institutiensin the USA.
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Sinha tells chiel ministers to cut
deficit\take tough decisions &)

The Times of India NeWs Service & agencies

NEW DELHI: Finance minister Yashwant Sinha on
Thursday asked state chief ministers to reduce
deficit by raising capital expenditure and containing
non-plan expenditure. He also told them not to hes-
itate in taking tough decisions to restore overall sta-
bility.

“Difficult decisions will have to be taken by all of
us so that we may successfully face the challenges of
the new millennium,” Mr Sinha told the chief minis-
ter’s conference, adding “considerable spadework is
required for speeding up reforms”.

Mr Sinha also called on the states # meet the
deadline of implementing value added tax (VAT)
system on April 1,2001 through passing of VAT leg-
islations and framing of rules and regulations.

The meeting, convened to discuss tax reforms and
introduction of VAT, will also debate on the issue
relating to service tax as a measure for broadening
@fthe tax base.

-~ “We are well aware that services contribute about
40 : er cent of our GDP and in the finance act 2000
I had announced setting up an expert group to study
and advise the government about the coverage and
structure of service-tax related matters,” he said.

Mr Sinha congratulated the state goveox’nments for
implementing decisions taken at the previous con-
ference in November last year and said this had
enabled them to broaden the tax base and formu-
late rational and simple tax laws.

He said minimising the distortionary effects of the
old tax had enabled augmenting of revenue which

" was a step in the right direction.

On the implementation of uniform floor rates of
sales tax, Mr Sinha said though it was laudable and
a matter of great satisfaction, “there are still some
deviations in certain states”. Stating that only total
compliance would preclude any occasion for rate-
war amongst states, he said it had been noticed that
a large number of rate slabs continued to exist.

“It would be ideal to have convergence of rates as
it will facilitate introduction of VAT,” he said.

On the problems of states relating to the identity
of the listed item—the items listed in the state sales
tax laws—Mr Sinha said the Centre proposed to
entrust the task of undertaking harmonised classifi-
cation and coding of commodities to the centre of
taxation studies, Kerala.

He said once the report was ready, it would be cir-
culated to the states for their concurrence.

THE TIMES OF INDIA
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Mamata, LF cross swor\(;s/

over PSU closure move »«

MT Correspondent "}w ?(Ak

Calcutta, June 22

THE LEFT Front Governmejt
has received no official commun
cation from Delhi saying that th
decision to close down four public
sector units in the State had been
deferred. Yesterday, Railway
Minister Mamata Banerjee had
claimed that she had
received a call from the
Prime Minister’s Office
(PMO) informing her that
the closure move had been
put on hold.

Chief Minister Jyoti Basu
today spoke to Finance
Minister Asim Dasgupta,
now in Delhi. Dasgupta told ™
him that the decision on the

of heavy industries are ignorant of
any such departure from the deci-
sion,” a State Government official
said.

The Trinamool Congress chief,
however, stuck to her contention
and said last night Sudheendra
Kulkarni, attached to the PMO,
conveyed to her the decision to
keep the Cabinet move in

sick PSUs had not been
withdrawn. Basu is now
" waiting for a reply to his letter
from the Prime Minister.
Dasgupta today met Prime
Minister Atal Behari Vajpayee to
convey to him the Chief Minister’s
request. Even then, Vajpayee did
not drop any hint of reconsidering
the Cabinet decision. Neither the
Chief Minister’s secretariat nor the
State  Public  Undertakings
Department is aware of the post-
ponement. “The Prime Minister’s
Office and officials in the ministry

Jyoti Basu and Mamata .Banerjee

abeyance. “He has promised to give
a sympathetic hearing to the case.”

Mamata’s claim has sparked a
war of words between her, CPI(M)
State Secretary Anil Biswas and
PCC working president Priya
Ranjan Das Munshi. The
Trinamool supremo claimed that
her success in making the Prime
Minister reconsider the closure
move was her victory. Her detrac-
tors termed the episode a political
gimmick.

Irked by the Left and Congress
sniping, she said both parties were
on a sticky wicket in the Calcutta
Municipal Corporation elections’
and were. trying to go one up by
making patently false statements
against her.

“Whatever I do for my State, my
opponents try to belittle. I never lie
to my people. No wonder, they are
trying to hardsell my efforts as
political gimmick. I will go to
Delhi and see under what cir-
cumstances the Cabinet decid-
ed to close down the units. 1
will take expert opinion.
Nothing will be done to harm
the employees. . This [
promise,” she told The
Hindustan Times.

] But both Biswas and Das
Munshi claimed that Mamata
was. only playing to the gal-

leries before the civic polls. She is

trying to project herself as Bengal’s
saviour. This is nothing but politi-
cal “drama”.

Confronted with the allegations,
Mamata said: “...I do not fool my
people, which my adversaries have
been doing for the past two
decades. I promised the people of .
Panskura a train service. On June |
30, I will keep my word by flagging '
off a train between Midnapore and |
Kharagpur.” ;



ti, telecom twins off this year’s list

33 on the block

° (‘,\

FROM OUR CORRESPONDENT

New Delhi, June 23: Unveiling
its most ambitious divestment
programme, the government
has announced it would sell
its holdings in 33 companies
this year.

The Cabinet committee on di-
vestment today cleared for selloff
14 PSUs, including IBP, Contain-
er Corporation and State Trad-
ing Corporation. The decision on
the 19 others had been taken ear-
lier.

Serious differences in the Cab-
inet, however, stalled big-ticket di-
vestments in Maruti Udyog and
telecom twins Videsh Sanchar
Nigam and Mahanagar Tele-
phone Nigam.

The committee also sought
early completion of disinvest-
ment in Indian Airlines, Air-
India, Balco and IPCL.

“The government had set a tar-
get of Rs 10,000 crore, this has not
been changed,” minister for disin-
vestment Arun Jaitley said.

The decision to divest 10 per
cent in Indian Oil and 2 per cent in
Container Corporation of India
Litd through public offerings was
taken a long time ago but never
implemented. Today’s meeting
merely revived the sale. I0C’s
shares will be put on the market

COMPANY % SELLOFF
Hind Zinc 26
Shipping Corp 40

Hind Organic 33

Hind insect 51

indian Qil 10

Cancor 2

MMTC Fuil

STC Full

MSTC Full
Sponge ron Full
Ranchi Ashok  Full

Utkai Ashok Full

gp Undecided
MECL Undecided

after about a month, when a re-
structuring exercise is completed.

Apex chambers of commerce
like Ficci and CII were pleased
that the government was now
more serious about full-scale pri-
vatisation and had jettisoned its
earlier plan to sell small stakes to
raise revenue.

The talking point after the
much-hyped meeting was the
back-room politics that stalled the
selloff of national icons like
Maruti and VSNL. ‘

Jaitley wanted to sell the gov-
ernment’s 50 per cent stake in
Maruti for an estimated Rs 3,000
crore, 27 per cent in VSNL for

THZ
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in selloff ﬂugrﬁf/

about Rs 1,500-3,500 crore, and ap-
proximately 30 per cent in MTNL.
But, unfortunately for the disin-
vestment minister, the heavy in-
dustry ministry has been object-
ing to the Maruti sell-off arguing
that it should not be rushed
through till the automobile policy
is finalised. Maruti workers today
threatened strike over any selloff.

Similarly, the communica-
tions ministry wanted more time
before the stake sale in MTNL and
VSNL was taken up.

The ministers representing
these two departments —
Manohar Joshi and Ram Vilas
Paswan — were present at today’s
meet. Petroleum minister Ram
Naik was successful in delaying a
selloff decision in any oil PSU
other than IBP.

Disinvestment secretary Pra-
dip Baijal, however, claimed
MTNL, VSNL and Maruti did not
come up for discussion at all. He
added that a three-year disinvest-
ment plan would be taken up at
the next Cabinet committee meet-
ing, likely in mid-July.

The 19 companies earlier
cleared for divestment include
IPCL, Indian Airlines, Air-India,
Hindustan Copper, ITDC, Madras
Fertilisers, National Fertilisers,
Engineers (Project) India, Hin-
dustan Cable and Jessop and Co.

- GUAPE
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1 PMO silent on Mamata’s

e

STATESMAN NEWS' S

NEW DELHI/CAL%UTTA, June 23. — The
Prime Minister’s Office was caught in a fix today
over Miss Mamata Banerjee’s claim that Mr AB
Vajpayee sent her a fax assuring her that the
Centre would hold its decision to close down the
six PSUs. The PMO neither confirmed nor
denied the move, choosing silence as its way
out.

The Trinamul Congress chief’s claim reportedly
caught the Prime Minister by surprise. But the
PMO is understood to have given her a tempo-
rary reprieve, 8o the minister doesn’t suffer a
loss of face.

Earlier, Trinamul spckesman Mr Pankaj
Banerjee, said in Calcutta that the PMO’s fax
received today was a fitting reply to Mr Jyoti
Basu’s “banter” that the railway minister had
made a false claim on the PMO’s assurance.

“It also proves that Miss Banerjee can inter-
vene in crucial Central matters without going to
Delhi. Mr Priya Ranjan Das Munshi suggested
that Miss Banerjee cancel her campaign pro-
grammes and rush to Delhi to stall the decision
on the PSUs. He need not advise her as to how
she should deal with Cabinet matters,” Mr
Banerjee said.

Reliable sources said the government was
unlikely to bow to political pressure and recon-
sider its decision to close down the PSUs.

But, the decision would not be implemented

VICE

. PSU fax claim

soon, It takes months to implement a policy deci-
sion, the source said.

The decision would have been taken earlier,
but for Miss Banerjee who wanted to hold it till
after the civic polls in West Bengal. Sources said
the Trinamul chief’s real objections were on the
timing. She feared the move could affect her par-
ty’s electoral chances.

Mr Vajpayee is likely to take up the issue with
her after returning from his week-long foreign
tour beginning Sunday.

The CPI-M state secretary, Mr Anil Biswas,
said the “a mere assurance to discuss the issue
does not make any sense”. It was not clear if the
government was in any mood to rescind the deci-
sion, he said.

The Prime Minister reportedly did not take Mr
Jyoti Basu’s letter seriously, considering his
opposition as a routine CPI-M matter.

The state finance minister, who handed over
the chief minister’s letter to Mr Vajpayee, was
told clearly that the decision would not be recon-
sidered. '

At the chief ministers’ meeting, the Union
finance minister refuted Mr Asim Dasgupta’s
argument that the Centre did not consult the
states before taking the decision.

Mr Yashwant Sinha’s claim was supported by
two Congress chief ministers, Mr Digvijay Singh
and Mr Ashok Gehlot. Mr Vajpayee reportedly
took this as sign of the Congress’s support on
reform, including closure of sick PSUs.
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HT Correspondent M/\
New Delhi, June 23

E CABINET Committee

on Disinvestment after a
stormy three-hour meeting

today decided not to clear the
proposal for divesting the shares
of bluechip public sector compa-

- nies, including, MTNL, VSNL,
Maruti Udyog Ltd, BHEL and

Hindustan Petroleum
Corporation Ltd.
However, “in principle” clear-

ance was given for disinvestment
in 11 public sector enterprises
including IBP, MMTC, STC and
SCI. The percentage of shares to

7 B

e up for divestment
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Disinvestment Minister Arun
Jaitley told reporters that the
Cabinet committee had decided
to complete the disinvestment
process in Indian Airlines, Air
India, ITDC, BALCO and IPCL
within the current financial year.

He said that in principle
approval for disinvestment has
been given for 11 public sector
undertakings apart from the 19
PSUs for which clearance had
been given earlier.

The other PSUs for whlch
in principle approval has
been give include Hindustan
Zinc, Hindustan  Organic
Chemicals, Hindustan

be divested in the petroleum
marketing company IBP has not
been decided as yet and various
options will be drawn up for the
next meeting.

The move of the Department of Disinvestment for
privatising the bluechip PSUs came up against stiff
opposition from Minister for Heavy Industries
Manohar Joshi, Petroleum Minister Ram Naik and
Telecommunications Minister Ram Vilas Paswan.
Both Naik and Joshi had already made clear their
stand -against the privatisation of these cash-rich com-
panies. Naik is of the view that the Government share
in the oil companies should not fall below 51 per cent.

Sources say that the three-year disinvestment plan
prepared by the Department of Disinvestment was not
cleared and it was decided to stick to the earlier sched-
ule for the current year.

Disinvestment Minister Jartley making a
point to Fertilisers “Minister Suresh
Prabhu after the meeting on Friday.
Photo: Arvind Yadav.

Insecticides, Sponge Iron India,
MECL, Hotel Ranchi Ashok and
Hotel Utkal Ashok. The perfor-
mance of all these undertakings
has been very poor.

Disinvestment Department Secretary, Pradeep
Baijal said the cabinet committee's approval for
MMTC and STC was for the sale of 51 to 100 per cent
stake, while in the case of Utkal and Ranchi Ashok it
would be 50 per cent or more. In SCI the percentage
sale would be 40 per cent.

He said disinvestment in the new cases would be
largely based on the disinvestment commission’s ee-
ommendations. Other PSUs, where the goverhment
has already taken a decision on disinvestment are’
Madras Fertilisers, National Fertiliders, Engineering
Projects, Instrumentatiop Ltd, Hindustan Cables and
Jessop Ltd /



OIL, TELECOM SECTORS UNTOUCHED

14 more PSUs cleared
+%. for disinvestment.|:

By Sushma Ramachandran

NEW DELHI, JUNE 23. The Govern-
ment today finalised a road map
for public sector disinvestment
during the current financial year,
but stopped short of taking any
decision on ‘‘big ticket’’ privatisa-
tion.

The Cabinet Committee for
Disinvestment (CCD) gave clear-
ance in-principle for disinvest-
ment of equity in 14 Public Sector
Undertakings (PSUs), including
the State Trading Corporation,
(8§TC), MMTC, Shipping Corpora-
tion of India (SCI) and IBP. Other
major PSUs in the oil and telecom
sector as well as the joint venture
Maruti Udyog Limited have been
kept out of the exercise for the
time being.

The CCD decided to empower
the Department of Disinvestment
(DoD) to appoint global advisors
to accelerate the privatisation
process. This is likely to expedite
the disinvestment of Air India and
Indian Airlines where the ap-
pointment of these advisors has
not yet taken place.

Briefing newspersons after the
meeting, the Disinvestment Min-
ister, Mr. Arun Jaitley, said his
Ministry has been asked to pre-
pare proposals for the 14 PSUs
which would be considered at the
next meeting on July 10. The Min-

istry’s proposal for a three-year
road map for public sector disin-
vestment would also be taken up.

Regarding the oil sector, it was
decided to defer disinvestment till
restructuring was completed. The
Indian Oil Corporation has been
listed for 10 per cent disinvest-
ment this year but this would
have to be after oil sector restruc-
turing. The sale of Government
equity in IBP has been cleared. A
decision was not taken on the is-
sue of considering the oil sector
“‘strategic”, a proposal submitted
by the Petroleum Minister, Mr.
Ram Naik, who has been quite
candid about his views on the is-
sue. Similarly, the Heavy Industry
Minister, Mr. Manohar Joshi, has
made it evident that he is keen to
ensure that the Government stake
was retained in MUL.

Among the 14 PSUs which have
been given “in- principle” clear-
ance are Hindustan Zinc Limited,
Hotels Ranchi Ashok. and Utkal
Ashok, Hindustan Organic Chem-
icals, Hindustan Insecticides Lim-
ited (HIL), Sponge Iron India and
MECL.

Mr. Jaitley said it has been de-
cided to complete the disinvest-
ment process this year for PSUs
which have already been given
the green signal. These include
Indian Airlines, Air India, ITDC,
BALCO and IPCL. Apart from the

14 PSUs which have lbeen ap-
proved in-principle, h¢ said 19
PSUs have already beeh cleared
for disinvestment.

The Disinvestment Secretary,
Mr. Pradip Baijal, said that out of
the 19 existing cases, global ad-
visors have already been appoint-
ed for 10 companies. These are
BALCO, IPCL, Scooters India Lim-
ited (SIL), Bharat Leader Corpora-
tion, NEPA, Hindustan
Teleprinters Limited, RBL, Bharat
Brakes, Hindustan Latex and
Hindustan Copper. Other PSUs
where decisions have already
been taken are Madras Fertilisers
Limited, National Fertilisers, En-
gineering Projects India Limited
(EPIL), Instrumentation Limited
(IL), Hindustan Cables Limited
(HCL) and Jessop Limited.

He said the CCD has decided
allow disinvestment in STC and
MMTC from 51 to 100 per cent. In
the case of Hotels Ranchi and Ut-
kal Ashok, it would be 50 per cent
or more. He said the new cases
would be largely based on the
Disinvestment Commission’s rec-
ommendations.

Asked about the big ticket priv-
atisation, Mr. Baijal said it did not
come up for discussion. The De-
partment had gone with an an-
nual plan which had been
approved, he said.

Left reaction: Page 13
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NEW DELHI,

June 25. —
Alarmed by the
sharp inter-
ministerial dif-
ferences over
the -sale of gov-
ernment equity
in public sector
units (PSUs),

the Prime
Minister, Mr
Atal Behari

Atal Behari Vajpayee

Vajpayee, is
) believed to have
asked the disinvestment ministry to come
up with a policy paper dealing with the
contentious telecom and oil sectors.

The directive came during last Friday's
meeting of the Cabinet committee on disin-
vestment (CCD). The department of disin-
vestment (DoD) would present the paper
within four to six weeks, highly placed gov-
ernment sources said.

Even though the ministries of telecom
and petroleum maintained that matter
of dlsmvestment in PSUs under them

dlscusswn at CCD,
ue is not dead yet...
debated at various

sources said: “The i
This will continue to
forums.”

Sources said that DoD Yyould take up the
draft paper with the committee of secre-
taries, likely to meet next week, and enlist
its reasons for privatisation of major com-
panies like Videsh Sanchar Nigam Ltd
(VSNL), Mahanagar Telephone Nigam Ltd
(MTNL), Maruti Udyog Ltd (MUL), Bharat
Heavy Electricals Ltd (Bhel) and some of
the national oil companies.

Finalisation of the three-year road map
for divestment, which included these blue
chip companies, as proposed by DoD could
not be considered at the CCD meeting
mainly due to difference among ministries,
sources said, adding this led to the
directive to DoD for preparing a status
paper to justify privatisation of these

, companies.

The Prime Minister’s directive assumes
importance in the wake of concerns
expressed by the disinvestment ministry
that target of Rs 10,000 crore would not be
achieved during current financial year
unless the government cleared more PSUs,
particularly big ones, for divestment and

estment department will present paper withinNouy'to six weeks'

PM seeks PSU sell-oft policy

/M}\P .(( did not comé

privatisation.

When contacted, communication minis-
ter, Mr Ram Vllas Paswan, said: -
“Dlsmvestment of MTNL and VSNL did
not come up for discussion during the
Friday meeting.”

Likewise, officials in the petroleum min-
istry said that nothing pertaining to them
was discussed and therefore, it would not
be appropriate to say that these issues
were deferred. -

Amidst reports that the DoD was
seeking privatisation of MTNL, VSNL,
MUL, Bhel and at least two oil psus during
the current fiscal as part of efforts to cre-
ate a few success stories of sell-off process;»
petroleum minister, Mr Ram Naik and
heavy industry minister, Mr Manohar
Joshi had expressed their reservations
about inclusion of PSUs under their min-
istries.

The DoD is likely to take up ministry-
specific PSUs and give the rationale
for privatisation by quoting the trends
worldwide, sources said, adding that the
status paper would respond to petroleum
minister’s logxc for strategic status for oil
PSUs by saying oil mdustry globally is in

" private hands
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sfx I\Q real appetite for dlsmvestmenﬂ“

ome of the meeting of the Cabinet committee on

that has seemingly been put in cold storage.
ere has been some rehashing — finalisation of the old
ivestment packages for Air India, Indian Airlines, ITDC. The
est of the package is toothless — a signal that government is
not vet prepared to grasp the nettle. What is more disturbing
is the news that significant differences cropped up during the
CCD meeting. Ministers defending lucrative turfs show poor
commitment to policy and a common enough tendency to hold
on to what they think they have for purposes that have noth-
ing to do with principles and everything to do with their power
to abuse. Witness Ram Vilas Paswan’s opposition to disinvest-
ment in the telecom sector and Ram Naik’s anxiety not to part
with the petroleum sector. Apart from this tendency to regard
! public property as intended for personal fulfillment it is also a
problem of mindset. As long as key ministries remain in the
hands of peopie like Paswan who have cut their teeth on old
1 “socialist” dogmas, opposition to reform will continue to haunt
. liberalisation. Arun Jaitley, the minister for disinvestment, is
. a man with fresh ideas and unanswerable arguments. But to
break down entrenched resistance is quite another matter.
Cabinet heavyweights have to combine to batter down ancient

prejudices and the propensity to feed on antiquated ideas.
Jaitley’s view, that the CCD meet in full to reach a consen-
sus before taking the divestment process further, makes every
sense. But he is under attack from within his party and allies
ﬁ'ightened of their own shadow. The swadeshi lobby and the
“socialists” are a horrendous combination. Jaitley, in other
words, needs political support, so that the “consensus” points
ahead rather than backwards. For the moment, going by the
outcome of the CCD meeting, the outlook is depressmg First,
major areas for disinvestment have been ignored. Next, the
CCD has drawn up a roadmap for only a year, where the
expectation was that it would present a plan and programme
for three years. What is on offer is compromise where the need
was for flags flying and drums beating to herald the second
veneration of reforms. There is still hostility to the idea that
the public sector be downsized fast. Fortunately, the realisa-
tion is dawning that this white elephant cannot be nurtured
any longer. This must be followed up energetically. The
process is still caught up in red tape. There is a need for estab-
lished procedures, which will cut out file-pushing and make
the process more transparent. We get the feeling that the
bureaucrats long sustained on a diet of abuse of power are
engaged in Operation Scutile in league with relics of the past.
For the moment, at least, an opportunity has been squandered

- government have exposed a weakness around the knees.
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RSS, BJP leaders to discuss
Govt’s economic policy

Shekhar lyer
New Delhi, June 28

/\Q\\ \f\

vy v

A FRESH dialogue between the\Bharatiya Janta
Party and the RSS on the economic\policy is on the
cards after the Sangh formulates its objections at the
$ix-day annual conference at Ahmdabay.
- The BIP leaders view the RSS conference as an
important one since the Sangh has been quite unhap-
py with the government's decisions, particularly those
allowing 100 per cent foreign direct investment in sev-
eral areas.

* Significantly, BJP president Kushabhau Thakre and
party general secretary K.N. Govindacharya will
attend the RSS central executive meet when it sits on
July 1 and 2 to articulate its views on several aspects of
governance. While the BJP leaders maintain that they
do not expect the RSS to interfere, the Sangh leader-
ship is expected to broadly endorse the stand taken by
its affiliate, the Swadeshi Jagran Manch (SJM).

The tone of the SIM's resolutions adopted at its
meet in Agra two days ago has been interpreted as
reflective of the RSS' own assessment, which is not
appreciative of the government.

The SIM has accused the government of takiing eco-
nomic decisions under foreign pressure and
announced a campaign to "expose” plans that it says
allow the multi-national companies to gain a major
foothold in the country under the garb of adherence
to WTO regulations.

According to BJP sources, the RSS and the BJP
leaders, including the Prime Minister, are likely to
engage in a informal dialogue regarding the econom-
ic policies to appreciate mutual concerns before
Parliament's monsoon session from July 24.

The RSS finds itself in a tight spot because it does
not wish to disturb the functioning of the Vajpayee
Government but at the same time cannot endorse
policies that are counter to its line of approach.

However, the RSS leaders say they have to keep the
cause afloat and the cadres pleased. They will have to
show that foreign investment in key areas is unwel-
come while reforms are not per se if they benefit the
rural poor. :

BIJP critics dub this as nothing but a tacit agreement
between the government leaders, the RSS and the
swadeshi lobby to let one another carry on with their
respective agenda.
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tax concessions

IT, housing, pharma sectors to get hoost

HT Correspondent
New Delhi, May 3

INANCE MINISTER
FYashwant Sinha  today
. announced a series of mea-
sures to give relief to the domestic
industry and pep up the capital
markets which witnessed volatility
in the last two days.

Initiating the debate on the
Finance Bill in Lok Sabha today,
Sinha hiked the import duty on tea
and coffee from 15 to 35 per cent
and gave tax sops by raising the
exemption limit from Rs 2,500 to
5,000 on non-bank deposits and
discontinuing the TDS on compul-
sory acquisition of farmers' lands.

Sinha also increased the deduc-
tion limit on interest payable on
housing loans to Rs 1 lakh, exemp-
tion of employees' stocks from
income tax levy and hiked limit on
non-bank deposits to Rs 5,000
from earlier proposal of Rs 2,500.

The Vajpayee Government made
several changes in both direct and
indirect tax proposals, providing
further concessions and tax holiday

“for both pharma, biotech and
infotech companies.

The proposal to exempt income
of venture capital funds (VCFs)
from tax levy, extension of tax hol-

"iday and other concessions for ten
years to export-oriented units, free
trade zone units, special economic
zones, and software technology
parks is bound to be music to the
corporates’ ears.

However, Mr Sinha did not give
any hint on the possible roll back
in the hike of food grain prices sold
through PDS, cut in fertiliser sub-
sidy or any revision in prices of
LPG, kerosene or diesel.

Among other major proposals,
the Finance Minister proposed the
discontinuation of tax deduction at
source on compulsory acquisition
of farmers' lands.

He exempted silicon, E-mal and
intravenous fluids, tapioca starch
and asafoetida (heeng) from levy
of 16 per cent Central Value
Added Tax (Cenvat).

2e Centre has also reduced the

Xcise levy on biscuits being sold at

© Basic customs duty on tea and coffee
hiked from 15 % to 35%

< Limit of deduction of interest payable
in acquiring self occupied properties
raised from Rs.75,000 to Rs. 1 lakh.

© TDS on compulsory acquisition of
farmer's lang discontinued.

© Exemption limit of tax at source on
non-bank deposits raised from
Rs. 2,500 to Rs. 5,000.

¢ Shares received by the employees
under employees stock option plan to
be taxed only as capital gains at the
time of sale.

< Charitable companies set up with
no profit motive exempted from the
operation of minimum altermnate tax.

€ No tax on distributed or undistributed
income of venture capital funds.

Rs 5 per packet. These biscuits
weighing less than 100 gm would
attract 50 per cent of Cenvat. Duty:
free clearance of paper made from
bagasse and waste has been
increased to 3500 tonnes in a ycar.

While artemisinin import has
been exempted from customs duty
levy, duty on DBM, fused magne-
sia and seawater magnesia has
been slashed to 25 per cent from
earlier proposal of 35 per cent.
Imported tiles are expected to be

costlier as the additional duty of '

customs (CVD) on marble slabs

and tiles has been raised from Rs .

30 per sq. metre to 16 per cent.

The Finance Minister + also”

announced increase in customs
duty on non-coking coal to 25 per
cent from earlier 15 per cent.

While VCFs have been allowed
complete pass through on disirib-
uted or undistributed income of
the funds, these incomes would be
taxed in the hands of investors.

In a bid to encourage basic R&D
in knowledge-based industries like
pharmaceuticals and biotech, the
Centre has announced a 10-year
tax holiday and set up a Rs 150
crore fund for promotion ot RacD.
Weighted deduction for tax pur-
poses, expenses up to 150 per cent
would be considered.
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_FINANCE BILL PASSED IN LS

‘Sinha

on’t yield

' on’rollback }.m

By Alok Mukherjee

NEW DELHI, MAY 4. Despite intense
pressure from the alliance part-
ners and the Opposition parties,
the Vajpayee Government today
stuck to its guns and refused to
relent on the fertilizer and food
price increases. The Govern-
ment’s response came from the
Union Finance Minister, Mr.
Yashwant Sinha, in his reply to
the debate on the Finance Bill
2000, which the House passed
subsequently. With this, the 2000-
2001 budget received the sanction
of the Lok Sabha.

While Mr. Sinha refused to re-
spond to the Opposition de-
mands that the Government
make clear the position on roll-
back of the price increases, he did
get up in response to a query from
Mr. Yerran Naidu of the Telugu
Desam Party to say that the Ex-
penditure Commission set up re-
cently had been asked to submit a
“quick report” on the issue and
suggest ways to target them bet-
ter.

To the Congress (I) member,
Mr. Madhavrao Scindia, Mr. Sin-
ha said “I can understand every
other section of the House ex-
pressing concern about increases
in fertilizer and PDS prices, but
not the Congress. I am astounded
as to how the Congress can raise
this question.” The Congress (I)
Government had raised the fertil-
izer and PDS prices four times be-
tween 1985 and 1989 and four
times again during 1991 and 1996.

Dissatisfied at the lack of re-
sponse from Mr. Sinha, the Con-
gress {I) members and the rest of
the Opposition walked out of the
House, shouting slogans against

the Government. Earlier, re-
sponding to the points raised by
the members in the debate, Mr.
Sinha countered most of the
points of criticism. Picking up the
Congress (I) charge about the
“crushing burden of prices” on
the weaker sections, Mr. Sinha
quoted figures to say that the av-
erage rate of inflation under the
Congress (I) regime between 1992
and 1996 was 8.2 per cent where-
as it was 6.1 per cent under the
United Front regime and the av-
erage worked out to 4.5 during the
two years of the National Demo-
cratic Alliance Government. On
the charge that growth had
slipped during the NDA regime,
the Minister again quoted figures
to show that the average growth
between 1992-93 and 1995-96 was
6.5 per cent whereas it was 6.3 per
cent under the United Front re-
gime and 6.4 per cent under the
NDA Government.

On external debt, the Minister

said the proportion of short-term
debt in the total external debt had
been brought down to 4.4 per
cent from 5.3 per cent earlier and,
therefore, ‘“there is nothing to
worry on that front.”
However, he said concern should
be expressed about internal debt
and the precarious situation of
the State finances. In this context,
Mr. Sinha pointed out that the
salaries bill of the Central Govern-
ment had gone up from Rs. 37,400
crores in 1996-97 to Rs. 73,646
crores in 2000-01 because of the
Fifth Pay Commission award.
“This had a devastating impact
on the State finances as they had
to follow suit,” the Minister
pointed out.

Allies feel ignored: Page 13
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-Sinha showcas
India’s potentia

By P. S. Suryanarayana HD

CHANG MAI (THAILAND), MAY 6. Invit-
ing foreign investors to India as
an independent destination, the
Finance Minister, Mr. Yashwant
Sinha, said here today that the
country was moving towards the
status of “a highly-developed na-
tion based on strong social, cul-
tural and economic foundations
and (sitting) at the cutting edge in
science and technology.”

Recounting a whole series of
steps taken by India in recent
months to liberalise the economy,
Mr. Sinha said that the Govern-
ment was aware that its “‘efforts to
combat disease, poverty and illit-
eracy will need to be further aug-
mented.”

“The most important . con-
straint to rapid economic growth
in India today is the inadequacy
of our infrastructure,” Mr. Sinha
told the assembled foreign inves-
tors on the sidelines of the annual
meeting of the ADB. In this con-
text, India would go ahead with
plans of “corporatisation of pub-
lic sector service providers in the
areas of telecommunications,
ports and airports,” he said and
drew attention to a new Depart-
ment of Disinvestment.

Expressing satisfaction that the

" latest Indian budget, seen in

i
|

many quarters as a far-reaching
one, had been passed by Parlia-
ment a few days ago, Mr. Sinha
drew attention to the approval ac-
corded to certain reductions in
subsidies. He explained later that
he was not gloating over such a
measure which had acquired con-
troversial overtones. The passage
of subsidy cutbacks was no nega-
tive message either to the Indians
or to the international investors,
he maintained.

On the question of the relative
places of India and China in the

i calculations of international in-

- 'vestors, Mr. § agaid that they
were not compefing destinations
for FDIL

The ADB presi
Chino, delivering the traditional
address, outlining the bank’s pri-
orities and performance, said that
the vision of the ADB had been
translated into action through the
implementation of a poverty re-
duction strategy, private sector
development, promotion of social
growth indicators such as educa-
tion and through the promotion
of good governance.

The other key areas of the
ADB’s focus were cited, covering
the challenges of globalisation,
application of new technologies,
environmental protection and
productivity upgradation.

Protests mark meet
PTI reports:

About 2,000 demonstrators
pushed over crowd-control bar-
riers and confronted riot police
today in protest against the ADB,
outside the Chiang Mai University
venue.

The protesters, chanting slo-
gans such as “ADB go to hell,” sat
on both ends of the road outside
the venue and vowed to stay there
and block the delegates from
leaving, though they left a small
rear access road clear.

Hundreds of riot police with
clubs and shields kept a tense eye
on the protesters, mostly from
non-governmental organisations
or people whose land or liveli-
hood had been lost by ADB-fund-
ed projects, from behind other
ranks of crowd-control barriers.

A smaller group of student
demonstrators pushed the lines
of riot police, who pushed back.
About 100 students managed to
scale a wall around the confer-
ence centre, but were quickly sur-
rounded and staged a sit-in.
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MANAGING THE EXTERNAL ECONOMY

HE FALL OF the rupee against the dollar to
below the forty-four level on Wednesday ought
to be viewed in its correct perspective. All in-
dications are that the sharp decline of about 35
paise was caused by a sudden and unexpected
commercial demand for dollars, leading to a
wrong market perception that the rupee would
move down even more steeply in the next few
days. The result was a classic panic reaction es-
pecially among importers, who rushed in to cov-
er. Additionally, the fact that the dollar has been
faring well against the euro and other major cur-
rencies in the international markets has natural-
ly mattered in India too. Important as these
causative factors are, it is imperative that a dis-
tinction is made between short-term and medi-
um-term influences that affect not just exchange
rate stability but the external sector manage-
ment as a whole.

For a long time since end-August 1998, the
Indian currency has enjoyed, by the standards of
today’s foreign exchange markets, a period of
reasonable stability. The Reserve Bank's strategy
involving a combination of a tough posturing
against speculative elements along with correct-
ing temporary imbalances in both demand and
supply has paid off. Since the day-to-day move-
ments of the exchange rates are market deter-
mined, the RBI's claim of having enforced
orderly conditions cannot be disputed even
when the rupee lurches below a psychological
barrier of Rs. 44 to the dollar. Given the fact that
a gradual depreciation of the rupee has always
been on the cards, there is apparently no reason
to be especially concerned even over Wednes-
day’s sharp drop. In its recent annual monetary
and credit policy statement, the RBI has reit-
erated that it will continue to closely monitor the
financial markets and take all appropriate mea-
sures to achieve certain stated objectives.

Those objectives will have to inevitably
mesh with the much broader goals of external
sector management and of macroeconomic pol-
icy. The growing linkages among the different

sectors of the economy and among the several
financial markets prove that sector-specific
measures have become passe. The sudden weak-
ening of the rupee might just be a perception
that was proved wrong by subsequent develop-
ments but then the original anxiety arose from
the recent stock market gyrations. Foreign in-
stitutional investors, who have suddenly turned
net sellers of stocks, were reportedly repatriating
the proceeds abroad. There could be further
threats to the forex market’s composure, if in-
flationary pressures are to be countered through

monetary means. )\’\9 AV

Further areas of concern relate to ¢t
ance of payments and the management
serves. During the last financial year the s
increases in the prices of crude oil and petyo-
leum products caused the oil import bill to go up
substantially. Even though it was absorbed with-
out causing undue strain on the current account
deficit, there is obviously no room for compla-
cency. In fact current thinking on reserves man-
agement would factor in contingencies such as
an unexpected commodity or asset price in-
crease. Another fascinating external economy
debate centres on debunking age-old assump-
tions regarding the adequacy of forex reserves at
a given level. Thus while there has been a satis-
factory accretion in the country’s reserves dur-
ing fiscal 1999-2000, experts say that in emerging
economies a number of parameters besides the
quantum of merchandise imports or the size of
the current account deficit should be used to
determine the adequacy of reserves. Since cap-
ital flows have become volatile, their composi-
tion obviously matters in determining the
adequacy of reserves. The overall approach to
the management of the country’s foreign ex-
change reserves and therefore of exchange rate
policy is all encompassing and includes both
identifiable factors and contingencies. There
would be some more salutary gains if Wednes-
day’s drop in the rupee spawns further discus-
sions in that genre.

-
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4n Manmohanomics, BJP sees
ray of Congress endorsement

HT Correspondent
New Delhi, May 16

apt MY

ON A day when Mrs Sonia Gandhifed the

Congress marchers to the PM%¥ resi-

dence to demand the return of subsidies
cut in this year's Budget, former Fihance
Minister Manmohan Singh’s act of questibning
in the Rajya Sabha the continuance of “non-
merit” subsidies delighted the BJP to propose
consensus on economic issues to the Congress.

Saying that Dr Singh’s speech could form the
basis for working out the consensus, BJP
spokesperson M Venkaiah Naidu said the
Congress should stop bluffing the people all the
time and realise that it was about time "good
economics makes good politics”.

The BJP could not hide its glee at the fact that
when Mr Vajpayee had Consumer Affairs
Minister Shanta Kumar to explain to the
Congress delegation led by Mrs Gandhi the rea-
sons for the Government's action, Dr Singh had
stumped his own party and supported the
Government's line with his statement that the
present path of continuing with "non-merit"
subsidies was simply unsustainable.

The BJIP's big welcc?‘\e for Dr Singh's speech
was matched by Prime Minister A B Vajpayee's
call to BJP members of Parliament to stop wor-
rying about the impact of this year's Budget and
instead go to their people to explain the "hard
decisions" because "the mood is in our favour
and there is no scope for change in the future."

Mr Vajpayee had been upset by his own party
MPs' reservation over the cut in subsidies and
could not help saying that “in the beginning, the
people said the Government would be cornered

Economic Issues
SRR AR
on the issue of subsidies and that we would not
be able to withstand the Opposition's
onslaught.” However, the Prime Minister said,
the Opposition’s attack was more political.

Mr Vajpayee, who received a memorandum
from Mrs Gandhi charging the Government
with dismantling the PDS, told the BJP
Parliamentary Party that the Congress's opposi-
tion was born out of an agitational approach
than on merits. Therefore, the BJP members
should convey to the people the benefits that

would accrue from the Budget's proposals.

Mr Vajpayee said the Opposition would have
to accept the reality that the Government would
complete its full five-year-term and asked par-
tymen to properly "propagate" the reasons for
the hard decisions. The Prime Minister
expressed satisfaction over the autcome of the
Budget session.

Mr Naidu said, "We welcome Dr Singh's
speech in the Rajya Sabha and hope that it is in
tune with the Congress' policy on economic
issues." He also referred to Dr Singh's first
Budget speech of 1991 to justify the Gover-
nment's decision to reduce the level of subsidy
for fertiliser and compensate the farmers by
increasing the support price for their produce.
"If the past decisions were correct during the
Congress and the United Front regimes, how
can they (the Opposition) find fault with the
present decision when it proposed increase in
the price of urea.”" He dismissed the Congress's
agitation against the rise in the price of essential
commodities and urea following the cut in sub-
sidies, saying that "they can go on agitating and
we will go on educating them". -

Manmohan’s speech in RS: Page 9
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HT Correspondent

New Delhi, May 16 O]Q )AC\{
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NSUSTAINABLE AND

I ' unmerited subsidies make

up for 16 per cent of the
country's Gross Domestic Product
(GDP), and if these are withdrawn
through political consensus, the
problem of finding funds for the
literacy mission and improving the
living conditions of people below
the poverty line can be solved, Dr
Manmohan Singh, leader of the
Opposition in the Rajya Sabha,
said today.

Participating in a debate on the
89th Amendment Bill, brought to
effect devolution of 29 per cent
Central taxes to States as suggest-
ed by the 10th Finance
Commission, the former Finance
Minister said subsidies need to be
reviewed urgently. The total sub-
sidy bill now exceeds Rs 1,30,000
crore which needs to be viewed by
all parties as a national problem.

——

olitical consensus n
Govt wants tq imitiate national debate on fiscal deficit: Sinha

Unless the country's finances are

ut to order, the eventual aim of

ringing down interest rates will
ead to zero investment in the
infrastructure sector which is so
vital for national growth. "We are
far away from levels of prudence”,
he warned.

Talking about States’ runaway
deficits, Mr Singh pointed out that
most of the State PSUs are sick. In
many cases their accounts are not
audited. There are no returns
available for years and appoint-
ments are ad hoc or purely on
political basis.

The States' total debt is now 20.5
per cent of GDP. If this is not con-
trolled, it hurts the fiscal integrity
of the system. The states are
unable to pay their dues on coal
and power which leads to transfer
of their deficit to the Centre.

Dr Singh described as "fraught
with danger" the new system of
pensions on basis of "pay as you
work". The burden of pension

exceeds S0 per cent of GDP as
cumulative liabilities. This poses
an unique fiscal problem , he said.
Another problem which has arisen
over the past five years is primary
deficit. In 1995-96, there was no
such thing as primary deficit, but
now it is set to cross the Rs 10,000
crore mark.

Fiscal Responsibility  Act:
Replying to the discussion on the
Amendment Bill, Finance Minister
Yashwant Sinha said Government
plans to bring a comprehensive
Fiscal Responsibility Bill to tackle
the problem of fiscal deficit. He
Government would take this bill to
the people and initiate a national
debate on it before bringing it to
Parliament.

He said the current deficit stood
at Rs. 111,000 crores of which
Rs.40,000 crores was the interest
burden. He said India's pride was
hurt by being among the delin-
quent nations with fiscal deficit
being to thie tune of 9 to 10 per

on subsidies’

cent of the GDP.

The Bill was passed
by the House with all
Members present voting inlfavour.

He said besides the m
interest burden, the Centr
State budget had been destroyec
by the "adverse impact” of orle sin
gle act — recommendations o
the Fifth Pay Commission, an
which would take many years t
overcome.

He said the members should nc
"nurse any suspicion" that t
changing the Tenth Financ
Commission recommendation th:
29 per cent of "gross" proceeds ¢
taxes will go to the states to "ne
proceeds in the Bill there was a1
attempt to deprive the states :
their share. Mr Sinha stating th
there was likely to be a differenc

 of Rs. 2,000 crore if the term e

is used instead of 'gross' assure
Members that the government wi
see to it that none of the states los:
out of there legitimate share.
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s Sonia GAndhi marched to the prime minis-

ter’s residence in New Delhi protesting the in-

creased price of products like kerosene. Inthe |
Rajya Sabha, the Congress leader, Mr Manmohan Singh,
noted thht India’s distorted subsidy regime is hurting
rather than helping the poor. He called for economic re-
forms and partisan politics to be separated. It should be
evident who displayed a greater national vision. Mr
Singh did not speak the language of ideology or party
politics. He was stating a simple fact. The bulk of India’s
subsidies do not go to the poor, they are siphoned off by
the rich and the criminal. Worse, subsidies eat up so
much of the government’s finances that there is nothing
left for primary healthcare and education — pro-
grammes that would benefit the poor far more than even
efficient subsidies. Mr Singh correctly argued that the
money spent on bad subsidies yearly would release the
equivalent of Rs 4000 for each of India’s poorest 300 mil-
lion people. Invested in these people’s lives rather than a
public distribution system which helps black marke-
teers, the result would be a social revolution. The poor
would benefit more than they will from Ms Gandhi’s stri-
dent slogans about kerosene prices.

As in so much else, Ms Gandhi is in two minds about
further reforms. In November last year she had said the
Congress was four square behind liberalization. These
days she takes every opportunity to attack divestment
proposals and subsidy cuts — both at the heart of the pre-
sent reform battle. Her confusion is reflected in her han-
dling of regional politics. A principled stand against Mr
Laloo Prasad Yadav’s casteism became an embrace of
his secular credentials. Ms Gandhi’s stand on the maha-
Jjot also shifts with the wind. This would all be under-
standable if it were part of an overall, pragmatic politi-
cal strategy. However, the impression is that Ms Gandhi
is hostage to contradictory advice from a constellation of
advisors who include pro-reformists to unreconstructed
Marxists. And there is no consistency in the advice she
takes. One result has been a rise in state dissidence
where her appointees are the target of attack. Unfortu-
nately, attempts to compensate for all this by embracing
mindless populism only underline the Congress’s
predicament. Ms Gandhi is acting like a marginal politi-
cal player out for headlines and not the opposition leader.

It is not impossible to seize the initiative. Mr Singh
has called for a new national consensus on reforms. The
Congress can go beyond that and reclaim its mantle as
the originator of liberalization. For example, the Con-
gress could demand that in return for its support of sub-
sidy cuts, the money saved should be used for healthcare
and literacy. This would be a perfect pro-reform, pro-poor
platform. It could demand that to face off foreign compe-
tition, the small scale sector should have its regulatory
burden lifted and its input costs lowered. Ms Gandhi
needs to break free of those partymen who believe so-
cialist nostalgia is the path to the 21st century. Other-
wise, her party will depend on the backing of political
groups like public sector employees who are in eclipse.
The Congress still has local support — it holds more state
assembly seats now than it did in 1980. But its dismal
standing in Parliament reflects a failure to have a coher-
ent national vision — except when the likes of Mr Singh
speaks his mind.

THE TELEGRAPK
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/C?ntre’s economic policy criticised

k(‘) - \ﬂ7 By Our Special Correspondent /),9

NEW DELHI, MAY 28. A day-long meeting today at the
plush Bhondsi Ashram residence of former Prithe
Minister, Mr. Chandra Shekhar, witnessed speaker
after speaker criticise the Vajpayee government’s ec-
onornic policy of “reckless globalisation, mindless
liberalisation and wholesale disinvestment.”

The view that emerged was that unless something
was done to change the direction and thrust of the
policy, it would spell disaster for the country’s econ-
omy while adversely impacting the lives of 97 per
cent of the population in this country. The reforms
process, it was said, was really an effort by the three
per cent of the peoplewho control the levers of eco-
nomic power to further their clout.

From the right to the left, almost the entire politi-
cal spectrum was represented at the meeting. Four
former Prime Ministers — Mr. Chandra Shekhar as
host, Mr. Deve Gowda, Mr. V.P.Singh and Mr. Inder
Kumar Gujral — were present. Mr. P.V.Narasimha
Rao did not attend but more than acknowledged the
“initiative”’ by sending two papers which were circu-
lated at the meeting. Many economists and social
activists participated in the deliberations that ended
around 7 p.m.

Although the meeting claimed to be non-political
and was to have looked at the macro-economic is-
sues dispassionately, there was no escaping the fact
that it was part of the political initiative by Mr.
Chandra Shekhar to revive the third front. In fact, Mr
D Raja, the CPI leader and lone left representative at
the meeting said economic policy cannot be seen in
isolation from larger socio-political issues.

Many speakers attacked the liberalisation and
globalisation process started by the Rao Govern-
ment, but Mr. Rao himself differentiated between
the middle path his Government had chosen and the
reckless globalisation being witnessed today. The
very title of his paper, Prosperity with Welfare, un-
derlined the need to adopt caution and safeguard
the interests of the weakest sections of our society.

Mr. V.P.Singh brought up the issue of cuts in sub-
sidies on food made by the Vajpayee Government
recently. He warned that the capitalist road that was
being taken favoured free movement of capital while
disallowing free movement of labour. And Mr. Guj-
ral stated that the point was not a simple pro-reform
or anti-reform stance. There was need to under-
stand that while “opening up’ the cconomy the
problem of unemployment and increasing poverty
could not be ignored.

Dr. Subramaniam Swamy’s charge was that the
present Government was selling “‘public property”
for a pittance for “corrupt considerations.” The pat-
tern of reforms adopted would lead to “neo-coloni-
alsm.”

Mr. Raja made the point that they were the first to
raise their voices against the reform process as far
back as 1991 when the Rao government had em-
barked on this path. The collapse of the Mexican
miracle and the Asian tigers should have served as a
wake-up call and the present policies could only
lead to loss of economic sovereignty.

His view was that land reforms held the key to
development as witnessed in Kerala and West Ben-
gal. Mr. Raja was also of the view that those who
touted the ‘swadeshi’ slogan should realise that this
was not synonymous with the Ambanis, the Birlas
and the Modis.

It was a direct reference to the Union Home Min-
ister, Mr L.K. Advani, who had recently stated that
the new definition of ‘swadeshi’ should mean a pol-
icy that would allow Indian corporates to become
major trans-national giants,

Economist Arun Kumar, social activist Ms. Vanda-
na Shiva and academic Yogendra Yadav were among
those present. Mr. Sitaram Yechury of the CPI(M)
and Mr.K.N. Govindacharya of the BJP who were
invited, were unable to attend. The RSS chief, who
was also an invitee, did not attend, but an office-
bearer of the Swadeshi Jagran Manch, an RSS affil-
iate, was present.
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AVINGS DEPOSIT RATES REDUCED

| cuts CRR, bank
rate by 1 p.c.

W)
i\
By Our Special Correspondent

MUMBAI, ARRIL 1. Continuing the policy of bringing
down interest rates, the Reserve Bank of India today
announced a cut in the Bank Rate from 8 to 7 per
cent as at the close of business of April 1. It also
reduced the savings deposit rates of scheduled com-
mercial banks from 4.5 to 4 per cent effective from
April 1. (?_" g e £ Ak,

The RBI also reduced the Cash Reserve Rati
(CRR) from 9 to 8 per cent, which will augment lend-
able resources of the banking system by about Rs.
7,200 crores. The CRR cut will be implemented in
two stages by 0.5 percentage points each effective
from the fortnights beginning April 8 and April 22.
The RBI also reduced the repo (Repurchase Options)
rate from 6 to 5 per cent, effective from April 3.

The RBI Governor, Dr. Bimal Jalan, said the re-
lease of the liquidity into the system was not the
primary aim of the new measures but it should help
banks reduce interest rates as a continuing Govern-
ment policy. Asked whether he expected the banks
to cut rates, Dr. Jalan said the new measures would
help the economy as a whole and ultimately “result
in lower interest rate”.

“As a consequence of the reduction in the Bank
Rate, the interest rates on advances from the RBI by
way of several facilities, including the export credit
refinance to scheduled commercial banks and pri-
mary (urban) co-operative banks would be reduced
by one percentage point,” a RBI press release said.
Other facilities where such a reduction would be
affected are: Collateralised Lending Facility (CLF),
Additional Collateralised Lending Facility (ACLF),
liquidity support to Primary Dealers (PDs), advances
to State Financial Corporations and Ways and
Means Advances ar&@verdraft to the Central and

State Governments. Reports that a cut in the CRR
was likely by the end of this week led to the rise of
Government securities prices on Friday. Long-dated
securities witnessed a price appreciation of 70 to 80
paise on increased buying from banks. ‘‘The market
inig a cut in the Bank Rate and CRR and
ovement in Government securities prices
anticipation of the change in rates,” said Mr.
. Ramesh, Managing Director of Discount and
inance House of India (DFHD). The cut in the CRR
would ease liquidity in the system and it is quite
likely the Government borrowing programme would
start next week when the first stage of the CRR cut
becomes effective, he said.

“The Government security borrowing programme
is expected to begin in the first week of April, exert-
ing further pressure on liquidity,” said Mr. M. R.
Madhavan of ICICI Securities and Finance Co Ltd.
As the borrowing programme of the new fiscal year
begins this week, the market was expecting a cut in
the CRR. The tight liquidity condition increased the
cut-off yield by 37 basis points to 9.95 per cent in the
latest auction of 364-Day Treasury Bills conducted
on March 22 compared to 9.58 per cent at the March

8 auction. The 0.5 per cent reduction in savings bank

interest rate was also anticipated.

Timely step: Sinha
Alok Mukherjee writes from New Delhi:

Reacting to the RBI's decision, the Union Finance
Minister, Mr. Yashwant Sinha, said, “I am glad the
RBI has moved comprehensively in the matter. The
reduction in interest rates and the cut in CRR are
both positive developments and will benefit the
economy. It is a timely step.”

Reactions on Page 8
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Sinha targets excise
duties, corporate taxes

® Taxes to mop up Rs. 6,904 crores
@ Fiscal deficit at 5.1%

@ Interest tax on banks and Fls off
ufifi= @ Exemption under Section 54
o -

EA/54EB goes, relief only if capital
gains are reinvested in NABARD and

NHAI bonds R
.7 @ Surcharge on income above \W A
~~ 1“7y Rs.1.50 lakhs hiked to 15% \\’7
T @® Minimum Alternate Tax (MAT) down \
to 7.5%

@ Dividend tax up by 10%

@® One-by-six I-T scheme to cover more
areas

@ Additional rebate of Rs. 5,000 for
women tax-payers.

@ Excise duty procedure in for overhaul

® Single rate of Central value added tax
(CENVAT)

@ Three rates of special excise
® Peak customs duty rate down to 35%

® Special Additional Duty (SAD) on
customs to cover traders as well

@® Hike in excise duty on tobacco

® Big import duty sops for I-T and
telecom products

® Cell phones to cost less

@ Computers, CD-ROMs, floppy discs,
ICs to be cheaper
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® Record hike in defence outlay

® Excise duty regime in for overhaul

I propose to put India on a sustained,
- equitable job-creating growth path
‘ of 7-8 per cent per year...

'WHAT OTHERS SAY...

Manmohan Singh P.Chidambaram H.S. Surjeet

® P.Chidambaram: Colourful phrases like ‘biting the bullet’ were employed freely...
but the budget speech has been a great disappointment.

® LS, Surjeet: Has nothing for the common man. Serves the purposes of MNCs,
follows the policies of liberalisation and globalisation.

® Manmohan Singh: When revenues are overestimated and expenditure
underestimated the Government cannot reach the targetted fiscal deficit of five
per cent of GDP.

® Madhavrao Scindia: it takes us ten steps backwards... a budget of stagnation.

® AY. Tipnis: All-out efforts need to be made to ensure that funds allocated are
optimally and speedily utilised for the modernisation of the armed forces.

® Rahul Bajaj: Though the Finance Minister has tried to bite the bullet, he has not
been able to bite it hard enough.

® Madhu Dandavate: The gains of developmental process will not reach the poor at
the State or the Panchayati Raj level.

@ Somnath Chatterjee: There is no direction in the budget... It starts in one direction
and then it gets derailed.

® Mulayam Singh Yadav: The allocation for defence is not adequate. It should have
been Rs. 82,000 crores.
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® PDS articles become costlier
® Customs duty on petro goods cut

Defence outlay up 21 per cent

Central Plan outlay in 2000-01
at Rs. 1,17,334 crores

More allocation for health, education
and drinking water

Allocation for Rural Infrastructure
Development Fund up by
Rs. 1,000 crores

Rs. 5,000 crores for new Pradhan
Mantri Gramodaya Yojana scheme

@® Micro finance development
fund set up

© Rural housing gets Rs. 1,710 crores

@ Export earnings come under tax net

® Urea prices up by 15%, retentiompﬂge
scheme to be phased out 1

@ Cereal allocation under PDS doubled but
poor may have to pay more. PDS prices
to be higher for non-poor as well

Urea Irgs

PDS sugar out of reach for I-T assessees
Disinvestment to fetch Rs. 10,000 cr.
Govt. stake in banks to go down to 33%
Group insurance for poor

Easier credit for SSls

Ceiling on Fll investment in corporates

e BN up to 40%
@ Interest on General Provident M
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The Finance Minister hopesto
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e

E | .. by slowing the growth of total and |

. and increasing revenue
receipts, reducing subsidies

i...defence oﬁﬁ;yﬁifﬁ&g
! almost doubled in 4 years

- . . the States will make up

for the decline in 1999-00

i ... and the government
: debt stock will keep rising

reduce the fiscal and revenue deficits . . .

Approach

B8 Total plan expenditure
Plan capitai expenditure

positive,

says Naidu

By Our Special Correspondent

HYDERABAD, FEB. 29. The Andhra
Pradesh Chief Minister, Mr. N.
Chandrababu Naidu, has termed
the budget as ‘moderately good
and positive in approach.’

+In a statement, he said the
thrust on rural development, edu-
cation, health, rural roads, drink-
ing water and -housing was

issue price to 50 per cent of eco-
nomic cost which might place
burden on the States with heavy
PDS commitments. The sur-
charge on IT and additional cess
on petrol would yield more reve-
nue to the Centre without any
share to the States.

The Chief Minister expressed
apprehensions over the increase

By Hasan Suroor

NEW DELHI, FEB. 29. They wouldn't
have been more excited if they had
hit a goldmine; and, for a moment,
it did seem that some pretty deadly
“live” ammunition had fallen into
their hands.

Ten minutes before the Budget
was to be presented in the Lok
Sabha, Ms. Renuka Chaudhury and
Mr. Priya Ranjan Das Munshi—the
more easily excitable of the
Congress(I) members—burst into

The ‘leak’ causes

was suggesting could be true.
But, clearly, the Congress(I)
didn’t think it was a laughing

matter; and barely had the Speakrr

Mr. G.M.C.Balayogi called the !
House to order when Mr. Munshi
was on his feet saying his party |
had “reason to believe” that the
Finance Minister’s Budget
proposals had been leaked. If thi
turned out to be true Mr. Sinha
should resign, he said. But the

Parliamentary Affairs Minister, M.
Pramod Mahajan, would have noe

q flutter

some of Mr. Sinha’s own
ministerial colleagues dozed off.
The backbenches were, of course,
full of bleary eyes, and sleepy
looks.

This was Mr. Sinha’s third
consecutive Budget and, judging
from the reaction, the least

exciting. Even the “leak” scare did
not live up to its promise and there

was a touch of the anti-climax in
the manner the episode ended.
There was no reaction from the

Congress(l) after Mr. Sinha finished

Total debt stock

Net resources
transferred
to States

By Our Special Correspondent

NEW DELHI, FEB. 29. The Union Budget has
evoked mixed reactions from various cham-
bers of commerce and industry, with the Con-
federation of Indian Industry (ClI) describing
it a “disappointment” for industry. In his re-
action, the CII chief, Mr. Rahul Bajaj, said
though the proposals in the Budget were a
blend of positive and negatives, in totality the
budget was a disappointment to the industry.

While the situation warranted hard deci-
sions, he said measures like cutting down of
subsidies, steps to reduce revenue expendi-
ture, introduction of Fiscal Responsibility Act

A disappointment: industry

‘sweat equity’ scheme to be streamlined
make it more hicrative for atiracting the rig
talents. The budget seemed to be silent o
that, he said. Criticising the proposal relatin
to doubling the dividend tax to be paid by
company from 10 per cent to 20 per cent,
said this would have a major impact on th‘eé
capital market. Also the phasing out of thg
export incentive schemes under the income
tax should be well calibrated so that the im-|
pact on the exporters was minimal. The A
socha President, Mr. Shekhar Bajaj
welcomed the broad
direction provided &
by the Budget pro- i
posals. But, at the

and the attempt at zero budgeting were wel-
come, but fell far
short of expecta-
tions. The proposals,

of this, and as the House looked
like being on the verge of a
slanging match, the Speaker wavd
the rod. Enough was enough, he

the House dramatically waving a
wire service copy and a sheaf of
papers which, they claimed,
contained “leaks” from the Budget.

his presentation with the Congress
(I) members even refusing to join
issue with a BJP member who
taunted them for creating the scare

same time, lamented
that the Finance
Minister did not
“bite the bullet” as

welcoyne, as also

in the prices of
urea and the du-
ty hike on other

" nance Minister,

\

velopment Fund
with Rs. 100
crores and the
doubling of the °
target under
self-help groups
for the NABARD
micro finances, Mr. Naidu felt
happy at the Centre declaring
2001 the year of women's empo-
werment and giving duty exemp-
tions to the IT and telecom
sectors.

While appreciating the increase
in foodgrain allocation for BPL
families, he expressed concern
over the impact of increasing the

. so condemned
the decision to
: hike the price of
fertilizers  and
rice supplied to
fair price shops.

He said the in-
crease of Rs. 30 a fertilizer bag
would incur a burden of Rs. 120
crores on the State Government
and it would have a direct bearing
on the farmers.

The increase in price of rice
from Rs. 9 to Rs. 12 in the fair
price shops would add a burden
of Rs. 400 crores on the State ex-
chequer, he added.

Basic concerns
not addressed,
says Chidambaram

By Our Special Correspondent

NEW DELHI, FEB. 29. The former
Union Finance Minister and Ta-
mil Maanila Congress leader, Mr.
P. Chidambaram, has said the Fi-
Mr. Yashwant
Sinha, has not bothered to ad-
dress any of the fundamentat
concerns highlighted in the eco-
nomic survey.

Reacting to Mr. Sinha’s budget
proposals, the former Minister
said the greatest regret was the
derailment of the reform process
in the excise duty regime attempt-
ed last year. “The worst blow has
come in the area of direct taxes.
The Finance Minister has not only
retained the surcharge of 10 per
cent that he promised to abolish
this year, but he has increased the
surcharge to 15 per cent on the
highest bracket”.

He said the decision to tamger
with export benefits for exporters,
increase in distribution tax on di-
vidend from 10 to 20 per cent,
hike in tax on income disbursed
by debt mutual funds from 10 to
20 per cent and interference with
the MAT regime would send
wrong signals to income earners
and business. Mr. Chidambaram

aid that as per his calculations,
he additional resource mobilisa-
ion attempted by the Finance

inister was Rs. 1,824 crores un-
er indirect taxes and Rs. 5080
rores under direct taxes.

Mr. Munshi, his glance firmly
directed at the Press gallery above,
declared:“The Budget is leaked.
Renuka will present it from the
Opposition,”

Just then an unsuspecting Mr.
Yashwant Sinha walked in and was
buttonholed by Ms. Chaudhury

swith her ubiquitous wire service
allegedly containing the Budget
“leaks.” For a fleeting moment, Mr.
Sinha’s ear-to-ear smile did begin

Scindia’s turn to impress upon tk
Speaker the gravity of the issue. il
that the Speaker was willing to sy

was that he had received a notice
of breach of privilege from the
Congress(I) and would examine i
With that he handed the floor to
Mr. Sinha who held on to it for
almost two hours, ignoring the

Opposition jibes—and the endemgc

post-lunch yawns.

Bleary eyes, sleepy looks

service had said. Mr. Sinha firmly
denied any leak, but made the

point that he saw no reason for so

much secrecy surrounding the
Budget and there was actually a
need to demystify it.

For most part, Mr. Sinha’s was a

lacklustre performance, devoid of
even a hint of the sort of sense of
humour that has come to

characterise budget speeches over
the years; and his only foray into

recede, but a quick look at the

“leaks”, and the smile was back.
“Wait karo” (have patience), Mr.
Sinha was heard telling her trying
to laugh off the idea that what she

Two O’clock on an early summer

afternoon was clearly not

everybody’s idea of being lectured

on the intricacies of fiscal de

DMK chief welcomes
schemes for poor

By Our Special Correspondent

CHENNAI, FEB. 29. The Tamil Nadu
Chief Minister and DMK presi-
dent, Mr. M. Karunanidhi, today
said the 15 per cent hike in the
maximum retail price of urea an-
nounced in the Union Budget will
badly hit small farmers, even as
he welcomed a host of schemes
for the rural poor.

Hailing the Centre for accept-
ing the recom-
mendations  of
the 11th Finance
Commission'’s
interim  report,
Mr. Karunanidhi
in a statement
here said Tamil
Nadu would
stand to benefit
considerably due
to this additional
devolution from
the divisible pool
of taxes.Reacting to the Finance
Minister, Mr. Yashwant Sinha’s
Budget for 2000-2001, Mr. Karu-
nanidhi also lauded the Centre for
earmarking an additional Rs.

1,100 crores for the Annual Plan

of various States.

While agreeable to the Centre
doubling the allocation of rice
from 10 kg to 20 kg for below pov-
erty line families under the PDS,
Mr. Karunanidhi, however, re-

No mention of
development,
says Jayalalitha

By Our Special Correspondent

CHENNAI, FEB. 29. The AIADMK
general secretary, Ms. Jayalalitha,
today said the Union Budget
would lead to “strangulation of
our people” and open the doors
of the economy to the entry of for-
eign capital. In a statement, she
said the Budget, while “‘waxing
eloguent on agriculture and in-
dustry”, had not mentioned a
word about economic develop-
ment apart from announcing
some decisions of an administra-
tive nature.

No new measures had been an-
nounced to augment the coun-
try’s revenue. The BJP rulers, who
were flaunting their concern
about growth and development,
had not paved the way for that.

By reducing the tax on cell-
phones, the common man would
not benefit. For the farmers the
budget was a disappointment as
the urea prices had been hiked by
15 per cent. While announcing
that the nationalised banks would
not be closed, the Budget had giv-
en no assurance that they would
not be privatised. The Govern-
ment had rolled out a red carpet
for products manufactured by

‘foreign companies through the

reduction of customs duty.

At the same time, the hand-
foom and leather industries
which had been earning a good
deal of foreign exchange, had
been thrown into a crisis situation
by his Budget, she said.

Taxpayers
to new

CHENNAI, FEB. 29. Mr. S. Rajarat-
nam, tax consultant, has stated
that the Budget 2000 is on the
same lines as Budget 1999 with
the projected fiscal deficit at 5.1
per cent of GDP as against 5.6 per
cent for the current year. It has
promises of more committees,
some new Acts, more Bills, mar-
ginally larger allocations to differ-
ent activities with marginally
increased assistance to States.
With usual commitment for disin-
vestment though there has been a
step up of plan expenditure.

The only promise of reduction
in public expenditure is reflected
in the allocation for VRS schemes.
The preparation of the taxpayers
for a hard option has probably
had the intended effect of recon-
ciling them to additional liability
to the extent that will necessarily
follow in view of what is described
as rationalisation of excise duties
and customs and the marginal in-
creases in rate of taxes and phas-
ing out of an important
concession for exports over the
next five years. It was always felt
that the tax laws are unnecessarily
complicated with too many ex-
emptions and reliefs and that
some reduction in number is
called for.

Increase in surcharge from 10
to 15 per cent for personal tax
may not be felt for the reason that
it is applicable to those with an-
nual income of more than Rs. 1.50
lakhs but it does impose addition-

gretted the Centre raising the is-
sue price of rice, now distributed
at Rs. 3.50 a kg, to an economy
price of Rs. 5.89 per kg.

Similarly, raising the PDS price
of rice for those above the poverty
line will particularly impose a
heavy burden on the Tamil Nadu
government which had been sup-
plying a maximum of 20 kg of rice
per family card irrespective of
whether the
beneficiaries
were below or
above the pover-
ty line.On the in-
creased
allocation of Rs.
4.86 crores to
carry out a de-
tailed feasibility
study on the
Sethusamudram
project was a
magter of happi-
ness for the State, he said.

The Chief Minfster was further
appreciative of several new pro-
grammes that would go to im-
prove the lot of the rural poor like
allocating Rs. 2,500 crores under
the Prime Minister's “Gramodaya
" scheme to provide roads to all
remote villages and an insurance
scheme for the rural poor that re-
quired the beneficiary to pay a
premium of just Rs. 10 a month.

reconciled

imposts

al liability on companies which
are taxed at flat rate. The spurt in
rate of tax for distributed income
from 10 to 50 per cent will affect
corporate investments.

Another area of change in re-
spect of corporate taxation is in
respect of Minimum Alternate
Tax. One would have thought that
the tax itself has no rationale. But
the possibility of absorbing tax
paid against future liability under
Sec. 115]A is sought to be taken
away prospectively.

Senior citizens will now get an
additional tax relief of Rs. 5,000.
Wornen entrepreneurs will get tax
abatement frorn tax paid by them.

Charities are given larger area
of investments of their funds in
bonds meant for promoting ur-
ban infrastructure, Loan repay-
ment for housing which qualifies
for deduction is increased from
Rs. 10,000 to 20,000. Shipping will
now have 100 per cent exemption
subject to condition of creation of
reserves. Similarly the present
limit of Rs. 25,000 taken by stu-
dents under Sec. 88B stands
raised to Rs. 45,000.

On a par with dividend, interest
even from mutual fund will suffer
tax at 20 per cent as against the
presentrate of 10 per cent. One by
six rule which is now applicable
for 54 cities will get extended to 79
more cities with a population of
more than 2 lakhs. Issue of PAN
Number is to be decentralised
with banks. ’

A dangerous course,

and the effort showed as even

poetry—a play on his by now
famous “bite- the-bullet” theme—
had purists squirming in their
seats; a case of poetic deficit, if
there ever was one. .

ficit ; -
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translate these pro-
posals into action

and implementation
G. P. Goenka would be difficut.
The FICCI president, Mr. G. P. Goenka, ex-
pressed his unhappiness over the continua-
tion of the surcharge on income and corporate
tax. This would considerably erode the saving
potentjal of the non-corporate assessees and
resource generation of the corporate entities.

THe industry was looking forward to aboli-
tion of surcharge on the income and corporate
tax but the Finance Minister had opted to con-
tinue with the surcharge of 18 per cent on
corporate and increase the surcharge by 5 per
cent in case of non-corporate assesses.

Similarly, the industry was expecting the

the increase in the surcharge on income tax
was avoidable. He said it was also worrying
that the “ballooning” subsidies has been left
untouched and that the Finance Minister had}
refrained. from being specific in announcing
more public sector companies that need to b
taken up for disinvestment. -
The Federation of Hotel and Restaurant As-
sociations of India expressed disappointment
over the proposal to phase out income tax
benefits on export earnings and said this
would adversely affect the industry’s expan-
sion plans. Urging the Gaverniment ta recon-
sider the proposal, the Association said the
WTO guidelines is applicable only for the
manufacturing sector and not the service sec-
tor like the hotel industry. ;

says Nayanar

B;/ Our Staff 7Reporter

THIRUVANANTHAPURAM, FEB. 29. The
Union Budget would weaken the
country’s economy and increase
the hardships of the people, the
Kerala Chief Minister, Mr. E. K.
Nayanar, said here today.

Reacting to the Budget, he said
the Budget was proof of the new
and dangerous course being tak-
en in the name of liberalisation

The proposal to re-
duce the Government
share in public sector
banks to 33 per cent
and the move to grant
autonomy to their
governing bodies un-
dermined the very
concept of public sec-
tor banks. The pro-
posed reduction of

Government share in PSUs, ex-
cluding a few key ones, to 26 per
cent amounted to privatisation.

Mr. Nayanar said the import
duties on 700 items had been lift-
ed. These included agriculture
products. Consequently, imports
would flood the market when do-
mestic agriculture products were
struggling for market. This would
destroy the farm economy. The
reduction in fertilizer subsidies
and increase in the price of urea
showed that the Government was

Panel set up to
suggest ways to
downsize Govt.

NEW DELHI, FEB. 29. Consequent to
the Finance Minister's promise in
the Budget today to downsize the
Government, an Expenditure
Commission has been set up to
suggest ways to achieve this ob-
jective. The Commission headed
by the former Finance Secretary,
Mr. K. P. Geethakrishnan, will
have five members including four
part-time . members.

The Commission, which is
asked to give its final report in one
year, would suggest ways to avoid
overlapping of functions of vari-
ous Central Government Minis-
tries and departments and that of
the State Governments. — PTI

Staff decry move
By Our Special Correspondent

NEW DELHI, FEB. 29. Central Gov-
ernment  employees’ organisa-
tions have reacted sharply to the
move to downsize the Govern-
ment machinery and to reduce
the interest rate on GPF by one
per cent, as proposed by the Fi-
nance Minister today.

In a joint press statement im-
mediately after the Budget was
presented in Lok Sabha, several
organisations of Central Govern-
ment employees said the two pro-
posals were highly condemnable.
The move to downsize the Gov-
ernment machinery was a total
reversal of the agreement reached
between the employees’ organi-
sations and the United Front Gov-
ernment in 1997, they added.

inimical to farmers. As food pro-
duction had dropped by 40 mil-
lion tonnes according to the
Economic Survey, these propos-
als were a threat to food security.

The Leader of the Opposition,
Mr. AK. Antony, has termed the
proposal to reduce the Govern-
ment stake in Public Sector banks
from the present 51 per cent to 33
per cent as “anti-people step” as
it tantamounted to undermining
them in favour of the
private banks.

The new policy
would usher in total
privatisation, besides
leading the banking
sector to the total con-
trol of private monop-
olies. The hike in
excise duty would se-
riously affect exports
of large and small scale industri-
es. Besides, State Governments
would not be benefited by the
hike in excise duties, though Cen-
tral revenues would look up.

While welcoming the proposal
to increase the ration quota for
below the poverty line families,
Mr. Antony expressed his appre-
hensions about its adverse impact
on Kerala’s public distribution
system if the new moves were not
accompanied by quantitative in-
crease in the State’s quota.

Continued from Page 10

This has been a difficult year for the budget
marked by expenditure over-runs and some de-
celeration in tax collection. The increase in bud-
geted expenditure has been 7 per cent, whereas
the shortfall in budgeted tax collection is esti-
mated to be 4 per cent. The non-plan expendi-
ture has increased by Rs. 17,461 crores (8.4 per
cent over budget estimate of Rs. 2,06,882 crores)
and the Plan expenditure by Rs. 2,395 crores (3.1
per cent over budget estimate of Rs. 77,000
crores). Major increases in non-plan expendi-
ture are on account of pension payments (Rs.
4,173 crores), interest payments (Rs. 3,425
crores), Extended Ways and Means Advances to
States (Rs. 3,000 crores), Defence (Rs. 2,810
crores), Interest subsidies (Rs. 1,304 crores),
food subsidy (Rs. 1,000 crores), postal defirit
(Rs. 848 crores) and assistance to States from the
National Calamity Relief Fund (Rs. 1,064 crores).
On the Plan side, main increases are on account
of National Highway Development (Rs. 1,900
crores), State roads (Rs. 1,000 crores), Railway
safety (Rs. 200 crores), special assistance to Jam-
mu and Kashmir and enhanced assistance tg
the States for externally-aided projects. About
Rs. 500 crores are expected to be released for
projects/schemes in the North Eastern Region
and Sikkim out of the savings from the budget of
different Central Ministries.

Net tax revenues for the Centre are estimated
at Rs. 1,26,469 crores against Rs. 1,32,365 crores
budgeted, reflecting a shortfall of about Rs.
5,900 crores. The shortfall is mainly due to lower
customs revenue because of very low growth in
the dollar value of non-cil imports and lower
excise revenue resulting from low inflation in
manufactured products for most of the year.
Disinvestment receipts are expected to be Rs.
2,600 crores against Rs. 10,000 crores budgeted.

The fiscal deficit is thus likely to increase to
5.6 per cent of the GDP from the budget target of
4.0 per cent.

Estimates for 2000-2001

. Inthe budget estimates for 2000-2001, the to-
i wal expenditure is estimated a” Rs. 3,38,487

NEW DELH), FEB. 29. While the IT and telecom industry
have welcomed the Budgetary proposals, the reac-
tion from corporates in general was muted if not
occasionally hostile. The entire software and tele-
com industry felt that the Budget will give a major
boost to the two segments. But there was slight dis-
appointment among software exporters due to the
reduction in concessions. Some other sectors which
are rapidly gaining ground, such as the fast moving
consumer goods sector, also had reasons to feel dis-
appointed.

The Kinetic Group chief, Mr. Arun Firodia, said
though industry had braced itself for a hard blow,
“what we got was a number of pinpricks.” An in-
crease in dividend would not make investments in
company shares attractive and there was no serious
effort to curtajl Government expenditure. “Tt looks
more like a pre-election year Budget than a post
election year budget. If the economy continues to do
reasonably well, it would be inspite of and not due to
the Budget.”

The LG Electronics Vice-President, Mr. Ajay Kapi-
la, feit that the Budget would not be able to acceler-
ate the growth of the consumer electronics and
home appliances sectors. Having grown by 15 to 20
per cent last year without any Government support,
industry was anticipating a favourable tax structure
and equal status with the IT indusey.

Laudatory reactions came from Mr. Arun Seth,
Managing Director of BT (British Telecom) and Mr.
Dilip Modi, Chairman of Modi Telstra. Daewoo’s
newly appointed Chairman, Mr. S. G. Awasthi, felt
that taking the Budget should be viewed in totality,
instead of just a taxation exercise.

The DCM Shriram Managing Director, Mr. Ajay
Shriram, felt the Budget was unexciting and gave no
indication of achieving GDP growth of seven per

By Our Special Correspondent

Rural economy growth...

crores, of which Rs. 88,100 crores is for Plan and
Rs. 2,50,387 crores for non-plan.

Plan expenditure

The budget support for Central, State and UT
Plans has been placed at Rs. 88,100 crores,
marking an hike of Rs. 8,705 crores over revised
estimates 1999-2000. Gross budgetary support
for the Central Plan is being enhanced from Rs.
43,661 crores in the revised estimates 1999-2000
to Rs. 51,276 crores. Total Central Plan outlay at
Rs. 1,17,334 crores will be more by Rs. 21,024
crores from the last year’s level of Rs. 96,310
crores, a hefty 22 per cent increase. The plan for
2000-2001 focuses on basic infrastructure with
energy, transport and communications ac-
counting for 60 per cent of the total Central Plan
outlay. The qutlay for social services marks an
increase of 21.5 per cent over 1999-2000 R.E.
The Central Plan assistance to the States and
Union Territories in 2000-2001 is placed at Rs.
36,824 crores as compared to Rs. 35,735 crores
in the revised estimates 1999-2000.

Non-Plan expenditure in 2000-2001 is esti-
mated to be Rs. 2,50,387 crore compared to Rs.
2,24,343 crores in revised estimates for 1999-
2000, showing an increase of Rs, 26,044 crores.
The increase In non-Plan expenditure is mainly
in defence (Rs. 10,083 crores), interest payments
(Rs. 9,841 crores) and in grants to Stafes (Rs.
9,392 crore). However, this increase is sought to
be partially offset by reduction ins outgo on ac-

" count of food and fertiliser subsidies.

Subsidies

Major subsidies, on food and fertilizer, consti-
tute a significant portion of our non-plan ex-
penditure. The rate at which these subsidy
payments are growing is not sustainable. We
need to target the subsidies to those who are
poor and needy, whereas others should pay for
what they consume. [ndeed, we want to expand
the access to subsidised food by Below Poverty
Line (BPL) families so that they can meet their
basic nuttitional needs. Accordingly, from next
year, we are doubling the allocation of food-
grains to BP[. famit s, under the Targetted PDS,

Corporates express dismay

cent. Differing from Mr. Shriram, the Essar Grou’;ﬂ
Cnalrmari, Mr. Sashi Ruia, said Mr. Sinha had n(';‘(g
made any pronouncements which cannot be méf
and thus the Budget should termed as pragmatic’
Mr. Anal Jain of Birlasoft saw direct and indirect
benefits to the IT industry due to benefits opposed ¢
venture capitalists, telecom and entertainment seét
tors, but said the reduction in tax sops to exporters
and the 100 per cent increase in dividend tax raté
was a bit of a setback.

The Modicorp Chairman, Mr. B. K. Modi, said thi{ej
Budget was responsible and stable . .

The auto component industry was, however, dis«
appointed and lamented that there was no sectot
specific thrust or focus for this segment. On the
whole, the Budget was neutral for the auto compog
nent industry and negative for the automotive ins
dustry in general, said the Automotive Component
Manufacturers’ Association (ACMA). But it took sob«
ace from the focus on infrastructure development;
particularly roads, which would give a fillip to the
road transport industry and stimulate the demangd
for vehicles in the long run. it

i
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Exporters unhappy

By Our Special Correspondent i

i

NEW DELHI, FEB. 29. The reaction from the exporters
was hostile with one section calling Budget day asja
“black day for exporters”. The Apparel Export Pro-
motion Council said the plan to phase out IT exempyr,
tions amounted to withdrawing the only attraction
and motivation for exporters and warned that there,
would be a direct effect not only on export perform;
ance but also in the area of setting up new factories
and upgrading of technology. o

The Council appealed for a review so that the ext:
port target of touching $ 9 billions by 2004 could be
met.

from 10 kg. to 20 kg. Thi esult in an enor-
mous gain in food security for our poorest fam,
ilies. The issue price of foodgrains of BPL.
families is being fixed at 50 percent of economigy
cost in line with the decision taken by the Goy,
ernment in December, 1996. The net effect qfX
these measures will be to improve the monetary
food budget of BPL families and vastly enham%’
their food security. This achievement is possible’
only by simultaneously fixing the PDS issutd
price for APL families at the economic cost. It
respect of sugar, no allocation will be made urg
der PDS for income tax assessees. For othersy,
keeping in view the increase in the levy price of
sugar, the issue price under PDS is being fixed at.
Rs. 13 per kg. As a result of these measures T
expect to keep the expenditure on food and sug®
ar subsidy at Rs. 8,210 crores in 2000-2001. o
In the case of fertilizer subsidy, Members até-
aware that our present Retention Price Schemi®
suffers from many shortcomings. Much of this
subsidy goes to producers and not to farmerss*
To encourage greater efficiency of our fertilizefy
units, some rationalisation of the Retentiogy
Price Scheme, including capping of capital-rey,
lated charges, will be implemented from next:
year. The Ministry of Chémicals and Fertilize
will also bring out soon a road map for phasing
out the Retention Price Scheme in the mediunf-’
term. Separately, to take into account the risire%"
cost of inputs, the maximum retail price of ur
is being raised by 15 per cent. The rate of corls
cession in the case of decontrolled fertilizer i
also being reduced. However, to moderate the
impact on prices the MRP of DAP and MOP is
being raised only by 7 per cent and 15 per cetg1
respectively. I expect that, because of thes_‘é,
changes and some rationalisation of Retentiodf
Price Scheme, the expenditure on fertilizer sulste
sidy will be Rs. 12,651 crores in 2000-2001. 3>
The Eleventh Finance Commission has sincé’
submitted its interim report for making provis
sional arrangements of tax devolution ang:
grants to the States for 2000-2601. The Governy»
ment has accepted the devolution formula and,
quantum of grants to the States, as recommend,
ed bv the panel in its interim report. | Fave.
mac : provisions in the budget accordingl”. "’



. Indirect tax structu

The following is the text of Part-B of the Fi-
nance Minister’'s speech giving the tax propos-
als:

Sir, ] now present my tax proposals. | take up
indirect taxes first.

Hon'ble Members are aware that both the
Centre and the States depend heavily on indi-
rect taxes. While I did carry out a major restruc-
turing of the excise rates last year, the process
needs to be taken further. We need to overhaul
the rate structure, rationalise and simplify the
procedures to reduce the compliance cost for
the tax payer. We must ensure that we concen-
trate on increasing production and absorbing
new technologies ratﬁer than frittering away our
energies on tax disputes.

Sir, my proposals in excise intend to establish
a single rate Central Value Added Tax (CENVAT)
at the Centre. I am convinced that nothing short
of this can provide long-term stability, remove
uncertainties in the mind of industry, and elim-
inate disputes of classification. This will also en-
courage the States to implement their agreed
programme for converting their sales taxes into
VAT by 1-4-2001.

The House may recall that in my last budget, I

had introduced three ad-valorem rates of basic
excise duty, viz., 8%, 16% and 24%. | propose to
converge these three ad-valorem rates to a sin-
gle rate of 16% CENVAT.
; The 8% excise rate is therefore being abol-
i ished and most of the items at this rate are being
moved to 16%. However, certain items, essen-
tially covering medicare and items of use by the
common man, are being exempted from the ex-
cise duty. These are:

Medical items

* Medicinal grade oxygen :

* Medicinal grade hydrogen peroxide

* Anaesthetics

* Patassium iodate

* Medical and surgical gloves; and
Items of common use —

* Cutlery and knives

* Household glassware, including glassware
produced by mouth blown process .

* Electric bulbs of MRP up to Rs. 20 per bulb

* Clocks and watches of MRP up to Rs. 500 per
piece

* Tooth powder

* Sanitary towels, napkins for babies, etc, and

* Soap for distribution through PDS

I am including roasted chicory in the list of

exempted items as coffee itself is free from ex-
cise duty.
I have also decided to exempt specified cold
chain equipment, which had been provided a
low rate of 8% in the last budget, from excise
duty in the larger public interest.

Some items, on account of their exceptional
nature and sensitivity to price increases, deserve
special treatment, at least for the present. These
are kerosene, LPG, laundry soap, cotton yarn,
including cotton sewing thread, and some other
varieties of yarns and diesel engines up to 10
HP. The rate structure for these is, therefore,
being so designed that there is no increase in
the incidence of excise from the current levet of
8%, and thus there will be no price increase on
this account. .

I have not made any change in the list of items
that are currently charged to 16% excise duty.

In addition to the 16% CENVAT rate, 1 pro-
pose to have three rates of special excise o 8%,
16% and 24%. Unlike the CENVAT rate, the spe-
cial excise duties will not generally be modvat-
able, that is, users will not be able to avail of
MODVAT credit of these duties.

For the items that are mainly in the nature of
raw materials or intermediates, the 16% CEN-
VAT rate is appropriate. I, therefore, propose to
include items like plastic materials, films and

Tax rebate for senior
citizens to be hiked

Despite the financial constraints, I would like
to propose some positive measures on personal
taxation.

As an expression of our gratitude to the con-
tribution made by senior citizens during their
active years and taking into account the pos-
sible hardships that they face in the advanced
l‘;ealrs of their life, I propose to raise the tax re-

ate available to them from Rs.10,000 to
Rs.15,000. At the marginal tax rate,of 30%, this
translates into an exemption of an additional
Rs.15,000 from their gross income, or substi-
tutes the need to save an additional — Rs.
25,000 to avail of a similar exemption under sec-
tion 88.

I have a]wat;s maintained that despite all chal-
lenges, my job as Finance Minister in making a
budget is easier than that of an average house-
wife struggling to balance the family budget; As
a token of appreciation and recognition of
women as productive contributors to the econ-
omy, | propose an additional rebate of Rs.5,000
for women tax-payers from their tax liability.
This would be subject to the overall ceiling of
Rs.15,000 if they also happen to be senior citi-
zens.

With a view to acknowledging the services
rendered by the members of defence forces and
in token of our gratitude for their exceptional
courage and valour, 1 had provided exemption
from tax for the pension and family pension of
gallantry award winners of these services. I now
propose to extend similar benefits to gallantry
award winners of para military forces and other
forces engaged in national and civil defence.

New venture capital regime

1 now turn to the role of taxation as a facil-
itator of economic growth. Knowledge-based
industries are fast emerging as the front-run-
ners of the Indian economy. To accelerate their
growth, and encourage investment in them as
mentioned in Part A of my speech, | propose-to
introduce a new regime for venture capital
funds. The highlights of this would be:

* (i) No approval of Venture Caﬁ)ital Funds by
tax authorities would be required.

* (it} The principle of “‘pass through” would
be applied in tax treatment of Venture Capital
Funds, whose income would be free of tax, ex-
cept when not distributed within the period that
may be prescribed in the guidelines of SEBL
Income in the hands of its investors, which
would otherwise be taxable, would also be kept
tax free, and there would only be a one-time
payment of tax by the Venture Ceg)ital Fund at
the rate of 20%, when the Fund distributes its
income to the investors. The same rate would
apply to undistributed incomes also.

T hope these incentives will facilitate the com-
ing together of Saraswati (i.e. knowledge) and
Laxmi (i.e. wealth) to bless entrepreneurs and
investors.

Various tax benefits are already available for
the infrastructure sector. 1 propose to extend
these benefits to two additional and essential
sectors of urban infrastructure, viz. water treat-
ment and solid waste management. 1 also pro-
pose to include investments in public
companies providing long term finance for ur-
ban infrastructure as approved investments for
charitable trusts. This will enable more invest-
ment in projects for development of urban in-
frastructure.

. To provide a more focussed incentive for in-
frastructure development, [ propose to delete
the existing provisions 54FA and 54EB and re-
place them with a new provision, whereby tax
exemption from capital gains would be avail-
able only if investment is made in bonds to be
issued by National Bank for Agriculture and Ru-
ral Development (NABARD) and the National
Highways Authority of India (NHAD. These
bonds will have a lock- in period of five years
and their proceeds will be used for providing

%

sh’ ts of fplastic, tread rubber, cellutar rubber,
articles of rubber, nylon filament yarn, trans-
migsion and conveyor belts of textile materials,
sacks and bags made of synthetic textile
makerials in the list of 16% CENVAT, from the
current level of 24%. I am also including tyres
for OE supplies and garts of air-conditioning
and refrigerating machinery in the list of 16%
CENVAT, without subjecting them to any spe-
cial excise duty, since they are intermediate
goods in the chain of production.

In addition, I am reducing the duty burdenon
a few other products that are also currently
charged to 24% duty. These items are sterile
contact lens solution, shikakai powder without
additives, and cars for physically handicapped

ersons. | feel that these itemns should not be
oaded with a duty burden of more than 16%
CENVAT.

Ambulances purchased by registered hospi-
tals are currently charged to a concessional rate
of excise duty of 16%. | am extending the same
treatment to ambulances purchased by Indian
Red Cross Society.

The other items that are currently charged to
24% duty shall continue to bear the same in-
cidence, comprising 16% CENVAT and 8% spe-
cial excise duty.

In my new design of excise duty structure, the
items that are now charged to a total duty of
30% would be subjected to a total duty of 32%,
composed of 16% CENVAT and 16% special ex-
cise duty. This is only a marginal increase of 2%,
which, I am sure, the consumers of these com-
modities can afford to bear.

Items presently charged to a total duty of 40%
will now be composed of 16% CENVAT and 24%
special excise duty. However, soft drink concen-
trate supplied to bottlers will be charged to
CENVAT at 16% only, being modvatable.

MODVAT to become CENVAT

Let me now take up the MODVAT scheme and
the changes that I plan to bring about. MODVAT
scheme shall now be known as CENVAT
scheme.

Over the years, disputes between the depart-
ment and assessees on the interpretation of
MODVAT rules and procedures have plagued
the system. I propose to put an end to this sit-
uation. With effect from 1st April 2000, the
plethora of existing rules will be replaced by a
small set of simple and transparent rules, which,
[ am sure, shalrreduce disputes to a minimum.

[ also propose to expand and rationalise the
scope of the MODVAT scheme. All inputs and all
capital goods are now included in the eligible
list of MODVAT scheme. The only exception will
be High Sﬁeed Diesel Oil and Petrol. However, 1
propose that the availability of MODVAT credit
on capital goods will be spread over a period of
two years, with effect from 1st April 2000.

My proposals include full extension of MOD-
VAT scheme to cigarettes for the first time,
which should che%r the industry. However, the

ood news for the éigarette manufacturers ends
ere. | propose to enhance the rates of excise
duty on all categories of cigarettes by 5%.

At present, MODVAT credit of CVD paid on
project imports is restricted to the extent of 75%.
This has been an irritant. This credit shail now
be available for 100% of the CVD. I have also
decided to do away with the condition of in-
stallation as a pre-requisite for taking credit on
capital goods.

Now 1 shall deal with some sector-specific
proposals. I take up steel first.

Mr. Speaker, Sir, an ad-valorem structure of
taxation is largely free from distortions, equi-
table and automatically buoyant. For the pre-
sent, 1 propose to restore ad-valorem excise
duty structure on steel produced by re-rollers
and also to steel produced by induction furnac-

finance to the agricultural sector and for the
National Highway Development Project.

I propose to continue the thrust given to the
housing sector last year and extend the benefits
already available for two more years, i.e. for
houses or projects which are completed by 31st
March 2003. T hope this will sustain and acceler-
ate house construction activity.

Rebate for housing loan

To supplement the package of incentives of
this sector, | also propose that the 20% rebate of
tax under section 88 of the Income-tax Act
would now be available for repayment of hous-
ing loans up to Rs. 20,000 per year as against Rs.
10,000 earlier.

Presently, the exemption from tax on long-
term capital gains is not available if the capital
gain from transfer of capital assets is invested in
a house, if one house is already owned. I am
removing this restriction. Even if they own one
house, taxpayers can make an investment in a
new house and claim exemption from capital
gains tax on sale of capital assets. p

Last year I had provided for 100% exemption
on export profits to the entertainment industry.
However, this benefit was limited to corporate
entities only. I propose to extend the benefits
available to corporates to non-corporate asses-
sees as well with effect from Financial Year
1999-2000. This will remove the perceived dis-
crimination to the non-corporate film makers,
but 1 do hope that this industry will move to-
wards corporatisation and modernisation rap-
idly which is possible without in any way
curbing individual creativity.

To address a long-standing demand of the
entertainment industry and with a view to
streamlining the procedures, | also propose to
increase the limit of reporting of payments
made by a film producer, during production of a
film, to the tax authorities to Rs.50, 000 from the
present level of Rs. 25,000.

1 hope these concessions combined with what
1 have already done on the indirect tax side, will
reassure the entertainment industry that “Hum
Saath Saath Hain’".

Shipping provides the transportation sinews
to our international trade, and has a strategic
relevance also. To enable the Indian Shipping
Industry, which is facing serious challenges, to
generate resources for strengthening and mod-
ernising its fleet, I propose to allow deduction of
their entire profits, against 50% as at present, if
these are kept in a reserve to be used for pur-
chase of new ships. This 100% deduction would
be available for five years beginning from the
next year.Investment in human resources is an
essential precursor for sustainable economic
development. To enable meritorious students;

cespecially those from not so affluent back-

grounds, to avail of opportunities for higher
education, | propose to increase the maximum
amount of repayment of loan for higher educa-
tion from Rs. 25,000 to Rs. 40,000 as an allow-
able deduction. This would translate into loan
amounts exceeding Rs. 3 lakhs, which would
help such students to defray the increasing cost
of higher education, especially in management
and professional courses.

Vocational training to
tackle unemployment

Availability of vocational training can go a
long way in mitigating the problem of unem-
ployment. It can also bridge the paradoxical
mismatch between wide spread unemployment
on the one hand and a shortage of properly
trained manpower on the other. In order to
remedy the situation | propose to allow 100%
deduction of payments made for the establish-
ment and running of institutions for vocational
education and training by the private sector in
rural areas and small towns.

Barring some significant but scattered
achievements, we are not a major force in the
international sports arena. Like many other ac-
tivities, modern sports and athletics need mon-
ey and infrastructure for their development.
While some sports have access to abundant
funding, most others suffer for want of adequate
support. To rectify this situation, 1 propose that
100% deduction would be available for dona-

es. These goods would be subjected to CENVAT
of 16%, with MODVAT benefit, from lst April
2000. 1 may add that capacity-based tax applica-
ble to re-rollers and induction furnaces has cre-
ated more problems than it has solved.

Under the existing law, excise duty on goods
sold from the depots is charged on the basis of
depot price and not the factory gate price. 1 have
received representations that this has caused
distortion in the marketability and distribution
of steel. Deliveries of steel by integrated steel

lants, whether from the plant or stockyard, will
enceforth be assessed to duty at the factory
gate price.

Sir, now I turn to the textile industry.

1 had introduced a compounded levy scheme
for independent textile processors in December
1998. This has not worked as well as expected
and has led to leakages and revenue losses; still,
I do not wish to disturb the scheme abruptly.
However, to rectify the situation, | propose to
raise the rates of compounded levy from the
existing Rs. 1.5 lakhs per chamber per month to
Rs. 2 lakhs per chamber per month and from Rs.
2 lakhs per chamber per month to Rs. 2.5 lakhs
per chamber per month. My proposals also in-
clude some modifications in the scheme in or-
der to plug the loopholes.

Units engaged in the texturising of duty-paid
polyester yarn would henceforth pay specific
rate of excise duty. This should reduce the valu-
ation disputes in respect of these units.

Small scale units enjoy duty-free exemption
on clearances up to Rs. 50 lakhs a year. I am
unable to raise this limit. However, with effect
from 1st April 2000, I propose to rationalise the
special schemes prevalent for cosmetics and
toilet preparations, air-conditioning and refrig-
erating machinery and their parts, tread rubber
and articles of plastics to fall in line with the
general scheme of exemption for small scale
units.

Tax system to be streamlined

Sir, I now come to the next part of my propos-
als which relate to streamlining and simplifica-
tion of the system. These are aimed at
unshackling thé excise procedures from the
slavery of complexities and rigidities, and mak-
ing them simple and user-friendly. 1 ma add
that like my rate-related proposals, these also go
much beyond minor adjustments and mark a
fundamental and even a dramatic departure
from the current practices. ‘

With effect from 1st July 2000, all statutory
records in excise would be dispensed with. Ex-
cise Department would rely upon the manu-
facturer's records. This completes the process
initiated by me in my last budget in this regard.

From 1st April 2000, excise assessees would be
allowed to pay the excise dues in fortnightly in-
stalments. With this proposal I am putting an
end to the age-old practice of day-to-day peg-
ment system of excise duties. For the small sc
sector, the monthly payment scheme, that I had
introduced last year, would continue.

Next, [ want to make the valuation mecha-
nism simple, user- friendly and along commer-
cially acceptable lines. From 1st July, 2000, I
propose to replace the existing section 4 of Cen-
tral Excise Act which is based on the concept of
“normal price” by a new section based on
“transaction value” for assessment. This is a
path-breaking departure from the traditional
approach.The House is aware that several items
are assessed to excise duty on the basis of Maxi-
mum Retail Price. This system is largely free
from disputes and has been generally welcomed
by the industry. I propose to extend MRP-based
assessment to about two dozen new items. L also
propose to extend this scheme to more Jitems
during the course of the year.

tions made by corporate entities to the lndian
Olympic Association for the development of in-
frastructure and for the sponsorship of games
and sports. | hope that with this concession, 10C
would be better equipped to promote sports in
the country.Last year, my proposals on corpo-
rate restructuring were widely welcomed bg In-
dian industry. However, there have been
persistent demands to clarify and rationalise
some of the provisions. I, therefore, gropose to
remove ambiguities in this regard by making
suitable changes in the provisions of the In-
come-Tax Act. I also propose that resulting
companies as a consequence of splitting of stat-
utory bodies like SEBs will enjoy the benefits of
demerger if they fulfil the conditions notified by
the Central Government.

Last year, I had dispensed with the condition
of continuity of the same business for carry for-
ward and seét off of loss. I propose to liberalise
the provisions relating to carry forward and set
off of unabsorbed depreciation on the same
lines. The condition of continuity of same busi-
ness will be dispensed with and unabsorbed de-
preciation may be carried forward and set-off
even if the same business is not continued.

To give greater restructuring flexibility and
freedom to the corporates, including PSUs, [
propose to make the conditions for tax exemp-
tion of voluntary retirement benefits of employ-
ees more liberal and to simplify the procedure
for tax exemption of benefits given to employees
of Public companies and Co-operative Societies.
It will not be necessary any longer to obtain the
approval of the tax authorities for their volun-
tary retirement schemes if these are formulated
in accordance with the prescribed guidelines.

The various exemptions currently available
while calculating Minimum Alternate Tax
(MAT) and the credit system has undermined
the efficacy of the existing provision and has
also led to legal complications. To address these
issues, 1 propose that the Minimum Alternate
Tax be now levied at the revised rate of 7.5% of
the “book profits” as determined under the
Companies Act instead of the existing effective
rate of 10.5%. However, this will now be uni-
formly applied — barring one exception that [
will mention later. There will also be no credit
for Minimum Alternate Tax paid. This should
bring all zero tax companies within the tax-net,
which is also the basic purpose of this tax. The
new system has the virtue of a lowered rate of
tax, a simple method of computation, and an
equitable spread.

Extension of tax holiday

To promote industrialisation in less devel-

oped areas, I propose to extend the tax holiday
available for new units set up in industially
backward States and industrially backward Dis-

tricts for another two years. Similarly, 1 also pro-
pose to extend the existing tax benefit for new
Small Scale industrial units for another two
years, i.e., till 31st March, 2002.To strengthen
our capital market, I propose to provide 100%
exemption to the income of Investor Protection
Funds of Stock Exchanges to give them incen-
tives for setting up of such funds.

At present, no tax is payable in the hands of
shareholders on the dividend income received
from a domestic company, only the company
pays additional income-tax at the rate of 10% on
the amount of dividends distributed by them.
The large gap in the tax treatment of dividend
income and interest income has been widely
criticised. To reduce this anomaly, | propose to
increase the rate of tax on dividends distributed
by domestic companies from 10% 1o 20%. 1
would clarify that dividend income in the hands
of share holders will continue to remain tax free.

In a similar vein, to reduce the distortions
arising out of the differing tax treatment for in-
terest incomes from mutual funds and other in-
struments, like bank deposits and corporate
deposits, I propose to increase the rate of tax on
income distributed by debt oriented Mutual
Funds and UTI from 10% to 20%. However, I
would like to clarify that the income distributed
under the US-64 and other open-ended equity
oriented schemes of UTI and Mutual Funds will
continue to be exempt from this tax, as at pre-
sent. IR

re to be

Duty on medicines

Lalso propose to rationalise the rates of duties
applicable to medicines and toilet preparations
under the Medicinal and Toilet Preparations
(Excise Duties) Act. The MRP-based assessment
provisions are also beini extended for assess-
ment under this Act. These measures would
considerably simplify the collection of excise
duty by the States and improve their revenues
from these duties. These changes will come into
force from a notified date.

In addition to the above I am rationalising the
provisions relating to payment of interest and
penalty on default. The details are contained in
the Finance Bill.

This completes my package of restructuring
arfd rationalisation on the excise side. Trade and
influstry should now breathe easy.

istoms duty proposals

shall now deal with my proposals relating to
oms duties.

am conscious that in this area, 1 face serious
Jstraints. We have to maintain a judicious
nce between the need for providing ade-
te protection and growth impulses to the
estic industry and calibrating tariffs to in-
ational levels. We also need to carry the re-
and rationalisation process further.

aking all factors into consideration, I pro-
e to reduce the peak rate of basic customs
from 40% to 35%, thereby reducing the
tofal number of customs duty rates from 5 to 4,
i.g 35%, 25%, 15% and 5%.

The surcharge of 10%, which 1 am constrained
to-continue on revenue considerations, will also
apply to the new peak rate of 35%. Crude oil and
petroleum products, certain WTO-bound items
and gold and silver would continue to be ex-
empt.

The House may recall that I had imposed a
Special Additional Duty (SAD) of customs in my
budget proposals for 1998-99. This had made
manufacturer-importers quite sad. But traders
were glad because they were exempted. I am
correcting. the discrimination by withdrawing
this exemption. Now all importers would pay
this duty. SAD would, however, not apply to pet-
-oleum products.

Consequent to our international trade treaty
»bligations, several hundred items will be
slaced on the free list for imports effective 1-4-

0. Most of these are consumer goods and a
mber of them are agricultural products. To
scord adequate tariff protection for these
ems, they are being placed at the peak rate

5% plus surcharge), except for a few items like

wpital goods. A number of agricultural and hor-

cultural products placed on the free list of im-

ort in earlier years are also being brought to

e peak rate to ensure adequate protection to

1r farmers.

Furthermore, for a handful of sensitive agri-

iltural products {wheat, rice, sugar and edible

Is), in which our experience with supply man-

yement has underlined the importance of oc-

isional tariff adjustments, I am making
iitable enabling provisions to fix the statuto
uiff rates at appropriately high levels. This will
ive the necessary flexibility for adjusting the
pplied rates.

Customs is not all about raising revenues. It is
Iso a powerful tool for building our industrial
apabilities and improving our international
ompetitiveness. I propose to take several mea-
ures in this regard, picking up three sectors for

Interest tax to go

Currently, banks and financial institutions
pay an interest tax of 2%, which adds to their
cost. To remove this impediment to financial
transactions, 1 propose to abolish this tax. This
is a significant measure which will benefit the
financial sector, and consequently the depos-
itors and users of the products and services of
the banks and financial institutions.

The life insurance sectot is now opened up
and would no longer remain a public sector mo-
nopoly. It is currently taxed at a special rate
which is likely to need a revision in the altered
scenario.  would like to undertake such revision
on the basis of expert advice and in the light of
international practice. I propose to constitute
an Expert Committee for this and 1 hope to
bring necessary amendments based on its rec-
ommendations during the course of the year.

One of the major initiatives towards better tax
compliance has been the introduction of the
one-by-six scheme. This, along with other mea-
sures, has contributed substantially to increas-
ing the number of tax- payers, which had
languished at the level of just over a crore till
1996- 1997, but has now crossed the two crore
mark, with the biggest boost coming over the
last two years. The momentum generated by
this and other measures to widen the tax base
needs to be sustained. I, therefore, propose to
extend the one-by-six scheme from the existing
54 cities to an additional 79 cities in the country.
With this, all the cities having a population of
two lakh and more on the basis of the 1991
Census would stand covered.

In keeping with international practice, it is
proposed to promote a common Business Iden-
tification Number to be used by different agen-
cies and departments. In our context, the
Permanent Account Number of income-tax
would be that instrument. To begin with, the
CBEC and DGFT will use PAN for their asses-
sees, importers and exporters. 1 hope that in
near future, the PAN card will replace the ration
card as the primary identification document for
a sizeable number of people.

With a view to intensifying the drive for PAN
aliotment, | propose to open special counters in
all cities where the one-by-six scheme will be in
operation (including 79 cities where the scheme
is being extended) to issue PAN cards to the
taxpayers within 30 days of their filing the appli-
%non. This facility will become operational

ith effect from the 1st of July, 2000.

A large number of farmhouses have come up
 the vicinity of metropolitan and big cities.
Many of these generate commercial income
from being hired out for residential accommo-
dation and for holding functions and events. No
tax is paid on this income, which is mis-de-
clared as agricultural. This blatant and visible
misuse of an exemption originally intended only
for genuine farmers cannot be condoned or al-
lowed to continue. 1, therefore, propose to make
suitable changes in the law to ensure that the
income from farmhouse from anything other
than genuine agricultural operations will be
brought in the tax net.

Revamp of tax collection

It is my earnest desire to make the system of
tax collection as user friendly and efficient as
possible. The tax payer should be able to pay
taxes with speed, convenience and dignity. With
this in view, I propose to expand and revamp
the presentl}/l available facilities of tax collection
to provide that taxpayers would be able to pay
their tax in any branch of nationalised banks
where they maintain an account. This facility
would be available in all towns and cities cov-
ered under the one- by-six scheme with effect
from 1st August, 2000. For operational reasons,
this facility would initially be offered in comput-
erised branches only, but would be expanded
continuously.

1 also propose to further streamline the sys-
tem of refunds. While the present practice of
sending the refund cheques to the tar payers
under advice to their banks would continue, the

overhauled

special attention. These are integral parts of the
convergence revolution” which is fgst becom-
ing a realigz.

First, and foremost, the Information Technol-
ogy (IT) sector, which leads the current excite-
ment. | propose to reduce the customs duty on
several items for the IT sector. These include:

* Mother boards, from 20% to 15%;

* Flopp diskettes, from 20% to 15%,;

* Specified capital goods for manufacture of
semi conductors and ICs, from 15% to 5%.

1* Microprocessor for computers, from 5% to
nil;

* Memory storage devices, from 5% to nil;

* CD ROMs, from 5% to nil;

* Integrated circuits and microassemblies
from 5% to nil; and

_ * Data graphic display tubes for colour mon-
itors for computers from 5% to nil.

Telecommunications is equally important. To
become an economic superpower we must get
connected, domestically and globally. I, there-
fore, pro;fgose to reduce the basic customs duty
on specified raw materials for manufacture of
optical fibres from 15% to 5%. | also propose to
reduce the duty on cellular phones from 25% to
5% to improve their availability through proper
channels and to curb the menace og the grey
market, and on their battery packs from 40% to.
15%. I am extending the concessional rate of 5%
basic duty applicable to specified telecom
equipment to internet service providers also.

The third is the entertainment industry,
which is also an area of great promise. To re-
duce the cost of cinematography for the film
industry and provide access to the latest tech-
nology, I propose to reduce duty on cinema-
tographic cameras, and other related
equipment from 40% to 25%. 1 also propose to
reduce the basic customs duty on colour posi-
tive films in jumbo rolls ancf, colour negative
films in rolls of certain sizes from 15% to 5%.
They shall also be exempt from CVD.

[ would like to cover one more sector in this
context.

India can be a world leader in jewellery ex-
Eor.ts, as it is for gems. I propose to reduce the

asic customs duty on platinum and non- in-
dustrial diamonds from 40% to 15% in order to
encourage production of quality jewellery and
to provide a fillip to jewellery exports.

To give effect to our agreements with the Eu-
ropean Union and the United States, 1 propose
to adjust the customs duties on fibres, yarns,
textile fabrics and garments. As a result, several
varieties of fabrics and garments would hence-
forth be subjected to the higher of ad-valorem
or specific rates of duties prescribed for them.

Duty on crude up

_ As far as petroleum sector is concerned, the
international prices of crude oil and petroleum
Broducts prevalent over some time now have

een putting considerable strain on our refin-
eries and distorting the oil pool account. This is
acgentuated by the fact that prices of petroleum
products have not been fully decontrolled so far.
, therefore, propose to reduce the basic cus-
toms duty on crude oil from 20% to 15% and on
etroleum products from 30% to 25%, except on
erosene for parallel marketing, the basic duty
on which is being raised to 35%, from 30%.

In several cases the bound rates are to be re-
duced as part of our international commitment.
I do not wish to take the time of the House by
going into details. But they do have some reve-
nue implications.

Mr. Speaker Sir, last year, 1 had proposed the
abolition of Finance Minister’s discretionary
power to grant ad hoc exemptions of customs
and excise duties except for goods of strategic
nature, or for charitable purposes. | am pleased
to inform the House that this self- denying rule
has helped the Government save about Rs. 500

crores this year.I shall now mention a few small,
but significant, measures for procedural im-
provements and redressal of the problems of
taxpayers. To curtail the so called “show cause
notice Raj” in customs and central excise, | have
decided that henceforth, show cause notices in-
volving duty amount of more than Rs. 1 crore
would be issued only with the approval of the
Chief Commissioner of Customs and Central’
Excise. Other show cause notices would require
approval of the Commissioner of Customs and
Central Excise.

It cannot be disputed that the tax due from a
defaulter should flow to the exchequer at the
earliest in public interest. At present, penalty’
equal to 100% of the duty evaded is payable, and
this is mandatory, even if someone makes the
payment immediately after the adjudication or-
der is passed. With a view to encouraging pay-
ment of tax due, 1 have now proposed that if the
amount of tax evaded is paid along with interest
within 30 days of the communication of the or-
der, a penalty equal to only 25% of the duty
evaded would be payable. I hope this carrot will
be found preferable to the stick, which is bound
to follow if tax is not paid in time. .

Service tax is emerging as an area of promise
as well as problems. Many experts advise me
that the best way to deal with this tax is to make
it applicable to all services in one go. However,
some others have su%}gested basic changes in
the very structure of ihe service tax. 1 have de-
cided not to make any changes for the present. 1
am setting up an Expert Group to go into all
aspects of the matter, review the experience so
far, and give me its considered advice. :

My proposals on the excise side are estimated
to result in revenue gain of Rs. 3,252 crores in a
year. On the customs side, my proposals are
estimated to result in a revenue loss of Rs. 1,428
crores.Copies of the notifications issued to give
effect to the changes in excise and customs du-
ties shall be laid on the Table of the House in
due course. -

[ now turn to my Direct Tax proposals. i

Mr. Speaker, Sir, my edifice of Direct Tax pro-
posals rests on four pillars of stability, economic
growth, rationalisation and simplification.

Qur existing rates of personal taxation at 10%,
20% and 30% are only three in number and
quite moderate. Although the basic exemption
limit is Rs.50,000, the real exemption limit goes
much higher when the other exemptions and
dedu.ctions are taken into account. For example,
salaried persons start paying tax only on cross-
ing Rs.75,000 per year because of the standard
deduction. If the tax rebates and deductions
available for savings are taken into account, the
effective limit of exemption gets close to Rs.1
lakh. Thus I feel that the present rates of taxa-
tion as well as the exemption limit are reason-
able. I, therefore, propose to maintain them at

the same levels. "

Although the 10% surcharge imposed last year
was meant to be temporary, I am constrained to.
continue with it, in view of the heavy and un;
expected expenditure burden, mainly on ac,
count of defence requirements and transfer to,
states mandated by the Finance Commission.

Having restrained myself from imposing any
additional taxes during the course of the year
when there was much talk of a Kargil tax, I now

ropose increasing the surcharge moderately
rom 10% to 15% on non- corporate tax payers
having total taxable income above Rs.1,50,000
per year. This will slightly increase their margin-
al rate from 33% to 34.5%. 1 trust that these’
relatively better-off sections of society would
bear this additional burden cheerfully.

Lest it is felt that T am being disctiminatory inf
not increasing the surcharge on corporates, let
me clarify that they would also get their oppor-
tunity to contribute to the national effort in oth~
er ways a little later. :

1$998-99 - 1999-20600 - - 1998-2000 2000-2001 -
Actuals Budget Revised Budget
‘ Estimates Estimates Estimates . -
- — {in crore of Rupees)
1. Revenue Receipts 149510 182840 179504 203673
2. Tax Revenue ;
{net to centre) 104652 132385 126469 146208
: 3 Non-Tax Revenug 44858 50475 53035 57464
4. Capital Receipts
- (5466.147) 129856 101042 124234 134814
§. Hetoveries of Loans 10633 11087 12736 13539
6. Other Receipts 5874 10000 2600, 10000
6.1 of which disinvestment :
' 'proceeds committed for
redemption of Public Debt = S — 1000
7. Borrowings and other A
liabilities - 113849 79955 108898 112275
8. - Total Receipts (144}, 279366 283882 303738 338487
8, - Non-Plan Expenditi 212548 206882 224343 250387
10. Op Hevenue Account
of which 176900 190331 204904 228768
11, Interest Payments 77882 88000 91425 101266
12O - Capital-Account / 35648 16551 19439 21619
13 Plan:Expenditure 66818 77000 79395 88100
: 14. OnRevenue Agcount 40519 486656 48132 52330
15.:On Capital Account 26299 30344 31263 35770
16. - Total Expenditure
(9+13) 279366 283882 303738 338487
17. Revenue Expenditure
{10+14) 217418 236987 253036 281098
18. Capital Expenditure
(t2+15) 61947 46805 50702 57389
19, - - Revenue Deficit {1-17) 67909 54147 73532 77425
20.  Fiscal Deficit g
{{1+5+6)-16}=(7-8.1) 113349 79955 108898 111275
21, Primary Deficit (20-11) 35467 - -8045 17473 10009
Note: Actusls for 1998-99 inclide loans to States/tiTs against small savings collections (Rs, 23,026 crore).

Tax Department would also offer the facility of
issuing refunds directly on the bank accounts of
assessees if the tax payers so desire. For oper-
ational reasons, this facility would also initially
be started from computerised branches of
banks, with continuous expansion as the banks
get progressively computerised.

With almost every sector of the economy ex-
Eecting a special treatment, our Income-tax Act

as become a vast compilation of exemptions.
Income is income and should be taxed. There
should be no permanent exemptions. With this
in view, I want to make a beginning towards
rationalising the existing system of concessions
and exemptions. Export earnings of various
kinds presently enjoy exemptions from income-
tax ranging from 50% to 100% of income. I have,
therefore, decided to phase out these conces-
sions over a period of five years. To begin with, 1
am withdrawing these concessions by 20% from
the financial year 2000-2001, and by 20% each
subsequent year till they reach a zero level. |
would add that exporters would continue to en-
joy exemption from MAT till the full phase out.
The revenues garnered from this rationalisation
measure will help to finance universalisation of
primary education and other investments in hu-
man resources.

My rationalisation measures also include the
following:

* Trusts running educational institutions and
hospitals will not be denied exemption even if
their trustees avail medical and educational fa-
cilities from them. Such benefit alone will be
taxed.

* Tnvestments made in public sector compa-
nies will continue to be eligible investments for
trusts, for a certain period after the disinvest-
ment by the Government even after these com-
panies stop being public sector companies.

* Interest for delayed payment of dividend
tax and tax on distributed profits by mutual
funds and UTI will be reduced from 2% per
month to 1.5% per month.

* Exemption of allowances received by em-
ployees will be raised in conformity with the
recommendarians of the Fifth Pay Commission.

* Limit of gross receipts for compulsory
maintenance of books by professionals will be
enhanced from Rs. 60,000 to Rs. 1,50,000.

* Advisory limit for disposal of departmental
appeals by Appellate Tribunal will be provided
for in law.

Mr. Speaker, Sit, as a result of various propos-
als made in this budget on the direct taxes, the
estimated revenue in 2000-2001 would be Rs.
72,105 crores, including the component of addi-
tional resource mobilisation of Rs. 5,080 crores.

Mr. Speaker, Sir, with these proposals [ esti-
mate total tax revenue receipts for the Centre at
Rs.1,46,209 crores and the fiscal deficit at
Rs.1,11,275 crores or 5.1% of GDP. I could have
sought a deeper cut in the fiscal deficit, but a
substantially higher level of revenue mobilisa-
tion would have hurt the industrial recovery un-
der way at present. Thus, in the short-run, I had
to carefully balance the need for fiscal consoli-
dation with the need to nurture the recovery
phase of a growth cycle. I hope this august
House will support the balance 1 have struck in
this budget.

Growth is not just an end in itself. It is the
critical vehicle for increasing employment and
raising the living standards of our people, espe-
cially of the poorest. Sustained, broad-based
growth, combined with all our programmes for
accelerating rural development, building roads,
promoting housing, boosting knowledge-based
industries and enhancing the quality of human
resources, will impart an impetus to employ-
ment expansion. There can be no better cure for
the problem of poverty than this in our country.

Sir, the millennium has heralded the arrival of
the Indian economy on the global stage. In two
short years, we have shown that Indian talent
and Indian effort is second to none. In two short
years we have ensured that “made in India” is a
compliment for any product o+ service. In two
short years we have sent notice to the world that
India ‘will be an economic supetpower in the
21st century. The world's eyes are now upon us,
and we will deliver.

Mr. Speaker, Sir, with these words, I com-
mend the budget to this auguct Hou ~.
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The following is the text of Part A of the Union
Finance Minister, Mr. Yashwant Sinha’s budget
speech in the Lok Sabha on Tuesday.

Sir, I rise to present the first budget of this
millennium.

This budget for 2000-2001 has some other
firsts to its credit also. 1t is the first budget of the
new Government which took office in October
1999 under the visionary leadership of Shri Atal
Behari Vajpayee. It is also the first budget of the
second half century of our Republic and the first
budget of the new century. I hope it will add
many more firsts to its credit as time goes by. 1
thank the Hon’ble Prime Minister for entrusting
me with this historic responsibility which I
stand here to discharge in all humility.

The year 1999-2000 has been a year of many
challenges: the 50- day-war in Kashmir, the su-
percyclone in Orissa, long months of political
uncertainty before the general elections, a
somewhat weak monsoon, a near tripling of
world oil prices and the continued fragility in
‘world economic recovery. Nevertheless, we
have met these challenges resolutely, accom-
plished a great deal and the nation is stronger as
a result.

. The economy’s performance is described in
detail in the Economic Survey I laid before the
House yesterday. Let me just touch a few high-
hts. A broad-based industrial recovery is un-
.. der way. Despite lower growth of agriculture
. due to inclement weather, overall economic
% geowth this year is expected to be nearly 6 per
cent. The infrastructure sector is performing
much better. For the first time in 17 years the
inflation rate has stayed below 4 per cent for 42
consecutive weeks. Even more remarkable, the
Copnsumer Price Index (Industrial Workers) in
Npvember 1999 showed zero increase over the
g’fvious November. This is an enormous boon
the weakest sections of our society. Public
food stocks are at record levels. Exports have
achieved a remarkable turnaround from nega-
tive growth last year to nearly 13 per cent growth
in dollar terms in April-December, 1999. Our
software exports are also booming. Although
surging international oil prices have increased
dur oil import bill by more than $6 billion, our
foreign exchange reserves have nevertheless at-
~ tained new record levels. With the return of in-
vestor confidence our stock markets have also
soared to new heights.
~'In my last two budgets, 1 have addressed the
accumulated shortcomings in our policies and
freed our companies to compete globally. We
have strengthened our agricultural sector, ener-
gised our financial markets and laid the founda-
tions of an exciting new economy. With this, my
third budget, I propose to put India on a sus-
tained, equitable and job- creating growth path
of 7 to 8 per cent per year in order to banish the
scourge of poverty from our land within a dec-
ade. The next 10 years will be India’s decade of
development. To achieve this objective our
strategy must encompass the following ele-
ments:

* Strengthen the foundations of growth of our
rural economy, especially agriculture and allied
activities.

* Nurture the revolutionary potential of the
new knowledge-based industries such as info-
tech, biotechnology and pharmaceuticals.

- * Strengthen and modernise traditional in-
dustries such as textiles, leather, agro process-
ing and the SSI sector.

* Mount a sustained assault on infrastructure

economy growth to be sustained

bottlenecks in power, roads, ports, telecom, rail-
ways and airways.

* Accord the highest priority to human re-
source development through programmes and
policies in education, health and other social
services, with special emphasis on the poorest
and weakest sections of society.

* Strengthen our role in the world economy
through rapid growth of exports, higher foreign
investment and prudent external debt manage-
ment. .

* Establish a credible framework of fiscal dis-
cipline, without which the other elements of our
strategy can fail.

In all these areas we must pursue thorough-
going economic reforms to unlock the creative
energies of our people and thus reap the gains of
productivity growth. But our reforms must also
be guided by compassion and justice. In his Ad-
dress to Parliament in October 1999 the Presi-
dent has set out the broad outlines of our
programme of second generation reforms. This
budget carries forward the process of imple-
mentation.

Fiscal management

Today, we must squarely confront and over-
come the critical challenge posed by a weak-
ening fiscal situation. A long history of high
fiscal deficits has left us with a legacy of a huge
public debt and an ever-growing bill of interest
payments. This year we have incurred unantici-
pated expenditure on national defence, elec-
tions and the supercyclone in Orissa. The
residual impact of the Fifth Pay Commission
and the need for special fiscal assistance to the
States have added to our burden. All this, com-
bined with shortfalls in receipts from disinvest-
ment and revenue, has raised our net borrowing
requirements (our fiscal deficit) to over Rs.
1,00,000 crores. This will add about Rs. 10,000
crores to our interest bill next year. We must
also find additional resources for Plan, Defence
and for additional transfers to States under the
interim award of the Eleventh Finance Commis-
sion. If we do not raise the resources and in-
stead take recourse to even higher borrowing
next year, then we will jeopardise our prospects
for growth, reignite the flames of inflation, sow
the seeds of another balance of payments crisis
and place an unfair burden on the next gener-
ation.

We must put our fiscal house in order. This
means hard decisions and sacrifices. At the
same time we must preserve the intrinsic dyna-
mism of our economy, which alone can deliver
sustained growth with social justice. For this
reason, despite the severe fiscal strain, the bud-
get support to the plan is being increased by Rs.
11,100 crores to a level of Rs. 88,100 crores com-
pared to Rs. 77,000 crores in B.E. 1999-2000.

Defence preparedness

Similarly, there gannot be any compromise
on defence. Our forces have once again demon-
strated in Operation Vijay that they are second
to none in the world. The Government is com-
mitted to enhance the quality of our defence
preparedness and to modernise our forces. In
this budget, I have made a provision of Rs.
58,587 crores for defence, which is nearly Rs.
13,000 crores more than in B.E. for the current
year. This represents the largest ever increase in
the defence budget in any single year. More will
be provided whenever needed. We shall not
shrink from making any sacrifice to guard and
protect every inch of our beloved motheriand.

Central Govt. expenditure

Over the years the composition of Central
Government expenditure has become highly

rigid and prone to large, pre-committed in-
creases. More than half of the annual budget
outlays are transfer payments. Interest pay-
ments, Defence, Internal Security, Major Sub-
sidies, Salaries, Allowances and Pensions and
non-plan grants to States account for about 95
per cent of non-plan expenditure and about 70
per cent of total expenditure. To curb built-in
expenditure growth and bring about structural
changes in the composition of our expenditure,
I am introi ~ing the following initiatives.

* All onige -~ “chemes will be subjected to
rigorous zec0 .. . pudgeting scrutiny. I had an-
nounced this init.ative last year and I am glad
that this exercise has been completed in eight
Departments. As a result, 69 schemes are to be
discontinued or merged. This process will be
completed in a timebound manner in the re-
maining Departments.

* The manpower requirements of Govern-
ment departments will be reassessed by review-
ing the norms for creation of posts.

* Fresh recruitment in Government depart-
ments and institutions will be limited to mini-
mum essential needs.

* The scheme for redeployment of surplus
staff will be made more effective and will pro-
vide facilities for retraining. A VRS scheme will
also be introduced for staff in the surplus pool.

* All subsidies will be reviewed with a view to
bringing in cost-based user charges wherever
feasible.

* No new autonomous institutions will be cre-
ated without approval of Cabinet. Budgetary
support to_autonomous institutions will be re-
viewed and they will be encouraged to maxi-
mise generation of internal resources.

* In order to align with the overall interest rate
structure, the interest rate on General Provident
Funds is being reduced by 1 per cent to 11 per
cent from 1-4-2000.

* Excessive domestic borrowings to finance
current expenditure has resulted in debt service
payments approaching unsustainable levels. To
reduce expenditure on this account, a portion of
the disinvestment proceeds will be earmarked
for retiring Government debt. An initial provi-
sion of Rs. 1,000 crores has been made in the
budget for this purpose.

I will have something more to say on major
subsidies a little later.

These measures are necessary and are only a
beginning. We shall pursue resolutely the ob-
jective of downsizing the Government and pre-
pare a roadmap for the purpose. For
medium-term management of the fiscal deficit
we also need the support of a strong institution-
al mechanism embodied in a Fiscal Responsib-
ility Act. This had been suggested in the Agenda
for Governance of the National Democratic Alli-
ance. I have set up a committee to examine this
issue and make suitable recommendations. I
hope to bring the necessary legislative proposals
to the House during the course of the year.

The challenge of fiscal management is not
confined to the Central Government. The finan-
cial position of the State Governments has dete-
riorated sharply in the last few years. Revenue
deficits have widened and borrowings are being
increasingly used to meet revenue expenditure.
Fiscal reform at the State-level has acquired
great urgency. While we have gone out of our
way to help State Governments, the determina-
tion shown by some States to deal with these
issues has also helped enormously. It will be my
endeavour to take further collective measures in
the next year for promoting fiscal reforms in the
States. The final report of the Eleventh Finance
Commission will provide valuable inputs for
taking policy initiatives in this regard.

lture and Rural
pment

It is my firt belief that sustained and broad-
based growth of agriculture is essential for alle-
viating poverty, generating incomes and em-
ployment, assuring food security and sustaining
a buoyant domestic market for industry and ser-
vices.

We must take all necessary measures to
strengthen the rural economy. Credit flow to
agriculture through institutional channels of
commercial banks, cooperative banks and Re-
gional Rural Banks is estimated at about Rs.
41,800 crores this year. It is expected to increase
by aver 20 per cent to a level of Rs. 51,500 crores
in 2000-2001. In my last two budgets we have
launched a wide array of initiatives to promote
the flow of rural credit. In this budget I propose
to strengthen the earlier programmes and
launch further initiatives:

* The Rural Infrastructure Development Fund
(RIDF) managed by the NABARD has emerged
as a popular and effective scheme for financing
rural infrastructure projects. Last year 1 had an-
nounced an enhanced allocation of Rs. 3,500
crores from the banking sector for RIDF V and
extended the repayment period of loans to 7
years. The scope of RIDF was also widened to
allow lending to Gram Panchayats, Self-Help
Groups, NGOs and other eligible organisations
for implementing village-level infrastructure
projects. This year the corpus of RIDF VI will be
increased to Rs. 4,500 crores and the interest
charged on this lending will be reduced by half a
per cent.

* Micro finance has emerged as an effective
tool for alleviating poverty in many countries. In
my last budget | had asked the NABARD and the
SIDBI to cover 50,000 Self Help Groups to devel-
op micro enterprises. The NABARD by itself is
likely to link 50,000 such groups to banks during
the current year. The NABARD and the SIDBI
will cover an additional one lakh groups during
2000-2001. To give a further boost to this pro-
gramme, a Micro Finance Development Fund
will be created in the NABARD with a start up
contribution of Rs. 100 crores from the RB], the
NABARD, banks and others. This fund will pro-
vide start up funds to micro-finance institutions
and infrastructure support for training and sys-
tems management and data building. Special
emphasis will be placed on promotion of micro
enterprises in rural areas set up by vulnerable
sections, including women, Scheduled Castes,
Scheduled Tribes and Other Backward Classes.

* The cooperative system is a crucial channel
for credit in rural areas. However, over time,
problems have developed, mainly because of
excessive bureaucratisation and the overlap-
ping jurisdiction of State Governments and the
NABARD. Some State Governments have al-
ready taken legislative action to promote genu-
inely cooperative institutions. For rural credit,
clear delineation of the supervisory role of the
RBI/NABARD on banking matters is also essen-
tial. To promote these two prerequisites for a
more vibrant rural cooperative credit system [
propose to establish a fund in the NABARD. The
details will be worked out in the light of the
forthcoming recommendations of the Capoor
Committee earlier constituted by Government.
In the meantime, the RBI is advising banks to
accord priority to the credit needs of those
cooperatives entirely controlled by user-mem-
bers and managed by them prudently.

* The programme of Kisan Credit Cards is pro-
gressing very well. Cooperative Banks, Regional
Rural Banks and Commercial Banks together
have so far issued more than 50 lakh cards and
card-cum-pass books to the farmers. I am ask-
ing the NABARD and Commercial Banks to re-
double their promotional efforts so as to issue
an additional 75 lakh Kisan Credit Cards by
March 2001.

* Due to our efforts at recapitalising RRBs, 158
RRBs are posting operating profits. Out of these,
48 RRBs have been able to wipe out their accu-
mulated losses. In view of the importance of the
RRBs in rural financing, we will continue with
this programme of strengthening the RRBs.

Comprehensive agriculture
development programme

The Planning Commission and the Ministry of
Agriculture have worked out modalities to in-
tegrate 28 ongoing separate centrally-sponsored
schemes of agricultural development into one
comprehensive programme. This will weed out
duplication, enhance the productivity of the
support programme and accord greater flexibil-
ity to State Governments to develop and pussue
activities on the basis of regional priorities. This
is a major step forward towards the goals of

. convergence and decentralisation that 1 had

4

outlined in my budget last year.

There is urgent need to review and coordinate
our long-term strategy at the national and the
state levels on the pattern of land use in. the
country, development of agriculture in relation
to the agro-climatic conditions in the different
regions and preservation of our forest resources.
We need to adopt an integrated approach to a
number of related subjects such as preservation
and development of the forest wealth, optimum
utilisation of the wasteland, watershed devel-
opment, safeguarding bio- diversity etc. In view
of the complexity of the issues involved, a Na-
tional Commission on Land Use Policy com-
prising of experts in the relevant fields will be set
up to examine the aspects and make appropri-
ate recommendations to the Government.

Our Government stands fully committed to
ensure that the fruits of economic reforms are
shared by all sections of society, especially those
living in rural areas and more particularly the
Scheduled Castes, Scheduled Tribes and Other
Backward Classes. Five elements of social and
economic infrastructure are critical to the qual-
ity of life specially in rural areas: health, educa-
tion, drinking water, housing and roads.

Basic services in rural areas

Even after 52 years of Independence the pro-
vision of basic services in rural areas remains
very unsatisfactory. Forty per cent of our villages
are without proper roads; 1.8 lakh villages do
not have a primary school within 1 km; 4.5 lakh
villages have drinking water problems; some es-
timates indicate a shortage of 140 lakh rural
dwelling units; rural health infrastructure suf-
fers from large deficiencies. These large gaps in
basic services in rural areas are not acceptable
and Government is committed to removing
them rapidly.

Elementary education plan
allocation hiked

Universalisation of elementary education is
one of our key objectives. A new Department of
Elementary Education and Literacy has already
been created under the Ministry of Human Re-
sources Development to give a new thrust and
focus to these efforts. Some new initiatives in-
clude a scheme for universalisation of elemen-
tary education called “Sarva Shiksha Abhiyan”

which would enable all children to enroil by
2003 and expansion of the District Primary Edu-
cation Programme to cover the remaining dis-
tricts in Uttar Pradesh, West Bengal, Orissa and
Gujarat. On the literacy front, the National Liter-
acy Mission would be revamped so that the lit-
eracy rate can be raised to 75 per cent by the
year 2005. The Plan allocation for elementary
education has been increased from Rs. 2,931
crores to Rs. 3,729 crores next year. A new De-
partment of Drinking Water Supply in the Min-
istry of Rural Development has been set up to
intensify the efforts and accelerate the pace of
coverage. Our objective is to provide drinking
water facilities in all rural habitations in the next
five years. It is proposed to cover around 60,000
habitations and 30,000 schools in the next year.
The outlay of the Department is being enhanced
to Rs. 2,100 crores from Rs. 1,807 crores this
year. The Reproductive and Child Health pro-
gramme will receive Rs. 1,051 crores as against
an allocation of Rs. 695 crores in 1999-2000. For
rural housing schemes a provision of Rs. 1,710
crores has been made.

To impart greater momentum to these efforts
I am announcing the launching of a new
scheme, the “Prad%an Mantri Gramodaya Yoja-
na” with the objective of undertaking time-
bound programmes to fulfill these critical needs
of the rural people. | am providing a sum of Rs.
5,000 crores separately for this Scheme in the
budget. Out of this a sum of Rs. 2,500 crores will
be earmarked for launching a nationwide pro-
gramme of constructing rural roads and im-
proving rural connectivity. Under the Scheme,
Central assistance will be provided to States for
iﬂ:plementing specific projects in these sectors.

¢ Ministries concerned in the Central Gov-
ernment will lay down the guidelines and mon-
itor the implementation of these programmes.
The erstwhile Basic Minimum Services Scheme
will be merged with the new scheme.

Rural housing

‘““Housing for All” has been identified as a pri-
ority area in the Agenda for Governance. For the
coming financial year, a goal of providing 25
lakh dwelling units in rural areas has been fixed.
Schemes for meeting the needs of different sec-
tions of society have been prepared.

(i) Under Indira Awas Yojana, it is proposed to
provide over 12 lakh houses for the people be-
low poverty line. For this purpose, an amount of
Rs. 1,501 crores is being provided in the budget.

(ii)For families with an annual income of be-
low Rs. 32,000 per annum, assistance will be
provided for construction of 1 lakh houses un-
der credit-cum-subsidy Scheme. An amount of
Rs. 92 crores is being provided in the budget for
this scheme.

(iif) The National Housing Bank will provide
refinance to banks and housing finance compa-
nies for construction of 1.5 lakh houses under
Golden Jubilee Rural Housing Finance Scheme.

(iv)To further improve the availability of
housing finance in rural areas, Government
have decided to provide equity support of Rs.
350 crores té the HUDCO during the Ninth Plan
period. Of this, Rs. 200 crores have already been
released and it is proposed to release a turther
amount of Rs. 100 crores in the next year. With
this enhanced equity support, the HUDCO will
be able to leverage these funds and raise further
resources to facilitate and provide finance for
the construction of about 9 lakh houses in the
rural areas in the coming financial year.

(v} The cooperative sector and voluntary

agencies. etc. will support the constructien of
another 1.5 lakh houses.

Social security
for the poor

. More than one third of our population still
lives below the poverty line. There is an imper-
ative need to extend some social security cover
to the poorest sections of our society. 1 have
decided to introduce a new scheme of group
insurance, “Janashree Bima Yojana”, under
which beneficiaries will have insurance cover of
Rs. 20,000 in case of natural death, Rs. 50,000 in
case of accidental death or total permanent dis-
ability and Rs. 25,000 for partial permanent dis-
ability due to accident. Premia will be fixed on
an actuarial basis. Below poverty line participa-
nts in this scheme will pay only half the premi-
um, with the remainder being contributed from
earnings of LIC’s existing Social Security Fund,
suitably augmented by Government. On this ba-
sis, the monthly premium to be paid by the ben-
eficiary is expected to be Rs. 10 or less. This
scheme will lay a firm foundation for insurance
cover to the poorest in our country.

* There is an urgent need for improving the
access of wornen to national resources and for
ensuring their rightful place in the mainstream
of economic development. Towards this objec-
tive, the Government will set up a Task Force
under an eminent person to review all existing
iegislation and Government schemes pertaining
to the role of women in the national economy.
This Task Force will help us chalk out specific
Erogrammes for observing 2001 as “Women'’s
mpowerment Year".

" The Government has recently announced a
new National Population Policy the key objec-
tive of which is to bring down total fertility rates
to replacement levels by 2010. To operationalise
this objective, the plan allocation of the Depart-
ment of Family Welfare has been increased from
Rs. 2,920 crores in B.E. 1999-2000 to Rs. 3,520
crores next year.

Recognising the role of the Indian systems of
medicine and homeopathy in our hgalth care,
the plan allocation for the concerned Depart-
ment is being doubled. Emphasis will be placed
on drug standardisation, quality control, mod-
ernising of colleges, drug testing laboratories
and formulations. This will also help in boosting
exports of herbal formulations.

We must preserve and nurture our forests and
environment for future generations. Funds are
being provided for regeneration of mangroves
and creation of shelterbelts along the coastal
line, bamboo regeneration and afforestation
programme, encouragement of medicinal
plants and eco- tourism. Preservation of the ru-
ral environment will raise the living standards of
millions belonging to the weakest sections of
our society.

Small Scale Industry

The SSI sector plays a vital role in industrial
production, employment generation and ex-
ports. In the context of growing domestic and
international competition, our strategy is to
support this sector through promotional pol-
icies of credit and technology. For improving
credit flow to SSI units, I propose the following:

* The requirement of providing collateral se-
curity is a major bottleneck to the flow of bank
credit to very small units. The RBI has recently
issued instructions to dispense with the collat-
eral requirement for loans up to Rs. 1 lakh. The
limit is being further increased for the tiny sec-
tor from Rs. 1 lakh to Rs. 5 lakhs.

* The existing composite loan scheme of SID-
BI and banks helps small borrowers by provid-
ing working capital and term loans through a
single window. To promote credit flow to small
borrowers, the composite loan limit is being in-
creased from Rs. 5 lakhs to Rs. 10 lakhs.

* I am asking the public sector banks to accel-
erate thet programme of SSI branches to en-

sure that every district and SSI clusters within
districts are served by at least one specialised
SSI bank branch. Furthermore, to improve the
quality of banking services, SSI branches are be-
ing asked to obtain ISO certification.

* Last year, I had announced that a credit
guarantee scheme for SSI will be launched. l am
glad to inform the House that a new Central
Scheme for this purpose has been formulated
and a provision for Rs. 100 crores has been
made in the budget. The Scheme will be imple-
mented through SIDBI and will cover loans upto
Rs. 10 lakhs from the banking sector. The guar-
anteed loans will be securitised and will be
tradeable in the secondary debt market.

SIDB! operates the National Equity Fund
Scheme under which equity support is provided
for projects up to Rs. 15 lakhs. To further help
SSI entrepreneurs, this limit will be raised from
Rs. 15 lakhs to 25 lakhs.

SIDBI is presently administering the Technol-
ogy Development Modernisation Fund Scheme
for assisting technology development and mod-
ernisation of SSI units. The Scheme Has certain
concessional features including interest at
prime lending rate for direct assistance and refi-
nancing at 2 per cent below prime rate for in-
direct finance. The operation of this scheme is
being extended by another 3 years.

The Khadi and Village Industries Commission
(KVIC) has been playing a very important role as
an instrument to generate largescale employ-
ment in the rural areas with low per capita in-
vestment. The Government will continue to
encourage the Khadi and Village Industry Sector
so that its products can become more compet-
itive. For intensifying marketing efforts, the
KVIC will introduce a common brand name for
its products and also set up a professionally
managed marketing company for domestic as
well as export marketing.

Industry and capital market

In earlier millennia, India led the world on the
basis of knowledge. Today history is repeating
itself. Young Indian entrepreneurs are at the
forefront of the infotech revolution, whether in
Silicon Valley, Bangalore or Hyderabad. They
have shown us how ideas, knowledge, entrepre-
neurship and technology can combine to yield
unprecedented growth of incomes, employ-
ment and wealth. Companies unknown 5 years
ago have become world leaders. We must do
everything possible to promote this flowering of
knowledge-based enterprise and job creation.

A key ingredient for future success lies in Ven-
ture Capital Finance. After a thorough review, 1
am proposing a major liberalisation of the tax
treatment for venture capital funds. 1 will de-
scribe the details later. To simplify the proce-
dures, SEBI will be the single point nodai agency
for registration and regulation of both domestic
and overseas venture capital funds. Venture ac-
tivity is not limited to dot.com companies! Ideas
and entrepreneurship, which merit venture fi-
nance, can be found in all sectors of the econo-
my. The tax laws and SEBI guidelines are being
formulated accordingly. I should add that this
liberalisation will give a strong boost for Non-
Resident Indians in Silicon Valley and elsewhere
to invest some of their capital, knowledge and
enterprise in ventures in their motherland.

In recent months, stock markets have been
buoyant all over the world, including India, Ex-
perience has taught us that there can be hard
times as well. It is in such difficult times that
institutions like investor protection funds of
stock exchanges become really important. I will
have something to say on this in Part B of my
speech.

Thanks to our prudent macro-economic
management and calibrated approach to cur-
rency convertibility, we have successfully
weathered the East Asian crisis of the past two
years. But we must not confuse caution with
timidity. We must encourage Indian firms and
businesses to grow into strong, India-based
multinationals. To promote this trend, it is nec-
essary to accord our firms increasing flexibility
to undertake capital account transactions, espe-

cially for acquisitions of businesses abroad. Last
month, the Government had announced a pol-
icy to allow Indian companies to raise funds for
investments through issue of ADRs/GDRs with-
out prior Government approval. Up to 50 per
cent of these proceeds can be used by them to
acquire companies in overseas market. We had
also announced on 27th December, 1999, a lib-
eralised mechanism for acquisition of software
companies in the overseas market through
stock swap options up to US $ 100 millions on
an automatic basis. I plan to further liberalise
this policy for acquisition of companies abroad
to enable Indian corporates, in knowledge-
based sectors to grow rapidly and lay the foun-
dation for Indian multinationals in areas where
we have comparative economic advantage. For
acquisition in other sectors too, I propose to
increase the ceiling under the automatic route
from existing US $15 millions to US $50 millions
for Indian corporates and beyond this, through
approval by the Committee on Overseas Invest-
ment.

Under existing policy on portfolio invest-
ment, Foreign Institutional Investors (Flls) are
permitted to invest in a company, upto an ag-
gregate of 24 per cent of equity shares, which
can be increased to 30 per cent subject to ap-
proval by the Board of Directors and a Special
Resolution of the General Body of the Company.
To give our best companies greater access 10
foreign portfolio investment, I am increasing
this limit from 30 per cent to 40 per cent.

Science and Technology

The sustained growth of our knowledge-
based industries will ultimately depend on the
quality and extent of scientific and technologi-
cal progress and training in our society. We
must harness our potential in science and tech-
nology to realise the dream of modern India
envisioned by the Prime Minister in his address
to the Indian Science Congress last month. For
taking up relevant technology vision projects
and for increasing cooperation between our
Universities and R&D institutions, I am making
an additional provision of Rs. 50 crores in the
budget of the Technology Information Forecast-
ing and Assessment Council under the Depart-
ment of Science and Technology. I am also
making a provision of Rs. 50 crores in the budget
of the Department of Scientific and Industrial
Research for launching a New Millennium Indi-
an Technology Leadership Initiative. It will fo-
cus on areas which fulfil national objectives and
will be based on partnership between the Gov-
ernment and private sector.

To fully benefit from the new intellectual
property rights regime, we need to encourage
our scientists and R&D institutions to maximise
their patenting efforts. The Government have
decided to allow Universities and Research In-
stitutions to retain the revenue generated from
intellectual property rights through publicly
funded research and also share a part of the
revenue with the inventor.

Modernisation of the Patent Office and the
Trade Mark Register is long overdue. The Gov-
ernment have sanctioned a modernisation pro-
ject of Rs. 75 crores for the Patent Office and we
will strive to remove all impediments for early
implementation of this project.

The recent East Asian crisis has underlined
the critical importance of undertaking reforms
to strengthen the banking sector. In recent
years, the RBI has been prescribing prudential
norms for banks broadly consistent with inter-
national practice. To meet the minimum capital
adequacy norms set by the RBI and to enable
the banks to expand their operations, public
sector banks will need more capital. With the
Government budget under severe strain, such
capital has to be raised from the public which
will result in reduction in Government share-
holding. E

anking and
finance

To facilitate this process, the Government
have decided to accept the recommendations of
the Narasimham Committee on Banking Sector
Reforms for reducing the requirement of mini-
mum shareholding by the Government in na-
tionalised banks to 33 per cent. This will be
done without changing the public sector char-
acter of banks and while ensuring that fresh is-
sue of shares is widely held-by the public. The
Committee had also expressed the view that the
Boards of the banks should have sufficient au-
tonomy to take decisions on corporate strategy
and all aspects of business management and be
responsible to the stakeholders, that is, the sha-
reholders, the customers, the employees and
the public at large. In particular, the interests of
the employees of the nationalised Banks will be
fully safeguarded. It is proposed to bring about
necessary changes in the legislative provisions
to accord necessary flexibility and autonomy to
the Boards of the banks.

As the Honourable Members are aware, the
Report of the Working Group on Restructuring
Weak Public Sector Banks had suggested the
constitution of a Financial Restructuring Au-
thority (FRA). It has been decided to have a
modified version of the FRA. Thus, in respect of
any bank which is considered to be weak or
potentially weak, the statutes governing public
sector banks would be amended to provide for
supersession of the Board of Directors on the
basis of recommendations of the RBI and con-
stitution of a FRA for such a bank, comprising
experts and professionals. The amendments
would also enable the FRA 10 exercise special
powers including all the powers of the Board of
the bank.

The Government will not close down any
public sector bank. As responsible owner of the
banks, the Government have decided to consid-
er recapitalisation of the weak banks to achieve
the prescribed capital adequacy norms, provid-
ed a viable restructuring programine acceptable
to the Government as the owner and the RBI as
the regulator is made available by the con-
cerned banks.

The high level of Non-Performing Assets
‘NPAs) in our public sector banks is a cause for
continued concern. Efficient and effective
mechanisms for recovery of bank dues are crit-
ically important for reducing NPAs. I am happy
to inform the House that comprehensive
amendments have been carried out to the Re-
covery of Debts Due to Banks and Financial In-
stitutions Act, 1993 by issue of Ordinance. Five
more Debt Recovery Tribunals (DRT) and four
more Debt Recovery Appellate Tribunals have
been set up or are in advanced stage of being set
up. I further propose to set up four more DRTs
at Mumbai and one more DRT each at Calcutta,
Delhi and Chennai to facilitate expeditious ad-
judication and recovery of dues of banks and
financial institutions.

The growth of fresh NPAs can also be curbed
through better institutional mechanisms for
sharing of credit-related information on bor-
rowers and potential borrowers among banks
and financial institutions. A Working Giqup
constituted by the RBI to examine modalities for
setting up a Credit Information Bureau has re-
cently submitted its report. Based on its recom-
mendation a Credit Information Bureau will
soon be established.

In the fast-changing world of modern finance,
it has become necessary to accord greater oper-
ational flexibility to the RBI for conduct of mon-
etary policy and regulation of the financial
system. Accordingly, I intend to bring to Parlia-
ment proposals for amending the relevant legis-
lation.

Similarly, to facilitate development of the
Government debt market the legislative frame-

work needs to be strengthened and modernised
through a Government Securities Act, which I
propose to bring to replace the old Public Debt
Act, 1944.

The Industrial Investment Bank of India is the
only Calcutta- based development financial in-
stitution. To enable it to improve its viability
and profitability by diversifying and extending
its business, the Government will subscribe to
the preference capital of the company.

The NBFCs perform a significant role as fi-
nancial intermediaries and in promoting growth
of industry and services. Over the past 3 years,
the RBI has taken a number of measures for
strengthening the regulation of this sector with
a view to ensuring that only financially sound
and well- run NBFCs are permitted to accept
public deposits. 1 propose to bring a new bill
which will strengthen the hands of depositors in
situations of malafide or fraudulent actions of
the NBFCs.

Infrastructure

Infrastructure services remain a key bottle-
neck to rapid and sustained growth of our econ-
omy. We have made substantial progress in
encouraging private infrastructure service pro-
viders and in establishing independent regula-
tory frameworks in most infrastructure sectors.
We have also sought to give greater operational
and commercial autonomy to existing public
entities in these sectors. We will be moving
ahead with programmes for corporatisation of
public sector service providers in the areas of
telecommunications, ports and airports during
the course of the coming year.

The Prime Minister has announced a major
initiative for road development, the National
Highways Development Project (NHDP). The
cost of the project is estimated at around Rs.

54,000 crores. In my earlier budgets, I had an- -

nounced the levy of cess of one rupee per litre
on petrol and diesel and a substantial part of
this is expected to be available for funding the
NHDP. To further augment resources, for com-
mercially viable components of this project, 1
shall have something more to say in Part B of my
speech.

Plan outlay for Central
PSUs up

The plan outlay for the Central PSUs in the
power sector has been increased from Rs. 7,626
crores to Rs. 9,194 crores. Increased budgetary
support has been provided for the Tehri Hydro
and the Nathpa Jakhari Hydro projects so.that
both these projects can be commissioned by
March 2002. For commissioning of high priority
projects by SEBs/State generating companies, a
provision of Rs. 300 crores has also been made
for subsidising interest on loans from the Power
Finance Corporation.

In order to give a fillip to the reform process in
the power sector and for undertaking invest-
ments on renovation and modernisation of old
and inefficient plants and for strengthening the
distribution system, a new scheme for providing
assistance to State utilities will be introduced.
Under this scheme, additional Central Plan as-
sistance of Rs. 1,000 crores will be provided to
State and Union Territory Governments.

The State Electricity Boards have large over-
dues to the Central Sector Power and Coal util-
ities. A Scheme for securitisation of these dues
with the support of Central Government has
been finalised to assist the SEBs to clear these
dues. The Central Government support will be
linked to reforms in the operation of SEBs.

Hon’ble members are aware that the Sethu
Samudram Ship Canal Project has the potential
of providing a shorter route between the East
and West Coast Ports. [ am glad to inform that
Government have approved the undertaking of
a detailed feasibility study and environmental
impact assessment of the project at a total cost
of Rs. 4.8 crores. | have made necessary provi-
ston for this in the budget.

Public sector restructuring

The Government’s policy towards the public
sector is clear and unambiguous. lts main ele-
ments are:-

* Restructure and revive potentially viable
PSUSs;

* Close down PSUs which cannot be revived;

* Bring down the Government equity in all
non-strategic PSUs to 26 per cent or lower, if
necessary; and

* Fully protect the interests of workers.

In line with this policy during the last two
years financial restructuring of 20 PSUs has
been approved by the Government. As a result,
many PSUs have been able to restructure their
operations, improve productivity and achieve a
turnaround in performance. Hon’ble members
are aware that the Government has recently ap-
proved a comprehensive package for restructur-
ing of SAIL, one of our Navaratna PSUs,

There are many PSUs which are sick and not
capable of being revived. The only remaining
option is to close down these undertakings after
providing an acceptable safety-net for the em-
ployees and workers. Resources under the Na-
tional Renewal Fund have not been sufficient to
meet the cost of Voluntary Separation Scheme
(VSS) for such PSUs. At the same time, these
PSUs have assets, which, if unbundled and real-
ised, can be used for funding VSS. The Govern-
ment will put in place mechanisms to raise
resources from the market against the security
of these assets and use these funds to provide an
adequate safety-net to workers and employees.

The Government has recently established a
new Department for Disinvestment to establish
a systematic policy approach to disinvestment
and privatisation and to give a fresh impetus to
this programme, which will emphasise increas-
ingly on strategic sales of identified PSUs. Gov-
ernment equity in all non-strategic PSUs will be
reduced to 26 per cent or less and the interests
of the workers will be fully protected. The entire
receipt from disinvestment and privatisation
will be used for meeting expenditure in social
sectors, restructuring of PSUs and retiring pub-
lic debt.

The Government is committed to the speedy
economic development of the North-Eastern
States and Sikkim. Priority is being given for
development of infrastructure, especially air-
ports, railways, power and national highways so
as to remove the sense of isolation perceived in
many parts of the North-East. To provide more
facilities for vocational education, 50 more In-
dustrial Training Institutes and 446 Computer
Information Centres would be established in the
North- Eastern States within the next two years.

For realising the potential for agricultural and
horticultural development in the North-East,
schemes for minor irrigation and horticulture
will be encouraged. A Technology Mission for
horticultural development in the North-Eastern
States will also be launched.

SC/ST literacy

To promote literacy and to improve the edu-
cation standards of persons belonging to the
Scheduled Castes, a new thrust will be given 1o
the Post-Matric Scholarship Scheme. The bud-
getary provision for this scheme is being in-
creased from Rs. 72 crores to Rs. 130 crores.
Emphasis under this scheme will be on female
literacy. Our Prime Minister has announced that
it will be our national goal to liberate and reha-
bilitate around 6 lakh scavengers in the country.
A new strategy will be devised under which
scavengers will be organised into self-help
cooperatives and provided assistance from the
Government and the Finance Development
Corporations concerned. To give a greater focus
to the welfare of the Scheduled Tribes, a new
Ministry of Tribal Affairs has been set up. The
ptan allocation of Tribal welfare has been sub-
stantially stepped up from Rs. 684 crores to Rs.
810 crores.

« Continued on Page 15
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Isir, :
i 1 rise to present the first budget of this mil-

his budget for 2000-2001 has some

L _Yother firsts to its credit also. It is the

-

first budget of the new Government

which took office in October 1999
under the visionary leadership of Shri Atal
Bihari Vajpayee. It is also the first budget of
the second half century of our Republic and
the first budget of the new century. I hope it
will add many. more firsts to its credit as
time goes by I thank the Hon'ble Prime

Minister for entrusting me with this his-

toric résponsibility which I stand here to
discharge in all humility.
The year 1999-2000 has been a year of
many -challenges: the 50 day war in Kash-
ir, the super cyclone in Orissa, long
onths of political uncertainty before the
general elections, a somewhat weak mon-
soon, a near tripling of world oil prices and
the continued fragility in world economic
recovery. Nevertheless, we have met these
challenges resolutely, accomplished a great
deal and the nation is stronger as a result.
The economy’s performance is described
in detail in the Economic Survey I laid be-
fore the House yesterday. Let me just touch
a few highlights. A broad-based industrial
recovery is under way. Despite lower
growth of agriculture due to inclement
weather, overall economig growth this year
is expected to be nearly 6%. The infrastruc-
ture sector is performing much better. For
the first time in 17 years the inflation rate
has stayed below 4% for 42 consecutive
weeks. Even more remarkable, the Con-
sumer Price Index (Industrial Workers) in
November 1999 showed zero increase over
the previous November. This is an enor-
mous boon for the weakest sections of our
society. Public food stocks are at zecord lev-
els. Exports have achieved a remarkable

) turn around from negative growth last year

to nearly 13% growth in dollar terms in
April-December, 1999. Our software ex-
ports are also booming. Although surging
international oil prices have increased our
oil import bill by more than $6 billion, our
foreign exchange reserves have neverthe-
less pttained new record levels. With the re-
turn of investor confidence our stock mar-
kets have also soared to new heights.

In my last two budgets I have addressed
the accumulated shortcomings in our poli-
cies and freed our companies to compete
globally. We have strengthened our agricul-
tural sector, energised our financial mar-
kets and laid the foundations of an exciting
new economy. With this, my third budget,
propose to put India on a sustained, equi-
table and job-creating growth path of 7 to
8% per vear in order to banish the scourge
of poverty from our land within a decade.
The next 10 years will be India’s decade of
development. To achieve this objective our
strategy must encorapass the following ele-
ments:

8 Strengthen the foundations of growth of
our rural economy, especially agriculture
and allied activities.

ENurture the revolutionary potential of the
new knowledge-based industries such as in-
fotech, biotechnology and pharmaceuticals.
MStrengthen and modernise traditional in-
dustries such as textiles, leather, agro pro-
cessing and the SS1 sector.

BMount a sustained assaudt on infrastruc-
ture bottlenecks in power, roads, ports, tele-
com, railways and airways.

WAccord the highest priority to human re-
source development through programmes
and policies in education, health and other
social services, with special emphasis on
the poorest and weakest sections of society.

BStrengthen our role in the world economy
through rapid growth of exports, higher
foreign investment and prudent external
debt management.

WFEstablish a credible framework of fiscal
discipline, without which the other ele-
ments of our strategy can fail.

In all these areas we must pursue thor-
ough-going economic reforms to unlock the
creative energies of our people and thus
reap the gains of productivity growth. But
our reforms must also be guided by compas-
sion and justice. In his Address to Parlia-
ment in October 1999 the President has set
out the broad outlines of our programme of
second generation reforms. This budget
carries forward the process of implementa-
tion.

Fiscal Management

oday, we must squarely confront and
Tovercome the critical challenge posed

by a weakening fiscal situation. A long
history of high fiscal deficits has left us with
a legacy of a huge public debt and an ever-
growing bill of interest payments. This year
we have incurred unanticipated expendi-
ture on national defence, elections and the
super cyclone in Orissa. The residual im-
pact of the Fifth Pay Commission and the
need for special fiscal assistance to the
States have added to our burden. All this,
combined with shortfalls in receipts from
disinvestiment and revenue, has raised our
pet borrowing requirements {our fiscal
deficit) to over Rs.1,00,000 crore. This will
add about Rs.10,000 crore to our interest
bill next year. We must also find additional
resources for Plan, Defence and for addi-
tional transfers to States under the interim
award of the Eleventh Finance Commis-
sior. If we do not raise the resources and in-
stead take recourse to even higher borrow-
ing next year, then we will jeopardise our
prospects for growth, reignite the flames of
inflation, sow the seeds of another balance
of payments crisis and place an unfair bur-
den on the next generation.

We must put our fiscal house in order. This
means hard decisions and sacrifices. At the
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same time we must preserve the intrinsic -

dynamism of our economy, which alone can
deliver sustained growth with social justice.
For this reason, despite the severe fiscal
strain, the budget support to the plan is be-
ing increased by Rs.11,100 crore to a level
of Rs.88,100 crore compared to Rs.77,000
crore in B.E. 1999-2000.

Similarly, there cannot be any compromise
on Defence. Our forces have once again
demonstrated in Operation Vijay that they
are second to none in the world. Govern-
ment is committed to enhance the quality of
our defence preparedness and to modernise
our forces. In this budget I havé made a pro-
vision of Rs.58,387 crore for defence,
which is nearly Rs.13,000 crore more than
in B.E. for the cyrrent year. This represents
the largest ever increase in the defence bud-
get in any single year. More will be provid-
ed whenever needed. We shall not shrink
from making any sacrifice to guard and pro-
tect every inch of our beloved motherland.

Qver the years the composition of Central
Government expenditure has become high-
ly rigid and prone to large, pre-committed
increases. More than half of the annual
budget outlays are transfer payments. Inter-
est payments, Defence, Internal Security,
Major Subsidies, Salaries, Allowances and
Pensions and non-plan grants to States ac-
count for about 95% of non-plan expendi-
ture and about 70% of total expenditure. To
curb built-in expenditure growth and brifig
about structural changes in the composition
of our expenditure, I am introducing the fol-
lowing initiatives.

HWAI]I ongoing schemes will be subjected to
rigorous zero base budgeting scrutiny. I had
announced this initiative last year and [ am
glad that this exercise has been completed
in 8 Departments. As a result 69 schemes
are 10 be discontinned or merged. This
process will be completed in a timebound
manner in the remaining Departments.
BThe manpower requirements of Govern-

ment departments will be reassessed by re-’ -

viewing the norms for creation of posts.
WFresh recruitment in Government depart-
ments and institutions will be limited to
minimum essential needs.
BThe scheme for redeployment of surplus
staff will be made more effefctive and will
provide facilities for retraining. A VRS
scheme will also be introduced for staff in
the surplus pool.
Al subsidies will be reviewed with a view
to bringing in cost-based user charges
wherever feasible.
BNo new autonomous institutions will be
created without approval of Cabinet. Bud-
getary support to autonomous institutions
will be reviewed and they will be encour-
aged to maximise generation of internal re-
sources. .
WIn order to align with the overall interest
rate structure; the interest rate on General
Provident Funds is being reduced by 1% to
11% from 1.4.2000.
MExcessive domestic borrowings to finance
current expenditure has resulted in debt
service payments approaching unsustain-
able levels. To reduce expenditure on this
account, a portion of the disinvestment pro-
ceeds will be earmarked for retiring Gov-
ernment debt. An 1utial provision orf
Rs.1,000 crore has been made in the budget
for this purpose.
I will have something more to say on major
subsidies a little later.
These mcasures ave necessary and are only
a beginning. We shall pursue resolutely the
objective of downsizing Government and
prepare a roadmap for the purpose. For
medium-term management of the fiscal
deficit we also need the support of a strong
institutional mechanism embodied in a Fis-
cal Responsibility Act. This had been sug-
gested in the Agenda for Governance of the
National Democratic Alliance. I have set up
a comuiittee to examine this issue and make
suitable recommendations. [ hope to bring
the necessary legislative proposals to the
House during the course of the vear.
The challenge of fiscal imanagement is not
confined to the Central Governmeni. The fi-
nancial position of the State Governments
bas deteriorated sharply in the last few
vears. Revenue deficits have widen-ed and
borrowings are being increasingly used to
meet revenue expenditure. Fiscal reform at
the State level has acquired great urgency.
While we have gone out of our way to help
State  Governments, the determination
shown by some States to deal with these is-
sues has also helped enormously. It will be
my endeavour to take further collective
measures in the next year for promoting fis-
cal reforms in the States. The final report of
the Eleventh Finance Commission will pro-
vide valuable inputs for taking policy initia-
tives in this regard.
Agriculture

t is my firm belicf that sustained and
Ibroadbased growth of agriculture is es-

sential for alleviating poverty, generat-
ing incomes and employment, assuring food
security and sustaining a buoyant domestic
market for industry and services.

We must take all necessary measures to
strengthen the rural economy. Credit flow
to agriculture through institutional chan-
nels of commercial banks, cooperative
banks and Regional Rural Banks is estimat-
ed at about Rs.41,800 crore this year. It is
expected to increase by over 20 per cent to
alevel of Rs.51,500 crore in 2000-2001. In
my last two budgets we have launched a
wide array of initiatives to promote the flow
of rural credit. In this budget I propose to
strengthen the earlier programmes and
launch further initiatives:

BThe Rural Infrastructure Development
Fund (RIDF) managed by NABARD has
emerged as a popular and effective scheme
for financing rural infrastructure projects.
Last year I had announced an enhanced al-
location of Rs.3,500 crore from the banking
sector for RIDF V and extended the repay-
ment period of loans to 7 years. The scope
of RIDF was also widened to allow lending
to Gram Panchayats, Self Help Groups,
NGOs and other eligible organisations for
implementing village level infrastructure
projects. This year the corpus of RIDF VI
will be increased to Rs.4,500 crore and the
interest charged on this lending will be re-
duced by half a percent.

®Micro finance has emerged as an effective
tool for alleviating poverty in many coun-
tries. In my last budget I had asked
NABARD and SIDBI to cover 50,000 Self
Help Groups to develop micro enterprises.

.details will be worked out in

NABARD by itself is
link 50,000 such Grdups to
banks during the current
year. NABARD and SIDBI
will cover an additional one
lakh Groups during 2000-
2001. To give a further boost
1o this programme a Micro
Finance Development Fund
will be created in NABARD
with a start up contribution of
Rs.100 crore from RBI,
NABARD, banks and others.
This Fund will provide start
up funds to micro finance in-
stitutions and infrastructare
support for training and sys-
tems management and data
building. Special emphasis
will be placed on promotion
of micro enterprises in rural
areas set up by vulnerable
sections including women,
Scheduled Castes, Scheduled
Tribes and Other Backward
Classes.

BThe cooperative system is a
crucial channel for credit in
rural areas. However, over
time, problems have devel-
oped, mainly because of ex-
cessive bureaucratization and
the overlapping jurisdiction
of State Governments and
NABARD. Some State Gov-
ernments have already taken
legislative action to promote
genuinely cooperative institu-
tions. For rural credit, clear
delineation of the superviso-
ry role of RBI/NABARD on
banking matters is also essen-
tial. To promote these two
prerequisites for a more vi-
brant rural cooperative cred-
it system I propose to estab-
lish a Fund in NABARD. The

the light of the forthcoming
recommendations of the
Capoor Committee earlier
constituted by Government.
In the meantime, RBI is ad-
vising the banks to accord
priority to the credit needs of
those cooperatives which are
entirely controlled by user-
members and managed by
them prudently.

BThe programme of Kisan
Credit Cards is progressing
very well. Cooperative Banks,
Regional Rural Banks and
Commercial Banks together
have so far issued more than
50 lakh cards and card-cum-
pass books to the farmers. 1
am asking NABARD and
Commercial Banks to redou-
ble their prometional efforts
s0 as to issue an additional 75
lakh Kisan Credit Cards by
Marech 2001.

BDue to our efforts at recapi-
talizing RRBs, 158 RRBs are
posthg operadig profis. S
of these, 48 RRBs have been
able to wipe out their accu
mulated losses. In view of the
importance of the RRBs in rural financing,
we will continue with this programme of
strengthening the RRBs.

The Planning Commission and the Min-
istry of Agriculture have worked out modal-
ities to integrate 28 ongoing separate Cen-
trally Sponsored Schemes of agricultural
development into one comprehensive pro-
gramme. This will weed out duplication, en-
hance the productivity of the support pro-
gramuie and accord greater {lexibility to
State Governments to develop and pursue
activitics on the basis of regional priorities.
This is a major step forward towards the
goals of convergence and decentralisation
that I had outlined in my budget last year.

There is urgent need to review and coordi-
nate our long-term strategy at the National
and the State levels on the pattern of land
use in the country, development of agricul-
ture in relation to the agro-climatic condi-
tions in the different regions and preserva-
tion of our forest resources. We need to
adopt an integrated approach to a number
of related subjects such as preservation and
development of the forest wealth, optimun
utilisation of the wasteland, watershed de-
velopment, safeguarding bio-diversity etc.
In view of the complexity of the issues in-
volved, a National Commission on Land Use
Policy comprising of experts in the relevant
fields will be set up to examine the various
aspects and make appropriate recommen-
dations to Government. »

Our Government stands fully committed to
ensure that the fruits of economic reforms
are shared by all sections of society, espe-
cially those living in rural areas and more
particularly the Scheduled Castes, Sched-
uled Tribes and Other Backward Classes.
Five elements of social and economic infra-
structure are critical to the quality of life
specially in rural areas: health, education,
drinking water, housing and roads.

Even after 52 years of Independence the
provision of basic services in rural areas re-
mains very unsatisfactory. Forty per cent of
our villages are without proper roads; 1.8
lakh villages do not have a primary school
within 1 km; 4.5 lakh villages have drinking
water problems; some estinates indicate a
shortage of 140 lakh rural dwelling units;
rural health infrastructure suffers from
large deficiencies. These large gaps in basic
services in rural areas are not acceptable
and Government is committed to removing
them rapidly.

Universalisation of elementary education
is one of our key objectives. A new Depart-
ment of Elementary Education and Literacy
has already been created under the Min-
istry of Human Resources Development to
give a new thrust and focus to these efforts.
Some new initiatives include a scheme for
universalisation of elementary education
called “Sarva Shiksha Abhiyan” which
would enable all children to enroll by 2003
and expansion of the District Primary Edu-
cation Programme to cover the remaining
districts in Uttar Pradesh, West Bengal,
Orissa and Gujarat. On the literacy front the
National Literacy Mission would be re-
vamped so that the literacy rate can be
raised to 75% by the year 2005. The plan

BenARe

Getting Ready For The B-Da

allocation for elementary education has
been increased from Rs.2,931 crore to
Rs.3,729 crore next year. A new Depart-
ment of Drinking Water Supply in the Min-
istry of Rural Development has been set up
to intensify the efforts and accelerate the
pace of coverage. Our objective is to provide
drinking water facilities in all rural habita-
tions in the next five years. [t is proposed to
cover around 60,000 habitations and
30,000 schools in the next year, The outlay
of the Department is being enhanced to
Rs.2,100 crore from Rs.1,807 crore this
year. The Reproductive and Child Health
programme will receive Rs. 1,051 crore as
against an allocation of Rs.695 crore in
1999-2000. For rural housing schemes a
provision of Rs.1,710 crore has been made.
To impart greater momentumn to these ef-
forts 1 am announcing the launching of a
new scheme, the “Pradhan Mantri Gramo-
daya Yojana" with the objective of under-
taking time bound programmes to fulfill
these critical needs of the rural people. I am
providing a sum of Rs.5,000 crore separate-
ly for this Scheme in the budget. Out of this
a sum of Rs.2,500 crore will be earmarked
for launching a nationwide programme of
constructing rural roads and improving
rural connectivity. Under the Scheme, Cen-
tral assistance will be provided to States for
implementing specific projects in these sec-
tors. The concerned Ministries in the Cen-
tral Government will lay down the guide-
lines and monitor the implementation of
these programmes. The erstwhile Basic
Minimum Services Scheme will be merged
with the new Scheme. Thus the overall pro-
vision in the budget for schemes concerning
the five basic needs of the rural population
is more than Rs.13,000 crore.
Rural Housing
ousing for All" has been identified as
Ha priority area in the Agenda for
Governance. For the coming finan-
cial year, a goal of providing 25 lakh
dwelling units in rural areas has been fixed.
Schemes for meeting the needs of different
sections of society have been prepared.
(i{Under Indira Awas Yojana, it is proposed to pro-
vide more than 12 lakh houses for the people be-
low poverty line. For this purpose, an amount of
Rs.1,301 crore is being provided in the budget.
(ii)For families with an annual income of
below Rs.32,000 per annum, assistance
will be provided for construction of 1 lakh
houses under credit-cum-subsidy Scheme.
An amount of Rs.92 crore is being provided
in the budget for this scheme.
(iii)The National Heusing Bank will provide
refinance to banks and housing finance
companies for construction of 1.5 lakh
houses under Golden Jubilee Rural Hous-
ing Finance Scheme.
(iv)To further improve the availability of
housing finance in rural areas, Government
have decided to provide equity support of
Rs.350 crore to HUDCO during the Ninth
Plan period. Of this, Rs.200 crore have al-
ready been released and it is proposed to re-
Jease a further amount of.Rs.100 crore in
the next year. With this enhanced equity
support, HUDCO will be able to leverage
these funds and raise further résources to
facilitate and provide finance for the con-
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struction of about 9 lakh houses in the rural
areas in the coming financial year.
(v)The cooperative sector and voluntary
agencies ete. will support the construction
of another 1.5 lakh houses.

Social Security for the Poor

More than one third of our population still
lives below the poverty line. There is an im-
perative need to extend some social security
cover to the poorest sections of our society. 1
have decided to introduce a new scheme of
group insurance, ~Janashree Bima Yojana™,
under which beneficiaries will have insur-
ance cover of Rs.20,000 in case of natural
death, Rs.50,000 in case of accidental death
or total permanent disability and Rs.25,000
for partial permanent disability due to acci
dent. Premia will be fixed on an actuarial
basis. Below poverty line participants in
this Scheme will pay only half the premi-
um, with the remainder being contributed
from earnings of LIC's existing Social Secu-
rity Fund, suitably augmented by Govern-
ment. On this basis, the monthly premium
to be paid by the beneficiary is expected to
be Rs.10 or less. This scheme will lay a firm
foundation for insurance cover to the poor-
est in our country.

Empowerment of Women

There is an urgent need for improving the
access of women to national resources and
for ensuring their rightful place in the
mainstream of economic development. To-
wards this objective, the Government will
set up a Task Force under an eminent per-
son to review all existing legislation and
Government schemes pertaining to the role
of women in the national economy. This
Task Force will help us chalk out specific
programmes for observing 2001 as
“*¥omen’s Empowerment Year™.

Population, Health and Environment

Government have recently announced a
new National Population Policy a key objec-
tive of which is to bring down total fertility
rates to replacement levels by 2010. To op-
erationalise this objective, the plan alloca-
tion of the Department of Family Welfare
has been increased from Rs.2,920 crore in
B.E. 1999-2000 to Rs.3,520 crore next
year.

Recognising the role of the Indian systems
of medicine and homeopathy in our health
care, the plan allocation for the concerned
Department is being doubled. Emphasis
will be placed on drug standardisation,
quality control, modernising the colleges,
drug testing laboratories and formulations.
This will also help in boosting exports of
herbal formulations.

We must preserve and nurture our forests
and environment for future generations.
Funds are being provided for regeneration
of mangroves and creation of shelterbelts
along the coastal line, bamboo regeneration
and afforestation programme, encourage-
ment of medicinal plants and eco-tourism.
Preservation of the rural environment will
raise the living standards of millions be-
longing to the weakest sections of our soci-

ety.

Small Scale Industry
he SSI sector plays a vital role in in-
Tdustrial production, employment gen-
eration and exports. In the context of
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growing domestic and interna-
tional competition, our strategy
is to support this sector
through . promotional policies
of credit and technology. For
improving credit flow to SSI
units, [ propose the following:
WThe requirement of provid-
ing collateral security is a ma-
jor bottleneck to the flow of
bank credit to very small units.
RBI has recently issued in-
structions to dispense with the
collateral requirement for
loans up to Rs.1 lakh. The limit
is being further increased for
the tiny sector from Rs.1 lakh
to Rs.5 lakh.

BThe existing composite loan
scheme of SIDBI and banks
helps small borrowers by pro-
viding working capital and
term loans . through a single
window. To promote credit
flow to small borrowers, the
composite loan limit is being
increased from Rs.5 lakh to
Rs.10 lakh. '

8] am asking the public sector
banks to accelerate their pro-
gramme of SSI branches to en-
sure that every district and SSI
clusters within districts are
served by at least one spe-
cialised SSI bank branch. Fur-
thermore, to improve the qual-
ity of banking services, SSI
branches are being asked to ob-
tain ISO certification.

BLast year, I had announced
that a credit guarantee scheme
for SSI will be launched. I am
glad to inform the House that a
new. Central Scheme for this
purpose has been formulated
and a provision for Rs.100
crore has been made in the
budget’ The Scheme will be im-
plen}euted through SIDBI and
will” cover loans upto Rs.10
lakhs from the banking sector.
The guaranteed loans will be
securitised and will be trade-
able in the secondary debt
market.

SIDBI operates the National
Equity Fund Scheme under
which equity support is pro-
vided for projects up to Rs.15
lakh. To further help SSI entre-
preneurs, this limit will be
raised from Rs.15 lakh to 25
lakh.

SIDBI is presently administer-
ing the Technology Develop-
ment Modernisation Fund
Scheme for assisting technolo-
gy development and moderni-
sation of SSI units. The Scheme
has certain concessional fea-
tures including interest at
prime lending rate for direct
assistance and refinancing at
2% below prime rate for indi-
rect finance. The operation of
thic erhame is heing extended
by another 3 years.

The Khadi and Village Indus-
tries Commission (KVIC) has
been playing a very important role as an in-
strument {o generate large scale employ-
ment in the rural areas with low per capita
investment. Government will continue to
encourage the Khadi and Village Industry
Sector so that its products can become more
competitive. For intensifying marketing ef-
forts, the KVIC will introduce a common
brand name for its products and also set up
a professionally managed marketing com-
pany for domestic as well as export market-
ing.

Industry and Capital Market

u earlier millennia, India led the world
I(m the basis ol knowledge. Today history

is repeating itself. Young Indian entre-
preneurs are at the forefront of the infotech
revolution, whether in Silicon Valley, Ban-
galore or Hyderabad. They have shown us
how ideas, knowledge, entrepreneurship
and technology can combine to vield un-
precedented growth of incomes, employ-
ment and wealth. Companies unknown 3
years ago have become world leaders. We
must do everything possible to promote this
flowering of knowledge-based enterprise
and job creation.

A key ingredient for future success lies in
Venture Capital Finance. After a thorough
review, | am proposing a major liberalisa-
tion of the tax treatment for venture capital
funds.. I will describe the details later. To
simplify the procedures, SEBI will be the
single point nodal agency for registration
and regulation of both domestic and over-
seas venture capital funds. Venture activity
is not limited to dot.com companies! Ideas
and entrepreneurship, which merit venture
finance, can be found in all sectors of the
economy. The tax laws and SEBI guidelines
are being formulated accordingly. I should
add that this liberalisation will give a strong
boost for Non Resident Indians in Silicon
Valley and elsewhere to invest some of their
capital, knowledge and enterprise in ven-
tures in their motherland.

In recent months stock markets have been
buoyant all over the world, including India.
Experience has taught us that there can be
hard times as well. It is in such difficult
times that institutions like investor protec-
tion funds of stock exchanges become really
important. [ will have something to say on
this in part B of my speech.

Thanks to our prudent macro-economic
management and calibrated approach to
currency convertibility, we have success-
fully weathered the East Asian crisis of the
past two years. But we must not confuse
cantion with timidity. We must encourage
Indian firms and businesses to grow into
strong, [ndia-based multinationals. To pro-
mote this trend, it is necessary to accord our
firms increasing flexibility to undertake
capital account transactions, especially for
acquisitions of businesses abroad. Last
month, Government had announced a poli-
cy to allow Indian companies to raise funds
for investments through issue of
ADRs/GDRs without prior Government
approval. Up to 50% of these proceeds can
be used by them to acquire companies in
overseas market. We had also announced
on 27th December, 1999, a liberalized

mechanism for acquisition of software com-
panies in the overseas market through stock
swap options up to US$100 million on an
automatic basis. I plan to further liberalize
this policy for acquisition of companies
abroad to enable Indian corporates, in
knowledge-based sectors to grow rapidly
and lay the foundation for Indian multina-
tionals in areas where we havé comparative
economic advantage. For acquisition in oth-
er sectors too, I propose to increase the ceil-
ing under the automatic route from existing
US$15 million to US$50 million for Indian
corporates and beyond this, through ap-
proval by the Committee on Overseas In-
vestment.

Under existing policy on portfolio invest-
ment, Foreign [nstitutional Investors (FIIs)
are permitted to invest in a com , upto
an aggregate of 24% of equity shares, which
can be increased to 30% subject to approval
by the Board of Directors and a Special Res-
olution of the General Body of the Compa-
ny. To give our best companies greater ac-
cess to foreign portfolio investment, I am in-
creasing this limit from 30% to 40%.

Science and Technology

ustained growth of our knowledge-
Sbased industries will ultimately depend

on the quality and extent of scientific
and technological progress and training in
our society. We must harness our potential
in science and technology to realise the
dream of modern India envisioned by the
Prime Minister in his address to the Indian
Science Congress last month. For taking up
relevant technology vision projects and for
increasing cooperation between our Uni-
versities and R&D institutions, ] am making
an additional provision of Rs.50 crore in the
budget of the Technology Information Fore-
casting and Assessment Council under the

Department of Science and Technology. 1.~

am also making a provision of Rs.50 trore
in the budget of the Department of Scientif-
ic and Industrial Research for launching a
New Millennium Indian Technology Lead-
ership Initiative. It will focus on areas
which fulfil national objectives and will be
based on partnership between the Govern-*
ment and private sector.

To fully bemefit from the new intellectual
property rights regime, we need to encour-
age our scientists and R&D institutions to
maximise their patenting efforts. Govern-
ment have decided to allow Universities and
Research Institutions to retain the revenue
generated from intellectual property rights
through publicly funded research and also
share a part of the revenue with the inven-
tor.

Modernisation of the Patent Office and the
Trade Mark Register is long overdue. Gov-
ernment have sanctioned a modernisation
project of Rs.75 crore for the Patent Office
and we will strive to remove all impedi-
ments for early implementation of this pro-
Ject.

Banking and Finance

The recent East Asian crisis has under-
lined the critical importance of undertaking
reforms to strengthen the banking sector. In
recent years, RBI has been prescribing pru-
dential norms for banks broadly consistent
with international practice. To meet the

minimum canital adeauacv norms set by
RBlLard to enable the banks to expand their

operations, public sector banks will need
more capital. With the Government budget
under severe strain, such capital has to be
raised from the public which will result in
reduction in Government shareholding. To
facilitate this process, Government have de-
cided to accept the recommendations of the
Narasimham Committee on Banking Sector
Reforms for reducing the requirement of
minimum shareholding by Government in
nationalised banks to 33%. This will be
done without changing the public sector
character of banks and while ensuring that
fresh issuc of shares is widely held by the
public. The Committee had also expressed
the view that the Boards of the banks should
have sufficient autonomy to take decisions
on corporate strategy and all aspects of
business management and be responsibie to
the stakeholders, that is, the sharcholders,
the customers, the employees and the pub-
lie at large. In particular, the interests of the
emplovees of the nationalised Banks will be
fully safeguarded. It is proposed to bring
about necessary changes in the legislative
provisions to accord necessary flexibility
and autonomy to the Boards of the banks.

As Honourable Members are aware, the

Report of the Working Group on Restruc-
turing Weak Public Sector Banks had sug-
gested the coustitution of a Financial Re-
structuring Authority (FRA). It has been
decided to have a modified version of the
FRA. Thus, in respect of any bank which is
considered to be weak or potentially weak,
the statutes governing public sector banks
would be amended to provide for superses-
sion of the Board of Directors on the basis of
recommendations of the RBI and constitu-
tion of a FRA for such a bank, comprising
experts and professionals. The amend-
ments would also enable the FRA to exer-
cise special powers including all the powers
of the Board of the bank.
Government will not close down any public
sector bank. As responsible owner of the
banks, Government have decided to consid-
er recapitalisation of the weak banks to
achieve the prescribed capital adequacy
norms, provided a viable restructuring pro-
gramme acceptable to the Government as
the owner and the RBI as the regulator is
made available by the concerned banks.

The high level of Non-Performing Assets
(NPAs) in our public sector banks is a cause
for continued concern. Efficient and effec-
tive mechanisms for recovery of bank dues
are critically important for reducing NPAs.
I am happy to inform the House that com-
prehensive amendments have been carried
out to the Recovery of Debts Due to Banks
and Financial Institutions Act, 1993 by is-
sue of Ordinance. Five more Debt Recovery
Tribunals (DRT) and four more Debt Re-
covery Appellate Tribunals have been set
up or are in advanced stage of being set up. 1
turther propose to set up four more DRTs at
Mumnbai and one more DRT each at Calcut-
ta, Delhi and Chennai to facilitate expedi-
tious adjudication and recovery of dues of
banks and financial institutions.

The growth of fresh NPAs can also be
curbed through better institutional mecha-
nisms for sharing of credit related informa-
tion on borrowers and potential borrowers
among banks and financial institutions. A
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Working Group constituted by RBI to exam-
ine modalities for setting up a Credit Infor-
mation Bureau. has recently submitted its
report. Based on its recommendation a
Credit, Information Bureau will soon be es-
tablished.

In the fast changing world of modern fi-
nance it has become necessary to accord
greater operational flexibility to the RBI for
conduct of monetary policy and regulation
of the financial system. Accordingly, I in-
tend to bring to Parliament proposals for
amending the relevant legislation.

Similarly, to facilitate development of the
Government debt market the legislative
framework needs to be strengthened and
modernised through a Government Securi-
ties Act, which I propose to bring to replace
the old Public Debt Act, 1944.

The Industrial Investment Bank of India is
the only Calcutta-based development finan-
cial institution. To enable it to improve its
viability and profitability by diversifying
and extending its business, Government
will subscribe to the preference capital of
the company.

NBFCs perform a significant role as finan-
cial intermediaries and in promoting
growth of industry and services. Over the

. past 3 years RBI has taken a number of

measures for strengthening the regulation
of this sector with a view to ensuring that
only financially sound and well run NBFCs
are permitted to accept public deposits. I
propose to bring a new bill which will
strengthen the bands of depositors in situa-
tions of malafide or fraudulent actions of
NBFCs.
Infrastructure

nfrastructure services remain a key bot-

Itleneck to rapid and sustained growth of

our economy. We have made substantial
progress in encouraging private infrastruc-
ture service providers and in establishing
independent regulatory frameworks in
most infrastructure sectors. We have also
sought to give greater operational and com-
mercial autonomy to existing public entities
in these sectors. We will be moving ahead
with programmes for corporatisation of
public sector service providers in the areas
of telecommunications, ports and airports
duying the course of the coming year.

The Prime Minister has announced a major
initiative fur road development, the Nation-
al Highways Development Project (NHDP).
The cost of the project is estimated at
around Rs.54,000 crore. In my earlier bud-
gets, ] had announced the levy of cess of one
rupee per litre on petrol and diesel and a
substantial part of this is expected to be
available for funding the NHDP. To further
augment resources, for commercially viable
components of this project, 1 shall have
something more to say in Part B of my
speech.

The plan outlay for the Central PSUs in the
power sector has been increased from
Rs.7,626 crore to Rs.9,194 crore.. In-
creased budgetary support has been provid-
ed for the Tehri Hydro and the Nathpa
Jakhari Hydro projects so that both these
projects can be commissioned by March
2002. For commissioning of high priority
projects by SEBs/State generating compa- -

nies, a provision of Rs.300 crore has also
been made for subsidizing mterest on loans

from Power Finance Corporation.

In order to give a fillip to the reform
process in the power sector and for under-
{aking investments on renovation and mod-
ernisation of old and inefficient plants and
for strengthening the distribution system, a
new scheme for providing assistance 1o
State utilities will be introduced. Under this
scheme, additional Central Plan assistance
of Rs.1,000 crore will be provided to State
and Union Territory Governments.

The State Electricity Boards have large
overdues to the Central Sector Power and
Coal utilities. A Scheme for securitisation of
these dues with the support of Central Gov-
ernment has been finalized to assist the
SEBs to clear these dues. Central Govern-
ment support will be finked to reforms in
tite operation of SEBs.

Hon ble members are aware that the Sethu
Samudram Ship Canal Project has the po
tential of providing a shorter route between
the Fast and West Coast Ports. [ am glad to
inform that Government have approved the
undertaking of a detailed feasibility study
and environmental impact assessment of
the project at a total cost of Rs.4.8 crore. |
have made necessary provision for this in
the budget.

Disinvestment /Privatisation/Public Sec-

tor Restructuring

overnmenti's policy towards the pub-
Glic sector is clear and unambiguous.

Its main elements are :-Restructure
and revive potentialy viable PSUs; close
down PSUs which cannot be revived; bring
down Government equity in all non-strate-
gic PSUs to 26% or lower, if necessary; and
fully protect the interests of workers.

In line with this policy during the last two
years financial restructuring of 20 PSUs
has been approved by Government. As a re-
sult, many PSUs have been able to restruc-
ture their operations, improve productivity
and achieve a turn around in performance.
Hon'ble members are aware that Govern-
ment have recently approved a comprehen-
sive package for restructuring of SAIL, one
of our Navaratna PSUs.

There are many PSUs which are sick and
not capable of being revived. The only re-
maining option is to close down these un-
dertakings after providing an acceptable
safety net for the employees and workers.
Resources under the National Renewal
Fund have not been sufficient to meet the
cost of Voluntary Separation Scheme (VSS)
for such PSUs. At the same time, these
PSUs have assets, which if unbundled and
realised, can be used for funding VSS. Gov-
ernment will put in place mechanisms to
raise resources from the market against the
security of these assets and use these funds
to provide an adequate safety-net to workers
and employees. :

Government have recently established a
new Department for Disinvestment to es-
tablish a systematic policy approach to dis-
investment and privatisation and to give a
fresh impetus to this programme, which
will emphasize increasingly on strategic
sales of identified PSUs. Government equity
in all non-strategic PSUs will be reduced to
26% or less and the interests of the workers
will be fully protected. The entire receipt
from disinvestment and privatisation will
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Army gets lion’s share of

By Atul Aneja

NEW DELHI, FEB. 29. The defence Budget in the fiscal 2000-01 has regis-
tered a significant hike, signalling that the cycle of modernisation,
especially for the Army and the Indian Air Force (IAF) has begun.

" At Rs. 58,587 crores, the Budget shows a hike of Rs.10,083 crores over

the last year’s revised estimates.

Despite the increase, the Budget, according to Government sources
is still below three per cent of the Gross Domestic Product (GDP). The

{Rs crom)

A20.78%

defence services in the run-up to the Budget had dema

)

funds

ed that mil-

itary expenditure should be pitched at three per cent ofithe GDP.
The Army and the IAF are the key beneficiary of the hike, indicating
that the process of post-Kargil modernisation has begun selectively.
The Navy, which also has a bid shopping list, however, appears to have
been left outside the modernisation loop this year. No significant hike
for Research and Development and development sector is also visible.
The Navy’s marginalisation this year, according to experts may only
be temporary. Funding could increase as modernisation drive gathers

steam in the coming years.

A large amount of defence allocations, to the tune of Rs. 16,555 crores
have been catered to fuel and spares. These allocations are necessary to
take care of the rising fuel bill. Since the armed forces depend consid-
erably on weapon imports, defence allocations have also to be dis-
counted against the possible depreciation of the rupee against the
dollar. Out of an overall increase of around Rs. 10,000 crores, around
half has been allocated for modernisation. Out of this, the lions share
has gone to the IAF and the Army. These two forces together have
received an additional funding of Rs. 3,885 crores for modernisation
this year. By contrast, funding for the Navy’s modernisation has been
increased by only around Rs.467 crores over the revised estimates of

the previous year.

Out of the total defence expenditure, the Army gets around Rs.32,718
crores, which is equivalent to around 56 per cent of the entire spending.
The IAF gets Rs. 14,452.61 crores, which is 24.66 per cent of the defence
kitty. The Navy has been given Rs. 8,211.78 crores, equivalent to 14 per
cent, while Research and Development gets around 5.3 per cent of the

overall allocations.

The restricted spending for defence research, indicates the possibil-
ity that the indigenisation drive is getting rationalised. Limited funding
for Research and Development nevertheless has raised eyebrows here
as the Defence Research and Development Organisation (DRDO) is
spearheading the missile and nuclear submarine programme, the key
to India’s acquisition of a credible minimum nuclear deterrent.

The thrust on the modernisation of the' Army and the IAF is only
natural. The Army, following the Kargil conflict, is keen on acquiring
“force multipliers” to beef up its surveillance and night fighting capa-

bility. The purchases of this hardware, including advanced listening
devices, have also been strongly recommended by the Kargil review
committee report. Besides, the Army is looking for upgrading its capa-

bility of desert warfare by upgrading its tank fleet. The Army is looking

for the purchase of around 300 T-90 tanks form Russia. Besides, it has
long demanded the induction of self-propelled guns which usually
accompany moving tank columns for depth attacks.

After a Jong gap, the IAF appears to be catering for the induction of
Advanced Jet Trainers (AJTs) for improving the training of its young
pilots. The IAF also has to acquire at least 10 more Mirage-2000 planes
from France, besides allocating funds for the on-going modernisaticn
of its MiG-21 fighter jets. Russia has also offered TU-22 strategic bom-

bers to India. -

 More a

llocation for

~ para-military forces

By 6ur Special Correspondent

NEW DELHI, FEB. 29. The Union
Budget has substantially stepped
up allocations for the Central pa-
ra-military forces following over-
shooting of revised estimates for
the current fiscal. It also increased
the assistance to State Govern-
ments for modernisation of police
forces.

forces and some other heads has
been increased by about 16 per
cent for 2000-01. Last year, the
Budget had proposed approxi-
mately Rs. 7,000 crores but the ac-
tual expenditure had shot up by
over Rs. 500 crores. In view of this
increasef the Budget has pro-
posed gn allocation of about Rs.

pating in counter- insurgency op-
eratigns both in the Eastern and

tity situation in naxal-vio-
lenck affected States as well as in
Jamjpnu and Kashmir causing con-
cern, the hike appears to be mar-
gingl in some cases and
stantial in others.

The allocation to the Border Se-
curity Force (BSF) and the Central

Reserve Police Force (CRPF) have’

been together proposed at Rs.
3,745.38 crores by the Finance
Minister. The BSF gets Rs.
2,091.83 crores, up by about 10
per cent over the allocation of Rs.
1,800.87 crores in the 1999-2000
Budget. Apart from its normal de-
ployment for keeping vigil along
the Line of Control in Jammu and
Kashmir, the Indo-Pakistan bor-
der in Punjab, Rajasthan and Guj-
arat, Indo-Bangladesh  and
Indo-Myanmar borders, the BSF
also assists the local administra-
tion in the upkeep of the law and

order. Last year, the revised esti-
mate of the force had shot up to
close to Rs. 2,000 crores.

Similarly, the CRPF which as-
sists State Governments in the
maintenance of law and order
and performs internal security
duties when requisitioned, has
been given Rs. 1653.55 crores as
against Rs. 1429.09 crores allocat-
ed in the last year’s Budget.

Under the scheme for modern-
isation of police force, the Budget
has set aside Rs. 200 crores, thus
doubling the allocation proposed
in the 1999-2000 Budget. Under
this scheme, the State Govern-
ments are given assistance in the
form of 50 per cent grants-in-aid
and 50 per cent loan to be utilised
for expenditure of non-recurring
nature on purchase of vehicles,
wireless equipment, computers
and other sophisticated equip-
ment.

The allocation for the Central
Industrial Security Force (CISF)
has gone up to Rs. 703.26 crores
as against Rs. 621.10 crores in the
last Budget, marking an increase
of nearly 15 per cent. The CISF,
entrusted with the protection of
the properties of Public Sector
Undertakings, has recently taken
over security of five airports and
has plans to make a bid for com-
plete take over of security ar-
rangements in another five
airports in the country. It has
been facing difficuity in finding
gainful employment for its per-
sonnel as many PSUs had gone
sick and were not in a position to
cough up the CISF bill.

The Indo-Tibetan Border Police
has got Rs. 400 crores in the 2000-
01 Budget as against Rs. 325.35
crores in the previous year, repre-
senting a raise of about 25 per

cent; The force is engaged in pol-
icing the sensitive Indo-Tibetan
border in Uttar Pradesh, Hima-
chal Pradesh and Jammu and
Kashmir sectors.

Under the head of Indo-Pakis-
tan border works, the Budget has
proposed Rs. 62 crores. In the
1999-2000 Budget, Rs. 60.35
crores had been set aside but re-
vised estimates show that only Rs.
38.68 crores were spent under the
scheme meant to check inflow of
arms and ammunition from
across the border.

Assam Rifles, the oldest para-
military force in the country
which has its bulk of operations in
the North-East under the oper-
ational control of the Army, has
been allocated Rs. 607.13 crores,
representing a marginal increase
over Rs. 551.35 crores given in the
1999-2000 Budget.

Interestingly, the increase in al-
location this time has been quite
slender in the case of specialised
force of the National Security
Guard (NSG), raising the alloca-
tion from Rs. 81 crores to Rs. 91.64
crores. The NSG was raised in
1984 as a federal force to combat
terrorism in all its forms and its
“Black Cat” comandaos also give
security cover ,to some VVIPs.

Significantly, the elite Special
Protection Group which provides
proximate security to the Prime
Minister, former Prime Ministers
and members of their immediate
family gets Rs. 77.25 crores. The
outfit was earmarked Rs. 80 crores
in the 1999- 2000 Budget but ac-
cording to revised estimates it
spent Rs. 6 crores less than ex-
pected.

Construction
sector gets
boost

By Our Special Correspondent

NEW DELHI, FEB. 29. The Union
Budget presented today has
several measures to encourage
tax payers to invest in house-
building activities.

A highlight of the proposals is
the extension by two more
years of the scheme under
which interest upto Rs. 75,000
on loan for self-occupied
property was exempt from tax.
The tax benefit would now,
therefore, be available for
houses or projects that would
be completed by March 31,
2003, instead of upto March 31,
2001, the present limit.

Another salient feature is that
the 20 per cent on tax under
Section 88 of the Income Tax.
Act would now be available for
repayment of housing loans
upto Rs. 20,000 as against Rs.
10,000 earlier.

The package of incentives
also includes a proposal to
further liberalise the norms for
exemption from tax on long-
term capital gains if the capital
gain from transfer of capital
assets is invested in a home.
Until now, the exemption was
available only if the tax payer
had no other house in their
name. Now, they can claim the
exemption for a second house.

In addition to these direct
benefits to the tax payers, the

" Budget proposed to provide an

additional equity of Rs. 280
crores to the public sector
HUDCO — Rs. 155 crores for
urban housing, Rs. 100 crores
for rural housing and Rs. 25
crores for urban infrastructure,
and removed the excise duty on
pre- fabricated construction
material.

Farm sector to get less

By Our Special Correspondent

NEW DELHI, FEB. 29. The Finance Minister, Mr. Yash-
want Sinha, today focussed on broad-based growth
of agriculture and the strengthening of rural infras-
tructure as central to the achievement of a sustained,
equitable and job-creating growth of seven to eight
per cent.

Although the Budget Estimates (BE) for 2000-2001
show a cut of 6 per cent in agriculture outlay, 11.13
per cent in allocation for rural development and 1.17
per cent in outlay for public distribution (food) over
the BE for 1999-2000, the Minister said in his budget
speech that sustained and broad-hased growth of
agriculture was essential for alleviating poverty, gen-
erating income, employment and assuring food se-
curity.

The Minister announced the integration of 28 sep-
arate, on-going Centrally Sponsored Schemes of
agriculture development into one comprehensive
programme. He also announced the setting up of a
National Commission on Land Use Policy, to formu-
late a strategy on land use at the national and State
level.

The corpus of Rural Infrastructure Development
Fund (RIDF), managed by the National Bank for

Agriculture and Rural Development (NABARD) was
proposed to be increased from Rs. 3,500 crores to Rs.
4,500 crores, with the interest on lending reduced by
half a per cent. Last year the scope of RIDF was
widened to allow lending to the village panchayats,
self-help groups, NGOs and other eligible organisa-’
tions for implementing village-level infrastructure’
projects.”Mr. Sinha said a Micro Finance Develop-
ment Fund would be created in NABARD with a
start-up contribution of Rs. 100 crores from the RBI,
NABARD, banks and others. This would provide
funds to micro finance institutions and infrastruc-
ture support to training and systems management
and data-building. Emphasis would be given to the
promotion of micro enterprises in rural areas set up
by women, members of the Scheduled Castes,
Scheduled Tribes and other backward classes.

A separate fund would be established in NABARD
for giving rural credit to those cooperatives which
were controlled by user-members and managed
“prudently.” The details of the fund would be
worked out after the recommendations of the Ca-
poor Committee were received. RBI, in the mean-
time, would direct banks to accord priority to the
credit needs of the cooperatives.
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By Our §

NEW DELHI, FEB. 29. The Union Fi-
nance Minister, Mr. Yashwant
Sinha, has conceded the long-
pending demand of the shipping
industry by proposing to allow
100 per cent deduction for the en-
tire profit kept aside by a shipping
company for modernisation and
strengthening of its fleet through
new acquisitions.

Noting that shipping pravided
the transportation sinews to the
country’s international trade and
had a strategic relevance, he an-
nounced that the limit on such
discount would be raised from

Correspondent

the present 50 per cent level to -

100 per cent of the profits set
apart for new acquisitions.

This, he said, should enable the
shipping industry which is facing
serious challenges to generate re-
sources for strengthening and
modernising its fleet. The en-
hanced concession would be

available for a period of five years
from the next financial year.

He also said that a beginning
towards implementation of the
Sethu Samudram Ship Canal pro-
ject which has the potential of
providing a shorter route between
the east and west-coast ports
would be made this year. The
Government has approved a de-
tailed feasibility study and envi-
ronmental impact assessment of
the project at a total cost of Rs. 4.8

_ crores for which budgetary provi-

sion has been made in the Union
Budget for 2000-2001.

For highways

Dealing with the measures
aimed at finding funds for infras-
tructure development, the Fi-
nance Minister proposed changes
in the law to offer tax exemption
for capital gains for investments
in the bonds issued by the Na-
tional Highways Authority of In-
dia. These bonds would have a

Maijor concession for
hipping industry

lock-in period of five years and
their proceeds would be used for
providing finance for the National
Highway Development Project.

He saw these bonds as com-
mercially-viable components for
mobilising funds for the project
which is estimated to cost around
Rs. 54,000 crores. Referring to the
major initiative for road develop-
ment announced by the Prime
Minister, he said his earlier bud-
get had resorted to levy of cess of
one rupee per litre on petro} and
diesel. A substantial part of this¢
cess was for the project. ‘

However, the receipts from this
cess fell considerably short of ex-
pectations. As against budgetary
estimates of Rs. 4,591 crores, the
actual inflow was Rs. 3,400 crores
which was more than 1,000 crores
less than the target. In view of this
large shortfall, Mr. Sinha has set
his sights lower for the next fiscal
by proposing collection of Rs.
3,700 crores.

Phone service tax
disappoints Sinha

By Our Special Correspondent

NEW DELHI, FEB. 29. The previous
Telecom Regulatory Authority
of India’s revised phone tariff
not only impacted the income
of the Department of
Telecommunications but also
derailed the revenue
expectations of the Finance
Ministry under service tax.

" As the DoT could earn Rs.
2,000 crores less than
anticipated, the service tax on
telephones too was lower by Rs.
300 crores. Since the service tax
on phones comprises one-third
of collections under the head of
‘service tax’, the shortfall meant
that actual collection was at Rs.
2,000 crores as against this
year’s estimates of Rs. 2,300
crores. Taking a cue from this,
Mr. Yashwant Sinha has
estimated the accruals from
service tax for the next fiscal at
Rs. 2,200 crores which is less
than this year’s estimates by Rs.
100 crores.

The collections from service
tax would have been worse but
for a better showing from the
state-controlled insurance
sector which gave Rs. 140
crores more than anticipated to

. the Central Exchequer. Radio
paging companies and the
advertising sector too
contributed more than the
estimates while collections from
brokerage and ‘others’ were
considerably less.

TO HELP INDUSTRY EXPAND GLOBALLY

New regime for venture capital funds.

By Our Special Correspondent

NEW DELH), FEB. 29. The Finance Minister, Mr. Yashwant
Sinha, today unveiled proposals to help industry globalise
through easier acquisitions abroad and simultaneously
prdmote investment in knowledge-based industry through
the long-awaited new regime for Venture Capital Funds

(VCFs).

The Budget proposals for 2000-2001 have also brought
cheer to the corporate sector by reducing the Minimum
Alternate Tax (MAT) from 10.5 to 7.5 per cent but have
increased the burden of dividend tax from 10 to 20 per
cent. Similarly, exporters are faced with a phased cutina
plethord of income tax concessions as a measure of ratio-

nalisation.

As far as the small-scale sector is concerned, several
significant steps have been proposed to ease the flow of
credit, including creating a Rs. 100-crore central credit

guarantee scheme.

The Budget proposals for corporates focus on the need

to allow industry the freedom to expand globally
while making it easier for funds to flow into tech-

distributed within the period that may be prescribed in the

guidelines of SEBI.

Income in the hands of its investors, which would other-
wise be taxable, would also be kept tax-free, and there
would only be a one-time payment of tax by the Venture
Capital Fund at the rate of 20 percent, when the Fund
distributes its income to the investors. The same rate
would apply to undistributed incomes also. To simplify the
procedures, the SEBI will be the single-point agency for
registration and regulation of both domestic and overseas
VCFs. The policy on acquisitions abroad is also proposed
to be further liberalised to enable Indian corporates in
knowledge- based sectors to grow and lay the foundation
for Indian multinationals in areas of corporative economic
advantage.

For acquisition in other sectors 100, it is proposed to
increase the ceiling under the automatic route from $ 15
million to $ 50 million for Indian corporates and beyond
this, through approval by the Committee on overseas In-
vestment. Foreign Institutional Investors (Flls) will also be

allowed to raise investment in equity shares from 30 to 40

per cent. The move is aimed at giving “our best compa-

nies”’ greater access to foreign portfolios investment.

In an effort to bring all zero tax companies under the tax
net, Mr. Sinha has proposed that the Minimum Alternate
Tax (MAT) be uniformly applied, barring exporters who
would continue to enjoy the exemption. The MAT will now
be applied at the revised rate of 7.5 per cent instead of the
10.5 per cent effective existing rate of ‘book profits”. There
will also be no credit for MAT. The new system is said to
have the virtue of a lowered rate of tax, a simple method of
computation and an equitable spread.

The rate of tax on dividends distributed by domestic
companies is proposed to be raised from 10 to 20 per cent.

Dividend income in the hands of shareholders continues

nology and knowledge-based industries. Mr. Sinha
pointed out that young Indian entrepreneurs are at
the forefront of the info-tech revolution whether in
the Silicon Valley in the U.S., Bangalore or Hydera-
bad.

“We must do everything possible to promote this
flowering of knowledge-based enterprises and job
creation.”

He thus proposed a major liberalisation of tax
treatment for Venture Capital Funds (VCFs) since a
key ingredient for future success lies in venture cap-
ital finance. The highlights of this would be:

a) No approval of Venture Capital Funds by tax
authorities would be required.

b) The principle of “pass through” would be ap-

plied in tax treatment of Venture Capital Funds,

IT: Lower Customs Duties,
Higher Corporate Tax Burden

® Customs duty on iT products lower
by 5-10 percentage points

[}
; also reduced
i

for venture capital fund

® Five year phase out of tax exemption

for export earnings

® Import tariff on telecom products

® Major liberalisation of tax regime

another two years.

whose income would be free of tax, except when not

to be tax- free. This measure has been taken, according to
the Finance Minister, to reduce the large gap in the tax
treatment of dividend income and interest income. For
exporters, it is proposed to cut numerous income tax cofi-
cessions ranging from 50 to 100 per cent in a phased way to

simplify the system.

To strengthen the capital markets, the Budget also
proposes 100 per cent exception to the income of In-
vestor Protection Funds of stock exchanges to give them
incentives for setting up such funds. Besides, the tax
holiday for new units set up in industrially backward
States and districts is also proposed to be extended for

In the small-scale sector, the Budget proposes several
measures for improving credit flow. Apart from raising
the limit for dispensing with collateral requirement
from Rs. 1 lakh to Rs. 5 lakhs, the composite loan limit is
being increased from Rs. 5 lakhs to Rs.10 lakhs. A new
Central guarantee scheme for $SIs has also been formu-
lated and a Rs. 100-crore provision has been made in
the Budget. The scheme will be implemented through
the SIDBI and will cover loans up to Rs. 10 lakhs from
the banking sector. The guaranteed loans will be securi-
tised and will be tradable in the secondary debt market.

Priority for
housing

By Our Special Correspondent

NEW DELHI, FEB. 29. Aiming to usher
the country into a decade of
development, the Union Finance
Minister, Mr.Yashwant Sihna,
has accorded high priority in the
Union Budget to human
resource development through
programmes and policies in
education, health, and other
social services with special
emphasis on the poor and
weakest sections of society.

While a new Department of
Drinking Water Supply in the
Ministry of Rural Development
has been set up to cover every
rural habitation in the next five
years, a Department of
Elementary Education and
Literacy has also been created
under the Ministry of Human
Resource Development to give a
new thrust to existing
programmes and start new
initiatives.

“Housing for all” has been
identified as a priority area in
the agenda for governance.

The outlay has been increased
for many key departments in
the social sector. The plan
allocation for elementary
education has been increased
from Rs.2,931 crores this year to
Rs.3,729 crores next year and for
water supply from Rs.1,807

ithplementation of all rural
programmes.

Security cover

The ‘‘Janashree Bima Yojana”
is a new scheme of group
insurance introduced to extend
some social security cover to the
poorest sections.

Beneficiaries will have an
insurance cover of Rs.20,000 in
case of natural death, Rs.50,000
in case of accidental death of
permanent disability and
Rs.25,000 for partial disability
due to accident.

Premia will be fixed on
actuarial basis and Below
Poverty Line participants will b
required to pay only half the
premium as the remainder will
be contributed from earnings o
LIC’s existing Social Security
Fund augmented by the
Government.

During the coming financial
year, the Government has set
itself the task of providing 25
lakh dwelling units in rural
areas and under the Indira Aw
Yojana, another 12 lakh house.
will be provided for people
below the poverty line.

A total of 100,000 houses will
be built for families with an
annual income of below
Rs.32,000 per annum under the
credit-cum-subsidy scheme.

More for Social Sector Programmes

® Target of 25 lakh houses in

Pradhan Mantri Gramodaya
Yojana (PMGY) - Rs. 5,000 cr.

PMGY to be merged with basic
minimum services scheme. Total
allocation : Rs. 13,000 cr.

New group insurance scheme
for people below poverty fine

rural areas in 2001

crores to Rs.2,100 crores.

The Reproductive & Child
Health programme will receive
Rs.1,051 crores against Rs.695
crores in 1999-2000 while for
rural housing schemes, a
provision of Rs.1,710 crores has
been made.

Education for all

Among the new schemes
announced by Mr.Sinha, “‘Sarva
Shiksha Abhiyaan” is for
universalisation of education,
enabling all children to enrol by
2003, and expansion of the
District Primary Education
Programme to cover the
remaining districts in Uttar
Pradesh, West Bengal, Orissa,
West Bengal and Gujarat.

The National Literacy Mission
will also be revamped to
enhance the literacy rate to 75
per cent by 2005.

Another new scheme is the
“Pradhan Mantri Gramodaya
Yojana” to undertake time-
bound programmes to fulfil the
critical needs of rural people
with a separate plan allocation
of Rs.5,000 crores in the
beginning against a requirement
of Rs.13,000 crores.

The erstwhile Basic Minimum
Services Scheme will merge with
the new scheme to improve
rural comnectivity and monitor

The National Housing Bank
will provide refinance to banks
and housing finance companies
for construction of 1,50,000
houses under the Golden Jubilee
Rural Housing Finance Scheme.

HUDCO will receive equity
support of Rs.350 crores during
the Ninth Plan period from the
Centre to raise further resource
and provide finance for
construction of 900,000 houses§
in the rural areas. 1

Mr.Sinha also announced th¢
setting up of a task force to |
review legislations and schemes’
pertaining to the role of women
in the national economy.

He also promised to
operationalise the recently
announced new National
Population Policy to bring dow
total fertility rates to
replacement levels by 2010 wit
an enhanced allocation of
Rs.3,250 crores next year.

Mr.Sinha promised greater
emphasis on drug
standardisation and quality
control and improving and
preserving the rural
environment.

The Government proposes ©
provide more funds for
afforestation, eco-tourism,
regeneration of bamboo,
mangroves and creation of
shelterbelts along the coastal
line.



Bill push
W\ for g‘,( |
alternative
devolution

STATESMAN NEWS SERVICE

NEW DELHI, March 9. — A
Constitutional Amendment
Bill to facilitate the implemen-
tation of the alternative
scheme of devolution, as rec-
ommended by the Tenth
Finance Commission, was
introduced in the Lok Sabha
today by Finance Minister Mr
Yashwant Sinha.

The Bill seeks to amend
Articles 269, 270 and 272 to
bring several central taxes and
duties like corporate tax and
Customs duties at par with
personal income tax as far as
their constitutionally mandat-
ed sharing with the states is
concerned.

At present, the states have no
share in corporate and
Customs duties, but get a
major share of personal income
tax and excise duty.

According to the statement of
Objects and Reasons attached
to the Bill, the Tenth Finance
Commission had recommended
an alternative scheme of shar-
ing of proceeds of certain
Union taxes and duties.

The scheme envisages that 26
per cent of the gross proceeds
of Union taxes and duties shall
be given to the states in lieu of
their existing share in income
tax, basic excise duties, special
excise duty, and grants in lieu
of tax on x;ailway passenger
fares. R /T WA

Besides, an\ﬁa:iitiﬁal three
per cent share may be given to
states in lieu of other duties on
certain commodities like sugar,
tobacco and cotton.

The scheme will help in
removing a perceived inter-tax
bias in the tax mobilisation
efforts of the government while
maintaining sufficient flexibili-
ty to meet the Centre’s exclu-
sive needs for keeping cesses
and surcharges outside the
pool arrangement, the state-
ment said.

A discussion paper brought
out by the government was dis-
cussed in Parliament and also
at the third meeting of Inter-
State Council in July 1997.

The then government, on the
basis of the discussions, modi-
fied the scheme and decided to
Increase the states’ share to 29
per cent of the gross proceeds,
with a provision that the per-
centage would be reviewed by
sucessive Finance
Commissions, instead of freez-
ing it for fifteen years, as sug-
gested by the Tenth Finance
Commission.

Subsequently, the govern-
ment decided to share the pro-
ceeds on net basis, the state-
ment added.
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/‘€6NSENSUS ON REFORMS ON THE RETREAT' _

Don’t undo the
Budget says Sinha

By Our Special Correspondent

NEW DELHI, MARCH 15. The Union
Finance Minister, Mr. Yashwant
Sinha, today ruled out withdrawal
of taxation proposals and cut in
subsidies proposed in the Budget.
Expressing concern over the ero-
sion in political consensus for re-
forms, Mr. Sinha said unless there
was a collective will among all so-
cial partners to push ahead with
the reforms, there would be an
imminent danger of the process
getting derailed.

“Do not ask for rollback and
undo the Budget. Let the propos-
als remain. As time passes by, you
would realise the importance of
the proposals,” the Minister told
industrialists of the Associated
Chambers of Commerce and In-
dustry (Assocham). “If your de-
mand for withdrawal of the
higher dividend tax and cut in tax
concessions on exports is justi-
fied, then why not the demand of
the political parties to roll back
cut in the subsidies?”

Warning industrialists against
expecting a withdrawal of the
fresh tax proposals, Mr. Sinha
said he was prepared to sit with
the BJP allies and explain why the
cut in subsidies was necessitated.
“Political consensus on reforms is
on the retreat. Unless we sit down
and recreate the consensus, it
would be difficult to achieve our
aims.”

Explaining the rationale behind
the proposals, Mr. Sinha said the
financial burden of fighting the
Kargil war had fallen on the next
financial year as “I had to neces-
sarily provide Rs. 13,000 crores as
also protect our LoC in an effec-
tive manner”. Besides, Rs. 11,000
crores had to be transferred to the
States for them to comply with
the 11th Finance Commission’s
interim award and an increase of

TALKING TOUGH: The Finance Minister, Mr. Yashwant
Sinha, with the Assocham president, Mr. Shekhar Baja} (left),
at a post-Budget meet in New Delhi on Wednesday. — PTI

Rs. 11,100 crores was made for fi-
nancing social and rural develop-
ment projects. “Given such a
massive outgo, how can I be crit-
icised for not reducing the fiscal
deficit below the 5.1 per cent
mark?”’

Berates industry

Mr. Sinha twice berated the in-
dustry for not understanding the
compulsions that forced him to
frame the Budget. The first time
he noted that by demanding a roll
back of the proposals aimed at the
corporate sector, the industry was
making it difficult for him to effect
cuts in other sectors. On the sec-
ond occasion, he felt that the in-
dustry was concerned with
sectarian interests. ‘It would have
been easy for me to peg fiscal def-
icit much lower than the pro-
posed figure had I gone in for ‘big
ticket’ disinvestment of PSUs. But

THE HINDU
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I chose to stay closer to reality by
proposing disinvestment of Rs.
10,000 crores,” he said.

Defending the move to let farm
income remain out of the tax net,
Mr. Sinha said the Centre could
not constitutionally tax agricul-
ture as the activity was a State
subject. Yet, the Government was
making a concerted effort to look
for revenue sources elsewhere. It
hoped to increase the number
taxpayers to 25 million by ¥arch
31. This would mean a 100 per
cent increase over the last three
years.

The Chairmen of the Central
Board of Direct Taxes and Central
Board of Excise and Customs, Mr.
Ravi Kant and Mr. S. R. Mohile,
also defended the Budget propos-
als, pointing out that aspects like
attempting to provide a hassle-
free and less paper- oriented en-
vironment had been oveljooked.



- Sinha justifies hikes but

|

| o
‘r

‘ y Our Special Correspondent

| NEW DELHI,\MARCH. 16. Despite sustained pressure
from allies\and the Opposition parties for rolling
back the hike in food and fertilizer prices, the Fi-
. nance Minister, Mr. Yashwant Sinha, did not yield
,‘ ground during his reply to the Budget debate late
| last night.

While not conceding a reduction in the PDS and
f fertilizer prices, the Minister, however, assured the
| members that he would keep their request in mind.
“We shall fully keep in mind the sentiments ex-
‘ pressed in this House and do whatever we can.”
Responding to apprehensions that Parliament
! would go into recess from March 17 to April 16 and
| that the new PDS prices would come to effect on
] April 1, he clarified that the pricing of PDS items or
| fertilizer prices were not necessarily linked to the
| Budget. Such prices were administered and could be
| raised or lowered through an executive order any
| time.
! Not satisfied with the Minister’s reply, the mem-
\ bers of the Samajwadi Party, the RJD and the CPI(M)
i staged a walkout. An unmoved Mr. Sinha drove
\ home a political point, emphasising that the Oppo-
| sition’s attempts to drive a wedge among the part-
| ners of the National Democratic Alliance would not

{ be successful as it (NDA) was ‘“‘solid as a rock.”

TR W

gives hope to allies

After the Minister's reply, which ended in the early
hours today, the House passed the vote on account
for a two-month period to enable the Government
to carry out normal financial transactions from the
Consolidated Fund of India.

This is a normal process, since the demands for
grants of various Ministries and the Finance Bill
2000 are expected to be approved by Parliament af-
ter the month-long recess. Consequently, Mr. Sinha
has sought sanction to cover expenses in the new
financial year till the end of May.

After the recess the demand for grants of only
seven Ministries would be discussed in some detail,
while the rest would be guiliotined. In the Lok Sab-
ha, the Ministries of Home, Communications, Hu- |
man Resource Development and, time permitting,
External Affairs would be discussed, while in the
Rajya Sabha discussions would take place on Health
and Family Welfare, Defence, Agriculture and Ex-
ternal Affairs.

Mahajan meets Opposition leaders

The Parliamentary Affairs Minister, Mr. Pramod
Mahajan, called a meeting of leaders of major Oppo-
sition parties today where this decision was taken in
regard to the Lok Sabha. The Chairman of the Rajya
Sabha, Mr. Krishna Kant, did a similar exercise for
the Rajya Sabha yesterday.

THE HINDU
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_GOOPERATION AMONG ASIAN NATIONS SOUGHT

Sinha sounds caution
»~ on globalisation

DAv , JAN. 31. India today warned
that globahsatlon could lead to
economic destablisation and said
world leaders should take steps to
ensure equitable growth in devel-
oping countries.

“Globalisation should subserve
the cause of equitable growth and
human development,” the Union
Finance Minister, Mr. Yashwant
Sinha, said cautioning that unless
this was achieved ‘‘opposition to
globalisation would becgme more
vocal”. ¢ lo-

Inani formal gathering of se-
nior political leaders attending
the 30th World Economic Forum
meeting here, Mr. Sinha said
there was therefore a need to pur-
sue the right domestic policies es-
pecially in the financial sector
besides undertaking prudent debt
management projects.

Urgmg the world leaders to take

responsibility of ensuring equity
in globalisation, Mr. Sinha said
the problem of democracy should
be appreciated and fears arising
out of globalisation should be al-
layed so that goals of higher
growth and employment were

achieved to bring down the level
of poverty.

Regarding the new round of |

multilateral trade negotiations
under the World Trade Organisa-
tion, Mr. Sinha emphasised that
there was a need for more delib-
erations at the official level to ar-
rive at a consensus.

The Finance Minister also em-
phasised the need for “more flex-
ibility” among the developed
countries to provide market ac-
cess to developing countries ex-
ports.

Mr. Sinha mentioned the South
Asian Association for Regional
Cooperation (SAARC) agreement
on a free trade zone by April 2001
and called for more cooperation
among Asian countries in the area
of trade.— PTI, UNI

No wrong signal from
Cogentrix pullout: Page 12
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STATESMAN NEWS SERVICE ,)/
NEW DELHI, Feb. 23. — The
Congress will oppose the set-
ond phase of economic reforms,
which the BJP is pursuing
without properly reviewing
whether they are actually help-
ing the country.

The Congress will appose
“reckless privatisation” of core
sectors and dilution of govern-
ment shares in blue-chip PSUs,
unless the Centre has a very
good rationale to back the deci-
sions, party leaders, including
Dr Manmohan Singh, told
other Opposition leaders today.

(Opposition parties are gear-
ing up to grill the government
on the RSS issue too, with sev-
eral notices served in both
Houses of Parliament, demand-
ing adjournment and suspen-
sion of question hour.)

Allaying the fears of Left par-
ties, the Congress leaders today
said the party would close
ranks with other Opposition
parties against the governmen-
t's decision to privatise Indian
Airlines and the Airports
Authority of India. It will
oppose PSU disinvestments of
more than 49 per cent.

Congress leaders said Dr
Singh had been opposing the
government's policies at party
forums. He reportedly feels
that after the first decade of
economic liberalisation, the
government should ascertain
whether the poor have benefit-

o oppose
refor

ed from the reforms.

Several senior Congress lead-
ers such as Mr Rajesh Pilot, Mr
Arjun Singh and Mr Priya:
Ranjan Das Munshi have wel-
comed Dr Singh's suggestions.
and supported his call for a
“proper introspection” on eco-
nomic liberalisation.

Mr Ajit Jogi, Congress
spokesman said: “Our policies
of economic liberalisation was
a result of our commitment to
the poor. We had always pur-
sued our policies with a human

\

face. Unfortunately, the poor:

and the have-nots ... are being
neglected ... by the govern-
ment.”

Dr Singh and Mr Pranab
Mukherjee today met non-BJP
Opposition parties’ leaders of
Rajya Sabha and explained the
Congress’s stand.

Those present at the meeting
included Mr Biplab Dasgupta
(CPI-M), Mr Gurudas
Dasgupta (CPI), Mr Ranjan
Yadav (RJD), Mr SR Bommai
(JD-8) and Mr Abani Roy
(RSP). ’

Mr Mukherjee, Congress chief
whip in Rajya Sabha, told The
Statesman: “We're not inter-
ested in knowing whether the
government is into the second
phase of liberalisation. We'd be
questioning the government on
an issue-to-issue basis and
would like to know whether the

~policies pursued are beneficial
to the country.”

B See CONG: page 8
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CONG:
(Continued from page 1)

The government needs to
clarify the links the recent
decisions (on privatisation and
disinvestment) have with its
policies, Mr Mukherjee said.
“What do they actually want?
What's their trade and invest-
ment policies? What's the gov-
ernment stand on opening up
of the economy? What are the
fiscal considerations of these
decisions?”

Certain questions on the gov-

ernment’s decision to privatise
core sector need to be ans-
wered, he said. “The govern-
ment went for privatisation of
power in Orissa with fanfare.
But when cyclones hit the
state, power supply was not
restored.”
RSS issue: The Rajya Sabha
question hour may witness a
suspension, with the Congress,
Left and other Opposition par-
ties submitting notices for a
discussion on the Gujarat gov-
ernment’s order lifting the ban
on state employees to partici-
pate in RSS activities.

In Lok Sabha too, Opposition
parties are likely disrupt pro-
ceedings on the issue. Several
Opposition parties have sub-
mitted notices to the Speaker’s
offite, pressing for an adjourn-
ment motion.

Though the Congress will
“officially” announce its strate-
gy after its parliamentary
party meeting scheduled for
tomorrow, leaders have begun
talking to “like-minded par-
ties”. The Congress expects the
RJD, Samajwadi Party, BSP
and Left parties to close ranks
and question the government.

The Congress leader in the
Rajya Sabha, Dr Manmohan
Singh, held a meeting with Op-
position parties to chalk out
floor coordination. The Oppo-
sition will raise the Water

-issue, the government’s opposi-

tion to the CVC'’s order and the
Constitution review panels’
formation. The Left has wel-
comed the Congress’s efforts to
coordinate with other Oppo-
sition parties but is surprised
by its stand on the governmen-
t’s economic policies.

Sonia Gandhi: The Congress
reposed faith in Mrs Sonia
Gandhi’s leadership as several
leaders today said that only
under the present party presi-
dent could the party fight the
“government’s designs of saf-
fronising the administration”.



*/ Survey wants check
O 1 on fiscal deficit ;.. ..

By Our Special Correspondent

NEW DELHI, FEB. 28. While recount-
ing the positive developments on
the economic front during 1999-
2000, the Economic Survey for the
year has extensively focussed on
the soft underbelly of the coun-
try’s economy which requires ur-
gent attention. The Survey was
presented in both the Houses of
Parliament today.

The Survey confirms that the
gross domestic product (GDP) is
expected to grow by 5.9 per cent
this year, that the performance of
the infrastructure sectors, manu-
facturing and construction had
improved and the inflation rate
had dropped to international lev-
els of two to three per cent. The
balance of payments had survived
the twin shocks of the East Asian
crisis and the Pokhran tests and
reserves had increased by $ 2.4
billions till January 2000. Export
performance was on a par with
better performing economies and
the restoration of the confidence
in industry was evident in the rise
in the stock markets during 1999.

The list of concerns, on the oth-
er hand, is headed by the burge-
oning fiscal deficit. The Survey
points out that the gross fiscal
deficit of the Centre and the
States had declined from 9.2 per
cent of the GDP in 1991 to 6.2 per
cent in 1996-97.

However, in recent vyears it
climbed back to 8.5 per cent in
1998-99 and is expected to rise
further this year.

While projecting that the food-
grains output could end up at
199.1 million tonnes in the cur-
rent year, down from 203 million
. tonnes in 1998-99, the Survey said
public investment in agriculture
had declined even as real private
investment in agriculture was ris-
ing.

There was need for a shift in
emphasis of public support for
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agriculture from subsidies to in-
vestment in rural and agricultural
infrastructure and effective re-
search extension, the Survey sug-
gests.

On the industrial front, the Sur-
vey notes that even as the index of
industrial  production 1P
showed a firm recovery with 6.2
per cent growth in April-Decem-
ber 1999, there was cause for con-
cern. For instance, while the
growth of domestic capital goods
production remained reasonably
good, it was decelerating (imply-
ing fresh investments were slow-
ing down).

Imports of capital goods, on the
other hand, had fallen sharply. Al-
so, growth in disbursements by
development financial institu-
tions had decelerated, while that
by investment institutions had
accelerated.

However, growth of sanctions,
which also reflect future invest-
ment decisions, decelerated in
both cases.

The Survey also found that de-
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spite the sharp fall in inflation
during the calendar year 1999,
there was a sharp rise in real in-
terest rates because of the sub-
stantial segmentation  and
rigidities in the markets.

In 1999, the monthly inflation
remained below five per cent con-
tinuously for 11 months and be-
low four [er cent for eight
months. Still, continuance of high
interest real rates suggests that
expectation formation mecha-
nisms based on historical experi-
ence have not fully taken account
of the structural effects of eco-
nomic liberalisation on the infla-
tionary process, the Survey says.

On savings and investments, it
provides data for 1998-99 when
gross domestic savings fell sharp-
ly to 22.3 per cent of the GDP.

This 2.4 per cent drop in the
savings rate resulted from a 1.4
per cent decline in public savings
and a one per cent decline in
household savings in physical
form (that is, direct investment).
Corporate savings also declined
to 3.8 per cent of the GDP from
4.3 per cent in 1997-98.

However, the Survey notes that
the fall in the savings rate of the
Government and households was
a counterpart of the higher con-
sumption growth during 1998-99.

For the future, the Survey has
called for looking beyond the
knowledge-based industries,
strengthening the financial sec-
tor, encouraging entry of private
sector into higher education,
downsizing of Government, large-
scale legal sector reforms includ-
ing scrapping of redundant legis-
lation and a faster shift towards
ending public sector monopoly in
providing infrastructure services.

Excerpts of report: Page 15



/(ct» Weak response:

e government’s decision to raise the average Import
duties by around 10 percent on a large number of\items
is a rather weak response to the challenge posed by the
removal of quantitative restrictions (QRs). Indeed, any
attempt to replace the protection provided by QRs through
tariff barriers is bound to be limited in its effectiveness.
The bound peak rates agreed upon within the WTO limit
the extent to which import duties can be raised. And, in
any case, very high import duties go against the liberalisa-
tion process at home. A more effective response would be
to help various sectors of the Indian economy cope with
the changes that will be brought about by the removal of
quantitative restrictions. This will require removing a vari-
ety of constraints on Indian producers. In some cases these
take the form of high excise duties. In others, especially in
the rural economy, the constraints lie in the bureaucratic
cooperative laws that make it difficult to increase the scale
of operations. And in yet other cases, it may be a matter of
preventing dumping.

These requirements constitute a large agenda. And the
prospects of the government completing the task before
QRs are removed are not very bright. With all QRs restric-
tions to be removed in less than fifteen months from now,
the government clearly does not have much time. All the
more so since the restrictions on half the items would have
to go as early as March this year. What is more, the gov-
ernment’s focus on tariffs suggests that such a compre-
hensive response may not even be on the cards. And even
if the government does manage to get its act together on
time there are few signs of the economy being geared to
meet the challenge. In fact, several sectors of the economy,
especially agriculture, may not even be aware that tradi-
tional demands like a ban on imports may become obsolete
in just a few months time. Any failure to cope with the
removal of quantitative restrictions would be a tragedy.
And it would be unforgivable if this tragedy is brought
about by a lack of awareness. /h
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Planners in

f Russia’s transitiop
from planned economies
to the marketis a
transition to chaos ,

India should
have a planning | |

commission that -
" those parts of the former Soviet union
1S nOt anOther COg where there was a lesser cc_)m;rnltment to
3 controls and plans and a history of mar-
n the Wheel Of kets. Poland, Hungary, Czechoslovakia,
T and Slovenia were thus able ;(r)t;estl;l\illcé

: ture and return to steady growth, wi

govemance e -~ \ Russia and Ukraine are s'till struggling.

Y The speaker was particularly careful

recent review in Newstweek to stress how the problem an b(;ieem‘:‘s(}e
gl e e et f e e e
fransition to chaos in my wereto W
today’s Russia. Entitled “A reaucracy and pohpcal leaders. Ther(a;Y
frozen land of crisis”, the was besides too facﬂg an atccegti;ls’lt(;?\ ?1_
piece says: “Ten years after the begin- the need for reform Wl%‘?“ u?to(; ter.
ning of reform, injustice is installedasa ing the mttygrl‘ttylputeécs lf:ff o eon.
system and the landscape frozen into It;I;S?S ‘q:)?setgglerc‘::rggdrags on the econ-
chaos, without perspective or illusions. umg I )
It would be simplistic to talk only about gmsé Thgfptlﬁtél}fsﬁmerpmes became the
an economic disaster confronting the burden o -
peaple we met. For the abstract figures ~ WhileIam sntatlng teltlie b;g:grftgltlicog
translate into harsh reality The land is sions of a we argﬂ‘:at SD ! gashé
one of violence, abandoned children, tu- wgat)itrbg;l;;?sfwaaxsnumflapeaknter . dlevelop-
berculosis, drug addiction, homeless- was ; !
ness, prostitution and, of course —now ment bank, the Europear; Bank ftm' ?hee
more than ever — alcoholism. What Rus-  construction and Deve ol?men Liemy
sia now faces is a deep social, moraland Speaker tended to looé; ?J;re% It)ﬁ?m eI
has passed by and Russia is tes. : e o
gggﬁﬁyme degths of desi)rivation. raised a pertinent question: How. t1§ it
The manner in which the planned that China has managed the tﬁ?ﬁé‘ioﬁ
economy of the once strongformer Sovi- more easily ﬁ;?“ Rustzl%rical answ%r
et Union was dismantled and the market  Frank did not offer a categ o
economy ushered in does notredoundto it istruethat Chinahasnotbroke

the credit of those who managed or mis-
managed the trangition. 1t is as if the
doctors in charge of a severely ill patient
removed all the earlier support systems

in the sense in which Russia’s once
mighty economy has. Perhaps, the an-
swer may lie in the fact that China has
not totally given in to market ideologies

in order to set him free. The result was a8 yet. It has been experimenting with
total chaos. Whether there was a design  different models in the various regions
to this or the transition was all un- Of the country - especially the special
planned, we do not know for sure. What economic zones. The transmop hasbeen
is now certain is that the Western world, more orderly, if less democratic.
particularly the United Sgatef},1 is toda_y
deeply concerned about what the transi- :
tior? hyas unleashed, especially because brings to the surface the general ten-
of the number of nuclear weapons the dency among rgformers to run dovgn
republics of the Commonwealthof Inde-  the need for planning per se. We in India
pendent States sit on. Further, chaos in  did, at one time, commit the converse
any part of the world can spread to the - error of over-emphasizing the plan. It is
rest. equally important now not to throw
overboard the plan, especially when we
I was privileged to chair a session re- are making the transition. Markets do

Incidentany, the debate on transition

cently, where there was a fascinating 1Ot by themselves provide all the an-

lecture on this subject of transition SWers to the problem of shortages, of re-
from planned economies to the market. &ional imbalance and of inter-personal
The occasion was a millennium lecture €quity. Let us remember that after Worla
organized by the Industrial Financial War 1, the fascination for the plan ex-
Corporation of India. The lecture wasby tended to many countries, outside the
Charles R. Frank Jr, vice-president of 1ron Curtain, like the US, Japan, France
the European Bank for Reconstruction andBritain. , )
and Development. in 'fact, In.dla's experiments with

Frank admitted that it had not been Planning had intrigued experts from all
roses all the way, although the transition over the world — Wgsteyn academia, as
had been somewhat better managed in Well as from the Soviet side. We could en-
counter most of the grey eminencies of
Harvard, Oxford and Cambridge as well
as Warsaw and Moscow at Yojana
Bhawan. Only Chicago kept itself at a
distance. Many intellectuals from the
West and the East had looked on India’s
plans as a brave new experiment. Ii
should not be forgotten that even though
the P.C. Mahalanobis model came under
critical intellectual scrutiny; many West-
ern intellectuals were found working en-

The author is a former governor,
Reserve Bank of India
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thusiastically with India’s planners. The
third plan of India was important for its
incorporation of the concept of the
poverty line.

portance of market forces, hut to set

in proper perspective the whole case
for planning. It is always necessary to
look ahead, to strategize, to envision the
options and the choices - if this be the
object of planning, Not even the most
hardheaded market-oriented economist
will resent this role of planning.

Where, perhaps, we along with many
other countries went wrong was to make
the plan and the public sector a rigid
framework. Wrong plan priorities, with-
out the correction of market forces, led
to tremendous waste of resources and
misdirection of investment.

A question that came up in the ses-
sion was: “Do we still need a Central
planning commission?” I believe we do,
although it would be wrong to make it
over-bureaucratic and another cog in
the wheel of governance. Planners at
New Delhi would do well to learn from
the failure of planning in Russia and re-
alize that all knowledge may not reside
in the planners’ files. We cannot, howev-

-ex, deny that in a federal union like ours,
the planning commission has played an
important role in getting together the
Centre and states and equilibrating the
flow of funds. Another question raised
was whether our planning commission
should becomie a constitutional or statu-
tory body, like the finance commission. I
believe that the planning commission
should not become an independent
power centre. That would only weaken
the structure and reduce the effective-
ness of governance at New Dethi.

1t is perhaps all to the good that in the
initial stages of economic reform Man-
mohan Singh as finance minister did not
deler too much to the planner, except to
the extent to which he consulted C. Ran-
garajan, then in the planning commis-
sion. Planners must, at all time, recog-
nize that they are essentially strategiz-
ers, thinkers and not implementers. Rus-
sia’s Gosplan failed because it tried to do
too much. Our planners should not fall
into the same error.

To return to Frank’s talk on transi-
tion, there can be no denying the fact
that the transition in the case of the erst-
while Soviet Union has been tragically
mismanaged. If only the transition had
been better managed — and the Ameri-
can triumphalism kept in check — Rus-
sia and her satellites, albeit less re-
formed, would have still been engines of
growth for the rest of the world.

Short-sighted geopolitics, combined
with muiti-lateral mismanagement has
moved millions of people in these erst-
while CIS states into permanent poverty.
Living monuments to a botched up
structural reform, they are today poten-
tial candidates for a revolution in the
coming millennium.

I say all this not to minimize the im-
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their place



THE ABOLITION of the Quantitative Restrictio s)
by India on 1400 tariff lines by April 2001, with haif of it in
the next three months, only advances by two years what in any
case was scheduled to take place by April 2003. Such import
restrictions have been a feature of the Indian scene for over
50 years. However, with the foreign exchange reserves reach-
ing $ 36 billion at the start of the new year, the inevitable low-
ering of barriers could no longer be prevented. India has been
prohibiting or severely restricting the import of various indus-
trial, textile and agricultural products. Earlier, the imports
which included a wide range of consumer goods including
{ food, clothing, household appliances etc., were either banned
or restricted. In many cases imports were simply canalised
' through the state trading agencies.
. Unlike other negotiations where bilateral trade-offs could
* be reached, the linking of QRs to India’s balance of payments
problem has foreclosed such options. Following the agree-
ment with the US which led to the abolition, there is bound
to be an impact on the domestic industry in the various areas
but substantially on farm and food products. It may also
embolden the global pharmaceutical majors to bring in
patented drugs without any restriction or compulsion to man-
ufacture it here. India can use the tariff mechanism by raising
i the import duties on such items which it considered were sen-
sitive or would hurt the domestic industry. Obviously one
such area is the farm sector where tariffs can be hiked, as
even the European Union strongly protects its farmers
through huge subsidies and high import duties. But for
non-farm items, the duties will have to be within the
WTO ceilings. The only option before the government
is to support tHe domestic industry as it will not be allowed
to “protect” it as before.

4(\“7 End of QRS \%}P\{
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Govt cuts interest rate
on PPF, small savings

One per cent reduction to come mto effect from today

[
-1

# N AN effort to reduce the cost of bor-

7 rowing, the Government today cut

*. the interest offered on small savings
and Public Provident Fund (PPF) by one
percentage point. The reduction in inter-
est on these instruments, from 12 per
cent to 11 per cent, will come into effect
from tomorrow. L

The interest on post offi &posits will
be 8 per cent for one year,{9 per cent for
two years, 10 per cent for three years and
10.5 per cent for five years) Similarly, the
return on post office recurring deposit
has been reduced to 10.5 per cent.

The rates of interest on post office
monthly income account, Kisan Vikas
Patra, National Savings Certificate (NSS)
VII issue and National Savings Scheme
1992 have also been revised downwards,
according to a statement from the
Finance Ministry. The interest cut was in
line with the lowering of interest rate by
public sector banks during 1999, the
Ministry said.

The sudden decision of the Finance
Ministry to reduce the interest rate on
small savings and PPF has given a jolt to
the bank managements who will now be
under tremendous pressure from the
industry to reduce the lending rates.
Though the bank managements took the
position that this move was only aimed at
cutting the cost of government borrow-

HT Correspondent - (
New Delhi, January 14

ings as a part of the pre-budget fiscal cor-
rection exercise, senior North Block offi-
cials hinted that the banks should under-
stand the signals emanating from this cut.

The security offered by small savings on
account of the sovereign guarantee they
bear has also been taken into account
while reducing the return. These instru-
ments offer considerable tax incentives
apart from being risk free investments.
The downward revision is in line with the
recommendation of a committee of
experts which called for benchmarking of
the interest rates on these instruments on
the basis of the return offered on similar
investment with banks and financial insti-
tutions.

In the case of post office monthly
income account, the interest rate offered
would be 11 per cent. The 10 per cent
bonus on maturity and the 5 per cent dis-
count on premature withdrawal before
three years would stay. Kisan Vikas Patra
will now double in six-and-a-half years
instead of six years. Pre-mature encash-
ment value for Kisan Vikas Patra have
also been revised correspondingly.

NSS VII issue will now bear an interest
of 11 pc. For NSS 1992 the interest will be
10.5 pc. In the case of PPF where interest
income is totally exempt from income
tax, the return would be 11 per cent.

Accordance of post office time
deposits, recurring deposit, monthly
income account, NSS VII, NSS 1992,
Kisan Vikas Patra and PPF will remain
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suspended from tomorrow to allow time
for post office and public sector banks to
make necessary arrangements. These
operations would be resumed before
February 1, 1999.

The Finance Ministry statement said
the benefit of lower interest on small sav-
ings would be passed to States and Union
Territories. This would be done by reduc-
ing the rate of interest on special securi-
ties issued against small savings collec-
tions to 12.5 pc from the existing 13.5 pc.
The share of States and UTs in such col-
lections is also being increased to 80 pc as
compared to the existing 75 per cent.

Bankers said the move would not have
any major effect on their deposit rates as
postal deposit and PPF are no longer the
benchmark for the industry. The cut
would help the Government to reduce its
borrowing cost, they emphasised.

Substantial diversion of funds has taken
place from banks to mutual funds follow-
ing the concessions given to the latter in
the 1999-2000 Budget. Hence it is not
possible for banks to reduce interest
rates, they said. In the case of lending
rates, rates are already low since banks
are flush with funds and there is a dearth
of borrowers.

According to official sources, the
benchmark interest rate on PPF was 12
per cent with tax incentives. Various PPF
and small saving schemes account for a
phenomenal Rs 330,000 crore in the
interest burden on the Government.



