~, The UTI mess /

q\'gq,ui x;’\'l\ Who will catch the crooks? “b\\\

he cabinet’s part sop/part apparently tough decision on UTI

may be good politically but unless it is followed up by thorough
reform of the mutual fund, the mid-2003 deadline will arrive
without any real change. The extent of the mess in UTI was im-
possible to cover even in the carefully guarded language of the SS
Tarapore committee, In layman’s language, the committee found
that hundreds of crores of investors’ money have been deployed
by UTI officials on personal preferences. Internal procedures,
auditing norms, project appraisal, boardroom scrutiny, in other
words, the basic checks and balances one would routinely expect
a huge financial institution to respect have been virtually absent.
Mr Tarapore’s brief was that of an academic inguirer not a
punitive investigator. But the questions and leads are wseful.
Again, simply put, these are: to what extent does the
mismanagement in UTI support the long-circulating and credible
allegations that the mutual fund was hijacked by powerful
corporate, stock broking and political interests. Given the near-
complete lack of institutional checks, and given India’s political
econemy, the answer would seem to support all but the most
outlandish of market rumours. That brings up the key question
about the government’s role. Will it empower the Tarapore-
Parekh-Malegam-Patil committee, set up by cabinet decision, to
treely inquire into UTT’s past deals, identify those who used the
fund as fronts for their gambles and make public the details of the
shady decisions, with appropriate punishment to follow, Unless
that is done, cleaning up UTT will be impossible because the best
taid procedures in financial transactions can be manipulated and
only fear of just desserts can stop large scale thievery.

All indications are that this is unlikely to happen, and perhaps
for good official reasons. UTI apart, the public financial institu-
tions are also in a variety of troubles, though their management
still seems to be in a denial. It is odds on that were someone to
look closely into the decisions by the long term lending insti-
tutions, genuine errors in risk appraisal will be a very rare reason
behind bad loans and non-performing assets. If UTI is subjected
1o an inquisition, the demand that the public sector Fls also be
put through similar grilling will be hard to resist. Ergo, UTI will
merely be helped to get back on the right track, with those who
vanked it off to financial quicksand being allowed to count their
loot in peace. This is familiar government procedure when big
and powerful interests get caught with their hands in the public
till. The only source of optimism is that the mess in UTI and pub-
lic FIs is so thorough that implosions are almost certain at various
points in the future. Out of that wreckage, some reform will havg”
to come. Probably, privatization that government still resists? The
big time operators may therefore hurry and clinch the dealg~
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A BOOST FOR ECONOMIC GOVERNANCE
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THE SUPREME COURT judgment upholding the
Government's disinvestment in BALCO sends
out several salutary messages. At an immediate
level it brings to an end what has been, the most
coniroversial item in the chequered history of
public sector sale. By clearly demarcating the
spheres for judicial intervention and restricting
them to mala fide or illegal acts and only where

. there are violations of constitutional provisions,

the Supreme Court has come down on the side
of economic administration within the Govern-
meni. There has never been a more urgent need
for the country's highest judicial authority to
spell out its stance on matters such as divest-
meni. The Government will now be enabled to
pursue with greater vigour the more difficult
parts of its economic agenda. \1%3)/
The BALCO episode had brought to thé fore
issues affecting the federal polity. The Chhatis-
garh Chief Minister, Mr. Ajit Jogi, had single-
inindedly opposed its sitle, egged the employees’
trade unions on a confrontational course, at one
time even offering to buy the Centre’s stake, only
to backtrack in the end. Ironically, the Supreme
Court through its unambiguous verdict might
have provided a face-saver for Mr, Jogi who has
since been studiously cultivating an investor-
friendiy image. However, it will be facile to in-
terpret the verdict merely in terms of a short-
term political gain or loss. While it clears many
possible legal hurdles for economic administra-
tion and policy, the verdict in no way minimises
the importance of vital processes such as con-
sensus building. The latter alone would ensure a
wider acceptance of normally contentious eco-
nornic measures. 2 £ ,A/&t jae
Disinvestment gets a bi bo6&tin another
important way too. The Supreme Court has ex-
plicitly ruled out a judicial review of the tech-
nical aspects of the BALCO sale. Valuation of the
Government's 31 per cent stake in BALCO was at

the core of the controversy. Even though the
Government had maintained that Sterlite, the
eventual buyer, paid considerably more than the
reserve price arrived at through a detailed valua-
tion exercise, the critics were not satisfied. Most
of the allegations against the BALCO sale were
about short-selling a profitable unit, made pos-
sible by an inadequate or improper valuation
exercise. By undertaking to interfere only where
the methodology followed is arbitrary, the court

" has recognised the futility of questioning tech-

nical decisions arrived at by experts. Clearly,
however, the need for transparency in the disin-
vestment process aft all levels, including in the
method of selecting experts and advisers, cannot
be overstated. [ERR

For the public sector sale process, the Su-
preme Court judgment will become an impaor-
tant precedent. Already, the Minister for
Disinvestment has said the Government will
seek to quash the stay orders on two hotel prop-
erties whose privatisation has been challenged
on grounds similar to that of BALCO. However,
the disinvestment process since 1991-92 has not
followed any one methodology. In the initial
years, Government-owned companies offered
their shares to the public either in India or
abroad. All these companies still remain in Gov-
ernment hands, even while having substantial
public ownership. In contrast, the current em-
phasis is on strategic sate where the Government
hands over the management along with a chunk
of equity. While all methodologies have evoked
criticismn, the strategic sale route — involving a
finality in the transfer of ownership — was
bourid to be particularly controverstal. The BAL-
CO privatisation amply proved that point. Now
that the Supreme Court has pronounced its ver-
dict, all the stake-holders of a public sector unit,
including the Government, should work to fine-
tune the process of disinvestment.
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IT IS NOT FOR COURTS TO CONDUCT ADMINISTRATION'

\\\\

By ], Venkatesan

NEW DELHI, DEC. 10. The Supreme Court today
upheld the disinvestment of 51 per cent of the
equity shares of the BALCO in favour of Ster-
lite Industries for Rs. 551.50 crores, stating
that the correctness of the Government’s ‘dis-
investment policy’ could not be gone into by
court.

A three-Judge Bench, comprising Mr. Jus-
tice B.N. Kirpal, Mr. Justice Shivaraj V. Patii
and Mr. Justice P. Venkatarama Reddi, dismis-
sing a batch of petitions observed that courts
are not intended to and ner should they con-
duct the administration of the country’.

1t said that courts would interfere only if
there was a clear violation of Constitutionat or
statutory provisions or non-compliance by
the State with its Constitutional or statutory
duties and none of these contingencies had
arisen in this case.

Speaking for the Bench, Mr. Justice Kirpal
said that “in the case of a policy decision on
economic matters, the courts should be very
circumspect in conducting any inquiry or in-
vestigation and must be most reluctant to im-
pugn the judgment of the experts who may
have arrived at a conclusion unless the court is
satisfied that there is illegality in the decision
itself”.

He made it clear that “wisdom and advis-
ability of econamic policies are ordinarily not
amenable to judicial review unless it can be
demonstrated that the policy is contrary to
any statutory provision or the Constitution”.

“It is not for the courts to consider the rela-
tive merits of different economic policies and
consider whether a wiser or better one can be
evolved and for testing the correctness of a
policy, the appropriate forum is the Parlia-
ment,” the Bench observed and pointed out
that “here the policy was tested and the mo-
tion was defeated in the Lok Sabha on March
1, 2001,

It held that the allegations of lack of trans-
parency or that the decision was taken in a
hurry or there had been an arbitrary exercisc
of power were without any basis.

Chattisgarh Govt. criticised

Criticising the Chattisgarh Government for
making such allegations, the Bench said "It is
a matter of regret that on behalf of the State
such allegations against the Union of India
have been made without any basis. We strong-
ly deprecate such unfounded averments
which have been made by an officer of the
State"",

On the State’s contention thar it was not
consulted in the disinvestment process, it said
“it is not possible to believe that during the
entire process, the State Government was
oblivious of what was happening. Wide pub-
licity was given at various stages in connection
with the disinvestment of the BALCO, which
took place over a period of two years',

“The issue was debated by members in the
Lok Sabha. There was nothing to prevent the
State at any stage prior to the selection of the
strategic partner, either to forward its views or
a representation or even to make an offer of

s

buying 51 per cent of the shares which were
being sold.”

The Bench said the land was validly given to
the BALCO a number of vears ago and today
the Chattisgarh Government could not make a
somersault and challenge the correctness of
its own action. Furthermore, even with the
change in management the Jand remained
with the BALCO to whom it had been validly
“given on lease”.

Referring to the price fixed by the Govern-
ment for the sale of 51 per cent shares to Ster-
lite Industries, it noted that the offer of the
highest bidder had been accepted. This was
more than the reserve price which was arrived
at by a method which was well recognised and
“therefore, we have not examined the details
in the matter of arriving at the valuation fig-
ure'’. The Bench etmphasised that “valuation
is a question of fact and the court will not
interfere in matters of valuation unless the
methodology adopted is arbitrary”. Every
matter of public interest or curiosity could not
be the subject matter of a PIL.

“In a democracy it is the prerogative of each
elected Government to folfow its own policy.
Often a change in Government may result in
the shift in focus or change in economic pol-
icies. Any such change may result in adversely
affecting some vested interests. Unless any il-
legality is committed in the execution of the
policy or the same is contrary to law or mala
fide, a decision bringing about change cannot
per se be interfered with by the court,” it said.
Shourie, Jogi reactions: Page 11
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NRON WILL occupy a unique
place in the chronicle of business
collapses in the 21st century, no
matter that this is the first gigan-
tic failure of the century. Enron was not
felled by competition in the market. It
was not driven to bankruptcy by changes
in consumer tastes. And it was not left
behind by technology. The seventh large-
st company in the U.S., which last year
recorded profits of over Sone biltion and
sales of aver $100 billion, was destroyed
by its own financial sophistication which
had powered its rapid growth in the
1990s. In all the hype that sarrounded En-
ron's sky-rocketing fortunes in the previ-
ous decade, few ever made scnse of the
array of financial insiruments the firm
had pioneered and deployed in every-
thing from trade in energy to broadband
praducts. So when the web of “creative
accounting” practices began to unravel
with Enron revising its pirofits downwards
by $600 million and when the company's
equity was written down by $1.2 billion
because of oft-balance-sheet transac-
tions, it was only a matter of time before
investors, creditors, customers and sup-
pliers decided that this was a company to
be abandoned like the plague. The mar-
ket did not punish Enron, the company
kitled itself with its financial practices.
Enron was an “old” economy company
which transformed itself from production
of natural gas to a conglomerate thar had
its feet in both the “o0ld” and 'new” econ-
omies. Some analysts interpret the ex-
cesses of Enron as the most visible
symbol of the dotcom era. This may be so,
but this provides only half an under-
standing of how Enron grew so fast and
why it collapsed even faster. The rise and
fall of Enron is not, to use the words of the
economist Joseph Schumpeter, the story
of the “gale of creative destruction” of
capitalism. It is instead the story of the
ugly face of late 20th century capitalism,
in which political lobbying, conflict of in-
terest, unstated corruption, opaque busi-
ness practices, entrepreneurial arrogance
and media hype together increased En-
ron's revenues 15-feld in 15 vears. Tt is
also the story in }\zhich no participant
-

TﬁgEnrbn saga

v

ij{ C. Rammanohar Reddg

The market did not punish Enron, the company killed
itself with its financial practices.

comes out with its head high — not the
senior executives of Enron, not the cred-
itors, not the Wall Street analysts, not the
credit rating agencies, not the media and
certainiy not the high-profile auditors.

Enron owes its temporary glory first
and foremost o Mr, Kenneth lay, the
current chairman, who has tirelessly

-courted and acquired influence with both

Mr. George Bush Sr. and Mr. George Bush
Ir. The result of high-profile lobbying was
that changes were made in the 1980s and
the 1990s to 1.S. Government policy in
energy production, distribution and mar-

kets, in tax policy, breadband,

The auditors, Arthur Andersen, were ei-
ther not up to their job of looking closety
at these financial deals or had other in-
terests. A former chief accountant of the
Securities and Exchange Commission is
reported as describing Enron as “a text-
book case of a disaster”. The auditors did
have a problem — if they asked too many
questions they couid lose non-auditing
business from Enron. Arthur Andersen
chose wisely, even if it now faces the
praspect of civil suils and criminal inves-
tigation. Its total business from Enron is
reported at $52 million, while non-audli-
ting business from the company was
move than half ($27 million}

environment and more. For-
mer Cabinet officials were

MACROSCOPE

this amount.

given positions as advisers in Enron. Gov-
ernment offictals who altered the rules
were rewarded with sinecures in the com-
pany. Enron was not a ploneer in a com-
petitive market, as i1 was hailed when the
going was good. It just got ahead of the
others by rewriting the rules to suit its
interests — in all this it behaved much
like how some Indian conglomerates
have gone about building their empires.
The difference is that in the endgame the
heat was too much for Enron's friends in
the highest of places to come once more
to the rescue. In India, on the other hand,
the endgame too would have seen a bra-
zen attempt to rescue influential busi-
nesses from potential disaster. That is the
only differcnce.

In its heyday, Enron had on its rolls
legions of highly paid Ph.Ds in physics
and mathematics. Their job was not te do
frontier research in the sciences. It was to
build highly sophisticated models that
provided the basis for complex financial
deals, first in energy trade and then in a
variety of fields including the media -— all
of which delivered huge profits. No one
fully understood how these deals worked.
And no une really wanted to ask, as long
as Fnron's share prices kept climbing.

e vl
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Such conflict of interests af-
fected everyone who was caught up in the
Enron frenzy of the late 1990s. First,
banks could not decide if they were com-
mercial or investment banks. Giants such
as the Citi group and j.P. Morgan put in
over a billien dollars for the failed deal
with Dynegy, though their banking in-
stincts should have warmed them other-
wise. Second, the Wall Street analysts too
did not cover themselves with glory,
enamoured as they were with the way in
which Enron’s share price climbed over
the past six vears.

Those were the years of stock market
euphoria and few dared to ask if Enron’s
success was real. The fascination for En-
ron ran, so deep that leading analysts con-
tinued 1o advise their clients to buy the
company's equity long into the steady de-
cline of the company’s share price. (Busi-
ness Week now reports that on one rare
occasion when an analyst asked for more
details the response he got was an exple-
tive from no less than the then Chief Ex-
ecutive Officer, Mr. Jeffrey K. Skilling.)
And, third, the credit rating agencies
emerged with their already meagre tepu-
tation further besmirched afier they de-
cided to reduce Enron’s credit rating
below investment grade only after the

LU
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proposed  Lnron-Dynegy  dea! fell
through. The steady siream of bizarre de-
tails of how Enron functioned may give
the impression that this was a unique
case. But perhaps it is not a rare incident.
Arthur Andersen, for example, has had to
pay $110 million to settle suits from sha-
reholders of another company, Sunbeam,
that it is alleged to have wrongly audited.
And there have been shareholders of oth-
er large companies — Xerox, Lucent
Technologies and Sunbeam — who have
had similar experiences with the compa-
nies’ auditors.

Perhaps the biggest victims of the En-
ron debacle are its employees. Thousands
have not only lost their jobs; they and
thousands more of their former col-
leaguies have lost all their retirement ben-
efits. As the U.5. economist, Paul
Krugman, has recently pointed out, in a
mistaken process of deregulation, U.S.
companies have increasingly stopped
taking responsibility for providing em-
ployee pensions. They instead persuade.
employees to put their contributions for
retirement into funds that invest in com-
pany stock, especially in their own com-
pany's stock.

In Enron’s case this went one step fur-
ther. Employees were not allowed to sell
these shares. The result is that Enron em-
ployees have seen their retitement bene-
fits disappear along with the company’s
share prices. There s perhaps a lesson
here for India where enthusiastic reform-
ers of the provident fund system have
been pushing for employee funds to be
placed in schemes which will deploy a
significant amount in equity. Nothing
could be more dangerous than such a
proposal.

The vyear began with the California
electricity crisis, where Enron was ac-
cused ol profit gouging in a carelessly de-
regulated market. It ends with the same
Enron standing ir queue in a bankruptcy
caurt. The most apt comment on the En-
ron saga is one that peinted to Enron, the
apparcit success story of deregulation fi-
nally becoming a clear {esson for more
regulation of the market.
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fndla facmg serious fiscal
7 Crisis, adnyts Sinha

QOur Economy Bureau
NEW DELH!, 2 DECEMBER t;;yp
tnance minister Yashwant Sinha today adxmtted

India was facing a “serious fiscal crisis” and said
enormous resources were spent on subsidies which
actuaily should be directed to producing public goods.

“The fiscal crisis is harmaful to the extent it is
crowding out our capability to spend public re-
sources and improve governance,” Sinha said in
his keynote address at the inaugural session of the
Cll-organised India Economic Summit.

The tax-GDP ratio was still far below the leve] re-
quired to produce public goods on an acceptable
scale, Sinha said, “Trade reforms will generate slow
or negative growth in customs tariff, which will
have to be largely made up by direct taxes,” he
said. The goal should be to improve direct taxes
and bring it to about 10 per cent of the GDP in the

next few years compared to 3.4 per cent now.

Outlining his priorities, the finance minister said
the liberalisation process has had less impact on
¢ the agriculture sector. He pointed out there were
numerous impediments to price flexibility and move-
ment of goods and also that the market for agricul-
tural land was highly dysfunctional, “We have yet to
build modern market institutions which can sup-
port a market-oriented agricultural sector,” Sinha
said, adding it was time modern spot and futures
markets for agri-products came about.

Asserting that the economy will perform “sig-
nificantly better” in remaining haif of this fiscal,
Sinha said that implementation of the last budget's
proposals had “not faltered” as perceived in some
quarters and reforms would be pushed forward in
the coming months. Elaborating on the success
stories in the liberalisation of the telecom and equity
markets, he said: “We have proven successes in
executing radical reforms; and we will continue to
march ahead.”
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PUNE/MUMBAI, Dec. 1. —
The future of Enron’s Dabhol
Power Company will be “defi-
nitely” affected, if its parent

~ company files for a bankrupt-
| ¢y suit in the USA, the Maha-

. rashtra

State Electricity
Board chairman, Mr Vinay

Bansal, said today. fy and correct '1
TRl  ENRON BANKRUPTCY: WHAT IT IMPLIES it o aE
come at time when [ . » ; brought the ener- !
the international = *¢* Sale of the Dabhol power planf may bacome more complicated. ‘ gy trading giant to l
rating BZENCY, | #*1egal battle appears imminent between Enron and Dynegy over the brink of col-
Standard & Poor's, . . . lapse, had lucra-
late on Priday the fatter deciding to take on Enron's Northern Natural Gas Pipe- ‘ tive side deals '

again cut its rat. | finein USA.

ings for the beleag-
uered energy trad-
er Enron Corp for
the second time
this week, and
warned that Enron
is “likely” to file for
bankruptcy protec-
tion soon.

“If Enron files for bankrupt-
cy under Chapter 11, then it
is bound to have repercus-
sions on DPC here”, Mr Ban-
sal told reporters after ad-
dressing a function here of
Encen 2001, an exhibition
and National Conference on
Energy Conservation.

However, he also said DPC
would not be “bankarupt” like
its parent company, as its fi-
nances were already pledged
to the company’s financial in-
stitutions.

Mr Bansal also expressed

weard imminent bankrupteys .

L/

confidence that MSEB woul

recover its dues up to Rs
1,200 crore from DPC for the
troubled energy major's “ma-
terial misrepresentation of
the capacity of its power

Meanwhile, S&P's cut Hous-
ton-based Enron’s long-term
corporate credit and senior

«3* It will be a lengthy and contentious hattle over Enron’s assets, t
feels the internationat rating agency, Fitch,

<*As a sign of times, 1,100 workers, more than 80 per cent of
these it directly employs in Britain, were axed yasterday by Enron. l

. %% Envon shares nesedived further yesterday as it tottered 1o-

unsecured debt ratings four
notches to “CC,” its second
lowest grade other than de-
fault, from “B-minus.” Tt
warned it may cut those and
other ratings again.

S&P’s said that following
the breakup on Wednesday of
Enron’s planned merger with
Dynegy Inc., “burdensome
debt restructuring require-
ments, negligible liguidity
and limited access to capital
will be the likely cause for En-
ron to seek bankruptcy pro-
tection.”

Enron crisis may
hit Dabhol sale

Since mid-October, about
$35 billion of market value
has vanished from Enron’s
shares and bonds, The shares |
closed Friday on the New
York Stock Exchange at 26 |
cents, down 10 cents. |

Enron directors: Directors |
of Enron Corporation, already |
under fire for failing to identi- .

‘ with the company |
that drew added '
criticism from cor- ‘
porate governance !
experts yesterday. |
The deals ranged

.| from consulting

‘ jobs to purchases
| of goods and serv-

ices from affiliated
companies. They raised
doubts about the board’s inde-
pendence from the senior
managers they were supposed
to supervise on behalf of the
stockholders, the experts
said.

BSES to evaluate impaci:
BSES Ltd chairman and
managing director, Mr R V
Shahi, today said the compa-
ny was evaluating the legal
impact of Enron's downfall in
USA for their proposed buy-
out of the latter's Dabhol
Power Company in india.
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inister, Mr. A.B. Vajpayee, with the BJP president, Mr. Jana nnsmiairiu w,
e former party president, Mr. Kushabhau Thakre, on his arrival at the national
executive meeting in New Dethi on Friday. — PTI

»» Sinha faces flak on

«vUTl, economic slowdown

By Neena Vyas

NEW DELHI, JULY 27. The Unit Trust of India fiasco and
the slowdown in the economy, which has translated
inte disaster for smail-scale industries, loss of jubs
and crashing prices of agricultural commodities.
was (he focus of discussions on the economic reso-
lution — to be finalised tomorrow — by the Bharati-
ya Janata Party national executive comimittee
meeting here.

The Finance Minister, Mr. Yashwant Sinha, who
was present during the discussions, was on the de-
fensive. 1lis plea was that a major debacle had in-
deed 1aken place, but he would announce corrective
steps in Parliament. He is reported to have said that
by the beginning of next year, UT1 would be back on
track even as he asserted ignorance of the goings on
in the biggest Goverament-controlled mutual fund.

However. several executive cominittee members
made it known that the UTI scandal had given the
party a “major jolt” and that 20 millicn investors
would ask the party for answers it did not bave,
Others wanted to know why the recommendations
of the Deepak Parckh committee — which submit-
1ed a report after the problems in UTL in 1998 — had
not been implemenied and why the Government
was not more vigilant, especially after the Rs. 3,000-
crore haflout package then.

The attack on the economic policies set off spec-
ulation in the party that Mr. Sinha might be on his
way out. However, senior party leaders hinted that
even if that happened, it would not be done “under

pressure'’. A Cabinet re-shuffle may indeed see Mr.
Sinha out ar with some other portfolia.

The draft resolution almost directly criticised in-
vestments made by UUT! through private placements
— perhaps a reference to the buying of equity in the
controversial Johari brothers venture, Cyberspace
Infosys — saying there should be rules to prevent
such risky purchases. Three davs ago, the Prime
Minister's Office had distanced iesell from the Cy-
berspace promoters since the Prime Minister was
present during the launch of their company in Luck-
now.

Naturally, the party wantg the UTI probe 1o go
back 10 years as it would help it if the United Front
and the Congress governments were also found neg-
ligent. During the discussion, members said they
wanted “accoumability” and fixing of responsib-
ility" for the lapses, and a probe into the UTI-private
sector relationship. The heated discussion, in which
more than 20 members participated and which ran
into several hours, resulted in several amendments,
to be incorporated in the resolution.

kit was not only the UTI tangle but also the eco-
nomic slowdown that set the alarm bells ringing.
The party’s small- scale industry constituency has
virtually vanished and its pro- farmer image has tak-
en a heating despite handsome packages to the
farmers of Punjab, Haryana and Andhra Pradesh.

The party demanded new laws to allow free
ment of foodgrains and changes in th
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NEW DELHI, Oct. 21, — The Cabinet
Committee on Disinvestment (CCD) will
meet tomorrew to finalise the sharehold-
ers and share-purchase agreements for
HZL, ITDC and Hotel Corporation
(HCI), thereby hastening the privatisa-
tion process which received a boost after
the sale of CMC and HTL.

“CCD meeting, scheduled for Tues-
day, is expected to finalise various
agreements for Hindustan Zine, some
hotels of ITDC and HCI,” official sour-
ces said, adding that the government
will invite finanecial bids for these com-
panies by November-end, after the
cabinet clears the agreements.

The meeting will also review the pro-
gress of other fast-track companies
slated for privatisation this fiscal.
Government has draw up a list of 13
companies, which have been put on

LA ®
the fast-track schemd to enable their
early disinvestment. The list includes
Jessop, IBP, Air-Indialand Maruti.
As many as six bidders are in the fray
for a minority 26 per cent stake in
HZL., including domestic majors Birla
Copper and Sterlite Industries.
Indian Hotels and Bharat Hotels are
some of the big names in the fray for
ITDC and HCL
The government has put nearly a doz-
en ITDC hotels on the block, including
big ones such as Ashok Hotel in Delhi,
Mysore and Bangalore.
In the case of HCI, a subsidiary of
Air-India, the government has put all
five hotels of the Corporation, along
with two flight kitchenettes, on the
block. It proposes to sell the units ei-
ther as a whole or individually to bid-
ders. The government has, however,

decided to allow Air-India to_zetain
the proceeds of sale. /
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Fiscal situation | ugder strain: Smh%

| By Our Special Correspondent

EW DELMI, OCT. 16. The fiscal def-

icit for this year will not be far

! from the budget target of 4.7 per

cent, the Finance Minister, Mr.

Yashwant Sinha, said today, even

+ while conceding that the fiscal sit-

uation was “under strain,” fol-

lowing  the  tense  global

environment after the September
11 terrorist attacks on the U.S.

Though Mr. Sinha, inaugurac-
ing the annual Economic Editors
Conference, organised by the
Press Informarion Bureau, did not
share the “alarmist projections’”
ahout the fiscal deficit going awry,
he did point out that several sec-
. 1ors would be adversely aftected
" by the post-attack situation and
the canflict in Afghanistan.

Other areas which could pos-
sibly be affected by the “interna-
tional instability or sense of

civil aviation, exports and the 011
sectot, where a watch was being
kept for world price fluctuations.

My, Sinha stressed that ‘re-
forms are not on hold.” Second
generation reforms like labour
market reforms were the most dif-
ficult to implement but a legisla-
tion in this direction would be
introduced in the winter session

of Parliamment. HQ (5fo
On reforms in the fmdnm sec-
tor, he said a law was being con-
sidered to give more teeth to the
banks to realise non-performing
assets (NPAs) and bring detaulters
to book without having to go
through the legislative route.

An advisory group was being
set up to give suggestions on ar-
eas which required legislations
and those where reforms could be
effected without amendments.

The group would include the
chairman of the Telecom Regu-
latory Authority of [ndia (TRAI),
Mr. M. 5. Verma. Mr. Deepak Pa-
rekh of the HDFC. Mre K V. Ka-
math of the CICI. Mr. Ravi
Narayan of the National Stock ¥x-
change, Mr. Ravi Mohan of Crisil,
Mr. C. Bhave of the NSDL, Dr.
Omkar Goswami of the CIT and
the Finance Minisiry's BEconomic
Advisor, Dr. Rakesh Mohan.

On the changing role of devel-

opment financial  instilutions
(DFIs), he said the “hands-off”
palicy was niow  becorming

“hands-on.” A decision would be
taken soun on the proposal for
universal hbanking,

Denving any repavment prob-
fems for the industrial Develop-
ment Bank of (ndia, he said the
problems being faced by the 1FCI
were being addressed.
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U S. attacks spell trouble for India’s marke(s

By Q.P. Thomas Cfl/
Times News Network
MUMBATL Currency, debt and
stock markets are likely to fall on
Wednesday following the multiple
terrorist attacks in the United States
on Tuesday. The secondary market
in government bonds crashed late
Tuesday evening on reports that
multiple explosions and plane
crashes had extensively damaged
the twin towers of the World Trade
Centre in New York and the
Pentagon in Washington D.C. The
Iate evening trades were largely
transacted by foreign-owned banks.

“Stop-losses have been triggered
by foreign banks pushing down
prices sharply by 30 paisc at the
longer end,” said a chief dealer ata
privately-owned bank.

Most market plavers expect a
similar situation when the stock
markets open on Wednesday.
However, they said the sentiment

wWould largely depend upon who

would claim responsibility for the
US. explosions. “If the aileged
bombings are from any of the oil-
producing states, then we are in big

have an d&rﬁe impact on the
rupee as ofl imports will be a con-
cern, said dn official from a govern-
ment-oil cdmpany, However, if the
attack on the US, are by non-cil

trouble,”  said  Parthasarathi  producing states, the impact will
Mukherjece., g : not be much
senior  vice MARKETS REACT on Indian
presidenc at ¥y gongex: May touch year's low of 3,006 | markets, said
UTI DBank’s points an analyst.
treasury. . » ﬁlﬁ-“ﬁﬁi‘rﬁa};ﬁféﬁeﬁe-m-sm‘—'- Meanwhll.e\.
Market ‘slide against $ the rupee
analysts said a3 . depreciated
they feared a [ ™ Bongs: _Interesf rates could rise on Tuesday

retaliation by

» 0il: Up $4 per barrel, ikely to rise

sharply 10 Rs

the US, “The §  further _ § 4742 at the
U.S. will hit § » Gold: Soars 7 per cent, hits three-and- § <lose of trad-
back on a-half menth high ing after
whosoever touching an

claims responsibility or whosoever
it may think is responsible,” said a
city-based American banker.
Already. international crude oil
prices witnessed a $4 spurt to $31 a
barrel late on Tuesday. This will

intra-day high of Rs 47.48. But the
swings were largely market-deter-
mined by dollar purchases by for-
eign funds and not as a result of the
1.8 airplane explosions as the
Indian market was closed when the

mishap occurred, dealers said.
However, the impact on
rupce will be felt on Wednesdds
and most expect the rupee to open
sharply lower from Tuesday’s close.

Treasury heads of various banks| -

are expecting some intervention by
the Reserve Bank of India to help
the rupee stahilise, Ty

But dealers said the downward
pressure  on the rupee had
mcreased suddenly with the crude
prices appreciating. The equity
markets too are expected to open
sharply Jower from Tuesday’s level
The BSE registered a 33-point
drop, closing at the level of 3,150
points. Dealers said that there was
a possibility that the Sensex could
test the year's low of 3,096 points.
“There will be a knee-jerk reaction
to Tuesday’s incidents in the US.)”
said Arun Tejriwal of KRIS.

P For more stories, log on to

www timesofindia.com
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STATESMAN NEWS SERVICE

NEW DELHI, Sept. 10. - At
the end of a week of brain-
storming en the economic slow-
down, the Prime Minijster’s
meeting today with his recon-

- stituted FEconomic Advisory

© pump-prime

Council accepted the need to -

overhaul the systemic malaise
that afflicts the economy while
avoiding “unnecessary pessi-
mism and panic”.

A couple of days after Mr Atal
Behari Vajpayee's decision to
the ecanomy

- through a massive public in-

vestment programme t¢ re-

verse the economic slowdown,
the EAC sought to shift the fo-
cus to private investment and
called for a check on govern-
ment investrnent in order to

. keep the burgeoning fiscal defi-

cit under control.

At a meeting with his Trade
and Industry Council on Fri-
day, Mr Vajpayee had an-
nounced a 14-point programme
to infuse vast sums to kickstart
growth rates, saying that the
“grisis can be ended only by
dramatically stepping up pub-
lic investment and enabling
private investments to ride on
the back of higher public in-
vestment.”

After today’s meeting of the

- EAC, the finance minister, Mr

Yashwant Sinha, said there
was a consensus that the Cen-

' tral and state governments “sh-
i guld not allow the fiscal deficit

to go out of control and there-
fore fresh government expendi-
ture should be seen and judged
in this light,” implying that the
government should spend only
on productive and growth-ori-
ented projects.

The consensus among the

. economists on the Council was

to have public investment to “s-
timulate growth without in-
creasing the fiscal deficit.” In
essence, the EAC sought to
make private investment the
main vehicle for bringing ahent
an upturn in economic activity,
saying that the lack of imple-
mentation of reforms was hold-

to revam
y: panel

‘RSS WON'T STOP CRITICISING GOVT’
o g;/( 2 WM _

NEW DELH!, Sept. 10. — Mr Atal Behari Vajpayee's statement
that the Sangh Parivar’s criticism had caused harm to the gov-
ernment failed to have any impact on the RSS. It said taday
that it would speak out its mind irrespective of the consequen-
ces. The BJP refused to comment on this saying that it was self-
explanatory,

The RSS indicated that it would not tone down its criticism of
the NDA coalition for the sake of the government’s survival.

It denied that the Sangh Parivar was acling like an opposition
to the government.

“We are not going to bind ourseives by the constraints and
compulsions of coalitien politics,” the RSS spokesperson, Mr
MG Vaidya, told reporters. The RSS would express its views on
all important issues unequivocally. This was despite the fact
that the RSS understood the NDA's compulsions,

My Vaidya also said issues such as the construction of the Ram
temple in Ayodhya, scrapping of Article 370 in Jammu and
Kashmir, swadeshi and protection to cow were dear to the R3S
and it would never compromise on these, :

STATESMAN NEWS SERVICE

" In reply to a query on the RSS's probable role in the Uttar Pra-

desh Assembly elections, he said the organisation wouldn't

- send a directive to its cadre to work for any candidate. Howev-

er, there would be no objection if an individual politician per-
suaded the local RSS units to work for him, he added. -
The R3S spokesperson completely distanced himself from Mr
Vajpayee’s reported statement that most of the criticism
against the government came from the Sangh Parivar. The RSS
had never come cut with any statement against the govern-

. ment, he said. If the RSS’s affiliated organs like the Bharatiya

Mazdoor Sangh or the Swadeshi Jagran Manch said something
they were free to do so, he added.

' The Parivar was not like a family where one man would send

a direction and everyone would follow. All the affiliated wings
are independent like the BJP to take decisions on their own, Mr
Vaidya said.

ing it back. _

In his opening remarks, Mr
Vajpayee admitted that the cur-
rent economic slowdown was of
a “grave nature” and asked the
economists to suggest short-
and-long-term solutions to sev-
eral specific guestions.

The strong macroe economic in-
dicators such as foreign ex-
change reserves and. buffer
foodgrains stock “cannot hide
the deeper systemic maladies
in the Indian economy. Nor
should they cause complacency
over the grave nature of the
enrrent economic slowdown,”
he said.

The meeting with the EAC
{which comprises some of the

country’s leading economists,
including Dr IG Patel, Dr
Amaresh Bagchi and Dr Kirit
Parekh, among others), held af-
ter a gap of seven months, las-
ted nearly four hours.

The special invitees to the
meeting included the commerce
and industry minister, Mr
Murasoli Maran, the power
minister, Mr Suresh Prabhu,
the law minister, Mr Arun Jait-
ley, the disinvestment minis-
ter, Mr Arun Shourie, and the
highways minister, Maj Gen
{retd) BC Khanduri, hesides
the Planning Commission
deputy chairman, Mr KC Pant.
The RBI Governor, Dr Bimal
Jalan, was also present.
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By Sushma Ramachandran

NEW DELHI, SEPT. 9. In a mid-year review of the
economy, the Confedceration of [ndian Indus-
try (CIT) "has projected a 5.25 per cent growth
for the current fiscal. This is even lower than
the revised 5.6 per cent forccast made by the
National Council of Applied Economic Re-
search.

The farecast is made on the assumption
that industrial growth will remain around the
three-per cent mark during the year with ser-
vices estimated at 6.5 per cent and agricultural
output at a “healthy™ 5 per cent. Inn addition,
with half the year nearly over and fow reforms
having taken place, there.is little scope for a
pick-up during the rest of the vear, the ClI
notes.

Even if agriculture performs well, its effect
on industry through a demand pull is lagged
by four to six months. “Therefore, we don’t
expect a good monsoon-driven growth in the
seconddry sector tilf the winter harvest, after
January 2002."

The (1l also says the forecast can be proved
“delightfully wrong' if the Government refo-
cuses itself and puts all its energy in pushing

and implementing reforms.

Outlining the scenario, it describes the out-
ook for foreign investment as “grim’”’ during
2001-2. The data for April and May adds up to
$449 billion indicating that India may not get
more than $2.7 billion to $3 billion as FDL

During 2000-1, it managed to attract FIM
worth just $2.3 billion with even Vietnam ex-
pected 1o altract more. As for foreign institu-
rional investors (Fils), the net inflows
accounted for $2.16 billion in 2000-1 while in-
flows during April-May this year were $922
million,

This could increase in a hig way, the CII
savs, i the Government relaxes the 49 per cent
cap on foreign portfolio investment and frees
it up altogether.

On the fiscal outlook, the “State of the
Economy”, says the combined fiscal deficit of
the Centre and Stales is rapidly spinning out
of control. The Centre's deficit for 2000-1
overshot the target, and will probably be
around 5.2 10 5.3 per cent of the GDP the while
the States’ deficits aggregate five per cent.

Other “off balance sheet” items such as the
oil pool deficit

i icit, losses of State Electricity
Boards and public sector losi?ﬁé‘:by

C_'LEEE_D_'QT_S_G_R_'M_F UTURE FOR ECONOMY ..
/6 b

G 5\vth pegged at 5.25

P-C.

banks and institutions lift the total deficit to
over 11 per cent of the GIIP.

High forex reserves

On the plus side, there has been a steady
growth of foreign currency reserves, which
stood at $44.1 billion as on August 10. Regard-
ing interest rates, the CII does not expect any
hardening in the near future, and in fact ex-
pects them to gradually move southwards. In-
dia’s real interest rates are ameong the highest
in the world, one of the reasons being that
inflation has consistently been under the six
per cent mark,

On the need to revive the stock markets, the
CII recommends that instead of re-introduc-
ing badla in its old form. the Government
must quickly design a safe system for financ-
ing margin trading which should not have the
negative features of badla.

The Government should recognise that the
ban on badla and deferral systems, such as the
automalted lending and borrowing mecha-
nism at the National Stock Fxchdnge and the
borrowing and lending securities scheme at
the Bornbay Stock Exchange, have led to alig-

u1dn-y crisis and a huge fall in tra/di /g/volumei/
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Times News Network

NEW DELHL With ten weeks to
go for the Doha meeting of the
WTO trade ministers, India has
indicated that it will not oppose
the launch of a new round of
trade talks if the agenda is to i1s lik-
ing.

“Talking abouwt a round before
deciding on the agenda is akin to
putting the cart before the horse.”
commerce minister Murasoli
Maran told the informal meeting
of trade ministers from 17 coun-
tries held recently in Mexico City
ahead of Doha.

“Clearly, the primary issue is
not really as to whether there will
be a round or not, but the issuc
really relates to what is the agenda
which is acceptable to all the mem-

“India will not oppose, ;-
new round of trade talks

bers.” he said, according to an offi-
cial release issued on Wednesday
after the minister's return to the
Capital.

India. Maran said, wants the
Doha conference 1o take decistons
on “implementation concerns”
stemming  from the  previous
Uruguay round of trade talks;
make an assessment of  the
progress in ongoing negotiations in
arcas such as agriculture, services
and trade related intelleciual
property rights (TRIPs); and give
policy direction on these negotia-
tions.

In so far as anv new issues arc
concerned, nothing should be
included in the ncgotiating agenda
of the WTO unless there is an
“cxplicit” consensus among the
member- countries and the imple-

b

mentation concerns arising out of
the non-fultilment of the promises
made in the last round are
addressed upfront before Doha.

Maran also articulated India’s
position m a number of kcy arcas
including on investment, trade
facilitation, environment and gov-
ernment procurement, making it
clear that India did not favour
tuture WTO negotiations in these
dICus.

With regard to the ongoing
negotiations for liberalisation of
world trade in agriculture, Maran
said India had two objectives:
removal of subsidics being doled
out by major farm goods export-
ing countries and retaining devel-
oping countries policy flexibility
for supporting #gricultural devel-
opment.

L2 L
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" NEW ATTEMPT TO KICK-START ECONOMY

Cabinet panel on economic
Qr,gﬁj? strategy to be set up ,,

By Alok Mukherjee & P.K. Bhardwaj

NEW DELHI, SEPT. 4. Socn after sending a strong signal
through the Cabinet reshuffle exercise that economic
reforms were the top priority of the NDA Govern-
ment, the Prime Minister, My, Atal Behari Vajpavee,
today decided to sctup a Cabinet Committee on Eco-
nomic Strategy with the idea of providing stimuius to
the economy which is witnessing a slowdown. [t was
also decided to set up a Group of Ministers to wark
out reforms in labour laws,

These were among the major decisions which
emerged after a marathon meeting the Prime Minis-
ter had today with his Ministerial colleagues heading
economic Ministries to find out ways to kick-start the
economy. The Union Home Minister, Mr LK. Advani,
was however a special invitee and from among the
officials, the Reserve Bank Governor, Dr, Bimal jalan,
was present. But the Union Ministers, Mr. Ram Vilas
Paswan and Mr. Sharad Yadav, were not associated

with thig-meeting.
'l'be{[;urs for the Cabinet Committee on Econom-

<

ic Strategy would be provided by the Cabinetl Secre-
tary who will hold extensive consultatjons with
individual Ministries Lo accelerate implementation of
identified projects of various Ministries. This would
be followed by the Finance Ministry and the Planning
Commission taking steps for secking approval of the
expenditure involved in these projects.

The Cabinet Secretary has also been asked to hold
discussions with the identified Ministries which fig-
ure in the reparts of the Expenditure Reforms Com-
mission se  that the issue of downsizing of
Government staff is settled once and for all. The
Prime Minister will follow up the matter with individ-
ual Ministers subsequently, for a final decision.

Briefing presspersons after the meeting, the Fi-
nance Minister, Mr. Yashwant Sinha, said the focus of
the meeting was 1o kick-start the economy with an
envisaged spending of Rs, 75,000 ¢rores. The focus of
the spending would be the rural economy and the
infrastructiure sectors, he added. More such meetings
had been planned in the future, Mr. Sinha said.

See also Page 13
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++»** ECONOMIC STOCK-TAKING

[T 158 NOT at ail surprising that the Reserve Bank
of India should be decidedly pessimistic on the
near-term macre-economic owtlook even as i re-
mains guarded over the medium term. T its re-
centlv-released  annual  report. which s
cssentialiv an crunomic stock-taking exercise,
the central bank has revised the prospects for
cconarmic growth downw avds for the second half
of the vear 2001-2002. In its monelary and credit
policy statement of April. the RBI had projected a
growth rate of 6 1o 6.5 per cent. That was based
on the assumptions of 2 satsfaclorny monspon
and the possibility of an indusirial recovery due-
ing the second half of the vear. While the mon-
soon has nol  disappointed,  the  industrial
recovery is elusive. All the usual indicators of in-
dustrial activity and business confidence suggest
onty a modest revival fater in the year. One key
indicator of industrial activity closely monitored
by the RBI, the credit offtake. savs it ali. the latest
figures show that non-food credit has so far
grown by an historically low Rs. 1,715 crores or
0.1 per cent, well below the 3.5 per cent growth
recorded during the same time last vear.

A sharp reversal in the current mdusieal
trends is necessary {or the cconomy te achieve a
growth rate of G per cent and ahinve. What clouds
the demestic outlook further is thal there is a
perceptible slowdown worldwide and India’s
linkages with the developoed ceonoinies are grow-
ing stronger by the day. 'he RBI expects the LS.
economy 1o show signs of recovery only from the
beginning of the caleadar year 2002,

Striking a positive note, however, the RBI
feels that the impact of the US. slowdown on
India's merchandise and software exports will be
moderate while {oreign direct investment flows
will remain largely unaffected. Domestic intla-
tion levels are comiortable even though a contin-
uous vigilance on the price front is necessary, On
the external cconomy. the management of which

A
has been a bright spot, the RBI cites seveﬁ&ey

indicators to justifv its confidence. External re-
serves have exceeded § 44 billions reflecting the
improvement in merchandise trade account as
well as the stability of the net capitat flows. The
current account deficit is expected to be well be-
low 2 per cent even if oil imports go up sub-
stantiadly in the wake of an industrial iccovery.
forcign direct investment inflows at $608 mil-
lions have been marginally lower than last year
while  Toreign institutional  investors  have
pumped in more on a comparable basis. Even
with all those positives it remains to be seen
whether the RBI is being overly optimistic. As the
recent rating downgrades indicate, outside per-
ceptions of the cconomy can change for the
waorse rather abruptly.

Omn the two crucial arcas of interest rates and
fiscal consolidation the RBI has not departed
lrom its well-laid-out stance. There is a relter-
ation of its bias in favour of lower interest rates,
although a lasting impact can he had only
ihrough financial sector reform. Surprisingly, the
RBI has made only a cursory reference ta the
currentt raging problems afflicting the publicly
owned financial institutions. Fiscal adjustments,
according to the central bank, ought not to be
merely  through  expenditure  reduction  but
rhrough a conscious strategy of revenue maximi-
sation involving both tax and non-tax coflections,
Even in its prescription for growth, the central
bank has not said anything new. It calls [or in-
creased investment in agriculture and infrastruc-
ture and tor a far greater thrust by the public
sector enterprises. The last point arises out of the
realisation that the present slowdown is directly
atuributable to the private sector’s inability to
step up investment in a situation where the pub-
lic sector investment is deceleraring. Neither the
diagnoses nor the prescriptions might be origi-
nal. But coming from the RBI, they will be heeded
with all the seriousness they deserve,

THE HINDU
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14~point reform agendaunvelledEE NDOC conference

"PMto convene all-party meet |

STATESMAN NEWS SEFIVICE

NEW DELHI, Sept. 1. — In-
dia’s top politicians might just
have learnt their lesson. They
should not mix up politics and
governance. Mr Atal Behari
Vajpayee had said political
parties upposition to relorms
while in Oppesition and sup-
port for the same reforms
when in power, must end.
Embeldened by the chief min-
isters’ response to this, today
he announced he would con-
vene an all-party meeting
soon to strengthen the consen-
sus on economic reforms.

The Centre and states would
together strive to achieve eight
per cent growth in the Tenth
plan, the Prime Minister said.
He unveiled a 14-point reform
agenda that would give the
topmaost priovity W reversing
the economic slowdown.

At the I\gltmn Develop-
ment Council meeting, Mr
Vajpayee went “one step fur-
ther”. He said he wanted to
hold two-day meetings with
the chief ministers periodical-
ly. On the first day, they
would listen to the experts, “p-
ersons who are leading India
towards the future”, The sec-
ond day, “we would spend it
—_
| B Other reports
on page 13 |

together, without aides and
without any formal agenda”,
Mr Vajpayee said. But there
were no suggestions on what
inspired the PM to have a
meeting - probably in a resort
in Nandi Hills in Karnataka —
without an agenda and keep-
ing the bureaucracy out.
Incidentally, this was how
Mr Vajpayeeq meetlng with

General Pervez Musharraf
had gone. One-on-one and
without an agenda. The re-
sults, however, weren't as en-
couraging as Mr Vajpayce ex-
pects this time.

If one were to go by the Prime
Minister’s statement at the
meeting, he expects a lov frem
the chief ministers, Ard he has
promised to keep up to their
expectations. Just as people
have expectations from their
respective governments. “The
people expect us to act— expect
me to act and they expect you
{chief ministers! to act. They
expect us to take such necessa-
ry decisions that will infuse
confidence and impart a new
momentumn to the economy,”
he said. Many of these deci-
sions will be difficult as there's
“no quick solution™ to the

N See PM: page 10
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™ (Continued from page 1) [7/\, l
economic'problems. “We must... accept this challenge,” Mr
Vajpayee 3aid. “We can’t be complacent. Nor can we afford
to make promises we know we cannot fulfil without taking
. correct decisions, be they for the moment unpopular.”
“Our citizens will support us if we explain what the
* gituation is and how our decisions, while sometimes causing
temporary hardships, will ultimately benefit all,” he said.

Weak finances of Centre and states, downsizing, power,
labour and financial reforms would get urgent attention
besides recovery of agricvltural, industrial and services
sectors, Mr Vajpayee said. The Tenth Plan would focus on

“good governance” and the poor.
. Going by the chief ministers’ response at the meeting,

political parties may now begin to see the benefits of
exercising restraint. “We have clearly demonstrated that
political differences should not, and will not, stand in the
way of deciding what is right for achieving faster growth
and all-round development,” Mr Vajpayee appealed to the
chief ministers in his concluding remarks.

“If you agree, I would like to urge that we adoept one rule
of self-restraint: That nohe of us will block some other
government from doing what he is himself' doing in his own
government. And that he will strive to ensure that his
party will not block that government either”.

: PM: Focus on good governance

o O L0 © LCelLL Quo ©

o

Drastic pruning of unproductive and
unnecessary expenditure.

Downsizing Government

Reductien in non-merit subsidies
Reorienting Strategy to raise food
praductinn

Reforming and rejuvenating power secter
Lahour refarms o pricrity basis
Speeding up reforms in the financial sector
Measures to increase FOI ard FH
investment

Elimination of harassment, carruption
and red-tapism

Removal of deficiencies in judicial system
Long-term strategies to contral drought
ang floods

Need to redouble efforts to control
populatian growth

More devolution of powers to
Panchayati Raj

Need te give ecangmic refarms a strang
pro-poor fecus
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NDC NOD FOR 10TH PLAN PAPER

PM plans Davos-type
oo retreat W|th C

By Alok Mukherjee

NEW DELHI, SEPT. 1. The National Development Coun-
cil today unanimously approved the draft approach
paper to the Tenth Five Year Plan which envisages a
eight per cent annual growth in the nexi five years. It
was also decided that the Prime Minister and all the
Chief Ministers would have a Davos-tvpe informai
retreat to mull over the future of economic reforms.
The two-day conclave will be held sometime in late
October atin the idyllic surroundings of Nandi Hills,
Karnataka.

After the meeting, the Prime Minister, Mr. Atal Be-
hari Vajpayee, proposed that a very significant provi-
sion of self-restraint be adopted. The formulation, as
read out by Mr. Vajpayee, read; “None of us will block
some other Government from doing what he is him-
self doing in his own Government, And that he will
strive to ensure that his party will not block that Gov-
ernment either.” This proposal was carried without
any dissent from the Chief Ministers, who were pre-
sent in good number. The Tamil Nadu Chief Minister,
Ms. Jayalalithaa, was absent, and the Education Min-
ister, Mr. M. Thambi Durai, represented the State.

The Prime Minister also made it clear that the in-
formal conclave would have no formal agenda and
thar the two days would be spent, without aides, just
to exchange views and devise solutions for the com-
mon problems. Separately, he committed himself to
convening a meeting of leaders of all political parties
1o work ouf a consensus on reforms, and that the
labour and power sector reforms would be on the
agenda. However, the West Bengal Chief Minister, Mr.
Buddhadeb Bhatiacharjee, tried to put land reforms
and contirtuation of the public distribution svstem as
top priority items and only received an assurance
from the Prime Minister that his point had been rec-
orded.

Mr. Vajpavee took note of the point made by several
States that the farmers required protection, partic-
ularly atter the World Trade QOrganisation agreement.
Some meetings in this regard had been held, he said
and promised that protection for farmers would be
worked out. He also stressed the need to ensure that

%e huge food stocks were used to provide nutrition.

e demand for greater decentralisation of powers (o

NEW DELHI, SEPT. 1. The fol]owmg are the hlghhghts
of the reforms agenda laid down by the Prime Min-
ister at the NDC meeting here today..

Drastic pruning of unproductive expenditure, (
Downsizing Government. l
Reduction in non-merit subsidies.
Re-orienting strategy to raise food production. l
Reforming and rejuvenaiing the power sector.
Labour reforms on priority basis. ’
Speeding up reforms in the financial sector.
Measures to increase FIDM and FF1 investment, ‘
Elimination of corruption and red-tapism. ’
Removal of deficiencies in the judicial system.
Long-term strategy to control drought, floods. 1
Need to redouble efforts to control papulation.
More devolution of powers to Panchayati Raj). I
Need to give reforms a pro-poor focus. — PTI
-

L

and for greater devolution of financial and adminis-
trative powers to Panchayati Raj institutions was also
incorporated in the final suraming up.

While Mr. Vajpayee called for difficult decisions,
both by the Centre and the States, the States wanted
that there should be a sense of urgency to modify the
Gadgil-Mukherjee formula governing the devolurion
of funds from the Centre.

Special category States, on the other hand, wel-
comed the increase in their ranks but wanted the total
kitty for such States, currently 30 per cent of the deve-
lutions, to be increased to 40 per cent,

Some other States demanded a moratorivm on re-
payment of loans to the Centre and public financial
institutions, at least for five years. Another demand
was for a freeze on payment of dearness allowance
while some States wanted the Centre to take the lead
in downsizing Government staff,

Tammil Nadu made a special mention, calling for the
intervention of the Prime Minister to ensure early
rclease of Cauvery waters by Karnataka as otherwise
the crop would wither away ‘and could lead 10 starva-
tion deaths.

PM for economic revival: Pages/
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By Mahesh Vijapurkar

MUMBAI, AUG, 31. Setting the targer of Rs. 2.40 per
KwHr as the taritf for power from Enron-sponsored
BDubhol Power Company. the Madhav Godbole Re-
negotiation Committee has suggested that the value
of the equity which Enron now wants to sell to exit
from the project be pared down by 75 per cent. If
Enron agrees to this cut, the commictee argues iniis
interim report on the renegotiation today, that the
project will become viable in the context of the lower
required 1ariff of power.

Once the project is re-engineered on this Iine, the
panel contends, then three-fourths of the equity
should be picked up by the NTPC or any other
buyers and the other quarrer assigried to the Mah-
arashtra State Elecoicity Board (MSEB). At that time,
the MSER's stike in the project would come down
from the preseni 30 per cent 1o 25 per cent but to buy
this, the Government of India would need to provi-
sion an interest-free long-term loan of Rs. 2,500
crores. Mr, Godhole's report was handed over today
to the Chicf Minister. Mr, Vilasrao Deshinukh.

Independent of this suggestion, itis learnt that the
MSLB has heen willing o have i1s current 30 per
stake, which ar face value is around Rs. 830 croves,
confiscated by the Indian finencial institutions
which have exposures to the project to the extent of
Rs. 5.5 crores plus guarantees o the lendings of
foreign entities bur the Fls, more keen on having a
completed project to hawk to buyers, has not shown
any interest in this offer, The IDBI-led domesltic Fls

/ Let Enron:c/;lt equity value A
by 75 per cent: panel ',

have been asked tn find a way out hy‘ (hc {.emre.

The panel told the Maharashira Government that
the bid at re-working the deal with the DIPC failed
mainly because the Enron/DPC was willing to go
down in the twriff only by 56 paise per unit en its
current price which was abnormaily high and un-
affordable. This cut was valid only if the off-take was
at 90 per cent of the total capacity of both phases
while the MSEB can cope with only 30 per cent.

The panel's other suggestion is that the Gas Au-
thority of India be asked to buy the $ 800 million
LNG regasification unit — Enran is willing to hive it
off, sources say — again 1o cut the impact of the
capital costs on the price of the power sold by the
DPC.

Anxious Indian tls have shown willingness to
what sopurces describe as “substantial cut in the in-
terest rates” from the cerrent 16.3 per cent per an-
num charged un the lendings to the DPC. The DPC
itselt has not been on record willing to accept such a
possibility.

Today's repart by the Godbole panel is wore or
less an extension of part ane of the earlier report
which had set the road map on renegatiations which
it was itself asked to pursue by the Maharashtra Gov-
ermmnent. The earlicr report has been described by
Enron as “a non-starter’” hul the panel has relent-
lessly pushed its point of view. This report, if nothing
else, is a kind of document which would continue to
be @ basis for any future negotiations between any
entities. )
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Industrial

slowdown

n

L M"‘ e

worries RBI

HT Correspondent
Mumbai, August 28

THE NOT-SO-GOQD performance
of the industrial sector continues
to haunt the country’s Central
Bank which has projected a
growth rate hetween 6 to 6.5 per
cent for current fiscal.

The assumption was based on
the likely favourable state of the
monsoon and the possibility of
industrial recovery in the second
half of the year.

The real GDP growth was esti-
mated at 5.2 per cent in 2000-01
against 6.4 in 1299-2000 and 6.8 in
1998-99,

In its annual report for 2000-01
released today, the RBI said
that the industrial outlook con-
tinued to ‘be uncertain and a
cause for concern. “The realisa-
tion of the growth rate is depen-
dent on a reversal in industrial
trends during the post-monsoon
period.”

According to the RBI, more
recent estimates of the perfor-
mance of the monsoon and the
area coverage under major crops
indicate that foodgrain output
could be arcund 209 million
tonnes in 2001-02 against the pro-
jected 212 million tonnes.

“Leading indicators of indus-
trial activiry and business confi-
dence suggest the prospects of a
modest revival of the industrial
sector only in the second half of
the vear™ says RBIL

The report further adds: “A crit-
ical consideration would be the
performance of the services sec-
tor.” The growth in industrial pro-
duction fell sharply to 2.1 per cent

in the first three months (April-
June) of 200102 from 6.1 per cent
in the corresponding period of the
previous year

“This mirrored the stowdown
in manufacturing and electricity
generation. The capital goods pro-
duction index recorded an
absociute decline while basic and
intermediate goods production
indices decelerated. The slow-
down spread to the consumer seg-
ment in which the growth rate of
4.3 per cent almost halved from
that of 8.6 per cent in April-June
2000.” the RBI report says.

The non-food credit growth too
decelerated in the first quarter as
industrial activity slowed down.
The resources flow to the com-
mercial sector at Rs 16, 263 crore
during the first quarter of 200102
was much lower than that of Rs
38,031 crore in the corresponding
period of 2000-01.

According to the RBI, the
growth prospects for 2001-02 will
depend to a certain extent on glob-
al developments and the bottom-
ing out of the current slowdown
in workd output, trade and inter-
national capital flows.

“It is now expected that the
recovery of the US economy
might be visible only towards the
beginning of 2002 with the turn-
around starting possibly towards
the close of 2001," it says.

The fiscal deficit of the Centre
is budgeted at 4.7 per cent of GDP
and over three-fourth of the Cen-
tre’s net borrowing requirement
has already been completed,
states report.

Related reports on Pailyf
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RBI seeks to glve eco M

boost, softens interest ﬂi}*afes

Times News Network
MUMBAI The Reserve Bank of India on
Monday announced a series of monetary
measures which signalled a further softening
of interest rates, both for deposit as well as
lending rates.

It cut the bank rate by 30 basis points to
6.5 per cent and reduced the cash reserve
ratio—the cash that banks maintain as
a percentage over their net demand

and time deposits with the RBI~by /74" e &

200 basis points to 5.5 per cent,

The bank rate cut at the revised
level is the lowest since May 1973,
The RBI also increased the interest
it pays to banks on CRR
balances from six to 6.5

per cent.
“Banks’ incomes on
account of the hike in

Novernber 23, and 25 basis points, effective
from December 29, he said.

However, the RBI said, banks would now
have to maintain the CRR on all liabilities,
except inter-bank borrowings.

While the new bank rate will come. into
force from Tuesday, the revised interest

applicable on CRR balances will become
effective from the fortnight beginning
November 3.

Despite the global uncertainties,
¢ the RBI has projected a five to six
per cent growth rate for the year
2000-2001. The inflation outlook for
" the year is expected to be comfort-
able, with agricuitural

growth expected to be

BANKING ON REV’SIOH significantly higher than

» RBI cuts bank rates by 50 basis
points to 6.5 per cent

the previous year. The
inflation rate, at 3.2 per

CRR interest rates will
come up to Rs 1,000

» Revises CRR by 200 basis points to
5.5 per cent in two phases

cent, was much lower
when compared to 7.4
per cent a year ago, Mr

crore,” RBI governor
Bimal Jalan said at a press
conference shortly after
announcing the six-month
{September 2001-March

» RBI ups interest rate on CRR
balances to 6.5 per cent

» CER measures will infuse Rs 9,000
crore in liquidity into banking

Jalan said.

On the recent reports
of cooperative banks
turning sick, Mr Jalan
said the RBI was examin-

2002) mid-term review of
monetary and credit policy to bankers.

“The CRR cut will infuse another Rs 8,000
crore into the banking system,” Mr Jalan
said. The cut would be introduced in two
phases of 175 basis points, starting from

ing various options, including increasing the
insurance cover of depositors from the pres-
ent Rs 1 lakh limit.

P Bankers' reactions on RBI's mii-term
measures, Page 15
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~\YNexus under

p obe, says Si nha

STATESMAN NEWS SERVICE

NEW DELHI, Aug. 21. - The
Centre has ordered an inde-
pendent inquiry inte UTT’s func-
tioning during the past 10 years,
with special emphasis on the al-
leged nexus between the mutual
find and a Mumbai-based in-
dustrial house, Mr Yashwant Si-
nha teld the Lok Sabha teday.
In the Rajya Sabha, Mr Kapil
Sibal (Congress) moved a privi-
lege notice against Mr Sinha.
The RBI deputy-governor, Mr
35 Tarapore, will head the
three-member inquiry commit-
tec. The former CBI chief, Mr
RK Raghavan, too is on the
panel, that will submit its report
within three months.

Mr Sinha's announcement
came in response to the former
Prime Minister, Mr Chandra
Shekhar’s demand for a detailed
inquiry into “the nexus between
UTT and the Mumbai-based in-
dustrial house”.

Mr Shekhar had threatened to
release documents on this indus-
trial house if the government
failed to respond. “Wherever 1
go, people ask me why doesn't
Parliament discuss this alleged
nexus...”. He said he had written
to the Prime Minister express-
ing concern but had not received
a reply.

He referred to a report in press
that Mr Atal Behari Vajpayee
had ordered a CBI probe against

the business/house on the basis
of some plaints. “Well today

if it's UTI, who knows tomorrow
it eculd be IDBI, ICICT”, he said.

Assuring “proper action’”, Mr Si-
nha said “the government
wouldn't come under the pres-
sure of any husiness house. The
truth will come out”.

Mr Vajpayee had asked Mr Si-
nha to announce the govern-
ment’s plan of action against the
business house allegedly in-
volved in the UTT scam, officials
said,

In the recent Parliament
debate on the UTI scam, the
government had taken re-
course to charges raised in The
Statesman by a Swadeshi Ja-
garan Manch member, Mr 8
Gurumurthy, alleging that
UTT's problems dated back to a
“fraudulent investment™ in
1994, specifically a two-tranche
investment of Rs 1,073 crore in
the equity of Reliance Indus-
tries (The Way The Crores Fly -
30 July ,2001).

Mr Sinha had absolved himself
of knowledge of the day-to-day
funetioning of UTI by saying
that even the then finance minis-
ter, Dr Manmohan Singh, would
not have been aware of UTT’s de-
cision to buy 2.75 crore shares of
Reliance Industries Ltd. at the
“average extortionate price of Rs
389 per share” in 1994,

The matter was raised during
the Lok Sabha discussion by the
BSP member, Mr Rashid Alvi,
who alleged that the Ambanis,
who own the Reliance group,
had “manipulated” UTI shares

in the run-up to the UTT crisis.
Reliance Industries spokesmen

denied the charges, in a rejoin-

der also carried by this newspa-
er.

pIn the Rajya Sabha, Mr Kapil

Sibal moved a privilege notice

against Mr Sinha on the issue. |

The finance minister said Mr Si-
bal was “flogging a dead horse
only to get media attention”.

Mr Sibal said Mr Sinha had
misled the Rajya Sabha by say-

ing that the UTT had kept him in .

the dark on its investment deci-
sions.

The UTI ex-chairman, Mr PS
Subramaniam, had claimed in

hig bail application before a -

Mumbai court that the UTT had
nformed Mr Sinha of the trouble
the mutual fund was facing.

"Queting a report from business
daily and portions from a certi-

fied copy of Mr Subramaniam’s .

bail application, Mr
said the UTI ex-chief had subm-
itted before the court that he had
contacted Mr Sinha frequently.
The Rajva Sabha chairman, Mr
Krishan Kant, said he would
consider the notice and if admit-
ted, move it to the Lok Sabha.
There was commotion in the
House as the Treasury Benches
opposed Mr Sibal reading out
from the text of the notice. Mr
Sibal said he was reading out
the text to state the reasons for
his moving a privilege notice.
The Congress leader read out
portions of Mr Subramaniam’s
application. /
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~Basmati patent
not to ha}rls’ ’

Indian farmers’
STATESMAN NEWS SERVICE

+F (\
NEW DELHI, Aug. 21. - The ,
Centre today said steps would
be taken to protect the inter- |
ests of farmers amid reports
that an American firm had
won the patent righ{ for a “su-
perior strain” Basmati rice. Mr |
Prampd Mahajan said the min-
ister of commerce would give a
statement on the issue in the
House tomorrow. Q0w a8 e
It has been reported e
Texas-based RiceTec Inc. had

won the patent right case ona .

“superior strain” of Basmati
rice in the United States Pat-
ent and Trademark Office
(USPTQ). It's feared that the
development could have an ad-
verse bearing on the export of
Indian Basmati rice. The re- -
port also talks of the govern-
ment appealing against the °
verdict. )
Heated debate on the issue .
disrupled proceedings in both
Houses of Parliament teday. .

The Samajwadi Party mem-

bers stalled the proceedings in
the Lok Sabha over the govern-
ment’s inability to resist the
Basmati patent to RiceTec.
They treoped into the Well of
the House and raised slogans
against the government's “an-
ti-farmers policy”.

The Samajwadi leaders felt
the issue would adversely

¥ Sece BASMATIL: page 8/
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éASMATI ;
C:oZ]:tinued from p.Ee 1)

affe‘a\ Indian I.'lm and
charged the povernmépt with .
bungling the issue. The Speaker '
adjourned the House till 2 p.m.

Samajwadi Party members
raised the issue immediately
after’ the House resnmed pro-
ceedings. They rushed into the
well and raised slogans. The
former Prime Minister, Mr
‘Chandra Shekhar, said the -
Centre should respond soon. At
this point, Mr Mahajan said he
shared the feelings of the
agitated members.

In the Rajya Sabha, the issue
was raised during question hour !
as a supplementary to a main ;
question on riceexport to Bangl-
adesh. Congress members dem- .
anded a statement from the gov-
ernment on the implications of
~ the case. The chalrman, Mr

Krishan Kant, directed the mini- |
ster of state for commerce to ,
larify the government’s stand.

A



~ Public faith in UTI
“&E not eroded: Sinha

J

ur Staff Correspondent

DEHRA DUN, AUG. 4. The Union Fi-
nance Minister, Mr. Yashwant

" Sinha, today called for transpar-

ency and-greater understanding

i by Parliamentarians before get-

ting carried away by emotional or
political considerations. He was
responding 10 a query on the re-
ported demand for his resignation

- by the former Union Finance Min-

ister, Dr. Manmohan Singh, who

- on the UTI muddle had said that

“he (Sinha) had slept like the king
of Rome while it burnt.”

Mr. Sinha said that what was
important was that public faith in
UT1 had not eroded. This was in-

| dicated by the absence of large-

scale withdrawals by the public, *'1
will not resign. Perhaps Mr. Singh
will recall that he too did not re-
sign although his period as Fi-
nance Minister {1991-96) saw
some of the bipgest scams. Even
now, I do not believe that Mr.
Singh would cast such an asper-
sion. My Government has decided
to retain me, and I will abide by
the wishes of the Prime Minister,”
he said.

The JPC would go intm all rele-
vant aspects of the UTI imbroglio
and the new UTI chief was effi-
cient, he said. The others roped in
to investigate the issue were all
competent and known investiga-
tors, and he described the “shout-
ing” atlitude being adopted by
certain Opposition groups as ‘dra-
ma’.

Mr. Sinha, who was here to lay
the foundation stones for various
Income Tax Depariment offices,
assured the Uitaranchal Chief
Minister, Mr. Nityanand Swami, of
collateral and mwldlateral :.ssist-
ance for all need-based projects —
the power sector being one of
them. Describing his task as a
challenge, Mr. Sinha said the sec-
ond stage of economic reforms
needed to be debated and made
acceptable to the public, before
the relevant laws were modified.

Mr. Nitvanand Swami thanked
Mr. Sinha for accepting all his de-
mands. ©“ We will route our de-
mands soon through the Planning
Commission and hope to get the
required funds immediately”, he

said.
e

o



o /Sﬁj?,ks scam JPC to probe issue. NDA code

~Govt off

of ethics
runs into
trouble

u ' l h oo k ~ STATESMAN NEWS SERVICE

as 0
relents

STATESMAN NEWS SERVICE

NEW DELHI, Aug. 3. — The
Centre was today let off the
hook on the UTI issue, thanks
to the Opposition's softening of
stand on JPC probe.

At an all-party meeting con-
vened by the Speaker, the Con-
gress and CPL-M, two major
Opposition parties in the Lok
Sabha, didn't press for what
they vociferously demanded in

- viy G

of the leaders of various parties
today to discuss the matters re-

lating to UTT. The chairman of

the JPC on stock market scam
wag also present. After hearing
views of all parties and the JPC
chairman's statement, all issues
relating to UTI, including the is-
sues discussed in the House,
will be considered by the JPC”
This means the government
will have a long respite because
the UTT issue will not be raised

the House ves- in Parliament
terday: a new VY TRY NN ]I V.V R til] the JPC co-
JPC 1o probe

the UTI affairs.
Instead, they
agreed to Mr
GMC Balayo-
gi's advice to let
the JPC-on the
stock market
gcarmn probe the
UTT issue as
well. There will
be no amend-
ment to JPC’s
terms of refer-
ence.
Interestingly,
there is no spe-
cific mention of
the UTI in the
terms of refer-
ence which

says: “To go in- .

ta the irregular-
ities and ma-
nipulations in

- edition of The Statesman.

NEW DELHI, Aug. 3. — The
Sebi chief, Mr DR Mehta,
today said he didn't know the
promoters of Cyberspace In-)
fosys Ltd and that he hadn’t
spoken to anyone to clear
UTl's private placement of
shares in the company.

Mr Mehta was reacting to the
report “Sebi chief under scan-.
ner”, published in yesterday’s

He said the UTI is not regis-
tered with the Sebi and US-64
is not covered under volun-
tary arrangements. Neither is
the UTT chairman appointed
or approved by Sebi. He
denied he had helped broker
Mr Rakesh Mehta. — SNS

® Editoriak Laws of
motion, page6 .

mpletes its job.
But why did

the Congress
not press for a -

new JPC or at

least an amen-
dment to the .
present panel’s

terms of refe-

rence? The par- .

ty didn't have a
convineing an-

i swer. Its spo-
kesman, Mr S ;
Jaipal Reddy, .
said the JPC:

would probe all
issues relating

to the UTI that |

were raised by

, the Opposition |
.. in the Lok Sab-

ha yesterday.
And that would
include charg-

all their ramifications, in all
transactions, including insider
trading, relating to shares and
- other financial instruments and
the role of banks, brokers, pro-
moters, stock exchanges, finan-
cial institutions, corporate enti-
ties and regulatory authorities™

Leaders of the NDA and Op-
position met informally before
the Speaker’s meeting,

Mr Balayogi later told the Lok
Sabha: “I had called a meeting

s levelled againat the PMO.

The CPI-M too was shy of ex-
plaining why it didn't press for -
amending the terms of refer- .
ence of the present JPC. Mr '
Somnath Chatterjee said it

could be because the Opposi-
tion was not united.

Mr Chatterjee fumbled when
agked if the CPI-M was

NEW DELHI, Aug. 3. — The
- NDA’s code of ethirs has run
into troubie even before it has
taken off.
_ Some of the partners bave op-
. posed it on the ground that this
could be the BJP’s attempt to
throttle opposition within the

" alliance even when the
leadership takes a wrong
stand.

The Shiv Sena and the Jana-
ta Dal-U  have openly
expressed their unhappiness.
The second largest party in the
alliance, Telugu Desam Party,
too is reportedly opposed to the
move.

Sensing widespread discon-
tent over the issue, the BJP to-
day sought to tone down its
stand.

The party spokesman, Mr VK
Malhotra, said the proposal for
a code of ethics came from the
allies and they would have the
final say in the matter.

The BJP has only one repre-
sentative in the four-member
committee that will frame the
- code.

The general mood at the re-
cent National Democratic
, Alliance meeting was that
there should be some basic
minimum norms to guide the
alliance partners, Mr Malhotra
said.

Most of the leaders reportedly
felt that the partners should
- not criticise the Cabinet’s deci-
sion.

However, there are some gen-
uine grievances among the al-
lies that they are not being
consulted on many issues and
hence they should not be asked
to remain silent,

For example, the allies were
not consulted when Mr LK Ad-
vani anncunced induction of
the Asom Gana Parishad inte
~the National Democratic
* Alliance. :

Some NDA managers said
that the code was needed to re-
strain a few leaders who were
acting on their own. The list in-
cludes Mr Sanjay Nirupam
{(Shiv Sena}, Mr Prabhunath
Singh (Samata Party], Mr iJe-
: vendra Prasad Yadav (JD-1,
. Mr  Sudip Bandopadhyay
* (Trinamul}) and Mr Yerran

considering resigning en ma? Naidu (TDP). Of them. at least

B See UTI: page 8

" three are minjsterial aspir-

P

~

(Continued from page 1)

to protest against the UTI
bungling which, it clal_mgd,
affected abont twenty million
small investors.

There is a big question mark
over the consensus on JPC pr_oble
since some MPs wondered if it
was done under the influence of
a Mumbai-based corperate
house. When asked if the change

. in the Congress’ stand was the

{ result of the ififluence exercised
by the corporate house, Mr

" Reddy was slightly taken aback
before saying: “How can 1 reply
to this question?”

For the record though, he stuck
to his party’s demand of Mr

! Yashwant Sinha's resignation.
. “Tt could be that the Prime Min-
. ister and the finance minister

T TELT

% f,\% UTI: : J\ %in police custody till 7 August.

are blackmailing each other an
the Prime Minister just can’t
igsue marching orders to Mr
Sinha since the latter knows
many things about the PMO.”
Bail pleas rejected: The
special CBI judge, Mr SE Meh-
ra, today rejected the bail pleas
of the former UTI chief, Mr PS
Subramanyam, executive direc-
tors Mr SK Basu and Mr MM
Kapoor, general manager Mr
Prema Madhuprasad and stock-
broker Mr Rakesh Mehta in the
Rs 32,8 crore Cyberspace
Infosys private placement scam
case, SNS adds from Mumbai.
All of them have been remanded
in judicial custody Hll 7 August.
Mr Arvind Johari, Cyberspace
promoter, has been remanded

e TR S T AT DR E R

i E rrooTonE

The CBI has alleged that Mr
Johari had induced UTL offic-
ials through Mr Rakesh Mehta
to buy 3,45,000 shares of Cy-
berspace at an exarhitant price.
Last week, Mr Mehra had
rejected the bail pleas, of Mr
Subramanyam, and three
others, and extended their
police custody till 3 August. The
judge asked the CBI to come out
with a white paper on the issue.
Media rapped: Mr Mehra
today asked scribes to follow
certain guidelines while repor-
ting court proceedings in the
UTI case. Discussions hetween
the judge, lawyers, police, gov-
ernment officials in the open
court didn't form part of the
judicial proceedings and hence
must not be published, he sal/d.
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ailout fund for

UTI “fall

G

Calcutta, Aug. 2: Yashwant
Sinha may have lost his trust in
former Unit Trust chairman P.S.
Subramanyam. Not so his old col-
leagues.

UTT’s officers have started a
fund to pay for the legal expenses
of Subramanyam as well as sus-
pended executive directors M.M.
Kapur and S.K. Basu. All three
are in CBI custody. Their case will
come up for hearing tomorrow.

A large section of the staff ap-
pears keen to contribute to the
fund — that could raise as much
as Rs 18 lakh --- mainly because
they are convinced that the gov-
ernment has made a convenient
scapegoat of the three.

Even today finance minister
Yashwant Sinha laid the blame
squarely at the door of the Unit
Trust top brass while absolving
himself and his ministry.

He ruled out a joint parliamen-
tary committee probe into the
muddle and said he would not re-
sign. “The issue is not going to be
resolved only because Yashwant
Sinha resigns,” he told the Rajya
Sabha. (See Page 6)

The decision to raise money

for Subramanyam and Co. was
taken at a meeting of the UTI
top brass in New Delhi on Satur-
day. Four executive directors
started the fund by contributing
Rs 5,000 each. Senior officers are
likely to chip in with Rs 5,000
each, while junior officers will
{ contribute Rs 1,000 each.
‘ “But there's nothing hard
- and fast about it. The whole thing
is optional and flexible, These
figures are some Kkind of
benchmarks to go by,” a UTI offi-
cer said.

BY ANIEK PAUL

N,

After Saturday’s ing, the
decision was commnicated to
the branch heads. They put up an
informal notice, urging their staff
“to extend a helping hand to our
beloved colleagues”.

“The response was phenome-
nal and contributions are flowing
in,” a UTI officer based in Calcut-
ta said.

The eastern zone could raise
as much as Rs 1.1 lakh, but it will
be Mumbai which will contribute
the mostto the kitty as most of the
mutual fund’s officers are hased
there,

The amount raised will be sent
to Mumbai tomorrow through a
demand draft drawn in favour of
one of the executive directors, in
all likelihood Brij Gopal Daga.

Even UTT’s unionised employ-
ees are planning to raise funds
from among themselves, sources
said.

“The whole of UTIstands unit-
ed in defence of cur former chair-
man and executive directors,” an
employee said.

UTI has also kicked off an

exercise to repair its bruised -

image. Officials today met
agents at various offices across
the country for a round of pep-
talk to boost their morale before
the mutual fund launches some of
its schemes over the next few
days.

“Initially, after the decision ta
ban sale and repurchase of US-64
units, there was some amount of
resentment among our agents.
But they have now realised that
UTI has been victimised,” the offi-
cers claimed. .

Through these interactive ses-
sions, UTI hopes to regain their
confidence, and, in turn, the trust
of the investors.
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Smha drops a bom\lfﬁe]l says

am took place in 94

another éié

NEW DELHI. Prirme Minister Atal
Behari Vajpayee told Rajya Sabha
members ont Wednesday that his

In May, Mr Sinha said, corporates
had redeemed US-64 units worth
Rs 1,033 crore, individuals had
redeemed units worth Rs 1,557

crore. Mr Sinha did not give details

of the redemptions in June,
The UTI freeze was effective
from July 2.

office had nothing to do with the

UTT scam and, if need be, an
investigation could be con-
ducted.

However, finance minister
Yashwant Sinha, cornered
by his party’s ally, the Shiv
Sena, revealed that another
scam had taken place in
1994 when leader of the
opposition in the Rajya
Sabha, Manmohan Singh,
was the finance minster,
And, in a curious display of
aggression, the governmment
side forced an adjourmament
of the Rajya Sabha.

crore, public sector banks Rs 811
crore and private banks Rs 150

No panic on ﬁrst day
of US-64 exit

Business Times Bureau

MUMBAL: The gafe was open, but the expected
stampede failed to materialise. The much-awsited
limited re, window for the Unit Tinst of

India's (UTI) US-64 scheme started on Wednesday-

with 3,865 applicants redeeming thelr units at the
face value of Re 10.

- This involves 56.39 lakh pnits of thsdreme wlmh

'hasmﬂtedmamsheutﬂmof&mwm

While replying to the UTI short
duration discussion, Mr

Sinha
talked about a private
placement made by UTI

1 1994 to the tune of Rs -

1,073 crore ina “Bombay

company” which had an |

unprecedented lock-in
period of five years,
(Coming out of the
House, rural develop-
ment minister Venkaiah
Naidu told reporters,
“For the Congress, a Rs
32 crore scam is bigger
than a Rs 1,100 crore
SC&m.”)

CHE TIMES OF INDIA
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~Sinha passes US

Qur Political Bureau Q,U(f
NEW DELH! 31 JULY Ny

INANCE MINISTER

FYashwant Sinha on Tuesday

attempted to shift the blame

for the US-64 disaster to the previ-

ous Congress government, saying

they had invested in equities not

heeding a JPC report in 1993,

warning against exposing a regular

income fund 1 the fluctuations of
the stock market.

Mr Sinha's reply in the Rajya
Sabha was drowned out by the
Opposition disrupting proceedings
both before and after hunch, but
the rising decibel levels showed
that both sides were settling for a
fong war.

Started on Thursday last, the
short duration discussion on the
mismanagement at UTI and over
US-64 in particular, snowballed
into a major attack on the govern-

ment, which threatens to carry

Yashwant: Settling into a
long war

over into the adjournment motion
slated for Thursday in Lok Sabha.

Mr Sinha said the “change of
character” of US-64 occurred in
1991-92 (during the government
of Narasimha Rao) when 28 per
cent of the total was invested in
equities.

The exposure 1o equity
increased over the next few years,
10 as much as 66 per cent in 1995-
96. and by 1997, it was exposed to
€quity stocks 1o the tune of 70 per
cent of the total corpus, which was
Rs 13,646 crore. He said the expo-
sure of US-64 to equity was 34 per
cent in 1993-94, 40 per cent in
1994-95 and 56 per cent in 1995-
96.

However, US-64 remained a
regular income fund. but because
it was subjected to the fluctuations
of the stock market, this edifice
was bound to come crashing soon-
er or later.

Mr Sinha's attempts to absolve
himself of responsibility failed to

-64 buck to Rao regime

explain why in 1998, when he
executed the first bailout of UTI, he
did not change it from a regular
income to a fleating income
fund.

Instead, regarding the 1998
bailout, he said the govermment .
had issued bonds worth Rs 3,300
crore to UTI to cover the exposure
of US-64 to public sector equities,
whose value had later declined to
Rs 1,500 crore.

The bailout package, he said,:
was the repurchase of PSU equities :
at the same value of Rs 3,300
crore, at which UTI had bought the
SCTips. _

“A general impression has’
been created as if this money has
vanished. As if some people have!
pocketed this money,” he said,
adding, “let me hasten to add that
the value of the stock held under.
US-64 has declined. But it still has
a value and a corpus,” he said. /
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NEW DELHI, July 30. — Why
was the PMO in touch with the
former UTI chairman arcund
the same time when the mutual
fund authorities had a change
in heart and decided to invest in
Cyberspace  Infosys? The
question was asked in the
Rajva Sabha today by a BJP
ally, Shiv Sena.

Sena MP, Mr Sanjay Niru-
pam, asked the government to
disclose what the PMO official
discussed with Mr PS Subra-
manyam, The {inance minister
will reply tomerrow.

Mr Yashwant Sinha was pres-
ent in the House throughout
the debate. Later, he was
closeted with ministry officials,
working on his reply to the de-
hate.

Mr Nirupam said calls from
three mohile telephone num-
bers were made to Mr Subra-
manyam onh 17 July, after UTI
experts decided not to invest in
Cyberspace, but recommend
selling of the 2 lakh Cyberspace
shares the Unit Trust of India
was holding., Mr Nirupam said
he had traced one of these three
mobile numbers to the PMO.

Again, soon after the Unit
Trust of India decided to invest
in Cyberspace, a call came from
an official who was earlier in
the PMO, but is now a planning
commission member. The per-
san being referred te was Mr
WK Singh.

Mr Nirupam said these details
shouid be properly investigated.

- He, however, suggested that he

L "% expect the CBI to do a

* & “ob, especially because it
S

had told the court that it didn’t
want to interrogate Mr Subra-
manyam beyond 3 August.

The Sena MP said he wouldn't
demand Mr Sinha’s resighation
because the minister wouldn't
resign on the members’ asking.
However, he will have to give
quite a few answers,

To begin with. divulging the
contents of the letter the former
UTI chairman had written to
the finance ministry on 28 May
and his statement that the deci-
sion to invest in Cyberspace
was taken after calls from Del-
hi.

Mr Nurupam demanded that
the finance minisiry table the

On page 10
N Panel begins UTI

probe
B G1C investment under
CBI scanner

On page 8 *
® Hizb threatens to

avenge Masood death
® Sulking Digvijay
refuses to assume office

UTT'’s private placement during
June 1999-June 2001, ike cost
of purchase of the shares and
their present value. He alleged
that of the 1,300 companies in
which the UTlhad invested
during this period, 600 were re-
partedly bogus.

He asked Mr Sinha to place a
copy of KBI's internal report on
the Global Trust Bapk. The re-
port accused the GTB of
indulging in insider trading be-
fore its merger with the UTI

ena sees PMO
hand in ©
UTI bungling

was being considered,

Mr Nirupam accused the Cen-
tre of not taking any preventive
steps even after being repeated-
lv warned by the members ear-
Iy this year over the UTl's in-
volveipent in the multi-crore
stock scam.

Mr Fali S8 Nariman
{Nominated) said hnancial in-
stitutions — such as the UTI,
LIC and IFC - shouldn't be
free from Parliamentary control
because thev are dealing with
the public money. He suggestad
that the Acts governing the au-
tonomous statutory financial
institutions should be amen-
ded, if necessary, to bring them

under day-to-day Parliamenta-

ry scrutiny. It's time the gov-
ernment set up joint parliamen-
tary committees for these “mon-
ster corporations”, he said.

Quoting from a repori publish-
ed in The Staiesman today,
Mr NK Premchandran (RSP)
said corporate houses have loo-
ted small investors in “day-
light™ with help of the UTT and
the finance ministry. He de-
manded Mr Sirha's resigna-
tior.

General iRetd) Shankar Roy
Choudhaiy {Independenti de-
manded that the governmeni
fix accountability and responsi-
bility for the financial mess. “Iz
it the finance ministry or the
board of directors?.

This catastrophe didn't occur
overnirht. Corrective action
over a peried would have pre-
vented it.”

He said the inquiry should fo-
cus on the “bureaucratic angle”
as officials always gel away
scot-free.
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RECENT DEVELOPMENTS CONCERNING the
country's largest mutual fund, the UTI, can be
viewed in owo ways. There is, to begin with, a
sense of deja vu. The constitution of a probe
pancl and the instiation of eriminal proceedings
were entirely (o be expected given the Govern-
ment's past record. Almost by reflex acton,
probes are instituted and even criminal action
baunched. As a rule, fixing of accountability
lakes precedence over correcling the mistakes.
No ane denies that accountability issues — the
zuilty should be punished — are important. But
by keeping those issues alone at the centre
stage. (he more urgent task of setting right the
past dinnage takes a back seat. The second., ad-
mittedly less popular view therefore, is to see
whether the UTUs problems could have heen
handled differentty.

Recent linancial history should have a say
in determining which of the two courses should
have been adopted first. Throughout the 1990s
the pattern — of first trying to apportion blame
without fixing the system — was widely fol-
lowed. It has been costly not only for the affect-
cd individuals but for the concerned, usually
government-owned institutions, too. Note for
instance the tallout of the 1992 stock market
crisis. Given, among other stumbling blocks,
the judicial delays, there has been no denoue-
ment yer on any of the substantial matters. Ex-
cept  for a  relatively  less  significant
interpretation ol the Negotiable Instruments
Act by the Supreme Court — in the case in-
volving the broker Hiten Tralal — no legal prec-
edents have been set so far. On the other hand
there are vexed marters such as the one relating
ta the ANY, Grindlays Bank and the NHB which
are wailing for the highest court’s ruling even
after going through an expensive and time-con-
suming arbitration process. Al a broader level,
that the share market should be visited with
another ceisis so soon ought to give litile com-

& BRING BACK TRUST /.

"

fort to those who believe in the Wility, even
infallibility, of post mortems conducted by nu-
merous expert groups, including by a Joint Par-
liamentary Cominittee.

What are the messages for the Government
and the UTI? First and foremost, there should
have been a transparent plan to restore confi-
dence among UTIl's investors. Since July 2,
when it made a coulroversial announcement to
suspend temporarily the repurchase and sale of
units in its flagship US 64 scheme, the Trust has
been at the recejving end of extraordinarily bad
publicity. Unfortunately the rationale of the
Trust’s decision to restructure the US 64 — the
package of measures announced have several
positive features — could not be articulated
then and, given the predictable tum of events,
in the foreseeable fulure too. Not surprisingly,
many among the large number of investors who
have placed their savings in the US 64 scheme
are terribly worried. The swift replacement of
the Trust's Chairman was perhaps inevitable
but once that has been done officialdom must
have gone all out to help the incumbent and his
tearn in their uphill task to win back investors.
The Trust has already structured a buy-back
scheme for the smaller unit holders, which is
the best under the circumstances, but ene that
is predicated on maost of them staying put and
Nnot causing a run.

Obviousty many more crucial and difficult
steps will have to be taken before the UTI can
regain its lost glory. Needless to add, at each
stage the UTL needs to carry a majority of its
investors as well as the Government with it. It is
extremely doubtful whether the high profile in-
vesligations, Lhe arrests and the blaze of public-
ity surrounding them will help the cause of UTI
and by extension its investors. The unfolding
UTI case is another demonstration of the Gov-
ernment devaluing its own assets — in this
by not properly sequencing its responsesy




Intellectual property
appellate board

By Our Special Correspondent
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NEW DELHI, JULY 21. The Governiment plans 1o establish an intellectual
praperty appellate hoard (IPAB) to provide a fast-track mechanism for
appeals agatnst authorities in the rademark sphere midally and later
extend it to other intellectual property offices. The 1PAB will associare
experts from the legal and technical fields and provide consistency in
judicial decisions apart from an expeditious resolution of issavs.

Acrording to the foint Secretary, Department of Industrial Policy
and Promotion, Mr. AL Ahmad. carrently appeals Tie only before the
courts and there have been many conflicting decisions and delays.

Mr. Ahmad was addressing a seminar on “protecting your trade-
warks in [ndia and abroad” organised by the Federation of Indian
Chamber of Commerce and lndustry (FICCY I cooperation with the
World Intellectual Properey Organisation (WIPQ) and the Department
of Industriai Policy and Prometion,

India will have to focus on the challenges posed by the convergence
of technologies, especialiy in information and technology and commu-
nications, Audible and olfactory trade marks are now sought to be
registered while moving images accompanicd with music as trade-
marks have boeen registered in different offices,

Similarly, with the growth of e-commerce and the increasing penc-
tradion of personal computers and internet connectivity, the abuse of
famous names and weil-known trademarks in ¢-commerce through
cither “cyber squatting” or “domain name grabbing” has becone a
frequent cause of concern to such intellectual property rights (1PRs).

Regarding the increase in number of registrations from 42,723 in
1993 to over 66,000 in 2000, he said nearly 2.8 lakhs applications are
pending. Althongh countries with @ common law system provide legal
protection for anregistered trademarks, a legislation provides specific
and direct relief to PR holders. Under a plan-funded project, «
project is being undertaken to reduce the pendency of unexamined
applications. More examiners are being appointed while Trademarks
Registry has Deco strengrhened by additional staff. The WIPO is also
extending rechnical support.

Mr. Ahmad said a projeet estimated at over Rs. 8 crores was being
impletnented o modernise the Trodemarks Registry and its branches.
A modern registry for geographical indications had been ser up In
Chenmai and was expecled (o commence work soon.

These offices will adopr work processes based on the application of
imformation technology in the administrative process, It is also expeci-
ed to improve the quality of services.




Ammunition

for Vajpayee

v%w

in UN report

HT Correspondent

Netw Dethi, July 12 3 i('"‘ - ZE
WITH JUST a couple of daysto
before the Agra summit, Prime
Minister Atal Bihari Vajpayee has
found unexpected support for his
position in the UN's Human
Development Report.

The document, released on
Tuesday, has not only put Pak-
istan 12 notches behind India but
has rated it low on human devel-
opment. This would only strength-
en Vaipayee’s argument that the
focus of Indoa-Pak dialogue should
not be Kashmir but the “core con-
cerns” of the two peoples in their
“struggle against poverty”.

Should he choose to, Vajpavee
would have enough statistics to
argite out his case. Pakistan now
virtually occupies the slot India
did before it moved up to the cate-
gory of “medium development
states”, on the basis of a comptex
calculation of 27 indices.

A comparison of the economic
performance of the two countries,
for instance, shows that in 1999
India’s GDP stood at $447.2 billion
to Pakistan’s $58.2 and its per capi-
ta growth was $2248 against Pak-
istan’s $1834. Again. if India‘s
annual per capita growth rate was
4.1 during 1990-93, Pakistan's
limped painfuliy at 1.3,

Social sector allocations were
negligible. in both countries.
While there is a crving need for
more outlays in both states, a
large share seems to have been
gabbied up as military expendi-
ture and debt servicing in Pak-
istan. Islamabad spent 4.4 per cent
of its GDP on defence and 5.2 per
cent to pay off its debts in 1999,
The Indian figare stood at 2.4 per
cent and 2.3 per cent.

Whiie t e Ini 1an ouilay for
health was not atailable for 1998,
Pakistan earmarked only 0.9 per
cent of GDP for it. Between 1995
97, it spent 2.7 per cent of GNP on
edueation. How does this trans-
late itself into the quality of life in
the two countries? Both states
have been rated “minus one” on
the gender-related development
index in the report.

But in general, a woman born
in India could hope to live four
vears longer than ber Pakistani
counterpart whose life expectan-
cy at birth is 59.5 years. Similarly,
anIndian male had an average life
span of 62.4 vears, three vears
more than his counterpart in Pak-
istan. He could hope to earn $449
more than his Pakistani counter-
part. The ineome of the Indian
woman was also $269 higher than
her neighbour’s. Likewise, there
were 14.5 per cent more adult lit-
erate women and nearly 8.9 per
cent more literate men in India.

How does all this translate into
distribution of income or con-
sumption? The scale and pattern
of ineguality in both states
remained high. But Pakistan
could take some heart here In
1997, the income/consumption
pattern for the poorest 10 per cent
and richest 10 per cent of India’s
population was 3.5 per cent and
33.5 per cent. In Pakistan, the fig-
ures were 4.1 per cent and 27.6 per
cent, Similarly, there were more
people living below the poverty
line in India than in Pakistan.

Notwithstanding this, as the
report pointed out, it was India,
alongwith China, which was on
track to halve poverty by 2013, in
keeping with the target seg by the
UN Millennium
September.
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\ EXPRESS NEWS SERVICE
MUMBAI, JULY 11

o)
THE Democratic Front government
today decided to conduct a judicial probe
into all aspects of the controversial Enron

! power project.

“The Coordination Committee unani-
‘ mously decided to conduct ajudicial probe
under the Commission of Inquiry Act in all
aspects of the multicrore power project,”

Chief Minister Vilasrao Deshmukh said.
Deshmukh declined te elaborate on
 the terms of reference, saying, the same will
' be drafted before August 11. Once the
verms of reference were finalised, they will
' placed before the cabinet for final ap-

roval, he said. Deshmukh made it clear
that the terms of refernce will be drafted in
such a manner that they will not have any
adverse impact on cither the Godbole
Committee or the cases pending before the
High Courtor the Supreme Court.
According to a senior NCP Minister,
the Advocate General aswell as officials of
the Maharashtra State Electricity Board
explained the adverse impact of the deci-
sion to conduct ajudicial probe. “At ajunc-
ture when even the Supreme Court, High
Couirt as well as the Maharashtra Electricity
Regulatory Commission were seized of the
matter and fresh negotiations were being
conducted by the Godbole Comunittee, it
will be highly improper to conduct a judi-

'N&"“‘l L]

nron: Govt agrees on judicial probe

cial probe,” the NCP Minister said.
IN a well-tfimed political move today,

Sharad Pawar’s Nationalist Congress Party |
surprised ts partners in the ruling Democ- |

ratic Front by declaring that it was in favour
of a judicial probe into the controversial
Enron deal. The decision was announced

by Deputy Chief Minister Chhagan Bhu-

jbal and party general secretary Praful Patel
minutes before Chief Minister Vilasrao
Deshmukh’sweekly press briefing.

For the NCP, it was a perfect political
move, The decision was taken by its leaders
late on Tuesday night after Bhnjbal and En-

ergy Minister Padamsinh Patil participated
in the meeting of Enron Corp Ch%

KennethLaywith CM Deshmukh.
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THYE CABINET COMMITTEE on Disinvest-
ment's (CCD) approval of two important agree-
mernls connected with Air India’s strategic sale
— the draft shareholders’ agreement and the
share purchase agreement — is significant in
many ways. In a legal and administrative sense
there is substantial progress. The meandering
but absolutely necessary processes applicable
to any public sector sale are nearing comple-
tion. In December last year, Parliament was
informed that as many as cleven stages will
have to be gone through before a Government-
owned company can be sold. For Air India,
prospective buvers will now vet the two agree-
ments, undertake a valuation exercise and sub-
mit their final bids. If past experience is any
guide, the CCD's decision, noteworthy as it is,
merely brings the Air India sale to its potential-
ly most troublesome phase.

Few doubt the scape for controversy. Even
compared to the highly-charged Balco strategic
sale 1o Sterlite, Air India’s will be complicated.
That is partly due to the emotional appeal the
national carrier has and partly due 1o the spe-
cial circumstances surrounding Air India at the
time of its sale. Of the latter, the important one
is that only two bidders — the Tata-Singapore
Airlines consortium and the Hindujas — re-
main, with the others bowing out early on.
Opaqueness in the civil aviation policy has cer-
tainly not helped a more competitive bidding
for a 40 per cent stake in Air India. But whatev-
er corrective action needs to be taken in the
policy framework will not be particularly rele-
vant for Air India at this stage.

What will complicate the matter further is
the Government decision to seek a security
clearance of the bidders. Speculation is rife
that only one bidder — the Tata-Singapore
consortium -— will remain. It is going to be an
extremely tough and controversial decision to
hand over the management control of the air-

SATURDAY, JULY 7, 2001

FLYING BEYOND CONTROVERSY w90

line to a single bidder, even if the sole bid is in
excess of the reserve price fixed. Any other
course such as inviting fresh bids will be time
consuming and set the clock back but will have
to be resorted to, to keep the disinvestment
process less controversial. Arriving at a reserve
price is not going to be easy and the Govern-
ment says it will call for two other merchant
bankers to verify the calculations of the one
already appointed for Air India. Given the fra-
cas over the Balco valuations, the Government
cannot but be careful. The point, however, is
that no matter how thoroughly the procedures
are adhered to and appearances maintained,
there will be no escaping from controversy in
matters such as a strategic sale of the national
carrier. Utmaost political will will be required to
see it through.

Evidently, Air India’s own problems — its
less than satisfactory financial pgsition, its ag-
ing and meagre fleet, its appalling productivity
record, the alleged interference in its day-to-
day working by its controlling Ministry, the in-
ternecine disputes among its top management,
the recent suspension of its Managing Director
— all add to a poor image and certainly to a
lower valuation, However, in the final reckon-
ing, mere accounting numbers which a valua-
tfion exercise captures will not be able to
counter the strong emotional arguments that
will be used to block or delay the sale. It is
important therefore for those in charge of its
divestment to have a vision for Air India post-
strategic sale, a vision in which it is seen to
climb back to its past glory, with the help of its
new strategic partner. Welcome measures such
as granting employees stock options will help
in reducing the level of controversy. The cross-
ing of administrative and procedural hurdies
are important but, in the overall scheme, they

|

* matter less than the need to inculcate a vision/l
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MUMBAI May 30. - In a repri-
¢! sal move, the Enron-Dabhol
Power Corporatmn today shut
! down its plant — a 740¢-MW fa-
© ¢llities — at Guhagar to counter
' the Maharashtra State Elec-
tricity Board’s decision yester-
| day to stop buying power with
| immediate effect.

The MSEB being the sole buyer
. of power, the Enron-DPC had no
i1 choice but to stop generation.
i+ It will be followed by a termi-
i | nation notice to the MSER. De-
! spite Tuesday's cordial talks
! between the Enron-DPC team
i and the state government’s
| Godbole panel, both sides have
" intensified their legal battle.
. The decision to halt purchasing
| power appeared impromptu as

nron-DPC closes
Guhagar plant

it was taken during the proceed-
ings before the Maharashtra
Electricity Regulatory Commis-
sion which was hearing a peti-
tion filed by the MSEB on the
scrapping of poewer purchase
agreement with DPC.

N Another report on page 9 :

_En_ron-DPC counsel Mr. Atu]“

Setalvad had questioned the le-
gality of scrapping the PPA by
MSEB and buying the power si-
multaneously. MSEB's lawyer
Mr Goolam Vahanvati, the Ad-
vocate General of Maharashtra,
said the act was without preju-
dice to the notice served to scrap
the PPA. If Enron-DPC had any
objection, the MSEB would stop
buying power instantly, he said.

The American energy major
today hit back by closing the fa-
cilities. The second phase at
DPC is 90 per cent ready and
was due for commissioning this
October. The Regulatory Com-
mission stayed arbitration tak-
en up by Enron in London he-
sides disallowing the DPC to
operate escrow account.

The MSEB, which had defaulted
on a $ 48-million payment, said it
would not buy power produced by
phase II since it was too costly.

The Enron-DPC, which has
been under lenders’ pressure, .
have asked multinational to
proceed for a wrap up by termi- -
nating the contract. It is be-
lieved that Enron India chief .
Mr K Wade Kline had given
nod to DPC lenders totermi-
nate the contract. :
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 hots up as
Enron denies
shut-dnwnﬁ

Anand Adhikari Y

Mumbai, May 30 4
THE TUSSLE betwe& the

Lnron-promoted Dabhol Power
Company (DPCy and the Maha-
rashtra Srate Electricity Beard
(MSEB) has aggravated, with the
UY energy major claiming it has
not shut dewn irs plant.

Technically there has been no
off-take from the DPC § 3 billion
Guhagar plant, with the MSERB,
its sole customer, deciding yes-
terday not to buy any power.

The DPC, however, clarified
“the piant continues to be opera-
tional as required by the power
purchase agreement (PPA)”.
“However, the MSEB has not
issucd dispatch instructions
since 12 .00 noon on May 29,
2001." added.

The power giant had recently
isstued a preliminary termina-
tion notice (PTN), which was fol-
fowed by a six-month period
prior to final termination,

“Currently, we are not plan-
ning to terminate prior to the
lapse of six months. Even though
it was necessary to issue PTN, we
are still open to constructive
discussion on sclutions,” the
reledse said. .

The "DPC wishes to reiterate
that we will conrinue to follow
the PIPA and meet our contractu-
al obligations, enforeing our
rizhts undey contracts and tak-
ing various disputes to dispute
resolution process,” it added.

Meanwhile, domestic lenders
of the DPC have decided to urge
the foreign lenders 1o resolve the
current stalemate between the
DPC and the MSEB. The Godbole
Committee has also decided to
meet the MSER officials on June
6, though DPC representatives
have not been invited for the
meeting.

At a meeting of the domestic
lenders comprising the [DBI,
1FCI, SBY angd ICICI held here
today. the members decided to
advise the foreign lenders not to
precipitate the crisis. IDBI exec-
utive director R § Aggarwal
chalred the meeting.

The domestic lenders’ will
now be conveved to the foreign
lenders at their meeting con-
vened on June 3 and 6 in Singa-
pote.

The domestic lenders also
decided to hold discussions with
the MSER and the Maharashtra
{rovernment to resolve the ongo-
ing tussle.

Meanwhile, the Centre today
directed the Central Electricity T Yoo bae
Aurhority (CEA) to hold discus- {HE ruslbUSTAMN Lawis:
sions with power deficient States
for lifting of power from Dabhol
Power Company (DPC), which
has agreed to reduce rhe cost of -
power.



abhol deadlock:
Wentre gives
™ new proposal

STATESMAN NEWS SERVICE r\s

MUMBAI, May 29. — In a bid to end the deadlock over the }ab-
hol power project, the Centre’s representative, Mr AV Gokak,\to-
day came up with a “set of proposals” at the talks between Enron-
Dabhol Power Corporation and the Madhav Godbole committee.
The Godbole panel was set up by the Maharashtra government to
renegotiate some crucial aspects of the $2.9 billion project.

Mr Godbole refused to disclose the proposals saying those were
mainly for the Enron-DPC’s consideration. He said the meeting,

that discussed stands of the two sides, as “productive”. “We shall

see how things proceed from here.”

He refused to comment on DPC’s proposal, made on Monday, to
slash power tariff by 10 per cent. “It was too early for any com-
ment on specifics of the discussions”.

The DPC chief, Mr J Wade Kline, too said the meeting was “goo-
d”, The two sides will meet again, but the date has not been fixed.
(Mr Gokak told Mr Cline that NTPC wouldn't be able to buy power
from DPC, PTI adds quoting an official who attended the meeting.)

The Enron-DPC team’s intention to treat the meeting casually, as
a “courtesy call”, apparently went awry, may be because of Mr Go-
kak’s presence. The Centre’s envoy, however, said: “Nobody's inten-
tions can be doubted as deliberations are on to arrive at an amica-
ble soluticn in the interest of all parties.”

The Enron-DPC spokesman, Mr Jimmy Mogal, said there would :
not be any official statement on today’s meeting. He said the Cen- .

tre keenly wanted to settle the issue expeditiously.

The Godbole panel’s term, scheduled to expire on 30 May, will
now be extended.

Mantralaya sources claimed both parties’ decision to meet again

and their agreement on extending the Godbole panel’s tenure sug- |

" gest that the past 10 days’ bitterness has been mellowed.
The negotiaters gave an impression that talks could yield solu-
tions to the problems the Dabhol Power Project is facing.
Before the DPC Phase Il is commissioned in October, the MSEB
seeks revision of power tariff and possibly a renegotiated power
" purchase agreement to avoid excessive burden of monthly outgo
from early 2002,
At t¥e current rate, MSEB will have to pay about Rs 500 cror
eyefy month for the power bought from DPC. The second phgse
as capacity of 1,444 MW against the 740 MW of Phase 1.
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fGrowth rate plummets

to low of 5.2 perw&nt

CSO cites poor performance in farming,
service and manufacturing sectors g
0

By Priya Ranjan Dash g ,
The Times of India News Servic \

NEW DELHI: India’s economic growth
tumbled to 5.2 per cent in 2000-'(H from 6.4
per cent in 1999-2000. The growth rate is
worse than the expecled six per cent and
one of the lowest in recent years.

The Central Statistical Organisation
(CSO) on Friday cited poor agricultural per-

industrial climate. -

Economists said the Rescrve Bank of
India has been cutting interest rates to pep
up growth and is likely to consider a further
pruning of rates following the latest news on
economic growth in 200001 and the rate
cut announced by the US. Federal Reserve
on Thursday. But the growth outlock for the
current yeat is not very bright.

formance and {ow growth
in manufacturing and serv-
ices in 2000-°01 to revise |
the estimate of the growth
in gross domestic product
(GDP) to 52 per cent
from the earlier estimated
six per cent.

Industrial output has |
shown signs of a further

Analysts pointed out
that low  agricultural
growth last vear had pulled
down the demand for
industrial goods and in
turn depressed industrial
growth, Even the services
sector had suffered a slow-
down.

CSO’s revised estimates

» GOP grawth slump mainly
flue to poor performance of
manufacturing, construction
and some service sectors.
o Agriculture, forestry and
fishing sectors grew by a

showed farm sector output
grew by 0.2 per cent in
2000-01 against an earlier
estimate of 0.9 per cent.
The farm sector grew by 0.7
n 1999-20(0. The manuiac-
turing sector posted a
growth of 5.6 per cent com-

slowdown during the cus-
rent year with growth
plunging to 2.7 per cent in
April from 72 per cent in
the same month a year ago.

The news of a sharp
deceleration in the growth
of the Indian economy last

v .

year came even as the
Planning Commission tar-
geted an annual growth of
eight per cent for the Tenth
Five-Year plan beginning
2002-03. The Ninth Plan
growth target of seven per
cent has already been

in 1999-2000

meagre 0.2% as against 0.7%

» The growth in per capita
income fell to 3.5% as
against the previous year's
estimates of 4.8%

pared to the previous year's
6.8 per cent. It was earlier
estimated to have grown by
6.4 per cent. The sector grew
by 3.5 per cent in the fourth
quarter of 2000-°01 com-
pared with 7.6 per cent in
the same period a vear ago.

The scrvices  sector

missed by a mile.

Finance minister Yashwant Sinha, who
presented an investor- and industry- friend-
1y budget this year, has had reason to be dis-
appointed. The industrial sector has not so
far responded 1o the budget measures. The
industrial credit ofitake is low and bankers
have few projects before them to finance.
Mr Sinha has convened a meeting of top
bankers on July 13 to devise wavs for an
industrial recovery. But the finance minister
bas acknowledged that there is no
magic wand to improve the sluggish

growth was 9.1 per cent compared to the ear-
Her estimate of 9.6 per cent. It grew by 101
per cent in 1999-2000. The sector had record-
ed 9.3 per cent growth in the fourth quarter
of 2000-01.

The CSO first releases its preliminary
advance estimates and then foliows those up
with revised estimates for the fiscal vear
when firmer data flows in. The economy
grew by 3.8 per cent in the fourth quarter of
2000-"01 compared with six per cent for the
same period a year earlier. //
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-‘Maharashtra will resolve
. Enron tangle amicably’ ..

By Sridhar Krishnaswami

WASHINGTON, JUNE 29. The lLeader
of the Dpposition and Congress
president, Ms, Sonda Gandhi, has
sald that the Maharashtra Gov-
crnment is keen on finding an
amicable sohution to the imbro-
glie arising from the Enron Power
Project, but without vyielding
ground on payments based on a
high tariff.

Ms. Gandhi has acknowledged
thar the subject of Fnron did
come up in her meetings with se-
nior officials and leaders of the
Bush administration,

For instance, the U5 Vice-
President, Mr. Dick Cheney, is
said to have raised the issue when
Ms. Gandht went 1o the White
House on Wednesday for her
meeting,.

Enron is a major player in the
U.5, with fremendous links to the
Bush administration and the Re-
publican Party.

Explaining the Congress stand,
the Rajyva Sabha M.P. and former

Finance Minister, Or. Manmohan
Singh, said the delegation told the
Bush administration that Ms.
Gandhi had publicly committed
herself to finding a mutually satis-
factory solution to the issue hased
on econemic, technical and busi-
ness consideration.

“We explaimed the special cir-
cumstances which have led to
some problems in this project.

First of all, the demand projec-
tions on which this project was
conceived ¢id not materialise.

Then there has been an exorbi-
tant increase in the price of power
because of the depreciation of the
rupee and also because the feed
stock prices have gone up tre-
mendoushy.

So, there is a problem. 1t will be
our effort 1o find an amicable and
mutually satisfactory solurion,”
Dr. singh said.

Many in the Bush administra-
tion have been making the point,
both publicly and privately, that
the way the Enron dispute is re-
sofved will have a major bearing

on future American invegtiments
in India.

While many Indian carporate
executives visiting the U1.%. have
talked about ladia never going
back on contractual obligations,
many here stress the need to look
heyond contractual  obligations
and at the kind of message that is
coming out of the whole issue.

Ms. Gandhi ended her two-day
visit to Washington, satisfied with
her meetings with senior officials
of the Bush administration, law
makers on Capitol Hill and in oth-
ey inderactions,

Besides her meeling with Mr.
Cheney, Ms. Gandhi called on the
President’s National Security Ad-
viser, Dr. Condoleeza Rice, and
the Deputy Sccretary of State, Mr.
Richard Armitage, on Thursday.

The meeting with Dr. Rice re-
volved around issues of mutual
interest of the two countries, in-
cluding regionat and global. The
summit meeting hetween India
and Pakistan also camae up.



/ﬁEED TO REVISE POLICIES, PROCEDURES

» PM for consensus

qﬂ{)\\o

NEW DELHI, JUNE 27. The Prime Minister, Mr. Atal Be-
hari Vajpayee, today called for a revision of Govern-
ment policies, procedures and institutions so that
the econoimy could grow at the rate of eight per cent
during the Tenth Plan period covering 2002 to 2007.
He acknowledged the need for an all-party consen-
sus and political unanimity on the issues involved in
achieving that growth level.

By Our Special Correspondent

Chairing a full-meeting of the Planning Commis-
sion here, Mr. Vajpayee accepted the reduced target
of eight per cent for the Plan period, though he had
mandated the commission i
to try for a nine per cent
growth rate.

“The approach paper to
the Tenth Five Year Plan
talks of raising the growth
rate of the economy from six
to eight per cent. I am glad
that the Commission has re-
sponded to the challenge
that 1 had placed before
them in cur last meeting in
September 2000. Even this,
in my view, is less than the
expectations that have been
raised in our society in the
recent past,” he said.

The vision articulated in
the approach paper would
require significant changes in the economic and so-
cial development activities, he said. ““The notion of
human well-being has to be more broadly conceived
to include not only material requirement of all sec-
tion of our population but also their access to social
services, particularly of health and education in a
manner that makes them more capable and bring
them productively into the mainstream of economic
activity. We will have to revise our policies, proce-
dures and institutions in order to unleash the pro-
ductive potential of our people. The Government at
various levels would need to re-invent itself so that
its principal role becomes that of a facilitator rather
than a controller of individual initiatives. I also ac-
cept that this will require an all-party consensus and
political unanimity,” he said.

The Deputy Chairman of the Planning Commis-
sion, Mr, K.C. Pant, said raising the growth rate from
six to eight per cent was achievable but it would be
far from easy. For this, there would be aneed to raise
more tax and non-tax revenues, reduce non-Plan
expenditure and provide more funds for the Plan
which could no longer be considered a residual part
of expenditure.

on growth rate

Since the meeting has been split into two parts
{the next meeting would be on Friday), only about a
half of the agenda was reportedly taken up today.

On revising the Gadgil-Mukherjee formula, sourc-
es in the Government said the proposal was two-
fold.

One is to change the present ratio of 70 per cent
loan and 30 per cent grant to non-special category
States to a 50:50 basis as has been demanded by
many States and also to change the weightage given
to various criteria while deciding the flow of re-
sources to a particular State.

Most of the well-performing States have com-

- e
; ABVAJPAYEE

The Prime Minister, Mr. A.B. Vajpayee, presiding over the annual
meeting of the Ptanning Commission in New Delhi on Wednesday. He
is flanked by the Deputy Chalman of the Commission, Mr. K.C. Pant,

{left}) and the Finance Minister, Mr. Yashwant Sinha. — PTI

plained that they were being penalised for better
performance while laggard States had been getting
more funds. Hence, a proposal is now under consid-
eration to reduce the weightage given to population
of a State from B0 per cent at present to 55 per cent
and that of per capita income from 25 per cent to 20
per cent.

At the same time, the weightage for performance
and special problems is to be increased from 7.5 per
cent each at present to 15 per cent for performance
and 10 per cent for special problems.

Within the performance criteria, five per cent .
weightage would be granted to fiscal management, -
five per cent for States own revenue mohilisation
efforts and five per cent for development of eco-
nomic and social infrastructure.

However, sources indicated that a final decision
on the revision of the Gadgil-Mukherjee formula
would be left to the NDC, and the Planning Commis-
sion would only make the recommendation in this
regard.

The main approach paper to the Tenth Plan is |
likely to be taken up during the Friday meeting,

PM sorted out differences?: P /‘H/;
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/ ENRON IMBROGLIO & FOREIGN INVESTORS

IT WAS PERHAPS incvitable that the raging
controversy over the Dabhol Power Company
(DPC) would be recognised by the new Amer-
ican administration as a problem, big enough
to cloud the flow of foreign direct investiment
into India. Enron’s investment in the DPC and
hence in the capital-starved power sector of the
coumiry has been noteworthy. 1t has been till
date the single largest foreign direct investment
in the country. Moreover, when no other power
project of a similar size is anywhere near com-
pletion, the DPC fias been on the verge of com-
nissioning {ts second phase. However, recent
and continuing wrangtes between the DPC on
the one side and the Maharashira State Elec-
tricity Board (MSEB) and the Srate Government
on the other show that the large investment in
the most eritical infrastructure sector has come
at a stiff price, with the final bill for a fair and
mutually acceptable resolution likely to be
huge. Forming a large percentage of that bj
wotild be the [allout of the legal conundrumhe
project has been pushed into. \y\%\

The Fnron controversy, as 'it’ is betier
known, represents all that could go wrong, even
though the original intentions on both sides of
the present divide might have been above
board. Right frem its formulation and its cost
estimates, to the cheice of fuel and of course
the power purchase agreement (PPA), the pro-
ject has been highly controversial. Even though
two successive State Governments have signed
and reworked the PPA, the Godhole commitiee
has found a complete abdication of govern-
ance. The controversy reached a boiling point
last month when Enron, the chief promoter,
invoked the force majewre clause and set in mo-
tion a train of events that indicated its intent to
quit. The reason cited then — its inability to
make the MSEB and the State Government
meel their contractual obligations — is the cen-

tral point of the whaole dispute. Subsequent de-
faults by the Board and the tough posturing of
both sides have inevilably lessened the chances
of reconciliation without rancour. Another
round of renegotiation that is going on is per-
haps the last hope but the parallel recourse 10
legal remedies has clouded its outcome, to say
the least.

For a country that is in keen competition
with China and others to attract foreign invest-
ment, the legal troubles aver Enron are maost
unwelcome, For long projected as having a su-
perior legal system, the likely delay will negate
one of the country's principat seiling points to
foreign investors. More fundamental, of course,
is the bad publicity in the wake of the reneging
on comtracts by the State Government and the
MSEB, with the Central Government also
drawn in through the counter-guaraniecs,
Whatever be the mesits ol a recent proposal o
strike at the basis of the original contracts —
citing incompetence or even malleasance on
the Indian side — ir is evident that plenty of
damage has already been done to the interesrs
of India in relation o foreign inwslora.w

That point would certainly weigh with lhe
Government as it tries to mobilise considerably
more FDI than the 34 hillions to $4.5 billions
that have come in each of the past two years.
While facilitating policy changes are contem-
plated, it would be necessary to project the En-
ron fiasco as opne of a kind, never to be repeated
in future contracts. In turn, that suggests a
much higher level of competence, legal acumen
and political governance than what was seen
here. Reinforcing that poinr is the fact that the
new FDI flows are more through mergers and
acquisitions and less in greenfield ventures,
The country's familiarity with deal making and
its capacity 1o evaluaie the associgted costs of
this route wiil be put 16 1est.
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| to recommend steps for re-
vival of the entertainment
| industry.

| Agricultural Income-Tax on
'tea, and taxes on raw jute
procurement, vanaspati, infor-
i mation technolegy products,
‘ chemicals, hand-made soaps,
! dry cell batteries, sanitary
| fittings, aita and vermillion
| have been reduced.

The Plan outlays for
' agriculture, irrigation, coo-
\ peration, industry, rural.

electrification, power, PWD,
| transport, education, health,
" municipal affairs and urban

| develeopment have been
! increased. .
| Agriculture gervice

cooperatives will be formed to
| help small and marginal
| farmers and recorded share-

" croppers get pump sets, power

! tillers and other equipment.
For this, Rs 50 crore will be

| provided.

i A novel concept has been

| introduced in the budget.

‘ Unemployed village youths
will be trained as “crop
doctors” to help farmers
properly use geeds, fertilisers,

} insecticides. The farmers will,

' of course, have to pay for their

;. Bervices.

; A venture capital fund of Rs

! 20 crore will be set up for the
small-scalé sector under the
West  Bengal Financial
Curporatwn Technology

. parks, to be set up in North

! and South Bengal and the’

| westeTn region of the state

" will update SSI unit owners

. on modern technology.

f The scheme of paying Ra 500
! {o workera of closed industrial
| units will continue,

i A long-term plan will be
‘taken up for prevention of
i floods and check erosion of the

| ; Ganga, Padma and North
! Bengal rivers, for which a

_ high-power committee,
' comprising Central and state
j officials, will prepare a

| comprehensive plan of action.
! Food security too has got a
. mention,

Essentials will be sold at a
rupee lees than the market
. price. But the beneficiaries
| would only be low-income
families above the poverty
| line. The public distribution
! pystem has got about Rz 50
crore a8 working capital and
‘!""‘;ub'eidy.

' In. .addition to the 55,000
i primary schools, 5,000 child
i education centres will be

built. Tweo international
. centres of excellence on
biotechnology and  social

sciences too w1II be sat up.

T

Budget h
consumers
privuie tuitions

STATESMAN NEWS SERVIGE

KOLKATA, June 22
2000-01 state budget proposals

don't refleet the Left Froat's |

emphasis on education, health
and industry, with the social
sector and mdustrv getting on-
1y 10 per cent and 8 per cent of
the funds.

But Mr Asim Dasgupta’s
budget has a surprise: he has
propused Lo ban private tui-
tions offered by full-time teach-
ers in government and govern-
ment-aided schools, colleges
and universities. Bul the teach-
ers and government employees
have been given a sop: 3 per
cent DA {another instalment)
with effect from 1 July.

The Rs 8-crore deficit budget
presentcd in the Assembly to-
day, however, maintains its

thrust on en*ployment genera- |
tion and private initiatives in
the educational and infrastrue-

tural sectors. This is a departure
of sorts from Marxist principles.

Power, agriculture, rural de-
vplopmeni, Arrigation, roads
and {ransport seem to be the
the key areas, getling about 57
per cent of the funds.

The budget envisages self-em-

* ployment for 100,000 youths, for

which it has earmarked Rs 100
crore; meaning the government
will spend Rs 10,000 per head.
But the ﬁnam;g minister has
set the employment target fig-
ure at 600,000 in the current f-
nancial year. His optimism is
based on an 8 per cent growth
in total production in the cur-
rent year and a more “attracti-
ve” ‘Banga Karmasansthan
Prakalpa propesal of giving 20

* per cent (instead of the earlier

15 per cent) of a project cost as
grant and 70 per cent as bank
loan. The entrepreneur will
have to pay just 10 per cent of
the project cost.

The budgel welcomes private
initiative from the secondary to
the college level though an up-
per fee hmit would be fixed.
Mt fees in government schools

7The‘

- lneslogoup A

‘garments
lassware, crookery umbiellas
tware, cosmetics to cost more f

diamade. foreign Ilquor an_
imported liquor hottled in Indig
fite cost more — Excise duty -on
these items has been ralsed
W

from 5% to . '
chemicals, handmede soaps, dry
cell baltenes weeghmg scates cut |
? Taxon m‘v?ﬁfa, vanaspatr cu!:
Agrl Income-Tax on tea cuf
Luxurytaxunheialsuutsldecmi
|| area abollshed '

Entertainmem %ax on Bengall :
Nepali films cut from 20% to 15%
For other films; tax to be brough '
dorm from 0% to 65%. -

e 10 p
role in mfrastmcture sector . of
School, college and . unive Bity.

and colleges will be “slightly
enhanced”.

Private entrepreneurs are

welcome to build roads, bridges
and industrial/business com-
plexes too.
North Bengal: The budget
doesn’t neglect North Bengal
this time. It proposes an in-
crease in outlay for North Ben-
gal Development Council and
Western Region Development
Council ifrom Rs 55 crore to Rs
70 erore.

The Plan budget increase for
asset creation has been projec-
ted at 23 per cent, about 10 per
cent less than last year’s. The
non-Plan budget hike, predicta-
bly is more than 14 per cent, up
from the 5 per cent last year.
And the DA instaiment for gov-
ernment employees and the re-
sultant increase of Rs 100 crore
in this fiscal are indications of
the shift from the Plan to the
non-Plan area.

The budget prov1des rehef on

arsh on

94 o

" bans

several items, bui has been
tough on goods manufactured
abroad and seld in India. Mr
Dasgupta knew sales tax can't
be imposed on impovted goods

S0 he has slapped & 20 per cent
luxury tax on them, inchidiag
readymade garmenis, Cosmet-
ics, chocolates and confectionery
items, glassware and crockery,
electronlc goods, toys, footware '
umbrellas, cycles and motorcy-
cles, motor cars, soaps and silc
yarn. The state EXPOCLE L i
about Rs 20 crore from this,

Mr Dmgmpta will introduce
an anti-evasion tax onh some
goods coming from cther states,
from which he expects to get a
revenue of about Rs 50 erore.
The tax on lotteries will be de-
termined by the nature of the
draw and price of the tickat,

Those with a monihly meos .
of more than Rs 23,3060 wil
have to pay Rs 150 instead of Rs
130 as profession tax. And for
those above the Rs 40,000 mark,
the amount will be Rs 200.

The finance minister has been
harsh on drinkers. He has
raised the excise dufy on Indin
made foreign liquor «J3iFi.:
and unpmted foreign hqu\,
bottled in India by 10 per cent

There's a move to increase the
rates of court fee stamps and
other judicial stamps.

The additional resource mnin—
lisation bocause of the tax o
posals wrnald he about Be }ﬁ
crore. th_ongn additional reve-
pue would be about Rs 143
crorve, considering the KRs 10
crore loss because of reliefs pro-
vided in the budgct

To promote tourism, the budg-
et has given a major relief &
hoteiiers by abolishing luxury
tax om hotels outside ithe
CMDA area.

The sorry state of cinema
halls has prompted Mr Dasgup-
ta to cut the entertainment tax
on Bengali, Nepali and other
filme by five per cent. A high-
level committee will be set up

8 See BUDGET: page 3
~
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~Enron debacle will hit
foreign investment’

WASHINGTON, JUNE 21, The Unitecﬂ’foiﬁg Worldq/'l“r

States todav warned that the En-
ron debacle would dampen flow
of foreign investments into India
and asked New Delhi to find a
prompt solution to the issue,

"“While it is not my intention to
make specific suggestions for re-
solving the dispute, I do want to
underscore that it will be hard for
foreign investors to look seriously
al India until this dispute is re-
solved in a satisfactory way,” the
U.5. Undersecretary of State for
Economic, Business and Agricul-
tural Affairs, Mr. Alan Larson, said
at the U.5.-India business council
meet on Wednesday.

“The investment dispuie be-
tween the Dabho! Power Compa-
ny and Maharashira is now
casting a cloud over India's in-
vestment climate,” he said.

Mr. Larson said it was impor-

¢ tant for India to move or to high-
. er annual growth rate of eight o

10 per cont and felt that the com-

é Organisation
ministerial meefing at Doha, Qa-
tar, in Novembet, provided an op-

portuniry to push up India's
exports by taking measures to re-
duce trade barriers, He urged
boih countries 1o work together 1o
build “innovative economies”
where knowledge and technology
were consiantty expanded to gen-
erate higher productivity.

Mr. Larson emphasised that
both (ndia and the U.S. needed
high and sustained rates of eco-
nomic growth in order to reach
their national goals.

New Dethi, he sald, needed
growth rates of 8 to 10 per cent
annually in order to lift hundreds
of millions of its citizens out of
poverty and Washington needed
rates of economic growth of
around four per cent annually “in _
order to educate our children and
provide health care and income
security for an ageing popula-
tion”. — PTI

3 wn

IR TIR I

-

I 2NN Wi T



NO WAY BUT TO NEGOTIATE

w0
A FLURRY OF bad news is threatening to derail
everl the tenuous negotiations going on to sal-
vage the dabhol power project. The latest is the
decision by the project’'s contractors to stop
work. While the 740 MW phase 1 of the project
will not be affected, the contractors’ decision,
conveyed by the Dabhal Power Company (DPC),
brings into sharp focus the issue of non-pay-
ment by the Maharashtra State Electricity Board
(MSEB) of the contractual dues. Though entirely
anticipated, the contractors’ decision raises the
srakes in (he negotiation game and gives the
DPC another opportunity to blame the MSEB,
the State and Central Governmenrts. Not to be
outdone, the MSERB, which had earlier served a
legal notice of “'non-performance” on the DPC,
says it will not pay its April and May bills 1otall-
ing Rs. 274 crores. Instead it will set them off
against the Rs. 1200 crores il says is owed to it hy
the DPC for non- performance. Competitive
brinkmanship, though inevitable, will hardly
help in resolving the festering dispute.

Ultimately, for the project o be salvaged, its
cost has to be reworked so that its unit cost of
power is competitive as well as made transpar-
ent. Second, since capacity utilisation of the pro-
ject has been a contentious issue including in
determining the cost of power, the fixed and var-
iable cost aspects of the original estimates need
10 he looked into and solutions acceptable to all
the stakeholders arrived at. Specifically, whelher
the regasification project and the large terminal
facilities can be reclassified as variable costs
ieed to be addressed on a priority basis. Includ-
ing them in the fixed cost component of the pro-
ject  has raised the break-even point to
unacceptably high levels. Third, the success of
the negotiations will also depend upon identify-
ing ather buyers of electricity besides the MSEB,
Here, in a welcome change [rom its previous
stance, the Central Government has come up

/

with fresh initiatives. Looking beyond the Enron
factor, the case for reforming the elgctricity
boards has never looked stronger, though obvi-
ously that can only be a medium term solution.

Fortunarely, there have been certain wel-
come developments which augur well for the
iputcome of the ougoing negotiations. The DPC
itself seems open to accepting a lower tatiff — a
ten per cent reduction has been indicated — but
at this stage it is not certain as to whether it is
merely a bargaining ploy or whether the level of
concession offered is sufficient to get the project
back on the rails. Noteworthy too is the reported
decision of the project’s Indian lenders to accept
lower returns but here again there are limits be-
yond which they cannot go. For these and other
reasons, neither the tough public posturing of
both sides nor the apparent progress made in
certain previously intractable areas ought to be
reckoned as the final word. A satisfactory resolu-
tion of this highly complex issue¢ might have to
start with Iinding a new promoter who will buy
Enron’s equity and thereaiter renegotiate with
ali the stakeholders the terms so that the rate of
return on the project becomes acceptable to the
new promoter and the tariff is set at levels at
which the power can be sold easily and without
contractual obligations to which they are now
tied to.

Whereas the Godbole Committee’s report
will be the basis for the negotiators representing
the MSEB and the State Government, ways must
be found to make the DPC accept its framework,
Another issue clouding the horizon is the pro-
posal to appoint a fresh judicial commission to
review the project. Welcome in one sense —
some Godbole Committee members had recoimn-
mended it — it can stop the negotiations in their
tracks. The only way is for both sides to climb
down from their rigid stances and continue (o

negotiati/
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~~Work on Enron project .
second phase stopped ',

By Mahesh Vijapurkar

MUMBAL, JUNE 17. Work on the 1,444-mw phase-II of
the Enron-sponsored Dabhol Power Company
(DPC) has been terminated by the three contractors
because of non-payment of bills by the independent
power producer for over two months. The halt of
cash flows due to repudiation of the power purchase
apreement by the Maharashtra State FElectricity
Board, dishonouring of guarantees by the State and
Centre and unwillingness of the lenders to further
fund work was the reason for outstandings to the
contiactors, the company said.

Meanwhile, the DPC sought and scheduled a
meeting with the MSEB for tomorrow to “'discuss the
potential for resolving their issues out of court, as a
first step in response to the Bombay High Court’s
request”. The High Court, while hearing a challenge
to the Maharashtra Electricity Reguiatory Comimis-
sion's jurisdiction to intervene in the dispute, had
asked the MSEB and the DPC to come to some set-
tlement given the magnitude of the investuments in-
volved and the implications to both parties.

General Electric, Bechtel and Enron Engineering
and Construction Company, first two are also part-
nets, with a 10 per cent stake in the DPC, are the
contractors. These entities, a DPC spokesman clar-
ified today, have not been paid for the past two
months though he declined to quantify the out-
standings. The second phase is virtually completed

with close to 97 per cent of the work ﬁnis&ned Re-
cently, the MSEB was asked to certify the Phase II for
comunercial production on June 6 itself.

This termination, according to observers, does not
therefore actually affect the plant’s ability to go
commercial. The DPC managing director, Mr. Wade
Cline, said it was “implementing prior plans to care
for and preserve phase II"”" pending resolution of the
various disputes. “Given the ongoing defaults by the
MSEB, we anticipated the contractors’ termination
notice,” he said adding “contractors cannot contin-
ue work without payments.”

Only on Friday, the lenders had forced the DPC to
offer to continue to sell power {rom the 740 MW
Phase I to the MSERB despite rescission of the PPA on
May 23 just to keep the cash flows. The lenders also
spoke to the MSEB about their anxiety to have Phase
i1 completed, awaiting a new, third buyer but the
MSEB has declined to pick up power from the Phase
1 because of legal reasons as well as lack of demand
for power. Now, Maharashtra is without any load
shedding,.

The DPC, however, clarified that “phase { of the
plant is not directly affected” by the termination of
work on phase [I and “currently remains operational
and fully available for dispatch of power as per the
PPA”. But it laments that despite its efforts, resolu-
tion of the disputgs between itself and MSEB has not

happened.
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\
W9 ATTENDING TO THE ECONOMY (|

DESPITE THE ENCOURAGING prospects of the
southwest monsoon exerting 4 positive impact on
kharif grain production, the economic outlook
continues to be sombre. The news from industry
fs none too gratifying. The slowdown which
hemmed in sectors such as automaobiles, cemennt,
steel, man-made fibres and paper products, dur-
ing 2000-2001, appears obstinate, going by the
data on industrial output for Aprii this year re-
leased by the Central Statistical Organisation
{CSO) earlier this week. Excepting for the mining
sector which recorded a growth rate of 5.4 per
cent (as against 4 per cent in April 2000], industry,
as a whole, grew, if ar all, ar a niggardly pace of 2.7
per cent in April this vear as against 6.5 per cent in
April 2000. 1t is not that one month's showing on
the industrial front is a decisive pointer 1o what
lies ahead. Nevertheless, the cumulative slow-
down, which has persisted for months now, can-
not be reversed without concerted efforts by
Governments af the Centre and in the States act-
ing in a constructive mode of partnership.

The question whether or not the Indian
economy is caught in a cyclical trough may be
difficult to settle. Yet, there is little dispute over
the stuggishness in demand which characterises
the present ordeal. Insofar as the dormancy of
domestic demand for a wide range of consumer
goods including durables is attributed to the
slump in agricultural production for two consec-
utive years now, a reinforced emphasis on agri-
culrural performance linked to a favourable
monsoon becomes an automatic priority on the
national agenda.

A urnaround in agricultural output would be
imperative for the economy to be put back on a
high-growth trajectory but not withour invest-
ment demand being regenerated. It is a fact that
in the name of containing the fiscal deficit, the
capital expenditure of the Centre has been se-
verely erpded in real terms over the years. The
budgeidor the current year provides for a marked
se in capigal spending from around Rs.
52,000 crores 1agt vear to around Rs. 63,000 crores.

But then the old story of slippages in investment,
on Government account, owing to dismal project
planning and implementation, ought not to be
perpetuated. Nor can the Ministries at the Centre
nursing uncompleted projects, over the years,
continue to defer the coordinated action needed
to see them through.

Even apart from the urgency of stimulating
rural demand, the long-term growth prospects of
the economy hinge on investments in the agricul-
tural sector, It cannot be too strongly argued that
Centre-State economic partnership should in-
creasingly focus on building rural infrastructure
including roads, housing, electrification and stor-
age for agricultural commodities.

Although the export performance in 2000-01
constituted a bright feature of the ecanomy, rep-
resenting a growth of nearly 20 per cent, there are
looming uncertainties on whether or not the
growth momentum can be sustained. The U.S.
slowdown could cast its shadow on Indian ex-
ports not only in the !T software sector but in
traditional wares such as textiles. The question is
how the policy-frame can tackle the patently un-
equal competitive status of Indian exports arising
from high transactions cost including interest
rates. Given the comparative Asian currency lev-
els, the policy of allowing the market to correct an
overvalued rupee would appear to be pragmatic
especially at a time when the elimination of quan-
titative restrictions has engendered widespread
fears of an immninent deluge of imports producing
a savage adverse irapact on Indian industry.

Bound up with the strategy for econemic re-
bound is the larger question of employment gen-
eration. In the post-liberalisation period,
practically all the additiontal employment in the
economy has occutred in the informal sector. In
the formal sector, employment needs to be in-
creased even granting that capital-intensive rech-
nologies are becoming the order of the day. Couy
a revamping of the labour laws be helpful for
erating more jobs in this sector? Could a gfart be
made in the Special Economic Z(_meg
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I.ATFOIIM | bzmnder Kumar Singla
~ The architect returns

Will the economic reforms create a deeper divide between the rich ‘X v %

the Congress can give the NDA government a run for its money

and the poor? With Manmohan Singh as a member of its think-tank, %\L |
\ .

growth for the realisalion of his full potential,

is a phencmenon. often not seen in the currvent
guicksand of Indian politics of alliances and coali-
tiens. The policies aimed at liberalization and mar-
ket driven economy initiated during the Congress
regime of Narasimhs Rao. under his able architeet
Dr Manmohan Singh. is but one example of a moth-
er noi being a caretaker.

During the last few years of NDA rule. the mother
seemed to go into a forced background and the care-
taket had the discretion to rear the child based on his
rather limited knowledge and expertise.

However, the Congress president's decision to
renominate Manmohan Singh as the Congress can-
didate for the Rajya Sabha from Assam is a strategi-
cally intelligent step. It speaks volumes of the Con-
gress’s commitment to follow the agenda of econom-
ic liberalisation as also set an
example of honesty in public
life. By taking this decision,
Sonla Gandhi has renewed her
commitment to economic
reforms, despite a section of
the Congress holding the view
that the party’s main electoral
constituency, the poor, has been
left untouched by the liberalj-
sation process.

While the political debate is
still on as to whether the ecn-
nomic reforms are marching
towards the anticipated goal.
the renomination of 8ingh has
sent positive signals. Notwith-
standing the debate on the
virtijes and vices of liberalisa-
tion, it is to the credit of Singh

TAK[NG CARE of the child, ensuring his proper

case of fertiliser subsidy was one such issue. i

The second generation reforms by Vajpayee’s
regime lacks wisdom. The pritme minister is merely
indulging in rhetoric and charging the Congress
with backtracking on the agenda of cconomic
reforms. On the issue of re-structuring the food secu-
rity system, including the dismantling of the Food
Corporation of India, the missive of Singh to Yash-
want Sinha that the decehiralisation of procurement
and distribution is being pursued without an idea
about the conseguences, is a strong remindet to the
NDA government of such indiscretion. One should
remember that the earlier fiasce of tampering with
the PDS eventually boomeranged.

Sonia Gandhi’s decision to re-induct Manmohan
Singh in Parliament would also add a new meaning
to the continuing debate on economic reforms. Any
developing situation on the economy front needs a
new perception and inncovative
solutions.

India can't afford to be
trapped in a stereotype of the
shell model of economic
reforms. It needs, nat a stan-
dard but a customised software
of economic referms that is
built on the basis of an immac-
ulate need-based analysis
followed by the development
of prototypes. Quite expectedly,
in the Bangalore plenary
session  of the Congress,
the party has restated its
position, particularly on the
wider dimensions of economic
reforms and on the policy of
disinvestment of public sector
undertakings.

that the Nineties witnessed a

The concern was expressed

higher rate of growth than any  REWRITING REFORMS: Manmohan Singh  that a situation may arise when

other decade after Indepen-

dence. The period also witnessed a reduction in the
quantum of poverty. [t carnot be denierd that the per-
centage of the poor has fallen in the last few vears.

Singh is a rare example of an honest and commit-
ted economist in the political arena. le is credited
wirh pioneering work in the field of cconomics. Hav-
ing risen from a practising economist to eventually
head the treasury of the largest democracy, he clear-
ly provided the road map for the Indian economy to
move faster and that too without hiceups.

“He has achicved feats that few academics can
dream of accomplishing.” said Ncbel laureate
Amartyva Sen, who deseribes Singh as the “civil ser-
vant with quiet efficiency who followed this up by
becoming a statesman ushering in courageous and
innovative reforms™. Sen honours him ag the “most
inmovative finance minister of modern India®™.

Another well known economist, Jagdish Bhag-
wati, sums up his contribution to the [ndian cecono-
my: “After nearlythree decades lost to a policy frame-
work that handicapped our explicit objective of
assuring minimum income to the country’s numer-
ous destitute and poor, Manmohan was given an
opportunity by Raa in 1991 1o reverse india’s course.
He seized it, and succeeded.”

Singh. however. did face strong criticism whenev-
er he made a major move. Despite his persuasive
skills, he failed time and again to convince the polit-
ical class of the merits of his economic agenda. The

reservation for the scheduled
castes and scheduled tribes, which was ensured in
public scctor undertakings, would be jeopardised
and the deprived sections of society would be
debarred from job opportunities. Would the private
sector cvolve a recruitment policy on the pubtlic sec-
tor model of empowering underprivileged communi-
ties? It is doubtful that the private sector would go for
such a policy which is a pure anti-thesis to the con-
cept of competitive economy

Thus the issue reqliirves a politically debated diag-
nosis. Can economic reforms in the mould of west-
ern cconomy divide Tndia into two separate identi-
ties, one moving faster and the other slower and
liable to be left behind?

Sonia Gandhi probabliy thought that any step, or i
any new policy on the economy front, would require I
an expert view and should be commensurate with the
political needs of the Indian society. In this context,
Manmohan Singh, who has a4 passionate concern for
the poor, fits in to play a major role.

Through the vears, the Congress has played a
unique role in shaping the economic policy of India.
[t would naturally like to shape up the couniry’s
existing economic policies as well. And Manmohan
Singh would be an ideal choice for the Congress to
lead its think-tank, both in the Working Committee
as also in Parliament.

The writer is a former MP
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/Iﬁa unlikely to attaln 9% growth The Economist

A
New Delhi, June 1 W// \

INDIA IS unlikely to achieve the
average annual growth target of
nine per cent in this decade if
radical reforms are not carried
out, UK-based journal, The Econ-
omist, has warned.

“The Government has done a
lot in the past 10 years. India has
lifted its growth rate during the
1990= but is still under-perform-
ing. It is unlikely to hit the target
of nine per cent economic
growth without further reforms
as radical as.those that came
pefore and possibly miore
painful,” it said in a recent sur-
vey on India. “If India is to fulfil
its potential, its elected politi-

cians must ledrn tfthmk like
managers.” it sgaid.

Unveiling th¢ survey here last
night, its authdr, Brooke Unger,
told reporters last night that the
reforms of 1991 have launched
India in the direction most Indi-
ans would want to see it go —
towards widely shared prosperi-
ty and a position of influence in
the world. But even after 10 years
of reforms, he said, “Govern-
ment policies frustrate growth
and employment.”

“India was beginning its sec-
ond decade of reforms in a
gloomy mood. Growth in fiscal
2000 dropped for the second year
running and a series of scandals
have temporarily paralvsed the

Government,” he said.

On the removal of quantitative
restrictions, Unger said, “farm-
ers and industrialisss have been
spooked. These disappointments
are a result of too little reform
rather than too much.”

Unger said reforms had actu-
ally helped the poor and further
doses of it would ultimately ben-
efit them by raising economic
growth rates and creating new
employment.

He regretted that India was
going out of its way to make it
difficult for enterprises to be
competitive and anveone doing
business in India was running
against institutionalised friction
due to failure of both traditional

and human infrastructure,

One of the reasons for the ser- -

vices sector to be the fastest
growing in the economy was its
ability to shield itself from the
local conditions, he said. .
The IT sector was suecessful
because “they can replicate in

India condmons enjoyed in west .

ern firms.’ 3.

The c:m‘tev pamted a bleak
pictureon tk;e other major-sector.
The agricuitura seetor, which
occupies mgre than half the
workforee, *1s hemmed in by
countless restrietions, it said.

“A hostof incentives, legal and
illegal, discourage small enter-
prises from becoming big ones.”
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“Gurudas attacks Centre’s
new economic policy

HT Correspondent
Kolkata, Moy 31 Y\
EMPLOYEES OF both public and
private sector are heading for a
grim future. © The current situa-
tion is worse than the situation
during the Emergency in the
19705, The present Government
ismore interested inretrenching
employees and privatising indus-
ries” said Gurudas Dasgupta.
vice president. All [ndia Trade
Union.

Speaking in a seminar here
woday. he came down heavily on
the ceniral government's liberal
policies. “Voluntary retirement
achemes, popularly known as
VRE is now being presented 1o a
number of employees. But the
number of people opring for it
voluntarily is far less.” he said.

Depen Ghosh, eminent trade
union leader and editor of
Janashakt pointed out the

v

iminishing role of the customs
department in the wake of the
centre’s new sconomic policy. ”
With the withdrawal of qualita-
tive regtrictions on more than
thousand items, umpart of for-
elgn goads have hecone easier
and the role of customs heen got-
fing down sized day by day.” he
satd.

The opening up of the defence
scetor for privatisation where
dian companies can set up
wholly owned units along with a
certain percentage of foreign
investment came under heavy
attack f1rom the panel of speak-
ers. The unions were worried
about wovkers Josing jobs bug
stressed on the fact of national
security being jeopardized. [as-
gunta stressed on the fact that
defence industry workers would
be more vulnerabie due to the
privatisation and fereign nations
can casily know abouyt facts

————
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resulting a thredd to our nanuon.
An argument often led by the
fiberals that government should
downsize iis acrivities by not
FUNNINg hospitals, hotels,
schools. industries and concen-
trate on activities like protecting
the frontiers, fast paced reforms
and printing of currency notes
fon were not spared. There was a
consensus among all that the
government is tryving to shed
responsihility by not looking
after social welfare issues like
heath. education and spending in
thut direction. Downsizing of the
government would lead to fur-
ther shrinking of job opportani-
fies resulting decrease in pur-
chasing power of the people. The
union leaders urged all the trade
unions to collectively join hands
against fight against the ang
poor policies of the centre s
1o uplift the downtrodden ;
uniorganised classes.
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Enron controversy will end, there
is little doubt that the situation is
. worsening by the day It isn't often
that a power company stops geheration, but
- this is exactly what the Enron-operated
ol Power Corporation has done after
th¢ Maharashtra State Electricity Board
agnounced that it will not buy any more
popwer from Enron unless it was priced rea-
spnably. What this implied was a renegotia-
ion of the Power Purchase Agreement
PPA)Y, whose flawed nature has already led
o such proposals being made. It is
Jsignifiqant that Enron has indicated that it is
willing to cut tariffs by 10 per rcent and
by another 10 per cent once it switches
to LNG from naptha which it is using at
present.But for MSEB,the price is still
too high.

With the two parties hardening their posi-
tions, there was little option for the Centre
but to intervene. As a first move, the Central
Electricity Authority (CEA) has been asked
to discuss with power-deficient states the
quantity of power they can absorb from DPC
and the tariff at which it can be sold. It is
ironical that a renegotiation committee in
1995 had brushed aside the serious reserva-
tions expressed by the World Bank, Planning
Commission and CEA over the way the pro-
ject was prepared. The CEA, which is

W
LR Power game .5~
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involved in every power project, had
virtually no rele to play in the Enron talks
despite the legal requirement that the CEA
has to give techno-cconomic clearance to
the projects. If Maharashtra and the Centre
pay up as a counter-guarantee what Enron
has demanded,it will impose a huge
financial burden on them, But if they
don’t, they will end up paying even heavier
penaities,

Enron, on its part, appears to be following
an uncompromising line. It managed to get a
16 per cent rate of return for its 740 MW first
phase and closed the first year of its opera-
tions with a post-tax profit of Rs 200 crore.
Over 90 per cent of the work on the 1,444 MW
second phase has heen completed, but Enron
has decided to suspend work pending the set-
tlement of its dues from MSEB. However, 1it-
tle progress is expected in this matter and, as
a result, the controversy may only become
messier. For the Centre to offer power to
states at prices to be determined by CEA
seems to be a belated effort to cover up its
past mistake. If Enron were to accept the
proposition, then it may as well renegotiate
the tariff with MSEB. In a country suffering
from severe power shortage, cases like the
present one show what political shortsight-
edness can do. India needs power, but
the deals have to be worked out with much
greater care.
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