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*"A LANDMARK WITH CHALLENGE%

THE ACCUMULATION OF foreign exchange re-
serves of $100 billion is a landmark event that
symbolises a sea change from an era when In-
dia had to live a hand-to-mouth existence in the
external sector of its economy. During much of
the first four decades after Independence, India
had to worry about the availability of dollar re-
sources to pay for imports. Today the country
has the sixth largest reserves in the world. In
December 1990, at the height of a balance of
payments crisis, reserves could pay for only
three weeks of imports. Today India’s dollar
holdings provide import cover for as many as 15
months. It can be said without any exaggeration
that the country no longer faces a foreign ex-
change constraint. Much of the credit for this
transformation should go to the Reserve Bank
of India, which has been following a judicious
approach in managing the balance of payments
since the early 1990s. The RBI has overseen the
maintenance of more than adequate reserves,
ensured a reasonable level of stability in the
exchange rate, and has successfully warded off
potentially major threats like the fallout of the
East Asian crisis of 1997-98.

In a world of unpredictable financial crisis,
developing countries are obliged to protect
themselves against the “herd” mentality that
influences the behaviour of foreign investors.
The only protection possible is a bank of a large
stock of liquid resources in global currencies;
India now possesses that kind of security. But
there is a risk in, and a cost to, the holding of
large reserves. The risk is in attracting poten-
tially volatile capital and the cost is in tying up
substantial resources in low-yielding invest-
ment. During the past decade, a variety of in-
flows on the current and capital account have
contributed to the accretion of India’s dollar
holdings. Over the past two years, however,
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capital receipts have become more important. A
substantial proportion of these inflows has been
driven by arbitrage and the prospect of a further
appreciation of the rupee. While some of the
avenues for interest arbitrage have been
plugged in recent months, the flood of capital
has not receded. Foreign institutional invest-
ment in the stock market has become the single
largest source of foreign capital. The risk is that
any sign of volatility in currency rates (especially
a rupee depreciation) will precipitate a drying
up of inflows and an outflow of capital. All this
puts additional pressure on the RBI — which
has to make major purchases of foreign cur-
rency as it attempts to balance the interests of
both exporters and importers, hold the rupee
steady, and simultaneously remove excess ru-
pee liquidity from the economy. ) ¢ {§

The dollar resources of the RBI arq mainly
invested in U.S. Government securities. The
cost of such investment, in terms of low yields,
has prompted calls to make the rupee fully con-
vertible so that the reserves can be brought
down substantially. The central bank has been
taking a number of small steps to facilitate a
freer movement of capital, but has wisely stop-
ped short of full convertibility. The most impor-
tant lesson of the many financial crises of the
1990s is that full convertibility in a developing
country can cause more problems than provide
tangible benefits. Finally, crossing the milestone
of $100 billion means that a new challenge
awaits India in the global arena. The U.S. has
been exerting pressure on Japan and China —
the countries with the largest reserves — to let
their currencies appreciate so that it can bring
down its trade deficit. India can now expect to
face similar demands on the rupee. All this un-

derlines the need for a coordinated Asian
strategy. /‘
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he apprehensions expressed
by the minister of disinvest-

ment are not without basis
specially considering the possi-
ble effect on other PSUs. While
this will affect the whole process
of disinvestment and working of
the disinvestment ministry invol-
ving many PSUS, the case of coal
deserves special mention being
one of the biggest PSU in terms
of both its size, importance and
manpower, providing 60 per cent
of our energy requirement. The
coal industry like the oil has also
become the member of the
family of PSUs through the Act
of Parliament, namely Coal
Mines Nationalisation Act 1973,
The Act says categorically that
“no person, other than the
central government or a govern-
ment company or a corporation
owned, managed or controlled
by the central government shall
carry on coal mining operation
in India (Section 3).

Outsourcing

The issue has assumed special
relevance as along with the
Banking Company’s Act the
Supreme Court has referred to
the Coal Mines Nationalisation
Act, 1973 in its judgment on the
oil PSUs. It may be pointed out
that the nationalised coal indus-
try which was considered in a
hopeless condition is on the path
of revival under the public sector
earning profits of more than Rs
2,500 crores last year. So the eye

of the private sector is on this

PSU also and a proposal of
denationalisation is pending
before Parliament to give entry
to private players by amending
the parent Act.

So far all attempts to amend
the Coal Mines Nationalisation
Act have remained unsuccessful
because of the stiff resistance
both within the House and
outside which includes threat of
a countrywide indefinite strike
by coal workers. This is also
expected if attempts are made to
amend the Act on Oil PSUs. So
the government is after some
roundabout way of introducing
at least partial privatisation
without amending the Coal
Nationalisation Act and inviting
a debate. One such way now
discovered and found conve-
nient is called “outsourcing”
now opposed by all the unions of
coal workers which will face
further rough weather after the
Supreme Court’s judgment on
disinvestment. In the coal indus-
try the major point of conflict
revolves round “outsourcing”
though the management is trying
hard to convince the workers
that it is not privatisation.

But what is outsourcing? It is
nothing but the use of private
contractors or private agencies
in raising and loading coal and
removing the extra burden un-
der the thin veil of public sector
management. This is a device of
privatisation by the backdoor
circumventing the Nationalisa-
tion Act. The management was

first shy to use this backdoor
method but after the gradual tilt
of the government towards pri-
vatisation the method is openly
proposed to earn immediate
profit and for revival. The rate
with which the process of out-
sourcing is being used in three
companies of the nationalised
coal industry, namely ECL,
BCCL and CCL soon outsour-
cing will be the main source of
production and the logic that is
being put forward cuts the very
basis of nationalisation leading
to its total privatisation,

Taking advantage

In this connection it may be
mentioned that before nationali-
sation, contractors were doing
jobs from raising and loading of
coal to overburden removal with
some nominal owner at the top
getting some income without any
role in the management. With
outsourcing even without dis-
investment the actual control of
the coal industry will pass to the
contractors who mostly belong
to the mafia and have become
active at least in the Dhanbad
coalfield after getting the scent
of privatisation.

However, that system in the
past failed miserably leading to
nationalisation of the coal indus-
try. The main ground for out-
sourcing is less cost of produc-
tion and easy profit as the con-

tractors make underpayment to
workers, i.e., less than the offi-
cial rate which the departmental
workers get showing the correct
payment on paper. This is totally
illegal creating black money, one
of the major causes of violence
in the coal belt. Such a
clandestine practice depriving
the workers of their dues is

working taking advantage of the
falling bargaining power of the
workers due to unemployment.
Should a government company
encourage this?

One of the reasons for making
the public sector is to give fair
wages to workers. Wage boards
etc were created to make the
private sector emulate the pub-
lic sector. But in the name of glo-
balisation and competition, lab-
our is to be squeezed, public sec-
tor is to follow the private sector,
bare wages will replace fair
wages and outsourcing will oust
the official source.

This is definitely not the spirit
and letter of the Coal Mines
Nationalisation Act, specially
when the Supreme Court’s judg-
ment on oil PSUs has pointed
out that not only the expressed
provision of the Act but the
implied one in the preamble and
in its aims and objects of the Act
is binding.

An Act is not only a bundle of
words; it carries some message,
the essence. The essence of the
Coal Mines Nationalisation Act
is definitely not outsourcing or
surreptitious use of dubious con-
tractors and  clandestine
operations.

It may also be pointed out that
a notification was issued by the
government in 1975 completely
banning use of contractors in
raising and loading of coal and

" overburden removal.

MENT DEBATE-II

\b\\ Government That Fears Parliament

Neither
has the Act been repealed nor
has the Notification been with-
drawn and the Regional Labour
Commissioner, a government
servant, is sending a prosecution
proposal against the government
company without any effect.
Section 30 of the Coal Mines
Nationalisation Act contains a
penalty provision: “Any person
who engages or causes any other
person to be engaged in winning
and mining of coal from the
whole and part of the land - shall
be punishable with imprison-
ment for a term which may ex-
tend to three years and also with
fine which may extend to twenty
thousand rupees.” But when the
master is committing the offence
can a servant punish him?

Parliament

It is this vast question that the
Supreme Court’s judgment has
raked up which is not only meant
for oil or coal PSUs but most of
the economic activities of the
government. The Supreme
Court’s judgment has suggested
that if the law is not suitable it
can be changed, if the method
does not work it can be altered,
but it should not happen that
something will remain in the
statute and something else will
be followed. The court cannot
decide what policy the gover-
nment should follow but Parlia-
ment can, representing the
sovereign will of the people and
the court is empowered to see
that Parliament is not bypassed.

A court fearing government is
welcome but the Parliament fea-
ring government must go. The
uneasiness expressed by the gov-
ernment over the court’s judg-
ment on disinvestment of oil
PSUs asking it to go to Parlia-
ment has revealed that this is a
Parliament fearing government,
at least on a major policy matter.
The same is revealed in the
outsourcing of coal which is not
according to the letter and spirit
of the Coal Nationalisation Act.
A law breaking government is
much more dangerous than law
breaking people.

If necessary there can be a
referendum on the point of pub-
lic sector and disinvestment but
there should not be any decep-
tion. Getting votes in the name
of Ram and swadeshi and then
inviting MNCs and selling PSUs
must end. A country whose
Constitution starts with the
words “Constitute India into a
sovereign socialist secular demo-
cratic” cannot dance to the tune
of mercantile misorder for long.

(Concluded)
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news striking left and right

sparing no one and upsett-
ing all. Only some time back it
came out with an anti-strike
judgment backing the Jayalalitha
government of Tamil Nadu, in-
furiating the Left and even pro-
voking the Attorney General to
come out with a statement. Now
by pronouncing judgment stay-
ing the proposed disinvestment
of the oil PSUs, it has put the
Right to discomfiture. Even the
court fearing ministers are in the
mood to revolt. While the judg-
ment of the court on strikes like
the earlier one on bandhs is be-
ing fought in the streets, that on
disinvestment is having wide
repercussions in the corridors of
power.

People’s view

The latest report is that the
Supreme Court has been persu-
aded to review its judgment but
the debate it has initiated is unli-
kely to stop so easily. On the
contrary, it confirms the impres-
sion that the people are not in
favour of disinvestment and the
government wants to avoid a
discussion in Parliament on the
eve of elections and wants the
court to bail it out.

Secondly, the judgment has a
bearing on transparency in the
functioning of the government.
Its proposition is, if any concern
has come into existence because
of an Act in Parliament like the
oil PSUs, it has to go through
Parliament even if it is to be
wound up. It sounds very logi-
cal, so why the uneasiness in the
government? The Sujyeme

The Supreme Court is in the

Court has not passed any :opini- -

on on disinvestment bu: only
stressed the method.

The judgment quoted Pieric
Guislain’s book entitled, The
Privatisation Challenge, publish-
ed by the World Bank: “Whether
a country needs to enact a
privatisation law or can do with-
out one depends on several fac-
tors, the political situation and
the legal tradition of the country,

The author is former member of
Parliament.

By AK ROY.

the scope of its privatisation
programme and the nature of
the enterprise to be privatised.
Some countries have opted to
enact privatisation laws even
when privatisation could have
been implemented without am-
ending the existing legislation.
This may have the advantage of
mobilising explicit political sup-

o

-

port and commitment in favour
of privatisation from the very
start. It may confer a stronger,
cleaner mandate on the govern-
ment and make them more ac-
countable. On the other hand, a
privatisation law  involves
risks...”. And in India the biggest
risk is, if put to vote, it may be
defeated in the House and crea-
te a storm outside threatening
the very existence of the gov-
ernment. So the government is
hesitant.

Privatisation

It may be noted that though
the term disinvestment is new,
the people know it means priva-
tisation designed to end the
public sector and, however
wasteful the public sector units
may become or are shown to be,
the people have some
attachment towards them.
Planning and the public sector
were conceived during the

» 9 DEC 03

freedom struggle as a way to
develop a self-reliant economy
and the first national planning
committee was formed in 1938
when Netaji Subhas Chandra
was Congress president. There
was a pledge which was given
shape after Independence. In
1951, the beginning of the first
five-year plan, the number of

PSUs was five with investment of
Rs 29 crores, which became 48
and Rs 956 crores in the second,
84 and Rs 3,897 crores in the
third, 122 and Rs 6,257 crores in
the fourth, 179 and Rs 18,250
crores in the fifth, 215 and Rs
42,643 crores in the sixth and 257
and Rs 99,315 crores in the
seventh (1990) and reaching 262
and Rs 265,038 crores. But after
1992 and adoption of new
economic policy of privatisation,
liberalisation and globalisation
the reverse trend started with
disinvestment. Between 1991-02

“an asset of Rs 25,800 crores of

the public sector was sold and
that too at a throwaway price
and in the Tenth Five-Year Plan
(2002-07), the target is of Rs
76,000 crores.

So disinvestment is taken as
turning the wheels of history

backwards. The PSUs were crea-

ted to lead industrialisation. If
that is to be discarded as a white

STMENT DEBATE-I

AN C\\ﬂ/Government In Search Of A Short Cut

elephant, the only elephant left
is the multinational companies
and whatever may be its colour,
its reputation fies in leading de-
industrialisation and creating
markets. So the choice is grim -
between PSUs and MNCs, bet-
ween import substituting indus-
trialisation and import-oriented
de-industrialisation, between in-

_dependence and dependence.

And despite all-out support to
the latter in the media and from
the elite, the people’s inclination
for the latter still cannot be
taken for granted.

No challenge

However, the Supreme Court
after starting this potentially
dangerous dcbate has remained
non-committal without taking
sides either for or against the
disinvestment and its judgment
concludes: “There is no challen-
ge before the court as to the
policy of disinvestment. The only
question raised before us whe-
ther the method adopted by the
government in €Xercising its exc-
cutive powers to disinvest HPCL
and BPCL without repealing or
amending the law is permitted or
not. We find that on the lan-
guage of the Act such course is
not permissible at all”.

Such a harmless statement

should not have upset any gover-

nment that is really armed with
the mandate of privatisation
even in the World Bank’s stan-
dard. The present NDA govern-
ment at the Centre is armed with
only one mandate and that does
not include all its constituents —
to construct the Ram Mandir at
Ayodhya. But but after coming
to power, it has started demoli-
shing the PSUs, once called by
Nehru as the modern temple of
India. It is here that the trouble
lies. The alarm raised by the
government has further highli-
ghted this weakness. In fact, the
present government at the
Centre has no mandate of any
kind to privatise any PSUs and
so is in search of a short cut to do
that in a hurry avoiding a debate
in Parliament and discussion
among the public.

(To be concluded)
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Upbeat govt
to push ah
with reforms

TiMEs NEws NETWORK

New Delhi: Emboldened by
- » the results of
{ the state as-
sembly elec-
tions, the Vaj-
payee govern-
ment on Fri-
day signalled
that it would
push ahead
with economic
reforms with greater vigour.
Finance minister Jaswant

J. Singh

Singh asserted here that the’

government -will present a
“full budget” at the end of
February as schedule, adding
that reforms would be given a
renewed thrust.

“There is a popular sup-
port for reforms,” commerce
and industry minister Arun
Jaitley also told reporters.

The FM sought to put at
rest speculations of an “in-
terim budget” or a “vote-on-
account”, saying that Prime
Minister Vajpayee had al-
ready made it clear that there
would be no early Lok Sabha
elections.

Mr Singh said the budget
will place emphasis on
the agriculture sector to ush-
er in a “second green revolu-
tion”. He said key elements
of this must be the diversifi-
cation of agriculture, devel-
opment of wasteland, capital
expenditure, growth and ex-
pansion of irrigation and
value-addition in farm pro-
duce.

PTI adds: In an interview
to the London-based Finan-

Demat system
for stamp
papers soon

New Delhi: The central
government will come up
with a system within the
next 6-8 months under
which stamp papers will
be in dematerialised (de-
mat) form like the system
of dematerialisation in-
troduced for stocks and
shares, finance minister
Jaswant Singh told re-
porters on Friday.

The demat system will
be a safe, secure and easy
to transact, the finance
minister said.

He declined to com-
ment on the allegation
that his ministry sat over
for more than a year a let-
ter from the Karnataka
chief minister seeking ac-
tion on the stamp paper
scandal. T

cial Times, Mr Singh said fis-
cal consolidation was crucial
for India to move on to the
higher growth path of over
seven per cent.

The combined fiscal deficis
of central and state govern-
ments was almost 11 per cent
of the GDP, Mr Singh said
stressing, “India stands on
the verge of expolsive eco-
nomic growth. But fiscal re-
form is essential.”

L
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THE FINANCE MINISTRY'S mid-term review of
the Indian economy is a voice of moderation
amidst the many extravagant predictions of dou-
ble digit growth that have been made by inde-
pendent think tanks at home and abroad. The
official assessment of the performance of the In-
dian economy in 2003-04 does not however com-
pletely avoid making unrealistic forecasts. The
Reserve Bank of India’s perspective, issued a fort-
night ago, remains the more sober and realistic
view of the short-term outlook for the economy.
Where the RBI sees GDP in the current fiscal year
growing by between 6.5 and 7 per cent, the Fi-
nance Ministry sees growth exceeding 7 per cent.
The acceleration in economic growth in 2003-04
is being driven and facilitated by the good south-
west monsoon: normal levels of precipitation will
lead to a substantial jump in agricultural produc-
tion and higher farm incomes will boost demand
for industrial products and services. The ques-
tion is whether the overall recovery will be sub-
stantial or only modest. The trends in the first
half of the year were of a modest acceleration in
output. While the situation may change dramat-
ically during the second half of 2003-04, the mid-
term review errs in not paying more attention to
how the economy performed between April and
September 2003. :

To be fair to the Finance Ministry, its review
acknowledges that the recovery this year will be
similar to the turnaround in the past when a
good monsoon came immediately after a poor
one. Yet even the Government’s optimistic fore-
casts are of GDP growth that will be less than in
1967-68, 1975-76, 1980-81 and 1988-89, when the
economy grew well above 7 per cent as agricul-
ture benefited from the return of a normal mon-
soon. This, of course, is not a very accurate
comparison, since the share of Indian agriculture
in GDP is now far less than it was even a decade

THE HINDU
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ago. However, the mid-terla-revidw is guilty of
excessive op. mism elsewhdge. It sees foodgrain
production this year registeriig a new peak of 212
million tonn s, although the first estimates of the
kharif (monsoon) crop are of a harvest of 108
million tonnes, which is less than the record pro-
duction of 111.5 million tonnes in 2000-01. This
means that the rabi (winter) crop will have to be
the highest ever and compensate for the some-
what modest recovery in kharif production. The
flow of bank funds to the commercial sector has
increased more slowly so far this year than in
2002-03, the core infrastructure sectors are show-
ing a slower rate of growth, exports are rising at
half the rate of last year, and the pick-up in indus-
trial production has been modest. In spite of
these trends — all noted in the mid-term review
— the Finance Ministry expects a substantial ac-
celeration in industrial activity. The months
ahead may indeed witness a dramatic improve-
ment, but as of now there is little concrete evi-
dence of such a development.

The quarterly review of the Cegytre’s finances,
which the Government is obligedg
der the Fiscal Responsibility Mana
dicates that after two quarters the fiscal situation
is better than last year. A higher proportion of
revenue receipts, including taxes, was collected
by end-September 2003 than at the same point of
time last year. This is true as well of expenditure,
which is by and large adhering to the budgetary
projections. But there are some discordant
trends. While direct tax and customs duty collec-
tions have been increasing rapidly, excise duty
revenue has been growing slowly. There is then
the revenue deficit, always the weak spot in Cen-
tral Government finances, which after six months
was 37 per cent wider than in the corresponding
period of last year and was already 58 per cent of
what has been:budgeted for during all of 2003-04.
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SC to recon

Q

s
Times NEws NETWORK

New Delhi: The Centre’s privatisa-
tion and disinvestment plans re-
ceived a boost on Monday with the
supreme court decision to give a
fresh look at its recent judgment on
prohibiting disinvestment in the two
major public sector oil undertak-
ings, Hindustan Petroleum Corpora-
tion Ltd (HPCL) and Bharat Petrole-
um Corporation Ltd (BPCL).

A bench of Chief Justice V.N.
Khare and Justice S.B. Sinha stayed
the proceedings before various high
courts on petitions challenging the
disinvestment of Shipping Corpora-
tion of India (SCI), Hindustan Cop-
per Ltd (HCL), and Burns Standard
Corporation Ltd (BSCL) as the Cen-
tre sought transfer of these petitions
to the apex court for an authoritative
pronouncement on the crucial issue
involving the government’s massive
privatisation programme.

A bench headed by Justice S. Ra-
jendra Babu had stopped the privati-

THE TIMES OF INDIA

sation process of these two cash-rich
and profit-earning oil PSUs, saying
since they were created by acts of par-
liament, the government could not de-
cide their fate by an executive order.

During the hearing of a petition
challenging the disinvestment of the
Kolkata rail coach manufacturing
company, Jessop and Co, a bench of
Chief Justice V.N. Khare and Justice
S.B. Sinha said on Monday, “We are
primarily concerned whether disin-
vestment requires parliamentary ap-
proval and whether it is legally per-
mitted.”

Earlier, attorney-general Soli J.
Sorabjee had said that many deci-
sions for privatising PSUs had been
taken prior to the controversial Sep-
tember 16 judgment, halting the pri-
vatisation of the two oil majors. Var-
ious high courts were flooded with
petitions challenging the disinvest-
ment and privatisation programme.
The petitioners had relied on the
HPCL-BPCL judgment.

“The decision of the apex court

1 8 NCV 03

isider HPCL verdict
AV wA Y

was not to be applied to all the cases
where disinvestment decision waz
taken prior to the judgment,” Mi
Sorabjee said. He said certain obser
vations in that judgment required ftc
be examined afresh as they had fai
reaching consequences.

Jessop  Officers  Association’
counsel Dipankar P. Gupta said the
Centre had raised several new
points, and sought four weeks’ time
to reply to the counter-affidavit o
the government. Defending the dis
investment of the sick Jessop & Co.
which was pending before the Board
for Industrial and Financial Recon-
struction (BIFR), the government in
its counter-affidavit said the apex
court’s judgment on HPCL was being
relied upon by the petitioners to say
that the sell-off of the rail coach fac-
tory to the Ruias was null and void.

The Centre said the judgment
needed reconsideration as it had
misinterpreted the powers con-
ferred on the executive under Arti-
cle 298 of the constitution.
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NEW DELHI, NoV. 17. The S\upr me

¢ Court today agreed to have a
fresh look at its recent judgment
- on the Hindustan Petroleum
; Corporation Limited and the
Bharat Petroleum Corporation
Limited holding that prior ap-
proval of Parliament is required
for disinvestment in these pub-
lic sector undertakings.

A Bench of the Chief Justice
V.N. Khare and Justice S.B. Sin-
ha observed during the hearing
of a petition challenging the dis-
investment of the rail coach
manufacturing company, Jes-
sop and Co., that “we are pri-
marily concerned whether
disinvestment requires parlia-
mentary approval and whether
it is legally permitted.”

Earlier, the Attorney-General,
Soli J. Sorabjee, contended that
though many decisions for priv-
atising PSUs had Heen taken
prior to the September 16 judg-
ment halting privatisation ~pf
the oil PSUs for want of pHor
Parliamentary approval, these
had now been challenged in
many High Courts relying on
the HPCL judgment.

He said: “The decision of the
apex court was not to be applied
to all the cases where a disin-
vestment decision was taken
prior to the judgment.” Certain
observations in the HPCL judg-
ment required to be examined
afresh as they had far-reaching
consequences.

In its counter-affidavit, the
Centre said the judgment in the
HPCL/BPCL case needed re-
consideration as it had misin-
terpreted the powers conferred
on the executive under Article
298 of the Constitution. Submit-
ting that the reliance of the Cen-
tre on its powers under Article
298 of the Constitution had not
been dealt with in the said judg-
ment, despite being raised by
the Government, it said, “inso-
far as the judgment holds that
Union of India, in exercise of its
executive power, is not entitled
to dispose of shares i&cquired by
it pursuant to the Nationalisa-
tion Acts, it is submitted that
the said judgment restricts the
scope and ambit of Article 298.”

It said the observations in the
judgment put in “jeopardy” var-
ious disinvestments of compa- |
nies and PSUs, but the
judgment proceeded on misun-
derstanding and misconception
of Article 113 of the Constitu-
tion as it appeared to hold that
the executive could not dispose
of any property purchased from
funds out of the Consolidated
Fund of India (pursuant to Par-
liamentary approval), except

| with Parliament’s sanction.
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//CdNTINUITY IN RBI CREDIT POLICY

e

By Oommen A. Ninan

MUMBAI, NoOV. 3. In his maiden policy announce-
ment as Governor of the Reserve Bank of India, Y.
Venugopal Reddy today preferred not to cut any
rate — Bank Rate, Repo Rates and Cash Reserve
Ratio — allowing the central bank’s continuity of
the softer interest rate regime.

The implication is two fold: one, Mr. Reddy
believes in continuity under which monetary
measures

such as Bank Rate cut can be resorted to as and
when circumstances warrant. Two, inflationary
expectations, although positive, can never be ig-
nored. So for the common man, while there is an
abundance of liquidity, the significant gain has
only been in areas such as housing loan and not
in the aggregate. That is why the RBI feels that the
credit delivery system has to be further improved
to benefit the small and medium industries and
agriculture.

Announcing the Mid-Term Review of the Mon-
etary and Credit Policy for 2003-04, Mr. Reddy
revised the Gross Domestic Product (GDP)
growth to 6.5 to 7 per cent for 2003-04 against the
six per cent projected in April last, taking into
account the performance and spatial distribution
of the southwest monsoon and assuming the
continuance of good performance by industry
and some acceleration in exports.

“Our review of the economy indicates a very
positive development in the macro level and the
investment climate has improved. However, the
flow of credit is slightly sluggish,” he said. The
annual rate of inflation was likely to be in the
range of 4 to 4.5 per cent with a possible down-
ward bias compared to the 5 to 5.5 per cent envi-
saged during the Annual Policy announcement in
April.

Mr. Reddy did not announce any change in the
Bank Rate and the Cash Reserve Ratio as expect-
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ed by some sections of the financial markets.'The

Bank Rate, an orthodox interest rate signalling
device — which plays a role in the pricing of loans
by banks — remains at six per cent “on a review |
of the macroeconomic developments”, and the
CRR — the amount of liquid cash that banks
maintain in their vaults — stays at 4.5 per cent “in
view of current liquidity situation”. The Repo
Rates, the benchmark for short-term rates in the
economy, were left untouched. The RBI Governor
indicated that the policy moves could happen
outside of the monetary policy review. “No need
to wait for a date to cut rates.”

The flow of credit had been less than antici-
pated. The non-food credit increased by 5.7 per
cent up to October 17, 2003, compared to an in-
crease of 7.4 per cent in the corresponding period
of the previous year. However, recent develop-
ments indicated an improvement in the flow of
credit. The removal of restriction, of the prime-
lending rate (PLR) being the floor rate for loans to
the retail and personal segment, “should provide :
further impetus to retail lending.”

The monetary policy’s thrust would continue
to be on providing adequate liquidity to meet
credit growth, and to support investment de-
mand with a vigil on the price level and with a
preference for a soft and flexible interest rate en-
vironment. Mr. Reddy said a significant growth in
the flow of retail credit was observed, particularly
in the housing sector. However, credit delivery to
some sectors, particularly small-scale industries
and agriculture, had to improve.

The persistence of large aggregate borrowing
by the Central and the State Governments con-
tinued to cause concern. There was need for ef-
forts to widen the revenue base, rationalise
expenditures and, above all, increase the produc- |
tivity of public investment in the commercial and |
social sectors. !

Editorial: Page 10; Reactions on Pages 11, 17 |
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“Sensex crosses 5,000 mark,”

bull run may continue .
il i

A
GV
Arun Kumar
New Delhi, November 3

THERE WAS a strong rally in
the stock markets on Monday
with the BSE Sensex breach-
ing the 5,000 mark after 42
months. The 30-share Sensex
gained 156.16 points to close at
5,063.03 points, up from Fri-
day's closing of 4,906.87.

Key stocks like Bajaj Auto,
Dr Reddy's Labs, GACL,
Grasim Ind, HCL Tech, Infos-
ys Tech, HLL, RIL, ITC, L&T,
ICICI Bank, BSES, Hero Hon-
da, ACC, Satyam Computer,
Tata Motor, Tisco and MTNL
recorded sharp gains.

Strong economic funda-
mentals, better-than-expected
quarterly financial results
and the Reserve Bank of In-
dia’s decision to keep interest
rates at the same level boosted
market sentiments.

Another reason for the
stock market boost was record
net purchases in October by
foreign institutional investors
and operators, who also made
large commitments in the fu-
tures market on the first trad-
ing day of the month. Foreign
funds made a net inflow of
$1.43 billion in the Indian eq-
uity markets in October, tak-

\
Stocks soar A\ |

On Monday, the Sensex \
breached the 5,000 mark for
the first time since April 13,
2000.

The triggers

# Strong economic growth

¥ Good quarterly financial
results

® Record purchases by Flls

P RBI's decision to keep the
interest rates at same level

ing their total invesiment in
2003 to $4.5 billion, which is
more than six times last year's
net purchases.

Initially the market was ex-
tremely volatile expecting an
interest rate cut. But the mid-
term review of the credit pol-
icy paved the way for a consis-
tent price rally by keeping in-
terest rates at existing levels.
Currently, liquidity is very
strong and the rally looks set
to continue for some more
time, analysts observed.

In fact, further evidence of

a global economic recovery
also boosted market senti-
ments, which had already
been lifted sharply by strong
US growth figures last week.

The RBI's resolve to keep
inflation and the fiscal deficit
in check would ensure sus-
tained growth with stability,
said IFCI CMD VP Singh.
Overall, the credit policy was
expected to provide adequate
stimulus for credit growth
while also achieving stability
objectives, he added.

More reports on Page 12

THE HIDUSTAN TIMES 4 NOV 8y



Naik rallies MPs
against divestment

‘Oil sector should stay Govt asks SC to review

under state control’
O By Priya Ranjan Dash F \
\ A\\ y Priy:

TiMes NEws NETWORK

New Delhi: Oil minister Ram Naik on Mon- :

day went about rallying MPs against the pri-
vatisation of public sector oil companies
even as the government urged the supreme
court for areview of its recent judgment that
parliament’s approval was needed for disin-
vestment in HPCL and BPCL.

Mr Naik, who had described the apex
court’s verdict on HPCL and BPCL as “his-
toric”, told reporters after a parliamentary
consultative committee meeting that several
MPs had opposed the privatisation of oil
firms and asked the BOVErN: s
ment not to seek a review of
the ruling. They wanted the
oil sector to remain under
state control as it had strate-
gic importance, he said. Mr
Naik, however, refused to
comment on the Centre ask-
ing the supreme court to re-
consider its judgment.

“About disinvestment, the
members expressed con-
cern and wanted the

. supreme court verdict to be
honoured,” Mr Naik said. He said most of
the 28 members of the committee who at-

~ tended the meeting voiced serious reserva-
tions about privatisation. “They said Indian
Qil Corporation should not be disinvested.”

On October 3, the Cabinet Committee on Dis-
investment had decided to explore the option of
selling a part of IOC since the SC verdict in the
HPCL and BPCL case had stalled the privati-
sation of the two companies. However, Mr
Naik subsequently denied that the CCD had
gone back on its earlier decision not to priva-

Ram Naik

tise ONGC, GAIL and 10C and given the nod -
for taking up part-privatisation of IOC. He said *
the MPs concurred with 10C’s view that In- -
dia’s sole Fortune 500 firm would bleed to °

death if its 8,000 petrol pumps were sold off.

THE TIMES OF INDIA

verdict in oil PSUs’ case

q {\,W By Rakesh Bhatnagar

Times News NETWORK

New Dethi: The Centre on Monday urged the
supreme court to review its recent judgment
that parliament’s approval was needed for
disinvestment in 0il majors HPCL and BPCL.

At the beginning of a hearing on a petition
by the employees’ association of the Kolkata-

‘based sick PSU Jessop and Co Ltd challeng-

ing a high court order for its privatisation, a
bench headed by Chief Justice V.N. Khare
asked attorney-general Soli J. Sorabjee
whether the employees’ plea should be al-
lowed in view of the HPCL-BPCL judgment
delivered by another bench.

Mr Sorabjee said the judg-
ment had “cast clouds” over
the entire disinvestment
process. “Some parts of the
judgment require serious
consideration as several as-
pects have not been consid-
ered,” he said, adding, “Fur-
thermore, the judgment’s
potential ramification and
widespread consequences
cast clouds on the entire dis-
investment process.”

The court adjourned the hearing for two
weeks as the petitioner, Jessop Employees
Organisation, sought time to respond to the
affidavit filed by the government defending
the disinvestment of the PSU.

Mr Sorabjee suggested a review of the
judgment passed by a bench of Justices S.
Rajendra Babu and G.P. Mathur on Septem-
ber 16, 2003, especially in view of the court’s
perception of the “constitutional angle” ac
cording to which even a company not set up
under a statute but funded from the Consoli-
dated Fund of India would require prior par-
liamentary approval for its sale.

In the Jessop case, BIFR had approved a
government scheme to revive the sick com-

L i
Soli Sorabjee

. pany through disinvestment.

1 4 OCT M03



fv ‘”
By Our Special Correspondent

NEW DELHI, OCT. 13. Cutting across party
lines, members of Parliament in the Pet-
roleum_Ministry consultative committee
have opposed disinvestment of the Indian
Oil Corporation (I0C) while urging the

Government to honour the Supreme -

Court’s verdict on the Hindustan Petro-
leum Corporation Limited (HPCL) and the
Bharat Petroleum Corporation Limited
(BPCL).

Briefing reporters here today after a
meeting of the consultative committee, the
Petroleum Minister, Ram Naik, said, “this
was the consensus”. He declined to com-
ment, however, on the Government seek-
ing a review of the earlier decision from the
Supreme Court in the context of disinvest-
ment of another nationalised company,
Jessops.

Mr. Naik, a known opponent of disin-
vestment in the oil sector, indicated that
the MPs who expressed their views during
the meeting would be prepared to accept
either IOC divesting equity to the public up
to 20 per cent or IOC buying equity in HPCL
as the strategic buyer.

He noted that members expressed their
“concern” over the prospects of disinvest-
ment of public sector oil companies such as
10C. They also felt the Supreme Court’s rul-
ing directing parliamentary approval be-

~MPs oppose I0C .
- disinvestment .

fore disinvestment of | nationalised
companies should be honoured by the
Government.

He said members also welcomed the de-
cision not to raise prices of LPG and kero-
sene which had been taken after a review of
the issue and considering the “sensitive na-
ture” of these production.

Government subsidy on these products
during 2002-03 was Rs. 2.45 a litre on kero-
sene supplied through the public distribu-
tion system and Rs. 67.75 a cylinder on
domestic LPG. Freight subsidy is also being
given for supply of these of products to far-
flung areas.

He said oil marketing companies in the
public sector would absorb a burden of Rs.
8300 crores by not increasing prices of PDS
kerosene and doemstic LPG in 2003-04. In
case this decision had not been taken, he
said price of a domestic LPG cylinder would
have risen by about Rs. 105 and of PDS
kerosene by about Rs. 3 a litre.

Mr. Naik who today became the longest
lasting Petroleum Minister with an unin-
terrupted tenure of four years, said it has
been decided to launch the ethanol blend-
ing programme in Madhya Pradesh and Ut-
taranchal on January 1, 2004. He also said a
pilot project was being launched at Rewari
in Haryana to experiment the various as-
pects of blending bio-diesel with diesel in
Indian conditions.

—
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10C offers to

buy HPCL

W

o H\°

break logjam

w"\v"'

Divestment Cbosses reject idea

Times NEwS NETWORK AND
AGENCIES

New Delhi: The Indian Oil
Corporation, stung by the
disinvestment ministry’s
proposal to carve out its re-
tail network for privatisa-
tion, on Tuesday indicated to
the government that it was
ready to buy the assets of
Hindustan Petroleum Corpo-
ration Limited to break the
sell-off logjam.

H Although nothing has been
i put down on paper, disinvest-
: ment ministry officials re-
i jected the idea, saying, “It
i would not be privatisation.”
They said I0C already had a
51 per cent marketshare and
i putting Hindustan Petrole-
¢ um under its fold would cre-
i ateamammoth entry barrier

for newcomers.

10C officials said they had
told the government while
paying a dividend of Rs 1,533
crore to oil minister Ram
Naik that the company had
the financial muscle to take
over Hindustan Petroleum’s
assets and was ready to “put
up to Rs 10,000 crore on the
table”.

I0C chairman M.S. Ra-
machandran declined to
comment, saying it was a
“matter for the government
to decide. We are the only
Fortune 500 company in the
country and have strong fun-
damentals. We can and are
willing to leverage that”.
: His colleagues in the com-
{ pany said IOC had a Rs 18,000
i crore surplus and a debt:eg-

uity ratio of 0.7:1. “Hindus-
tan Petroleum could be
worth about Rs 7,000-8,000
crore. This is not a tough
amount for us and we can
also leverage our books to
raise funds,” one senior offi-
cial said.

The official said the move
would be supported by all po-
litical parties.

On disinvestment minis-

THE TIMES OF INDIA

ter Arun Shourie’s views
against one PSU buying an-
other, the official said, “Even
merging I0C’s refineries
and other assets with Hin-
dustan Petroleum or Bharat
Petroleum is not disinvest-
ment.”

In the same vein, Mr Ra-
machandran said the trend
the world over was for inte-
gration across the value
chain. “We wish the govern-
ment would support us to
grow and realise better val-
ue,” he said. To this end, Mr
Naik wished the company
well, saying the year 2003-'04
should bring better prospects
for the company.

The I0C offer came as the
disinvestment ministry was
planning to approach the pe-
troleum ministry in a day or
two to explore the possibility
of selling off I0C’s market-
ing arm. The Cabinet Com-
mittee on Disinvestment had
already given its mandate for
this on October 3.

Slippery path

Financial muscle
10C officials tell
government they are
ready to shell out up to
Rs 10,000 crore to take
over the-assets of
Hindustan. Petroleum

Split wide open
The 10C offer comes
even as the divestment
ministry was planning to
approach the petroleum
ministry to hive off I0C’s
marketing arm
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Oil PSU judgment deserves review ¢/ \

How adversely the Supreme Court (coram, Babu, Mathur,
JJ) judgment on HPCL and BPCL affects the disinvest-
ment process will depend on political parties. But that a
crucial economic policy is now effectively open to manoeuv-
res by political parties, is unfortunate in itself. We are cons-
trained to observe, therefore, that the judicial interpretation
of nationalisation laws leaves something to be desired. The
court has said that the explicit bar on sale to private parties
that characterise coal and bank nationalisation laws are “im-
plicit” in Section 7 of the ESSO (Acquisition of Undertak-
ing in India) Act, 1974. Section 7 of the ESSO Act had al-
lowed the then government to transfet the assets of Indian
operations of oil MNCs to HPCL and BPCL, which were set
up under the Companies Act. The court read this section as
allowing sales of HPCL and BPCL controlling share to only
government undertakings, thereby requiring parliamentary
approval for overturning the provision. This interpretation
of the law, with respect, appears not to take current realities
into-account particularly, the completely changed economic
context and the desirability of letting the executive govern-
ment get on with policymaking. In the absence of an explicit
bar on sale to private parties and given the current policy
imperatives, the judgment is difficult to justify.

The government made two important submissions. First,
that the then oil minister while piloting the ESSO Act had
said in Parliament in the mid seventies, that the reason
behind this law was a technicality — the marketing wing of
ESSO was registered as a separate company in America and
an Act of Parliament was required to take it over. This adds
considerable weight to the argument that the law be not
read as intending to keep HPCL and BPCL perpetually in
government hands. The second point the government made
follows from this. Once oil MNC assets were transferred to
HPCL and BPCL, these two units should be treated like any
other creatures of the Companies Act. Government counsel
had also cited precedents — the Western Coal Fields —
where the Supreme Court had ruled that a PSU held its as-
sets in its own right; they are not held by the company on the
Union Of India’s behalf. The worst among politicians will
have meanwhile noted that PSUs created through parlia-
mentary Acts include the two public airlines, MTNL and the
State Trading Corporation. These are all and should be
prime candidates for privatisation. But the HPCL-BPCL
judgment appears now to stand in the way. As the Attorney-
General has said, there is a good case for review/
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development

By Priya Ranjan Dash‘
Times News NETWORK
. New Delhi: There could be
i fewer roads, hospitals and

i schools—in other words, less

i development—this year in
i case the budgeted cash flow
i of Rs 13,000 crore into the
i government’s coffers from
i the privatisation of public
i sector enterprises is choked
i in the wake of Tuesday’s
{ supreme court order.

i Also, the possible stalling of
! privatisation could effect senti-
i ment. The ‘feel good factor’ in
i theIndian economy, which has
¢ beenevident for the last couple
i of months could be lost.

i But that’s about all that fi-
! nance ministry officials were
i willing to concede on
i Wednesday, that too as a
i worst-case scenario. Other-
i wise, they insisted that the
i ministry, responsible for the

i macro-management of the

i economy, was not losing sleep
: over the impact that the apex
© court verdict could have on
the government’s privatisa-
tion programme and, conse-
quently, on its finances and
the economy as a whole.

“There may be some im-
pact on investor sentiments,”
: said chief economic adviser
i Ashok Lahiri. “It’s a bit pre-
i mature to say that the disin-
i vestment proceeds will fall
i short of the Rs 13,000 crore

target this year” He added
that it was still possible for
the government to realise
that target.

“The government can de-

cide to go to parliament and
get its approval for the HPCL-
_ BPCLsell-off,” said additional
: secretary, department of eco-
¢ nomic affairs, B.P. Mishra.
i But what if disinvestment
i indeed comes to a halt and
i the government is not able to
i raise any more than the Rs
;1,100 crore (Rs 900 crore from
{ Maruti alone) which it has
i mopped up so far? Officials
are confident that the com-
mitment to parliament on the
deficit target this year will
still be kept.

“We may have to take addi-
tional measures to meet the
deficit commitment,” said ad-
ditional secretary (budget) D.
Swarup. ‘“However, there
should be no presumption
that the fiscal situation is
now out of control. We are in
fact doing quite well so far.”

Pressed for details on the
steps that could be taken to
neutralise a possible short-
fall in divestment proceeds,
he said, “Without raising tax
rates, we can enhance rev-
enues through better tax ad-
ministration and compli-
ance. There could also be ex-
penditure cuts.” He said that
last year as well the realisa-
tion from disinvestment
was nowhere near the target
of Rs 12,000 crore. Yet the
deficit was contained within
the target.

The feat was achieved last
year because of soft interest
rates, fewer defence purchas-
es and lower spending on de-
velopment. The soft interest
rates continue, but defence
purchases have gathered
pace. So has the spending on
the government’s establish-
ment expenditure and subsi-
dies. Better tax administra-
tion and compliance could
not be turned on and off like
a tap. The obvious option,
sources said, would be to cut
development expenditure.

@ See Edit: Step Off the Gas,
Page 12

It's business as
usual at oil PSUs

New Delhi: The day after
the apex court put the
brakes on disinvestment, it
was business as usual at
BPCL and HPCL. “It is a
matter for the government.
We are here to run a busi-
ness and take necessary
steps to do it better. We will
go on doing it as the court
has not asked us to stop
that,” a senior BPCL offi-
cial said. =~
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Congress not to
scupper sellofts

Hrl |
Party for case- y-case support

Vinod Sharma & Saroj Nagi 6 AP

New Delhi, September 17

The fine print

CONTRARY TO Disinvestment Min-
ister Arun Shourie’s fears, the Con-
gress is unlikely to jeopardise the en-
tire disinvestment process following
the Supreme Court’s verdict. What it
is likely to do is use its numbers in
the Rajya Sabha to inject a degree of
transparency into the privatisation
exercise, and try to see that its pro-
ceeds are used to create capital as-
sets and develop infrastructure.

Former Union finance minister
and CWC member Pranab Mukher-
jee told Hindustan Times on Wednes-
day that his party stood fast in its
commitment to economic reforms.
He and his party colleague, senjor
Supreme Court lawyer Abhishek
Singhvi, made it clear that the Con-
gress would not engage in political
upmanship on disinvestment cases
brought before Parliament.

“As we are against disinvestment
in the strategic and profit-making oil
sector, we shall oppose any legisla-
tion to shed equity in BPCL and
HPCL. But relating to non-strategic
PSUs, ours would be a case-by-case
approach,” Singhvi said.

Mukherjee and Singhvi indicated
that the Congress, as a pre-condition
for its case-by-case support, would
expect the NDA to agree to certain
modalities for the disinvestment pro-
gramme. The Opposition party has
time and again attacked the NDA for
selling off profit-making PSUs thr-
ough a less-than-transparent pro-
cess, besides using the proceeds to
meet the fiscal deficit.

“We don’t want the proceeds to go
into the black hole of the Consolidat-
ed Fund of India. We want the funds

Options

» Disinvestment dept thinks govt
can seek review of order. A-G
Soli Sorabjee has ruled out an
appeal against the verdict

» Can seek President’s interven-
tion to circumvent ruling

» Orissue Ordinance to keep
divestment process rolling.
Must then table Bill within 2
months of start of Parliament’s
winter session

Interpretation
» Future of divestment might lie in

retaining at least 51% of equity
in PSUs

» Court’s remarks have widened
scope of debate by talking of
the need for a comprehensive
law on privatisation

used for infrastructure development,”
Singhvi said. “We are also for evalua-
tion-based privatisation.” Mukherjee
said the sell-off process could be self-
defeating if the real value of the na-
tional assets wasn't realised.
Related report on Page 4
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” GOING TWO WAYS

ofar, the courts have reacmavourably
tization decisions, be it Bharat Aluminium Corn
pany, Jessop or Indian Tourism Development
Corporation properties. The Supreme Court’s decision
on the appeal filed by the Centre for Public Interest Lit-
igation and the Oil Sector Officers Association is
therefore a bolt from the blue. Strictly speaking, the
court has not ruled on privatization. It has just ruled
on the privatization process followed for Hindustan Pe-
troleum Corporation Limited and Bharat Petroleum
Corporation Limited. Some nationalization acts, such
as for banks, insurance companies and coal mines,
clearly specified a minimum government equity of 51
per cent. In such instances, equity reduction through
executive action was precluded, since statutes needed
amendment first and this could only be done through
Parliament. Air India, Indian Airlines, HPCL, BPCL
and Oil and Natural Gas Commission belong to a dif-
ferent category, since respective nationalization acts
did not specify a minimum government equity. Hence
the attorney general’s advice that parliamentary ap-
proval was not necessary. The court ruled otherwise.
In thus interpreting the law, the court has stayed
away from expressing a view on other privatization de-
cisions. But since other public interest litigations can
follow, it is not just future privatization decisions that
will be adversely affected. Past decisions like Maruti
can also be questioned. The government now proposes
an options paper that will be presented to the cabinet
on October 3. However, an appeal option against the
present two-judge order does not seem feasible. Nor
can the nationalization acts be readily amended
through Parliament. While the National Democratic
Alliance can push through a legislative amendment in
the Lok Sabha, the Rajya Sabha is a different proposi-
tion, with opposition parties rooting against privatiza-
tion. This therefore pushes back privatization to after
the general elections. The process may also become
open-ended, since regardless of the outcome of elec-
tions, opportunistic opposition characterizes parties
not in government. The external world, including in-
stitutional investors, will see this as lack of consensus
on reforms and the capital markets will be affected,
quite apart from disinvestment targets going for a six.
Two points emerge. First, the necessity of a com-
mon minimum economic agenda that will not be op-
posed is underscored, since coalition governments
seem inevitable. Second, the constitutional underpin-
nings of liberalization also need consideration. De-
spite a Supreme Court ruling that the basic structure
of the Constitution cannot be altered, India no longer
possesses the 1950 Constitution. Instead, the Constitu-
tion has become more socialist in content and court
judgments capture this spirit. Hence, several reform
decisions can be challenged as unconstitutional. The
constitutional review commission left this issue unad-
dressed. The objection is not to a judicial review of ex-
. ecutive decisions. But democratically feasible solu-
tions have to be found for the problem.
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- SC reserves
order on oil PSU

d1s1nvesgnent

NEW DELHI, Sept. 5. — The Supreme
Court (coram, Babu, Mathur, 1J) today
reserved its verdict on three petitions
challenging the disinvestment of oil
PSUs, HPCL and BPCL, on the ground
that no parliamentary approval has
been sought for off-loading govern-
ment shares in them.

The court gave the order after hear-
ing arguments from both sides. The
government was represented by the se-
nior counsel, Mr Harish Salve, whereas
the Oil Sector Officers’ Association
and the Centre for Public Interest Liti-
gation were represented by Mr Fali S
Nariman and Mr Shanti Bhushan re-
spectively.

Appearing for the Oil Officers’ Asso-
ciation, Mr Nariman clarified that he
was not contesting the fact that the
Centre could if it wanted to, disinvest
its share in any public sector unit, but
was only objecting to the manner in
which the process was being carried
out.

Quoting the parliamentary enact-
ments under which the two oil PSUs
were taken over, Mr Nariman said that
these laws specifically state that it is ex-
pedient in public interest that the un-
dertakings be acquired to ensure that
the ownership and control is vested in
the state so as to subserve common
good.

Since they were taken over by parlia-
mentary legislation, these could not be
handed over to the private sector with-
out bringing in another law repealing
the earlier laws, he argued.

Without a parliamentary law, any
such transfer would be unconstitution-
al, he said. It would also be violative of
the Directive Principles of State Policy
(DPSP) laid out in the Constitution.

Hcyd the example of Maruti

o
gy W O
Udyog Limited which was divested by a
parliamentary enactment in this con-
text. Balco in contrast, he said, did not
have a statutory backing and hence
could be divested by an executive deci-
sion.

Mr Shanti Bhushan also argued that
under the existing constitutional and
statutory scheme of things these two oil
majors could not be disinvested with-
out bringing in a law changing the ex-
isting policy.

A private company would only be in-
terested in profits and would not con-
cern itself with public good, hence an
amendment would have to be made to
transfer ownership or management to
the private sector to the exclusion of
the public sector, he argued.

Appearing for the Government of
India, Mr Salve said that under the ex-
isting constitutional scheme of things,
it matters little how you become a PSU.
The constitutional obligations under
the DPSP bind all PSUs all the time as
they are considered as instrumentali-
ties of the state.

There are two kinds of laws under
the current statutory scheme, he said.
One that bars the government from re-
ducing its stake and another doesn’t.
Laws related to banking and coal-mine
prohibit this.

But not other laws. All PSUs are
companies under the Companies Act,
he said. So HPCL and BPCL can dis-
pose of their shares as can the govern-
ment, he said.

Moreover, the economic situation
has changed drastically since the days
of nationalisation. Whether a particu-
lar decision subserves common good is
a matter of policy.

If government feels that changed re-
alities require that it offload shares for
public good, it could do so, he said. “As

long as the process-is bona fide,” he
added. /
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THE WAGES OF ag inadequate preparation for
the introduction of a State value-added tax
(VAT) are being paid on the eve of the April 1
deadline for the switchover. A number of lob-
bies and pressure groups have been pressing
for either a postponement or a modification of
the proposed VAT regime. While some of these
pressures are clearly the work of interests which
expect the scope for tax evasion to be consid-
erably reduced in a VAT system, there are many
genuine concerns that cannot be wished away.
With less than a week to go before the sched-
uled shift from sales tax to VAT in all the States,
the Central and State Governments have a
tough choice to make between going ahead and
postponing the changeover. Considering the
poor state of preparedness among a number of
State Governments and the concerns of traders
and consumers, there is on balance a case for
postponement even at this late stage.

The shift to a VAT regime at the State level has
been under discussion for almost a decade and
an Empowered Committee, which was chaired
by a Chief Minister, took the final decision on a
“consensual” basis. So it cannot be said that the
decision was either rushed through or forced on
the States. But that does not mean that the ad-
ministration and the traders/retailers are pre-
pared for what will be a fundamental change in
the system of retail taxation. The superiority of
VAT stems from the fact that it prevents the
cascading impact of taxation, it is transparent
and reduces the scope for evasion. Superior
VAT may be, but it also demands a superior
form of administration and rigorous compli-
ance by those who collect the tax. This is where
the many years of so-called preparation have
failed to make either the State Governments or
the retailers comfortable with the shift. In a
number of States, the sales tax administration
simply has no clue as to what is to come. So too
the retailers who have not been made familiar
with the considerable documentation that ac-
companies the levy of VAT. The fault here is

THURSDAY, MARCH 27, 2003

) ILL-PREPARED FOR VAT

entirely that of the State Governments, most of
whom have been casual about preparing for the
new tax regime. Still, sticking to the April 1
deadline raises the possibility of a breakdown in
tax administration in a number of States with a
consequent loss of revenue and retail business
being paralysed. While there have been three
postponements since the first switchover
scheduled for April 1, 2000, it is better to be
thoroughly prepared than to rush through to
what is on paper a better form of retail taxation.
At the same time, there are vested interests that
are using the lack of preparation to stall the
move to a retail VAT. The trading community in
Delhi — the original natural support base of the
Bharatiya Janata Party — is out to scuttle the
dismantling of the sales tax regime on the
ground that Delhi will lose its “distributive”
(trading) character. This is just a subterfuge to
block the introduction of a system that should
largely plug the widespread evasion of sales tax.

There are also some fundamental problems
with the proposed VAT regime. The flat all-India
rate of a 12.5 per cent VAT is not the best way to
prevent inter-State tax competition. A floor rate
is a better option, not the least because it leaves
powers with the States to choose the tax rate
best suited to their needs. The imposition of a
uniform 12.5 per cent on most commodities will
also result in prices of some essential commod-
ities going up; the price of medicines is one ex-
ample, which has already seen the
pharmaceutical trade cause disruption with a
one-day strike. Fiscal experts have also raised
other basic questions like the need for a graded
shift to a destination-based VAT that would be
accompanied by a gradual elimination of the
Central Sales Tax. Convincing arguments have
been made against “zero-rating” of inter-State
transactions (i.e., no tax on goods when they
cross State borders) on the ground that the level
of monitoring and computerisation required to
contain evasion in this system is beyond the
Indian tax system.

M~ -

e

= by

Ay



./

e THURSDAY, MARCH 13, 2003

PO 060 ROLLBACK TIME

BY BOWING TO pressures to abandon the
budget proposal for a very modest increase in
fertilizer prices, the Union Finance Minister,
Jaswant Singh, has had to go the way of others
before him who dared to tinker with the fertil-
izer subsidy. Manmohan Singh was forced to
moderate a hike in fertilizer prices proposed in
1991 and Yashwant Sinha had to roll back the
price hike he proposed in 2000. In these in-
stances, pressure has come from across the
political class, including from within the ruling
dispensation, to not take a decision that it is
said will seriously hurt the farmers of India.
Whether it is procurement prices, power tariffs
for irrigation, taxation of agriculture at high
incomes or fertilizer prices, agriculture is al-
ways a holy cow that cannot be touched. Un-
fortunately, the political classes do not realise
that by taking such a position more damage is
being caused to the long-term interests of the
farming community.

It is debatable if it was correct politics for Mr.
Jaswant Singh to propose a hike in the prices
of all fertilizers so soon after the drought of
2002 caused widespread problems for Indian
agriculture. But, going by past experience, the
political reactions would have been no differ-
ent even in a normal year. The fertilizer sub-
sidy now stands at Rs. 12,000 crores and it
benefits more the manufacturers than the us-
ers. The budget proposal of a Rs. 12 increase in
the price of a 50 kg bag of urea and a smaller
increase in the price of two other fertilizers
was no more than a 5 per cent rise in prices.
Besides, the average all-India use of fertilizers
is only 90 kg a hectare, which would mean a
rise in per hectare costs of less than Rs. 25.
Even in Punjab, where the fertilizer use at 175
kg a hectare is the highest in the country, the
rise in costs would have been less than Rs. 50 a

hectare. This would have been a very small
price to pay to start on the road to promoting
better fertilizer use on the farms and improving
efficiency in the manufacture of this important
input for agriculture. Of course, the price hike
that has been rolled back would have made
only a minor dent in the subsidy problem. The
current urea price of Rs. 4,830 a tonne carries a
subsidy of as much as 80 per cent. This subsidy
is the product of a complex pricing system that
has evolved over the years. The cost-plus pric-
ing system for manufacturers has kept prices at
a higher level than they should be and the sub-
sidy has encouraged inefficient use on the
farms that has, in many regions, even caused
deterioration in soil quality. Unless the prob-
lem is attacked at both the farm and factory
ends, the fertilizer problem will become in-
creasingly difficult to solve. The Government
has announced a group pricing system for fer-
tilizer manufacturers that will come into force
next month. This will address some of the ex-
césses in the system but a modest and gradual
price revision is necessary for an eventual over-
haul of the hydra-headed monster that has
been created over the years. This is something
the political class is unwilling to even think of,
especially on the eve of national elections.

The position of Mr. Jaswant Singh on the fer-
tilizer issue can be sympathised with, but there
can be no sympathy for his position on the
budget under-funding expenditure. Although it
is now abundantly clear that the budget has
not provided sufficient funds for a number of
programmes, thereby underestimating the rev-
enue and fiscal deficits in 2003-04, the Finance
Minister insisted in his reply to the debate in
Parliament that the budget numbers are accu-
rate. The true picture will emerge during the
course of the next fiscal year.



" SURVEY FOR PRUNING SUBSIDIES

<, JEconomic growth
scaled down to 4. 4 p.c.

By Our Special Correspondent

NEW DELH, FEB. 27. The pre-budget economic sur-
vey released by the Union Finance Ministry today
implicitly backed the Kelkar Committee recom-
mendations on direct and indirect taxes by call-
ing for large-scale rationalisation and
simplification of the taxation structure and reit-
erated the need to prune subsidies so that more
resources are available for infrastructure devel-
opment. This would be necessary for creating the
environment for sustainable high growth in the
economy, the survey said.

Presenting a dual picture of the economy, the
2002-03 Economic Survey presented to Parlia-
ment by the Finance Minister, Jaswant Singh,
points to the high foreign exchange reserves, the
low level of inflation and the absence of shortages
or scarcity of essential commodities. At the same
time, the agriculture output has fallen, resulting
in an expected low economic growth of 4.4 per
cent while unemployment has been rising and
the fiscal situation of the Centre and the States
has deteriorated.

The Survey states that the 3.1 per cent decline
in agriculture and allied services “clouds an
across-the-board improvement in the growth
performance of industry and services”.

The industrial sector, for instance, is expected
to grow by 6.1 per cent, almost double the 3.3 per
cent growth registered in the previous fiscal while
services will be up from 6.8 to 7.1 per cent. This
growth recovery in industry and services has
been juxtaposed against the several downside
risks prevailing in the international and domestic
economy since the outlook of recovery in global
economic activity and world trade has remained
subdued and international financial flows have
been affected by the unsettled conditions in Latin
America and Turkey.

Besides, geo-political conditions have been
highly volatile with the stand-off in Iraq. On the
domestic front, the country has been affected by
a most telling drought, the survey says.

Credit has also been claimed for the continued
macro-economic stability in terms of Jow infla-
tion (3 per cent level), arderly currency market
conditions and comfortable foreign exchange re-
serves ($ 74 billion, up $ 20 billion in 10 months).
The large foodstocks helped stave off the pres-
sure on prices because of drought while there had
been no flare-up in prices of other essential
com ies.

ey HIINTD

On the oil front, the transition to a market-
based pricing mechanism for petroleum prod-
ucts from a Government-determined pricing sys-
tem has also happened without disruptions
though the fuel group inflation remained below
five per cent for most part of the year. The latest
Iraq-related uncertainty has caused fuel inflation
to touch 6.4 per cent in mid-January this year.
However, the Government has said it will be in a
position to take care of any increase in oil prices
in case of a flare-up. The other positives have
been the striking recoveries in steel and cement
industries, mostly because of the massive road
constructions and the fillip to housing, 68 per
cent rise in automobile exports, increase in sofi-
ware and hardware sectors, a 17 per cent growth
in telecom, 24 million tonnes of additional pet-
roleum refining capacity along with fresh oil and
gas finds, and the record current account surplus
on the balance of payments froni.

On the agricultural front, the survey notes that
foodgrain production in 2002-03 is estimated to
fall by 13.6 per cent, brought about by the
drought which will bring down ‘kharif' produc-
tion by 19.09 per cent and ‘rabi’ by 7.5 per cent.
On the employment front, the rate of growth of
employment on current daily status basis de-
clined from 2.7 per cent per annum in 1983-94 to
1.07 per cent per annum in 1994-2000, the liber-
alisation years of the Indian economy.

Furthermore, the decline in the rate of growth
of employment during the 1990s was associated
with a comparatively higher growth rate in the
GDP, indicating a decline in labour intensity of
production. Indicating the lack of investment
proposals in the Indian economy, the survey re-
vealed that sanctions and disbursements by the
financial institutions — which finance large in-
dustrial projects — were down by 51.4 per ce
and 47.4 per cent, respectively, in the first nine
months of the current fiscal.

The survey attributed this declining trend to
the reduction in the number of project proposals
seeking financial assistance, the weak financial
position of the lead institutions such as the IDBI
and the IFCI and the financial restructuring of
asset portfolios of the financial institutions.

On the deteriorating fiscal situation of the Cen-
tre and the States, the survey found the consoli-
dated deficit to be at 10 per cent of the GDP, with
the deterioration in State financg/being more
pronounced.

Details on Page 16

7 ¢ ¢ 2003



3 4

FRIDAY, FEBRUARY 28, 2003

NEGLECT OF ISSUES

W
LA
T
THE ECONOMIC SURVEY of 2002-03 has been
prepared at a time when annual growth of the
gross domestic product (GDP) has slumped to
4.4 per cent and a U.S.-led war, which will have
anegative impact on the Indian economy, looks
increasingly likely to take place in West Asia.
Unfortunately, the annual survey of the econo-
my has paid scant attention to these two sets of
issues. It has preferred instead to highlight the
longstanding issues of infrastructure, regulato-
ry and tax reform, and fiscal consolidation.
The report card on the economy, which is
prepared by the Finance Ministry but is rarely a
pointer to the contents of the Union budget for
the next year, sees the deceleration in GDP
growth during 2002-03 as entirely an outcome
of the drought-induced slump in agriculture.
The effect of the drought cannot be denied, but
the question is why industry, about which a
revival has now been spoken of for more than a
year, has not been able to show a growth of
more than 6 per cent. Since agriculture now
accounts for no more than a third of GDP, a
drought can no longer be blamed solely for a
slowdown in growth. The Economic Survey
separately observes that while industry does
show a revival, new private investment in in-
dustry has not been forthcoming and without
fresh capital expenditure there cannot be
growth on a sustained basis. Yet, the possible
policy implications of this phenomenon do not
concern the Survey and that is true as well of
the impact of a possible war on Iraq. The huge
foreign exchange reserves the country now has
are more than sufficient to cope with a spike in
global oil prices. But anything more than a
short conflict will pull down the demand for
Indian exports and possibly effect the flow of
remittances as well. If the economy is looking
for an assurance that the Government is seized
of the impact of this imminent crisis, then that
will not be found in the Economic Survey of
2002-03. Credit must, however, be given to the
report fo/r\raising three important issues, all re-
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lating to agriculture. The first is a proposal to
rethink the present system of food procurement
so that annual purchases of cereals are brought
down to the old levels of 24-30 million tonnes.
The second is the need to encourage a diversifi-
cation of agriculture, which would need a con-
siderable expansion of infrastructure, including
investment in transport facilities and cold stor-
ages. The third issue that has been highlighted is
the failure of India’s vast irrigation potential
(the largest in the world) to minimise the impact
of the 2002 drought and the need therefore to
rethink current-day approaches to irrigation,
which underlie many local and inter-State dis-
putes over water resources.

The larger agenda that the Finance Ministry
report has proposed is one that has been dis-
cussed a number of times in recent years. For
one, the need to reduce the burden of subsidies
and, Government salaries and pensions is not a
new issue. Nor for that matter are the issues of
pricing of infrastructure services and regulation.
What has been missing in all these areas is an
inability, perhaps even an unwillingness, to take
difficult decisions. A new proposal, one that will
have serious implications for the States, is the
proposal to rethink the “whole issue” of federal
transfers. What the Centre may have in mind
the Survey has not cared to elaborate on, but the
Finance Ministry suggested last year and has
repeated in the Economic Survey the need to
cut back on budgetary support for the Plan and
even total Plan expenditure because these have
an adverse impact on the fiscal deficit and in-
ternal debt. Since the Planning Commission and
the Finance Ministry have been engaged in a
well-publicised tussle on this matter, the Union
budget for 2003-04 may well see specific pro-
posals in this regard. The entire system of Plan
funding and expenditure certainly is riddled
with fundamental problems, but any hasty over-
haul resulting in a major cut-back is more than
likely to jeopardise the short-term prospects for
economic growth.
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0" GAINS FROM! ‘DISIM

THE CABINET COMMITTEE on Disinvestment’s
approval of the disinvestment of Government
stake in the two oil companies, HPCL and BPCL,
is a step forward. It brings to an end almost 12
months of intense wrangling, first within the rul-
ing NDA coalition and later on with the Opposi-
tion groups. With the solitary exception of Balco,
‘which was eventually sold to a strategic partner,
no other item on the disinvestment agenda has
‘had such strong political undercurrents as the
4wo oil companies’ sale, It is noteworthy that
‘while most of the contentious issues were made
out to be economic rather than political ones, it
was common knowledge that only a political res-
olution would end this phase of the controversy.
For instance, the choice of the appropriate meth-
od for divesting the Government’s stake in the
two oil companies became the dominant point of
contention, second only to the decision to bring
down the Government’s stake in the first place.
The Disinvestment Ministry and the Petroleum
‘Ministry have had radical differences over the
extent of control and stake the Government
'should keep post-divestment. The former fa-
voured the strategic sale route and the latter the
‘more gradual public offer route. There are merits
in both the approaches but the debate this time
was hardly on strict economic principles. Given
that the Government stands to lose management
control in the strategic sale route, it has been
easy to see where the opposition to it came from.
Adding to the controversy and the consequent
delay was the argument that the country’s oil
security could be compromised if the two public
sector oil companies were sold to private, includ-
ing foreign strategic, buyers.

In retrospect, it is not just one item on the
disinvestment programme — relating to HPCL
and BPCL alone — that became a victim of the
politically motivated bickering. To a large extent,
the entire process received a rude jolt just as it
was getting into stride. The Balco sale was vindi-
cated by the Supreme Court judgment, which
upheld the sanctity of economic decision-mak-
ing. From then on, it was hoped that strict eco-
nomic considerations alone would determine the
pace and scope of the public sector sale pro-

'-STMENT

gramme. Indeed, impressive gains %e recorded
in quick time. The vexatious IPCL imbroglio was
settled with Reliance taking control through a
bidding process. The Tatas became the strategic
partners in CMC and VSNL and Himachal Futur-
istic in HTL. A number of Government-owned
hotels were privatised at one go. Considering that
the vast majority of these went through without
any significant acrimony, it was felt that the disin-
vestment programme was finally winning the
much-needed consensus and not just in an eco-
nomic sense.

The controversy over the oil cmms has
therefore had a negative connotation that has ex-
tended to the entire economic reform process.
That also meant that previously settled points for
opposing the programme came back into reckon-
ing. For example, there has been a debate as to
whether other Government-owned companies in
the oil sector; I0C and ONGC, should be allowed
to bid. That is really a debate over the future role
of the public sector but in the instant case be-
came a reason for delaying the decision-making.
At an even larger level, the impasse had given a
handle to State-level political leaders to rally
against other proposals to disinvest. The opposi-
tion in Orissa to Nalco’s strategic sale has been
well recorded and would been have emulated in
many other States if there was further delay.
Hence, even if the latest decision is a compromise
it has plenty of merits.

The programme is back on track although there
could be other controversies while it moves into
the nitty-gritty of disinvestment. The urgent task
now is to ensure that divesting the Government
stake is completed in a transparent manner with-
in a reasonable time frame. Clearly, there is a
need to maximise the value to the Government
and the other shareholders. The appropriateness
of the two methods would again be tested. Hope-
fully, the important lessons learnt can be very
relevant to the future success of all economic re-
form, especially its more contentious aspects.
There has been a realisation (once again) that the
public sector sale process is above all political
and that a compromise is better than no progress
at all.
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ONGC NOT ALLOWED TO BID

Govt. clears HPCL, BPCL

\0 W
A7
By Sushma Ramachandran

NEW DELHI, JAN. 26. The long-pending con-
troversy over disinvesting oil sector compa-
nies finally ended today with a decision to
carry out a strategic sale of the Hindustan
Petroleum Corporation Limited (HPCL)
while reducing Government equity in the
Bharat Petroleum Corporation Limited
(BPCL) through public offers. The uncer-
tainty over the fate of the ongoing Bhatinda
refinery project of HPCL in Punjab has also
been resolved with a decision to go ahead
with the refinery irrespective of whether or
not the strategic partner is interested in it.

Disclosing this here after a meeting of the
Cabinet Committee on Disinvestment
(CCD) convened as a special case on Re-
public Day, the Disinvestment Minister,
Arun Shourie, stressed that the Govern-
ment would definitely implement the pro-
ject. In case the strategic partner was not
interested, other options would be consid-
ered including involving public sector com-
panies such as the Oil and Natural Gas
Corporation (ONGC) or the Indian Oil Cor-
poration (10C).

Briefing mediapersons on the meeting
which had a single point agenda about the
modali/t'es/zf disinvestment in HPCL and

dlsmvestment

BPCL, he said Government equity would be
brought down to 12 per cent in HPCL and
26 per cent in BPCL. The Government sha-
reholding would be divested to the extent of
34.01 per cent in HPCL and 35.2 per cent in
BPCL with five per cent being offered to
employees in both companies. The strate-
gic sale of HPCL would also entail transfer
of management to the strategic partner.

In the case of BPCL, the disinvestment
would be through public offers in both the
overseas and domestic markets. He pointed
out that the future of the Bina refinery pro-
ject was no longer in doubt since BPCL
would implement the project. As for the Rs.
9000 crore Bhatinda refinery project where
an investment of Rs. 400 crores had been
made, he sought to allay concerns ex-
pressed-especially by the Punjab Govern-
ment by reiterating that it would definitely
be set up.

The other major decision taken by the
CCD was that public sector companies
would not be allowed to bid for HPCL. This
was bound to dash the hopes of the ONGC
which was keen on bidding for HPCL to
help it make a smooth transition towards
becoming an integrated oil major. .

Regarding the timeframe for implement-
ing the strategic sale, he said “as soon as

oHE HuNDU
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possible”. The CCD meeting which was
convened on Republic Day due to difficulty |
in finding a date convenient for all mem- |
bers was held in the absence of the Finance |
Minister, Jaswant Singh, who is in Davos. :
But the Finance Ministry had given written |
views on these issues to the CCD which
have been taken into account, he said.

Mr. Shourie said the opinion of the At-
torney-General on the need for parliamen-
tary approval of HPCL's and BPCL’s
disinvestment was circulated at the CCD
meeting. Giving details of the Attorney-
General’s opinion, he said it was stated that
there was no need for parliamentary ap-
proval since the two companies were in-
corporated under the Companies Act after
being nationalised.

So all activities were carried out in ac-
cordance with the provisions of the Act. The
Attorney-General had also pointed out in
some cases such as in coal and bank na-
tionalisation, the relevant legislation had
provided for parliamentary approval in
case of privatisation.

But this was not so in the acquisition leg-
islation for HPCL and BPCL where the pro-
visions are on the lines of legislation
nationalising the Maruti Udyog Limited
MUL).



<~ Legislation not needed for

\

(\9 By Alok Mukherjee
NEW DELMI, JAN} 21. With the go-ahead given by the
Attorney-General, Soli Sorabjee, that neither par-
liamentary legislation nor its sanction or approv-
al was necessary to give effect to the decision to
disinvest two public sector oil companies, a final
decision on the issue is likely to be taken by the
Cabinet Committee on Disinvestment (CCD) lat-
er this month.

The Disinvestment Minister, Arun Shourie, to-
day handed over to the Prime Minister, Atal Be-
hari Vajpayee, the legal opinion of the
Attorney-General relating to the disinvestment of
the PSUs, the Hindustan Petro Chemicals Limit-
ed (HPCL) and the Bharat Petro-Chemical Limit-
ed (BPCL). While the matter did not figure at the
Union Cabinet meeting today, Mr. Shourie in-
dicated that the CCD might take it up later this
month, after the return of the Deputy Prime Min-
ister, L.K. Advani, from his foreign tour on Janu-
ary 25. In his communication to the Government,
the A-G is understood to have reiterated that his
opinion was confined to the sole question of
whether there was any necessity for parliamen-
tary legislation or approval for the in-principle
decision of disinvestment of the two oil compa-
nies and not about the legal merits of the form
and content of the actual ultimate decision of
disinvestment.

The A-G is understood to have expressed the

view that after examining the memorandum of
assoWe articles of association of both

PSUs d|S|nv%s§rVnent Sarabj e

the companies, he‘was 0f the opinion ‘tfat the
documents did not impose any requirement of
parliamentary legislation or securing its approval
for the sale of shares of the companies. There is
also no provision in the Companies Act which
states that decisions or actions of Government
companies — whether it be a voluntary winding
up or merger or amalgamation or disinvestment
by sale of shares resulting in change of manage-

ment — require parliamentary legislation or

sanction.

After scrutinising the Acts, which resulted in the |

nationalisation of the erstwhile Esso, Caltex and
Burmah Shell — the first two became HPCL and
the last, BPCL — Mr. Sorabjee is understood to |
have opined that there were no specific provisions |

which prohibited the carrying on of business of !
production, refining and distribution of petro- |
leum products by any private entity. Therefore, |

there was no implied prohibition in the Acts which
resulted in the acquisition of these companies '
which inhibit disinvestments.

On Section 620 (2) of the Companies Act —
which prescribes that every notification proposed
to be issued under sub-section (1) of Section 620

[

should be laid before each House of Parliament
and also contemplates Parliamentary approval in |

specified matters — the A-G is understood to have
said that unlike in the State Bank of India Act or

l

the Reserve Bank of India Act or the Banking Com- |
panies (Acquisition and Transfer) Act, the legisla- |

tion resulting in nationalisation of the two oil
companies did not have such provisions.

!
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'AWARENESS OF REGULATORY SAFEGUARDS IMPORTANT

“"PM calls for steps to
protect small investor g

By Our Special Correspondent

NEW DELHI, JAN. 17. The Prime
Minister, Atal Behari Vajpayee,
today exhorted the small inves-
tor to return to the stock mar-
ket At the same time, he catled
upon market regulators and in-
termediaries to make the capital
market in India the safest place
in the world to invest.

Launching the Securities
Market Awareness Campaign
organised by the Securities and
Exchange Board of India (SEBD)
at a function here, Mr. Vajpayee
said the prolonged quiet in the
stock markets had tested the
confidence of the small investor
who was the backbone of the
securities market. “If investors
are not attracted, then compa-
nies will not be able to raise
money through the capital mar-
ket. The Indian household in-
vestor, of late, has been putting
much of his savings in non-fi-
nancial assets. Even with finan-
cial assets, most of the savings
are going to the banking system.
This is not the best or the most
productive use of our savings,”
he said.

Putting his finger on the nub
of the problem, the Prime Min-
ister said that in recent years,
there had been many instances
of companies raising money
from the market by creating a
hype and then defrauding the
investor. “Many of them issued
shares at hefty premiums; most
of their scrips are now frading
well below their face value.
Stock market scams brought a
bad name to the Indian busi-
ness community. This is how
boom became bust and hopes
turned to dust for many gullible
investors. And that is how the
investor community lost confi-
dence in the market, leading to
prolonged stagnation.”

Against this background, the

The Pﬁme Minister, A.B. Vajpayee, inauguraes the securities market awarenss ampaign in

New Delhi on Friday. The Finance Minister, Jaswant Singh, and the SEBI chairman,
G.N. Bajpai, took on. — Photo: V. Sudershan

Prime Minister called upon the
market regulator and the inter-
mediaries to “learn the right les-
sons from our experience of the
past few years. We need mar-
kets that are known for their
safety and integrity”. To build
investor confidence, it was nec-
essary to make people aware of
the different options available
in the market and also about the
regulatory safeguards put in
place to protect their legitimate

interests, including ensuring
SEBI's  independence and
professionalism.

Mr. Vajpayee said that while
technology and the regulatory
framework of capital markets
had improved, the standards of
corporate governance had not
kept pace. “Of course we have
many companies that have be-
come role models of good cor-

porate governance... but there
are many more companies that
often use questionable and
even illegal means to achieve
their ends”.

The Prime Minister rounded
off by saying that a high rate of
domestic savings, channelled
into productive investments,
was important to achieve the
eight per cent economic growth
set in the Tenth Five Year Plan.
“Indian industry needs large
capital to attain this growth
rate. For that, we need to en-
courage present savers to save
more and also to bring in new
savers.”

Mr. Vajpayee also drew atten-
tion to another important as-
pect. Pointing to the diversity of
the country with different lan-
guages, he said most Indians
did not know English but had

investible savings. “Many of our
rural areas have become thriv-
ing centres of prosperity. There-
fore, you need to introduce this
financial literacy campaign in
all regional languages and in
Hindi,” he told the organisers of
the function.

The Union Finance Minister,
Jaswant Singh, said the streng-
thening of the SEBI and en-
hancing penalties for
irregularities would deter evad-
ers and improve the confidence
of investors in the capital mar-
ket.

“The SEBI Act has been
amended to further strengthen
the regulator. It is our expecta-
tion that a strong regulator and
enhancing the penalty limits
would deter evaders and bolster
the confidence of investors,” he
said.
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LIMIT FOR MUTUAL FUNDS DOUBLED TO $1 BILLION

Govt. eases norms for ;-

‘\\

investments abroad

By Alok Mukherjee

NEW DELHI, JAN. 10. With over $70
billion foreign exchange re-
serves in its vaults, the Govern-
ment today announced major
measures which mark a forward
movement towards capital ac-
count convertibility. Hence-
forth, Indian individuals will be
permitted to invest in compa-
nies abroad while for mutual
funds, the investment limit has
been doubled to $1 billion. Indi-
an corporates too will be per-
mitted to invest in companies
abroad while those having
branches and offices overseas
have been permitted to acquire
intmovable property.

The announcements relating
to liberalised foreign exchange
transactions were made by the
Union Finance Minister, Jas-
want Singh, at the on-going Pra-
vasi Bharatiya Divas
celebrations here.

As per the latest decisions, the
overall limit has been increased
to $1 billion for mutual funds to
invest abroad in companies
which are listed on overseas
stock exchanges and which have
atleast 10 per cent shareholding
in a company listed on a recog-
nised stock exchange in India on
January 1 of the year of invest-
ment. The earlier cap for invest-
ment abroad by mutual funds
was $500 million.

Individuals too are being per-
mitted to invest abroad in com-
panies which are similarly listed
on overseas stock exchanges
and which have at least 10 per
cent shareholding in a company
listed on a recognised stock ex-
change in India on January 1 of
the year of investment. But no
investment limits have been
fixed for individuals as yet and
may be announced later.

Permission has aiso been

R
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The Union Finance Minister, Jaswant Singh, with (from left) the Chairman, Worldtel,

Sam Pitroda, the CMD, Bajaj Auto, Rahul Bajaj, the Senior Vice-President, FICCI,
Y.K. Modi, and the Singapore Minister of State for Trade and industry and Education,
Tharman Shanmugaratnam, at the plenary session on the ‘Giobal Business Matrix
and the Indian Diaspora’ in New Deihl on Friday.

granted to listed Indian compa-
nies 1o invest abroad in compa-
nies listed on recognised
overseas stock exchanges and
having at least 10 per cent sha-
reholding in a company listed
on a recognised stock exchange
in India on January 1 of the year
of investment. However, such
investment should not exceed
25 per cent of the Indian compa-
ny's net worth as on the date of
the last audited balance sheet.
General permission has been
granted to Indian companies to
retain abroad their mobilisa-
tions through American Depos-
itory Receipts (ADRs) of the
Global Depository Receipts
(GDRs) without limits for future
forex requirements. The present

cap in this respect is $10,000. Si-
multaneously, permission has
been granted to corporates who
have set up their branches and
offices abroad to acquire im-
movable property overseas for
their business and staff residen-
tial purposes. Mr. Singh also an-
nounced removal of the existing
limit of $20,000 for remittance
under the Employees Stock Op-
tion Programme (ESOP)
scheme. This will facilitate the
Indian employees of foreign
companies to procure higher
equity stakes offered under the
ESOP scheme.

The Minister announced the
discontinuation of limits on
trade-related loans and advanc-
es by Export Earners Foreign

e ™IDE
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Currency (EEFC) account hold-
ers, though the transactions will
continue to be reportable to the
Reserve Bank. Also, with regard
to transfer of assets in India, re-
mittance of proceeds up to $1
million will be permitted.

Mr. Singh said the process ot
making India an attractive desti-
nation for foreign direct invest-
ment (FDI) would continue.

A high-level committee wa:
to be set up to strengthen the
regulatory and penal provision:
for the corporate sector to pro-
mote best corporate governance
practices by liberalising corpo-
rate laws for greater business
freedom and reducing compli-
ance costs, the Minister an-
nounced.



/Iﬁlia, Japan close partners,
o w says Kawaguchi g m

By Amit Baruah

NEW DELHI, JAN.7. The Japanese
Foreign Minister, Yoriko Kawa-
guchi, said today that India and
Japan were ‘“close partners”
and the objective of her visit
was to strengthen the bilateral
relationship.

Ms. Kawaguchi, who arrived
here from Sri Lanka, held dele-
gation-level talks with her Indi-
an counterpart, Yashwant
Sinha, at South Block. “India
and Japan are close partners
and I am here to strengthen our
relationship from the strategic
point of view,” she told this cor-
respondent before going into
talks with Mr. Sinha.

Briefing presspersons on the
meeting between the two Min-
isters, the Foreign Office
spokesman said there was
“good understanding” between
India and Japan on the issue of
international terrorism. The Ja-
panese Foreign Minister is said
to have stressed the need for in-
creased cooperation in the bat-
tle against the menace.

Ms. Kawaguchi told Mr. Sin-
ha during the talks (there was
no one-on-one meeting) that
Tokyo had been telling Islama-
bad to stop infiltration across
the Line of Control. She is re-
ported to have expressed con-
cern at newspaper reports on
the nuclear and missile nexus
between North Korea and Pa-
kistan. Japan, she said, stood
against both nuclear and mis-
sile proliferation. If these re-
ports on the North
Korea-Pakistan linkage was cor-
rect, then it was bound to have
an impact on Japan's bilateral
relations with Pakistan.

For his part, Mr. Sinha raised
the issue of “catch-all” export

The External Affairs Minister, Yashwant Sinha, with his
Japanese counterpart, Yoriko Kawaguchi, at a meeting in
New Delhi on Tuesday. — Photo: Shanker Chakravarty

controls imposed by Japan and
said these generated negative
views in the business communi-
ty. Ms. Kawaguchi said she
would convey [ndian concerns
to Ministers dealing with the
economy.

Mr. Sinha also made the
point that cross-border terror-
ism sponsored by Pakistan was
continuing. India, he said, was
in favour of a dialogue with Pa-
kistan but continuing Pakistani
support to terrorism was not
creating a conducive atmo-
sphere for a dialogue.

Earlier, talking to pressper-
sons at the Delhi Metro site, Ms.
Kawaguchi avoided a direct an-
swer to a question about the

missiles-for-nuclear knowhow
deal between North Korea and
Pakistan. She, however, pointed
to the fact that it was japan
alone which had been the vic-
tim of two nuclear bombs. Ja-
pan was against any kind of
nuclear proliferation and re-
mained concerned about this
problem.

Her visit to India is important
in the sense that Indian policy-
makers have been deeply crit-
ical about Japan in the post
May 1998 scenario.

Unlike the United States and
even key European nations, In-
dia and Japan have not been
able to hit a high note in their
relations.
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MUTUAL FUNDS AND MALFEASANCE

LAST WEEK THE capital market regulator, the
Securities and Exchange Board of India, took a
decisive step forward in checking malfeasant
acts in the stock exchanges. It banned Samir
Arora, till recently the Chief Investment Officer
of Alliance Capital Mutual Fund (ACM), from
participating either directly or indirectly in the
domestic capital market. The allegations have
been of two kinds. The first charge is insider
trading, a category of unethical practices that is
as widely prevalent as it is difficult to prove. It is
alleged that Mr. Arora traded on privileged in-
formation, basically price-sensitive corporate
news, before it became public. Of the several
cases that the SEBI will rely upon to substantiate
its charge, the one concerning Digital Globalsoft
stands out. It is alleged that Mr. Arora and his
team dumped a large quantity of the company
shares after coming to know of a potentially da-
maging valuation report before it became pub-
lic. The second charge is that he tried to profit
personally when the American principal, Alli-
ance Capital, tried to exit from India. It is alleged
that he favoured one prospective buyer, discou-
raging several others, ostensibly to earn a hefty
commission in the event of the deal going
through. Those acts damaged the interests of
the unit holders, which Mr. Arora was supposed
to uphold. Besides, insider trading, being totally
opaque, discriminates against the general body
of investors.

Few doubt that the regulator’s action marks a
defining moment for capital market regulation
in India. It sends out several salutary messages
simultaneously. It can set a valuable and badly
needed precedent, an important gain to the nas-
cent market regulation in India. Compared with
banking and insurance, the capital market has
been, for most of its existence, largely unregu-

ated. T/he SEBI, which was constituted in 1989,
\ .

more than a century after the Bombay Stock Ex-
change, remained a toothless body during its
first three years. Even after acquiring legislative
teeth in January 1992, the SEBI has had at best a
mixed record, faring reasonably well in areas
such as investor education but poorly in other
areas where upholding the integrity of markets
has been the issue. Since the 1990s, with trading
volumes growing exponentially, the market reg-
ulator was seen to be one step behind those who
committed questionable acts. There have been a
few well-publicised instances of alleged insider
trading where the regulator, despite having ap-
parently clinching evidence, either failed to act
in time or had its rulings overturned on appeal.
Even in the developed financial markets, where
there is more transparency and regulators have
greater powers, countering insider trading has
been a challenging task.

Given the multiplicity of cases in India, the
regulator’s strategy should be to focus energies
on the most high profile of the cases and follow it
through until exemplary punishment is award-
ed. There is little doubt that the present case is
the perfect one to focus on. The accused has
been a highly visible fund manager representing
an internationally known mutual fund, having
access to substantial dollar and rupee resources.
Regulators and investors alike will keenly watch
the outcome of his appeal against the ban. An
even larger message concerns financial interme-
diation in its entirety. For almost a decade, mu-
tual funds have been touted — even by policy
makers — as a preferred investment route foi
investors in the share market. Although they
failed to deliver in terms of returns, mutua
funds were widely believed to be safer places tc
park savings. Now that on the better-per-
forming funds is in the deck, it is time to revise
those facile assumptj
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New Delhi: Nobel laureate Amartya Sen on Thursday
demolished a number of popular myths, including the
one that democracy slows down economic growth.

He suggested instead that a representative political
system is as important as economic and social develop-
ment and each kind of human freedom, in fact, leads to
other freedoms.

Speaking at a Ficci-Shri Ram Centre seminar to discuss
the theme of his book ‘Development As Freedom’, from an
Indian perspective, Mr Sen urged the gathering of politi-
cians, development planners, policy-makers, diplomats,
businessmen and mediapersons to take an “adequately
broad view of development.” He pointed out that the con-
cerns for human freedom, of being well-fed, well-clothed
and well-emancipated are global and cut across all divi-
sions—political, religious, racial and across gender as
well. “Each type of freedom is not only an end in itself but
also leads to other freedoms,” Mr Sen said.

There is no empirical evidence to support the notion
that democracy can slow down growth, he asserted, tak-
ing his audience through a comparative analysis of the
socio-economic development in India and in South-East
and East Asia, especially China, in the last five decades.

Mr Sen said the factors that led to phenomenal eco-
nomic growth in Asian economies such as South Korea,
Singapore and China are by now well-established. These
include policies for economic competition, use of inter-
national markets, spread of -education and land reforms.
“None of these policies are 1ncon31stent with democra-
cy,” he pointed out.

He said the economic achievements in South-East and
East Asia were the result of “growth friendliness of eco-
nomic climate rather than the fierceness of the political
system”.

Mr Sen debunked the theory that democracy cannot
help those who do not form a majority. In his view,
democracy is more than just a majority of numbers. It
goes beyond the legal protection given to minorities.

He got back to his pet subject of study —famines —to
illustrate the point. Typically, he said, a famine affected
some five per cent of the population. But a democratic
political system would prevent a famina haranice “olec-
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rowth and democracy not
inimical, sa&s Amar tya a Sen

The concept of ‘sarva :
panth sambhaav’ is in ;| freedom is not only

: Each type of

harmony with the  : an end in itself but
ideals of freedom,  : also leads to other
says Advani : freedoms, says Sen

tions are hard to win after a famine”. Similarly, a rela-
tively small number of starvation deaths in Kalahandi,
for instance, raises huge public concern in India be-
cause it is a democracy.

At the seminar deputy Prime minister L. K. Advani chal-
lenged Mr Sen and other's to an open debate on the secular
credentials of the Vajpayee government. He said; “Many
well-intentioned people, including Prof Sen himself some-
times, have raised questions about our secular credentials.
We are prepared for an open debate on secularism. We are
prepared to argue our case with anybody that the Indian
concept and ethos of ‘sarva panth sambhaav’ are in har-
mony with the ideals of freedom and development.”

Mr Advani said the government neither believed in
nor practised the ideology of exclusion and discrimina-
tion. “Doing so is completely antithetical to our belief in
secularism or our understanding of Indian national-
ism,” he added.
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says economy
is going places

Announces reforms in tax regime

TimeEs NEws NETWORK

New Delhi: Finance minis-
ter Jaswant Singh on Tues-
day struck an upbeat note on
the Indian economy, saying it
was looking up, with the
manufacturing sector and
exports registering impres-
sive growth and the inflation
rate running low. Forex re-
serves, already at over
$83 Dbillion, would touch
three figures in the “none-
too-distant future”, he pre-
dicted.

The FM, who was address-
ing the annual conference of
top tax officials, announced a
set of measures to remove
fears of a “raid raj”, simplify
procedures, quickly. settle
tax disputes, speed up tax re-
funds and reduce harass-
ment of tax-payers. Besides a
national tax tribunal for uni-
form interpretation of in-
come-tax laws, 50 more ap-
pellate I-T tribunals would be
set up, he said.

“By the grace of god, so far
the rains have been encour-
aging, inflation is at a single
digit and forex reserves are
buoyant,” he told chief com-
missioners and directors-
general of income-tax, excise
and customs.

He said both the manufac-
turing and the services sec-
tors were doing well. While
exports were growing, im-
ports were also rising. This,
he said, indicated an eco-
nomic buoyancy—in sharp
contrast to last year. “The
Gulf War is now over, the
drought is over. Our grana-
ries are full. India has to
move on from here,” the FM
said.

“Even in a desert state like
Rajasthan, people have 20 to
30 bags of wheat which they
have earned by a pro-
gramme. It is remarkable. It
is a truly remarkable
achievement by India,” he
said.

On tax administration, Mr
Singh announced the intro-

Great expectations

# Forex reserves look
set to reach $100 bn

¢ Exports are growing,
inflation is low and
everything is all right
with the Indian economy
& Guif War Il has ended,
drought is over and
India has to move on
from here

& Ombudsman to settle
tax disputes

¥ No raids uniess there
is credible evidence of
substantial tax evasion

duction of the institution of
an ombudsman for clearing
tax disputes. Seeking to re-
move fears of tax raids, he
said, “I have instructed that
searches should be autho-
rised only where credible ev-
idence of substantial tax eva-
sion exists. Search-and-
seizure operations are to be
resorted to with great care
and utmost caution and to be
undertaken only with orders
from the director-general (in-
vestigations).”

The FM also announced
the reduction of compound-
ing fees. He said the present
guidelines were restrictive
and prosecutions were being
launched even for technical
breaches. There are 27,000
cases pending on this ac-
count alone.

Mr Singh also asked cus-
toms and excise officials to
explore a similar scheme for
compounding of offences on
payment of full dues and
penhalties not exceeding five
per cent of full duty.
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ins from these strikes? Certamly not

AV

the strikers, certainly not the nation b ke

VERY time the organised sector
of the economy strikes work in
the name of the “masses” and the
“people”, the worst hit are the masses
and the people. Workers and employ-
ees in the organised sector, in govern-

... ment offices, nationalised banks and
- .public sector companijes, don’t suffer
;- a loss of pay for their day out on the
... street, but the rickshaw puller, the

paan-shop vendor, the roadside
- teashop owner and scores of ordinary
people who depend on daily wages
.and income from a normally function-

-ing economy are hurt by such general
- strikes; bandhs and hartals. The least

hurt by such strikes are the.policy-
makers against whom such action is

. supposedly directed. So who gains?
Bank employees in the nation-
. alised banking sector have made

striking work a habit. By doing so

..+ they are hurting their own interests in

the long run because they are bound
. to lose customers to private banks

. over a period of time. Considering

..the fact that so many public sector
bank employees have opted for vol-
untary retirement schemes and then

- found find jobs in the private sector,
> it is clear that they have nothing

against working in the private sector.
8o why such strikes? :

That these actions are largely po-
litical is by now well known. If mores|
proof were needed one has to only ;
look at the regional incidence of the |
action. New Delhi functioned like a .
normal city despite the strike call,
while Kolkata ground to a halt, as it
always does. If the political party in !
power in Kolkata stops giving official
sanction to such strikes‘that city may
also function as normally as other
cities. The economic demands of the
bank employees, as indeed of other
PSU workers, are not warranted, and
their political demands are not legiti-
mate. Why should employees strike
work to protest against policies of a
duly-elected government in a democ-
racy? There are better and more de-
mocratic ways of protesting against
government policy in a democracy
than striking work. The economic
cost of not working is something In-
dia can hardly afford. As it is periodi-
cally crippled by far too many public
holidays. Every day that government
offices, banks and factories are
closed, the growth of national income
is hobbled. So who gains?
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New Delhi, May 20: Around 40
million workers of all major
trade unions, barring the RSS-
affiliated Bharatiya Mazdoor
Sangh and the Congress-con-
trolled Intuc, will go on a day’s
nationwide strike tomorrow
protesting the Centre’s “anti-
worker” economic policies.

Defence minister George
Fernandes’ Hind Mazdoor Ki-
san Panchayat, led by his broth-
er Michael, and the unions of
39 ordnance factories and some
defence employees, too, will
support the strike, Citu general
secretary M.K. Pandhe said.

Mass organisations of the
Left parties, comprising stud-
ents, women, youths and farm-
ers, too would join in, Pandhe
said at a press conference here
today. Also joining in would be
port and dock workers.

According to the Citu leader,
the BMS and the Intuc, though
not part of the strike, are also
opposed to the Centre’s “anti-
worker” policies.

Criticising the Centre’s “cal-
lous attitude”, Pandhe said lab-
our minister Sahib Singh Ver-
ma called the participating uni-
ons to a meeting on May 19, tho-
ugh they had submitted the no-
tice to the Centre on March 12.

The meeting proved futile as
the trade unions failed to reach
an agreement with Verma on
their demands, including early
halt to privatisation of profit-
making undertakings, reversal
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raday

f proposed labour policies, re-
s¥pration of 12 per cent provid-
ent fund interest rate, immedi-
ate enactment of comprehensi-
ve legislation for agricultural
workers and amendment of the
Bonus Act.

Widening social security sc-
hemes for all, including work-
ers in the unorganised sector,
and restoring quantitative re-
strictions on imports were the
other demands.

With Citu president E. Bal-
anandan and secretary W.R.
Varadarajan by his side, Pand-
he said “tomorrow’s strike will
be the biggest manifestation of
the indignation of the masses
of the country against the anti-
national, anti-people policies of
the BJP-led NDA government”.

Left unions accused the
Intuc and the BMS of back
tracking despite deciding or
the strike after a thorough disc
ussion among all trade unions
Intuc leaders, however, saic
they were never consulted.

The participating centra
trade unions include the Centre
of Indian Trade Unions (Citu)
the All India Trade Union Con-
gress (Aituc), the Hind Mazd-
oor Sabha and the United Trade
Union Congress.

Unions of major banks, incl-
uding the Reserve Bank Emplo-
yees’ Association, the All India
Bank Employees’ Association
and the All India Bank Office-
rs’ Confederation, insurance
workers and confederations of
Central and state government
employees will also participate.
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THE MONETARY AND credit policy for the year
2003-04, in line with all recent policy state-
ments, is devoid of any spectacular announce-
ments or policy changes. Looking at the way it
has been evolving over the past few years, the
monetary policy has come to be regarded as an
authoritative review of macroeconomic and
monetary developments coupled with an in-
sight on the central bank’s stance regarding
certain critical areas of the economy. Whatever
headline-grabbing news such as a bank rate cut
there is, appears to be purely incidental. The
RBI expects the GDP growth during 2003-04 to
be 6 per cent, assuming a reasonable monsoon.
For last year, the RBI's original forecast of GDP
growth at 6 to 6.5 per cent was upbeat but had
to be lowered during the year to a modest 4.4
per cent. While that is attributable to the de-
cline in agricultural output, the overall per-
formances of the industrial sector and services
have been higher compared to the previous

years. The RBI’s projection of a higher macro- *

economic growth during the current financial
year brings into focus its monetary stance,
which over the past few years has remained
virtually unchanged. Provision of adequate lig-
uidity to meet credit growth and support in-
vestment demand has been one basic tenet.
The other has to do with the interest rate envi-
ronment, with the RBI continuing to favour a
softer and flexible interest rate regime. It is in
amplifying its traditional stance that the recent
monetary policy has to cover fresh ground to
take care of the current economic variables.

A topical issue is the resurgence of inflation
after having seen a steady and sustained de-
cline. By the end of March 2003, the rate of
inflation as measured by the Wholesale Price
Index (WP} on a point-to-point basis was at 6.2
per cent. It had remained below 4 per cent up to
mid-January. The implication of this is obvi-
ously on the interest rate policy. A drastic fall in
all types of market interest rates was possible
only because of a benign inflation environ-
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ment. The RBI expects the current pressures
the price front to ease shortly. Even before :
cessation of the Iraq war, global oil prices h:
started coming down and there have been t
reductions in the domestic oil prices since. "
abundant food stocks helped in checking pi
increases in food items. However, the ini
forecast of the South West Monsoon has
been positive. Manufacturing activities, nov
a strong recovery mode, are likely to add to
pricing pressures: the prices of their prodi
will be conditioned by the buoyant demand
remain sticky. It is therefore certain that the
will have to remain vigilant while tracking
flation. The advantages of a soft interest
regime, aided by an abundant liquidity, are
parent. It has helped the Government in its
rowing programme and spurred credit offt
Whether the same favourable factors will !
and soft interest continues in the foresee
future however remains to be seen. Among
er factors that will have a say are the gr
prospects and investment demand beside:
inflation outlook. Moreover, certain unar
pated domestic and external development:
upset policy calculations on the interest
front as much as in the management of th
ternal reserves, now at an unprecedentec
billion plus. The RBI has been consistently
doctrinaire in its approach to those two coi
nents of monetary policy.

The reductions in the bank rate from 6.2
cent to 6 per cent and in the CRR from 4.
4.50 have to be viewed in their proper per
tive. Very likely the changes have been
either to signal a softer interest rate (throug
bank rate) or meet a reform target (CRR
On current economic variables alone, the
probably not justified. Interest rates migh
bottomed out and there is abundant liq
The main message, however, is the need
flexible in monetary matters. This year, w
flation likely to be a major concern, the
oft-repeated advice needs to be re-emph:
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/ LENDING, DEPOSIT RATES MAY DECLINE

RBI cuts Bank

By Oommen A. Ninan

MUMBAI, APRIL 29. Indicating a
strong bias towards a soft in-
terest rate regime, the Reserve
Bank today cut the Bank Rate —

the rate at which RBI provides .

funds to commercial banks —
by 25 basis points reducing it to
six per cent with effect from the
close of business today. The
Bank Rate is also an indicative
rate for the banking system and
the banks are likely to resort to
further cuts in the lending and
deposit rates.

The RBI also cut the Cash Re-
serve Ratio (CRR) the
amount of cash kept by the in-
dividual banks with the RBI —
by another 25 basis points to 4.5
per cent effective June 14, 2003,
which would augment Rs. 3000
crores to the banking system.

The Bank Rate has been re-
duced from 11 per cent to six
per cent, ie., by 500 basis
points in the last five years.
“This is the sharpest reduction
in the Bank Rate since Inde-
pendence,” said Bimal Jalan,
RBI Governor, while announc-
ing the Monetary and Credit
policy for the year 2003-04 here,
today. However, he said that
“unless the domestic and inter-
national circumstances change,
the policy bias in regard to the
Bank Rate is to keep it stable
until the mid-term review of
October 2003.”

“There were many uncer-
tainties on the international
front and domesticallty we had a
bad drought last year. Against
this backdrop the Monetary
and Credit Policy was formulat-
ed,” Dr. Jalan said. However, he
said, “conditions in the country
are now quite favourable for
growth and the central bank
will continue with the present
stance of preference for a soft
and flexible interest rate envi-
ronment within the framework
of macro economic stability.”

Giving an indication of the
future, Dr. Jalan said that “in
view of several structural con-
straints, it is likely that the pre-
sent nominal and real interest
rates are now relatively low and
may not have significant poten-
tial for future sizeable down-

».

The Governor of the Reserve Bank of India, Bimal Jalan,

Rats, CRR

.
2 ey’

before announcing the annual monetary policy,
in Mumbai on Tuesday. — Reuters

Bank rate cut by 0.25%
10 6.00%

2000
KBK

ward movement in India.”

As regards the projection for
the Gross Domestic Product
(GDP), he said the overall
growth rate for the year 2003-04
largely hinged on a sustained
upturn in the industrial and
services sectors and recovery in
agriculture output. ‘“Assuming
a satisfactory spatial distribu-
tion of the monsoon and if rain-
fall is around 96 per cent of the
long-term average, the growth
rate of GDP in 2003-04 could be
placed at six per cent.”

Mr. Jalan said the increase in
inflation in the last quarter of
2002-03 was dominated by cer-
tain commodities such as edi-

ble oils, o0il cakes and mineral
oils. Based on the present as-
sessment of relevant factors,
the Governor indicated that the
inflation rate in 2003-04 might
be placed in the range of 5 to 5.5
per cent compared to last year’s
inflation rate of 6.2 per cent.
While the prices of edible oils
increased sharply partly be-
cause of drought, the domestic
mineral oil prices increased
substantially in the wake of the
sharp rise in international oil
prices. “The prices of these
items are now expected to de-
cline during the course of the
year,” Dr. Jalan said.
Reactions on Page 16
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ECONOMIC LIBERALISATION

Centreto

“(\, \\

Wé\i‘k

on ‘big thrust’

Jay Raina
New Delhi, April 25

THE VAJPAYEE governme-
nt is set o work on a new set
of policy initiatives to carry
forward its economic liber-
alisation even as the disinve-
stments issue continues to
dog the Central government.

As a prelude to the “big
thrust” of the new econom-
ic agenda, the government
proposes to create public
awareness through the mass
media - the visual media in
particular.

A concept paper is cur-
rently under preparation in
the Finance Ministry’s De-
partment of Economic Af-
fairs. The media campaign
is to be launched soon after
the Prime Minister’s ap-
proval.

The initiatives covering a
large number of critical eco-
nomic Ministries and Social
Sector Departments will be
set in motion by June for
time-hound implementation
within the current fiscal.

The agenda that is presen-
tly being finalised in the
PMO includes formulation of
a new civil aviation policy to
comprehensively address is-
sues related to the civil avia-
tion industry, ensuring pri-
vate participation in non-
captive coal mining through
appropriate legislation, mea-
sures to promote Research &
Development investments by
¥DI, earnings from R &D ex-
ports to be treated as any oth-
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er export gains for IT pur-
poses and reorienting con-
tent of SEZ and Competitive
Economic Zone Policy that
provides for world class
infrastructure through pr-
ivate participation and has-
sle-free regulatory regime in
areas such as taxation, cus-
toms and labour,

Asregards corporate refo-
rms, transparency is to be
ensured in corporate gover-
nance on the lines of the
US’s Sarbannes-Oxley Act. A
fresh thrust will be provided
to early enactment of amen-
dments to Labour laws apart
from finalising a clear-cut
Government response to the |
recommendations of the Fo- .
urth Labour Commission.

Government sources told
the Hindustan Times that
the Prime Minister is com-
mitted to go ahead with the
NDA agenda on economic
reforms. “The impending
State Assembly elections to-
wards the year end that are
expected to be followed by
the Lok Sabha polls later
next year are not going to
dampen the spirit of the Go-
vernment’s resolve to carry
forward its economic agen-
da,” they asserted.

Sources explained that
the new initiatives had been
put together by short-listing
schemes from a plethora of
Ministerial/Departmental
plans for pinpointed thrust
and achievement of optim-
um results within a time-
bound framework.
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By Our Special Correspondent

NEW DELHI, APRIL 15. The Govern-
ment today decided to with-
draw Air- ndia and Indian
Airlines from the disinvestment
process in view of the huge in-
vestments proposed to be made
shortly for fleet acquisition.
With this decision, much of the
steam has gone out of the disin-
vestment process. In addition, it
has decided to cancel the proc-
ess for 10 more public sector
undertakings, the cases of
which are being returned to
their administrative ministries.
In the case of the Shipping
Corporation of India (SCI),
however, the foreign equity ceil-
ing is being raised from 25 to 51
per cent and the entire process
of 'strategic sale is being
restarted. ‘
Disinvestment Ministry  offi-
cials said that the Civil Aviation
Ministry was not in favour. of
continuing with the process.

ning into thousands of of
rupees ‘were due 1o e’ iniple-
mented soon. In sughg scena-
rio, it did not Ry
ahead with privatise
According to the Di&h‘wm
ment Minister, Arun Shourie,

/ Al, IA taken off “
dlsmvestment Iist

who w b efing newspemons
after'a meeting of the Cabinet
Committee on Disinvestment
(CCD); in any case “no work was
going on” for these two public
sector companies. He said:
“They have been taken off the
list for disinvestment.”

Regarding the SCI, Mr. Shou-
rie said the lukewarm response
to strategic sale was attributed
to the 25 per cent ceiling on for-
eign direct investment (FDI).
Since 100 per cent FDI was al-
ready allowed in the shipping
sector, the CCD felt the ceiling
could be raised to 51 per cent.
in view of the changed terms,
the process would, however,
have to be restarted. Replying to
a question, he said the existing
two bidders for the company
were Essar and  Sterlite
Industries.

The only new major public
sector company for which the
CCD has cleared disinvestment

of s the fertilizer giant, Rashtriya
disinvestment of Al and A g5
the fleet acquisition plans nup--

Chemicals and Fertilizers (RCF).
It has decided to reduce the
government equity from 92.5
per cent to 51 per cent through
strategic sale. Similarly, it is

- proposed to begin the process

of disinvestment for the Nation-
al Building Construction Corpo-
ration (NBCC).

-
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. ., AL, IA taken off

v dlsmvestmen% list

By Our Special Correspoudent

NEW DELHL APRIL 18 The Govern-
ment today decided to with-
draw Al India and  Indian
Alglines from the disinvesunent
Jrocess it view of the huge in-
s proposed to be ‘Tnade
,,hmiy for fleet acquisition.
With this decision, mwuch of the
steam has gone out of the disin-
vestment process. In addidon, i
has decided 10 cancel the proc
ess for 10 more public sector
undertakings, the cases  of
which are being returmed to
their adininistrative ministdes.
In the case of the Shipping
Lorporation of India  (5GH,
“hawever, the forely qn etjuity ceil-
is being raised from 25 10 5
pe Land the entre process
of sbrateglc sade 15 being
restarted.
Distovestroent Ministry m‘i‘i«
“cials said thay the Civil Aviag
Ministry was 1ot in m‘mur af

wvestment of Al anc_i IA 48
fleet acquisition plans »

£

tupees were due W be
nented soonIn such oa
tio itdid not make
shead with-privadsation.
Acw;dm;, wer the Disinvest-
ment Minister, Arun Shoure,
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whio wi bneﬁng NEWSPEISoNs
aftera mwtmg of the Cabinet
Committee on Disinvestroent
(CODy, in any case “no work was
going on” for these two public
sector  companies. He  said:
“They have been taken off the
list for disinvestraent.”

Regarding the SCI, Mr. Shou-
rie said the hikewarm response
to strategic sale was attributed
1o the 25 per cent celling on for-
gign direct investment (FDIL
Since 100 per cent FDI was ol
ready allowed in the shipping
sector, the CCD felr the celling
could be raised 1o b1 per cent
In view of the changed terms,
the process would, however,
have to be restarted, Replying to
a question, he said the existing
twrs bigdders for the company
wore  Bssar and Sweddite
Industries,

The only new major public
wector company for which the
{00 has cleared disinvestment
i the fentilizer giant, Rashiriya
Chernicals and Pertilizers (RCF).
i1 has decided w reduce the
government equity from 925
per cent 1o 31 per cent mmm;}
strgtegic sale. Shmilarly, it is
piaposed o begin the process
of (:‘i«,imesmwm for the Nation-
al Budlding Constraction Corpo-
ration (NBCCY
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VAT given the%go-by fp

By Our Special Correspondent W

NEW DELHI, APRIL 1. Almost all the States have given
the go-by to the April 1 deadline for switching to
the value added tax (VAT) system despite having
given a commitment to do so at the National
Development Council meeting late last year. A
meeting scheduled for April 8 of the Empowered
Committee of the State Finance Ministers is now
expected to work out the new implementation
schedule but some doubts have already cropped
up whether the meeting will take place as sched-
uled or not.

While the lack of preparedness was the main
reason for the States’ inability to move over to the
new taxation system, the root cause, however,
was political opposition to the move. The power-
ful traders lobby successfully organised a two-
day countrywide bandh against introduction of
VAT and this had the tacit support of many politi-
cal parties as well.

According to official sources, many States ran
out of steam to prepare the necessary legislation
once States such as Delhi, Punjab and Himachal
Pradesh openly announced that they would not
be switching to VAT on April 1.

Political delegations of the BJP and the Con-
gress also called on separately the Union Finance
Minister, Jaswant Singh, to press for its
postponement.

According to official information, as of today
only one State had cleared the necessary legisla-
tion for implementation of VAT while six others
have sent it for Presidential assent. Of the 28

States, only Ma ya Pradesh hhd bbtained the
Presidential nod while Karnataka and Andhra
Pradesh sent in their VAT Bills to the Centre as
late as this evening, Finance Ministry officials
said.

West Bengal and Gujarat had sent their Bills on
Saturday while Maharashtra and Kerala sent it
this Monday. But, as many as 20 States are not
ready with their VAT legislation or have not pre-
sented them for the Presidential nod. Once the
VAT Bills are approved by the State Assemblies,
they are reviewed by the Union Finance Ministry
and then sent to the President. ‘

Without passage of the VAT legislation, the
new tax cannot be imposed, the Finance Ministry
officials said.

The delay in VAT implementation is taking
place despite the Centre’s promise to fully com-
pensate the States which suffer revenue loss due
to the new tax regime. Moreover, the Centre
would also phase out the Central Sales Tax (CST)
from four per cent to two per cent in the first year
when VAT is put in place. Other State-level taxes
like turnover tax and sales tax would also go.

“Unless every State implements VAT, it is not
possible for the Centre to phase out CST. You
cannot have differential rates in two neighbour-
ing States,” official sources said.

Consequently, countrywide VAT is not likely in
the immediate future since the States going in for
elections this year would like to postpone it till
after the polls.

Next year, apart from some of the State As-
semblies, the general elections are due.

HE= HINDuW
2 APR 2M3



'VAT’s the problem
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Delay the tax for better 1mpilémentatmnh

Smmi‘;meﬁ deadifnes are better missed. ITndia is supposed 10
switeh 1o avidue added tax (VAT from 1 April. But given the
current state of confusion, a deferred date, 1 July, has been
suggested, or even Jater, This makes sense. VAT, Mm?z hus been
fised ar a countrywide uniform rate of IM per.cent on afl buta
few commodities, is based on the simple idea that one man’s
oty 18 another’s put in th t;ﬁr(\dumij ey prog
tax showld paid on the value added wt cach stage, In gmus
is achieved by allowing firms to chailm fax refunds on the fnputs
wsed on the basis of tax pawd certificates mssued by inpwt
sanufactirers. A problem arises for firms sourcing then inputs
from outside the state where they manufacture, Refunds from
other state povernments will reguire a faw degree of
conrdination. State tocadministrations will need more tinwe for
this Industry wilh need more time w understand the rules, That
s ditficuls i rules have not %'r«,uz framed vet, {)nm?xrac SLALER -
;‘w; ala, MP and Maharashira — have had their VAT bills clea

Assperpbdics, Many are in the g)mau«u o «sxwmé\
ke Himachal Pradesh. Tripura and Dethi have nof oven cleared
i dralt with the Centre.

Onher grievances on VAT are howeverdess convincing. Fear of
fall in state revenues has been adequately addressed. The
Budget's Rs 700 erove: VAT compensation s part of a forula
wféx{ b makes good 100per cont revenue loss in the fivst vear, and
75 per cent and S0 per cent, respectively, in the second and third
years, {ompe mdim n for the abolition of the Central sules Ty b
albe graranteed. All'this should be enough 1o beghy with, Somw
state g(;w*‘nmwu %M‘w argued that VAT will be zxx%lmvmm
Tili*‘ will be true only i a majority of commoditios i a state as

rrently taed af rates Jower than the 125 per cent VAT, In {acy,
mm,«z states have general sales tax levels mm than the VAT
fate. So, prices are likely to go-down: In some cases. like diesel.
whichis taxed at 8 per cent in Delhi, prices will go up post-VAT
and they mzsy dw 80 ﬁfi the xiai:’: gm&rmrxcm faces elections. i‘im
that is hardly '
clans have also mm{;?*szx"{,d ;imi sl § traders Ma? Se¢
A prices do not go up generally after VAT Mu
o will }M‘w iu\w margins. But that is not what traders and
%%’mr politieal buckers are really worried about. Thelr problem
with \f}f‘k;'i‘ is that the system of tax paid certificates makes
gvision, now rampant, very difficalt. {“mz,semmwiy, for cvery
rupee of excise revenue, 30 paise is evaded. VAT will not allow
such fuguries since a firm will have 1o go throagl the complicated
process uf | Torging foput (X recepts mf? hen claim refunds, This
s one reason for delaying VAT rhat must be dgnored,
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THE UNION BUDGET has, quite predictably,
given a thrust to physical infrastructure. Build-
ing of roads has been given special attention,
with 48 new roads, covering a distance of over
10,000 km at an estimated cost of around Rs.
40,000 crores, planned. Interestingly, these will
be outside the targets set for the ambitious gold-
en quadrilateral project, which has made head-
way. The Railways too will have their share of
Government finances over and above what has
been provided under the Railway budget: pro-
jects worth Rs. 8,000 crores under the National
Rail Vikas Yojana will be taken up. Two airports,
Mumbai and Delhi, and two seapotts, the Jawa-
harlal Nehru Port Trust (JNPT) at Navi Mumbai
and the Kochi Port, are to be modernised to
international standards. As part of the infras-
tructure initiatives, the Government will help in
establishing two world class international con-
vention centres at an estimated cost of Rs. 1,000
crores and help the private sector build two new
airports at Bangalore and Hyderabad.

Since mere announcements in the budget
speech evoke scepticism, the Government has
done well in outlining a broad policy and fi-
nancial framework for making the above pro-
jects viable. There are indications as to how the
money will be found. A cess of 50 paise per litre
of diesel and petrol has already been levied to
raise about Rs. 2,600 crores for road develop-
ment. Other financing proposals are less clear at
this stage but the Government is planning to
rely heavily on certain relatively new concepts
to bring about the required infrastructure devel-
opment. While public investment will continue
to be critical, the private sector will be encour-
aged to participate in a much bigger way,
through some innovative moves. In essence,
public money is to be leveraged more meaning-
fully through private partnership. The Govern-
ment will also avoid the common pitfalls of
infrastructure funding so far. For instance,
open-ended guarantees of the type that cost it
very dearly in the power sector will be avoided.
The festering legal fracas over the Dabhol pro-

e

& PUBLIC-PRIVATE PARTNERSHIP /
FOR INFRASTRUCTURE o

ject, which collapsed in the wake of the inability
of the State and Central Governments to honour
their legal commitments, cannot obviously be
forgotten. The Government will therefore share
the risks more equitably with the private sector
and closely monitor the release of public money
for specific projects coming up in partnership
with the private sector. Elaborating on a theme

that is going to be very relevant for public fi-

nances, the Government will ensure the imple-
mentation of modern, prudent financial
practices for furthering infrastructure. Thus,
roads funded on a build-operate-transfer basis
(BOT) will get Government subsidy only in the
form of an annuity flow to meet the shortfall
between anticipated receipts and payments. And
market borrowings that are necessary for the
new railway projects will be retired by earmark-
ing a portion of the receipts. It is hoped that the
new guidelines will be followed in letter and
spirit. Only then will the desired thrust to in-
frastructure take place.

The budget closely follows the initiatives taken
by the Government over the past few years and
by the RBI recently. For the private sector to
participate more comprehensively, the projects
will have to be made bankable. Incentives to the
mainline financial system to prop up funding
have already been given. Among the other areas
that deserve an equal and immediate attention
are regulatory concerns and the need to educate
the users of infrastructure services on weighty
matters such as the payment of user charge. As
the experience in the telecom arena indicates, it
is never easy to address critical issues brought in
by competition. The power infrastructure, for
which the budget had disappointingly few mess-
ages, is expected to progress only after the pas-
sage of the Electricity Bill by Parliament.
Public-private partnerships, common in the de-
veloped world, can spur India’s infrastructure

-only if there is a proper understanding of the

concept and the common concerns of all the
stakeholders — the users, the private promoters

as well as the Government — are taken note Of'/z
e
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~ CONFERENCE ON BUDGET / HEALTH SCHEME ‘REVOLUTIONARY

Abolition of long-term capital

\(\W

a %
By Our Special Correspondent

NEW DELHI, MARCH 1. Refusing to
rightaway give any assurance
regarding abolition of long-
term capital gains tax totally,
the Union Finance Minister,
Jaswant Singh, however, said
the issue could be considered
by him only “if the difficult war-

like situation in Iraq and
drought condition in the coun-
try eases.”

“There are constraints in ma-
naging the economy because of
the uniquely combined chal-
lenge of drought situation, war-
like situation in Iraq, crude oil
prices soaring to $35 a barrel
and a recalcitrant neighbour,”
he said, addressing the National
Conference on Union Budget
2003-2004 which he presented
in Parliament yesterday.

The capital markets are de-
pressed not only in India but al-
so globally and in such a
situation he did not want (o ful-
ly abolish long-term capital
gains tax at this juncture.

However, he told the captains
of Indian industry that the “‘war
like situation has to some day
dissolve itself and if he finds
that this place becomes reassur-
ing, he can readdress the ques-
tion. But I cannot at this
moment give the assurance
which you seek”.

On the demand that the LIC’s
pension schemes announced in
the budget be opened to private
insurers as well, Mr. Singh said
he would consider it.

As the fiscal situation was a
cause for worry, the budget at-
tempted “a balance of fiscal re-
sponsibility. We cannot
continue with revenue profliga-
cy, " he added.

Debt management was an-
other area where far-reaching
steps had been taken. The mea-
sures announced would help
debt-swap of at least Rs. 83,000
crores of States’ debts besides
Rs. 40,000 crore repayment of
high cost government securities

gains tax not now:

S

The Finance Minister, Jaswant Singh, interacting with the FICCI members on the Union

Minister

budget in New Delhi on Saturday. — Photo: Sandeep Saxena

of banks, which were in a way
non-performing assets. These,
together with prepayment of
about $ three billion ADB and
World Bank loans early this
week would improve the debt
situation, he claimed.

Describing as “‘revolution-
ary” the proposed health
scheme, the Finance Minister
said with payment of rupee one
per month, every citizen could
be assured of medical facility.
Since the Government was un-
able to apportion more re-
sources to improve medical
facilities due to paucity of re-
sources, the scheme would help
find the money necessary to run
government hospitals and citi-
zens would be able to avail
medical facility in select gov-
ernment hospitals.

Defending the dividend dis-
tribution tax of 12.5 per cent, he
said it was difficult to assess if it
was taxed at the hands of recip-
ients. “It is simpler to tax divi-

dend at source”.

His response to apprehen-
sions of industry representa-
tives that the dividend
distribution tax would lead to
cascading effect was that “itis a
view point and we will re-exam-
ine it.”

He asserted that value-added
tax (VAT) would be in the bene-
fit of trade and commerce. VAT
was a State law and the Centre
would ensure that there was
uniformity in the legislation.

Further Central sales tax
would be gradually phased out
as it could not continue in tan-
dem with VAT in perpetuity.

On Kelkar panel’s report, he
said, ““it is not merely tax rates
that we have to deal with. It has
to be larger than that. The tax
rates are one part but there
were other administrative and
procedural issues that the task
force had addressed.”

Elaborating further, he said
from coercion and a regime

based on mistrust ‘‘we are mov-
ing to a system based on trust.”
The Government intends to im-
plement universal green chan-
nel for customs clearances.”

The Finance Minister also as-
serted that the Government had
been able to address the needy
sectors of the industry.

“The foundation of an econo-
my is the manufacturing sector.
One has to encourage the sector
but you cannot address all the
sectors. One has to be selective
based on certain criteria,” Mr.
Singh added referring to the
thrust given to infrastructure,
textiles, gems and jewellery and
tourism.

Earlier, welcoming the Fi-
nance Minister, the FICCI chief,
A.C. Muthiah, lauded the Fi-
nance Minister’'s business-like

approach in introducing cash |
management of Government fi- |
nances, simplification of tax |

procedures and smooth transi-
tion to value added taxation.

A slew of measures for medicare

i
|

By Our Special Correspondent

NEW DELHI, MARCH 1. Declaring prqm_otion of
people’s health as one of the priority con-
cerns of the Government, the Union Fi-
nance Ministry announced a slew of
measures to improve the access to better
medicare facilities for all categories of peo-

pli\ highlight of the package is remova} of
excise duty on life-saving drugs that cur-
rently attract nil or five per cent customs
duty and reduction of customs duty on
specified life-saving equipment from 25 per
to five per cent. .
CeII]xi additio}rjl, customs duty on brailles, ar-
tificial limbs, hearing aids, crutches, wheel-
chairs, walking frames, tricycles and
ophthalmic blanks have been reduced.to
five per cent. Glucometers and test smgs
used by diabetic patients would also e
cheaper, as the customs duty on them has

been halved from 10 per cent.

The package, announced Yyesterday as
part of the Union budget for 2003-04, in-
cludes a cut in the excise duty on Nlcotm
Polacrilex gum from 16 per centto elght per
cent to help smokers kick the habit, anq
offers tax inCentives to encourage the_ pri-
vate sector to set up new medical facilities
or expand the existing ones.

The proposal is to extend the benefits of
section 10 (23 G) of the Income Tax Act to
financial institutions that prowde' long-
term capital to private hospitals with 100
beds or more.

As per this section, income eqrned by fi-
nancial institutions by way.of interest on
loans provided to such hospitals wquld not
atiract tax. At present, the scheme 1s appli-
cable only to projects iln the areas such as
housing, telecom services, power-genera-
tion and infrastructure development.

The budget also proposes to launch a
community-based universal health insur-
ance scheme for those living below the pov- .
erty line. ‘

Under the scheme, a premium of Rs. 365
for an individual, Rs. 547 for a family of five .
and Rs. 730 for a family of seven would en-
title a reimbursement of medical expenses
upto Rs. 30,000 towards hospitalisation, Rs.
25,000 in case of death due to accident, and
a compensation of Rs. 50 a day for a maxi- |
mum of 15 days in case of loss of earning |
because of illness. The Government would L
contribute Rs. 100 per family every year to
make the scheme affordable to them.

Mr. Singh said the measures he}d been
designed keeping in mind three objectives:
contribute to enhanced national health,
promote India as a global health destina-
tion and enable easier access to hgalth fa-
cilities to the disadvantaged sections of

society.



RULING PARTIES SCORE IN BYELECTIONS

Cong wrests

Hlmachal

{u,tcw

*. Left retains Trlpuraw

ELHI, MARCH. 1. Rising from its Gujarat deba-
cle, the Congress today stormed back to power in
Himachal Pradesh ousting the Bharatiya Janata
Party in the predominantly Hindu State falling
just short of a two-thirds majority and was placed
in a position to cobble up a coalition in Megha-
laya, but lost power in Nagaland.

In Tripura, the ruling Left Front, which has
been in Government since 1992, maintained its
stranglehold securing 35 seats while the Opposi-
tion Congress and its new-found ally, INPT, to-
gether managed seven seats each of the 49 seats
declared so far.

An anti-incumbency wave appeared to have
delivered the shock for the BJP in the hill State of
Himachal Pradesh, where attempts by the
Hindutva’s latest icon Narendra Modi to weave
his “Gujarat magic” failed. Many BJP stalwarts,
including the Speaker, Gulabchand Thakur, the
State unit president, Ialklshgp Sharma, and 15
Ministers were humbled.

The Congress’ Chxef fisterial candidate,
Virbhadra Singh, won han, omely with a margin
of more than 17,000 votes in Rohroo. The Chief
Minister, P.K. Dhumal, retained his Bamsan seat.

An elated Congress president, Sonia Gandhi,
said the results had nailed the BJP’s propaganda
of a “so-called” Hindutva wave throughout the
country. The BJP president, M. Venkiah Naidu,
said dissidents and rebels were to be blamed for
the defeat.

The Prime Minister, Atal Behari Vajpayee, and
the Deputy Prime Minster, L.K. Advani, will meet
other party leaders on Sunday to analyse the rout.

The CPI (M), the major partner in Tripura’s
ruling Left Front, secured an absolute majority on
its own winning 32 seats in the 60-member
House, while its partners, the RSP and the CPI
won two seats and one seat respectively.

As Nagaland headed for a hung Assembly, the
NSCN (I-M)-supported Naga People’s Front, with
15 seats out of 46 declared so far, may find itself
in a better position to cobble up a coalition with
anti-Congress parties like the BJP (five), JD-U
(two), Samata Party (one) and some others.

The Congress, which ruled the State for long,
has bagged only 18 seats so far in the 60-member
Assembly. Counting of votes was still on in 11
seats. Polling has not been completed in three
constituencies.

In Meghalaya, the Congress, which did not
have a formal alliance with its coalition partners
in the outgoing Government, was better placed to
form a government having emerged as the single
largest party with 22 seats in a 60-member House.

Ms. Gandhi indicated that the party might tie-

up with the NCP and others including UDP, M
and HSPDP to form the government. Together,
these parties have bagged 51 seats. Independents
have secured five seats and the BJP and KHNAM
two each.

The Opposition BJP, which had three members
in the Assembly, managed to win only two seats,
while its ally, the Garo National Council lost its
lone seat.

Ruling parties today won six of the seven As-
sembly byelections held in six States with the
Congress bagging two, while the Opposition Sa-
majwadi Party prevented a clean sweep by them
clinching the prestigious Haidergarh Assembly
seat in Uttar Pradesh.

The Congress won two seats in Humnabad
(Karnataka) and Ratabari (Assam). The two seats
at stake in U.P. were shared by the Bahujan Samaj
Party and the SP, with the former snatching the
prestigious Gauriganj Assembly seat falling in the
Amethi Parliamentary constituency. The BSP
nominee, Jung Bahadur, registered a convincing
victory over Fateh Bahadur of the Congress in
Gauriganj by over 7000 votes while the BJP, which
was second in the last elections by a thin margin,
has been pushed fo the third spot.

The BSP gamble of fielding a Thakur for the
Gauriganj seat in the backdrop of the Opposition
allegations that the community was angry with
Ms. Mayawati following the stern action taken
against the independent legislator, Raghuraj Pra-
tap Singh alias Raja Bhaiya, by arresting him un-
der POTA, too has paid off well. In Haidergarh, it
was a loss of face for the BJP with the SP candi-
date wresting the seat from it.

In Jammmu and Kashmir, Chief Minister Mufti
Mohammed Sayeed's People’s Democratic Party
today scored its first electoral victory after assum-
ing power four months ago as its candidate won
the Pampore assembly byelection by an impres-
sive margin of 12,782 votes. The strength of the
PDP in the 87-member House has gone up to 17.

The candidate of the Nationalist Congress Par-
ty, a constituent of the Congress-led ruling coali-
tion in Maharashtra, emerged victorious in
Bokharden, while the AIADMK triumphed in Sat-
tankulam in Tamil Nadu.

In Assam, the Congress candidate, Kripanath
Mallah, won the Ratabari seat defeating his near-
est BJP rival Sambhu Singh Mallah by 31,170
votes. The Congress candidate poiled 49104
votes, while his opponent got 17934 votes. The
election was necessitated by the death of the in-
dependent MLA, Ratish Ranjan Choudhury. —
PTI
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SATURDAY, MARCH 1, 2003

O\% A CAUTIOUS BUDGET

THE UNION FIN NCE Minister, Jaswant
Singh’s first budget is a pragmatic one, which
combines a modest fiscal package for more
rapid growth with sector-specific concessions
and incentives. This may not be a budget of
major giveaways that has an eye on the polls,
but with the economy in the midst of a slow-
down the Finance Minister has sensibly re-
fused to adhere to fiscal orthodoxy. The
Union budget for 2003-04 does offer tax sops
to a wide range of taxpayers and, aware of his
party’s directives, Mr. Jaswant Singh has re-
fused to bite the Kelkar bullet on removing
exemptions and reducing tax rates. If any-
thing, the budget expands the exemption raj
and at the same time reduces some tax rates,
which was precisely what the Kelkar task
force had warned against. At the same time,
the budget is not without a sting in the tail.
There is the higher cess on motor spirit and
diesel (which is strange coming as it does
when global crude prices have touched the
$40 a barrel mark), a cess on specific com-
modities to replenish the National Calamity
Contingency Relief Fund and the service tax
has been uniformly raised from 5 to 8 per cent
even as 10 new services have been brought
into the tax net. All these measures could
push up prices, albeit modestly.

The centrepiece of the budget is, however,
the restoration of some realism and integrity
to the budgetary process even as Mr. Jaswant
Singh has looked for innovative measures to
finance investment in infrastructure that
would accelerate growth. The highly unreal-
istic budget projections for 2002-03 (which
included fanciful estimates of a 20 per cent
growth in tax revenue) have come to nought
and the drought was not the cause of the
numbers going awry. Expenditure has been
kept under control in the current fiscal year,
but the slippage has been on the receipts
front — tax revenue has fallen short of the
target and disinvestrnent proceeds will of
course be just a quarter of the projections. For
next year, the budget has pitched gross tax
revenue growth at a more modest 13 per cent
though once again receipts from disinvest-
ment have been projected at a large Rs. 13,200
crores. Revenue receipts are budgeted to in-
crease by a shade over 7 per cent and total
expenditure by 8.6 per cent. The result is that
the fiscal deficit next year is estimated at 5.6
per cent of GDP, which is higher than the 5.3
per cent level that was budgeted for 2002-03.
If the Finance Minister has chosen to relax the
purse strings, this does not mean that the
budget provides for a substantially higher
Plan investment. The Central Plan next year
will be 8 per cent larger than this year and
gross budgetary support for the Central and
State Plans only 6 per cent larger, which does
little more than account for the effect of in-
flation. Since this is as far as Mr. Jaswant
Singh thought he could go, the budget has
come up with “off-budget” measures to fi-
nance investment. The idea of public-private
partnerships is the one singular innovation in
this budget. Beginning in 2003-04, an esti-
mated Rs. 60,000 crores is to be spent on new
road, rail and airport projects, envisaging
public money being combined with private
funds, with the risks being shared and with-
out open-ended Government guarantees.
This may be one way of getting round in-
efficiencies in public execution of infrastruc-
ture projects, without at the same time giving
a blank cheque to private enterprises. But this
is an idea which is yet to be tested out in the
country and there must, therefore, be a big
question mark over whether public-private
partnerships can fill the gap in investment
immediately and on such a large scale.

While the budget has refused to make a vir-
tue out of fiscal stringency, it has not com-
pletely ignored the tasks in fiscal
consolidation. The most important step it has
proposed is the debt swap of high-cost debt,

4

which should over a three-year period im-
mensely help the States. It has also proposed a
very small hike in the prices of urea and di-
ammonium phosphatic fertilizers to cope
with the likely rise in global naphtha and gas
feed-stock prices. But going by the initial crit-
ical reactions to this proposal it will take con-
siderable resolve by the Government to go
through with this proposal. One concern
about Mr. Jaswant Singh’s package must sure-
ly be the continued large reliance the Centre is
making on market borrowings. The budget
projects market loans next year of as much as
Rs. 1,07,194 crores, compared to the revised
estimates for 2002-03 of Rs. 99,953 crores. In a
regime of soft interest rates, as at present, this
may not matter. However, this ever-increas-
ing recourse to market borrowings makes the
debt and interest burden on the Government
heavier each year. The expenditure category
that will show one of the largest increases in
2003-04 is defence where the budget provides
for a 17 per cent hike in allocations for reve-
nue and capital outlays. Since actual expendi-
ture in defence has consistently fallen short of
allocation, this hike may not materialise, but
the Finance Minister has made it clear that if
the Defence Ministry makes a case for even
larger funding it will be granted.

All said and done, Mr. Jaswant Singh has
produced a clever budget which offers some-
thing for many groups and demonstrates that
a budget should be a product of both econom-
ic and political thinking. To signal that he is
not impervious to the concerns of the under-
privileged, the Finance Minister has an-
nounced the expansion of the Antyodaya An-
na Yojana, which has been reasonably
successful in channelling subsidised cereals to
the poorest of the poor. He has also an-
nounced a new group health insurance
scheme where premiums to be paid by the
poor will be partially subsidised. For the ur- q
ban salaried, who are hardcore supporters of
the BJP and were offended by last year’s bud-
get proposals and by the Kelkar recommenda-
tions, the Finance Minister has offered a
higher standard deduction, tax rebates for
education expenses, a new subsidised pen-
sion scheme and abolition of the 5 per cent
surcharge on income tax. For the more well to
do, there is the abolition of the dividend tax
(the third change in policy in six years) and an
experimental exemption from tax of equity
long-term capital gains. Individual industries
too have been offered incentives, the most no-
table being the package for the textile
industry.

Incentives and concessions are not some-
thing to be always frowned upon, but the
problem arises when they are put through in
an ad-hoc manner under pressure from in-
terest groups. This is most evident in the pack-
age on indirect taxes. In line with the
Government’s long-term approach, the bud-
get has reduced import tariffs on a range of
products and also brought down the peak cus-
toms duty from 30 per cent to 25 per cent. It is
in excise duty that an ad-hocism is evident.
Where earlier the Government had put for-
ward a strong argument for bringing all com-
modities other than essential products into
the excise net, this budget has restored ex-
emptions on a number of commodities. Such
ad hocism does not make for stability in tax
rates and structure, which the Finance Minis-
ter asserted would govern his approach to tax-
ation. The same criticism could be made of
the hike in service tax, which has no justifica-
tion other than as a revenue mobilisation
exercise.

Mr. Jaswant Singh’s projections assume a
GDP growth of 6 to 6.5 per cent next year and
considering that this pace of growth has not
been recorded in the past three years there is a
lot riding on the proposals contained in the
2003-04 budget. pa
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Full of token measures: Cong.

By Our New Delhi Bureau

NEW DELHI, FEB. 28. Union budget
proposals today evoked a sharp
reaction from the Opposition
which charged that it would
have little impact in reviving
growth and investment and res-
toring the government finances
to health.

The lack of enough support to
agriculture drew criticism, both
from the Opposition and allies
which demanded a rollback in
the prices of fertilizer and die-
sel. Lending its voice to the de-
mand was the Telugu Desam
Party and the Indian National
Lok Dal. The BJP felt that the
proposals were “innovative and
people friendly” but views with-
in the allies made the party note
that there was an increase in the
price of wurea and other
fertilizers.

The Prime Minister, Atal Be-
hari Vajpayee, described it as a
“unique budget of its kind”
which attempted to find solu-
tions. The five areas of priorities
outlined by the Minister gave
details of requirements of Indi-
an economy and expectation.

For the first time, Mr. Vaj-
payee said, concerns with re-
gard to all facets of life which
Mr. Singh said he had addressed
to, would come true. He had
implemented all the promises
he made in housing, agricul-
ture, industry and relief to elder
persons. Criticising the propos-
als, the Congress said that it was
full of “token measures” to deal
with serious problems.

“The budget will have no im-
pact on reviving growth, kick-
starting investment and restor-
ing Government finances to
health,” the party leader, Man-

mohan Singh, said. The party
charged that there was nothing
new in the “supposedly new
schemes" including the public-
private partnership for funding
infrastructure project. Referring
to the tax system, he said, it had
been made
more com-
plex and
claims about
rationalisa-
tion of both
excise and
customs du-
ties con-
veyed an
impression
of “persist-
ence of ad hocism and multi-
plicity of rates”, he said. The
reduction of interest rates
would hurt the interests of
workers and investors in public
provident fund and small sav-
ings scheme.

Another party leader, Balram
Jakhar, dubbed it “anti-farmer”
and said the proposals neglect-
ed 80 per cent of the people who
depended on the farm sector.
Sharing his concerns were two
allies of the NDA, the Telugu
Desam parliamentary and the
Indian National Lok Dal as also
the Left parties. The INLD de-
manded a rollback of additional
excise duty on diesel and fertil-
izer prices of urea and DAP.

Expressing disappointment,
the TDP leader, K. Yerran Nai-
du, said the Government could
not achieve a higher growth rate
by keeping the budgetary allo-
cation for agriculture at last year
level.

The Congress MP, Jyotiradi-
tya Scindia, saw fault in the
form of insignificant rise in
public investment and lacking

in any roadmap to revive the
economy.

While the former Prime Min-
ister, Chandra Shekhar, said:
“You cannot expect anything
more from them’’, the Samaj-
wadi Party chief, Mulayam
Singh, said there was nothing
for the farmers and poor in the
budget.

“This is an election budget.”
The NCP president, Sharad Pa-
war, said “the budget takes no
steps to improve farm produc-
tion, while there will be addi-
tional burden of rise in fertilizer
prices. Very little support has
been extended to the textile and
sugar industry. Three new areas
of taxation have been opened in
milk cooperatives, Agriculture
Produce Marketing Committee
and savings of small unorga-
nised sector. For the middle
class basically there is status
quo”.

The AJIADMK Parliamentary
party leader, P.H. Pandian, said
that while the Government had
taken good care of senior citi-
zens, the increase in diesel
could not be appreciated.

The Left parties attacked the
budget for not containing pro-
posals that could generate em-
ployment, growth or give a
boost to agriculture, industry
and small-scale sector.

The CPI(M) Parliamentary
party leader, Somnath Chatter-
jee, said that it was not certain
how many from the private sec-
tor would respond and associ-
ate in infrastructure
development. The budget did
not have any scheme for em-
ployment generation or relief to
the working class.

The CPI national secretary, D.
Raja, said the thrust of the bud-

get was privatisation of econo-
my and corporatisation of the
social sector. Keeping elections
in view, the budget tried to
please the salaried class. The in-
crease in diesel and cement
would lead to an overall in-
crease in the price of various
commodities.

The All-India Forward Bloc
found the budget as ‘Magna
Carta’ for privatisation of the
social sectors. “The budget re-
veals that it is an attempt to
gratify the corporate houses,
monopoly capitalists, importers
and the rich people,” the party
general secretary, Debabrata
Biswas, said.

Echoing similar views, the
CPI(ML)
charged the
budget
would in-
crease the
burden on
already over-
burdened
workers,
poor peas-
ants and

lower middle
class while it
gave respite
to the rich and upper middle
class of society. The Janata Dal
(Secular) said the budget ne-
glected the farming sector
which was “inexcusable”.

Support for the proposals
came from the Bharatiya Janata
Party president, M. Venkaiah
Naidu, who described it as
“growth oriented, progressive,
innovative and people-friendly
budget. Like the Prime Minister,
he complimented the Finance
Minister for taking a “holistic
view” of the fiscal situation in
the country.

Budget exceeds all our expectations: Cl|

By Our Special Correspondent

NEW DELHI, FEB. 28. Barring odd reservations,
the ‘please-all-budget” of the Finance Min-
ister, Jaswant Singh, was virtually lapped up
by the apex industry chambers and trade
bodies as something that went beyond their
expectations. No wonder there were bou-
quets for him all the way.

The feel-good factor generated by the
Union budget 2003-04 for trade and indus-
try was best reflected in the Chamber of
Indian Industry’s (CII) response to the Fi-
nance Minister’s proposals. “We expected a
growth-oriented, reform-oriented budget...
But we couldn’t imagine the extent to
which he would take the reform process
forward”.

“This Union budget 2003-2004 takes into
account almost all of the CII's recommen-
dations and in fact has exceeded all our
expectations,” said the CII chief, Ashok
Soota.

Anand Mahindra and Tarun Das, vice-
president and Director-General of the CII
respectively said, “‘this budget is a class act.
It balances economic and political needs,
creates an environment for entrepreneurial
growth; and is sensible as it goes forward on
tax reforms and rationalisation.” While this
apex body was happy with virtually all the
key elements of this budget, the FICCI con-
gratulated the Finance Minister for his well-
conceived and constructive proposals.

The FICCI chief, A.C. Muthiah, hailed as
srogressive and historic the steps aimed at

rationalisation of tax structure in general
and introduction of value-added tax (VAT)
in particular as well as emphasis on devel-
opment of infrastructure with initiation of
new projects on airports, ports, roads and
railway, besides the introduction of fiscal
consolidation measures, including cash-
management systems in Government de-
partments.

Mr. Jaswant Singh’s maiden budget was
“a well-conceived blueprint for taking the
country to an altogether higher growth tra-
jectory, Dr. Muthiah said.

Welcoming what he called the visionary
approach adopted by the Finance Minister
towards fuelling growth, the ASSOCHAM
chief, R.K. Somany, felt that Mr. Singh mis-
sed out on the opportunity to give a much-
desired fillip to the capital market. He also
faulted him for not addressing adequately
the question of boasting rural economy ex-
cept encouraging farmers to move towards
value-added products.

The Indian Chamber of Commerce and
Industry said the budget contained far-re-
aching proposals which could help India to
move towards fiscal consolidation. The
PHDCCI chief, P.K. Jain, said extension of
tax incentives for certain sectors in which
India had proven capabilities should help
enhance the export potential.

Vinod Chandiok, National President of
the Indo-American Chamber of Commerce,
said the budget was bold and challenging.
TERI welcomed the rationalisation of Fertil-
izer subsidies. Nikhil Johri, CEO of Alliance

Capital Asset Management, was of the view
that the impact of budgetary announce-
ments on mutual fund industry would be
quite positive.

Electronics and Computer Software Ex-
port Promotion Council hailed the export
focus of the budget and said continuance of
the incentives under Sections 10 A and 10 B
of the Income Tax Act would help bolster
the export efforts from the country.

The chairman, Appollo Hospitals Group,
Pratap C. Reddy, hailed the recognition of
healthcare as a priority sector in the budget
after 30 years. He said he was delighted at
the Government’s landmark decision re-
garding the community-based Universal
Health Insurance for the masses. The Mod-
el proposed by the Government, he said,
was in line with a unique initiative
launched by his group some years ago.
Analjit Singh, Chairman, Max India, hailed
the priority accorded to the health care and
said the inclusion of private capital under
Section 10 (23G) for the expansion and es-
tablishment of 100-bed and larger private
hospitals would help improve and expand
the scope of healthcare services.

The real-estate industry said that the
budget had good news for it. “You can fault
him (the Finance Minister) on the matter of
budgetary discipline for the fiscal deficit
level. But he should be given credit for tak-
ing that risk” was the comment from R.
Seshasayee, Managing Director, Ashok Ley-
land, who added that “controlling ﬁssy’
deficit is not, by itself, an absolute mus




“Budget, 2003: Growth
% will be the test '\»

asserted that he is no economist,

Jaswant Singh has done aswell as
any economist would have under the
present circumstances. At a time when
his party is in election mode and Singh
was clearly charged with the task of deliv-
ering a set of populist measures, he has
come up with a solid growth-oriented
budget that will provide a fresh impetus to
the economic recovery. The time is right
for just such a budget. As the finance
minister pointed out, India continues to
have a current account surplus for the
first time in 24 years, our foreign ex-
change reserves are a high $75.7 billion
(in the third week of February) but the
economy is sluggish and in need of some
external stimulus to aid growth.

At the same time, low inflation and a
sharp decline in interest rates have pro-
vided the finance minister with some
flexibility to embark on a significant fis-
cal consolidation and debt restructuring
measure in his budget. Over the next
three years Singh plans to save state gov-
ernments an estimated Rs 81,000 crore
in interest and deferred loan repayment
for the residual matirity period. He
'hopes to achieve this by swapping loans
of approximately Rs 100,000 crore, bear-
ing a high coupon of 13 per cent and al-
low them tocontract loans at lower inter-
estrates. According to Singh, all but two
states have agreed to be part of his re-
structuring plan. The government will
also buy back its domestic debt con-
tracted at high interest rates from banks
that need quick liquidity or want to sell
debt to provide for their bad loans.

_ On the negative side, the fiscal deficit
remains at a high 5.7 per cent, but one
would argue that the country could live
with this deficit if the minister manages to
deliver on his promise of economic
growth. Jaswant Singh said that infra-
structure development, fiscal consolida-
tion through tax reforms, agricultural re-
forms and a restructuring of the duty
structure for the industrywould form the
core of his budget exercise. And he has
come up with significant proposals in all
these sectors. The budget provides over
Rs 60,000 crore for big-ticket infrastruc-

ture projectsin road building, port and air-

port modernisation and railway projects.
This, along with the incentives for the
housing sector to individuals and builders
will lend buoyancy to core industries such
assteel, cement and finance.

There are several proposals to move
agriculture and the plantation industryup
thevalue chain and impreve price realisa-
tion. In addition, there is a serious attempt
tomake the taxmachinery more transpar-
ent and accountable, by adoptirig the rec-
ommendations of the Kelkar committee
report. These measureswill go along way
in reducing harassment of taxpayers and
in automating the tax collection and inves-
tigation procedures. The minister deftly
ignored the two controversial Kelkar
Committee reports on direct and indirect
taxation almost in their entirety by brush-
ing them off with big dose of empty praise
for generating a pitched debate on taxa-
tion policies.

F OR someone who has repeatedly

In addition, the budget has a slew of

populist measures, with some goodies
for various segments of society. There

are tax breaks on education for two chil-
dren, a move to fund sports‘infrastruc-
ture, several incentives for the health
sector, including tax and duty cuts on
specified medical equipment, and tax
incentives for setting up private hospi-
tals. The minister also made the long
overdue announcement to sefup a Pen-
sion Fund Regulatory and Develop-
ment Authority, with specific schemes
to reorganise the opaque pension and
provident fund sector that had caused
some panic in the wake of the Home
Trade scam.

However, announcements such asthe
health insurance policy to be offered by
General Insurance Corporation (GIC)
and a pension facility to be offered by Life
Insurance Corporation (LIC) need caréful
consideration. It is a matter of great dis-
comfort that the FM continues to an-
nounce policies on behalf of GIC and

" LIC, when both institutions are operating

ina highly competitive market, and ought
tomake their decisions purely onbusiness
considerations. The LIC pension scheme
for senior citizens (Varishtha, Pension
Bima Yojana) is more reprefiensible.
First, it shows that the government has
leamt nothing from the “assured retumn” fi-
asco of Unit Trust of India (UTT) even af-
ter it has paid or earmarked nearly Rs
18,000 crore of taxpayers fund to bail out
the institution in the last three years. Yet,
the finance minister has thought nothing
of assuring a high 9 per cent return under
the pension scheme, and even promised
to make good any shortfall in earnings by
LIC from the exchequer. This would
make it an assuredreturn scheme with an
explicit government guarantee.

NTERESTINGLY, while Jaswant

Singh has earned kudos from industry,
the capital market’s reaction to Jaswant
Singh’sbudget has been unusually muted.
That is probably because the market’s ex-
pectations were far too high, and although
the minister seems to have delivered on
many of their expectations, most of his an-
nouncements come with an interesting
twist. For instance, the reduction in capi-
tal gains tax becomes applicable only next
year and has a'curious one-year validity.
While dividend has been exempt in the
hands of individual investors, the liability
has been passed on to companies. Simi-

. larly, investors have yet to work out the

implications of the increase in the service
tax incidence, Although the Foreign Di-
rect Investment (FDI) eeiling for private
banks and the rémoval of the 10 per cent

* cap on voting rights has been welcomed,

investors were disappointed that FII in-
vestment limits in government banks have
notbeenincreased.

The attitude to public sector disin- !

vestment is another disappointment.
While the disinvestment target has been
missed by a huge margin, the govern-
ment hopes to raise Rs 15,000 crore.
However, it must be said that the capital
market too realises that Jaswant Singh
has succeeded in laying a solid franda-
tion for growth and if his governnent is
able to implement his various proposals
and deliver on all his promises,che econ-
omy and corporate earnings are bound
torecover and stock indices would even-
tually take wing,
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It smell

will it pass < .
the taste test?

By Priya Ranjan Dash ( WV A

Times NEws NETWORK

New Delhi: On the face of it,
Jaswant Singh is giving it all on
a platter—lower taxes, cheaper
goodies like cars and air-condi-
tioners, a rebate for educating
children, pension schemes for
older people. There’s more. The
dividend you earn from shares
will now be tax free, and if you're
thinking of calling it a day, you
won’t have to pay tax on your sil-
ver handshake up to Rs 5 lakhs.

For your Kkitchen, pressure
cookers, cutlery and tableware
will all cost less, as will toys and
bicycles for your kids. For those
who like a swig of Scotch or Bor-
deau in the evening, the finance
minister has held out the prom-
ise of a cheaper tipple. And for
gold-crazy Indians, customs
duty on the yellow metal has
been slashed to Rs 100 per 10
grams from Rs 250.

A great menu? Perhaps. But
take a closer look at the ingredi-
ents. The service tax rate has
been increased from five to eight
per cent, which means, among
other things, higher phone and
credit card bills. Worse still, ten
new services have been brought
into this dragnet, including
coaching centres, annual main-
tenance contracts and cyber
cafes. Even that tax rebate on ed-
ucation is a bit of a fudge.

All told, Mr Singh’s menu is
long on promises but short on
substance. What little extra
money it puts in our pockets
could well be wiped out by infla-
tion should war break out in
Iraq or government borrowings
continue unchecked.

Most tax-payers will pay less,
but only marginally, because the
budget rejects the Kelkar com-
mittee proposals for tax reforms
and adds more to the existing
maze of exemptions in the in-
come-tax regime. It removes the
‘ive per cent surcharge for indi-

‘iduals earning up to Rs 8.5

'khs, but e