+ The Railway Budget

( Qq/@w A flight of fancy! (\\% M\

There are at least two directly contradictory stitements that
disfigure Lalu Prasad’s advertised new budget for the
Railways and which we should notice at once. One, that there is
to be no.increase in freight or passenger fares; and two, that
there is to be a breath-taking revision in freight rates, which will
reduce the total numbers to some 80 from over 4,000. The
Minister was coy about giving details — it seems more likely that
he was reluctant to make it public, rather than a refusal to face
facts. The facts are that, as the Chairman of the Railway Board
said to the press, in an engaging display of truth, the revision in
rates for freight will net a cool Rs 650 crores increase in receipts,
which means that there is to be an unprecedented increase in
rates across the board, in any language. If you have got that
under your belt, there is no difficulty in assimilating anything
more. Like the absurd provision of free travel for selected
examinations. of girls in specific disciplines and a cut across the
. board of 50% in fares for second class compartments and total
relief, if travelling for more sélected examinations. It is time to
ask whether the Railway Minister has decided, just to be too-
clever-by half or does his performance mark the height of his
capacity to deceive. It is well-known .to the Minister that the
stock market reacts to only two criteria — one, an increase in
fares and freight rates, and the other, deficit financing for a
bankrupt organisation. Witness the buoyancy in revenues on the
stock markets, performing according to plan. It may take some
time for the whole truth to unravel, we must wait for it.
Meanwhile, we can derive consolation from the fact that
public memory is woefully short and will right itself ~ n. This
does not mean that the whole picture is not clear. Wunout any
rationalisation worthy of the name, it stands to reason that there
will be increases in expenses and the objective of the Railways to
put in a bid to contribute to revenues is now a distant dream.
There are to be as many as 46 new trains, without any plan or
sense, except that it will be there when required. There are to be
a goodly number of new trains linking the South, but very few for
the North-East. Have the needs of the area to expand its
communications network diminished? If not by what process of
reasoning has the conclusion been reached? It is necessary to say
that the Budget is a little distance further away from the reality
that faces us, and more is the pity. Indeed pity is the mos
dominant emotion that is evoked as a result of this exercise.
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SATURDAY, FEBRUARY 26, 2005

AN ECONOMISTS’ WISH LIST

IF THE PRE BURGET Economic Survey laid be-
fore Parliament by Union Finance Minister P.
Chidambaram is quite upbeat on the economy,
it also marks a break from the traditional ret-
icence of past surveys to present a five-point
wish list that is virtuous on its own, but which for
the moment seems to put aside political realities
and compulsions. The first is the suggestion that
subsidies for crop support prices, fertilizer, irri-
gation and power to farmers be reduced so that
funds can be released for public investment in
rural infrastructure including irrigation, roads,
agricultural extension and research. Second, this
year’s survey spells out what was only hinted at
last year — relaxing entry and exit barriers in
industry. This would involve not just quicker and
simpler start-up procedures and easing regula-
tory burdens but also changes in labour laws on
closing down units that now “allow firms less
latitude than the labour laws of China, Brazil or
Mexico.” Also, it argues that reservation of items
for production in small scale industry has con-
strained investments in the areas and makes lit-
tle sense as almost all the items are freely
importable. Third, in the area of banks and fi-
nancial institutions, it calls for greater competi-
tion, presumably by opening up more to private
and foreign institutions, to reduce the costs of
financial intermediation, bring down spreads,
reduce non-performing assets and improve
credit appraisal. It wants the debt and equity
markets to be developed and pension funds and
contractual savings schemes to be allowed to
participate in them subject to prudential norms.

Fourth, stressing the importance of infrastruc-
ture including power, cold-chains for storage
and transport, it argues that direct government
production of these services would raise con-
cerns of efficiency, adequate investment, proper
enforcement of charges and competitive market
structure and would also make them vulnerable
to political interventions and budgetary con-
straints. It urges a greater degree of private par-
ticipation in infrastructure after creating a better
regulatory environment. Private projects in
poorer and commercially unviable areas as well
as in roads, sanitation and waste management
where financing by user charges would not be
feasible could be publicly subsidised, with a pro-
cedure for minimum subsidy bidding to choose
the service provider. Fifth, emphasising the need
for higher foreign investment for the various
benefits it would bring including better technol-
ogy, human capital formation, exports and gen-
erally improving productivity and efficiency of
resource use, it argues for revisiting the question
of allowing FDI in sectors such as coal mining,
insurance, real estate and retail trade. In this list,
efhancing the limits for FDI in insurance from

6 to 49 per cent was announced in the last bud-
get but remains unimplemented in the face of
opposition from the Left while the Cabinet most
recently decided to permit 100 per cent FDI in
construction of large complexes through the au-
tomatic route.

The survey sets all this within the overarching
framework of fiscal consolidation. The Fiscal Re-
sponsibility and Budget Management Act man-
dates the elimination of the revenue deficit by
2008-2009. The survey seeks a vigorous imple-
mentation of the FRBM Act to bring about fiscal
consolidation so that funds can be found for
public and private investments. The budget pre-
sented last July sought to reduce the revenue
deficit by more than mandated by the Act’s an-
nual target for 2004-2005 but the performance in
the first nine months of this year is “not very
encouraging.” The Finance Minister pins his
hopes on a vigorous tax collection drive, a 10 per
cent cut in non-plan and non-salary expenditure
and restricting expenditure in the last quarter to
reach the target. Indeed a running theme in the
econoiic survey is that Central Government fi-
nances are under a great strain in trying to meet
both the mandated deficit reduction targets and

Va

G

the demands being made for hlﬁner investments
in infrastructure, the rural economy and the so-
cial sectors.

An interesting thesis that the survey offers is
that the economy might have ratcheted onto a
slightly higher long term growth path of 7 per
cent as against the earlier trend rate of 5 to 6 per
cent. The projected growth rate this year is 6.9
per cent on top of the 8.5 per cent last year and it
is possible that a normal business cycle could
explain the performance of these two years that
followed a low 4 per cent growth in 2002-2003.
The survey thinks it more likely that the growth
rate has in fact accelerated, judging from the sus-
tained double digit growth of capital goods as
well as from the increased savings and invest-
ment rates. If this indeed turns out to be true and
the 7 per cent is sustained, it would be heart-
ening news indeed and the Government'’s target-
ed growth rate of 7 to 8 per cent over the five year
term may not be out of reach. Gross domestic
capital formation too has shown a marked rise in
the last three years, reaching 26.3 per cent of the
GDP, up 3.7 percentage points since 2001, but
the survey notes that the investment rate contin-
ues to be below the rates in China and East Asia
and also below the Tenth Plan target.

Apart from the healthy growth and investment
rates, there is some cheer on the external front
with foreign exchange reserves. standing at
$128.9 billion in the beginning of February. The
current account turning into a deficit in the first
half of this financial year might be a cause for
concern, but the survey notes that even taking
into account higher imports resulting from high-
er growth and higher oil prices, the balance of
payments position is “reasonably strong and re-
silient.” On the prices front, it seems satisfied
that inflation has been brought down to 5 per
cent and would suggest continued caution in
monetary policy. A particularly weak spot in the
overall scenario is the decline in food production
and an agriculture growth rate of just 1.1 per cent
anticipated this year because of a deficient
south-west monsoon. As a policy prescription,
the survey suggests a greater investment in di-
versifying agriculture into non-cereal crops and
developing agro-processing industries in the ru-
ral areas. ;

A review of the poverty alleviation and social
sector schemes shows a plethora of programmes
on employment, subsidised food and assistance
for house building, each claiming a substantial
number of beneficiaries. None of them, though,
seems to have made any significant impact or
caught the imagination of the people, and there
is a strong case for consolidating them into fewer
and more manageable schemes. The national
employment guarantee scheme that the Govern-
ment promised in its National Common Mini-
mum Programme would provide 100 days of |
work at the minimum wage to one member of |
every family in need of work, and would have an
impact far beyond the existing schemes. With the
survey’s emphasis on the tight fiscal situation,
one comes away with the impression that it is
going to be difficult to fund the employment
guarantee scheme on a large scale — a nation-
wide scheme is estimated to cost Rs.30,000 crore
or more. An equally difficult challenge would be
to put in place an implementing structure that is
effective, transparent, corruption-free and ac-
countable locally.

In coming up with the budget at a time when
the fundamentals are relatively strong, Mr. Chi-
dambaram faces two main challenges. The first is
how to give a new momentum to growth through
tax adjustments that are bound to be marginal
and through reforms that would call for hard bar-
gaining and compromise. The second is to find
the funds for the rural employment guarantee
scheme, and if only he comes out with a funding
commitment, his budget would stand out for the
significant impact it would have in an area
marked by disappointments in the past.



" Economic Survey, -
--moots tax reforms”

@ Call for more services under the tax net

By Our Special Correspondent

NEW DELHI, FEB. 25. With the
economy poised to help the
United Progressive Alliance
Government achieve the targets
outlined in its National Com-
mon Minimum Programme
(NCMP) during the new fiscal,
the Economic Survey 2004-05
has advocated the opening up of
the retail sector to foreign direct
investment (FDI).

It also called for hikes in the
existing investment caps on
coal, mining and insurance
while seeking more services un-
der the tax net and speedier la-
bour law reforms to do away
with the cumbersome “entry-
exit barriers” to create a more
favourable environment for
higher investment.

In a well-argued policy pre-
scription package aimed at
making the investment climate
more conducive to accelerating
the growth process, the Survey,
presented in Parliament today
by the Finance Minister, P. Chi-
dambaram, also suggested that
pension funds and contractual
savings scheme funds be al-
lowed to be parked in equities
and long-term debt markets to
enable the investors to get
handsome returns that such
markets offer in the medium
term.

While reasoning in favour of
lower interest rates on borrow-
ings by small-scale industries in
view of their employment and
investment potential, the Sur-
vey noted that more items, such
as knitwear, should be de-re-
served to help them achieve
economies of scale, especially
when the market was opening
up to easier imports.

The Survey noted that one of

the challenges in fiscal reform
was to reconcile the need for fis-
cal consolidation with appropri-
ate tax reform. As a major share
of the tax revenue of the Centre
and the States came from indi-
rect taxes, “reform of such taxes
needs to be calibrated carefully
to balance the conflicting objec-
tives.” It wanted continuation of
the process of reduction in cus-
toms duties to align them with
ASEAN levels as the revenue loss
on that account can be “made
up by revenues from other
sources and by a phased remov-
al of exemptions.”

Dwelling further on the issue

of taxes and their compliance,
the Survey said that “both the
Centre and the States need to
improve their tax administra-
tions to have an impersonal and
hassle-free regime, with a low
compliance cost for the honest
tax payer and a high risk for the
evader.”

Hinting at a greater scrutiny
of returns by high-end tax-
payers, it said this “can be done
through innovative approaches
utilising the power of informa-
tion technology, not only for in-
formation  collection, data
mining and analysis, but also for
automatic collection of tax reve-

s lending rates iowerby
25 to 50 basis pomts .

\Graphic by’ Varghese Kallada
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nues at source.” ‘

To cut the large fiscal deficit, |
it suggested cuts in wasteful ex- |
penditure and widening of the
tax base.

The highest pnonty in agri-
culture has to be given to invest-
ment in irrigation. “Given the
compulsions of fiscal consolida-
tion, the choice is between sub-
sidy for price support to crops,
fertilizer, irrigation and power,
on the one hand, and higher
public investment in supportive
infrastructure for irrigation,
roads, electrification, agricul-
ture extension and research on
the other.”

In effect, the Government
wants to shift the farm subsidy
funds to higher public invest-
ment in irrigation and allied |
fields. Realising the constraints
imposed on industrial growth
by the low development of the
infrastructure sector, the Survey
talked of higher investment in
the sector through public-pri-
vate partnership and a system of
incentives that promotes larger
private investment in long ges-
tation projects.

Foodgrain output is expected
to decline three per cent as agri-
culture and allied sectors are
seen growing by a mere 1.1 per
cent in the current fiscal owing
to the deficient monsoon.

Owing to the growth perform-
ance during 2003-4 and the
rent fiscal as a result o
various reform measures under-
taken by the Centre, the econo-
my was expected to “indicate a
possible racheting up of the
trend rate of growth from
around six per cent to seven per
cent annually in the years to
come,” the Survey said.

Editorial on Page 10
More reports on Page 15

i
|
|
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+‘,boosting farm growth

By Our Special Correspondent

KOLKATA, FEB. 24. Nobel Lau-
reate, economist and Professor
Amartya Sen said that India’s
agriculture requires greater pri-
ority as the quality of rural la-
bour casts its shadow on
agricultural productivity.
Outlining four basic areas,
which needed to be addressed,
Professor Sen said that the main
areas of concern were delivery
of the health care system, land
reforms and its completion, ba-
sic education and availability of
micro credit. He said that States
like West Bengal and Kerala had
done well on land reforms,
while Tamil Nadu and Kerala
had progressed on the literacy
front. Addressing a meet-the-
press programme at the Calcut-
ta Press Club here today, he said

a Sen lists areas for

that although India’s growth
rate at 6.5 per cent was next on-
ly to China, stagnating agricul-
tural production was linked
with lack of expansion of social
opportunities and the relative
neglect of basic education and
health.“Backwardness of the ru-

ral economy was not unrelated
to the lack of progress on the
agricultural front,” he
remarked.

To a question as to whether
in the name of globalisation, In-
dia has compromised on its
sovereignty, the Nobel laureate
economist said that it was per-
haps not proper to raise issues
on sovereignty every time an in-
ternational settlement was dis-
cussed.

However, he wondered if the
Indian Government had con-
ceded too easily on the drug
patent issue. “Exemption from
the patent law had served the
public as well as the companies
well — we don’t want to lose
that advantage,” he said.

On the issue of subsidies, he
said that any blanket statement
on subsidies would be a mistake

{

|
as it would have to be scruti-
nized whether it was reaching ’
the targeted people.

On foreign direct investment, ’
he felt that while it was only an '
instrument, there was need for
pragmatism in learning from
China on issues like these-
.“Treat it as a mere institution
and not as a value in itself,” he
said adding that it has to be ex-
amined as to whether FDI in a
particular sector was harmfui or
beneficial. ‘

To a question on whether dis-
agreements within coalition
partners thwarted economic
progress, he said that if it was
indeed the case that policies
failed to be effective, then it
might be harmful.

However there must be am-
ple scope for discussion and co |
ordination, he felt.

26 #£8 100



‘90UBUISA03-3
JO uonONPOIIUL PUB SME] XE)
Ayredoad jo uriogel ‘mer aans
-01os1p o11gnd jo uonidope ‘sot
-p0q [e20] weqan J0j SUTIUNOD
-0 JO wajsAs Anus a[jqnop
‘mer uorjedronaed AyTununioo
Surureay s)se88ns osfy =
"S801AJSS UeqIn
I0j sJojensdal juspuadopur
dn Sunjes pue sme[ [013U00
JUSI JO ULIOJad )0y uonen
-39y pue 3uife) pueT ueqin
Jo [eadau sanoaej £oAInS =
*I0J0 00081
$Y Inoge jo [[eJlI0US ‘91010
61L°€S SY pojewrisa pasu

[e34 *daueinsu; ‘Buiulw ‘leod uy pasted g Aew sywi| a4
S351AI3JUB WNIP3W PUE ||eWS 10} }1paJo Jadeayd

PINOM  JUSWRSBUBUI  JJSEM
PTIOS ‘UOTIBITUES U3)EpM, ®m

*S9I10 JO JUsu

-dO[9ASp JOJ SWAYDS 9oUBULy

0} sjaxrew feyrded dej 0} san)l
-IOT[INe [8D0] ‘9JB)S SYSV =

'9peIAP 1X8U

J9A0 J03}03S ANIONISBIFUL UT

IdJ Jo uorqrq gs1$ 03 dn qJos
-q& Ued AWOU0Id UBIpU] m

, "$1800 UOT}ISURI} JOJ SI3]

-SueJ} [RISTJ PoIORIIP ‘SWI0JaX

Teuonminsut j1oddns ‘sanito
Surramodwe Uo sSNJo{ =

‘sAemyre] uerpuj

Jo 3utuonouny ay) ur paamb
-31 SULIOJO [BIUBISANS =

|ie1a. dn uado pue aye3se

k
[ 4

GuiAeom SWooamod PUE [BUOIPEL] 3SILIDPON ¢

ymmodh bunioegnuew ysnd o3 eweyd
pue sjuauodwoed-oine ‘ssjigowolne ‘sjudwied ‘sajxal ¥

Buisnoy pue sjiod ‘skemiayem ‘uone
-IAe ‘suod .m>m§__mL ‘SprO. ‘Jomod Ul SJUSWISIAUL SAISSBIN R

IedY}RAY IPiA0Ld 0] UOISSIW Lifeay [eInJ [RUOREN ¢
UsHRIND3 UIIpOW 330Woid 03 UoiSSIW dBpajmouy [eusHeN
suodxa wiey ysnd 03 LOISSIW 3NYNAMOH ¢

Pa1e2.10 39 0} UG IR] LONNGLISIP A1D1430913 [BINY &
24NjonJjse.jul [eini 3sooq 03 abeyded vy &

s||819.404 AaAIng a3y} Jeym

P “\..H,, I
- ~ O
Jeah =o ROA 0z
(%) abuey? jo ayey
._tsEn Ajddns fauopy

A

- 01
(% 2ye1 uoNR)uI 36RIAAR v_ww; va
s3214d 3jesajoym

auledid sed JapIogsuea;
Sunjuswdne Aq A11ano9s £A310
-Up 20UBYLS 03 SNUNIUO) =
'sjI0dare Je)laq
pue uonem3aa ut jusuwascad
-7 SPaaU UOIIBIAB [IAID)
uontm
-adwoo 11odexjug pue }a10d-19)
-ur ajouoad 03 JIOMSIRI] AT
-Tod ajenbepe pasu s)10J =
K}oJes peo pue juswoge
-UBUI J0PLIIO0D 0} UOTJONLIISUOD
WIOJJ STO0] JTYS 03 paaN m
TOTIUOJJ JX8U 9] ST S8IIAISS
puegpeolq jo uorsuedxa ayj
Jely} pres J] ‘[9pOW 9[01 B SB
ST} paydn £aAans sy} 103998

wod9ra} 3utwooq SA1UN0d
a1y} jo uorjusw [erdeds e Sur
-eN “Iomawrely Aotjod ainy
-onaseqyur Jysta sy3 Surpuy
ul ssnNOLIP ofIgns Auewl
alam aJay) jer) peppe 3
‘pres Aaa
-Jns 843 ,‘JUSUIUOIIAUS £I0Je]
-N381 81} UT S8 NOYYJIP 03 8NP
J10309s 9yeAlad Aq pajesusd
-wod Aeyenbape usaq jou sey
armponaiseyyur ur  guipusds
ognd Ut SuIPSp dYL,
"19¥Iew paje|
-ndaIun ue uy uorponpoad ayea
-1ad uo sduspusdap ajarduiod
jsureSe sulem 1 TOAOMOY

salpisqns Jofey B
u3ea N

SLN pue
saye1s 03 suess B

s1a410 B
syudwAed

1sas01u; R

94040 Ui SY

P

feuoIsiDlg mtOEE_

m==m>0.._ u mw,—_w‘_\ h./X

TN
10007

0008

\:0009
(ss

-10008

0006
eo____E m Sn)

[RUOISIACId mtOQXH

‘Poppe 11, ‘S0USPTIUOD .10}
-09s ayearad a3 aA18 03 demod
9els Arexjiqae Suniwi pue
$3[NI JO Iomawey e Surysiy
-Qe)sa ST sy} Jo jxed £y i,
‘sjusd
Arodouow 3urjoenxd WOIJ 11
gunuasaxd aTIym eanjonas
-BIJUT UT IS9AUT 0] SBAIIULOUL
U9AI3 8(Q PINOYS J0303s ajeA
-tad ay3 Jey) pappe 3 's910USTO
-1JJ9UI S8AOUIAI 0] JIPJO UI S9
-OTAJ9S 9INJONIISRIJUT UL 3]01
S JUWI] ISNW JUSWUISA0S
9y} pres Asains AL
'600g ul
powred aures syl o3 pared
-Wod $00g J8quIada-1rady ur
sajel Uimoad Jaysiy poaoua
-L1edxa (Juao Jod g'1g) orggen
Jaduassed are pue (Juso Jod
£'81) syrodare ((Quao xod 1°11)
s110d ees Jofewr jB pa[puey
08180 ‘(Quad Jod L'L) sAem[red
Uuo O1j3ea) Spoo3 ‘s.10)33s ain)
-ongseqgur J18yjo uowy
"PrEs 11 ‘[99)s paysiuy
Jo yimoa3 ey} ur [rey dreys
B JO IUNOJO® U0 Sem QuUId
-9p YL, "€007 UT potiad aU} J0f
1moa3 Jueo Jod g'¢ ay} ueyl
JoMO] Afreutdaew ST STy,
"00g 1oquIsd(-T1ady
guramp 1u90 Jad $°G Jo UIMOIS
a3u1sAr JoMO[ B DaIdIsidod
— muosco,a E:Eobog pue o
JPTLID ‘JUBWSD ‘T99)S PAYSIUTY

\&y %ia

--06¢
(58UUO} UOIIW)

uononpoad sureibpood

‘Teod qemod — 8.10309S 9100
XIS JeY} Sppe AoAIns oy,
‘uoteIAafe A11eao0d
pue yimoas Jgo uo joeduur
8U0IIS © 9ABY [[IM 8IMONILIS
-BIJUT Ul juswesordwl ey}
sdes AaaIns oY) ‘saLnunod
UBISY ISeF pue Bury) moraq
Jey sem elpuj jey) gunels
103098 ST} UT JUSUI)SOA
-Ul JO 3)el MO[S 9y} SJUSUIR]
£Aaaans oruouoos j9dpngead
3Y} ‘aaniongseqyul Ul juewl
-}S9AUT 10)939S a1eAlld pasesto
ur JIoJ eses v ONIIVIN

§g £40n4qad TY1a(] MAN
neaang snerodio) LH

¢0-¥00¢

AIAUNS JINONOD]

?\ov abueyd Jo ey
uononpoad [eysnpuy

pajoow s}a3foad ainjonJsessul u Juawysanul J0jaas ajeatd 1oy SAALJUU|

uoneId[[e AxAed mmoIs 03 £3y 103095 a100)



~FDI undesirable?

KOLKATA, Feb. 24, —

Nobel Laureate Prof,
Amartya. Sen  today
refused to label FDI

“undesirable” as a power-
ful section of the Indian
Left holds. According to
Prof. Sen, FDI is not
something based on gen-
ceral principles of equity
and justice and is an issue
that needs to be deliberat-
cd upon as to whether it

would be beneficial for the,

country. The  Nobel
Laureate said this at a
Meet-the-Press pro-
gramme organised at the
Kolkata Press Club today.

Prof. Sen said that the
matter should be studied
and decided upon on a
case-by-case basis. “Had
this been about education
and basic healthcare, I
would have said that the
areas need to be improved
and focussed upon. But for
FDI, 1 believe that the sec-
tors mentioned are impor-

o~

Prof. Amartya Sen at the Press
meet in Kolkata on Thursday.
— The Statesman

tant ones and FDI in this
regard should be analysed
thoroughly and then invit-
ed. Pragmatism should
prevail over pre-conceived
notions about FDI.

The Nobel Laureate’s
contention was similar
when it was pointed out
whether globalisation wo-
uld necessarily mean
doing away with subsidies.
According to him, what is

nESTATEsMA"

c{ . ;\;\%Thill gain

3/ "\t
oW

to be found out is whether

subsidies are reaching
those sections for whom
they are meant. Then only
can one say whether subsi-
dies are required or not,
rather than putting the
entire blame on globalisa-
tion, Prof. Sen said,
adding that ignoring glob-
alisation would amount to
preventing a  global
exchange of information

and knowledge.

Prof. Sen didn’t sound
euphoric about West
Bengal’s education and
healthcare scenario, descr-
ibing progress in these sec-
tors are  “modest”,
However, Bengal has
made good progress in lit-
eracy and, according to
Prof. Sen, his Pratichi
Trust has found both areas
of concern as well as areas
of progress in Bengal. The
interaction ended with the
Prof. Sen’s statement that
he wasn’t thinking of pen-
ning an autobiography
when the question was
thrown at him.
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How human would the human face be?

By N. Ravi

The budget and economic policy can be Q}f
understood in terms of two competing visions,
identified with Jagdish Bhagwati
and Amartya Sen.

{

he more  things
change, the more they
remain the same” is a
witticism attributed to
the French writer, Alphonse Karr,
and this is probably true of the de-
bates over the budget and economic
policy. If in an earlier period the rhet-
oric of the debate turned on whether
a policy or a proposal was pro-poor
or pro-rich, the current debate is
about the human face, whether it is
dominant or is lacking. When just be-
fore assuming office as Prime Minis-
ter Dr. Manmohan Singh declared
that, “Reforms are needed, I have al-
ways said that, but economic reforms
with a human face that give India’s
common man a real hope,” he was
emphasising both that the reform
process would continue and that he
would heed the new mandate that
called for greater attention to the
needs of the poor. The Left too even
while opposing several of the liber-
alisation policies has declared it is
not opposed to reforms but that they
should have a human face.

The implication that the reforms
carried out till recently had somehow
lacked a human face was not lost at
least on economists, and the fore-
most advocate of reforms, Jagdish
Bhagwati, was quick to argue that
globalisation and reforms do have a
human face in that they have made a
massive dent on poverty and im-
proved the conditions of women and
children. Thus the terms reforms and
human face with their semantic vir-
tues of improvement and compas-
sion have been embraced by
everyone across the ideological spec-
trum, from those who advocate the
pursuit of rapid growth to those who
insist on programmes that address
the needs of the poor directly
through income transfers. The ques-
tion at budget time, though, remains:
how human is the human face going
to be.

It is perhaps more useful to speak
of the budget and economic policy in
terms of two competing visions of
the immediate future that are not ve-
ry different in terms of essentials but
have distinct emphases. The first is
the drive to prosperity by opening up
to global trade, removing constraints
on domestic initiative and industry,
bringing in foreign investment, sell-
ing or closing down public enterpris-
es, and maintaining a stable fiscal
and monetary environment. This ap-
proach would focus on faster growth
for the removal of poverty but it is
not oblivious to the composition of
growth and would also emphasise
the developmy of the rural econo-

my and of labour intensive industries
to provide employment.

The second would lay stress on
empowering the poor to take advan-
tage of the new opportunities so that
they are not left behind and inequal-
ity does not worsen as the middle
classes and the rich march ahead.
This approach would emphasise ex-
panding the role of the state in pro-
viding economic and social
opportunity for the poor through
education, basic health care, gender
justice, land reform and micro-credit
even while calling for state withdraw-
al from areas such as industrial regu-
lation where its over-activity has
been harmful.

At the risk of some simplification,
the first approach can be identified
more with Jagdish Bhagwati, and the
second with Amartya Sen. Their posi-
tions are of course much more nu-
anced than the labels free marketer
and left would suggest — Sen is also
an advocate of the market for the op-
portunities it offers while Bhagwati
lays emphasis on the role of the gov-
ernment in providing safety nets for
the vulnerable. Yet Sen is regarded as
representing the conscience of eco-
nomic policy while Bhagwati offers
the prescription for prosperity.

The pursuit of high growth even in
itself is not devoid of a human face,
essential as it is for the rapid removal
of poverty. Here the Finance Minister
is on a fairly good wicket, with the
growth rate projected to touch 6.9
per cent this year on top of the 8.5
per cent during the recovery of last
year, and the savings rate has shown
a heartening upturn. Yet he cannot
afford to shy away from tax changes
and reforms needed to spur savings
and investment in industry and agri-
culture to reach the 7 to 8 per cent
growth rate. With direct tax rates al-
ready down, the scope for stimulat-
ing growth through tax cuts is quite
limited though here even small
changes would have a disproportion-
ate impact either for the good or for
the bad on the animal spirits of in-
dustry and the stock markets which
have an insatiable appetite for con-
cessions. The foreign direct invest-
ment of $6 billion that India received
in 2004 contrasts with the $62 billion
received by China (according to fig-
ures compiled by UNCTAD) and is a

TIE HINDU

measure of the potential in this area.
Raising the limits for FDI in new ar-
eas even within the National Com-
mon Minimum  Programme’s
committed sectors of infrastructure,
high technology and exports is not
going to be easy, given that the gov-
ernment has not been able to bring
into effect the higher limit of 49 per
cent for insurance announced in the
last budget.

Growth in the last two decades has
had a significant impact on poverty
— though the official figures that
show a sharp fall in the proportion of
the population below the poverty
line from 36 per cent in 1993-94 to 26
per cent in 1999-2000 have been
challenged as methodologically
flawed, there is little dispute that
there has been a significant reduc-
tion in poverty. In the areas of build-
ing rural infrastructure, basic
education, basic health care and ac-
cess to credit that are vital in provid-
ing opportunities to the poor as well
as in other social sectors the last bud-
get increased the allocations sharply
though it remains to be seen how
much of the increased outlay — de-
rived from the education cess of 2 per
cent on all taxes and the Rs.10,000
crore allocated through the Planning
Commission — has actually been
spent.

A new approach of guaranteeing
100 days of work in a year at the min-
imum wage for a member of every
family was promised in the National
Common Minimum Programme
(NCMP) and following the announ-
cement in the last budget, a bill has
been introduced in Parliament. The
state assuming the obligation to pro-
vide work to everyone is not quite a
new concept — it dates back to eigh-
teenth century England when parish-
es were required to run workhouses
where the unemployed were put to
work. An ideal public employment
scheme, according to John Stuart
Mill, was one that would be available
to everybody but “leaves everyone
with a strong motive to do without it
if he can.” The rural employment
guarantee bill before Parliament has
been criticised as falling far short of
the NCMP promise — it would ex-
tend in the first instance to only 150
of the poorest districts without a
committed time frame for nation-
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wide coverage, would apply only to
rural areas and would not be bound
by minimum wage laws — but even
in its present form, it represents a
fiscal consolidator’s nightmare. A na-
tionwide scheme is estimated to cost
Rs.25,000 crore to Rs.36,000 crore but
its votaries would suggest cuts in de-
fence spending, collection of tax ar-
rears and even deficit financing as
ways to raise the money. The danger
is that hard headed votaries of fiscal
prudence might offer it as a grudging
concession to the soft hearted, and
might not take it up wholehearted]y

An even greater danger is that the
additional funds will be thrown at
more of the same type of “anti-pov-
erty” projects where, as Rajiv Gandhi
once noted, just 15 per cent of the
money reached the beneficiaries.
The scheme itself would be a test of
governance in the rural areas across
the country. Equally with finding the
resources, as much effort would need
to be put into the framing of the
schemes, in the choice of the projects
and their operation, introducing
transparency and local monitoring
together with a widespread aware-
ness among the targeted poor of their
entitlements.

If the employment guarantee
scheme is bound to strain the limits
of fiscal prudence, the Fiscal Respon-
sibility and Budget Management Act
mandates the elimination of the rev-
enue deficit by 2008-2009. This is a
self-limiting mandate in the manner
of the oft invoked analogy of Ulysses
getting himself tied to the mast to
prevent himself from being lured by
the music of the sirens and steering
his ship to destruction into the rocks.
The elimination of the revenue def-
icit would free a massive 3 per cent of
the GDP for investment in the social
sector but a beginning in that direc-
tion needs to be made this year.

The trinity of Prime Minister Man-
mohan Singh, Mr. Chidambaram
and Mr. Montek Singh Ahluwalia
who are now shaping economic pol-
icy are reformers whose natural in-
stincts have been held in check by
the practical realities of having to
contend with the demands and sen-
sitivities of the Left. The contours of
the budget would be shaped by how
far Mr. Chidambaram would go in
testing the limits of the Left’s toler-
ance of the reform agenda and how
exactly, with the human face of his
budget, he would be able to persuade
them not to act as brakes on reform.
It is clear though that he cannot af-
ford to play safe and come out with a
lackadaisical even if non-controver-
sial budget.
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/% Cabinet may
consider FDI in
A{s'constructiom™

Feb. 23. -The commerce ministry’s proposal on foreign di-
rect investment in township, housing, built-up infrastructure
and construction-development projects is likely to be taken
up by the Cabinet meeting tomorrow.

The proposal, which was deferred at last week’s meeting, is
aimed at spurring development and generating employment
primarily in the rural sector. The proposal was said to have
been deferred for want of adequate details.

FDI in the construction sector is also expected to stimulate
steel and cement industry. There could be a large number of
initiatives, which could be taken to create job opportunities
in the rural areas, like the provision of serviceable infrastruc-
ture, roads, electricity and drinking water in villages, the
commerce and industry minister, Mr Kamal Nath, has said.

The entry of FDI in the construction sector is also in line
with the emphasis being laid on enhancing infrastructure.
Eyeing a higher economic growth and attracting a larger
chunk of foreign investment, governmegt is currently up-
grading airports, seaports and roads. In addition, it is also
promoting special economic zones (SEZ) to promote
trade. The Prime Minister has also stated that at least $150
billion was required for infrastructure sector in the next
five to 10 years.
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Giving PSU banks the space to take decisions
“L”\l’s\/ afirst step. More reform s og\lﬂgi goilaw,.

T ministry of finance has made

impQrtant progress with the re-
cent decision to give greater autono-
my to public sector banks. What is the
correct wage of a driver, a clerk, an el-
ectrician or a managing director? The
simple answer is that the employer
should pay market prices to the extent
that he/she gets a professional of qual-
ity at each level. This guiding principle
— of paying enough to attract candi-
dates of adequate quality and no
more — is absent in government. The
public sector pays too much at junior
levels and too little at senior levels.
This creates an army of unskilled peo-
ple who would love to get government
jobs and a shortage of skilled candi-

, dates to guide the institution.

There is a ot of talk about the
knowledge economy. Knowledge is
embodied in people. A knowledge-
rich organisation is one that is able to
deploy top quality skills and incentives
in decision-making functions. There
was a time when banking was a me-
chanical activity and the Reserve
Bank of India would tell banks in
great detail what they could do. To-
day, the mechanical part of banking
has shifted fo machines (like ATMs),
and highly skilled and motivated peo-
ple are required to deal with risk. Pub-
lic sector banks have made progress in
shedding unskilled labour through

INDIAN EXPRESS

arrangemenfs like the VRS, but have
not yet been able to recruit ade-
quately at senjor levels since the
salaries offered are removed from
market prices by a factor of 20 times
to 50 times. It is critical to blend mar-
ket wages that are comparable with
the private sector, with accountability
that is comparable to the private sec-
tor. Otherwise, high wage jobs in pub-
lic sector banks will become a safe
sinecure. It is critical to have complete
competition among those contending
for the senior posts. Beyond the age of
25, a person should not be entitled to
any promotion by virtue of being an
insider. Every post should face com-
petition from the open market.

Finally, the ministry of finance

has left unpleasant strictures in the
recent reforms, where it will meddle
in top level appointments. Well gov-
erned companies appoint a sub-
committee of the board, consisting
of independent directors, who re-
cruit the managing director and es-
tablish wage policies. There is no
reason for the ministry of finance or
the Indian Banks Association to
meddle in appointments or wages.

The ministry should set an example

about sound corporate governance,

both for the private sector, and for
other PSUs which are being misused |

by their administrative ministries.
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Public sector banks

bre al@free eye |

Anand Adhikari X( \
Mumbai, February 22

LOBBING YET another bombshell into
the Left camp, the Centre today allowed
sweeping operational powers to state-
run banks, including the right to make
domestic and overseas acquisitions,
exit non-viable businesses and close
down unproductive branches without
the government’s prior approval.

The announcement sent scrips of
state-owned banks spiralling on Dalal
Street with Vijaya Bank, Union Bank,
Syndicate Bank, Andhra Bank, Bol, In-
dian Overseas, Allahabad Bank, Ca-
nara Bank, Corporation Bank and SBI
making gains of 4-8 per cent.

Welcoming the move, K.Cherian
Varghese, chairman, Union Bank of In-
dia, said, “The autonomy policy would
be an incentive for strong banks to stay
healthy and improve operational effi-
ciencies. We can now retain existing tal-
ent as well as attract good talent from
elsewhere.”

The new policy, which gives strong

Autonomy package

~ Pursue new lines of business

C

- Make acquisitions of businesses

# Close or merge unviable branches

- Set up subsidiaries

. Exit any line of business

Decide HR issues

* Open overseas branches

banks with non-performing assets be-
low 4 per cent unprecedented manageri-
al leeway, will free state-owned banks to
pursue new lines of business such as

e FDI

mutual funds, insurance and depository
and make acquisitions from the market.

Under the new policy, PSU banks will
not need the government’s permission
to open overseas branches and close
down or merge non-viable branches in
rural and semi-rural areas.

Experts endorsing the move said the
government had empowered the banks
to take this drastic measure because
only 5 per cent of the branches were
non-viable or loss-making.

The new policy will also allow banks
to set up subsidiaries since it would let
them emerge as focused entities — as
an IT subsidiary, for instance.

Even on HR issues, including staffing
pattern, recruitment and sanctioning
differential pay within agreed pay
scales, the banks will enjoy a great
measure of autonomy.

The stronger of the banks will be al-
lowed to create additional posts of GMs
and permitted to give higher pay to spe-
cialised cadre. Such banks would be al-
lowed to contribute above Rs 10 crore (Rs
100 million) to their staff welfare funds.
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EPFO appoints Mercer for

investment opport

PRESS TRUST OF INDIA

NEW DELHI, FEBRUARY 21
ACED with the
need to garner addi-
tional resources for
better returns to its

about four crore beneficiaries,

the EPFO board on Monday -

appointed global consultancy
firm, Mercer, to suggest more
lucrative investment strategies.

However, majority of the
trade unions opposed the
CBT’s decision to appoint
Mercer, saying it should have
been left to the finance min-
istry, which approves EPF’s in-
vestments, to take a decision.

“We have appointed Mer-
cer Human Resource Con-
sulting to suggest improve-
ment in the pattern of
investments,” Labour Minis-
~ ter K. Chandrasekhar Rao
told reporters here.

- ()

(From right to left) EPE board members W.R, Wardarajan,
A.D. Nagpal, Pardman Singh and A. Venkataraman at the
EPFO meeting in New Delhi on Monday. Raaj Dayal

Asked about the ways and

‘means to bridge the Rs 927

crore shortfall due to hike in
EPF rate to 9.5 per cent for
this fiscal, he said, “the govern-
ment will manage to pay the

money. Itis better people stop

wortying aboutit.”

He parried repeated

queries as to whether EPFO
would approach the finance
ministry for a bailout and said
the mnitty-gritty of mobilising
additional resources to bridge
the shortfall would be taken

.up at the next CBT meeting in

March in view of the model
code of conduct in force be-

" ment of Mercer, alleging that

unities

cause, of the ongoing Assem-
bly elections in some states.
The minister said Mercer
would submit a report based
on which the CBT would take
aview on the restructuring of
investment patterns, including
parking funds in equities,
postal deposits and NSCs.
Sources said the firm,
which would have to submit

the report within four months

of appointment, would get Rs
34 lakh as one-time consul-
tancy fee. CITU leader WR.
Waradharajan ~ said except
Congress-affiliated INTUC,
all the other central trade
unions opposed the appoint-

the global arm of the firm was

embroiledinascam. -
Mercer bagged the order

inatender process, also partic- |

Tohmatu and Watson Wyatt.

ipated by Deloitte Touche/L

INDIAN EXPRESS 22 FEB 7009
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/,,,Cloud on poll but officer to take over

Y erters SOUrs

Q”(V}l(iising

W ANTAFF REPORTER

Calcu%b. 21: The gover-
nment todakvirtually deferr-
ed the elections to the autono-
mous Darjeeling Gorkha Hill
Council and said it would ap-
point an administrator to run
the body after its term expires
on March 25.

Urban development minis-
ter Asok Bhattacharya said:
“We are trying to hold the elec-
tions by March 25, but there
are certain problems in doing
s0. These relate mainly to the
Madhyamik examinations,
which begin later this month,
and the higher secondary ex-
aminations from March 22.”

The statement hardly mas-
ked the government’s realisa-
tion that it was not in a posi-
tion to force the hill elections
without Ghisingh’s cooperati-
on, though the Gorkha Nation-
al Liberation Front chief is
perceived to be losing ground.

The hill leader had wanted
the government to shelve the
polls — due to be held by
March 25 — till all his dema-
nds were met.

Before bowing to Ghisin-
gh’s pressure in a way, the gov-
ernment, however, tried to ru-
in his moment by unveiling
the plan to appoint the admin-
istrator to take charge of the

council. Ghisingh would have
liked to hold the reins of the
council till the polls were com-
pleted. He had been seeking an
extension of the council’s ten-
ure as well as greater control
over its finances. Ghisingh
had even wanted the council to
be empowered to recruit po-
licemen and control policing
in the hills,

The Gorkha leader has
made it clear time and again
that the elections to the coun-
cil are “secondary” till the
“problems” affecting the coun-
cil are settled.

A tripartite meeting chai-
red by Union home minister
Shivraj Patil in Delhi on Thu-
rsday had failed to end the sta-

Ghisingh: What now?

h victory

ndoff over the elections. Ghis-
ingh and chief minister Budd-
hadeb Bhattacharjee could not
come to an agreement on what
should come first — elections
before the deadline or a review
of the council’s powers.

The law department is ex-
amining the possibilities aris-
ing out of the situation, the
urban development minister
said today. “In case the elec-
tions are not held by March 25,
when the present term of the
council ends, an administra-
tor will have to be appointed
for the hills and the DGHC act
amended,” Bhattacharya said.

An amendment to the act
would be brought about either
inthe Assembly or by the gove-
rnment in the form of an ordi-
nance. The minister said there
is no legal provision to extend
the council’s term for a third
time. “The government has al-
ready done that twice before.”

Ghisingh has been opposi-
ng the elections on the grounds
that the current council was
virtually powerless and its am-
bit needed to be reviewed. The
Gorkha leader has also raised
objections to the term “autono-
mous” in the council. The chi-
ef minister had agreed to get
the word dropped but refused
to back his demand that the
hills be declared tribal area.
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“Chinese m

AMITAV RANJAN
NEW DELHI, FEBRUARY 17

OIL minister Mani Shankar Aiyar will
have to move quickly to forge a joint front
between India and China for securing oil
and gas assets abroad. That’s because In-
dia’s large next door neighbour is quictly
filling up its shopping bag.

The Indian Embassy in Myanmar has
informed New Detlhi that Chinese firms
have snapped up six more exploration
blocks to take their Myanmar acquisition
to.11. The blocks — three offshore and
three onshore —were awarded between
October 2004 and January 2005.

Earlier, China National Petroleum
Corpbagged two operational fields for re-

in Myan ar orry India

\/ovs;ry and two for react1vat1 nw e one
\ﬁ)\ onshore block was awarded to Sinopec in

September 2004, Myanmar is concerned,
and sois Alyar, that the Chinese are mov-
ing fast and ‘aggressively’. It wants New
Delhi to ensure ‘some balance’ and has
suggested that Indian firms move faster
and bid for a few more blocks.
Fortunately, Essar Qil Ltd submitted a
proposal last week for a couple of blocks
but ONGC Videsh Ltd (OVL) and Gail
are still working on submitting bids.
Though India and China are among the
world’s largest consumers and are rushing
allover the globe to acquire ol and gas assets
to secure their respective oil security, there is
alack of coordination between the two.
Last year, ONGC Videsh Ltd was to

INDIAN E XPRESS

buy 1 per oent stake in exploration
blocks 3D, 3E and 7E in Sudan but it did
not materialise as, while it was awaiting
government approval, China’s Sinopec
snapped it with a higher offer.

Other than Myanmar, India has been
losing to the Chinese in Sudan (Block 8)
andIran (Yadavaran field) and is likely to
yield in Angola (Block 18) where OVL
was denied Shell’s equity by the state-run
Sonangol. To bring the feud to a close, Ai-
var last month held talks with National
Development and Reform Commission
Vice-Chairman Zhang Xiaogiang, who s
in charge of Energy, on areas of synergy
such asworking together bilaterally and in
third countries, and avoiding destructive
competition among themselves. B

9 8 FEB 2003



/ﬁegotgatmg for gas line at designated -

Foorae “point on border, says Saran +°_

By B. Muralidhar Reddy

ISLAMABAD, FEB. 16. India was
negotiating with Iran about the
possibility of a gas pipeline
from the country via Pakistan at
a designated point on the Indi-
an border, the Foreign Secreta-
ry, Shyam Saran, said here
today.

Addressing a news confer-
ence at the conclusion of India-

; Pakistan talks at the level of For-
eign Ministers, Mr. Saran said
the discussions with Iran cen-
“tered on issues such as quantity,
price and guarantees.

Since the proposed pipeline
had to traverse through Pakis-
tan, India could consider an
“overarching” trilateral agree-
ment involving Tehran, Islama-
bad and New Delhi.

Tto a question about Indian

concerns on security and as-
sured supply and what New
Delhi expected from Islamabad,
Mr. Saran said negotiations had
not reached such a stage.

Substantial progress

He was upbeat about the
peace process with Pakistan
and said substantial progress
had been made in several areas.
“The very fact we have been
able to arrive at an understand-
ing on Srinagar-Muzaffarabad
bus link is an indication that the
peace process is beginning to
yield results,” he said, while
cautioningthat given the com-
plicated relationship between
the two countries and the com-
plex issues, both sides needed
to move steadily.

Mr. Saran said thanks to the
ceasefire for over a year, there

was tranquility on the Line of
Control and International
Boundary with Pakistan and it
was no mean achievement.

On the Baglibar hydroelectric
power project and the differ-
ences with Pakistan, he said the
decision of Islamabad to make a
reference to the World Bank was
based on “suspicions” and the
Indus Water Treaty had no an-
swers for it. India was con-
vinced that the project was
within the provisions of the
Treaty and there was conver-

T iy, 7 FEB 2005

)/

gence on several o/flereserva-
tions expressed by Pakistan at
the last round of meeting. “We
believe there could have further
narrowing down of differences
had we continued the talks.”
Mr. Saran said the perception
in Pakistan about acquiring ca-
pability through Baglihar dam
to either flood the country or
deny its due share of water was
not based on facts. The Treaty
had worked well for 45 years
and there were no reason for
any doubts about the future.
/



. Left opposes Banking Act amendment

By Our Special Correspondent

NEW DELHI, FEB. 15. The Left par-
ties today conveyed to the Gov-
ernment that they did not
favour any amendment to the
Banking Regulation Act, en-
abling a hike in the foreign di-
rect investment (FDI) cap. “The
Left parties are not in favour of
any amendment which would
do away with the existing cap
on the exercise of voting rights
by shareholders of a bank and
make it proportional to equity
holding, which in turn would
be allowed to a maximum of 74
per cent for FDI through the
automagc route. Therefore, the

Government should refrain
from adopting the notification
route to allow acquisition of
shares by foreign investors
above the existing guidelines
and subsequently presenting
the Amendment in Parliament
as a fait accompli,” they said in
formal note sent to the Govern-
ment and all constituents of the
United Progressive Alliance.
The Left parties said that re-
moval of the cap on voting
rights would require an amend-
ment to-Section 12 (2) of the
Act. In a nine-page note, they
detailed the reasons as to why
they were against moves to fur-
ther deregulate the banking

/
9 Qv ¥ W
Speculative activities

The note was prepared on
the basis of a background pa-
per prepared by economists
Amiya Bagchi and Jayati Ghosh,
and finalised by the Communi-
st Party of India (Marxist), the
Communist Party of India, the
All-India Forward Bloc and the
Revolutionary Socialist Party.

While recounting the devel-
opments since bank deregula-
tion began, the parties said that
a tendency was observed
among some promoters or
boards of banks to divert a sub-
stantial share of deposits into

sector.

specula%% ;\éivities or into in-

vestments that were risky but
promised quick returns.

Such moves increased finan-
cial fragility and lead to bank
failures. The parties said the
Government was continuing
with the previous Govern-
ment’s policies with regard to
financial opening. The move to
further deregulate the financial
sector and raise the FDI cap in
banking was “unnecessary
from the point of view of eco-
nomic and industrial growth.”

The diversification of owner-
ship was desirable as also en-
suring the fit and proper status
of owners and directors.

THE HNDU
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THE STATESMAN

7 Gail pact.with

sws Service

NEW DELHI, Feb. 15. —
The Gas Authority of India
Ltd today signed a major
agreement with a
Bangladesh gas company,
Spectra International Ltd,
to jointly work in the field of
CNG infrastructure devel-
opment projects and gas

. retailing in Bangladesh.

' Besides this, Gail has also
signed two more agree-
ments with two Iranian
companies for joint devel-
opment and investment in
projects. While the first
Iranian company, National
Petrochemical Company
(NPC), and Gail will per-
form joint feasibility study
for production of polyole-
fines products, the second
Iranian company, National
Iranian Oil  Company
(NIOC) would work in the
areas of retail gas marketing
infrastructure development,
and gas transportation in
CNG mode to remote loca-
tions.

As per the agreement

Bangla as firm

spot frad
NEW DELHI, Feb. 15, —
Gail (india) Ltd and multi-
commodity exchange
NCDEX would jointly work
to develop a spot market
for natural gas in India.
GAIL and NCDEX today
signed an Mol to make
available online trading
platform of NCDEX to gas
users for entering the spot
trac!l)iq_g of natural gas.
—PTI

with the Bangladesh compa
ny, Gail would conside
undertaking CNG and g
distribution projects o
Build, Own, Operate an
Transfer (BOOT) basis.
Spectra would offer ceg-
tain services required in t
implementation of projecfs
in a cost effective and timefy
manner and provide neces-
sary support and coordina-
tion in obtaining all thg
statutory clearances,
Memorandum
Understanding stated,

16 FEB 2006



“Cross-border pipeline work to start
in 2 years, Iran gas by end 2009 -

HT Correspondent
New Delhi, February 11

/\\\

THE CONTOURS of the much awaited
Iran-India gas pipeline are finally
emerging. With the Cabinet giving the
go ahead to the petroleum ministry to
hold talks on securing natural gas sup-
plies for India through pipelines, the
ministry is confident that gas from
Iran may finally reach the Indian
shores by end of 2009.

“If everything goes well, physical
work can commence within the next
two years and it can be completed in 36
months. Natural gas through pipelines
could be delivered to us between Octo-
ber and December 2009,” petroleum
secretary S.C. Tripathi told newsmen
here on Friday. Underlining the gov-

ernment’s seriousness on the project,
he said the issue of sovereign guaran-
tees on purchase of gas could be ex-
amined if corporate guarantees of In-
dian Qil Corporation and GAIL (India)
are not sufficient.

“We would expect reciprocity of
guarantees with regards to stability
and security of supplies,” he added.
The government, however, has no
plans to make any investment on the
gas pipelines.

GAIL is also commissioning a study
on storage of gas and the government
feels that 15 days supplies storage
would be sufficient to prepare for con-
tingencies. The gas could be stored in
depleted gas fields and underground
storages. Petroleum minister Mani
Shankar Aiyar will be visiting Iran in

June this year and hopes to conclude
the agreement for gas supplies through
pipeline. “I am going to Tehran in June
and hope this would act as a catalyst for
concluding the agreement between In-
dia and Iran for sourcing gas through
an on-line pipeline,” he told reporters
after meeting the Iranian Ambassador
Siyavash here,

The minister said there will be two
sets of bilateral agreements. In the
first one, Iran will enter into a pact
with India for delivery of natural gas
at Indian borders while the second
would be between Iran and Pakistan
on how the gas is to be transported to
the Indian border. A high level delega-
tion from National Iran Gas Export
Corporation will hold discussions on
technical and contractual terms.
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~~ 3as pipeline pact likely in June |

By Sushma Ramchandran

NEW DELHI, FEB. 11. India may
consider granting sovereign
guarantee for the Iran-India gas
pipeline project in case corpo-
rate guarantees by the national
oil companies are not accept-
able. The issue is likely to be
finalised when the Petroleum
Minister, Mani Shankar Aiyar,
visits Teheran in June.
Speaking after a meeting with
the Iranian Ambassador, S. Zar-
! gar Yaghoubi, today, Mr. Aiyar
hoped that his visit would act as
a catalyst in furthering an
agreement on natural gas im-
port through a pipeline passing
through,Pakistan. 4

No pact with Pakistan

Mr. Aiyar clarified that India
would not enter into any agree-
ment with Pakistan and would

only deal with Iran on this is-
sue. India would only take de-
livery of the supplies at the
border with Pakistan and it
would be Teheran’s responsib-
ility to ensure the security of the
supplies. New Delhi would not
be involved in construction,
maintenance or operation of
the pipeline, one-fourth of
which will pass through
Pakistan.

Mr. Yaghoubi welcomed the
Cabinet decision on Wednes-
day, saying it would pave the
way for materalisation of the
12-year-old project.

He said an agreement was
liksly in June.

1’he Petroleum Secretary,
R.C. Tripathi, said the prospect
of giving sovereign guarantee
would be examined in case cor-
porate guarantees by oil com-
panies such as the Indian Oil

Corporation were not consid-
ered acceptable.

Also, such a guarantee could
be considered only if reciprocal
guarantees were provided by

4 2 FEB 200

Iran and Pakistan.

The last time the Govern-
ment gave such a guarantee was
for the Dabhol power project.

Editorial on Page 10



|

A st

wnnwm

Taifwfa, » crgmifa: s@sen3er S
TS AFTEF I WA T oifee,
FREACHH, B4, SHNEW, SEanfwT o3
AN % S B e
sferet| @« “faefres aad 3aw-sies
BFIEN &FF T SEsw) s Fag o
HfFBTE @@ eI w7 e
GEAF GINF] S TAANRANAE ST &
FI5ISS NI ZCATE) FEIEE (B
& S G SR @B 9] (TR AT
TR0% (ST ST frtares, “ bl srere Fuea|
afsTad] (X IS *H 932 AHD 7A

(T STCYS GHAGS 511 (abiTs Sa
(2T NS 2 93 ~ASo 3w Maws
A I S s wEmel [werd
ATATAG W A WA (A
QAT T GO GHRANEIN (A
QEsTNEE @ AfFen 503 orarse s s
oS @-wAfi 2Apfes surt Bes 2w,
TS S GIfEwiR Sie ojae g =

aFeATE seo @ Teltam sveo
WAL 35 @ 2|2 “fifioTd gees, &
S GCrE W3R w008 WG
SCRRTIZ @ QA ITANRE 1D
ferrafarem wiEam e ol qremew, “a aig
AT waE WewE AFHT 9% fow
e Frea (R AizveEsa g9y B

ANTA 7 A A ST FeiRrem
AT TS WA T AT
AR TN 93 s R e
Traeh &) ©03 wigeret @ 717 wiv wared
TTSE WITFAGAR WIRE §5 (e 6% &
[rAisifd FREIfE ST (o) @S fR weEE
T U I Wi e T, o Fw
o TECeT | TEMT 4 e o WiE
sige WEEFIF 24 T OSE frRre)
TSN @ W7 F AT W 3780

« futz, wfgmer SErer T i
RSO CE IR A G T o B
AR, S G2 owry AR wE i)
afwe 7a)” s sy o siferte
W (A, 95 [ SRCEE T2 SF0ER (1
g o wRm, oiF duEed #ews
e ¢ AW 0F (%AW WHE iy
Jwe  @brerss s gewh Ao
ICFIG] (16T 037 | TUEy, oFF 51 2=
oy warm fara s wifdaey are (reTa
o AfFEEa 0 @ wEm ww
QG T |

CIAS-HEET TSR BT AT
#A3AEE egwl Wi R 3feunw
AFFI TS 9% Tw 34 (WS e
@F TS oNEoEE siein aeTae Soo T
TCE 2 (ArF Gfen ARAAEN vEe @
AW @ e @ @ @il wiiowr s
G S, O wo Wels “Nfewm Fre

s
AR 93 S7ITAE 436 e &S so
= f2fow et 3BFe5a w1 2.80 wom)
TR GI-WE ST STE1E 90 (5TATE,
a1 B17 o WES ) 9@ CFLE SIAred ©fF
Rrgbt wm TR 9E R 9 TR

"o naeEEa "@ewl o @@
TEAE 9L o FrailBR ew 62
AZANIAT TG (AE ST W
P 20U 74 SIAT92 €] ST (@HW
weTa Y oFEbT vine eNcyrE
Tifests oitg wiva Fafeq a2 st
T G38 REN | TRTICE 93 Sl
AT (@AY WEE wm wew fm
TSI HCG |

FiowaE wEes @) sl
oS J{oW o (ReWE A BE adid
O (T EAS O A& T Sl Wewmia
TR WS WY IR FE ORFW ©Y
FREA AL A G TR s (B
SIS (SR 58 #Kitaa @B eia0s 4 49
Targ Soo &G Gleme @ Sone
T IOR (FE FEGHE AwEAe 9y
A AIfSw F9 AR I3 IR L W 23
AR TG TJIFW m  «a3g fafey
oty e ETReR ST wnaee fabwia 3
FIEfER’ BIe] FACS AR} 4 G Hien
@R S TV wife S90S 203 /1 99t

AGG  FACE| GF T WEDE SR
o0¢ SITAR > <fHd (W AraiEay
JffFadne il 2 — 5 G =i

ANADABAZAR PATRIKA

I g

1.0 FEB 2005



HEQUBIE el dr7E
e 1208995 QOULIL) RiGe fhie
ERlehle BIBEBIS b |l Blall
Elslle zlable (bt Blojihzlia
leGue(fe EUVES 31 sehble
{2 dehte | st Ake ke iniq)
59 Bl lbkhd| @] )b fad
BlisblBle Blaik s5ln Slelilkiaaln
Nkbla Wkl 75 (b2 &Iz
lelfslels Sl SIA| ke Bhle
el okl 228 G\l k) (G0N
BEIQL-GBIS balle)l lebin balE
Rlo BB QB IR tlltoh
sl pI@%%) Llxp, zh

(bSO 2°€ B(Z b
BIG R B0L) (a9 | BIEIM
08 MiBl)l 20|18 Bdw)
ERIGOble YIS (@ b4 D0
Ba Rlisbife 10O BEYblAleb] lola
D lele-lBls lold MR L)
PRA  Edlle KIRle bile
I Webfb Bhallaudes Bi0q] “banled
plrdlks] ‘$lu fele |ledlig

IolDeb] b)) leb2Blle BOUSlR B
PRBIBE BN bebBll b

BloBlk  suolple  Elabla

LUR I Blle BE-CRES “WEIILE
UadSln 274 o8 5% peb paEp
Do ‘bEIIL |Bllea Qib) Blafe

04 lhllesd bERAKR Bolsla
PEUDME  kbRuY  Eledb
Sbll D2IBEILD tielaalle,

(&2tellsdp ] Bl Bleds b lltlq
blo &b klslsls), Sbb ki)
Brple RAS LBINIE Gl
ESIIols Blislb Bigh 5o ‘bl

- (oW B

Bl R4 ©04] blabke kiesie
gl eRlleld KIQIn bIELL (b
©luste] 182000 IAENAID 1) iic)
Elellele ble 1] b -Blble|-a\ |
Blldbble “bild (Bl e bl
5l @IBL lo[l2elb] QIBIA (e
BRI bllslke 3B BRbols bl
BRIQ SAPIL) | BIed BEIGls
BIQBIS bEdidu] 11e) lskhg]
Blolbd I (e mmﬁ@@
BRSOl BOSIS B2d8) kb B
beb |@0Ie BEIGILe S &@w

zlsky Ewﬁ%gﬁw@w
ey _Eww a4 btﬂwrm

L&) Abld] LRI elelile
Bt Bl Blo Blo)-le Jaisbb]
Blbe so sale Mkee
oHisttls Blbd Bl R zable
Fild BIGONE 5 DY |#8lb1Na
ble B0 "B bl kikg b
fey 1@ Bl0lalq {delpiellde|Ble,
PEUID RG] BEEIS flsld
Bl blblak] Bb- il addbien
Sz, Sbb Blldls Bhkjols
leiadbl (lte bR (s G4 Fb2S
Seld) B fplid bt —|Blpie
BIQLIA kel blb) 4 1l
Z@%&%gw@ )

W@?FE (ol VwLE Q\

1) B¢ lighe dldln
YR Blbleikien bbb 1) ‘blg
Bl 2k bett) BIO\ B | lotelic
SOLIA AL Bl Rb] ‘B) islodte
20 B9 Blslslle BRG] o] lielle
Bul|Blepia BT b-) | leisdiop
Blfll Slakd ‘e A 02D
B Blblskl blkah  Bhiphd
BhOWERle b bl blkle
Telay telodh] bbbl 3k ‘abla
B Blle D lbls | B
RiGPlz BleblBle il ‘Adkelb
i) Bifleiaadde Btk 8

iy W%o?ﬁwﬁ

2005

06 FE°

ANADABAZAR PATRIKM



~Balance this equation

L

N wha\/a\y to be a deal between
the UPA andthe Left, the rate hike of
the Employees Pyovident Fund to 9.5 per
cent was announded on the same day as
the increase in FDAcapsin telecom to 74
percent. Ifitisadeal, then it pointsto the
bankruptcy of the Left. If they were sin-
cere about opposing the FDI, they would
not have accepted the bribe of higher
EPF rates for the trade unions to allow
FDI caps be raised despite their objec-
tions on the grounds of national security.
The UPA government does not
come out looking too bad, though. Rais-
ing FDI caps has immense signalling
value today. Itisan important message to
the world that has watched with dismay
as the Left hasblocked one reform after
another. If it had not been able to raise
FDI limits in telecom, the UPA would
have lost face as the increase in FDI imits
was the only reformist element of Bud-
get 2004. If, as a result, higher foreign in-
vestment does occur, the government

will more than make up forthe increase in°

interest subsidy of Rs 700 crore, by higher
tax and non-tax revenue collection that
will result from higher growth. This
would have been asmall price to pay.
But the finance minister has to find
ananswer to the next question. How can
the cost of the increase in the interest
rate on EPF be reduced? There are two
elements of subsidy to the EPF. The first

- Theleft's apparent deal on FDI in telecom
o and EPF rates smacks of bankruptcyQ& %

is the subsidy due to paying a higher in-
terest rate on the Special Deposit
Scheme. The second element of subsidy
isthat due to tax exemptions given to the
scheme. These elements make the
scheme attractive to high-salaried indi-
viduals as well, Therefore, even though
they are not mandated by law to join the
EPE they do so. As a result only 15 per
cent of the subsidy-—about Rs 200 crore
— goes to the mandatory members of
the EPF In Budget '05 the FM should
change the tax treatment of all incre-
mental deposits in EPE Income should
be exempt when deposited in EPO, in-
terest income earned should be exempt
and then income tax should be paid
when the final withdrawal is made. This
tax treatment— Exempt Exempt Tax—
would make EPF less attractive to the
rich. EPF would attract less additional

deposits. Consequently, the total am- |

ount of subsidy would be reduced over
time and the constituency of the Left,
which comprises of the mandatory
members, would not be hurt. The
“grandfathering”, or treatment of new
deposits as EET while the present ones
remain tax exempt, will allow the inter-
ests of the present account holders tobe
maintained. This tax reform will also put
the EPF ata par with the tax treatment of
savings under the new pension system
which conforms to the EET regime.
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g ]'glecom:

By Ashok Dasgupta

NEW DELHI, FEB. 2. The foreign di-
rect investment (FDI) in the
telecom sector to the extent of
74 per cent can come in directly
or indirectly into the operating
company or through a holding
company so that the remaining
26 per cent equity stake will be
held by resident Indian citizens
or an “Indian Company” which
is defined as one in which the
FDI does not exceed 49 per cent
and the management is with In-
dian owners.

In this regard, the Finance
Minister, P. Chidambaram,
clarified that the proportionate
foreign investment component
of such an Indian company will
also be counted towards the
overall ceiling of 74 per cent. To
ensure that this stipulation is
being adhered to, the licensee,
or the operating company, will
be required to disclose the sta-
tus of such foreign holding and
certify, on a half-yearly basis,
that the foreign investment is
within the 74 per cent cap.

With the enhancement in the
FDI ceiling, certain conditions
have been put in place to safe-
guard the country’s interest, in
particular, to ensure that the
operating companies do not go
out of Indian hands. As per the
Cabinet approval, the telecom
companies will have to ensure

that the majority of directors on
the board, including the Chair-
man, the Managing Director
and CEO, are resident Indian ci-
tizens. For strict adherence, the
shareholder agreement (SHA}
has to specifically incorporate
this condition and also envisage
the conditions of adherence to
the licence agreement.

This apart, the chief technical
officer (CTO) and/or the chief
finance officer (CFO) will have
to be resident Indian citizens
and in this respect, the Depart-
ment of Telecommunications
(Licensor) will be empowered
to notify any or other key posi-
tions that may be required to be

held by Indian citizens.

Also, to ensure that at least
one serious resident Indian
promoter subscribes a reason-
able amount of the resident In-
dian shareholding, such
resident Indian promoter will
hold at least 10 per cent equity
of the licensee company.

As for some of the other stip-
ulations, it has been noted that
no mobile and landline traffic
from one subscriber to another
within the country will be
hauled to any place outside In-
dia. Besides, the company will
not transfer to any person/
place outside India any ac-
counting information relating

o Civil Aviation: for airlines,
the current foreign direct in-
vestment (FDI) cap is 49 per
cent. For airports, it is up to
100 per cent, though Gov-
ernment approval is re-
quired for FDI beyond 74 per
cent.

e Petroleum (other than re-
fining): 100 per cent FDI al-
lowed for exploration in
small fields through compet-
itive bidding, up to 60 per
cent in unincorporated joint
ventures and up to 51 per

Limits in other sectors |

cent in incorporated joint
ventures.

® Coal & Lignite; Tea planta-
tion; Drugs and pharma;
Roads and highways; Hotels
and tourism: 100 per cent
FDI.

o Print media: 26 per cent
FDI in news and current af-
fairs and 74 per cent FDI in
other print media.

e Power: 100 per cent FDI in
transmission,  generation,
etc.

o Banking: 49 per cent FDL

e [nsurance: 26 per cent FDI.

TRE HINDU

elec new FDI norms to take
“ 1 care of security aspects

9 pe Ao

to subscriber (except for roam-
ing/billing); user information
(except pertaining to foreign
subscribers using Indian oper-
ator’s network while roaming);
and details of their infrastruc-
ture/network diagram except to
telecom equipment suppliers/
manufacturers who undertake
installation and commissioning
of the infrastructure of the li-
censee company on signing of
non-disclosure agreement.

In addition, while the com-
pany must provide traceable
identity of its subscribers, no
remote access will be provided
to any equipment manufactur-
er or any other agency outside
the country for any mainte-

_nance/repairs by the licensee.

It has also been made clear
that in case of non-adherence
to the licence conditions being
imposed for addressing security
concerns, the licences granted
to the telecom company will be
deemed as cancelled and the li-
censor shall have the right to
encash the performance bank
guarantees and have no liability
for loss of any kind.

This long-awaited approval
for the telecom sector is expect-
ed to benefit service providers
such as Bharti, Idea Cellular
and Hutch as most of them
have already exhausted the ex-
isting foreign investment limit
of 49 per cent.
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/" Go ahead now. Divest

The Left cannot object to the idea of a corpus
from PSU sales to finance the sgeial sector

/ /
THE setting up of the National Ini\h Qént’i‘yt?i(e was to becsérd. 'ggough

vestment Fund by the Cabinet is
welcome. Proceeds from all disinvest-
ment after April 1, 2005, would go into
corpus which would be managed by
ppblicsector fund managers. Returnson
ese funds would be used in the social
or for education, health and employ-
ent generation and as capital outlays
for the revival of ailing PSUs. The gov-
ernment should now be able to proceed
with disinvestment of public sector enter-
prises. The country stands to gain in three
ways. First, the efficiency of production
increases as ownership becomes more
diversified. Second, social sector spend-
ing will increase. And, third, the disin-
vestment will set the stage for privatisa-
tion through the public sales method. In
the future when there is politicat coali-
tion that supports privatisation, selling
say 2 per cent shares to move from 49 per
cent private to 51 per cent private owner-
shipwill be easier. This method would be
the preferred method rather than strate-
gic sales which has fed to an increase in
oconcentration of assetswith the few com-
panies already operating in the sector.

The Left has until now objected to all
effortsby the UPA government to sell off
any part of public sector enterprises. This
was regardless of whether the enterprise
wasinvolved inanactivity thathad nona-
tional importance, such as in running
hotels, whether it was perpetually loss
ma?g orwhether only a part of the gov-

2.9 10N 7955

the Common Minimum Programme
agreed only on not selling profitable pub-
licsector enterprises—the Navratnas —
the Left screamed in objection every
time there was a proposal for disinvest-
ment. The latest objection was that pro-
ceeds of disinvestment should not be

. used to finance current expenditure. The

NIF addresses this objection. The pro-
ceeds of disinvestment will not be spent.
Theywill be put in a corpus. The returns
on the corpus will be used for the social
sector objectives that the Left hasbeenso
strongly advocating.

The NIF sets the stage for disinvest-
ment in Budget 2005. Other than selling
loss-making publicsector enterprises, the
government should reduce its share in
profitable public sector enterprises to 51
percent. Thiskeeps the control and own-
ership of these enterprises in the hands of
the government, as the CMP requires.
Since no strategic sales are being made,
national assets are not being sold offto a
few private companies, The sale would be
consistent with the Left notion of public
ownership of the means of produetion. In
the Soviet system as well, public owner-
ship took two forms: there were collective
farms and state-owned farms. State own-
ership is not the only kind of public own-
ership. A diversified public ownership
through the sale of shares to the public,
including tothe workers of the enterprise
should not make the Left see red.

5
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ISLAMABAD, JAN. 28. The Pakistan Prime
Minister, Shaukat Aziz, has again as-
serted that Islamabad would go ahead
with the Iranian gas pipeline project
irrespective of the Indian decision.

He told a breakfast meeting on the
margins of the World Economic Fo-
rum in Davos, Switzerland, today that
Pakistan would press ahead with the
project even if India refused or was
unable to join the plan.

The proposed 1600 km project, en-
visaging supply of gas from Iran to In-
dia via Pakistan, has been hanging fire
for over a decade due to fears of New
Delhi over the safety and security as-
pects of the pipeline given the history
of hostilities between India and

2 9 JAN 2005
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In the aftermath of the April 2003
peace initiative, India has agreed to
consider the project if Pakistan is will-
ing to look at it in the context of larger
economic relations.

It entailed reciprocal grant of Most
Favoured Nation (MFN) by Pakistan to
India and opening up of the land route
for transit trade. But Pakistan is insist-
ing on treating it as a “stand alone
project” on the plea that full-scale ec-
onomic relations were dependent on
the resolution of Kashmir.

Accord delayed

Pakistan had earlier announced
that it intended to sign an agreement
on the project with Tehran in Novem-
ber. But till date no such agreement

3kistan to go ahead with gas proi;ct

7/ By B. Muralidhar Reddy (\?7 \Pakistan.

has been signed. The delay could be to
provide necessary time for India to re-
consider its decision or due to other
reasons.

Mr. Aziz maintained at Davos that
Pakistan had little option on import of
gas. He argued that the pipeline would
also bring a political dividend by help-
ing create interdependent relations
between the two nuclear neighbours.

He said he had told the Indian Gov-
ernment: “If you come along, we
would be delighted to work with you.
If for some reason you don’t (take
part), Pakistan is going to go ahead
anyway, so tell us when you're ready.”

The Iran-Pakistan Gas pipeline Pro-
ject was conceived in 1993, which was
later proposed to be extended in In-

dia. //
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PF cash addg fuel

to market on fire

OURSPECIAL
CORRESPONDENT

New Delhi, Jan. 28: The
stock market was whoop-
ing with delight today in a
dollar shower. When it re-
opens on Monday, there
could be some more wild
whoops as there wasn’t
enough time today to cele-
brate the freedom given to
non-government provident
and pension funds to invest
in stocks.

Such funds have been al-
lowed to park up to 5 per cent
of their reserves in the stock
market and another 10 per
cent in corporate debt and eq-
uity-linked mutual funds.

Quick estimates suggest
the move will free some
Rs 6,000 crore for investment
in the stock market, which has
shaken off its new year blues
— the sensitive index zoomed
180 points today to 6419.

Foreign institutional in-
vestors, the pivot of the mar-
ket, reappeared to put the zing
back into the market buoyed
by str@ng corporate rasults.
The government-owned State
Bank of India set off Friday’s

BRISK BUSINESS

® Non-government provident funds can invest in stocks

@ Stock market moves up by whopping 180 points

® Foreign institutional investors return with a vengeance

® Blockbuster results from companies like State Bank of India
@ [nflation rate drops to lowest point in 33 weeks at 5.42%

string of good news with a 20
per cent jump in net profit.

Later in the day, the gov-
ernment announced that non-
government provident, super-
annuation and gratuity funds
could invest “an amount of up
to 5 per cent of their total port-
folio in shares of companies
with an investment grade rat-
ing from two credit rating
agencies”.

The biggest non-govern-
ment provident fund — the
Employees Provident Fund
(EPF) — is known to be excep-
tionably conservative and it
remains to be seen if its
trustees will choose to use the
relaxed rules. The investment
freedom given is an enabling
provision and need not be fol-
lowed by the trustees.

Besides the huge EPE with
a corpus of Rs 100,000 crore
and some 40 million members,

several companies have their
own provident and superan-
nuation funds.

The EPF trust is already in
the middle of a row between
the finance ministry and the
Left parties, which are sup-
porting the Manmohan Singh
government, over the interest
rate paid on EPF deposits. The
government has been resist-
ing pressures to raise it be-
yond 8.5 per cent, a level it
thinks is already too high
given that there is a difference
of something like 3 per cent
with bank interest rates.

Officials said the move has
been taken following a fall in
the prices of government
bonds where most of the PF
money is invested. “This will
allow them greater avenues of
investment,” they said.

The finance iginistry has
been pushing for the measure
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for the past few years, but the
trustees of funds like the EPF
have staunchly opposed it on
grounds that it is too risky to
invest in the stock market.

The Left, which is demand-
ing that the interest rate be
hiked to 9.5 per cent, is horri-
fied by the idea of playing the
market with money that repre-
sents post-retirement future
for employees.

Ministry officials point out
that if the EPF is to continue
to pay a higher interest rate,
the only way it can do so is by
earning more, which is possi-
ble through astute stock in-
vestments, as pension funds
do the world over.

Many such international
funds are investing in the Indi-
an market. It was because
of foreign institutional in-
vestors that the market saw
such a sharp rise today. They
are estimated to have pumped
some Rs 300 crore into the
market.

The initial days of Janu-
ary were bad, but now it ap-
pears foreign investors are
returning with corporate re-
sults in the US being not too
impressive.



Centre gives a

‘social’ face
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disinvestment
Fund to park seII-oﬁmﬁceeds

HT Correspondent LN
New Delhi, January 27 M !
DIVESTMENT NEED not be the
dirty word it has been made out
to be. The Centre will soon set up
a National Investment Fund
(NIF) to park earnings from

SUs equity sales that can be in-
vested in social sectors and thus
give the initiative a human face.
The message is: the Left must
now stop cribbing.

Also, while the NIF will become
operational from April 1, 2005, the
Cabinet Committee on Economic
Affairs (CCEA)Yhas postponed a fi-
nal decision on selling off its stake
in BHEL and Maruti.

After a marathon meeting of
the CCEA, finance minister P
Chidambaram said the disin-
vestment proceeds would be
parked in NIF for onward invest-
ment by state-owned funds, in-
cluding LIC Mutual Fund, SBI
Mutual Fund and UTI Mutual
Fund. The returns from these in-
vestments would be be pumped
into social sector programmes
covering education, healthcare
and employment apart from
meeting the capital investment
needs of healthy PSUs. The fund
would be constituted in -accor-
dance with the commitment
made in the UPA’'s common min-
imum programme, he said.

About 70 to 75 per cent of the
returns from investments made
by state-owned mutual funds
will be utilised for social sector
programmes. The rest will be set
aside to finance PSU expansion
and diversification projects.

Chidambaram admitted that
some possible candidates for dis-
investment, including BHEL,
had been discussed. But, the
CCEA would clear the proposals
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ON THE ANVIL National
Investment Fund

INPUT Disinvestment proceeds
for onward investment by
state-owned funds, including LIC
Mutual Fund, SBI Mutual Fund
and UTI Mutual Fund

CUTPUT Returns from these
investments to be spent on
sacial sector projects covering
education, healthcare and
employment generation

on a case-to-case basis in due
course, he assured. Following the
CCEA approval, a ministerial
group will decide the price band
and final price at which govern-
ment’s shares will be sold.

The CCEA also approved the
finance ministry’s move to list
all profitable PSUs with a net
worth of over Rs 200 crore. Issue
of fresh equity can be done by
the companies themselves or in-
dependently by the Centre,

The 200-crore-net worth norm
will give the government elbow-
room to list the most profitable
PSUs for disinvestment through
the IPO route: Phese include the
Power Finance Corp, the Power
Grid Corp of Indja and the Na-
tional Hydroelectric Power Corp.

The CCEA also cleared the sale
of minority shareholding in the
already listed companies. But, the
only rider put forth by the Centre
is that at least 51 per cent holding
and management control in these
companies must be retained. The
finance ministry will prepare a
detailed schedule for the IPOs
for all these companies in con-
sultation with the administra-
tive ministries,

THE HIDUSTAN TIMES



—Sell-off fund for social sector, PSUs

Statesman News Service 9 /g/wf(\?f””‘el‘he funds will be initially manag-

Mg\} S

NEW DELHI \Jan. 27. — The
Cabinet Committee on Economic
Affairs (CCEA) today approved the
constitution of a National Investment
Fund, which will be made up of pro-
ceeds from the disinvestment of pub-
lic sector units. The corpus will come
into effect from 1 April, Union
finance minister Mr P Chidambaram
told reporters after the Cabinet meet-
ing. The returns will be utilised for the
social sector and the revival-of PSUs.

ed by public sector fund managers
such as LIC Mutual Fund, UTI Mu-
tual Fund and SBI Mutual Fund,”
Mr Chidambaram said. Earnings
from disinvestment of PSUs will be
invested by the fund managers and
the returns from this corpus would
be spent on the social sector, includ-
ing health, education and employ-
ment generation as well as for the
revival of sick PSUs, he added. This
decision, Mr Chidambaram said, was
a departure from the existing prac-

_tice. In general, profit-making com-

panies would not be privatised. But
as and when funds were raised, the
social expenditure would be met
from the revenue so generated by the
National Investment Fund.

The meeting also discussed cases to
be taken up for disinvestment. “Po-
ssible candidates were discussed. One
of them is BHEL,” Mr Chidambaram
said. The issues of disinvestment of
BHEL and offloading stakes in Ma-
ruti were on the agenda but could not
be taken up as the better part of the
meeting was devoted to the formation
of the National Investment Fund.



TUESDAY, JANUARY 25, 2005

VAT AND THE CONSUMER q(w“"“ o

THE WHITE PAPER presented by the Empo-
wered Committee of State Finance Ministers on
State-level Value Added Tax (VAT) is only the
beginning of a much overdue reform of indirect
taxation. The document rightly highlights the
decade-long consultation process among States
and between States and the Centre that has pre-
ceded the final decision to implement VAT in
lieu of sales tax and associated taxes. The exer-
cise strengthens the hope that the new system
will be in place nationwide on April 1, 2005. The
task now, as indicated by the White Paper, is to
launch an effective campaign not only among
trade and industry but also among the public on
the rationale behind the switchover to VAT at
the State level. One of the reasons for the slow
progress on State-level VAT has been the fact
that consumers and ordinary citizens were left
out of the debate, as though tax reform con-
cerned only governments and businesses.

The absence of public advocacy over such a
long period cannot be compensated by a facile
declaration in the White Paper that VAT would
“help common people, traders, industrialists
and also the Government” and that it is a “move
towards more efficiency, equal competition and
fairness in the taxation system.” In the common
sense perception, a tax measure cannot benefit
simultaneously and in equal measure the tax
collector, the trader, and the consumer. Policy-
makers should boldly tell the public that the
apparent paradox of “benefiting everybody” is
resolved by the fact that VAT will go against tax
evaders and corrupt officials. The system will do
this by creating a vested interest among traders
in honestly reporting their turnover and enlarg-
ing self-assessment. Smooth implementation of
VAT in the face of some confusion and resist-
ance can be ensured only with the firm support
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of consumers. The(\pgr(l)osed campaigg\ should
explain how (as the White Paper points out) “in
general prices will fall” and the system will en-
sure “rationalisation of the tax burden.” The
campaign must make it clear to the mass of con-
sumers that with tax exemptions or low rates on
essential commodities and inputs for manufac-
ture and with tax-on-tax avoided, the price con-
cerns of the poor and the economy as a whole
will be taken care of. Beyond this, it must be
explained that in equity terms VAT will lead to
higher taxes being paid by those who consume a
higher value at any point of sale on account of
value added by transportation, distribution,
packaging, and so on.

Many small traders are likely to opt for regis-
tration under VAT once they realise that their
being part of the new system can attract custom-
ers who need tax credit against purchases. States
are likely to levy a tax lower than the agreed VAT
rate on the optional list of 10 items of “special
importance” to them. The Empowered Commit-
tee has done well to avoid what Finance Minister
P. Chidambaram has called an “all or nothing”
approach. Thus it has chosen to go ahead with
VAT while keeping in abeyance changes in re-
spect of Central sales tax on inter-State sales,
‘declared goods’, and commodities covered by
additional excise duty. The call for an early deci-
sion on a role for States in the collection and
appropriation of service tax is also legitimate. In
making a proposal for bringing imports (pre-
sumably direct imports, since imports distrib-
uted through trade are already subject to
State-level tax) into the State VAT system, the
committee seems to have brought on the agenda
a radical idea that asks for a type of change that
the system and the rules of the revenue game are
unlikely to actualise in the conceivable future.

THE HINDU



Detalled guidelines on- -

NEW DELHI, Jan. 24.
— The government today
said it will soon come out
with detailed guidelines
on the new patents law,
while it remained open
to suggestions to fine
tune the Patents (Third
Amendment) Bill.

“The Bill should be
passed in the next ses-
sion of Parliament. We
expect it to be passed,”
secretary in the depart-
ment of industrial policy
and promotion, Mr AK
Jha, told an interactive
session on patents, or-

25 JAN 2005

gamsed by the Federa-
tion of Indian Chambers
of Commerce and Indus-
try (Ficci).

The amendment Bill
had been framed after
extensive discussions
with various sectors. But
a chance would be given
to all to oppose or air
their views, Mr Jha said.

“We are open, even to-
day to ideas and sugges-
tions to fine-tune amend-
ments to patents rules
and law.” The govern-
ment is planning to add
40 more patent examin-
ers to the existing 220
across India.

He said the Ordinance

. Patents soon v’ .«

on the third amendment
to the patent laws protec-
ted the interests of man-
ufacturers, especially the
drug industry. While the
Ordinance kept in view
the national interest, the
“interests of consumers
have preceded the inter-
ests of companies”, Mr
Jha added.

Meanwhile, the Comp-
troller General has sug-
gested detailed guide-
lines, taking into account
concerns expressed by
various quarters. The
guidelines, officials said,
had been finalised last
week and would soon be
circulated.

THE STATESMAN
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' Emulate Chinese
model Manmohan

By Our Special Correspondent

NEW DELHI, JAN. 22. Warning In-
dia Inc. against complacency,
the Prime Minister, Manmohan
Singh, today asked industry
leaders to emulate the Chinese
economic model and promised
to remove all barriers to growth
and create an environment to
make Indian companies glob-
ally competitive.

“Despite improved growth
rates that we have achieved in
the last 15 years, our share of
world trade, our share of world
gross domestic product, our
share of world exports is much
too small compared with our
nation’s potential and when we
look at what a country like Chi-
na has achieved in the last 20
years I think that's the role

model that we have to look at.
We cannot be satisfied with sta-
tus quo,” Dr. Singh said. He was
delivering the inaugural ad-
dress of the summit ‘Indian CE-
Os — Competencies for
Success,” organised jointly by
the Public Enterprises Selection
Board, the Bharat Petroleum
Corporation Limited, FICCI, CII
and SCOPE.

Exhorting 1ndustry to achieve
world class in the manufactur-
ing and service sectors, Dr.
Singh said it was amazing to
note how people of Indian ori-
gin did so well in other coun-
tries, particularly in the Silicon
Valley. “Our challenge is to re-
produce in our own country
these conditions so that our
people don’t have to go abroad
to prove to the rest of the world

Barriers to growth will go, industry promised

that we Indians are second to
none.” Asserting that the best
Indian CEOs did compare fa-
vourably with their internation-
al counterparts, and in some
areas of management, they
were even superior, Dr. Singh
said: “As in so many other
things, in management too we
seem to have high ‘thinking’ ca-
pabilities but modest ‘doing’
capabilities. This is in some
ways a national cultural trait,
perhaps. That we are good at
conceptualisation, at abstrac-
tion, at thinking, but not as
good at execution, at imple-
mentation and at doing. Under-
standing this and recognising
the problem is in itself a move-

ment forward,” he said.
CEOs need more autonomy:
Page 8
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~ Think big, think
bold: PM tellsfiﬂ‘:\os

New Delhi: Ahead of the Union
Budget, Prime Minister Manmohan
Singh on Saturday promised to re-
move all barriers to growth and en-
courage Indian companies to become
globally competitive, emulating the
Chinese economic model.

“We must think big and think bold.
We must move away from a paradigm
of incremental growth to a paradigm
of exponential growth and growth
into unchartered territory,” he said
inaugurating the Scope-FICCI-CII
summit of Indian CEOs. “Our motto
should be to do as well as China in
terms of growth of GDP, growth of
manufacturing, growth of trade and
growth of infrastructure,” Manmo-
han said, hoping that India would be-
come a major economic powerhouse.

Stressing that the country should
move towards global scale in manufac-
turing and services sector, the Prime
Minister said the success stories of
public and private sector should be
replicated so that more and more Indi-
an firms went global.

On empowering PSEs and their
managements, he said, “We have giv-
en our commitment to help in the
globalisation of our navratnas, espe-
cially the firms in strategic sectors
like energy. Both the navratnas and
other PSEs require competent mana-
gerial leadership.” Underlining the
need to improve the quality of man-
power right from the chief executive
officer level down to an ordinary
worker, Manmohan said to deal with
the challenge, the government was
setting up a national knowledge com-
mission as the country needed a
knowledge revolution at all-lgvels,
not just at the top of the pyramid.

RN

THE ilW

Manmohan Singh is welcomed by
BPCL CMD S Behuria at the
‘Indian CEOs—Competencies for
Success’ summit at Vigyan
Bhavan in New Delhi on Saturday

Cong wish list

New Delhi: Congress functionaries
on Saturday met finance minister f
Chidambaram and presented thei
wish list for the budget. They urgec
him to focus on the common mar -
and ensure speedy recovery of bac
debts from the rich. Following a di
rective from Congress chief Soni¢
Gandhi and PM Manmohan Singh
the FM had the session with AICC
office bearers to get “political and
general inputs” for the budget. rn

Manmohan, who unveiled a stud
on Indian CEOs by Hay group, sait
the American concept of CEOs laic
excessive emphasis on individuals.
resulting in a negative impact on the
work culture of large corporations.
According to him, a CEQ’s real com-
petence lay in creating an environ-
ment conducive to the flowering of
individual competencies and capa-
bilities down the line. =

¢ OF INDIA
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2 REL DIRECTORS DROPPED, 4 RETAINED

Anil tightens
.« control .,

Statesman News Service

MUMBAI, Jan. 19. — Mr Anil
Ambani, chairman and managing
director of Reliance Energy Limited,
today strengthened his grip over the
company as he accepted the resigna-
tions of two directors, Mr Amitabh
Jhunjhunwala and Mr J Rama-
chandran — considered confidants of
Mr Mukesh Ambani. This has created
two vacancies on the REL board. The
younger Ambani also succeeded in per-
suading the other four directors to con-
tinue as members of the board.

The REL board met in Mumbai to-
day to take up the October-December
2004 quarterly results. Today’s move
followed yesterday’s decision by REL
to amend the Articles of Association
on the appointment of directors by
Reliance Industries Limited.

The REL board had a single agenda:
to consider Q3 figures for today’s meet-
ing. But before the results could be ta-
ken up, the board of directors expre-
ssed complete faith and confidence in
the leadership of Mr Anil Ambani. The
board also prevailed upon four direc-
tors, Mr Satish Seth, executive vice ch-
airman, Mr JP Chalasani (business
development), Mr SC Gupta (oper-
ations) and Mr KH Mankad (finance)
- to take their resignations back.

In a communication to Mumbai Sto-
ck Exchange, the REL quoted the four
directors as saying: “Since the RIL and
REL boards have expressed their co-
nfidence in our professionalism it wo-
uld be our privilege to serve the share-
holders and stakeholders under the dy-
namic leadership of Mr Anil Ambani.”

Of the two directors. Mr Jhun-
jhunwala and Mr Ramachangftan, the

former had _sesigned as tpéasurer of
RM'sac;onﬁdant of ‘and adviser

4 new firms surface in

Reliance Info web

NEW DELHI, Jan. 19. — Hidden in the
ownership structure of Reliance Infocomm
is another web of companies — Lira,

“Stallion, Vivid and Imperial. These four may

ultimately control more than 40 per cent of
Infocomm'’s holding company — RCIL.
Yesterday, CNBC-TV18 investigations
revealed that nine private companies had
bought 40.5 per cent stake, paying just Rs
81 crore. Papers now in possession of
CNBC-TV18 indicate that these nine
companies are in turn owned by another
four — Lira, Stallion, Imperial and Vivid.
And this web, at least part of it, traces back
to Mr Mukesh Ambani. — CNBC-TV18
Details on Page 8

to Mr Mukesh Ambani. Mr
Ramachandran, who has been an
independent director on the REL
board, said: “Given the recent devel-
opments and some comments regard-
ing my independence, I thought it
best to resign as director for the high-
est standards of corporate gover-
nance, not just in terms of facts but
even more importantly independence
in terms of perception.”

The Q3 net profit of REL has inc-
reased by 155 per cent to Rs 135 crore
from Rs 53 crore for the correspond-
ing period in 2003. The total income
grew by 26 per cent from Rs 900 crore
to Rs 1,135 crore. The board has rec-
ommended an interim dividend of Rs
1.10 per share.

On the eve of the IPCL board meet-
ing, Mr Anil Ambani stepped up press-
ure on Mr Anand Jain, a close associ-

- ate of Mr Mukesh Ambani, by dema-

nding an “independent” report on his
business dealings with the company,
adds PTL

™ .
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“ Plan panel for revamp
.wof petroleum sector

Jan. 19. — The Planning Commission has
called for a complete reorganisation of
the petroleum and natural gas sector, in-
cluding greater participation by the pri-
vate sector and rationalisation of taxes
and duties, in its mid-term appraisal due
next month.

Apart from the marginal shortfall in
crude production and natural gas, the
sector has artificial profitability and the
six national oil companies have poor ac-
countability and are engaged in pseudo-
competition, the appraisal has said. The
Planning Commission has been critical of
the low response by the foreign and pri-
vate sector companies to the new explo-
ration licensing policy and also, called for
the need for upstream and downstream
regulation. Importantly, the import parity
price, the Commission has said, is giving
“undue refining margins,” something the
Left parties have also been critical of.

The Planning Commission has made a
number of suggestions. They include:

* Restructuring the oil and gas sector.
This can be done by creating a single in-
tegrated National Oil and Gas Company
with upstream and downstream activities.
Also, public sector refining and market-
ing companies need to diversify their

ownership through the sale of strategic
stakes under global bids.

The Commission has called for selling
of non-dedicated transport, storage, port
handling, aircraft fuelling assets into a
separate company, preferably with pri-
vate participation.

W There is a need for greater private
participation in the retail and distribution
business.

M The taxes and duties on hydrocar-
bons have to be rationalised. The trade
prices or the opportunity cost and not im-
port parity pricing has to become the
norm.

W The draft policy on the gas pipeline
network has to be finalised.

m Import of cost-effective equity oil
and natural gas through trans-national
pipelines is to be looked at.

¥ The revision of the Petroleum and
Natural Gas Regulatory Bill 2004 to en-
force both upstream and downstream
regulation.

B Also, there is a need to exploit the
abandoned and marginal fields more
completely.

The Commission has noted some
shortfalls. Instead of the planned produc-
tion of 169.38 million metric tons, the
likely production will be 1,68.01 MMT.
The natural gas production is likely to be
169.13 BCM instead of 177.48 BCM.

THE STATESMAN
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‘O1l PSUs revamp key

to global success’

STANR
HT Correspondent K/\ )
New Delhi, January 16 Oﬂ \
1§
PRIME MINISTER Manmohak Si&;gh
said the government is exploring the
possibility of restructuring PSU oil
companies and urged them to be global-
ly competitive. This requires a greater
degree of professionalism in the man-
agement and in the strategy for energy
security, he added.

Inaugurating the Petrotech Confer-
ence 2005, he said, “ There is still some
distance our firms have to travel to
catch up with global competition. I
urge our oil and gas PSUs to think big,
think creatively and think boldly.”

He said the PSUs must be more fleet-
footed to make use of global opportuni-
ties. Admitting that China had been
ahead in planning for the future and in
the field of enetgy security, the prime
minister cautioned, “We can no longer
be complacent and must learn to think
strategically, to think ahead and to act
swiftly and decisively,” he stated.

THE HIDUSTAN TIMES

The Prime Minister stressed the
need for energy pricing mechanism
and an accurate demand projection of
our energy mix. “ A rational pricing of
energy is a critical aspect of energy
policy and a vital element of the ener-
gy security for us,” he observed.

Underlining the importance of tech-
nology in the hydrocarbon sector,
Singh said greater access to technolo-
gy has the potential today to change
the playing field for both large and
small firms. “0il majors no longer
dominate simply on the basis of their
extensive reserves, refineries and dis-
tribution networks. The new winners
are firms with a grip on emerging new
technologies,” he added.

He said that for meeting the bur-
geoning demand for petroleum and
gas, the government had completely
opened the exploration and production
sector to private participation. The 5th
round of bidding was launched on Jan-
uary 4 this year offering 20 blocks for
exploration of oil and natural gas.
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"Press Noté%&

Defi

+ What’s Press Note 18?
A: Press Note 18, issued
on December 14, 1998, said
that automatic route for
Foreign Direct Invest-
ment (FDI) and/or tech-
nology collaboration
would not be available to
those who have or had any
previous joint venture
(JV) or technology trans-
fer/trademark agreement
in the same or allied field
in India. In such cases, the
company involved was re-
quired to approach the
Foreign Investment Pro-
motion Board (FIPB) and
present its case. It had to
explain to the board why
it wants to start a new JV
or 100% arm or a new

ng joint

Venture ethics

A: Press Note 18 has been
replaced by Press Note 1.
Under the new rule, for-
eign firms will not need
an NOC from their Indian
partners before setting up
a business in a related
field. However, for JVs
that are already in exis-
tence, foreign partners
will need an NOC if they
want to set up a business
of their own in the same
field. Also for existing
JVs, Press Note 18 will not
apply to sick firms, or to
JVs in which one partner
has less than a 3% stake.
. What were the argu-
ments against PN 18?

A: Those opposed to it ar-
gued that it gives an un-

ests of the existing ven-
ture and a “no-objection
certificate” (NOC) from
the Indian partner of the
existing JV wastakenasa
sufficient proof of this.
What was the rationale
behind the provision?
A: The basic objective of
this rule was to safeguard
the interests of local
shareholders, promoters
and financial institutions.
In other words, if a for-
eign investor or a technol-
ogy collaborator had
formed a joint venture
with an Indian partner, he
could not walk away, float
a 100% subsidiary, and
compete with the original
joint venture. For, this
would hurt the interests
of all stakeholders in the
original joint venture.
Pfizer India, 40%
owned by Pfizer Corpora-
tion, was the first case
that invoked Press Note
18. Pfizer’s proposal for
setting up 2 100% arm was
opposed by minority
shareholders. However,
the proposal was ap-
proved in late 1999 be-
cause Pfizer India was not
aJV but a venture of Pfiz-
er Inc. But once the pro-
posal was approved, the
share price of Pfizer India
took a beating. So, al-
though not a “Press Note
18” case, this did illustrate
the consequences of set-
ting up a competing 100%
subsidiary The NOC gave
' the Indian promoter a
strong bargaining tool.
How have those provi-
sions been changed?

partnership when it al- fair bargaining tool to the
ready has a Indian part-
presence in 'ﬁ ners, which
India they used to
through a arm-twist
JV. The ex- LmanNG their foreign
planation JVpartners.
had to ade- l In  many
quately quarters,
prove that this was
the new thought to
venture discourage
would not harm the inter- foreign investment in In-

dia. Another criticism
was that it applied even in
the case of a terminated
joint venture. At a larger
level, it was believed to be
contrary to the liberal in-
vestment regime the
country has adopted.

:;. What has been the
working experience of the
provision?

A: The record is a mixed
one. While some foreign
companies have managed
to obtain an NOC and set
up a 100% arm, others
have had to abandon such
plans. For instance, Hon-
da had 26% in Hero Hon-
da. So, when the company
wanted to set up a fully-
owned subsidiary to man-
ufacture two-wheelers, it
needed an NOC from the
co-promoters of Hero
Honda. The deal arrived
at included a clause
wherein the two compa-
nies were not to compete
in the same product seg-
ment for five years. So, un-
til last year, Honda Motor-
cycles & Scooters India
(HMSI), Honda’s 100%
subsidiary in India, did
not sell motorcycles.
When the five-year period
ran out last year, Honda
launched its first motor-
cycle, the Unicorn. On the
other hand, Walt Dishey’s
proposal to set up a 100%
arm to launch Disney
Channel (TDC) could not
take off because it could
not secure a NOC from the
K K Modi group. Walt Dis-
ney has a 50:50 JV, WD In-
dia, with the K K Modi
group.
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Statesman News Service

NEW DELHI, Jan. 16. — Calling for a ra-
tional approach to energy pricing for its ef-
ficient use, Prime Minister Dr Manmohan
Singh today said the government was ex-
ploring possibilities of restructuring oil
PSUs to make them globally competitive.

Inaugurating the sixth Petrotech confer-
ence, the Prime Minister also called upon
experts in science and technology to ex-
pand the frontiers of energy science and
generate new sources of energy.

“While we must continue to invest in the
exploration and harnessing of power sour-
ces of energy, we must recognise the fact
that we will remain greatly dependent on
hydrocarbons in the foreseeable future.
Hence, investing in more efficient and
equitable utilisation of hydrocarbons and
developing new technologies in this field
ought to be important objectives of our pol-
icy,” Dr Singh said.

Urging the oil and gas PSUs to think big,
creatively and boldly, the Prime Minister
said: “Today there is a national consensus
on our policy with respect to the strength-
ening of our oil and gas companies and en-
abling them to emerge as global firms.”

He promised government help in ensur-
ing strong and vibrant state-run oil ma-
Jjors. “The PSUs have to be more fleet-foot-
ed in making use of global opportunities,
both on the supply and demand side.”

The petroleum ministry has proposed
merging refining and retailing majors
Bharat Petroleum Corp and Hindustan

THE STATESMAN

.revamp of oil -,
PSUs: PM Ofw%‘

Petroleum Corp with ONGC, while merg-
ing exploration major Oil India Ltd with
the IOC. However, no final decision has
yet been taken on restructuring the PSUs.
To make India’s growth model more ‘sus-
tainable, the efficiency of energy consump-
tion must be stepped up so that the impact
of growth on the demand for energy could
be moderated. “Clearly the challenge be-
fore us as a nation is to meet the energy
needs of all segments of the population in
an efficient and affordable manner ensur-
ing long-term sustainability and environ-
mental protection,” he said.

Dr Singh said the government was keen
on achieving energy security through in-
tensification of domestic exploration ef-
forts and at the same time accessing over-
seas opportunities.

Cautioning that India was not blessed
with the luxury of abundant fossil fuel re-
sources, Dr Singh said: “We can no longer
be complacent and must learn to think
strategically, to think ahead and to act
swiftly and decisively.”

Noting that China was ahead of India in
planning for the future in the field of ener-
gy security, the Prime Minister said it was
important to have an accurate demand
projection of the energy mix of the country
in the years to come besides putting in
place a rational energy pricing mecha-
nism. Dr Singh said apart from pricing
and sourcing, technology too required spe-
cial attention as it was driving the busi-
ness in the hydrocarbon sector and had
transformed the oil industry from a com-
modity business to hi-tech industry.

17 JAN 2005



Inflation

to 578g

Statesman News Service

NEW DELHI, Jan. 14. — Inflation
plunged to a low of 5.78 per cent for
the week ended 1 January, the lowest
in seven months.

The 0.61 per cent dip from 6.39 per
cent has been mainly on account of
cheaper food articles including veg-
etables and fruit, and fuel, though the
manufactured products group rose by
0.4 per cent.

Inflation as measured by the whole-
sale price index (WPI) stood at 6.45
per cent in the corresponding week
last year.

Inflation had touched a three-and-
a-half year high of 8.33 per cent in
August end, remained above the eight
per cent mark for two comsecutive
weeks and after a series of rises and
dips, seen a gradual slide since
November end.

It slipped below the seven per cent
mark in the week ended 11 December.
The annual inflation rate now stands
lower than the apex bank’s forecast of
6.5 per cent for the current fiscal.

The WPI for all commodities for the
week, however, rose by 0.2 per cent to
188.6 from 188.2 in the previous week.
The government also firmed up the
inflation rate for the week ended 11

ke

LOWEST IN SEVET\J/MOVNTHS

plunges
er cent

9,660/5@/‘/"

November to 7.93 per cent from the
earlier provisional figure of 7.76 per
cent.

The WPI for the week has been cor-
rected to 190.6 points as against 190.3
(provisional).

While fuel prices dipped by 0.2 per
cent to 287.6 points, the prices of pri-
mary articles remained unchanged at
186.1. The prices of food articles
dipped by 0.1 per cent while that of
non-food articles rose by 0.3 per cent.
The group index was 181.7 a year ago.

The index for manufactured prod-
ucts, with the maximum weightage of
63.75 per cent in the overall index,
rose by 0.4 per cent to 167.3.

In this group, the index for *food
products’ rose by 1.3 per cent to 175.1
from 172.9 for the previous week. The
index for Textiles went down by 0.4
per cent to 133.8 points against 134.3
the previous week.

The index for chemicals and chemi-
cal products group rose by 1.1 per
cent to 184.1 from 132.1 for the previ-
ous week. The index for basic metals
alloys and metal products group rose
by 0.1 per cent to 206.5 from 206.3
points. ’

The index for machinery and
machine tools group declined by 0.1
per cent to 142.2 from [42.4 points in
the previous week.
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‘Govt pushing oil
firms to meet ;.-
clean fﬁgélvd}adline

duction of Euro-III grade

ENS ECONOMIC BUREAU \
NEW DELHI, JANUARY 14 Q. ~

THE ministry of petro-
leum and natural gas has put
oil companies on notice, ask-
ing them to ensure that the
April 1 deadline for introduc-
tion of ultra low sulphur auto
fuels, is met at ali cost.

Petroleum Secretary S.C.
Tripathi said, “We have asked
oil companies to ensure that
the deadline for introduction
of Euro-III emission norm-
compliant petrol and dieset in
11 metro cities and Euro-I{
grade fuels in the rest of the
country by April 1 is met in its
strictest sense.”

"The oil companies, he said,
had given an undertaking for
introduction of the clean fuel
programme to the Supreme
Court and it is now their duty
toensure thatitismet. “The oil
companies should make all ef-
forts to meet the deadline and
if there is some genuine prob-
lem, we will assess it closer to
the deadline,” he said.

Ttipathi added that IOC’s
Koyali refinery and Reliance
Industries’ Jamnagar refiner-
ies had problems but saw no
problems with the introduc-
tion of the programme.

The oil companies have
informed the petroleum min-
istry that the deadline for in-

petrol could be met through
imports but diesel of the same
quality could only be intro-
duced in Delhi, Kolkata,
Mumbai, Chennai, Bangalore
and Hyderabad as Euro-1II
grade diesel was not available
ininternational markets while
the same in Pune, Ahmed-
abad, Surat, Kanpur and
Agra was possible only from
May.

Petrol of Bharat stage-1T
grade, was feasible as per tar-
get date of April 1, 2005, but
the new schedule would have
to be drawn for introduction
of diesel of same quality.

The national auto fuel pol-
icy envisages supply of diesel
with 0.035 per cent sulphur
and cetane number 51 and
petrolwith 1 per cent benzene
and octane number 51 in 11
cities from April 2005 to cut
pollution.

Ttipathi did not rule out
approaching the Supreme
Court “if despite all efforts
there were minor slippages in
implementation of the sched-
ule.”

“We have told them to
make all efforts and if there
are any slippages we will assess
them closer to the deadline
and see what is the next best
date for implementation of
the programme,” he said.
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~+Thenew for@igﬁ/ﬁand theory

Foreign investment in infrastructure projects is an imperative if India has to better its growth rate. But for that the
country can only depend on Flls as FDI, sans proper regulation, is bound to remain a distant dream, says U R Bhat.

\d
ECENT press reports s\gkest

that the Reserve Bank of India is

ostensibly having some reserva-

tions about the government’s
long-pending proposals to increase the in-
vestment limit for foreign investors in cer-
tain sectors. A quick decision in this regard
is imperative because these proposals —a
part of the finarice minister’s last Budget
— would either need to be buried before
the next Budget that is due in a few weeks
from now or acted upon early. A burial of
the proposals will no doubt be cheered by
asection of supporters of the government.
From the central bank’s viewpoint, limit-
ing foreign portfolio investment would
helpit contain the embarrassment of forex
reserves that it has been grappling with
lately. It is, therefore, worthwhile attempt-
ing to put the arguments for limiting for-
eigninvestments in perspective.

The world has traversed quite some
distance since the heyday of unbridled so-
cialism that frequently ended up as noth-
ing more than distribution of poverty. It is
now widely accepted that accelerating
growth through significant new invest-
ments is the best method to fight poverty
and destitution. Economists agree that at
the present level of domestic savings, the
growth rate in India cannot be accelerated
much beyond the 6-7% levels. Improv-
ing the domestic rate of savings or the cap-
ital output ratio — the two measures that
can accelerate growth rates — are essen-
tially medium- to long-term tasks and
cannot address the problems of poverty
and destitution any time soon. Hence
there is a crying need for foreign capital to
bridge the savings-investment gap.

In the first couple of decades after Inde-
pendence, India was quite dependent on
generous international aid but the clock
has now turned full circle. India is in the
forefront of providing humanitarian aid to
many of the countries affected by the re-
cent tsunami disaster, and more impor-
tantly, has politely declined any such aid
itself. In that context, the other options to
bridge the large savings-investment gap
are either to borrow internationally or

The Econoniic Tini

promote FDI or foreign portolio invest-
ment, usually referred to as foreign insti-
tutional investment (FII). Having been on
the verge of defautting on our foreign obl-
igations at the beginning of the last decade,
excessive international borrowing is not a
serious option. Hence non-debt creating
foreign investment — whether direct or
portfolio—would be the preferred option.
EDI is generally preferred because its
beneficial effects are visible — access to
modern technologies and export mar-
kets, new factories and employment crea-
tion—both direct and indirect. However,
FDI crowds out domestic investment op-
portunities and hence some conditions
are generally imposed on FDIin the form
of minimumlevel of local content, export
commitment, technology transfer, com-
pulsory listing in the local market, etc.
India has had a long experience with
FDI, with multinationals being significant
players in many sectors of the economy —
pharmaceuticals, financdial services, con-
sumer durables, fast moving consumer
goods, engineering, etc. However, the
massive new investments that India needs

429

are for modernising its creaking infrastruc-
turc — power, transportation, irrigation,
ports, roads, townships and the like, These
activitics have been traditionally in the
public sector and to open these areas for
commerdial investment, we need to put
together credible systerns and regulations
in place. While there has been some pro-
gress in this direction, there is quite some
ground to be covered before large new
investments can commence. The only
success here has been in the area of tele-
com where the early foreign investors
committed large investments even with-
out a credible regulatory system being in
place, but thisis unlikely to be repeated.

OREIGN portfolio investment, there-

fore, is the only realistic option avail-
able to bridge the savings-investment gap
inthe short-to-medium term. The benefi-
cial effects of FII are somewhat indirect
and not as visible as in the case of FDI. FII
tlows too help capital formation by mak-
ing available risk capital for entrepreneurs
with viable investment ideas either by
participating in public offerings or by rel-

easing the existing pool of risk capital
through the secondary markets. While
there is a general fear that these portfolio
flows can reverse at any time, frequently
this ensures that sensible economic poli-
cies are followed. Needless 1o say, capital
— whether foreign or domestic — looks
for a commerdial return and is unlikely to
getinvested in poverty alleviation progra-
mmes that are commercially unviable. It
is the job of the government to either
make these activities commercially viable
for investment or vacate other areas that
can do without their resources and redir-
ect such resources to the social sector to
premote economic welfare.

The usual arguments cited by the opp-
onents of liberalisation veer aroundissues
of national security, national culture, cre-
ation of monopolies and control over nat-
ural resources. Effective regulation, com-
petition law, transfer pricing rules and
enforcement of appropriate resource rent
best address these concerns. Given the
undeniable need for foreign capital to acc-
elerate growth and give ourselves a cha-
nce to fight poverty and destitution, it is
about time that we think of new ideas to
deal with burgeoning forex reserves and
reducing the vulnerability of the markets
to foreign flows or external shocks. It has
taken a decade of steady progress on the
reforms path to get foreign investors to
take India seriously. We need to intellige-
ntly harness these forces to accelerate
growth and social welfare. Let's not waste
this opportunity by succumbing to unten-
able arguments of the prophets of doom.

Stipulating low limits for foreign in-
vestment on a small negative list of strate-
gically important sectors and opening up
other sectors for foreign investment sub-
ject to large limits should be considered a
priority to bridge the savings-investment
gap. The largerinterests and aspirations of
a billion citizens and consumers should
certainly ride over the narrow interests of
a few inefficient producers or even of a
relatively small unionised workforce. Let
us not end up throwing the baby with the
bath water.

10 JAN 2005
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4  THE HINDU, Sunday, January 9, 2005

F THE Manmokan Singh Government is
serious about ending the chronic under-

INSIGHT

CHENNAI

India’s poor need a radical
-, v package: Amartya Sen

nutrition, that so many poor Indians

.. suffer from, it needs to think seriously
about the public provision of basic
healthcare, nutritional support for children
and income support for the unemployed
poor, says Nobel Prize-winning economist
Amartya Sen in an exclusive interview to
Siddharth Varadarajan of The Hindu.

Siddharth Varadarajan: If

one louks at the social policy

commitments of the UPA
Government — for example
on education and

employment — health seems

to have something of a low
priority. You have been

involved in a recent study on

the state of healthcare in
rural areas. Based on those
findings, what do you feel
the Government’s approach

to health services should be?

Amartya Sen: We need a
radical change in the way
health delivery in the public
sector occurs. India spends a
lower percentage of GDP on

public health than almost any
other country, including those

of similar income levels. The
neglect here is massive,
particularly because this has
led to both the substandard
delivery of public health and
the development of an
immensely exploitative
private enterprise in
healthcare that survives on
the deficiencies — and
sometimes absence — of
public health attention.
What we found in the
Pratichi Trust survey in West
Bengal but also much more
sharply in Jharkhand — and
hased on other information
we have, the picture seems
fairly widespread — is that

monitoring, or “corruption,”
as the critics of public

provision are fond of saying?

There are three different
deficiencies here. First, there
is an awfully inadequate

amount of investment, so that

the amount of public
resources going in to
providing healthcare for all is
extraordinarily little.

Secondly, the monitoring of

the performance of public
health centres is often totally
absent or thoroughly
defective. Thus, the
absenteeism of doctors is
quite high and the incidence
of doctors trying to
recommend that patients go
and see them in their
capacity as private
practitioners is distressingly
high. Third, there is no way
the Government helps
patients diagnose who is a
quack and who is not. That
requires a monitoring not just
of the public health service
but of medical services as a
whole.

All three things act together
to ruin the rural poor who,
from their meagre resources,
must spend whatever they
can to deal with that which is
of greatest importance to
them — namely their health.
And they get hit both by the
continuation of iliness and

“We have gone particularly wrong here.
Rather than the public sector providing basic
coverage to all Indians, a large proportion of

the population remains under-protected by
the public health sector. On the other side,
there is always an attempt to use public

money to expand the cutting edge
of medical treatment.”

when patients go to many of
‘the primary health centres,
they find no one there.
Sometimes, when they find
someone, they will be
referred to private doctors.
Also, the medical system in
the public sector offers no
diagnostics, even of basic
illnesses like malaria or TB.
Patients are usually told to go
to private practitioners for
testing. Sometimes the testing
isn’t very good and, in any
case, the economic cost could
be ruinous.

On top of that, the care
that is often provided by the
private sector comes from
quacks. We found an
incredible proportion of
quacks in Jharkhand,
particularly, but a significant
proportion even in West
Bengal, who provide almost
no serious medical attention
and instead give saline
injections for malaria, which
is not really known anywhere
in the world as a cure.

These are modern quacks,
not ojhas?

Modern quacks. There are
ojhas too, who are at least
cheaper. The modern quacks
are no more effective than
the ojhas and are very
expensive. So they have the
effect of making the illnesses
linger while whatever meagre
economic assets the poorer
families have may be lost in
the process. This is a dreadful
situation. There are many
areas where more
privatisation might make
sense — hotels, tourism, a
number of industries — but
this is not one of them. And
the high private share in the
provision of healthcare in
rural areas is a major
deficiency of the Indjan
system.

Private medical treatmen
can work quite well when, as
in Kerala, the public health
sector provides a minimum
care for all. On the basis of
that, you can then get special
care on a private system. But
that’s quite different from
relying primarily on a private
health system, especially
when the patient has no idea
who is a quack ...

Is the poor state of public
healthcare the result of
systematic low investment
over the vears. bad

Fetng

economic ruination.
Corruption is there in the
sense that a doctor in a
public health service asks
patients to go to himself or a
friend in private care, instead
of providing treatment.

Accepting a salary and not
being at the job is also a type
of corruption. But to see the
problem primarily as a
penalty of corruption would
be to lose the precise story in
the health sector deficiency in
a more general story of
corruption.

We ought to clearly point
out the defect of under-
investment in public health
care, the under-monitoring of
public health delivery, and
the lack of diagnosing of
medically trained personnel
compared with quacks. These
three things together produce
the dreadful situation in
which we are.

who are wealthy or fairly well
off, and it’s a question of
their being able to get medial
treatment of a very
specialised kind which may

" not be available to others, on

the basis of their high
income. I don't like the
system — [ see that as an
inescapable necessity — but if
this is done by the private
sector, at least it is not a
drain on the public sector.

I think public sector
resources have to provide
basic medical care for all,
basic medicine, basic
diagnosis, blood and urine
tests, x-rays and so on, which
go with the normal practice
of medicine, and providing
treatment for well known
ailments and doing the best
that the doctors can to help
the patient, without going
into an extremely expensive
system of medical care.

In some ways we have gone
particularly wrong here.
Rather than the public sector
providing basic coverage to
all Indian residents, you end
up in a situation where a
large proportion of the
population remains under-
protected by the public health
sector.

On the other side, there is
always an attempt to use
public money to expand the
cutting edge of medical
treatment. Now, I have
nothing against the cutting
edge of medical treatment.

“I think the combination of quackery and
crookery which takes place in the form of
private medicine in some of the poorest
areas of India and which mainly has the
effect of making poor people part with
whatever little money they have is
something which has to stop.”

If you look at the priority
of political parties
nationally, the NDA wanted
more super-speciality
hospitals like AIIMS and the
public health priority seems
to be on the building of
large, grand hospitals at the
cutting edge of medical
technology. You seem to be

suggesting the priority has to

be at the level of basic care.
Given the economic
inequalities in the country,
you will get a tremendously
unequal delivery of medical
attention. There is no way of
escaping it. There are a lot of
rich people in the country
and there is no way you can
prevent them from having
state-of-the-art medical
attention within India if they
can pay for it. There is no
way you can say it’s all right
to buy a yacht or a villa but
not medical treatment. But
what you can do is to rely on

the private sector precisely for

that because these are people

Indeed, I would not be alive
today but for the fact when I
had cancer at the age of 18, I
could get radiation in
Calcutta that cured me, that
was 52 years ago, so I take it I
am cured now! I did pay for
it, it was in a hospital in
Calcutta, and indeed my
father could just about afford
it. So I have nothing at all
against getting this type of
treatment, and indeed,
hopefully cancer treatment of
a standard kind should be
available for all, and if you
look at the costs of that, they
are within an affordable
budget.

I think specialised health
care, including sophisticated
medicine .and surgery, should
be available. But quite often
what happens is that one is
trying to go at the very
extreme cutting edge of
medicine. When that happens
for AIDS, it makes a lot of
sense since there are a great
many patients involved. But

generally, the idea that first,
basic healthcare should be
covered by the public sector
and second, that if rich
people want to have
specialised services, they
should be able to access this
through the private sector —
seems to me a kind of
compromise that the Indian
political economy would tend
to regard as quite natural. It’s
the kind of system that exists
in Britain ...

Are you then advocating a
dramatic increase in
budgetary outlays on health
at the Central level?

1 am advocating that if it is
part of a broader package. My
difficulty in dealing with
some of the debates that are
going on today is that you
cannot separate one of the
elements of a composite
package and say that this is
our priority. Well, there are a
number of things that have to
be done, and if you look at
the health sector, yes, I would
strongly recommend that we
spend a lot more on public
healthcare. But along with
that, we have to introduce a
better monitoring system for
the delivery of public health
services, and we also have to
introduce a system of
weeding out quackery.

[ think the combination of
quackery and crookery which
takes place in the form of
private medicine in some of

- the poorest areas of India and

which mainly has the effect of
making poor people part with
whatever little money they
have, rather than providing a
cure, is something which has
to stop. So if one just puts in
more money, without making
any other change, we would
be caught in a very sticky
ground, but we have to do
these things together, and
yes, along with the other
changes, there is a case for a
very dramatic increase in
public health expenditure.

Another possible
component of a broad
package for social policy
would be the role of mid-day
meals in providing nutrition
to pupils in schools. Most
State Governments have
introduced cooked mid-day
meals in primary schools
during the last two years.
What are your impressions
of this initiative?

I am very encouraged.
Obviously we haven’t yet had
a chance of studying this
programme systematically yet
in those parts of India that
have just introduced it, but
we have a number of separate
pieces of evidence on the
basis of which we can
construct a plausible story.
First, there are areas like
Tamil Nadu where mid-day
meals have been provided for
a long time and we do know
what the favourable impact

has been. Last year, a survey
initiated by the Centre for
Equity Studies found
encouraging results in three
other States.

In the area of the country
where the Pratichi Trust has
studied the introduction of
this scheme, namely West
Bengal, the reports are also
extremely positive.

It’s important to recognise
what we expect of the mid-
day meal. I would say there
are five things. And they are
all equally important.

First, India has a higher
level of under-nourishment
than almost any other part of
the world with the possible
exception of our neighbours
in South Asia. It’s not often
recognised that the regular
level of under-nourishment in
India is higher than that of
sub-Saharan Africa, where
about 20-40 per cent of
children are chronically
undernourished in terms of
criteria like weight for age
and other anthropometric
criteria. In India, the figure is
40-60 per cent, a very high
proportion indeed. Our level
of anaemia is much higher,
our level of maternal under-
nourishment is much higher.
Providing meals in schools is
one good means of dealing
with this vast problem of
chronic under-nourishment.

your intelligence doesn’t work
if you are starved. If you eat
now, you will be able to
understand what I am telling
you.

This points to the
elementary fact that under-
nourished children don’t find
it easy to learn, and the
attention deficit and ability to
comprehend is a serious
problem. Fourthly, there is
the problem of teacher
absenteeism in a number of
schools in India. As long as
the teachers are just
providing education and
students go and find no
teacher, they know in some
sense their long-run future is
being affected. But it is
dramatically different if they
go and find there is no
teacher to unlock the store on
the basis of which the cook
will cook the meal. It deprives
people immediately. So the
pressure to be present is
much stronger, the
monitoring becomes much
easier also because there is a
genuine interest on the part
of students to make sure the
entire teaching staff —
teachers and cooks — are
present every day, and it has
had this effect of increasing
the regularity with which
schooling and education takes
place. Fifth, and this is very
dialectical, one of the

“The much-debated question of Employment
Guarantee should be integrated with the
issue of child under-nourishment because

what the school meals do in providing
publicly supplied food and thereby reducing
under-nourishment can be supplemented by
private income generated by employment,
especially of very poor people who are
ready to work for a low wage.”

Second, it increases the
attractiveness of schools, from
the point of view of
attendance, because of the
fact that while we often have
much higher enrolment ratijos
than before, the attendance
levels have remained
systematically lower because
of a lot of dropouts. So you
can achieve higher
attendance and lower
dropouts by making it
attractive for the kids to come
to school.

Third, the imparting of
education is badly affected by
under-nutrition. In the
context of my forthcoming
book, The Argumentative
Indian, 1 was looking at a
discussion in the Chandogya
Upanishad where
Shvetaketu’s father is giving
him an education. At one
stage Shvetaketu decides not
to eat. After 15 days, when his
father says, can you follow
me, he says, no I cannot. And
the father says that is because

objections had come from
‘upper’ caste parents who did
not want their children to
have meals with lower’ caste
children. While this has often
been seen as a criticism of
the mid-day meal scheme,
the fact is that the other side
of the story is very positive. If
one actually insists on
providing meals of this kind,
the system adjusts. People get
used to eating together, get
used to eating food cooked by
someone whose caste you do
not know, I think that is a

* positive thing from the point

of view of cohesion of society.
In all these respects, the
results are positive. These are
early days and we’ll do a
fuller study in the summer of
2005 but for the moment
what we have seen is very
positive. There are problems
— the nature of food is quite
elementary — it might be fine
for kids who have no food at
all, but not for the richer kids,
but if you take the rough with

“The removal of massive under-nourishment
in India requires a combination of health
initiatives, nutrition interventions such as
mid-day meals, and the creation of extra

income, particularly for those whose families
are hungry because they have no work.”

the smooth, there is no
question that it is having the
effects desired. And
attendance has increased. In
the villages we studied in
West Bengal, there was 60 per
cent attendance in the pre-
mid-day meal days, now it is
70 per cent, and seems to be
going up continuously.

So this is one of the very
positive things happening in
India.

Does it surprise you that
despite such an obvious
rationale for this scheme —
and positive political payoffs
for parties and politicians —
the implementation of mid-
day meals required so much
pressure from activists and
the Supreme Court?

Yes, it did surprise me. The
Pratichi Trust was set up with
my Nobel money in 1999 and
right from the beginning, this
has been one of our strong
demands. Jean Dreze and I
had written about it before as
well, and it seemed to us that
the rationale for it was
extremely clear and simple.
Most political leaders want to
do things that will make them
popular, and this certainly
would. I think the fear here
was of three kinds. Some
people thought too much
time may be taken in cooking
and eating and that this
would take time away from
education. Now the fact is
that the time taken in
education was small anyway
because of the absenteeism of
teacher and student, but

extra income, particularly for
those whose families are
hungry because they have no
work.

So we have to think of
these things as a package,
and that is one of the reasons
why 1 felt slightly hesitant
about the way the debate has
unfolded about the
Employment Guarantee —
that to some extent it is being
seen as a stand-on-its-own
scheme when it is really a
bigger package that requires
talking about many things
together. '

As an economist, 1 don’t
dismiss the argument that the
budgetary implications have
to be looked at. Fiscal
responsibility isn’t a dirty
word for me, one has to look
at that. But one has to see
what the objectives really are
and how they link with each
of these schemes, and since
I'm very ambitious, I really do
think the time has come for
us to make a dramatic
change, in public health
delivery requiring a lot of
money. So one has to look at
the financial implications
together.

I think in any way of
looking at the financial
implications, the manifest
gigantic problems in India —
the biggest child under-
nourishment in the world,

very defective public health

delivery system along with an
utterly exploitative private

health care arrangement, and
consistently under-performing

“It's not often recognised that the level of
under-nourishment in India, at 40-60
per cent of children, is much higher than
that of sub-Saharan Africa, where about
20-40 per cent of children are chronically
undernourished in terms of criteria like
weight for age and other
anthropometric criteria.”

when the meal is well
organised, it need not take
any time off from teaching.

Second, it was feared that
there would be an ‘upper’
caste opposition, and this has
happened, and these people
are quite vocal. So given the
power structure in rural areas,
it was felt mid-day meals
would be a bit of an uphill
battle.

Third was the question of
finance. As it happens, most
of the States are pretty
bankrupt, especially after the
Fifth Pay Commission award,
and the States would have
found it quite difficult to pay
for it, though a number of
States had. But the Supreme
Court judgment, combined
with the present
Government’s commitment to
Central support for mid-day
meals, has certainly removed
that barrier.

Could one make a case
that the success in providing
mid-day meals through the
public education system
could lead the way to a
broader revival of public
provision of social services
— in education, health, and
even income suppori?

I think that’s exactly right.
The need for radical thinking
on this is very strong in India
now. [ think the health
services, including nutritional
arrangements, suffer badly
from reasons that have to be
investigated along with the
problem of educational
under-performance and
under-attendance. In fact, I
would go further. Even the
much debated question of
Employment Guarantee, to a
great extent, has to be
integrated with the issue of
child under-nourishment
because what the school
meals do in providing
publicly supplied food in
schools and thereby reducing
under-nourishment can be
supplemented by private
income generated by
employment, especially of
very poor people who are
ready to work for a low wage.

The removal of massive
under-nourishment in India
requires a combination of
health initiatives, nutrition
interventions such as mid-day
meals, and the creation of

schooling system, all these
have to be thought through
together and put through
together. And with the new
Government at the moment, I
think this is a very good
moment to do just this. And 1
get the impression that there
is at the very highest level a
great deal of sympathy for
talking of this kind of
comprehensive approach to
the deprivations in India.
Prime Minister Manmohan
Singh has himself made
strong statements on this.

If you link these issues in
the way you have just done
— education, health and the
notion of some kind of
private income through a
well designed employment
guarantee mechanism — this
too could become a strong
political asset for any party
in the same way as mid-day
meals. ‘

Absolutely. I think
politically this could be very
useful for the parties. ] am
not a politician myself so I
am seeing it mainly as an
economist and social activist
and from that point of view
the case is strong but you are
right, this is something which
has a political payoff. I know
our Prime Minister well since
his days as a student and as a
colleague; his commitment
comes not from strategic
political reasons but from a
commitment to removing the
basic deficiencies.

Whether your suggestions
are followed through or not,
isn’t the sea change that has
taken place in the political
terrain in India amazing?
This time last year, the topic
of discussion everywhere was
the mandir controversy, etc.
Now, the whole country is
discussing employment and
other basic issues.

In my book, The
Argumentative Indian, which
was written a year ago in the
time you mentioned, I discuss
how one of the penalties of
the sectarian politics we have
was not only that secularism
had been threatened and the
minorities’ lives have been
made less secure, but also i*
has deflected discussion fr
the constructive agenda
which we could have *

up.
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Anil quits IPCL board,
accuses Anand Jain

ne

A\
New Delhi: Intensifying his fight
against elder brother Mukesh, Anil
Ambani on Monday resigned as
vice-chairman and director of Re-
liance group company IPCL, accus-
ing another director Anand Jain of
heading a “conspiracy to divide”
the brothers and play a “negative
role” in their family affairs.

“I consider against my diginity,
self-respect and self-esteem to be on
the same board as Anand jain,”
Anil said in his resignation letter to
IPCL chairman Mukesh.

Younger Ambani, who declared
a war against Mukesh by question-
ing the motives behind the buyback
proposal barely minutes before
flagship company RIL’s board meet-
ing on Decmeber 27, said in his let-
ter: “Anand Jain is heading the con-
spiracy to divide us (brothers) and
to further worsen our differences.”

While RIL officials confirmed
the receipt of the resignation by
IPCL chairman, Anand Jain, who
is considered close to Mukesh and
is vice chairman of Reliance Capi-
tal, refused to comment on the is-
sues raised by Anil.

An RIL spokesperson told PTI
that the flagship company, headed by
! founder chairman Dhirubhai Am-
. bani, had nominated five directors—
Kamal Nanavati, Nikhil Mehswani,
Anand Jain, S K Anand and K G RA-
manathan— and Mukesh Ambani
as chairman after acquiring the erst-
while petrochemical PSU.

Clarifying that Anil was not nom-
inated to the board of IPCL at the
time of acquisition, the spokesper-
son said that he was taken in as a di-
rector in place of K G Ramanathan
on Mukesh’s proposal and was
made vice chairman after his fa-
¢ ther’s death by IPCL chairman.

' Anil, who was outwitted at the
RIL board meeting last week,
charged that “Anand jain’s official
dealings with Reliance are im-
proper and contrary to ethical
nhorms and this is impacting the
business image and reputation of
our company.”’

; Reliance Industries acquired
{ IPCL in May 2002 by successfully
bidding for 26 per cent of govern-
ment’s equity to become the strate-
i gic partner. After the open market

of conspiracy,. i
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Dubbing Anand Jain as a
“modern day Shakuni”,
Anil said that his father
Dhirubhai had always
asked the brothers to be
cautious against “3Cs—
chamchas, chelas
and cronies”

its shareholding to 46 per cent.

Dubbing Anand Jain as a “mod-
ern day Shakuni,” Anil said that
his father late Dhirubhai had al-
ways asked the brothers to be cau-
tious against “3Cs— chamchas,
chelas and cronies.” “Anand jain is
working against the interests of
Ambani family and playing an ob-
structive and negative role in our
affairs,” he said in the letter.

He also accused Jain, who has no
official position in the flagship
company RIL, of “spearheading
the campaign of character assasi-
nation aganist me personally”

Besides his association with Re-
liance, Jain has been on board of
trustees of Mumbai Port Trust
twice for two years each, last time
being April 2002 to March 2004, and
was on the Jawaharlal Nehru Port
Trust from April 1994 to March 1995,

Jain is a Bombay University
graduate and has done a course in
risk management at London Busi-

|

. offer, as mandated, RIL increased
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HE happenings in the

external sector and in-

deed in the domestic

sector have been heart-
ening in the past three years
and an impression is gaining
ground that the economyisona
new growth path. With bumper
food and cash crops, a big rise
in industrial production along
with creditable performance on
the foreign trade front, the
Gross Domestic Product (GDP)
rose by 8.2 per cent in 2003-04
against only 4 per cent in
2002-03.

In the current financial year
also, the trends in industrial
production and the perform-
ance of the services sector have
been impressive. Production of
food and cash crops in the 2004-
05 agricultural season is not ex-
pected to be much lower, even
with insufficient rainfall in
some regions during the kharif
season. It is, therefore, estimat-
ed that the GDP will rise by 6.5
per cent in 2004-05.

The major industries have
been reporting creditable per-
formance as the demand for
various products including cap-
ital goods has been on the up-
swing. As exports also have
risen by 24.02 per cent in April-
November, India’s creditwor-
thiness has improved consider-
ably in world markets. The
industrial sector has been im-
proving its competitive ability
while software exports will be
rising at 30 per cent yearly in the
foreseeable future.

0il shock absorbed

It has, therefore, been possi-
ble for the economy to absorb
without difficulty the oil shock
and achieve in the bargain a
current account surplus for the
third year in succession. The in-
crease in exports was 17.27 per
cent in 2003-04 and the addi-
tional forex earnings of $9.11
billion could absorb fully not
only the additional oil import
bill to the extent of $2.52 billion
but also 53 per cent of the in-
crease in non-oil imports of
$12.50 billion. The trade deficit
got enlarged to $13.36 billion
from $7.45 billion. This big gap,
however, did not cause any

Economy on new
growth path

worry to the Unjon Finance
Ministry as invisible receipts in-
creased significantly to $25.43
billion from $17.05 billion.

Huge invisible receipts

Allowing for an outgo on ac-
count of the bigger trade deficit,
there was a current account sur-
plus of $8.72 billion in 2003-04
against $4.14 billion compara-
bly. The sizable current account
surplus and bulging forex re-
serves were responsible for the

prises have encouraged foreign
investors to bring in large funds
for effecting sizable purchases
of listed securities and investing
also in a big way in worthwhile
initial public offers.

Boom in bourses

The bullish trend in the sec-
ondary market has been re-
sponsible for the BSE index
rising to an all time high of
6617.15 on December 29 from
the low level of 4227.50 record-

With oil imports likely to be less costly
in the remaining four months and
continuing growth in software exports,
it is estimated that there will again
be a current account surplus
notwithstanding the deficit
in the first half.

sharp appreciation of the rupee
against the U.S. dollar. This,
however, did not have any ad-
verse effect on the export effort
as the Indian currency was still
depreciating against the euro
and other major currencies.

As there was no adverse de-
velopment in the terms of trade
with other developed countries
and high prices prevailed in
world markets for non-ferrous
and ferrous metals and other
products, the experience in
April-November 2004 too has
been gratifying. A good portion
of the increase in the oil import
bill could be taken care of by
higher export earnings. Non-oil
imports, of course, have been
rising because of increased re-
quirements of components, raw
materials and finished products
for the booming domestic
industry.

With oil imports likely to be
less costly in the remaining four
months and continuing growth
in software exports, it is esti-
mated that there will again be a
current account surplus not-
withstanding the deficit of $3.3
billion in April-September 2004.
The sustained growth in indus-
trial production and improved
profitability of industrial enter-
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ed on May 17. Despite the vola-
tile behaviour of the bourses at
some stages, it is now freely
speculated that the BSE index
will touch new high levels in the
coming months. The Finance
Minister, P. Chidambaram, has
also been indicating that the tax
reforms in the new budget will
be investor friendly and that the
new policies will also promote
foreign direct investment in a
big way in select sectors.

It is thus visualised that eco-
nomic growth in 2005-06 and
subsequent years will ensure a
sustained GDP growth of 8-10
per cent in the next decade and
more. The exchequer also will
be benefited by the higher level
of economic activity and there
is now confidence that the Bud-
get estimates of tax revenues for
2004-05 will be realised and it
will be possible to avoid an un-
due enlargement of the fiscal
deficit, despite the unexpected
rise in non-plan expenditure
due to the grant of relief to those
affected in the drought-affected
areas in Rajasthan and else-
where. The latest tragedy
caused by the tsunami also will
be necessitating heavy expendi-
ture in relief and rehabilitation
operations in the severely af-
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fected regions in Tamil Nadu,
Andhra Pradesh, Kerala and An-
daman and Nicobar Islands.
Even if it becomes necessary to

- spend Rs.5,000 crores on vari-

ous relief operations, the bud-
getary position may not be
seriously affected, as the contri-
butions from non-resident In-
dians, industrial organisations
and others has been over-
whelming and the net outgo an
this score from the exchequer

may not upset earlier
calculations.
The apprehended acute

stringency in the money market
has not materialised so far, as
net borrowing by the Finance
Ministry has been only
Rs.58,684 crores (including
Rs.25,000 crores under the Mar-
ket Stabilisation Scheme) up to
December 17 against Rs.77,316
crores. The Budget estimate for
net borrowing excluding MSS '
operations for 2004-05 is
Rs.90,365 crores. The reduced !
borrowing by the Central ex- |
chequer has enabled scheduled
commercial banks to expand
credit on a large scale while
growth in deposits has re- |
mained fairly high. There has, i
of course, been a slight harden-
ing in interest rates, as bank
credit has risen sharply and
even with smaller additions to
investments in government and
approved securities, it has be-
come necessary to utilise sur-
pluses of earlier years and also
effect a reduction in invest-
ments in non-SLR securities.

With continuing inflow of
funds into the banking system
from various directions and the
opportunity for the monetary
authorities to release immobil-
ised funds when needed with
adjustments in CRR and repur-
chase of securities issued by the
MSS operations, a further hard-
ening of interest rates can be
prevented. If the Central Budget
can provide the necessary lead
and the agricultural sector also
acquits itself creditably in the
2005-06 season along with the
other segments of the economy,
the country can look forward to
the future with confidence.

P. A. Seshan
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