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 MR.  DEPUTY-SPEAKER:  Now  we  go
 to  the  next  item—Statement  by  the  Finance
 Minister.

 (/nterruptions)

 MR.  DEPUTY-SPEAKER:  Hon.  Mem-
 bers,  we  have  gone  to  a  different  subject.

 (Interruptions)

 MR.  DEPUTY-—SPEAKER:  This  is  not
 fair.

 (Interruptions)

 MR.  DEPUTY—SPEAKER:  Howcan  we

 bring  it  back?

 (/nterruptions)

 MR.  DEPUTY-SPEAKER:  |  think,  it  is
 not  fair.

 (Interruptions)

 STATEMENTS  BY  MINISTERS

 13.08  hrs.

 (i)  Management  of  the  Economic  crisis

 [English]

 THE  MINISTER  OF  FINANCE  (SHRI
 MANMOHAN  SINGH):  Hon'ble  Deputy
 Speaker,  Sir,  ।  rise to  make  a  brief  Statement
 on  the  State  of  the  Economy.

 Hon'ble  Members  are  aware  that  when
 this  Government  assumed  office  in  the  last
 half  of  June  this  year,  India  faced  an  eco-
 nomic  crisis  of  unprecedented  dimension.
 International  confidence  had  collapsed  and
 even  our  Non-  Resident  indians  were  with-
 drawing  deposits  from  our  banks  in  large
 volumes.  Access  to  international  commer-
 cialbanks  was  closed.  Ourforeign  exchange
 reserves  were  at  all  time  low.  We  were  close
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 default,  on  our  obligations  to  international
 creditors.

 The  Government  acted  promptly  by
 taking  corrective  steps  to  restore  confidence,
 re-establish  macro-economic  stability,  and
 set  the  country  back  on  the  path  of  sustained
 growth.  ।  would  like  to  take  this  opportunity  to
 inform  the  House  of  the  early  results  of  our
 efforts  and  also  of  the  unfinished  task  thar
 lies  ahead.

 We  have  achieved  our  immediate  ob-
 jective  of  restoring  confidence  and  dispelling
 fears  of  default.  We  are  also  beginning  to
 restore  macro-economic  stability  though  a
 great  deal  more  remain  to  be  done  in  this
 area.

 We  must  continue  with  efforts  at  con-
 solidation  of  these  gains  ensure  contain-
 ment  of  the  fiscal  deficit  to  reduce  inflation,
 and  restore  viability  to  our  balance  of  pay-
 ment.  We  must  also  continue  the  reform
 process  in  various  segments  of  the  economy
 initiated  by  the  Government  as  part  of  our
 medium  term  strategy.

 Sir,  |have  elaborated  on  all  these  points
 in  the  Statement  which  |  now  placed  this
 House.  The  Statement  also  provides  the
 details  of  the  arrangement  we  have  con-
 cluded  with  the  International  Monetary  Fund,
 which  ।  had  promised  to  lay  before  the  House.

 STATEMENT

 Six  months  ago  our  Government,  under
 the  leadership  of  Shri  P.V.  Narasimha  Rao,
 assumed  office  in  the  midst  of  an  unprece-
 dented  economic  crisis.  Foreign  reserves
 had  dwindled  to  Rs.  2600  crores  barely
 sufficient  for  two  weeks  imports.  Interna-
 tional  commercial  banks  were  refusing  to
 extend  new  credits.  Large  outflows  were
 taking  place  from  NRI  deposits.  Industrial
 growth  had  turned  negative  because  of  a
 severe  imports  squeeze  and  inflation  was
 accelerating.  It  lboked  as  if  we  might,  for  the
 first  time  in  our  history,  default  on  our  exter-
 nal  payments  obigations.  Had  this
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 happened,thecountry’s  economic and  finan-
 cial  system  would  have  faced  an  unprece-
 dented  disruption,  leading  to  widespread
 unemployment,  loss  of  output  and  emer-
 gence  of  a  higher  inflationary  spiral.

 2.  The  new  Government  moved  swiftly
 to  the  task  of  pulling  the  economy  back  from
 the  brink  of  disaster  and  setting  it  once  more
 on  the  path  of  rapid  and  sustainable  growth.
 This  called  for  immediate  action  aimed  at
 restoring  international  confidence,  bringing
 inflation  under  control  and  ensuring  viability
 in  the  balance  of  payments.  It  also  called  for
 structural  reforms  aimed  at  strengthening
 the  growth  capability  of  the  economy  in  the
 medium  term.  In  the  short  space  of  two
 months  we  took  a  number of  steps  to  achieve
 these  objectives.

 3.  The  exchange  rate  was  adjusted  in
 July  to  a  new  level  which  would  be  credible
 and  would  also  ensure  competitiveness  of
 exports  without  the  need  for  large  export
 subsidies.  This  was  accompanied  by  major
 changes  in  trade  policy  strengthening  incen-
 tives  to  exporters  and  moving  away  from  the
 system  of  import  control  through  licensing  to
 a  system  where  imports  would  be  more
 automatically  linked  to  export  performance
 through  the  mechanism  Exim  scrips.

 4.  We  moved  decisively  to  reverse  the
 trend  of  rising  fiscal  deficits  which  has  plagued
 our  economy  for  several  years.  These  defi-
 cits  are  the  root  cause  of  inflation,  and  are
 also  responsible  for  our  persistent  balance
 payments  deficits.  The  Budget  for  1991-92
 reduces  the  fiscal  deficit  from  8.4%  of  GDP
 in  the  Revised  Estimates  for  1990-91  to  no
 more  than  6.5%  in  1991-92.  This  was  made
 possible  by  a  substantial  efforts  at  mobilising
 resources  combined  with  a  major  effort  at
 expenditure  restraint.  Export  subsidies  were
 abolished,  fertiliser  subsidy  was  reduced
 and  defence  expenditure  was  restrained.

 5.  Monetary  policy  was  also  tightened
 reflecting  the  urgent  need  to  counter  infla-
 tionary  pressure  in  the  economy.

 6.  These  measures  of  short  term  eco-
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 nomic  management  were  accompanied  by
 far  reaching  structural  reforms  in  the  area  of
 industrial  policy  aimed  at  enhancing  produc-
 tivity  and  strengthening  competitiveness  in
 our  industrial  sector  and  promoting  an
 employmenit  oriented  pattern  of  industriali-
 sation.  The  policy  towards  foreign  invest-
 ment  was  restructured  to  attract  foreign  in-
 vestment  especially  in  priority  areas  includ-
 ing  critical  infrastructure  sectors  such  as
 power.

 7.  These  measures  are  expected  to
 restore  viability  to  the  balance  of  payments
 position  in  due  course  but  their  full  effect  will
 not  be  felt  immediately.  In  the  medium  term,
 the  new  trade  and  industrial  policy  will  in-
 crease  the  competitiveness  of  our  industry,
 leading  to  a  much  more  vigorous  export
 performance,  which  alone  can  provide  a
 lasting  solution  to  our  balance  of  payments
 problem.  Inthe  short  run  however  we  had  no
 option  but  to  find  additional  financing  to  fill
 the  substantial  financing  gap  in  our  balance
 of  payments.  Imports  had  already  been
 severely  squeezed  and  this  had  hurt  indus-
 trial  production,  exports  as  well  as  employ-
 ment.  Without  additional  financing  it  would
 have  been  necessary  to  squeeze  imports
 still  further.  This  would  undoubted!y  have
 deepened! the  industrial  recession  and  in-
 creased  unemployment.  It  would  also  have
 created  serious  shortages  which  would  have
 made  it  impossible  to  control  inflation.

 8.  In  this  background  Government  de-
 cided  to  mobilise  additional  external  financ-
 ing  to  provide  temporary  support  to  the  bal-
 ance of  payments  while  giving  time  for  macro-
 management  and  structural  reforms  to  yield
 result.  The  only  sources  from  which  sub-
 stantial  additional  financial  resources  could
 be  mobilised  were  the  International  Mone-
 tary  Fund,  the  World  Bank,  the  Asian  Devel-
 opment  Bank,  and  also  bilateral  donors
 especially  Japan.

 9.  The  Government  negotiated  a  standby
 arrangement  with  the  IMF  for  $2.2  billion
 (over  a  20  month  period).  There  has  been
 some  concern’  about  the  conditionalities
 associated  with  the  standby  arrangement
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 with  the  IMF.  |  had  assured  Honourable
 Members  that  |  would  lay  the  Letter  of  Intent
 sent  to  the  IMF  with  our  request.  This  letter
 is  annexed  to  this  statement.  |  hope  Honour-
 able  Members  will  be  ressured  that  the
 contents  of  the  letter  are  no  more  than  an
 articulation  of  our  own  programme  of  crisis
 management  and  medium  term  reform,  which
 was  presented  to  Parliament  earlier.

 10.  Our  immediate  objective  was  to
 restore  international  confidence.  |  hope  all
 Honorable  Members  will  agree  that  this  has
 been  achieved.

 Foreign  exchange  reserves  have
 increased  from  Rs.  2600  crores  ($  1.3
 billion)  when  we  assumed  office  to
 over  Rs.  8000  crores  ($  3.1  billion).

 We  have  also  redeemed  the  RBI
 gold  ($400  million)  which  was  earlier
 pledged  abroad  and  the  SBI  gold  ($
 200  million)  which  was  sold  with  a
 repurchase  option.

 The  net  outflow  from.  -  foreign
 currency  deposits,  whicl  was  run-
 ning  at  the  rate  of  $335  million  per
 month  in  April-June  -  now  ceased.

 The  arrangements  with  the  IMF
 and  other  muttilateral  institution  have
 sent  a  message  of  confidence  of  the
 international  community.  Our  access
 to  commercial  borrowing  is  being
 restored.

 The  rise  foreign  éxchange  reserves

 ha¥  made  it  possible  to  relax  the
 restrictions on  imports  which  had  to
 be  imposed  by  the  Reserve  Bank  of
 india.  This  will  help  exports  and  in-
 dustrial  production  and  will  also  alle-
 viate  shortages.

 Thus  the  earlier  perception  of  finan-
 cial  collapse  and  imminent  default
 has  been  overcome.  Confidence  has
 been  restored.

 11.  With  restoration  of  confidence,  at-
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 tention  must  now  turn  to  the  control  of  infla-
 tion  as  the  primary  objective  of  short  term
 economic  management.  Inflation  was  accel-
 erating  alarmingly  when  the  Government
 took  office  and  reached  a  peak  level  of
 16.7%  in  August  1991.  The  rate  of  inflation
 has  declined  somewhat  since  then  to  13.7%
 by  end  November.  This  is  still  far  too  high.

 12.  The  key  to  controlling  inflation  lies  in
 controlling  the  Budget  deficit.  There  has
 been  a  problem  in  the  first  half  of  the  year
 because  the  severe  import  squeeze  led  toa
 drop  in  customs  revenues  below  targets.
 However  customs  revenues  are  expected  to
 pick  up  in  the  remaining  months  of  the  year
 as  import  restrictions  are  relaxed.  Higher
 collections  on  excise  and  income-tax  will
 offset  part  of  the  losses.  We  have  also  en-
 forced  cuts  in  expenditure  to  keep  it  below
 the  Budget  figure.  We  shall  not  allow  addi-
 tional  expenditure  through  supplementary
 demands  for  any  but  the  most  urgent  and
 unavoidable  cases.  We  shall  take  whatever
 additional  measures  which  may  be  consid-
 ered  necessary  to  contain  the  fiscal  deficit
 this  year  to  6.5%  of  GDP.  Thus  determined
 efforts  will  be  made  to  ensure  that  the  fiscal
 correction  envisaged  in  the  Budget  will  take
 full  effect  in  the  remaining  months.  This  will
 help  in  moderating  inflation.

 13.  Government  also  proposes  to  use
 supply  management  in  critical  commodities
 to  bring  down  prices.  The  Food  Corporation
 of  India  have  been  instructed  to  off  load
 wheat  on  the  open  market  with  a  view  to

 dampen  prices.  The  improvement न  reserves
 also  enables  us  to  import  edible  oils  to  con-
 trol  prices  of  this  key  commodity.  STC  has
 already  been  instructed  to  purchase  addi-

 tional  quantities of  edible  oils.  State  Govern-
 ment  are  also  being  allowed  direct  import  of

 edible  oils  for  supply  to  the  PDS.  The  Gov-
 ernment  will  crack  down  on  any  unscrupu-
 lous  elements  in  the  trade  who  create  artifi-
 cial  shortages.

 14.  As  domestic  inflation  is  brought  under
 control,  |  expect  a  strong  pick  up  in  exports,
 which  is  essential  for  effective  management
 of  the  balance  of  payments.  Reduction  in
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 inflation  will  also  enable  an  early  relaxation
 in  monetary  policy  and  reduction  in  interest

 rates  which  in  tum  will  help  industrial  produc-
 tion.

 15.  Tuming  to  the  medium  term  objec-
 tive  of  putting  the  economy  back  on  a  path  of
 rapid  growth,  the  strategy  for  this  will  be  fully
 spelt  out  in  the  Eighth  Plan  which  is  currently
 being  prepared.  However,  some  critical  is-
 sue  are  easily  identified.

 16.  The  first  issue  relates  to  the  fiscal
 deficit.  The  process  of  fiscal  correction  has

 to  be  continued  further  in  1992-93 and  be-
 yond  if  inflation  is  to  be  brought  under  control
 and  the  balance  of  payments  stabilised. We
 should  therefore  aim  to  reduce  the  fiscal
 deficit to  5%  of  GDP  next  year.

 17.  The  burden  of  achieving  this  reduc-
 tion  in  fiscal  deficit  will  fall  heavily  on  the
 expenditure side.  ।  had  indicated  in  my  Budget
 Speech  that  there  was  an  urgent  need  to
 restructure and  rationalise  our  tax  system.

 ancy  in  tax  revenues,  but  it  will  not  achieve
 the  objective  of  lower  fiscal  deficit  unless  it  is
 accompanied by  drastic  pruning  of  Govern-
 mem  expendiure.

 18.  Maintenance of  fiseal  discipline  also
 means  that  Plan  expenditure  cannot  de-

 pend,  as  heavily  as  in  the  past,  on  ever-
 increasing  budget  support  for  the  Ptan.  in
 future  the  ability  to  finance  Plan  expenditure
 will  depend  critically  upon  the  intemal  re-
 sources  generated  by  the  public  sector.  This
 in  turn  draws  attention  to  the  importance  of
 efficiency  in  the  public  sector  and  also  of
 economic  pricing.  Failure  on  either  front  will
 only  mean  an  erosion  of  resources  and  an
 inability  to  invest.  Nor  can  the  budget  afford
 @  continual  drajn  on  account  of  perennially
 loss  making  public  sector  units.  Such  losses
 are  only  preventing us  from  investing  our

 resources  where  they  are  most  needed  such
 as  in  power,  in  agriculture,  rural  develop-
 ment,  poverty  alleviation,  education  and

 health,  control  of  environmental  degradation

 dent.
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 19.  The  process  of  structural  reform,
 initiated  this  year,  represented  only  थ  begin-
 ning.  We  have  to  carry  the  process further  हैं
 we  want to  reap the  full  benefits.  The  trade
 policy  reform for  example  needs to  be  sup-
 plemented  by  further  steps  to  reduce  our

 custom  tariff  levels,  which  are  far  too  high  for
 industrial  competitiveness  and  for  promot-
 ing  a  more  labour  intensive  pattem  of  indus-
 trial  development.  Extensive  reforms  are
 also  needed  in  the  financial  sector 30  that  it
 continues  to  be  an  effective  instrument  of
 achieving  our  social  and  economic  objec-
 tives.  The  Committee  on  the  Financial  Sys-
 tem,  has  recently  submitted  its  report  on
 financial  sector  reform  and  its  recommenda-
 tions  are  being  considered  by  the  Govem-

 ment.  A  copy  of  the  report  is  being  laid  on  the
 table  of  the  House  tomorrow.  The  present
 tegulations  under  FERA  also  need  a  com-
 prehensive  review.  We  need  to  have  afresh
 look  at  cerfain  restrictive  provisions,  which
 may  have  been  appropriate  20  years  ago,
 but  which  are  out  of  place  in  todays  fast
 changing  conditions  governing  intemational
 business.  There  is  also  an  urgent  need  for
 the  reform  of  capa#al  markets  so  as  to  en-
 hance  their  efficiency  and  effectiveness  for

 The  Goverment  intends  to  pursue  these
 issues  in  the  months  ahead.

 20.  The  decade  of  the  nineties  will  be  a
 decade  of  scarce  resources  both  domesti-
 cally  and  externally.  But  we  are  determined

 to  pursue with  renewed  vigour  the  goals of  a
 rapidly  expanding  economy,  a  socially  just
 and  technologically  advanced  self-reliant
 society.  However,  we  can  achieve  our
 ambitious  developmental  goals  only  ।  we
 can  adjust  effectively  to  evolving  circum-
 stances.  Scarcity  of  resources  must  be  re-
 flected  in  a  premium  on  efficiency,  whether

 in  the  public  sector  or  in  the  private  sector.
 That  must  be  the  watchword  of  economic
 policy  if  the  years  ahead.  There must  be  an
 all  round  recognition  that  a  higher  standard
 of  living  can  be  ensured  only  on  the  basis  of

 rising  productivity  and  there  are  no  short  cuts
 to  ब.  This  is  the  only  secure  means  to  gener-
 ate  expanding  levels  of  productive  empioy-
 ment  which  are  needed  to  meet  the
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 requirements  of  our  increasing  labour

 force.

 21.Greater efficiency  and  competitive-
 ness  will  also  help  us  to  deal  with  scarcity  ०
 extemal  resources.  It  will  provide  the  bases

 for  a  successful  export  effort,  which  alone
 can  provide  a  credible  guarantee  for  being
 able  to  finance the  imports we  need  without
 becoming  excessively  dependent  on  exter-
 nal  assistance.  India’s  economy  has  tre-
 mendous  strengths  and  our  agriculture  as
 well  as  our  industry  can  compete  effectively
 in  world  markets  provided  they  have  the  right
 policy  environment  and  infrastructure  sup-
 port.

 22.  1am  aware  that  apprehensions  have
 been  expressed  that  the  new  economic
 policies  may  have  adverse  consequences
 for  labour  especially  in  the  public  sector,  |
 would  like  to  assure  Honourable  Members

 that  fears  of  large  scale  unemployment  and
 closures  resulting  from  these  policies  are
 wholly  unfounded.  On  the  contrary,  we  en-

 visage  that  these  policies will  lead to  greater
 dynamism  in  both  the  public  and  the  private
 sectors and  a  larger  growth  in  total  employ-
 ment.  As  far  as  the  public  sector  is  con-
 cemed,  |  have  no  doubt  that  the  total  impact
 of  these  reforms  wil  be  to  strengthen  the
 public  sector  and  increase  its  efficiency.  The
 recent  provision  enabling  the  Governmentto
 refer  sick  public  sector  companies  to  the
 BIFR  provides  an  objective  method  of  deal-
 ing  with  sickness  including  through  exami-

 nation  of  the  scope  for  rehabilition. For  dealing
 with  problems  of  patently  unviable  enter-
 prises,  Government  propose  to  establish  a

 National  Renewal  Fund  to  provide  adequately
 for  compensation and  other  form  of  rehabili-
 tation  and  retraining  for  workers.  Our  Gov-
 ernment  is  fully  committed  to  protecting  all
 the  legitimate  interests  of  labour  and  to  fur-

 ther strengthining of  poverty  alleviation  pro-
 grammes.  We  shail  seek  to  evolve  a  broad
 national  consensus  to  deal  with  the  difficult
 problems  of  transition  to  a  more  dynamic
 economy.

 23.  The  path  of  adjustment and  reform
 is  not  easy.  There  are  many  uncertainties in
 the  international economic  environment  and

 -  to
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 there  are  bound  to  be  difficulties  and  ove,
 temporary  set  backs  on  the  way.  Howeve,
 these  difficuties  can  be  overcome  through
 perseverance and  dedication.  India's  econ.

 omy  has  the  potential  to  regain  the  high  rate
 of  growth  achieved  in  the  decade  of  the
 eighties  and  even  to  surpass  है  provided  we
 take  determined  steps  now  to  tackle  the
 challenges  before  us.  |  seek  the  support  of
 all  Honourable  Members  in  our  efforts  to-

 wards  this  common goal.

 ANNEXURE

 New  Delhi,  india
 August  27,1991

 Dear  Mr.  Camdessus,

 The  attached  Memcrandum  on  Eco-
 nomic  Policies  sets  out  the  economic  pro-
 gram  of  the  Government of  India  for  the
 period  1991/92-1992/93.  In  support  of  this
 program,  the  Government  requests  an  18-

 months  stand-  by  arrangement in  an  amount
 equivalent  to  SDR  1,656  million.  The  Gov-
 emment  also  intends  shortly  to  request  an
 additional  purchase  under  Section V  of  the
 decision  on  the  compensatory  and  contin-

 gency  financing  facility  (CCFF) with  respect
 to  any  remaining  excess  in  oil  import  costs  or
 shortfall  in  merchandise  and  remittance
 earings  for  the  shortfall  year  that  ended

 July  31,  1991.  At  a  later  stage,  the  Govern-
 ment  intends  to  enter  into  discussions on  a
 comprehensive  medium-term  structural  ad-
 justment  program,  supported  by  an  arrange-
 ment  under  the  extended  Fund  facility.

 The  following  quarterly  performance
 criteria  for  1991/92  are  proposed  to  monitor
 progress  under  the  program  (Table  1):(a)
 Ceilings  on  the  overall  borrowing  require-
 ment  of  the  Union  -  (b)  ceilings
 on  the  net  domestic  assets  (NDA)  of  the
 Reserve  Bank of  India  (RBI);  (८)  ।  subceiling
 on  RBI  credit  to  the  Union  Government; and
 (d)  floors  on  net  official  international  re-
 serves.  indicative  magniudes of  these  vari-
 ables  for  1992/93  are  also  proposed and,  81
 the  time  of  the  first  review,  quarterly  perform:
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 actions,  of  introducing or  modifying  multiple
 currency  practices,  or  concluding  bilateral
 payments  arrangements  with  Fund  mem-
 bers  inconsistent with  Article  Vill,  or  impos-
 ing  now  or  intensifying  existing  import  re-
 strictions for  balance  of  payments  reasons.

 Three  reviews  of  the  program will  be
 conducted. The  conclusion  of  the  first  re-
 view.  which  is  to  be  completed  by  March  31,
 1992,  will  depend,  interalia on  the  reaching

 of  understandings on  the  1992/93  budget,
 on  the  establishinent  of  quarterly  perform-
 ance  criteria  for  the  remainder  of  the  pro-
 gram  period,  as  well  as  understandings  on:
 (i)  the  formulation of  a  program  for  tax  re-
 form,  including  concrete  measures  proposed
 for  the  19a20  budget  and  a  timetable  of
 action  for  the  medium  term;  and  (ii)  the
 introduction of  a  detailed  tracking  system  for
 all  categories  of  expenditures  and

 ०
 system of  quarterly  expenditure  reviews.  The  sec-

 ond  and  third  reviews  of  the  program  will  be
 completed by  September  30,  1992 and March and  March
 31,  1993,  respectively.

 The  Government of  india  believes  that
 the  policies  sot  forth  in  the  Memorandum are
 adequate to  achieve  the  objectives  of  the
 program,  but  will  take  any  additional  meas-
 ures  appropriate for  this  purpose.  In  addi-
 tion,  the  Govemment  will  consult  wath  the
 Fund  on  the  adoption  of  any  measures  that
 may  be  appropriate in  accordance  with  the
 policies  of  the  Fund  on  such  consultations.

 Sincerely  yours

 |  Manmohan  Singh
 Minister of  Finance
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 -  on  Economic  Policies  for
 1991/92-1992/93

 1.
 The  new  Government that  took  office

 On  June  21,1991  inherited  an  economy  in
 deep  crisis.  The  balance  of  payments situ-
 ation  was  precarious, with  reserves  at  a  low
 level  and  the  weakening  of  intemational

 confidence  having  resulted  in  a  sharp  de-
 Cline  in  capital  inflows  through  commercial
 borrowing and  nonresident  deposits.  Infla-

 tion  had  reached  double  digits,  hurting  most
 the  poorer  sections  of  our  society;  and  there
 were  sings  that  economic  growth  had  begun
 to  slow  somewhat  as  the  shortages  of  im-
 ports  and  political  uncertainty  began  to  af-
 fect  production  and  investment. The  origins
 of  these  problems  are  directly  traceable  to
 large  and  persistent  macroeconomic imbal-
 ances,  most  notably  the  unsustainably large
 fiscal  deficits,  and  to  the  low  productivity of
 past  investments. The  crisis  in  the  Middle
 East  had  exacerbated the  situation  by  con-
 tributing  to  a  higher  oil  import  bill  in  1990/91
 and  the  temporary loss  of  export  markets

 2.  The  new  -  recognizing
 that  there  was  no  time  to  lose,  immediately
 adopted  a  number  of  stabilization measures
 that  were  designed  to  restore  intemal  and

 was  tightened  further  through  increases  in

 interest  rates,  the  exchange  rate  of  the  rupees
 was  adjusted  by  18,7  percent,  and  a  major
 simplification and  liberalization  of  the  trade
 system was  announced.  हैं  ।  the  Govem-
 ment’s  intention,  as  announced  in  the  Budget
 speech  to  Parliament on  July  24,  1991, to
 complement  these  initial  measures  by  a

 comprehensive program  of  economic  ad-
 justment.  The  centerpiece of  the  economic
 Stategy  will  be  a  substantial measures  by
 comprehensive program  of  economic  ad-
 justment.  The  enterprise  of  the  economic
 Strategy  will  be  a  substantial  fiscal  correction
 in  the  remainder  of  the  current  fiscal  year
 and  in  1992/93,  to  be  followed  by  continued
 fiscal  consoliJation  thereafter. The  reduc-

 tion  in  fiscal  imbalances  will  be  supported  by
 reforms  in  economic  policy  that  are  essential
 to  impart  a  new  element  of  dynamism  to
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 growth  processes  inthe  economy.  The  thrust
 willbe  to  increase  the  efficiency  and  interna-
 tional  competitiveness  of  industrial  produc-
 tion,  to  utilize  foréign  investment  and  tech-
 nology  to  a  much  greater  degree  than  in  the
 past, to  improve  the  performance  and  ration-
 alize  the  scope  of  the  public  sector,  and  to
 reform  and  modernize  the  financial  sector so
 that  it  can  more  efficiently  serve  the  needs  of
 the  economy.  During  the  inevitable  period  of
 transition,  it  is  the  Government's  firm  inten-
 tion  that  the  poorest  sections  of  society  are
 protected  to  the  maximum  extent  possible
 from  the  cost  of  adjustment.

 3.  Key  macroeconomic  objective  (Table
 2)  will  be  (i)  economic  growth  in  the  range  of
 3-31/2  percent  in  1991/92  followed  by  a
 gradual  recovery  in  1992/93;  (ii)  an  inflation
 rate  of  no  more  than  9  percent  by  end-1991/
 92  and  no  more  than  6  per  cent  by  end-1992/
 93;  indeed,  the  Government  will  strive  for  an
 even  more  rapid  reduction  in  inflation  during
 the  course  of  1991/92;  and  (iii)  an  easing  of
 the  present  critical  payments  situation  anda
 rebuilding  of  gross  international  reserves
 from  the  extremely  low  level  of  about  three
 weeks  of  Imports  at  end-July  to  over  4  1/2
 months  by  the  end  of  1992/93.  1  In  particu-
 iar,  there  is  an  urgent  need  to  rebuild  foreign
 exchange  reserves  from  their  current  criti-
 cally  iow  level  ($1.3  billion)  to  about  $2.2
 billion  by  end-1991/92.

 4.  Taking  account  of  the  sizable  new
 investments  and  related  imports  that  will  be
 needed  to  support  .he  restructuring  of  the
 economy,  the  external  current  account  is
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 targeted  to  decline  from  about  3-1/2  percent
 of  GDP  in  1990/91  to  about  2-1/2  percent  of
 GDP  in  1991/92  and  1992/93.  2  ।  order  to
 provide  room  for  an  expansion  in  private
 investment  to  take  advantage  of  ihe  new
 opportunities  created  by  the  structural  re-
 forms,  and  to  allow  for  a  likely  temporary
 decline  in  the  private  savings  ratio,  the  re-
 duction  in  the  public  sector  deficit,  which  will
 initially  be  brought  about  by  a  reduction  in
 the  fiscal  deficit  of  the  Central  Government,
 will  be  larger  than  the  adjustment  in  the
 external  current  account.

 Fiscal  Policy

 5.  oo  medium-term  objectives  is  to
 progressively  reduce  the  overall  public  sec-
 tor  deficit  3  from  an  estimated  12-1/2  percent
 of  GDP  in  1990/91  to  about  7  percent  of  GDP
 in  the  mid-1990s,  a  level  that  we  judge  १0  be
 consistent  with  external  viability  and  the  goal
 of  ensuring  adequate  private  sector  re-
 sources  to  respond  dynamically  to  the  op-
 portunities  created  by  the  structural  reforms.
 ।  line  with  this  objective,  we  aim  to  reduce
 the  Union  Government  deficit  4  to  6.5  per-
 cent  of  GDP  in  1991/92  and  5  percent  in
 1992/93,  which  will  include  a  substantial
 decline  in  Union  Government  transfers  to
 the  rest  of  the  public  sector,  most  notably  to
 central  public  enterprises.

 6.  The  interim  budget  presented  to
 Parliament  in  March  1991  aimed  for  a  deficit
 of  about  6.5  percent  of  GDP  but  a  number of
 the  measures  needed  to  attain  this  target
 were  not  formulated.  Consequently,  the

 1  According  to  the  IMF  definition,  i.e.  including  SDR  holdings  and  with  gold  valued  at
 SDR  35  per  ounce.

 2  These  targets  refer  to  the  IMF  definition  of  the  external  current  account.  According
 to  the  official  Indian  definition,  the  external  current  account  would  decline  from  2.5
 percent  of  GDP  in  1990/91  to  about  2.1  percent  in  1991/92  and  2.0  percent  in  1992/
 93
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 postponement of  the  regular budge  has  made
 fiscal  adjustment  in  1991/92  even  more  dif-
 ficult  because  almost  four  months  of  the

 financial  year  have  elapsed  without  a  com-
 prehensive  fiscal  correction  effort.  The  re-
 quired  adjustment  is  about  2-1/2  percentage
 points  of  GDP.  We  expect  a  swing  from
 deficit  to  surplus  in  the  accounts  of  the  Oi
 Coordination  Committee as  a  result  of  higher
 domestic  petroleum  prices  to  contribute  about
 0.4  percentage  points  of  GDP.  About  half of
 the  remaining  adjustment  was  be  achieved
 by  lowering  expenditures  and  about  half
 from  higher  tax  and  nontax  revenues.

 7.  Total  expenditures  and  net  lending
 are  targeted  at  a  little  over  19  percent  अ  GDP
 in  1991/92—a  decline  of  about  one  percent-
 age  point.  The  bulk  of  the  savings  are  to  be
 achieved  from  lower  expenditures on  subsi-
 dies,  moderation  in  defense  spending,  cuts

 in  transfer  to  public  enterprises, and  restraint
 on  the  current  and  capital  spending.  Cash
 export  subsidies  on  new  shipments  were
 eliminated  with  effect  from  July  3,  1991;
 fertikzer  prices  were  raised  by  30  percent  in

 August  (with  special  arrangements to  cush-
 ion  the  impact  on  small  and  marginal  farm-
 ers);  the  subsidy  on  sugar  was  eliminated  by

 distribution system  by  about  16  percent;  and
 subsidies  on  foodgrains  will  be  held  broadly
 unchanged  as  a  share  of  GDP.  In  all,  these

 payments  form  1.9  percent  of  GDP  in  1990/
 91  to  1.5  percent of  GDP  in  1991/92; on  a
 full-year  basis,  the  savings  will  be  considera-
 bly  greater  (about  1  per  cent  of  GDP).  Budg-
 etary  support  to  central  public  enterprises  is
 budgeted  to  decline  from  1.5  percent  of  GDP
 in  1990/91  to  1.2  percent  of  GDP  in  1991/92.

 Two  considerations will  guide  our  approach
 to  expenditure policy.  First,  no  area  of  gov-
 emment  spending  should  be  exempt  from

 scrutiny  in  the  effort  to  achieve  fiscal  correc-
 tion.  Second,  the  benefits  of  the  recent  ex-
 change  rate  adjustment  should  notbe  eroded
 by  inflection.  At  the  level  of  the  departments,
 no  additional  budgetary  provision  has  been
 made  for  cost-of-living  increase  ("deamess
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 financed  from  savings  on  departments’ other
 expenditures.

 8.  During  the  remainder  of  the  financial
 year,  there  will  be  no  net  additions to  expen-
 ditures  through  supplementary  appropria-
 tions,  other  than  those  supported by  match-
 ing  savings  or  additional  receipts.  Beyond
 this,  we  plan  to  have  strengthened  expendi-
 ture  monitoring  and  control  procedures  in
 place  by  the  time  the  1992/93  budget  is
 presented to  Parliament.

 9.  Total  revenue  as  a  share  of  GDP  is

 targeted  to  rise  by  over  one  percentage  point
 (to  about  12-1/2  percent) in  1991/92.  Addi-

 tional  tax  measures  with  an  estimated  gross
 revenue  yield  equivalent  to  0.5  percent  of
 GDP  have  been  adopted  in  the1991/92

 budget.  important  new  measures  include  a5
 percentage point  increase  in  the  corporate
 tax  rate;  a  reduction  in  generous  deprecia-
 tion  allowances  that  have  tended  to  encour-

 age  capital  intensive  methods  of  production;
 atax  on  the  gross  interest  receipts  of  banks;
 and  increases  in  excise  duties,  especially  for
 consumer  durables  and  other  products  that
 are  purchased  primarily by  the  affluent  sec-
 tions  of  society.  At  the  same  time,  we  have
 taken  some  initial  steps  to  rationalize  the

 structure  of  import  tariffs  and  to  broaden  the
 base  and  strengthen  the  collection  of  direct
 taxes.  The  ad  valorem  rate  of  basic  plus
 auxiliary customs  duties  has  been  reduced

 to  a  maximum  of  150  percent;  many  of  the
 increases  in  auxiliary  customs  duties  intro-
 duced  in  December  1990  have  been  par-
 tially  or  fully  rolled  back;  and  rates  of  import
 duty  on  general  capital  goods  and  their
 components  have  been  reduced  by  5  per-
 centage  points  (io  a  range  of  65-80  percent).
 To  strengthen  tax  collection,  the  System  of
 deduction  af  source  is  being  extended  to

 withdrawais  from  the  National  Savings
 Scheme;  and  a  major  loophoie  in  the  weakh
 tax  has  been  plugged. With  regard to  non-
 tax  receipts,  Rs.  25  billion  (0.4  percent  of
 GDP)  wil  be  generated  from  the  planned
 sale  to  mutual  funds  of  shares  in  a  number  of
 public  enterprises  (paragraph  30).
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 10.  In  order  to  ensure  that  the  objective

 of  reducing  the  fiscal  defict  of  the  Central
 Government to  6.5  percent of  GDP  in  1991/
 92  is  achieved,  notwithstanding  any  unan-
 ticipated  adverse  developments  during  the
 course  of  the  year,  the  Govemment  intends

 to  take  additional  measures, on  both  the
 revenue  and  expenditure  sides,  resulting  in
 an  estimated  adjustment  of  Rs.  20  billion
 (0.3  percent  of  GDP).  These  additional
 measures  will  be  implemented  in  stages,  in

 the  light  of  budgetary  developments, and  will
 be  in  place  by  December  31,  1991.  The
 nature  of  the  additional  measures  will  be  in
 keeping  with  the  Govemment’s  policy  of
 achieving  a  sustainable  fiscal  deficit  reduc-
 tion.

 11.  Our  target  for  reducing  the  fiscal
 deficit  of  the  Union  Government to  5  percent
 GDP  in  1992/93  is  an  ambitious  one,  but  we
 are  dotermined  to  take  all  possible  meas-
 ures  to  achieve this  objective.  Reduction of
 the  fiscal  deficit  would  yield  desired  resutts

 only  when  the  method  of  bringing  about  such
 reduction  is  in  harmony  with  reforms  in

 economic  policy  and  economic  management.
 We  intend,  therefore,  to  formulate  policy
 proposals  in  a  number  of  areas.  We  intend  to
 initiate  a  process  of  comprehensive  tax  re-

 form  with  the  object  of  broadening  the  base
 of  taxation,  reducing  levels  of  ane  dispersion
 in  import  duties,  improving  compliance  and
 modemizing the  entire  system  of  tax  admini-
 stration.  We  will  take  a  fresh  look  at  the
 whole  area  of  expenditure,  and  no  major
 category  should  be  exempt  from  scrutiny.
 particular  emphasis  would  be  given  to  trans-
 fers  and  loans  to  public  enterprises. The  aim
 is  to  tighten  their  budget  constraint  and
 improve  thei  efficiency  and  viability.  We

 hope  that  norms  of  fiscal  discipline  being  set
 by  the  Central  Government  would  find  ac-

 ceptance  by  the  State  Government as  weil.
 There  is  need  for  further  rationalization and
 reduction  of  subsidies.  Our  aim  shouid  be  to
 move  to  a  more  objective  system  of  admini-
 stered  prices,  as  indicated  in  paragraph  16,
 that  takes  into  account world  market  devel-
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 We  would  have  a  major  thrust  for  a  more
 efficient  expenditure  control  system.  With
 this  end  in  view,  a  thorough  review  of  the
 existing  system  will  be  undertaken  to  re-
 move  existing  deficiencies  and  to  signifi-
 cantly  strengthen  its  effectiveness.  Thus,
 fiscal  adjustment  in  1992/93  will  not  only  be
 of  substantial  magnitude,  but  will  also  be
 anchored to  measures  and  policies that  would
 have  a  sustainable  impact  on  future  fiscal
 consolidation.

 12.  In  consonance  with  the  fiscal  con-
 solidation  of  the  Union  Government,  it  is  our
 hope  that  the  State  Governments  will  move
 in  a  similar  direction  to  correct  their  fiscal
 imbalances.  We  will  encourage  them  to  take
 steps  to  improve  their  fiscal  performance
 and  streamline  the  working  of  their  enter-
 prises.  In  particular,  renewed  efforts  will  be
 made  to  address  the  financial  difficulties  of
 the  State  Electricity  Board  through  improved
 efficiency  and  a  rationalized  tariff  structure.

 This  would  also  enabie  them  to  ensure  prompt
 payment  of  dues  to  central  public  sector
 undertakings,  especially  the  power  genera-
 tion  companies.  Our  overall  strategy  for  the
 certral  public  enterprises  is  outlined  in  para-
 graph  29.  As  a  result  of  these  efforts  to
 improve  efficiency  and  profitability,  we  ex-
 pect  the  internal  resource  generation  of  the
 central  public  sector  enterprises  to  improve
 significantly  in  1991/92.  This  will  permit  a
 reduction  in  budget  support  even  while  their
 capital  spending  is  expected  to  increase.
 The  aggregate  defict  of  all  central  public
 enterprises  is  projected  to  fall  from  3  1/2
 percent of  GDP  in  1990/91  to  3  percent in
 1991/92.  As  part  of  eur  endeavor  to  intro-
 duce  a  hard  budget  constraint for  the  enter-
 prises,  no  increase  in  budget  support j  dur-
 ing  1991-92  beyond  the  budget  figures  will
 be  considered,  baming  exceptional  circum-
 stances  where  matching  savings  would  be
 found.

 Monetary  policy

 13.  A  restrictive monetary  policy  will  be
 pursued  in  order  to  reduce  inflationary pres-

 Net  of  the  impact  of  exchange  adjustments  on  the  rupee  value  of  aid  receipts.
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 sures  and  support  the  targeted  balance  of
 payments  improvement.  Such  a  policy,  in
 conjunction  with  the  lowering  of  the  public
 sector's  claims  on  resources,  is  both  an
 essential  corollary  of  exchange  rate  stability
 and  the  only  way  to  achieve  a  lasting  reduc-
 tion  interest  rates.  Monetary  policy  has
 already  been  tightened  considerably  during
 1991.  Thus,  in  Aprial  a  number  of  interest
 tates  were  increased,  the  incremental  non-
 food  credit-deposit  ratio  was  lowered,  and
 an  additional  10  percent  cash  reserve  re-
 quirement  was  imposed  on,  increases  in
 deposits.  Afurther  across-the-board  increase
 of  one  percentage  point  in  deposit  interest
 rates  was  implemented  in  July,  and  the
 minimum  loan  rate  for  nonpreferred  credits
 was  also  raised  from  17  percent  to  18  1/2
 percent.  For  1991/92,  broad  money  (M3)
 growth  of  13  percent  has  been  targeted,
 consistent  with  the  output  and  inflation  tar-
 gets.  Taking  account  of  the  impact  of  the
 new  incremental  cash  reserve  requirement,
 reserve  money  has  been  targeted  to  rise  by
 51/2  percent.  A  further  slowdown  in  the
 growth  of  broad  and  reserve  money  (to  11-
 12  percent)  will  be  sought  in  1992/93.  The
 monetary  program  for  1991/92  specifies
 quarterly  ceilings  on  the  net  domestic  assets
 (NDA)  of  the  Reserve  Bank  of  India  (RBI)  as
 vell  ason  net  RBi  credit  to  the  Union  Govern-
 ment  (Table  1).  The  projected  NDA  levels
 are  consistent  with  a  targeted  improvement
 of  about  $  1  billion  in  gross  official  foreign
 exchange  reserves  between  end-June  1991
 and  end-March  1992.  Quarterly  floors  for  net
 official  international  reserves  in  1991/92  have
 also  been  established.

 14.  Inimplementing  monetary  and  credit
 policies,  the  RBI  uses  both  indirect,  market-
 oriented  mechanisms  that  operate  through
 their  effect  on  reserve  money  growth  and
 commercial  bank  liquidity  as  well  as  the
 existing  instruments  that  influence  more
 directly  the  overall  magnitude  and  composi-
 tion  of  credit  growth.  In  line  with  the  overall
 thrust  of  financial  sector  liberalization,  de-
 scribed  in  paragraph  32,  the  RBI  intends  to
 rely  increasingly  on  indirect  policy  instru-
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 ments.  Therefore,  interest  rate  policy  will  be
 used  flexibly  to  manage  the  balance  of  pay-
 ments  and  to  achieve  the  desired  decelera-
 tion  in  inflation.  In  particular,  the  RBI  will  act
 decisively  to  tighten  monetary  policy  should
 net  official  international  reserves  fall  below
 the  targeted  floors.

 Pricing  polices

 15.  With  a  view  to  reducing  budgetary
 subsidies  and  promoting  a  more  flexible
 price  structure,  the  Government  recently
 announced  increases  in  a  number  of  admini-
 stered  prices  including  for  important  inputs
 (petroleum  products  and  fertilizer);  for  serv-
 ices  (such  as  railway  fares);  and  for  agricul-
 tural  commodities  (such  as  sugar).  Beyond
 this,  our  pricing  policies  will  aim  at  imparting
 greater  flexibility  in  all  areas,  and  public
 enterprises  will  be  given  greater  freedom  in
 setting  prices  according  to  market  forces-a
 step  that  will  need  to  be  coordinated  with  the
 phasing  of  trade  liberalization  and  the  pro-
 motion  of  increased  domestic  competition.
 Detailed  plans  will  be  announced  at  the  time
 of  the  first  review.

 16.  Average  domestic  petroleum  prices
 were  increased  by  a  cumulative  38  percent
 in  1990  and  were  not  lowered  again  as  world
 market  prices  fell  in  early  1991.  Further  price
 changes  were  announced  at  the  time  of  the
 presentation  of  the  1991/92  Budget  to  parlia-
 ment:  a  20  percent  increase  for  motor  spirit
 (gasoline),  aviation  fuel,  and  LPG  for  nonin-
 dustrial  use;  no  change  for  diesel;  a  10
 percent  reduction for  kerosene for  nonindus-
 trial  uses;  and  a  10  percent  increase  for  all
 other  petroleum  products.  The  reduction  in
 kerosene  prices  reflects  the  importance  of
 this  item  in  the  consumption  basket  of  the

 poor  and  the  Government's  determination  to
 cushion  the  impact  of  the  adjustment  proc-
 ess  on  this  segment  of  Indian  society.  On  a

 weighted  average  basis,  the  price  change
 amountto  a  7  percent  price  increase  and  dre
 sufficient  to  ensure  that,  at  prevailing  world
 market  prices,  total  oil-related  fiscal  receipts,
 AL.will  not  be  reduced  as  a  result  of  the  recent

 ।  Accruing  to  the  Union  budget  and  the  Oil  Coordination  Committee.
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 exchange  rate,  action.  The  accounts  of  the
 Oil  Coordination  Committee  are  now  pro-
 jected  to  record  a  smail  surplus.  In  line  with
 the  general  policy  described  in  paragraph
 15,  the  Government  intends  to  evolve  a
 system  for  the  pricing  of  petroleum  products
 that  provids  for  periodic  adjustments  in  the
 light  of  developments  in  the  world  market
 and  domestic  supply  conditions.

 External  policies

 17.  An  exchange  rate  policy  that  safe-
 guards  competitiveness  is  ०  crucial  element
 of  our  economic  program.  Shortly  after  the
 new  Government  assumed  office,  the  RBI

 adjusted  downward  in  two  steps  the  value  of
 the  rupee  by  18.7  percent  against  the  U.S.

 dollar  in  order  to  improve  the  international
 competitiveness  of  exports  and  to  bring  about
 amore  orderly  compression  of  imports.  This

 adjustment  will  help  check  the  flight  of  capi-
 tal,  encourage  the  repatriation  of  outstand-
 ing  export  receipts  and  remittances,  and
 thereby  help  to  stabilize  the  balance  of  pay-
 ments.  Following  this  realignment  of  the
 rate,  the  Government  intends  to  hold  the
 nominal  effective  exchange  rate  stable  by
 relying  primarily  on  monetary  and  fiscal  pol-
 icy  to  maintain  competitiveness  and  ensure
 the  balance  of  payments  objectives.

 18.  The  Government's  stabilization  and
 import  compression  measures  are  expected
 to  reduce  the  external  current  account  deficit
 to  2.7  percent  of  GDP  in  1991/92._2  Import
 volumes  would  decline  by  about  5  percent,
 while  export  earnings  are  expected  to  gradu-
 ally  resume  the  growth  that  was  interrupted
 in  1990/91,  in  reflection  of  the  improvement
 in  competitiveness,  the  resumption  of  ex-
 ports  to  the  Middle  East,  and  better  demand
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 conditions  in  industrial  countries.  The  capital
 account,  however,  is  expected  to  deteriorate

 -  substantially  in  1991/92  because  of  the  cur-
 tailment  in.  access  to  commercial  capital
 markets  and  the  outflow  of  nonresident
 deposits  and  short-term  capital  that  took

 ‘place  during  the  first  quarter  of  the  fiscal
 year.  As  result,  despite  the  improvement  in
 the  current  account,  an  exceptional  financ-
 ing  need  of  about  $  4  billion  is  expected  for
 1991/92.  3  Part  of  this  amount  ($  870  million)
 has  already  been  covered  from  various
 sources,  including  the  recent  CCFF  drawing
 from  the  Fund,  and  exceptional  assistance
 already  disbursed  by  multilateral  and  bilat-
 eral  creditors.  The  remainder  of  about  $3
 billion  is  expected  to  be  covered  by  a further
 CCFF  drawing,  purchases  under  the  stand-
 by  arrangement,  and  by  additional  financing
 from  multilateral  and  bilateral  sources,  in-
 cluding  a  Structural  Adjustment  Loan  and
 two  sector  loans  from  the  World  Bank  as  well
 as  additional  quick-disbursing  support-from
 the  Asian  Development  Bank  and  bilateral
 donors.  A  meeting  of  the  aid  donor’s  consor-
 tium  is  scheduled  for  mid-September.

 19.  The  current  account  deficit  is  ex-
 pected  (०  remain  broadly  unchanged  in  1992/
 93,  at  2.6  percent  of  GDP.  Export  growth  is
 projected  to  continue  its  recovery  (with  an  11
 percent  volume  increase)  as  a  result  of
 improved  competitiveness  and  ०  further
 pickup  ofdemand  inworld  markets.  However,
 imports  are  also  expected  to  rise
 significantly(by  about  7  percent  in  volume
 terms)  from  the  low  level  of  1991/92  as  the
 special  import  compression  measures  are
 removed.  The  capital  account  is  expected  to
 register  a  significant  improvement  (from  a
 surplus  of$2.8  billion  in  1991/92  to  about
 $4.4  billion  in  1992/93)  as  a  result  of  a

 2  To2.1  percent  of  GDP  according  to  the  official  Indian  definition.

 3  Thesize  of  the  remaining  compensable  amount  under  th  CCFF,  and  hence  the  size
 of  the  requested  purchase,  are  larger  then  anticipated  at  the  time  of  the  discussion
 onthe  program  (SDR  468.9  million  compared  with  an  earlier  estimate  of  SDR  314.4
 million).  Under  the  program,  the  difference,  amounting  to  $220  million,  has  been
 added  to  the  targeted  gross  reserve  accumulation,  with  a  corresponding  increase  in
 total  exceptional  financing.
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 moderate  reversal  of  the  previous  year's  net
 outflow  of  nonresident  deposits,  some  in-
 crease  in  normal  net  aid  disbursements,  and
 ०  reversal  in  net  short-term  flows.  Given  the
 need  for  ०  furd  9r  restoration  in  official  re-
 serves,  there  would  still  be  a  need  for  excep-
 tional  financing  from  the  Fund  and  other
 muttilateral  and  bilateral  creditors,  but  we
 estimate  that  the  need  (about  $2.8  billion)
 would  be  considerably  smaller  than  in  the
 current  year.  A  further  sizable  adjustment  in
 the  external  current  account  will  be  needed
 over  the  medium  term.  The  pace  at  which
 India’s  external  viability  can  be  restored  would
 depend,  however,  on  how  quickly  access  to
 normal  commercial  borrowing  can  be  re-
 sumed.  In  this  respect,  the  Government
 envisages  that,  in  1993/94-1994-95,  cover-
 ing  the  external  financing  gaps  would  count-
 inue  to  require  some  additional  assistance
 form  multilateral  sources,  including the  Fund,
 as  well  as  access  to  financing  from  official
 bilateral  and  commercial  sources.  We  also
 expect  a  significant  expansion  in  foreign
 direct  investment  inflows  as  a  result  of  the
 new  policy  measures  discussed  in.  para-
 graph  25.  Our  aim  is  to  eliminate  the  need  for
 exceptional  financing  by  the  mid-1990s.

 20.  The  targeted  buildup  in  gross  official
 reserves  to  about  1  1/4  months  of  imports  at
 end  1991/92  and  alitter  over 1  1/2  months  of
 imports  at  end-1992/93  would  still  leave
 reserves  at  a  low  level  in  comparison  with
 earlier  years.  Hence,  India’s  external  posi-
 tion  will  remain  vulnerable to  adverse  shocks
 or  to  any  unexpected  slippages.  Therefore,
 the  government  will  act  quickly  and  deci-
 sively  to  correct  any  shortfall  from  the  tar-
 geted  path  for  reserve  increase  through  a
 further  tightening  of  monetary  policy.  The
 Government  intends  to  pursue  prudent  debt
 management  polices,  and  higher-than-an-
 ticipated  commercial  borrowings  will  be  used
 for  an  additional  rebuilding  of  reserves.
 Specifically,  any  unanticipated  borrowing
 from  commercial  markets  by  the  public  sec-
 tor  will  be  matched  by  a  corresponding  in-
 creases  in  the  floors  for  net  official  interna-
 tional  reserves.

 correction  to  reply  454.0
 to  SQ  No.  694  dt.  5.9.91

 Social  policies

 21.  The  Government  is  aware  that  the
 process  of  macroeconomic  adjustment  is
 bound  to  be  painful.  All  sections  of  the
 community  have  to  make  sacrifices  to  pre-
 serve  our-economic  independence  and  to
 restore  the  health  of  the  economy.  Our

 endeavour  would  be  to  minimize  the  burden
 of  adjustment  on  the  poor.  We  are  commit-
 ted  to  adjustment  with  a  human  face;  there-
 for,  asteadfast  adherence  to  the  objective  of
 poverty  alleviation  is  an  integral  part  of  our
 conception  of  the  adjustment  process.  We
 expect  the  structural  reforms  that  have  been
 initiated  to  generate  long-lasting  benefits  in
 the  reduction  of  poverty  by  promoting  greatly
 increased  employment  opportunities.  In  the
 interim,  any  adjustment  process  that  wid-
 ened  social  and  economic  disparities  would,
 in  our  view,  be  self-defeating.  With  this  prin-
 ciple  in  mind,  the  Government  has  provided
 in  the  1991/92  budget  for  higher  outlays  on
 elementary  education,  rural  drinking  water
 supply,  assistance  to  small  and  marginal
 farmers,  programs  for  women  and  children,
 programs  forthe  welfare  of  scheduled  castes
 and  scheduled  tribes  and  other  weaker
 sections  of  the  society,  as  well  as  for  in-
 creased  spending  on  infrastructure  and
 employment-creation  projects  in  the  rural
 areas.

 22.  India  continues  to  have  a  deep
 commitment  to  environmental  conservation,
 drawn  both  from  her  ethos  and  traditions  as
 well  as  her  experience  in  the  last  two  dec-
 ades.  We  share  the  global  concern  for  ad-
 verse  environmental  changes  induced  by
 economic  and  technological  activities.  Our
 commitments  and  concerns  are  reflected  in
 our  present  and  projected  policies  and  legis-
 lation  relating  to  air  and  water  pollution  control,
 forestry,  and  to  conservation  of  natural  re-
 sources,  including  wasteland  and  water
 resource  development.  We  shall  endeavour
 to  obtain  a  greater  quantum  of  peoples’
 involvement  and  association  of  non-govern-
 ment  organizations  in  their  implementation.
 the  objective  will  be  to  attain  ecologically.
 sound  and  sustainable  development.
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 Structural  policies

 23.  Our  adjustment  strategy  is  predi-
 cated  upon  a  comprehensive  program  of
 structural  reforms  that  are  designed  to  pro-
 mote  faster  economic  growth.  The  broad
 thrust  of  these  reforms  as  well  as  the  initial
 concrete  policy  measures  are  described
 below.  In  the  areas  of  industrial  deregula-
 tion,  trade  policy,  public  enterprises,  and
 aspects  of  financial  sector  reforms,  we  ex-
 pect  that  policy  changes  already  introduced,
 combined  with  further  action  to  implement
 and  strengthen  policy  reform,  would  also
 form  the  basis  for  World  bank  support  in  the
 context  of  a  structural  adjustment  loan.

 24.  While  over  the  years  a  well-diversi-
 fied  industrial  structure  was  established,
 barriers  to  entry  and  limits  on  growth  in  the
 size  of  firms  led  to  a  proliferation  of  licensing
 arrangements  and  an  increase  in  the  degree
 of  monopoly.  There  was  inadequate  empha-
 sis  on  reduction  of  costs,  upgradation  of
 technology,  and  improvement  of  quality
 standards.  With  a  view  to  fostering  increased
 competition  between  the  firms  in  the  domes-
 tic  market  so  that  there  are  adequate  incen-
 tives  for  raising  productivity  and  reducing
 costs,  a  major  deregulation  of  the  domestic
 industrial  sector  was  introduced  in  the  Indus-
 trial  Policy  announced on  July  24,  1991.  The
 thrust  of  the  new  policy  is  to  enable  entrepre-
 neurs to  take  investment  decisions  based  on
 their  own  comimercial  judgement  with  a
 greatly  reduced  regulatory  role  of  Govern-
 ment.  These  measures  are  complementary
 to  those  taken  in  the  areas  of  trade  policy,
 exchange  rate  management,  fiscal  policy,
 and  financial  sector  reforms.

 The  first  stage  of  the  reform  was  an-
 nounced  in  July  and  includes  the  following
 key  measures’

 (i)  industrial  licensing  has  been
 abolished  for  -  projects  ex-
 cept  for  a  list  of  18  industries
 related  to  security,  strategic,
 or  environmentalconcems and
 certain  tems  of-  luxury  con-
 sumption  that  have  a  high
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 proportion  of  imported  inputs.
 The  exemption  form  licensing
 also  applies  to  the  expansion
 of  existing  units.  Notifications
 spelling  out  the  new  proce-
 dures  were  issued  on  August
 2.

 The  Monopolies  and  Restric-
 tive  Trade  Practices  (MRTP)
 Act  will  now  be  applied  in  a
 manner  which  eliminates  the
 need  to  seek  prior  governmen-
 tal  approval  for  expansion  of
 present  undertakings  and  es-
 tablishment  of  new  undertak-
 ings  by  large  companies.  the
 change  also  apply  to  merger,
 amalgamation,  and  takeover.
 these  changes  will  be  intro-
 duced  with  immediate  effect
 through  appropriate  adminis-
 trative  notifications  under  the
 Act.

 The  system  of  phased  manu-
 facturing  programs,  which
 required  the  progressive  re-
 duction  inthe  import  content  of
 certain  projects  over  time,  has
 been  discontinued  for  all  new
 projects.

 industrial  location  policies  have
 been  streamlined  so  that  only
 the  23  cities  with  a  population
 of  over  1  million  (within  a  ra-
 dius  of  25  kilometers)  will  be
 subject  to  industrial  location
 tules.  furthermore,  these  rules
 will  not  apply  for  specified  non-
 polluting  industries  or  in  al-
 ready  designated  industrial
 zones.

 The  set  ०  activities  hence  forth
 reserved  for  the  public  sector
 is  now  much  narrower  than
 before,  and  there  will  be  no  bar
 to  the  remaining  reserved
 areas  being  opened  up  to  the

 private  sector  selectively.
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 Beyond  this,  it  is  the  Government's  in-
 tention  to  review  the  prior  approval  require-
 ments  that  still  exist  for  capital  goods  im-
 ports,  with  the  aim  of  rapidly  reducing  their
 scope.  As  a  first  step,  all  capital  goods  im-
 ports  where  foreign  exchange  availability  for
 the  imported  equipment  is  assured  through
 foreign  equity  have  now  been  given  auto-
 matic  clearance.  Effective  April  1,  1992,
 imported  capital  goods  that  represent  less
 than  25  percent  of  a  project’s  total  plant  and
 equipment  costs  will  also  be  given  automatic
 approval,  up  to  a  value  of  Rs.  20  million
 (about  $800.000).  The  government  expects
 further  liberalization  during  the  course  of
 1992/93.

 25.  In  conjunction  with  industrial  de-
 regulation,  the  Government  intends  to  pro-
 vide  greatly  increased  opportunities  for  for-
 eign  investment.  Such  investment  would
 bring  the  attendant  advantages  of  technol-
 ogy  transfer,  marketing  expertise,  and  the
 introduction of  modern  managerial  technique
 as  well  as  promoting  a  much-needed  shift  in
 the  composition  of  external  private  capital
 inflows  towards  equity  and  away  from  debt-
 creating  flows.  In  addition,  restrictions  on
 technology  agreements  willbe  relaxed.  With
 these  broad  objectives  in  mind,  the  following
 steps  have  already  been  announced.

 (i)  Automatic  approval  will  be
 given  for  direct  foreign  invest-
 ment  up  to  51  percent  foreign
 equity  ownership  in  a  wide
 range  of  approved  industries.
 Previously,  all  foreign  invest-
 ment  was  subject  to  approval,
 and  foreign  equity  participa-
 tion  was  generally  limited  to  40
 percent.

 (ji)  |  Other  foreign  equity  proposals
 will  continue to  need  prior  clear-
 ance,  but  procedures  will  be
 streamlined  and  made  more
 transparent.  Aspecial  empow-
 ered  Board  will  be  established
 to  negotiate  with  large  interna-
 tional  firms  that  would  provide
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 access  to  high  technology  and
 world  markets.

 (ii)  |  Automatic  permission  will  be
 given  for  foreign  technology
 agreements  in  the  list of  indus-
 tries  referred  to  in  item  (i)  for
 royalty  payments  of  up  to  5
 precent  of  domestic  sales  or  8
 percent  of  export  sales  or  for
 lump-sum  payments  of  up  to
 Rs.  10  million  (about
 $400,000).  Automatic  approval
 for  all  other  royalty  payments
 will  also  be  given  if  the  projects
 can  generate  internally  the
 foreign  exchange  required.  All
 other  payments  will  continue
 to  require  approval  under  ex-
 isting  procedures.

 The  necessary  changes  in  the  applica-
 tion  of  the  Foreign  Exchange  Regulation  Act
 (FERA)  will  be  introduced  by  end-October
 through  administrative  notifications.  है  is  our
 intention  to  explore  further  options  for  at-
 tracting  foreign  direct  investment  and  tech-
 nology.

 26.  As  part  of  our  strategy  to  promote
 the  international  integration  of  our  economy,
 it  is  necessary  to  phase  out  the  excessive
 and  often  indiscriminate  protection  provided
 to  industry  which  has  weekend  the  incentive
 to  develop  a  vibrant  export  sector.  An  impor-
 tant  elament  of  this  strategy  will  be  a  transi-
 tion  from  a  regime  of  quantitative  restriction
 to  a  price-based  system.  Our  medium-term
 objective  is  to  progressively  eliminate  ॥-
 censes  and  quantitative  restrictions,  espe-
 cially  for  capital  goods  and  raw  materials,  so
 that  these  items  could  be  increasingly  placed
 on  open  general  license  The  shift  is  pro-
 posed  to  be  achieved  over  a  period  fo  three
 to  five  years.  A  high-level  committee  will
 work  aut  the  modality  of  achieving  this  tran-
 sition,  keeping  in  mind  the  balance  of  pay-
 ments  opposition,  in  order  to  provide  Indian

 industry  with  an  appropriate  environment  to
 develop  international  competitiveness.
 Based  on  the  Committee's  recommenda-
 tions,  we  will  formulate  policy  proposals  by
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 the  time  of  the  1992/93  budge.  (See  also
 paragraph  34).

 27.  The  first  step  in  rationalizing  the
 trade  regime  was  implemented  in  July.  Cash
 export  subsidies  were  eliminated  at  the  time
 of  the  exchange  fate  adjustment,  and  an
 expanded  system  of  import  entitlements,
 linked  to  export  earings,  has  replaced  a
 large  part  of  the  administered  licensing  of
 imports.  The  new  entitlements,  called  EXIM
 scrip,  are  generally  provided  at  a  rate  of  30
 precent  of  gross  export  earnings  (with  spe-
 cial  arrangements  for  gems,  jewelry,  and  a

 few  other  industries), and  are  freely  tradeable;
 the  premium  on  the  scrip,  set  in  the  market,
 represent  a  further  incentive  for  exporters
 and  ०  means  of  allocating  imports  according
 to  market  forces.  the  arrangement  is  in-
 tended  as  a  transitional  one  that  will  serve  as
 a  vehicle  for  further  trade  liberalization
 through  expansion  of  import  erititlements  in
 the  next  several  years,  and  it  is  our  intention
 to  administer the  system  in  a  manner  that
 prepares  Indian  industry  for  a  more  uniform
 set  of  incentives.

 28.  In  addition  to  the  trade  reform
 measures  already  taken,  the  Government
 plans  additional  action  along  the  following
 lies:-

 (i)  Greater  transparency  will  be
 introduced  into  the  trade  re-
 gime  through  the  adoption,
 from  September,  1,1991,  of  a
 harmonized system  of  customs
 classification.

 (ii)  A  high  priority  will  be  earliest
 possible  elimination  of  the
 temporary  exchange  restric-
 tions  imposed  earlier  in  the

 year  in  response to  the  foreign
 exchange  crisis—including  the
 imitations on  the  availability  of
 foreign  exchange  for  capital

 and  the  high  cash  margin  re-
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 quirements  (ranging  up  to  200
 percent)  on  letters  of  credit.

 The  first  priority will  be  to  elimi-
 nate  the  restrictions  that  affect
 exporters.  Recently,  the  RBI
 has  reduced  the  cash  margins
 on  imports  by  certain  export-
 ers  and  has  also  relaxed  prior
 approval  requirements  for
 exporters. A  timetable  for  elimi-
 nating  any  remaining  restric-
 tions  will  be  discussed  at  the
 time  of  the  first  review.

 Over  the  years,  number  of
 import  and  export  items  had  to
 be  exclusively  channelled
 (“canalized”)  through  specified
 public  sector  agencies.  ॥  has
 now  been  decided  to  reduce
 sharply  the  scope  of  this  public
 sector  monopoly,  including
 most  export  items  and  a  sig-
 nificant  number  of  import  tems.
 The  Govemment  recognized
 that  there  is  a  strong  case  for
 freeing  trade  in  more  items,
 especially  imports  of  raw  ma-
 terials.  Therefore,  additional
 items  will  be  progressively
 decanalized;  for  this  purpose,
 a  further  reivew  of  the  remain-
 ing  items  will  be  made  in  March
 1992  and  a  suitable  decision
 taken  with  effect  from  April  1,
 1992.

 Actual  user  requirements,
 which  require  that  imports  be
 undertaken  by  the  final  users,
 have  already  been  relaxed  as
 a  result  of  the  EXIM  scrip
 scheme.  proposals  for  the
 removal  of  the  remaining  re-

 quirements  will  be  formulated.

 The  1991-92  Budget  began
 the  process  of  tariff  reform,
 with  a  reduction  in  peak  tariff
 rates  to  a  maximum  of  150

 percent  (from  as  much  as  300

 percent  or  more)  and  a  moder-
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 ate  across-the-board  reduction
 in  tariffs  on  capital  goods  im-
 ports.  A  more  broad-based

 effort  to  streamline and  reduce
 tariff  rates  will  be  proposed in
 the  1992-93  budget.

 29.  The  public  enterprise  sector  has  not
 generated  internal  surpluses  on  a  large
 enough  scale  and,  because  of  its  inade-
 quate  exposure  to  competition, has  contrib-
 uted  to  a  high-cost  structure.  To  address
 these  problems,  the  Government  has  de-
 cided  to  adopt  a  new  approach,  key  ele-

 ments  of  which  will  be:  (1)  the  existing port-
 folio  of  public  investments will  be  reviewed
 with  a  greater  sense  of  realism  to  avoid
 areas  where  social  considerations are  not
 paramount  or  where  the  private  sector  would
 be  more  efficient;  (2)  enterprises  in  araas
 where  continued  public  sector  involvement
 is  judged  appropriate  will  be  provided  a

 much  greater  degree  of  managerial  auton-
 omy;  (3)  budgetary  transfers  to  public  enter-
 prises  will  be  progressively  reduced;  (4)  to
 provide  further  market  discipline  for  public
 enterprise,  competition  from  the  private  sector
 will  be  encouraged and  part  of  the  equity  in
 selected  enterprises  will  be  disinvested; and
 (5)  chronically  sick  public  enterprise  will  not
 be  allowed  continue  incurring  heavy  losses

 30.  Several  important  measures  initiat-
 ing  the  new  strategy  have  already  ben  taken.
 (1)  The  number  of  industries  reserved  for  the
 public  sector  has  been  reduced  from  17  to
 18.  Even  in  these  areas,  private  sector  par-
 ticipation  will  be  allowed  selectively.  Thus,
 joint  ventures  with  foreign  companies  in  oil
 exploration  and  production  are  now  pos-
 sible.  (2)  public  enterprises  that  are  chroni-
 cally  sick  and  unlikely  to  be  tumed  around
 will  be  relerred  to  the  board  for  industrial  and
 financial  Reconstruction (BIFR)  for  rationali-
 zation.  We  expect  to  have  the  new  proce-
 dures  in  place  by  end-December 1991.  A
 safety  net  will  be  created  to  protect  in  inter-
 ests  of  workers.  (3)  The  existing  system  of
 monitoring  enterprises through  Memoranda
 ot  Understanding (MOU)  will  be  strength-
 ened,  with  primary  emphasis  on  profitability
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 and  the  rate  of  return  on  capital.  (4)  Up  to  20
 percent  of  government  equity  in  selected
 public  sector  enterprises  will  be  disinvested
 through  mutual  funds.  The  objective  is  that
 the  mutual  funds  would  seek  a  listing  for  the
 shares  on  the  stock  market  and  would  have
 the  freedom  to  dispose  of  them  after  a  speci-
 fied  time  period.  Additional  sales  are  ex-
 pected in  1992-93,  by  which  time  proposals
 for  encouraging broader  disinvestment  op-
 tions  could  also  be  developed.

 31.  Appropriate exit  policies  are  needed
 to  capture  the  efficiency  gains  from  policy
 reform  and,  at  the  same  time,  it  is  imperative
 that  workers  should  be  protected  from  the
 adverse  impact  of  the  adjustment  process  to
 the  maximum  extent  feasible.  Keeping  in
 view  the  need  for  a  rapid  improvement in  the
 efficiency  of  the  economic  system  and  of

 preserving  social  cohesion,  30  vital  for  en-
 suring  political  and  social  acceptability of  the
 adjustment process  effort  is  under  way  to
 formulate  a  policy  that  would  facilitate  the
 process  of  industrial  re-structuring, includ-
 ing  a  suitable  framework  for  reducing  barri-
 ers  to  exit.  This  process  will  take  some  time
 since  it  will  be  essential  to  build  the  political
 consensus  necessary  for  ensuring  durability
 of  policy  reform.  We  expect  that  specific
 policies  in  this  area  will  be  formulated  by  the
 time  of  the  submission  of  the  1992-93  budget
 to  Parliament. An  important  component  of
 these  policies  is  the  establishment of  a  Na-
 tional  Renewal  Fund  (NRF)  introduced  in  the
 1991-92  budget.  The  NAF  will  provide  a

 social  safety  net  to  protect  workers  from  the
 adverse  consequences of  adjustment  and
 technical  transformation,  most  importantly
 through  the  provision  of  retraining  so  that
 they  are  in  a  position  to  remain  productive
 participants in  economic  activity.  We  visual-

 ize  the  NRF  also  being  supported  by  contri-
 butions  from  the  States  and  the  private  secter.
 his  also  intended  to  strengthen  the  Board  for
 industrial  and  Financial  Reconstruction
 (BIFR),  which  was  established  in  1987  to

 recommend  action—rehabilitation,  merger,
 or  exit—for  private  sector  firms  with  negative
 net  worth  and  meeting  certain  eligibility  re-
 quirements;  in  addition,  ts  acope  will  be

 windened  to  include  public  sector  units.
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 32.  Far  as  the  financial  system  has
 come  interms  of  market  widening  and  deep-
 ening,  there  remain  a  number of  structural
 rigidities—notably  related  to  interest  rates
 and  the  allocation  of  cred#—that have  con-
 tributed  to  inefficient  financial  intermedia-
 tion.  important  measures  have  been  taken
 recently to  addres these  problems,  particu-
 larly on  the  side  of  liberalizing  interest  rates.
 Thus,  bank  lending  rates  on  larger  loans
 have  been  set  free,  the  short-term  money
 market  has  been  allowed  to  function  without
 hindrance,  interest  ceilings  on  loans  by  term-
 leading  institutions  have  been  abolished,
 and  all  restrictions  on  private  debentures
 interest  rates  have  been  eliminated.  These

 steps,  implying  an  elimination  of  controls  at
 the  short  and  long  end  of  the  maturity  spec-
 trum,  have  made  for  a  considerably  more
 flexible  structure  of  interest  rates.  While  the
 process of  interest  rate  liberalization will  be
 continued  over  the  next  18  months,  the
 Government  will  focus  attention  on  three

 other  key  priorities;  promoting  a  more  mar-
 -  allocation  of  credit,  implement-
 ing  policies  to  further  the  development  of

 capital  markets,  and  enhancing  the  sound-
 ness  of  the  banking  system.  The  recently
 constituted  Committee  on  the  Financial
 System  (Narasimhan  Committee)  will  for-

 mulate  detailed  recommendations in  these
 areas.  in  addition,  the  Committee  has  been
 requested  to  make  recommendations relat-
 ing  to  banks  and  term-leading financial  insti-
 tution  specifically  on  (a)  thelr  organizational
 structure,  (b)  composition and  adequacy  of
 the  capital  structure,  and  (c)  supervisory

 the  Committee  has  been

 asked  to  submit  its  proposals  by  November
 15,  and  it  is  the  intention  of  the  Government

 to  spell  out  a  timetable  for  implementation by
 the  time  of  the  first  review.  Beyond  this,  as
 the  process  of  fiscal  consolidation  takes
 hold,  bank  profitability can  be  expected to
 improve,  thus  setting  the  stage  for  the  exten-
 sion  of  interest  rate  liberalization  to  bank

 deposits as  well  as  for  a  phased  reduction,

 beginning  in  1992-93,  in  the  statutory  liquid-
 ity  requirement,  under  which  banks  must

 correction  to  reply  -
 to  SO  No.  694  dt.  5.9.91

 presently  hold  selected  government  and  other
 public  sector  securities  against 38  1/2  recent
 of  their  deposits.

 '  3  To  continue  the  process  o1  develop-
 ing  more  competitive  capital  markets,  the
 Govemment  has  decided  to  promote  the
 development  of  private  sector  and  joint-
 venture  mutual  funds;  and  comprehensive
 set  of  policies  and  guidelines  that  will  apply
 equally  to  both  public an  private  sector  mutual
 funds is  being  development.  the  government
 also  intends  to  introduce  legislation  in  the
 forthcoming  winter  session  of  Parliament
 that  would  allowthe  Securities and  Exchange
 Board  of  India to  function  as  an  autonomous
 body  with  full  statutory  powers  to  regulate
 equity  markets.  Two  expert  committees  have
 also  been  established  to  examine  the  ques-
 tion  of  trading  reforms  and  institutional  im-
 provement  of  ihe  stock  exchanges.

 34.  In  order  to  make  the  tax  system
 elastic,  broaden  the  base  of  taxation,  reduce
 its  dependence  on  customs  revenue,  and
 simplify  the  existing  procedures,  the  Gov-
 emment  intends  to  implement  a  major  tax
 reform  over  the  next  few  years.  The  major
 emphasis  will  be  on  increasing  the  share  of
 revenue  from  direct  taxes,  so  that  resources

 are  raised  from  those  most  able  to  pay;
 rationalizing  domestic  indirect  taxes  includ-

 ing  further  expansion in  the  existing  MODVAT
 system;  and  reducing  the  level  and  disper-
 sion  of  import  tariffs.  The  time  available  for
 the  new  Government  before  presenting  the
 1991-92  budget  was  simply  not  enough  to
 formulate  basic  structural  changes,  but
 several  measures  were  adopted  consistent
 with  out  medium-term  strategy.  Thus,  peak
 import  tariffs  wete  reduced  and  major  efforts
 were  made  to  strengthen  tax  compliance,
 including  a  much  increased  role  for  deduc-
 tion of  tax  at  source.  Beyond this,  the  Gov-
 emment  will  appoint  a  committee  of  experts
 to  prepare  a  study  advising  how  best  our
 agenda  of  tax  reform  will  can  be  pursued.
 The  first  steps  of  the  tax  reform  will  be
 introduced  in  the  1992-93  budget.
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 Table  1.  india:  Performance  Criteria  for  Domestic  and  Financial  Policies  in  1991-92  and
 Indicative  Targets for  1992-93

 Prol.  Performance  Criteria,  1991-92  indicative  Targets-
 Actual  End-Oct.End-Dec.  End-Mar.  1992-93
 End-July  1991  1991  1992  End  March  1993

 (In  billons of  rupees)

 Domestic  seotor
 (ceilings)

 Overall  borrowing  10  275  305  -  3254
 requirement of  the
 Union  Govemmentl

 Net  domestic  assets  818.7  866  853  943.5  1,048
 (NDA)  of  the  RBIS

 Of  which:  Net  credit  973.4  987.6  987.6  955.6  1,018
 to  Union  Government

 (in  miléons  of  U.S.  dollars)

 External  sector  (floor)
 Net  Official  inter-  =  -1,  131.0  -  =  -1,156  -1,195  -703
 national  reserves  §

 (In  billions  of  rupees)

 Memorandum  item
 indicative  target
 (ceiling)  for  bank  1,535  ”ऋ  1,564  1,551  1,675
 credit  to  general
 Govemment  2

 1,  Cumulative  from  March  31  of  the  previous  financial  year.

 श  Tho  चक् | ०... ०] क.अ अग न.  for  end-March  1992 भी  परक  raled  (lowered)  by:  fie)  eucees  (Sieater<
 ce’  wi

 ‘4  the,  ।  ।  तहे  3
 8  i

 2
 ि  oo  -  etfects  ering  vomicranges tates and  the  price of

 3 (ic ve fi  अयद  in:reserve  -
 ai

 al

 in

 exceptional  exceeds

 fate  shod  of)  $500  mason  for  the  रग
 ust  1—October 31,  1991,  milion

 nll  gears  pal  ..
 ।  ह्  $1.44  Milion  for  the  ।

 1,1991  31,  1992.  However,  the  downward  adjustments  in  the  floors
 be  limited  to  no  more  than  $300  million  by  October  31,  1991,  $2000  million  by

 ।
 प

 ।  ।  on  ty  beech  ह
 त

 ।
 floors  will  also  be

 downw.  ease

 Z.  General  Goverment  comprises  the  Union  Government,  the  States,  and  Union
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 Table 2.  india:  Key  Macroeconomic  Objectives,  1991-92—1992-93

 (in  percent  unless  otherwise  indicated)

 1990-91  1991-92  1992-93

 Est.  Program

 Real  GDP  growth  5  3-3  1/2  4

 inflation  (end-period)  12.1  9  6

 Overall  public  sector  deficit/GDP  125  10.0  85
 Union  Government  deficit/GDP  9.0  65  5.0

 Broad  money  growth  15.3  13.0  11-12
 Reserve  money  growth  13.1  15.51  11-12

 External  current  account(GDP  3.4  2.7  26

 Gross  official  reserves  (in  months

 of  imports)2  13  13  1.7

 Official  foreign  exchange  reserves

 (in  billions of  U.S.  dollars)  a  ”  32

 1.  Exctuding  the  impact  of  the  incremental  cash  reserve  ratio,  reserve  money  growth
 woutd be  13  percent.

 2.  According to  the  IMF  definition,  i.e.,  including  SDR  holdings  and  gold  valued  at  SOR
 35  per  ounce.

 (il)  Correcting reply  to  Sterred  Question
 No.  -  dated  5.9.1901  re:  implementa-

 tion  Assam  Accord

 THE  MINISTER  OF  STATE  IN  THE
 MINISTRY  OF  PARLIAMENTARY AFFAIRS
 AND  MINISTER  OF  STATE  IN  THE  MINIS-
 TRY  OF  HOME  AFFAIRS  (SHRI  MLM.

 JACOB):  During  the  supplementaries asked
 in  the  Lok  Sabha  in  answer  to  Starred  Ques-
 tion  NO.  694  on  5.9.1991,  regarding  the
 implementation  of  Assam  Accord,  Shri

 Sharad  Dighe,  Member  of  this  House  had
 asked  in  a  supplementary about  the  delay  in
 actual  commencement of  work  on  the  ap-
 proved  projects  for  setting  up  an  IIT  and  an
 -  refinery  in  Assam.  With  regard  to  the  HT,
 I  had  in  answer  inadvertently said:-

 "Sis,  the  Hon.  Member  has  mentioned

 two  points  which  are  very  important.
 The  NT  was  approved  by  the  Central
 - But  the  location  has  be
 determined  in  consultation  with  the

 State  Government and  the  State  Gov-
 ernment  has  to  find  out  where  दि  has  to
 be  located.  That  is  the  reason  why  the
 delay  is  caused  in  the  actual  बाइ: कि
 mentation of  the  WT.  Land  has  ह.
 located.  Then  only  we  will  be  ab
 proceed  further.  हि  has  to  be  acquir
 So,  location  has  to  be  determine?
 them,  then  acquisition of  land  and  -
 on  and  so  forth.”

 The  above  reply  given  by  me  may  kin
 '

 be  substituted by  the  following:-

 “There  has  been  delay  in  actual  imple
 mentation of  the  works  connected  with
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 ITT  because  the  land  at  the  site  initially
 selected for  it  with  the  approval of  the
 State  Government  could  not  be  made
 available  and  the  State  Government
 could  not  be  made  available  and  the
 State  Government  requested  for
 changing  the  location  of  the  IIT.  An
 alternative  site  has  since  been  se-
 lected  and  finalised.  The  State  Gov-
 emment  has to  transfer the  land  for  the
 ॥1  after  which  further  progress  will  be
 possible.”

 In  the  above  context,  |  would  like  to
 mantion  that  before  the  matter  regarding
 inadvertent  error  in  the  reply  could  be  sorted
 out,  the  Lok  Sabha  had  been  adjourned
 sine-die  and  hence  this  correcting  State-
 ment  is  being  laid  on  the  Table  of  the  House
 in  the  Winter  Session  of  1991.

 CUSTOMS  (AMENDMENT)  BILL’

 13.11  hrs.

 [Engksh}

 THE  MINISTER  OF  STATE  IN  THE
 MINISTRY  OF  FINANCE  (SHRI  RAMESH-
 WAR  THAKUR):  On  behaif  of  Shri  Manmo-

 han  Singh,  |  beg  to  move  for  leave  to  intro-
 duce  a  Bill  further  to  amend  the  Customs
 Act,  1962.

 MR.  DEPUTY  SPEAKER:  The  question
 ७

 “That  leave  be  granted  to  introduce a
 Bill  further  to  amend  the  Customs  Act,
 1962."

 The  mtion was  adopted

 SHIR  RAMESHWAR  -  |  intro-
 duce  the  Bill.

 AGRAHAYANA  25,  1913  (SAKA  )  Monopolies  and  470.0
 Restrictive  Trade  practices  (Amed.)

 Ord.  1991
 13.12  hrs.

 MONOPOLIES  AND  RESTRICTIVE
 TRADE  PRACTICES  (AMENDMENT)

 BILL*

 [English

 THE  MINISTER  OF  LAW,  JUSTICE
 AND  COMPANY  AFFAIRS  (SHRIK.  VUAYA
 BHASKARA  REDDY):  |  beg  to  move  for
 leave  to  introduce  a  Bill  further  to  amend  to
 Monopolies  and  Restrictive  Trade  Practices
 Act,  1969  and  the  Companies  Act,  1956.

 MR.  DEPUTY  SPEAKER:  The  question
 is:

 “That  leave  be  granted  to  introduce  a
 Bill  further  to  amend  the  Monopolies
 and  Restrictive  Trade  Practices  Act,
 1969  and  the  Companies  Act,  1956.”

 The  motion  was  adopted.

 SHRI  K.  VUAYA  BHASKARA  REDDY:
 |  introduce  the  Bill.

 13.13  पा  क.

 MONOPOLIES  AND  RESTRICTIVE
 TRADE  PRACTICES  (AMENDMENT)

 ORDINANCE,  1991

 Explanatory  Statement  Giving  Rea-
 sons  for  immediate  Legisiation  by

 Ordnance

 [English}

 THE  MINISTER  OF  STATE  IN  THE
 MINISTRY  OF  PARLIAMENTARY  AFFAIRS
 AND  MINISTER  OF  STATE  IN  THE  MINIS-
 TRY  OF  LAW,  JUSTICE  AND  COMPANY
 AFFAIRS  (SHRI  RANGARAJAN
 KUMARAMANGALAM):  |  beg  to  lay  on  the
 Table  an  explanatory  statement  (Hindi  and

 English  versions)  giving  reasons  for  immedi-

 *  Published  in  the  Ghezettee of  India,  Extraordinary,  part  Il,  section2,  Dated  16.12.1991.

 -  Introduced  with  the  Recommendation  of  the  President


