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Focus

Competition Policy and the WTO —
Implications for Developing Countries

S. Chakravarthy

In the era of globalization and economic liberalization,
evolving a legal framework in India for an efficient and
purposeful competition policy in relation to market for-
ces has assured topical importance. The present paper
discusses the role of competition policy in economic
development in relation to the legal provisions in India.
The implications of the policy measures to developing
countries in general are also stated. Stressing the
linkage of competition policy with existing trade prac-
tices, the paper indicates how anti-competitive prac-
tices in certain sectors of the economy are to be
curbed.

S. Chakravarthy had until recently served as Member of Monopolies
and Restrictive Trade Practice Commission, New Delhi. He is consult-
ant to the Department of Company Affairs, Government of India.
Paper presented at NPC's Round Table meet on Economic Reforms
& Competitiveness, New Delhi, October 26, 1999.

A dominant economic theme in the last quarter of
this century has been the process of globalisation and a
progressive international economic integration of the
world economy. The movement is towards widening in-
ternational flows of trade, finance and information in a
single integrated global market. Globalisation has the
fundamental attribute of increasing the degree of open-
ness in most countries. The underlying rationale for
globalisation is that free flows of trade, finance and in-
formation will produce best outcomes for growth and
human welfare. However, it is inevitable that globalisa-
tion may initially, in an unequal world, throw up gainers
and losers. It follows therefore that, if proper checks and
balances are not laid down and complementary policies
are not in place, the growth, welfare and income gaps
across countries may widen.

In a globalising and liberalising world economy, the
number of actual or potential entrants into foreign market
increases, giving rise to greater potential for competition
in markets regardless of their geographical scope. Many
countries have taken to measures designed to open com-
petition in strategic sectors such as tele-communications,
airlines, electricity generation and distribution, etc.

Globalisation has the fundamental at-
tribute of increasing the degree of
openness in most countries.

The present paper in the context of the role of com-
petition policy in economic development, deals with the
Indian competition law and its implications for developing
countries.

Competition Policy

All countries do not have a competition policy. If
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they have, the objectives thereof differ from country to
country depending upon the domestic circumstances
and the historical past. Few countries have subjected
competition policy to a clearly articulated coherent set
of objectives. Basically governmental policy comprises
measures that directly affect the behaviour of
enterprises and the structure of industry. A coherent and
pragmatic competition policy should be capable of en-
hancing competition in local and national markets. It is
an instrument to achieve efficient allocation of resour-
ces, technical progress and consumer welfare and to
regulate concentration of economic power detriment to
competition with flexibility to adjust to the changing in-
ternational economic milieu. On a broad note, a well-

A well-designed competition policy
should govern globalisation, liberalisa-
tion and de-regulation.

designed competition policy should govern globalisa-
tion, liberalisation and de-regulation. Of particular im-
portance is the trade policy which impacts competition
in the market significantly —whether positively or adver-
sely—and thus has to be subservient to competition
policy.

There are three points of view about competition
policy. One view is that it fosters economic efficiency,
economic growth and international competitiveness.
Another view is that the policy promotes broad public
interest and satisfies socio-political objectives like
regional development and promotion of employment.
The third view is that competition policy promotes wel-
fare meaning thereby total economic welfare, which
would take into account the actual and potential cost-
benefits to consumers as well as to producers (Rao,
1998). While all these points of view can be harmonised,
an underlying common thread in these views is that
competition policy should have development dimension
as its core objective.

Competition policy can be analysed from the
perspective of five elements:

a) The need to curb, if not, eliminate anti-competi-
tive practices;

b) Application of competition policy to
Governmental policies and in particular, trade
policies;

c) The need for creating an appropriate institution

for adjudication of competition disputes and en-
forcement of competition law, the competition

law authority should have punitive provisions for
punishing offenders;

d) The need to subserve consumer welfare and
public interest;

e) The need for competition advocacy and com-
petition culture.

In the context of trade liberalisation and globalisa-
tion and increase in Foreign Direct Investment, anti-
competitive practices are becoming not only more
strident but also increasingly international in scope. A
vigorous competition policy is therefore necessary to
respond appropriately to these concerns and to estab-
lish a climate that is conducive to investment and
economic growth. A well designed competition policy is
imperative to maintain and encourage the process of
market competition to promote economic efficiency in
the interests of consumers.

A vigorous competition policy is there-
fore necessary to respond appropriately
to these concerns and to establish a
climate that is conducive to investment
and economic growth.

The second aspect of the policy needs to be seen in
the light of increased awareness and evidence of
regulatory failure and the reversal of the tendency of
regulation in many countries (OECD, 1992). Further-
more, there is increase in .eliance on market
mechanisms to promote economic progress as ex-
emplified by the widespread trend towards privatisation,
de-regulation, adoption and enforcement of competition
law, reduction in the scope of industrial policy, etc.
(Jenny, 1997). Governments in many countries use

- various means to monitor the shaping of industry struc-

tures and to protect their national firms from the rigours
of domestic and international competition. With
economic de- regulation, countries have taken to
measures designed to eliminate public monopolies and
to open competition in strategic sectors such as tele-
communications, electricity generation and distribution,
airlines, railway transport, etc. The competition policy
therefore needs to envelop In its ambit all public
enterprises, statutory corporations, financial institutions,
banks, cooperatives, etc. so as to ensure that their be-
haviour and conduct do not pejorate consumer inter-
ests. Indeed, the competition policy should have the
positive objective of promoting consumer welfare.

It is well known that many Governmental trade
policies are executive in nature. Some of these policies
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may protect the domestic industries and local
producers, thereby injuring competition in the market.
The trade and industrial policies in some countries are
designed on the premise, that the State should lead the
market and identify the industries that are strategically
important. They want domestic competition but have
strict control over the entry of outsiders. The World
Economic Forum has listed areas which need to be
tackled if competitiveness of enterprises are to improve
(World Economic Forum, 1997). For instance, the
Forum observes that price controls and dual pricing
lead to severe distortions. In India, restrictions on sugar-
cane prices and procurement, production capacities,
dual pricing of outputs, restraint of exports and imports
and many others have enabled the inefficient producers
of sugar to continue and prevent the rise of a competi-
tive industry (Rao, 1998). Likewise, reservation of
products for small scale and micro enterprises has led
to poor quality of output. Since many of them are sup-
pliers of ancillaries to organised producers, it leads to
the overall poor quality of products to consumers. Ef-
ficiency of such suppliers is poor because of the lack of
skills, low capital availability, poor quality of machinery,
heavy labour orientation, poor cost control, low output
and poor quality of outputs. A policy designed to pro-
vide subsidised interest rates to small scale units on
agricultural exports may lead to higher interest costs for
the remaining sectors of the economy rendering the
latter's exports less competitive or non-competitive.

But yet such Governmental policies or trade
policies may have a justification of their own for the
countries concerned in order to subserve their goals,
aspirations and needs. In the name of public interest,
Governmental policies may be laid down to protect
one specific interest group with no explanation of
how or why the interest of such a group transcends
all others. There is almost an unanimous view in India
among the representatives of different Chambers of
Commerce and Industry, Professional Institutes. Bar
Associations and Consumer Associations and Groups
that competition in the market is a desirable objective,
but that competition policy of a country should have
flexibility to cater to its needs, aspirations and goals.
The caveat of flexibility has been suggested on the
apprehension that if competition policy were to be
given an unbridled run, it is possible that some of the
multi-national companies and firms may oust or exit

Competition in the market is a desirable
objective, but competition policy of a
country should have flexibility to cater
to its needs, aspirations and goals.

the domestic industries because of the former's finan-
cial and marketing clout.

While competition policy is a desirable objective
and instrument for subserving consumer interest and
consumer welfare, there is a need to bring about the
competition environment gradually than in one stroke.
In other words, till the domestic producers and suppliers
get educated and exposed to competition and thereby
address themselves towards enhanced efficiency,
economies of scale and subserving of consumer inter-
est (in the broadest sense of the term), the competition
policy/law should be gradually strengthened and imple-
mented. A transition period of say 7-10 years may be
provided to the domestic producers and suppliers to
enable them to get ready to face competition particular-
ly at the global level, during which period, the im-
plementation of the competition law and competition
policy needs to be gradually strengthened, in a step by
step manner in its application to the market. Competi-
tion should inform all trade and market policies. In order
to prevent abuse of the expression “public interest” by
the Government, competition law should have
provisions to test the Governmental policies on the
touch stone of competition.

The third element is the creation of an institution for
implementation and enforcement of competition policy/
law. An important dimension of any competition policy
or law is a set of provisions for its administration and
enforcement. A poor law or a poorly enforced law is
worse than no law at all.

A poor law or a poorly enforced law is
worse than no law at all.

The element pertaining to consumer ‘welfare and
public interest—has important overtones for competi-
tion policy/law. Both are not synonymous and need to
be distinguished. Consumers are affected by pricing
policies, financing practices, quality of goods and ser-
vices and various trade practices. Public interest, on the
other hand, is something in which the public or the com-
munity at large has some pecuniary interest or some
interest by which their legal rights or liabilities are af-
fected. It does not mean anything so narrow as the in-
terests of a particular locality or of a small section of
citizens.

The final element is the need for competition ad-
vocacy and competition culture. Education/advocacy is
an important dimension of competition policy. It will en-
sure public awareness of competition principles and will

Productivity ® Vol. 40, No. 2, July-September, 1999

7




keep competition and regulatory laws and policies upto
date with the latest understanding of competition in the
market place. Only a National Competition Agency or
Council could serve as a focal point for advocacy efforts
to promote market oriented economic reforms, com-
petition policies and a national competition culture. The
Competition Law Authority can itself be such an Agency.
The Competition Law Authority, in addition to its im-
plementation and enforcement role, can be made to
serve as an advocate for competition policy and for
regulatory reforms and also for promoting a national
competition culture.

The Competition Law Authority, in addi-
tion to its implementation and enforce-
ment role, can be made to serve as an
advocate for competition policy and for
regulatory reforms and also for promot-
ing a national competition culture.

Linkage Between Competition Policy and Trade
Policy

This aspect has been studied only recently and
that too not in a structured manner. A detailed study of
the linkage vital in the context of liberalization of the
economy is yet to be made, though the process is now
on. Wu and Chu in their paper prepared for the second
conference on the Pacific and Basin Business have un-
derscored the importance of the linkage (Wu and Chu,
1994). It has been argued that international trade and
competition policy measures complement and buttress
each other in promoting trade, market access, global
economic efficiency and consumer welfare and that the
promoting of objectives of a liberal trade policy sup-
ports the objectives of competition policy and vice
versa (Khemani, 1997).

Trade and competition policy measures
promoting trade, market access, global
economic efficiency and consumer
welfare.

One can, after scanning the literature available, per-
celve the formulations of an intellectual rationale for
globalisation. The phenomenon of globalisation is per-
ceived as a means to ensure not only efficiency and
equity but also growth and development in the world
economy (Nayyar, 1997). The neo-liberal model sug-

gests certain analytical foundations for the intellectual
rationale. It argues that Government is incapable of in-
tervening efficiently. Government needs to be rolled
back, wherever possible so that the target is a mini-
malist State. The market is the preferred alternative as it
is seen to generally perform better. The model further
suggests that market prices conforming to international
prices (as far as possible) should govern policies on
resource allocation and resource utilisation. Finally, it
suggests that national boundaries, national ideologies
and domestic economic concerns should not act as
constraints. The ideologues believe that such globalisa-
tion promises economic prosperity for countries that
join the system and economic deprivation for countries
that do not (Sachs and Warner, 1995).

This rationale has drawn support and reinforce-
ment from changes in technology and a better under-
standing of organisational structure and behaviour
which have changed competitive conditions in the
market questioning the hitherto believed poligies of
direct regulation.

The general trend towards decrease in Govern-
ment interference in market mechanism and towards
liberalisation and deregulation in many countries can
be attributed to three reasons. The first reason is
linked to the fact that there is a certain measure of
cavil developed over the years, on the ability of the
Government to promote the long run competitiveness
of the economy through direct intervention. Industrial
policy in many countries is no longer considered to
be a powerful tool to promote economic development
that it once was considered to be. The second one is
that Government regulation often implies protection
from competition and a higher degree of concentra-
tion of market than what would result from free
market forces. It is no secret that interest groups
lobby to secure protection and are ready to pay for
protection from competition. The third reason is that
Government interference in  market mechanism
through a policy of protection from competition leads .
to a reduction in the real income of the citizens com-
pared to the level they would enjoy, if competition
prevailed. Regulated economies are often considered
by the public to be unfair to the consumers. To quote
Jenny (1997):

“The widely held perception that regulated
economies in which competition is restrained
through Government regulation are inefficient, un-
democratic or unfair explains to a large extent why
we have witnessed a pattern of changes in many
countries over the last decade including deregula-
tion of economies, privatisation and increasing
reliance on competition in the market place.”
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Competition— A Dynamic Concept

Clark (1940) in his paper on “Workable Competition”
conceived competition as an amalgam of factors that
stimulates economic rivalry. He referred to competition
as a dynamic concept, as it attempts to judge forms of
industrial organisation and the policies of firms by refer-
ence to the extent to which they promote or hamper this
rivalry. Competition according to him, describes the kind
of market pressure which must be exerted to penalise
laggards and to reward the enterprising, and in this way
to promote economic progress.

Schumpeter (1942) on the other hand has noted
that the ordinary forms of price competition favoured by
economists and anti-trust bodies can at best only
protect consumers against being charged excessive
prices in relation to current levels of cost. He goes on to
say that only the very large organisations which are
protected from the full impact of competition, are
capable of laying their hands on resources which permit
them to bring innovations to fruition as well as to meet
the risks of introducing them. Without the high profits,
which their monopoly or dominance enables them to
earn, the incentives and the means to innovate would be
lacking.

Often trade policies and competition may not be in
tandem. It is imperative for every country that both trade
and competition policies are directed towards its
economic growth and development while subserving
consumer interest. Trade laws and policies are primarily
used for balancing the trade/export policies of other
countries vis-a-vis both the national interest and
demands of the domestic industry. On the other hand
the basic tenet of the competition policies is the inherent
interest and welfare of the consumers and the efficient
allocation of scarce resources. While it is necessary to
ensure that trade liberalisation, deregulation and
globalisation lead to enhancement of competition, it is
equally necessary to establish a mechanism that en-
sures a healthy competition in a globalised economy.

ever, many of the facets can be grouped under two
principal headings namely efficiency and equity. The
former concerns the technical and allocative efficien-
cies, which are basically economic in nature. Such ef-
ficiencies relate to cost minimisation, profit maximi-
zation, optimal muse of resources etc. The latter, namely
equity, on the other hand, is a multi-dimensional social
objective and very simplistically speaking, it can be
linked to free competition in the market in the interest of
consumers. But these two facets, efficiency and equity,
are not necessarily mutually exclusive social goals. A
crude theory can be that the efficiency facet can be
fastened to public interest and equity facet fastened to
consumer interest. This theory suggests that there is
subserving of public interest-in efficient use of resources
or in obtaining economic or technical efficiencies and
subserving of consumer interest in the equitable supply
of goods and services.

Strengthening and promotion of competition need
to be a key goal of economic policies, of not only
developed countries but also developing countries,
least developed countries and countries in transition,
while leaving room for its flexible application to take into
account the specific characteristics and needs of in-
dividual countries. For the developing countries, in par-
ticular, flexibility in applying competition law and policy
may be necessary in order not to impede efficiency,
growth and development goals and coherence needs to
be ensured between competition policy and other
policies aimed at promoting development. Competition
policy should have a strong undercurrent of the
development dimension but should have some flexibility
to take care of the needs of individual countries par-
ticularly developing ones.

Strengthening and promotion of com-
petition need to be a key goal of
economic policies, of not only deve-
loped countries but also developing
countries.

It is imperative for every country that
both trade and competition policies are
directed towards its economic growth
and development while subserving con-
sumer interest.

Efficiency and Equity Facets

There are many facets to the concept of public in-
terest rendering any consensual definition difficult. How-

In view of abovesaid remarks, following approach
ensures whenever there is the inevitability of a conflict
between trade and competition policies.

a) Competition should be a factor to be reckoned
in the trade and market policies of a country.

b) There should be a competition policy and of
course a competition law, which should be so
structured that they subserve by and large the
consumers, consumer interest and consumer
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welfare. There should be a Competition Law
Authority to implement the competition law and
also to facilitate and shape the competition
policy, from time to time.

c) The trade policy of a country should at all times
reckon the contours of the competition policy
and law. There should be enough flexibility in
the competition and trade policies to deal with
the specific needs and requirements of a
country.

d) Public interest dimension can have primary over
consumer interest dimension, in exceptions and
exemptions should be few and far between and
should not be allowed to dilute competition as
far as possible. Care should be taken not to
allow public interest to be abused to circumvent
competition.

e) Competition policy should inhere the develop-
ment dimension in its approach and implemen-
tation.

Competition Policy and Competition Law

Competition policy can be regarded as a genus, of
which competition law is a species. The former covers a
whole array of executive policies and even approaches,
whereas the latter is a piece of legislative enactment
having the character of enforceability in a court of law.
Government made decisions by way of executive
policies and executive guidelines are pronounced in
trade policy areas, in terms of which trade is regulated
or even liberalised without the promulgation of a law or
without the requirements of having to secure the ap-
proval of the legislature before applying the same.

In policies which are not having the cover of law,
there is always the danger of discrimination, abuse of
discretion and non-rule based decisions. While one can
easily appreciate the difficulties involved in covering and
supporting every executive made competition policy by
a legislative enactment, it is desirable that there is a
codification of the principles in the competition law
which should act as an umbrella framework for making
executive policies. Furthermore, such a competition law
should have necessary provisions and teeth, to review
any executive policy on the touchstone of competition
and also have the power to require the executive to
amend its policies, as may be necessary. This will en-
sure the spirit of competition in the executive policies
relating to trade and market.

The above mentioned observations have an impor-
tant dimension, namely non-discriminatory application
of the law. Usually and in most countries, competition

law has surveillance over anti-competitive activities and
conduct indulged in by private parties including com-
panies, firms, producers and suppliers of goods and
services. Government enterprises and departments are
generally excluded from such surveillance, but should
be treated like any private enterprise for the purposes of
the application of competition law. Where a Government
department is manufacturing and supplying goods
and/or rendering services, they should be treated alike
their counter-parts and competitors in the private sector
and be subjected to competition law enforcement
without any favour. The only restriction, that may be
built into this principle is that Government enterprises
and departments engaged in any sovereign function
(like defence, law and order, currency functions) may
not be subjected to the rigours of competition law.

Swaminathan S. Aiyar, has made a pointed refer-
ence to the plethora of law and rules in India that ex-
plicitly protect favoured players, reduce competition
and give discretion in decision making to politicians and
bureaucrats in the name of public interest (Aiyar, 1998).
He has observed that “public interest is frequently and
unabashedly invoked to protect one specific interest
group (unionised labour, small scale industries, hand-
loom weavers) with no explanation of how or why the
interest of this group transcends all others”. He has
provided the illustration of restrictive policies which im-
pede competition like reservation of industries for the
public sector (Coal, Railways, Postal services, In-
surance, Petroleum etc.), canalisation of exports and
imports through the public sector (Petroleum and some
agricultural products), the jute packaging order (com-
pelling fertilizer and cement producers to use jute rather
than plastic sacks resulting in leakage of material),
reservation of items for the small scale sector and reser-
vation of items for the handloom sector in support of his
contention that many Governmental policies are anti-
competitive in character. He has also referred to the
Industrial Disputes Act which makes it impossible to
retrench labour or close units without Government per-
mission, even if the units are unviable and to the Urban
Land Ceiling Act which inhibits competition in using
urban land. In the name of public interest, runs his fur-
ther argument, protecting job leads to sacrifice of ef-
ficiency, raises potential costs and risks and

All Governmental policies will have to
be viewed through the competition lens
to ensure that consumer interest and
welfare and economic efficiencies and
development
pejorated.

dimensions are not
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discourages new investment. All Governmental policies
will have to be viewed through the competition lens to
ensure that consumer interest and welfare and
economic efficiencies and development dimensions are
not pejorated.

In many countries, procurement is reserved for

domestic bidders in tenders. The Kennedy round of

GATT has created a plurilateral procurement system ap-
plicable to those GATT members who voluntarily opt to
join it, but it is not mandatory for other GATT members.

Even though in certain specified areas, protection to
domestic industry may be needed, it can be achieved
through tarrification and appropriate import duties and
through fiscal methods. There is no need to dilute the
competition policy to protect domestic producers and
suppliers. Tendering should not be tailored to protect
domestic producers and suppliers.

Yet another area which is a cause of concern is the
practice of transfer pricing. When trade takes place be-
tween two branches or subsidiaries of a multi-national
corporation, the price of the transaction is so fixed as to
shift the bulk of profits to the firm with the lowest tax
liabilities. A company that under-invoices or over-in-
voices exports and imports is indulging in transfer pric-
ing. Many industries appoint fully owned firms of their
own to act as suppliers to or sales agents of a larger
joint stock company with a large number of share
holders and here, both the inputs and sale prices are
manipulated to siphon off profits from the widely held
company into the fully owned ones. There are some
multi-nationals which impose sales or export restrictions
on their branches in the importing countries to whom
they supply technology.

The conclusion that follows is that competition law
should envelop executive policies of the Government
besides a host of anti-competitive practices on the part
of the market players so as to ensure the beneficial
consequences of competition for the consumers in
general and the public at large.

Exemptions and Exceptions

Every country should have the flexibility and
freedom to provide for certain exemptions and excep-
tions to competition law or even competition policy
having regard to its specific needs and circumstances
particularly relating to its trade and economy. For in-
stance, there is a large body of small scale sector
enterprises operating in developing countries like India
which provide considerable local employment, use of
local resources and raw materials and supplies to local

and sectoral markets. Some of the products of such
enterprises may be found eminently suitable for the
local population, which does not set very high quality
standards because of their impercunious conditions and
even affordability qua very rigorous and high quality
products. In the name of competition, the interests of
such enterprises should not be injured, as all that will
happen by the competition law holding its field, is to
extinguish them and throw many people out of employ-
ment without any corresponding gain to the local
population who will not be able to afford the high quality
products and therefore will have to go without the
products at all. This is not to say that high quality
products need not be given to such consumers, but the
emphasis is that in a given situation, there should be
enough room for flexibility for a country to provide for

-exemptions and exceptions in its larger public interest.

Extra-Territorial Reach and Relevant Market

Some anti-competitive practices may have extra-ter-
ritorial origin or extra-territorial impact. For instance,
some mergers and acquisitions may have significant ef-
fects beyond the borders of the country in which the
merging parties are based or have production facilities.
A recent example is the merger of Boeing-McDonnell
Douglas in which the parties’ production facilities were
located in the USA but their customers were located all
over the world. The merger was cleared after review by
the Federal Trade Commission of USA and the
European Union, after the parties undertook certain
commitments to the European Union (Federal Trade
Commission, 1997). In such matters the concept of a
“relevant market” for competition law purposes comes
into play. “Relevant market” has both a product and
geographic dimension. Regarding the product dimen-
sion, the basic question to be answered is with what
other products and services does a particular product
compete? Answering this question involves considera-
tion of past evidence of consumer substitution patterns,
the relationship between price movements and the
demand for other substitutable products, econometric
evidence etc.

The applicability of domestic competition law to ar-
rangements entered into outside a country’s borders, so
long as such conduct has significant effects in the
country, is important to the control of anti-competitive
practices (See Scherer et al, 1994). However, it needs to
be noted that extra-territorial application of national laws
entails some potential for conflicts between jurisdic-
tions. International co-operation and in particular agree-
ments incorporating principles of "positive comity” can
be useful in minimising the actual extent of such con-
flicts between countries participating in such arrange-
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ments. A caveat which has jurisdiction is that if a
country wants to have extra-territorial reach of its com-
petition law, it should allow other countries to have
extra-territorial reach of their competition laws in its soil.

As far as India is concerned, its Monopolies and
Restrictive Trade Practices Act, has a provision that where
any practice substantially falls within monopolistic,
restrictive or unfair trade practices relating to production,
storage, supply, distribution or control of goods of any
description or the provision of any services and any party
to such practice does not carry on business in India, the
Monopolies and Restrictive Trade Practices Commission
can make an order under the Act with respect to that part
of the practice which is carried on in India.

Indian Competition Law

Anti-Trust legislation is now an integral part of the
economic life all the world over. It is present not only in
the developed countries but also in the developing
countries. The Indian law on the subject known as the
Monopolies and Restrictive Trade Practices Act (MRTP
Act) was originally brought on the statute book in 1969
drawing its inspiration from the mandate enshrined in
the Directive Principles of State Policy in the Indian Con-
stitution. The said principles aim at ‘securing social jus-
tice with economic growth'.

The purpose of the Directive Principles is to fix cer-

tain social and economic goals for immediate attain-

ment by bringing about a non-violent social revolution
(Supreme Court, 1973). Through such a social revolu-
tion, they seek to fulfil the basic needs of the common
man and to change the structure of the Indian society.

The Indian law, Monopolies and Restrictive Trade
Practices Act has drawn heavily upon the laws em-
bodied in the Sherman Act and the Clayton Act of the
United States of America, the Monopolies and Restric-
tive Practices (Inquiry and Control) Act, 1948, the
Resale Prices Act, 1964 and the Restrictive Trade Prac-
tices Act, 1964 of the United Kingdom and also those
enacted in Japan, Canada and Germany. The U.S.
Federal Trade Commission Act, 1914 as amended in
1938 and the Combines Investigation Act, 1910 of
Canada as amended in 1960 have also influenced the
drafting of the Indian Act. Premises on which the Act
rests are unrestrained interaction of competitive forces,
maximum material progress through rational allocation
of economic resources, availability of goods and ser-
vices of quality at reasonable prices and finally a just
and fair deal to the consumers. An interesting feature of
the statute is that it envelops within its ambit fields of
production and distribution of both goods and services.

Thrust Areas

Three areas are covered by the regulatory provisions
of the statute— concentration of economic power, com-
petition law and consumer protection. A criticism is often
voiced that the Act prohibits it. Even in its regulatory
capacity, it controls the growth only if it is detrimental to
the common good. In terms of competition law and con-
sumer protection, the objective of the Act is to. curb
monopolistic, restrictive and unfair trade practices which
disturb competition in the trade and industry and which
adversely affect the consumer interest. A parallel legisla-
tion known as the Consumer Protection Act, 1986 has
also come into being which prevails in the realm of unfair
trade practices. One could argue that the consumers
need no special protection as they can be left to the
market forces. But a perfectly competitive market is just
a utopia and the consumer sovereignty a myth.

In many countries and in particular developing
countries like India, a large number of consumers are
illiterate and ill-informed and possess limited purchasing
power in an environment where there is shortage of
goods. Very often, one witnesses the spectacle of a large
number of non-essential, sub-standard, adulterated, un-
safe and less useful products being pushed through by
unscrupulous traders by means of unfair trade practices
and deceptive methods. Subtle deception, half truths and
misleading omissions inundate the advertisement media
and instead of the consumer being provided with correct,
meaningful and useful information on the products, they
often get exposed to fictitious information which tends to
their making wrong buying decisions. Transparent infor-
mation is missing and needs to be a goal to be chased.

The regulatory provisions in the MRTP Act apply to
almost every area of business — production, distribution,
pricing, investment, purchasing, packaging, advertising,
sales promotion, mergers, amalgamations and take
over of undertakings. They seek to afford protection and
support to consuming public by reducing if not eliminat-
ing from the market monopolistic, restrictive and unfair
trade practices. One of the main goals of the Act is to
encourage fair play and fair deal in the market besides
promoting healthy competition. Under the Act, a com-
mission called the MRTP Commission has been set up
to deal with offences falling under the statute.

Objectives

The principal objectives sought to be achieved
through the MRTP Act are:

i) prevention of concentration of economic power
to the common detriment;

182

Competition Policy and the WTO



ii) control of monopolies;

iiiy prohibition of monopolistic trade practices;
iv) prohibition of restrictive trade practices

v) prohibition of unfair trade practices.

Out of these five, the first two have been de-em-
phasized, after the 1991 amendment to the Act. The
emphasis has not only shifted to the three last men-
tioned objectives but they have been re-emphasised.
Yet to the extent monopolies tend to bring about mo-
nopolistic trade practices, the Act continues to exercise
surveillance which existed prior to the 1991 amendment.
This is because a monopolistic trade practice is under-
stood to be synonymous with anti-competitive practice.
Anything which distorts competition can lead to a
monopoly situation. Anything which is likely to prevent
or distort competition is regulated by the statute. Terse-
ly, the Act is designed against different aspects of
market imperfections. For instance, a merger which can
increase the dominance of the combine or has resulted
in a large share in the market can be looked at in terms
of the provisions of the Act and the objectives governing
them.

Monopoly is a concept of power which manifests
itself in one's power to:

) control production, supply, etc.

ii) control prices

i) prevent, reduce or eliminate competition
iv) limit technical development

v) retard capital investment

vi) impair the quality of goods.

The legislation seeks to curb such power arising out
of a monopoly.

Prior to the 1991 amendment, the Act essentially
was implemented in terms of regulating the growth of
big size companies called the monopoly companies. In
other words, there were pre-entry restrictions in the Act
requiring undertakings and companies with assets of
more than Rs. 100 crores (about 25 million US dollars)
to seek approval of Government for setting up new un-
dertakings, for expansion of existing undertakings, etc.
but consequent on the 1991 amendment these pre-entry
restrictions have been done away with essentially be-
cause of the need for achieving economies of scale, for
ensuring higher productivity and for securing competi-
tive advantage in the international market.

It was the perception and the experience of the

Government that the pre-entry restrictions under the Act
had outlived their utility and impeded the implementa-
tion of industrial projects. By eliminating the require-
ment of time-consuming procedure, it was felt that it
would be possible for the productive sections of the
society to participate in the maximisation of production
and supply of goods and services.

The basic philosophy behind the Act was never to
inhibit industrial growth in any manner but to ensure that
such growth is channelised for the public good and is
not instrumental in perpetuating concentration of
economic power to the common detriment. This
philosophy has been so refined by the 1991 amendment
that the MRTP Act has been restructured with emphasis
on measures to curb and regulate monopolistic, restric-
tive and unfair trade practices which are prejudicial to
public interest.

Dominance

In the Indian law, the criterion for determining
dominance is whether an undertaking has a share of
ones fourth or more in the production, supply distribu-
tion or control of goods or services. When mergers or
amalgamations come up for examination by the MRTP
Commission, one of its important responsibilities is to
evaluate the post merger/amalgamation dominance in
the market with reference to the common good and
public interest. If the merger/amalgamation leads to
unilateral price fixation on the part of such dominant
undertakings without any reference to the market and
tends to extinguish smaller units and undertakings and
douse competition, the Commission has the power to
stop it.

Fostering Competition

Engendering competition is the touchstone on
which both the MRTP Act and Consumer Protection Act
have been drafted. The concept of public interest which
includes consumer interest permeates the regulatory
frame work provided for the prohibition of monopolistic,
restrictive and unfair trade practices in the two statutes.
By bringing the public enterprises under the vice of the
MRTP Act, they have been put on notice that by virtue of
Government backing and Government ownership, they
cannot exploit the consumers and indulge in practices
to their detriment.

The extant Indian Competition Law, the Monopolies
and Restrictive Trade Practices Act, 1969 needs to be
considerably refined and amended to make it a com-
prehensive competition law for the country. Perhaps a
new Competition Law may be designed and drafted.
The new Competition Law should declare the competi-
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tion principles and should be an effective instrument for
engendering and protecting competition in the market in
the interests of the consumers and the general public.
Deterrent punishment should be provided in the statute
for those who trench its provisions.

Mergers and Amalgamations

Mergers, amalgamations and acquisitions may be
benevolent or malevolent. That they reduce competition
and consequently trench competition law can be jus-
tifiably presumed. But in a benevolent merger, there
could be advantages like resultant economies of scale,
reduction in the cost of production and sale and gains
of horizontal integration. There could also be more con-
venient and reliable supply of input materials and reduc-
tion of overheads and inventories. In a malevolent
merger, competition becomes very often a victim. It may
lead to exercise of market power and dominance in the
market by the merged entity to the detriment of con-
sumers. A large unit may take into its fold an efficient
and growing medium or small size undertaking and after
the merger, may become complacent and suffer from
deterioration over the years in its performance which
may be prejudicial to public interest.

Instead of a mind set, that all mergers are prejudi-
cial to consumer interest, what needs to be done by the
Competition Law Authority is to carefully evaluate the
trade-off between reduction in competition and potential
gains in economic efficiency. It is suggested that a
cost-benefit analysis be done by the said Authority to
weigh the advantages and disadvantages of a merger
and scrutinise efficiency arguments before adjudicating
the question as to whether the merger is anti-competi-
tion in character. The Competition Law Authority should
be provided with multi-disciplinary experts to help in
their endeavours.

Intellectual Property Rights and Competition

All forms of Intellectual Property have the potential
to raise competition law problems. Intellectual property
provides exclusive rights to holders to perform produc-
tive or commercial activities but this does not automat-
ically include the right to exert restrictive or monopoly
power in a market or society. What is called for is a
balance between unjustified monopolies and protection
of the property holders’ investments.

There is a growing recognition of the fact that a
modern and well enforced Intellectual Property system
is a strong imperative in the process of liberalising
economic, industrial and trade policies. Industrial
Property system needs to be used as a means for

economic and technological development. In order to
benefit from the new directions consequent upon the
TRIPS Agreement developing countries need to im-
prove their regulatory framework laws and service,
which will help increase inventive activity. The
provisions of TRIPS Agreement can open new
horizons for a country’s industry and can ensure suc-
cess through competition.

In order to benefit from the new direc-
tions consequent upon the TRIPS

Agreement, developing countries need
to improve their regulatory framework
laws and service, which will help in-
crease inventive activity.

Developing countries need to study their IPR
statutes in depth in order to identify the areas which
need to be revised, updated or modified not only to
conform to the TRIPS Agreement but also to subserve
the national interest without detriment. They should
also concentrate on using the flexibility in TRIPS
Agreement to advantage. While making amendments
to the IPR statutes, appropriate measures will have to
be put in place by each country in its competition law
to prevent the abuse of Intellectual Property Rights or
to prevent practices which unreasonably restrain trade
or the international transfer of technology. Abuse of
dominance, collusive action and abuse of exclusive
marketing rights should be under the surveillance of
competition law.

Investment and Competition

Consideration relating to competition and competi-
tion policy have relevance for all countries, particularly
the developing ones, as they seek to liberalise and get
more closely integrated into the world economy.
Developing countries look at assistance and investment
from overseas as a source of capital, technology,
managerial know-how and market access for sustained
economic growth and development. Experience sug-
gests that in many countries, the policies designed
towards a more open Foreign Direct Investment (FDI)
regime are supported by policies towards greater
deregulation of economic activity, greater reliance on
market forces in their domestic economies and in-
creased dependence on international trade and factor
movements like those relating to capital and skilled
human resources (Low et al, 1995). Sometimes, as a
consequence of FDI liberalisation, some developing
countries are compelled to undergo the pain of adjust-
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ment to competition, as the collective impact of FDI
liberalisation, trade liberalisation and domestic
economic reforms may give rise to competition con-
cerns and conflicts. For instance, domestic industries
which are intrinsically unviable face extinction, conse-
quent on the said collective impact.

Trade policy, FDI policy and competition policy have
a high degree of inter-dependence for ensuring efficient
resource allocation and economic development and the
three policy tools require to be appropriately configured
so that they are in harmony and mutually reinforcing.

Foreign Investment Policy should essentially sub-
serve the development dimensions of the beneficiary
countries. For the developing countries in particular, an
open investment regime should be a tool for enhancing
economic growth and welfare. While exposure to com-
petition in the long run, generates efficiency and a more
rational allocation of resources, the concerns of short-
term injury to domestic industry or of excess capacity or
diseconomies of scale should not be under-estimated
but should be studied by countries with a view to for-
mulating their investment policy.

Competition policy and competition law should es-
sentially govern investment policy. It is imperative that
consequent on foreign investment, the enterprises in-
volved in both the host and the home countries do not
indulge in business practices to the detriment of the
interests of the consumers. At the same time, the com-
petition policy should be flexible in application that it
does not impede growth or development goals of the
investment receiving country. Special and differential
needs of the developing countries in particular, will have
to be kept in view along side their developmental objec-
tives and national priorities. In other words, they should
have the freedom to specify exemptions and exceptions
in applying competition policy to investment policy. If
mergers, amalgamations and acquisitions are chosen
as the route for foreign investments, they should be
placed under the surveillance of the competition law.

State Monopolies, Exclusive Rights, Regulatory
Policies and Competition

State monopolies and public enterprises are the
agents of the Government created to accomplish
various socio-economic-political goals. They are
designed to secure and subserve public policy objec-
tives of the Government. Consequent on the process
of liberalisation, privatisation and globalisation, there
has been a trend recently towards de-monopolisation
and privatisation of State monopolies and public
enterprises. There is increasing recognition of the fact
that competition is a key to improving the perfor-

mance of State monopolies and public enterprises. In
many developing countries, State monopolies, public
enterprises and exclusive rights have played an im-
portant role in the core and strategic sectors. They
are designed to providing effective and universal
supply of goods and services to all citizens on
specified terms and at affordable prices. Some of
them are operated in the interests of the vulnerable
and weaker sections of society. Nonetheless State
monopolies and public enterprises need to be placed
under the surveillance of competition law to prevent
or minimise monopolistic, restrictive and unfair trade
practices on their part. Furthermore, efforts should be
made to strike a harmony between competition on
the one hand and the existence of State monopolies,
public enterprises and exclusive rights on the other.
What needs to be underscored is an appropriate
blend of competition principles and Government
policies towards State monopolies, public enterprises
and exclusive rights directed for the welfare and inter-
ests of the impecunious sections of the society, par-
ticularly in the developing countries.

State monopolies and public
enterprises need to be placed under the
surveillance of competition law to
prevent or minimise monopolistic,

restrictive and unfair trade practices on
their part.

Finale

In conclusion, there is no panacea or magic formula
for creating the desired harmony between the interests
of competition (consumer interest) and the interests of
the whole society (public interest). No one theory—
economic theory —may fulfil the requirement for striking
the harmony. Appropriate economic theories need to be
reified to be suitable as a tool for working out the
desired harmony.

This paper may conclude with the following quote
from:

“One would like to avoid the danger of
hollow purism that has made so much
of modern economics unfit for actual
use” (Sen, 1970).

by Mr. Amartya Sen,
Indian Nobel Laureate
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Focus

Financial Sector Reforms — Imperative for

Competitiveness

S. Venkitaramanan

The present paper emphasises the need for broad-
based financial sector reforms in India—an imperative
to ensure competitiveness in the era of industrial
globalization. In particular, the role of banking sector is
dealt with, especially to strengthen the functioning of
rural banking sector. The problems faced in the im-
plementation of the financial reforms are examined.

S. Venkitaramanan is former Governor of Reserve Bank of India.
Paper presented at the NPC-FICCI-SCOPE-NCAER Conference on
National Competitiveness Policy at New Delhi, 5-6th April 1999.

Undoubtedly an efficiently functioning financial
sector, viz. the flow of credit, the profile of interest
rates,—payment and settlement systems, monetary
policy, external balance—is an important component
of a competitive economy. The experience of the last
decade or so around the world has brought to focus
the strengths and weaknesses of financial sector
reforms. No longer is there the cosy feeling that there
is an one and only standard prescription. Indeed, the
dominant theology —that of the Brettonwoods twins—
is itself frayed and one twin attacks the other, to the
irritation of those in India, who practise the earlier
faith.

The experience of the last decade or so
around the world has brought to focus
the strengths and weaknesses of finan-
cial sector reforms.

The impression that financial sector reforms are a
solvent of all problems is no longer unquestioned.
Many studies, including those by IBRD, have con-
firmed that too rapid a liberalisation of the financial
sector without adequate preparation and the right
conditions can worsen the crisis.

Financial Sector Reforms
In this context the following aspects are important:

(@) They are particularly to be handled with care

(b) There is a widespread wrong impression that
financial sector reforms are a solvent of all
problems

(c) Too rapid a liberalisation of the financial sector
without adequate preparation and the right
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conditions can lead to a worse crisis than pre-
reform

(d) Missionaries of the reform process sometimes
slur over its problems

(e) India has so far escaped the adverse conse-
quences of reforms

() While financial sector reforms do improve
efficiency, they must take into account real
sector links (Lawrence Summers, op. cit.).

(g) Officials in liberalising countries have often ex-
perienced high real rates and collapsing finan-
cial institutions, as a result of reforms

(h) The importance of managing the process of
reform carefully instead of adopting a laissez-
faire approach is reinforced by experience,
which makes one wonder whether money is
after all only just a veil

() One has to recognise that reform to financial
sector is a process, not an event

() Abrupt changés’ can be disastrous, in this as in
other areas of reform

(k) Financial reformers should move aggressively
in good times and more slowly when borrowers’
networth is being reduced by negative shocks,
such as recession or losses due to adverse
trends of trade

() Increasingly, analysis confirms the need—as a
precondition for successful financial reforms—
to develop the accounting, auditing and bank-
ing profession as well as pursuing judicial and
legal reforms so that contracts can be enforced
promptly

(m) Unless Governments take prior action on these
sectors, reform may be useless.

Indian Scenario

Several aspects emerge concerning weakness of
reforms done in India of which only a few are focused:

() The financial sector reform process, although
essentially homegrown, was pushed through mainly
by external pressure in the midst of the forex crisis of
1991; (i) A number of changes have been made,
some of which did not then—and may not even
now—suit India and (iii) At that time, during last legs
on the forex front, the views of the protagonists of
reform in India and that of donors coincided — partly
or mainly because of the pressure of the crisis on the
BoP front.

There were inevitably many parts of the reforms,
which were relevant to other countries with different
legal and financial systems and at a different level of
economic development. Much has indeed been ac-
complished in the right direction and it would be chur-
lish to deny credit to the substantive achievements
made. Given the fact that the reform covered many
aspects of India’s financial working, it was difficult to
anticipate every possible error and risk of failure. It is
creditable that those who pushed through the financial
sector reforms did try to systematically gauge various
problems in their complexity, although not always with
success. It is often forgotten that the reforms of 1991
followed on the earlier episode of liberalisation initiated
in the previous period 1980-80.

Reforms of 1991

(@) Introduction of provisioning and prudential
norms, capital adequacy as a concept—NPA
definition—Reduction of statutory preemp-
tions—End of financial repression—all these
marked a watershed

(b) Most of the changes made have, however, more
or less "“arithmetical” (to quote Mr. M. Narasim-
ham)

(c) “The form of India Banking changed, but not its
content”

(d) The institutional and legal context of India con-
tinues to be relatively unchanged

(e) Reforms so far have ignored this problem to
some extent

() One must recognise that to transport the proce-
dures and norms of a developed economy, like
USA, to India—two countries with such different
contexts — is inexpedient, if not harmful.

It is an undeniable fact that law’s delays help and
comfort the defaulter. Priority must be given to speed-
ing up legal reforms, papers regarding which are
pending for too long with Gol! The “transport” of un-
suitable paradigms is illustrated by suggestions
regarding merger of strong and weak banks, which
ignore the ground reality of difficulties in downsizing
staff or closing branches, in the context of Indian
labour legislation. Merger is a solution for weak banks
only in those countries, like USA/UK, where closure
and retrenchment  are condoned by society and
recognised by the legal systems.

Yet another question concerns inadequacy of capi-
tal adequacy norms. Capital adequacy norms are today
being overstressed, which is not fully relevant in a situa-
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tion where the investors do not enthusiastically sub-
scribe to bank shares. A peculiar situation has arisen, in
that capital of one bank has been subscribed by
another—No genuine additional capital!

A recent review shows that ingenious devices have
been used to add to Tier 1, not only in India but else-
where. For instance, United States permits the use of
holding companies to issue debt-type securities and
then draw on them to fund additional capital. In Ger-
many, the German State Bank, known as the Landes-
bank has no publicly listed shares because they are
owned by the State Government. They issue dated debt
securities called “Stille einlagen” or silent participation.
Basle norms are thus treated with scant respect even by
the stronger nations. A strict enforcement of capital
norms has meant yet another alibi for lending only to
good risks. Capital adequacy, important as it is, should
not become an excuse for banks to shy away lending.

The institutional context—the human resources
dimension

(@) The managements of Indian banks, particularly
of the public sector, are relatively helpless, in
that they do not have the requisite flexibility to
retrain, refocus, redeploy and retrench their
employees.

The managements of Indian banks, par-
ticularly of the public sector, are rela-
tively helpless, in that they do not have
the requisite flexibility to retrain,

refocus, redeploy and retrench their
employees.

(b) This is a continuing deterrent to managerial ef-
ficiency. Managers today very much in the
hands of Trade Union leaders Importantly, the
informatics revolution has passed by the Indian
banking sector, except in the case of certain
major showpieces

(c) Institutional paralysis due to the role of externat
vigilance yet another aspect ‘

(d) Banking reform incomplete so long as the pro-
cedures of banks are swathed in the vigilance-
oriented supervision, —vigilance officials who
have comparatively little awareness of com-
plexity of banking

(e) RBI supervision is today overlaid by CVC/CBI's
intervention

() CVC Mr. Vittal’s latest guidelines,good as they
are, do not go far enough to alleviate the fear
complex

(@) Nor is it valid to adopt for this reason the solu-
tion suggested by Narasimham Committee (Il)
to escape these controls by converting the
Government holding in PSU banks to a minority

(h) It may not solve the basic problem, which is
that the largest shareholder, Gol, who still is on
the board, can continue to be negative and is
risk-averse

Treatment of Industrial Sickness

Another aspect of banking reforms, which causes
concern, is the continued weakness of the treatment of
“sick” industries. Industrial sickness can be either self-
imposed or externally caused. Many industries are sick,
although industrialists themselves are not. In this con-
nection pursuit of defaulters is legally crippled in our
system. BIFR itself is sick—its structure is afflicted by a
number of weaknesses, not the least being an imminent
sentence of termination. In order to handle the sickness
of our financial system,—it is necessary to adopt,
among other things, procedures similar to those in
vogue in USA in regard to bankruptcy and now being
introduced in countries, like Thailand.

Lending to Sick Firms

e Banks may need to be liberal while lending to
companies in distress, provided they have
analysed that they can be nursed over the dif-
ficulties — The use of Chapter Xl in USA

Fear of subsequent enquiries, however, a disin-
centive to such action in India

Loans to sick companies with good prospects
of revival should not be considered a crime

¢ "Debtor-in-possession” procedure in vogue in
USA should be introduced

e The IMF itself offers a classic instance of such
lending, —when it gives loans to countries in
default, but keeping them in command under
controlled condition

Indeed, of late, pundits of IMF have gone to
town advising banks to lend more money to
businesses even in countries, which may be af-
fected by crisis, albeit subject to conditions.

NPAs — Treatment and Irripact

(@ “Non-perfgrming Assets” (NPA) and their defini-
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tion in India have been a subject matter of
much controversy. It is stated to be intractable

(b) Reformers who breathe fire and brimstone
against our bankers for their high “NPAs” com-
pared to the low NPAs in countries, like USA
should be careful to not the different accounting
treatment of assets in USA.

Two aspects of this is mentioned.

e Firstly, in banks and Flls abroad, collateral is
netted out in calculating the size of the NPAs.
Here it is not—The ostensible argument being
that given our legal procedures, collateral can-
not be liquefied easily

e While this reasoning may appear to be general-
ly, it cannot be held against Fls, for instance,
who have lent against large projects with proper
security

Secondly, where settlements/compromises are
made, they are frowned on as evergreening and unlike
in other countries, once the loans are treated as impaired,
they are counted as NPAs even after restructuring

e In USA, once a settlement or compromise is
made with a likely defaulter, the impaired loan is
no longer treated as a NPPA. Bail-outs are not
to be treated as wrong when they can convert
potential disaster into a prospect of survival and
growth. Bankers abroad do not hesitate to
engage in “work-outs” of loans—an euphemis-
tic expression for evergreening. IMF itself has
been lending to countries in distress

e Even consider the case of LTCM, where the
Federal Reserve itself organised a rescue
operation for their hedge fund.

Directed Credit

A mistaken prejudice against “directed”/priority
sector credit as such informs our financial sector
reformers. Note, however, that in most mature
economies, including USA, Government have taken a
leading role in allocation of credit. Even today in USA,
the Government requires banks to lend specific propor-
tion of the total loans to special community areas. Fur-
ther, nearly 24 per cent of all loans in US economy are
at present advanced by Government, be it to students,
small businesses and so on.

Rural lending untouched by reforms

Rural lending in India has been relatively untouched

by financial sector reforms. Here is the suggestions
made in Narasimham Committees (l) and (ll) do not go
to the roots of the problem

The cooperatives, who are a prime source of credi
for agriculture, are still afflicted by age-old maladies. A
sharp reversal of the current attitude of benign neglect
towards rural lending is under. This is because the total
amount of credit to agricultural sector even today not
more than 10 per cent of the output, whereas in industry
it is nearly 30 per cent. As a result, the Indian farmer
depends more on money lender and trading channels
than banks for credit

If credit flow is to become an engine of growth,
institutional bottlenecks to debt recoveries and the lack
of credit channels, like cooperatives, have to be
removed. Reforms have not touched on the major prob-
lem of rural credit

This can be handled effectively only if the linkage of
credit and marketing is recognised, as is happening in
NDDB cooperatives. While Kurien’s success to a large
extent was, indeed, due to his own personality and the
vision that he had successfully transmitted down the
line, equally important was the institutional arrangement
by which he linked credit to market.

This turned out to be an important key to the
growth of milk cooperative.

Importance of Informal Finance

(a) Financial sector reform has up till recently con-
centrated mainly on formal sources of finance,
such as banks and Fls

(b) Over the last 2 or 3 years, specific attention of
reformers has been focussed on formalising the
structure of non-bank finance, with rather
serious adverse consequences to many NBFCs

(c) Admittedly, much of this had become necessary
in the context of abuse of public fuel by some of
the NBFC deposit takers

(d) Granted, there is need for strengthening the su-
pervision of formal NBFCs

(c) But, the RBI is, as it is, ill-equipped to handle
this problem

() The current regulations in respect of NBFCs im-
pose a super-human task on RBI's inspectorate

(g) It would be necessary to share the respon-
sibility for supervision of NBFCs with the State
Governments, who are closer to the ground
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(h) Apart from NBFCs, there are a number of infor-
mal channels of finance, such as Chit Funds,
available in rural area, which perform a very im-
portant role

() Inthe zeal for reform, there is a danger that all
these institutions, which have been surviving for
many years and giving a basic financial support
to our agricultural and small industries, are
snuffed out

() It is unfortunate that the attitude about the
NBFCs, both in RBI and Gol, has been relatively
adversarial, ignoring their potential useful role.

Neglected Sectors
¢ Bankers mostly focussing attention on big cor-
porates

o Where is the source for funds for small busi-
nesses, craftsman and traders?

e They cannot access any equity sources
e Bankers are also afraid of touching them

¢ Financial sector reforms have mostly skirted the
problems of those at or below the poverty line,
but those who can become effective members
of the community with adequate credit.

Financial sector reforms have mostly
skirted the problems of those at or
below the poverty line, but those who
can become effective members of the
community with adequate credit.

Export Credit

e Exporters are at the receiving end of
Government'’s attentions only at times of trade
policy or when BoP shows a dip

e Unlike in mature economies, exporters seem to
be the Cinderalla's finance

e Access to credit for exports is difficult which
costs are high

¢ Reliefs given seem to have been temporary

Convertibility

e On the external front, financial reform should
first focus on completing the move towards
fuller current account convertibility

On the external front, financial reform
should first focus on completing the
move towards fuller current account
convertibility.

e There are still many problems faced before our
business community and NRIs, who try to either
bring in remittances or wish to pay for goods
and services abroad

e The guiding principle of reform should be,
“Those who deal with the external world should
be made to feel that their funds are welcome”

e At present, they are treated with suspicion

Payment and Settlement Systems

These systems in India have improved considerably,
with the advent of computerisation. But, they still leave a
lot to be desired. There are, of course, the perennial
subjects of discourse, which are raised, whenever and
wherever financial reform is discussed. For instance,
take the questions of independence of the central bank
and monetary policy, which have increasingly been
recognised to be limited in their impact, compared to
the euphoria of earlier days. Central bank independence
is no longer seen as so closely correlated with manage-
ment of inflation, as was imagined in earlier discussions.
In fact, the need for a political interface between central
bankers and the people has been recognised in much
recent debate. In a perceptive book, the academic
turned central banker, Prof. Alan Blinder had recently
addressed the issue and pointed out the false correla-
tions sought between total independence and economic
management. At best, central bankers can be given in-
strument independence, not “goal” independence, but
even there central bankers have to recognise, says
Blinder, where they draw authority from.

Over-emphasis on monetary aggregates has been
corrected in recent times. As Blinder himself says, the
very vagueness of what constitutes a “money measure”
has led to monetary aggregates abandoning central
bankers even before central bankers abandoned them.

High interest rates are another part of the earlier
reform package, which has fed current recession. But, it
is not known how to get out of it. Prescriptions of high
interest rates and tighter credit have been identified as
among the principal contributors to the continuing
malaise in the Asian economies, in crisis. But, the IMF
and its proponents, —both in India and elsewhere, —are
unreformed reformers. High fiscal deficit, which are in
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High interest rates are another part of
the earlier reform package, which has
fed current recession. But, it is not
known how to get out of it.

turn the cause of high interest rates in a situation where
liberal monetisation is frowned upon. While it is of
course the duty of politicians to solve the problem of
revenue deficit, financial sector reformers have not
helped them by their continued insistence on keeping
rates of Government borrowing high and thus increas-
ing the deficit itself. They do not recognise that one of
the causes of success of USA in recent times is the
manner in which they have brought down interest rates
for Government borrowing, such as it is and such as is
refinanced. Nearly 20 to 25 per cent of its gilts are sub-
scribed to by external savers—which help keep rates
low—a prospect which India's reformers, for rather ob-
tuse reasons, denied.

Lastly, there s the highly charged issue of financial
institutions and their future. There are other better
qualified experts here who are to speak on it. Suffice it
to say that DFIs have performed a useful role in India’s
development and growth. They have still a role to play.
Whether they should become commercial banks of the

type that SBI or Bank of Baroda is, is a matter of dis-
pute. The question is rather how to enable DFls to en-
large the range of their products and services, while
increasing their access to resources. DFls will suffer
grievously if they are promoted to the dubious honour
of being treated as NBFCs—which is one of the recom-
mendations of the discussion paper of RBI on the sub-
ject. The should rather graduate into wholesale banks.
Their access to the capital market should be en-
couraged by suitable credit enhancement wherever
they are undertaking special purpose lending as for in-
frastructure.

Conclusions

The agenda of reformers for the future can be
stated:

¢ Glamorous issues, like universal banking, stock
market reform and the like are likely to be in
sharp focus sooner rather than later, because
these are part of the vocabulary of the powerful

e Some solution or other will inevitably be found
for them

It is those who are outside the mainstream, who will
not too early feel the touch of reform. It is to them one
should now turn the focus of our attention. O
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Focus

Public Sector Competitiveness

Arvind Pande

Economic liberalisation since 1991 with scope for
greater private sector investment has forced restructur-
ing of the functioning of public sector undertakings
(PSU) which constitute a major segment of the
economy. Policy measures are urgently needed to en-
sure competitiveness of PSUs. The author critically ex-
amines the suggested measures and in particular
discusses the situation in a major undertaking, viz.
SAIL. An important aspect of the reforms concerns
labour demand and performance to ensure better com-
petitiveness.

Arvind Pande is Chairman and Managing Director of Steel Authority
of India Ltd., Ispat Bhavan, Lodi Road, New Delhi-110 003. Paper
presented at the NPC-FICCI-SCOPE-NCAER Conference on National
Competitiveness Policy, New Delhi, 5-6th April, 1999,

Any corporate entity—whether in the public or
private sector —will have to be competitive, if it is to face
successfully the winds of liberalisation and globalisation.
In India not only has the image of the PSU changed but
expectations from it have undergone a radical transfor-
mation in the last 50 years. Today, the public sector has
come a long way from the post-independence era in
which it was expected to provide the platform for sus-
tained and rapid economic development, besides meet-
ing social obligations of being the largest employment
generator for the state. After the post-liberalisation
period which began in the early 90s, the public sector is
now expected to be financially viable, by performing
profitably.

The liberalisation of economic policies since 1991
and greater room provided for private investment (both
domestic and foreign), notwithstanding that the public
sector constitutes a major segment of the Indian
economy even today. It is estimated that over 60 per
cent investment is in the public sector is primarily in
heavy industries and infrastructural sector. Hence, the
issue of competitiveness of this large constitute of the
economy, is of paramount importance.

The liberalisation of economic policies
provided greater room for private in-
vestment (both domestic and foreign),
notwithstanding that the public sector
constitutes a major segment of the In-
dian economy.

With the opening up of the economy and increasing
globalization, the performance of this sector has been
mixed with only few -individual brilliant performance.
There is tremendous potential in the public sector which
can be harnessed if the units are allowed to be run as
corporates, making their own decisions for forging joint
ventures, hiving-off non-core units, close unviable as-
sets, reorganising manpower etc.
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Acknowledging the importance of the public sector,
Government had a few years ago, accorded wide-rang-
ing financial and managerial autonomy to the Navratna
PSU. It is time now to translate this autonomy into
freedom to break the shackles of structural inconsisten-
cies. While the public sector has the potential to surpass
the private sector, it can not do so largely because of
the way it is structured.

Public Sector Performance

The financial rate of return of public sector
enterprises has been most disturbing. The low rate of
return on the capital invested had important implication
both for short-term macro management, as well as for
accelerating industrial growth. A summary of the perfor-
mance of the central PSEs is given in Table 1.

Table 1: Performance of Central Public Enterprises

1970-71 1980-81 1990-91 1996-97
Number of Units 87 168 236 236
Capital Employed 36.5 182.3 1020.8 2020.2
(C.E.) in Rs. billion
Profit after Tax 0.0 -1.8 22.7 102.6
(PAT) in Rs. billion
% PAT to C.E. =) - 2.22 5.08

Source: Economic Survey 1998-99.

The more widely attributed reasons for this lack of
performance is the multiplicity of objectives often work-
ing at cross purposes, such as—promotion of self
reliance, industrialisation of backward areas, employ-
ment generation, profit generation etc.

However, amongst the various problems faced by
the public sector, those related to labour, and skilled
personnel and management have had special sig-
nificance. The political environment led to over-staffing
and payment of higher average wages to unskilled
labour compared to private sector. At the same time
many skilled personnel have left public sector owing
to:

(i) relative low scale of pay in relation to private
sector

(i) reliance on promotion predominantly by
seniority.

lhe economic liberalisation has brought about sea
changes in the corporate sector, with private com-
panies initiating structural and managerial changes to
make themselves more productive. The public sector,
by and large, is still in the process of responding to the

market realities. This is because structurally, PSUs were
established to fulfil the objectives which are no longer
relevant. Hence, it would be important to restructure
and liberalise the public sector so as to allow both
public and private enterprises to compete freely. While
it is relatively easier to liberalise the private sector by
diluting the licencing and trade regimes, the harder
task, no doubt, is to liberalise, restructure and revitalise
the public sector.

The economic liberalisation has
brought about sea changes in the cor-
porate sector, with private companies
initiating structural and mana-gerial

changes to make themselves more
productive.

Globalization and the advent of the liberalisation has
affected the public sector performance and hence, its
performance needs to be judged in the backdrop of
such competition winds of change. This is more true of
the steel sector today. Steel is a global industry and the
post-liberalization Indian market is far more exposed to
global supply and demand trends and increased
international competitions. Irrespective of the sector we
operate in whether public sector or private sector, what
is needed is a level-playing field for domestic industry.
Even in advanced countries like US which propagate
free trade, their domestic industries are not left to a
totally unprotected environment. In such an environ-
ment, SAIL is quite confident of facing the winds of com-
petition provided we operate on a level playing field and
are not discriminated against, for being a PSU.

Global Competitiveness

It is interesting to note that despite indifferent finan-
cial performance in the recent years, for instance SAIL
remains a low cost producer and has the potential to be
in the league of the lowest cost producers international-
ly. However the intense and some times unfair competi-
tion, demands strong performance in the areas of cost,
quality and delivery. While SAIL is competitive interna-
tionally in terms of cost of production, it needs to im-
prove its product, quality and delivery. The current cost
advantage also faces the danger of getting eroded as
the opportunity set changes in the global context and
environmental constraints inhibit quick adjustments in
the domestic economy. The critical success factor
hence, is the policy regime within which SAIL operates
which aldne can allow SAIL to emerge as a cost com-
petitive, quality conscious player in the global market.

194

Public Sector Competitiveness



A view of the trends in the international steel market,
shows, that, competitive global players, will increasingly,
have access to new technologies, in hot strip rolling,
such as thin-slab casting which can reduce per ton
capital cost, by as much as 75 per cent. In the case of
SAIL, such advantages in new cost-effective technology,
can be accessed, only through the formation of new
companies, in the joint sector. Major international steel
companies, such as Nippon Steel Corporation, POSCO,
British Steel, (to name a few), are setting up units in
other countries, through joint ventures, with steel com-
panies from third countries. In other cases, as with
Thyssen, and Krupp, in Germany, mergers are being
proposed, to mutually supplement the strength of each
unit. In the case of SAIL, such alliances, with other steel
companies, could provide a way of combining mutual
strengths, within the domestic market as well.

It may be noted, that, two successful Asian steel
companies, namely POSCO in South Korea, and China
Steel Corporation in Taiwan, were established by the
respective governments, in 1968, and 1971, respective-
ly. In each case, privatisation has been introduced
progressively, so that, government shareholding, has
come down below 50 per cent. In the case of China
Steel Corporation, the company is combining with
Taiwan's Kuie Yu Industrial Co., to build Taiwan's second
largest integrated steel mill. Other recent cases of
privatisation of government-owned steel companies, in-
clude USINOR of France, and ILVA of Italy, both being
companies with a global presence. USINOR shut down
or divested its loss-making units, (as British Steel had
done earlier, in the process of privatising in the late
eighties).

Policy Measures

To retain its competitiveness and have a long term
viability SAIL needs to take certain tough decisions in its
business, for which it needs the support of the Govern-
ment, the trade unions and the polity at large. While it
would be imperative to maintain the thrust on internal
improvements for getting the operational benefits and
cost redustion, it is equally essential to target for busi-
ness restructuring in a time bound way.

The sluggish market and heavy burden of interest
and depression on account of huge investment in
modernisation have placed severe stress on the bot-
tomline of SAIL. It is necessary to point out some of
the reasons for this. SAIL is burdened with a number
of assets that are unviable or incompatible with its core
mild steel business. Besides, SAIL employs far too
many people, 4-5 times more than it needs. The in-
direct managerial and social cost of maintaining such
a large workforce are debelitating.

The sluggish market and heavy burden
of interest and depression on account
of huge investment in modernisation
have placed severe stress on the bot-
tomline of SAIL.

Despite the unfavourable market conditions and
other disadvantages, SAIL has performed relatively
better. Sales have been at its highest level, saving on
cost reduction had exceeded Rs. 1600 cr. in last two
years and Manpower reduction of 6000 nos. has been
achieved. These performance improvement -efforts
need to be supplemented by restructuring exercise
which would eventually increase shareholder value
considerably. The proposed Competitiveness Plan,
therefore, would provide for not only a viable but also
a profitable and thriving future for SAIL. This plan can
make SAIL as one of the world’s lowest cost
producers of flat and long products in the near future
by tackling the following critical areas:

¢ Restore the financial foundation
¢ Refocus on the viable and core areas

e Restructuring the organisation into SBUs and
implement performance management systems
besides, right-sizing manpower substantially.

¢ Rejuvenate marketing by quality improvement,
key account management and distribution
channel optimization

e Reduce operational, soclal purchasing and in-
ventory expenses

e Repriortise capital expenses

All this would result in value-creation for the govern-
ment and its other shareholders.

SAIL needs to concentrate on its core business and
unbundle activities which are ancillary to the main busi-
ness. Further, it has to gradually withdraw from financ-
ing social infrastructure which has to become self
sustaining. Divesting of special steel businesses and
going in for joint ventures in key product lines where
investments for essential technological interventions are
beyond SAIL's independent agencies to raise resour-
ces, would be some of the steps in this direction. It also
has to plan for closure all uneconomic units/shops and
selling off all idle assets. Finally, SAIL has to take imme-
diate corrective steps to right size its manpower.

Furthermore, the above measures for business
restructuring need to be preceded by financial restruc-
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turing. IDBI who have carried out a detailed study on
SAIL's financial position have recommended that SAIL
should target a debt equity ratio approaching 1:1
through a one time capital restructuring and recasting.

At a more generic level the competitiveness policy
for PSUs should target reforms in certain critical area as
enunciated below.

Enhancing Competitiveness of PSUs

The focus of any systemic reforms for the PSUs
should be to speed up the decision making process and
encourage appropriate risk taking behaviour. These
however are contingent on reforms in the following
areas:

a) There is a need to provide a continuity in the
management of the PSUs for a longer tenure,
with due representation to shareholders other
than Government share-holders.

b) The decision making process in the PSUs are
subject to a plethora of controls, which consid-
erably slows down the entire process of project
formulation, selection and implementation. The
business decisions are also influenced by
presence of a number of controlling agencies
such as the Ministry, Parliamentary committees,
CAG, CVC etc. The result of this is recourse to
risk averse approach of business. A significani
outcome of this is non-consideration of pur-
chase of second hand equipment where on the
spot decisions need to be taken and the
transparent processes such as global bids are
not available. As the PSUs have their own inter-
nal vigilance, investigation from CBI need not
be necessary. An agency similar to the Banking
Board for commercial Banks can oversee the
affairs of PSUs.

c¢) The PSUs—which have become non-distinct
from the state, are expected to carry out ac-
tivities which may be adverse to its commercial
interests. For example, take-over of some
sick/potentially sick units, or investment in
some newer units based on socio/political con-
siderations are a few examples normally wit-
nessed by PSUs. This results in non-flexibility to
the company in re-organising its own business.
Over time there are units or areas of operation
which lose their commercial/economic viability.
However, it is not possible to reorganise busi-
ness of the PSUs in the current set up. The
PSUs therefore should be given freedom to
close down/dispose-off non-profitable or low
return operations/assets to release capital

which could be more optimally utilised. Opera-
tionally this may in certain situations imply spin-
ning off loss making subsidiaries into
independent public sector companies directly
under the control of Government of India, so as
to make SAIL attractive from the investment
point of view.

d) The other area of business which is impeded in
the current structure is that of forming strategic
alliances, joint ventures and acquisitions. Steel
being a mature industry offers many good op-
portunities of expanding business through the
route of acquisitions and joint ventures, as the
steel sectors in different parts of the globe get
restructured. However, there are numerous con-
straints on the PSUs for getting approvals for
formation of Joint Ventures and alliances. There
are also restrictions in terms of the area of busi-
ness in which it can set up a Joint venture. The
PSU Boards therefore should be empowered to
take decisions with regard to strategic alliances,
acquisitions and mergers and no Government
clearance should be required for joint ventures,
including those set up abroad.

e) In the Post-liberalisation era, compared to the
other companies operating in India as well as
abroad, SAIL has maintained a larger than re-
quired work force. Steel being a capital inten-
sive industry, labour has to be treated as a
variable input and will call for re-examination of
labour laws. SAIL is at significant competitive
disadvantage in terms of manpower produc-
tivity and it is a potential cost dis-advantage in
future. In the short term, certain off-setting con-
cessions from the State need to be provided for
the excess labour till an optimal balance takes
place through Voluntary Retirement Schemes
[VRS], redeployment and judicious recruitment.
Apart from this, there could be a national policy
of skill enhancement for the excess manpower
for rehabilitation in future. There should also be
legislative changes to avoid forced absorption
of contractual manpower.

It is inevitable that the public sector is throwing a
challenge of privatization and restructuring. In the inter-
vening period, however, we have to devise ways of im-
parting it the requisite financial and functional
autonomy. The Government'’s avowed objective of disin-
vestment from PSU is a step in the right direction. Far
reaching changes will have to be made first to derive
maximum benefits from the disinvestment process.
What is needed, therefore, is fresh thinking on the whole
gamut of issues concerning the public sector particular-
ly its relevance and desired directions of change.
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Public Sector Competitiveness

This presents the following scenario:

1)

2)

3)

4)

5)

The expectations from PSUs have changed
from an economic and social responsibility to
purely financial profitability.

Globalization and liberalization affected the per-
formance of not only PSUs but private sector
also.

Autonomy granted in the form of Navratana—
what is required is to give freedom to implement
M&A and exit non-core areas, close unviable
assets, reduce manpower etc.

To perform, a level-playing field desired and not
a totally unprotected environment.

Performance of public sector is to be judged in
an environment of competition and liberaliza-
tion. SAIL has been facing the full brunt of a
market forces with increased capacities facing
declining demand. Unlike PSUs in the oil and

6)

7)

8)

9)

power sector, SAIL has yet to face competitive
pressures.

PSU has the potential to compete the private
sector (as in steel). However, their structure im-
pedes their performance.

SAIL has a competitive plan which includes
wide-ranging financial and business restructur-
ing, tackling issues of hiving-off non-core areas,
power and oxygen plants etc. Divesting/closing
unviable units like ASP, SSP, ICO, VISL etc. and
reducing manpower substantially. Support re-
quired from the shareholders i.e. Government,
labour unions and polity towards the success of
this Plan.

Mature sectors like steel, require structural
changes—therefore mergers and acquisitions
to be freely allowed.

With privatisation inevitable, it is important to
restructure the PSUs to derive maximum
benefits in terms of increased value-creation.

O

Productivity e Vol. 40, No. 2, July-September, 1999

197




Focus

Revitalizing the State: Options for India

Pradip N. Khandwalla

Successful experiments in governance the world over
suggest a number of options for revitalizing the Indian
state. These include options for achieving fairer repre-
sentation in the legislature, for selecting in good and
selecting out bad candidates for election, for profes-
sionalizing politics, for stabilizing fragile governments,
and for professionalizing political executives. Based on
the lessons of successful efforts in several Common-
wealth and East Asian countries, options are discussed
concerning the revitalization of the Indian bureaucracy.
These include creative fragmentation of the monolithic
bureaucracy, options for strengthening the responsive-
ness of public agencies to the public, options for
revamping justice, options for energizing the manage-
ment of social development, selective privatization, and
selective deregulation.

Pradip N. Khandwalla is a Professor at the Indian Institute of Manage-
ment, Vastrapur, Ahmedabad-380 015. Paper presented at the NPC-
FICCI-SCOPE-NCAER Conference on National Competitiveness
Policies, New Delhi, 5-6 April 1999.

As assessment of the performance of the Indian
state after Independence suggests an above-average
performance marred, however, by several ominous dark
spots. The strengths appear to be the institutionalization
of democracy; a federal structure with governance at
several levels; an independent judiciary; a muxed
economy; economic planning that funnels increasing
resources to poverty alleviation, human resource
development, and infrastructure development; and a
highly effective, phased liberalization of the economy
that has removed some of the shackles on India’s col-
lective creativity. The main weaknesses appear to be
political instability; a soft state; corruption and
criminalization of politics; an inefficient, corrupt and
slow-footed bureaucracy; a iethargic judiciary, and ex-
cessive regulation, especially by the various Indian
states. But successful experiments in governance the
world over do suggest a number of options for public
deliberation and possible adaptation for revitalizing the
Indian state.

Options in Revamping the Political System

At the minimum, a democratic political system must
ensure that those who are elected reflect, as far as prac-
ticable, the preferences of the voters.Beyond this mini-
mum, a good polity should select in capable, honest,
and committed candidates with a strong sense of public
purpose for election, and select out incompetent, cor-
rupt, and mercenary candidates. One more upward step
is that the legislators create a stable government that
runs the course of the people’s mandate. A still further
step towards excellence is that those who become
political executives are highly qualified to be so,

At the minimum, a democratic political
system must ensure that those who are
elected reflect, the preferences of the
voters.
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are accountable for doing their jobs, and are enabled to
do their jobs well. A priori there are no perfect solutions
for these requirements, but a number of options can be
thought of for consideration.

Fairer Representation

In a pluralistic society like India, important interests
and segments get to be grossly under-represented in
the legislature because of this winner-take-all system.
When a party getting less than 50 per cent plurality of
the votes polled gets a nearly two-thirds majority in the
parliament, as it interprets this as a massive mandate for
far reaching changes, including changes in the constitu-
tion, then the letter of democracy is respected but not
its spirit.

In a pluralistic society like India, impor-
tant interests and segments get to be
grossly under-represented in the legis-
lature because of this winner-take-all
system.

A viable option is to reduce the size of the present
constituencies, say to a third, have elections by propor-
tional representation so that around 500 members of an
“electoral college” are elected, and have these 5000 in
turn elect from amongst themselves through some such
device as a number of regional constituencies, 550-odd
members of the Lok Sabha, again through proportional
representation. Proportional representation at both
stages of the election process would ensure that those
elected reflect the choice of the people more faithfully
than at present. Some functions could be earmarked for
the electoral college, such as it being convened by ratify
constitutional amendments made by the parliament, and
for an annual review of the union government's perfor-
mance in terms of the directive principles of state policy
contained in the constitution. Such a proportional repre-
sentation option as the foregoing could also be con-
sidered for election to the state assemblies and to the
district and village panchayats. The fairer repre-
sentation—a proportional representation system tends
to ensure also tends to obviate the demand for minority
representation through separate electorates and
reserved constituencies.

An interesting option has been tried out in Germany
to ensure fair representation (Reddi and Sunder Ram,
1991). Every voter has two votes: one for the candidate
and one for the party of his/her choice. Each party's
votes in a region are aggregated and the various parties
get representation in the legislature in proportion to the

votes they poll in the region. Each party's representation
consists of those of its candidates that win directly, and
others out of a list provided by it to the election
authorities prior to the election. But the party gets
proportional representation only if it wins at least 5 per
cent of the vote or win in at least 3 constituencies.

Choice of candidates

One possibility is for the country's Election Com-
mission, to gather basic information on each candidate
that would be useful to the electorate, and disseminate
it through the media to the electorate. The information
sought and disseminated could relate to the person’s
age, educational quaglifications, occupation, work ex-
perience, record of any public or social service, plat-
form, record of any criminal or civil suits/convictions,
income and wealth, tax status, connections of the can-
didate and his/her immediate family members with any
firms or companies or other organisations, etc. Alter-
nately, a special Professional body could be set up to
do the job. Selecting in “‘good” candidates is tougher
than selecting out “bad” ones. Some of the biggest bar-
riers to “good” citizens contesting elections are finan-
cial. Capable persons are often successfully employed.
Fighting elections imposes heavy costs-not only the
costs of electioneering, but also if elected, the costs of
foregoing earnings while serving as a legislator, costs of
keeping in touch with one's constituency, costs of fight-
ing elections to get re-elected, etc.

Selecting in ‘“good” candidates is

tougher than selecting out “bad” ones.
Some of the biggest barriers to “good”
citizens contesting elections are finan-
cial.

Political Professionalism

Creating an effective political system is as much a
priority of a young democratic state as strengthening
the economy or ensuring social justice or creating an
effective administrative system. A malfunctioning politi-
cal system inevitably affects negatively the other three
enterprises. The political system is a powerful interest
articulation and conflict resolution mechanism. It also
oversees administration, and makes an often insensitive
bureaucracy responsive to local needs or special needs
of specific groups. It is also a powerful social policy
making instrumentality, one with a monopoaly of legisla-
tive enactment. Very large resources of the state are
allocated by the political system to national priorities.
These functions require a high degree of profes-
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sionalism. As of now there are virtually no mechanisms
or institutions for training politicians to perform these
functions effectively.

Creating an effective political system is
as much a priority of a young
democratic state as strengthening the
economy or ensuring social justice.

Professionalization in the management of political
parties is necessary to improve the political services
they provide to society. An important step can be to
provide state funding to significant political parties in
return for greater financial transparency and greater
intra-party democracy (Sridharan, 1997). For instance,
parties that are able to get at least 5 per cent of the vote
in national, state, or local elections may become eligible
to receive partial state funding for operations at the
respective levels. The latter could be in the form of an
annual maintenance grant to cover (partially) such costs
as establishment costs, costs of grassroots work, train-
ing of cadre, media costs, costs of organizing meetings
and rallies, etc. But in return the party receiving funding
should get its accounts audited, file accounts for public
scrutiny, elect office bearers, keep a register of mem-
bers, be transparent in disclosing the contributions and
donations it receives, have a transparent and
democratic process for selecting candidates to fight
elections, pledge its allegiance to the Indian constitu-
tion, etc.

Stability in Government

In India, keeping an elected government in power
for the course of the people’'s mandate is becoming a
serious problem at the local, state and national levels.
After 1996, for instance, there have been several chan-
ges of government at the centre, none lasting more than
a few months. Coalition government in a pluralistic
society is perhaps inescapable, but with shifting, oppor-
tunistic alliances that frequently fall apart, the stability a
government must have to carry out the people’s man-
date is in jeopardy.

Where the executive branch of the government is
seen as an agent of the legislature, and the society is
pluralistic, with multiple parties and factions, the problem
of instability becomes acute. One option is to make the
fall of government contingent on, not a simple majority
of legislators voting against it, but a higher percentage,
say two-thirds. Thus, even if the government suffers defeat
inthe legislature, it can remain in power unless the margin
of defeat exceeds the specified percentage.

Another option in a pluralistic society with a
Westminster style government is to have a consocia-
tional state (Lijphart, 1982) in which two or more major
parties, representing major segments of the population
agree formally to share power on a contractual or even
constitutional basis. There is a formal sharing of major
posts like president, prime minister, speaker, ministers,
even judges and senior bureaucratic posts. The system
has been tried in variants in Lebanon, Israel, Bolivia, etc.
(Lijphart, 1982).

An even more daring option is for the legislature to
appoint a ministry on a contractual basis. Such a minis-
try, like the top management team of a corporation ap-
pointed by the corporate board which is elected by the
shareholders, may hold office for a fixed period, say 3
years, with a formal mandate from the legislature to im-
plement the policies and programmes decided upon by
the legislature. The difference from a Westminster-style
system would be that the ministers need not be mem-
bers of the legislature, need not be elected to the legis-
lature, and need not hold office at the pleasure of the
legislature.

These options are not perfect, but they do tackle the
problem of governmental instability. A wider discussion
of these options may lead to such changes in the
present system that facilitate both executive stability
and accountability to the legislature.

Professionalism of Political Executives

Politicians are not necessarily good political execu-
tives. The Indian political executives-ministers-tend to
have backgrounds that enable them to be successful in
politics, not backgrounds that enable them to take
managerial and strategic decisions. A study of some 15
union (central) government cabinets between 1947 and
1989 revealed that the average cabinet member was
reasonably well-educated (over 85 per cent were at
least graduates, and about 8 per cent had Ph. Ds). Most
(66 per cent) were from an urban area; upper caste (63
per cent); likely to be social and political workers (62
per cent); and more likely to be lawyers (41 per cent)
than any other profession (Pai Panandikar and Mehra,
1996). Few cabinet ministers had backgrounds in such
occupations as business management or management
of trade unions, cooperative societies, voluntary or-
ganizations, or institutions. Any attempts to provide
managerial training pertinent to political executives
could improve the quality of political mapagement. The
US political executives —the president, governors, mem-
bers of the cabinet-have each fairly sizeable publicly
funded staffs of experts, like economists, statisticians,
pollsters, scientists, technologists, etc. Modern political
management is quite complex, involving as it does a
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consideration of short, medium, and long term implica-
tions of decisions, and impact on a very large range of
social and economic groups along a variety of dimen-
sions. The decision support system that has evolved in
Egypt to aid cabinet level decision making is the kind of
aid that could be very useful in India also (El Sherif and
El Sawy, 1988). Such a system identifies the goals of
individual ministers or even the cabinet as a whole,
seeks out the relevant data, constraints, and other infor-
mation, develops computer-based system simulations,
and provides answers to a range of questions such as
what would be the consequences of alternative power
tariffs, or tight versus loose monetary policy, or alterna-
tive foreign exchange rates. Aithough the Indian cabinet
system is one of collective accountability, each minister
individually also has accountability to the head of
government for the proper conduct of his/her ministry.
There is, as of now, no formal mechanism for ensuring
this accountability.

One possibility is that the minister's performance
would be assessed at the end of the year. Some such
system was institutionalized by President Park of the
Flepublic of Korea in the sixties and seventies (Campos
and Root, 1996). A formal performance assessment by
the political chief executive can provide a powerful in-
centive for the ministers to perform well, and in the
process enable them to pick up important political
management competencies.

A formal performance assessment by
the political chief executive can provide
a powerful incentive for the ministers to
perform well, and in the process enable
them to pick up important political
management competencies.

Revitalizing the Indian Bureaucracy

Attempts to reform bureaucracy have commonly
not met with success (Caiden Gerald E, 1991). In India,
too, over the years, several consultants, committees
and commissions have been set up to revamp
_bureaucratic administration (Dave PK., 1973). These in-
clude the consultation with Paul Appleby and A.D. Gor-
wala in the fifties, the monumental Administrative
Reforms Commission in the sixties, and the Sarkaria
Commission in the eighties. There also have been
numerous studies by the Staff Inspection Unit, the Or-
ganisation and Methods Directorate, the Department of
Administrative Reforms, the work study units in various
ministries, and studies at the level of the states. The
feeling persists, however, that only cosmetic changes

have been achieved, and that the bureaucracy still
retains its diffuse responsibility, excessive scrutiny and
excessive blocks to taking action, too little systemic
review of actions taken.

The bureaucracy still retains its diffuse
responsibility, excessive scrutiny and
excessive blocks to taking action, too
little systemic review of actions taken.

Bureaucratic Performance

This has been depressing in India and elsewhere,
and bureaucracy has widely been resistant to reform
attempts. However, the striking and on the whole suc-
cessful attempts at transforming bureaucracy in several
countries like Malaysia, Britain, Singapore, Canada,
Australia, and New Zealand (Kaul and Collins, 1995), like
India all Commonwealth countries sharing many
bureaucratic traditions, gives hope that the Indian
bureaucracy too can be transformed. There is also the
example of several East Asian countries, notably Japan,
Korea, and Taiwan, in which bureaucracy seemed to
develop commitment to economic growth, transcended
its short term, narrow interests, and helped these
countries achieve very high growth rates (Campos and
Root, 1996). The cumulative lessons for India seem to
be the following:

1. It is vitally important to institutionalize merito-
cracy in the bureaucracy. Recruitment on the
basis of tough civil service examinations and a
good academic record is one option. However,
the abilities tested for must be relevant to the
developmental and other roles the bureaucrats
are expected to perform. Remuneration needs
to be merit-based, as in the U.K., Malaysia, etc.
(Commonwealth Secretariat, 1995).

2. Differentials for similar work in the public and
the private sectors need to be kept fairly narrow.
These differentials (Business Today, 1996) have
increased hugely in India after liberalization,
especially at middle, senior, and top manage-
ment levels. It is worth remembering that in Sin-
gapore, the governmental pay scales are fully
comparable to those in the private sector, and
are indeed higher than in the US (Campos and
Root, 1996, ch. 6). Singapore also happens to
have one of the most efficient and honest public
service systems in the world.

3. There has been a very determined effort 23, 24
in the countries like UK and Singapore with ef-
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fective bureaucracies to (a) decenetralize
authority (b) insulate administration from politi-
cal influence and (c) strengthen accountability
and personnel policies for performance.
Meritocracy,  decentralization, and  ac-
countability cannot work without appropriate
monitoring of bureaucratic performance.

4. A culture of providing high quality services to
the public and of being responsive to their re-
quirements needs to be inculcated in the Indian
bureaucracy. In Malaysia and in UK the govern-
ment sought to do this through its Excellent
Work Culture Movement launched in 1989
(Commonwealth Secretariat Study: Malaysia,
1995). A monitoring agency 28, 29 as consult-
ative panels have been established.

5. As several Commonwealth states have
demonstrated, especially Malaysia, there is
huge scope for increasing public sector
productivity and innovativeness. At the same
time the simplest strategies for increasing
productivity —that of laying off “surplus™ staff-
cannot be resorted to freely in India in the ab-
sence of a welfare state and unemployment
compensation. Yet a lot can be done through
training, office automation and computerization,
the development of productivity indicators,
selective privatization of public services and ac-
tivities, and handsome rewards linked to
productivity. Innovation can be spurred, as in
Malaysia and Singapore through quality circles
and rewards for innovation (Commonwealth
Secretariat Study: Malaysia, 1995a). Scrutiny
exercises, as in the UK, can uncover very many
opportunities for innovation and cost cutting
(Commonwealth Secretariat: UK, 1995).

Bureaucratic Fragmentation

In India, as elsewhere bureaucracy is highly seg-
mented and differentiated, yet it remains monolithic in
terms of fairly standardized recruitment procedures,
promotion norms, salary structure, rules for conducting
business, procedures for responding to various contin-
gencies, accounting and audit requirements and the
like.

So long administration remains embedded in
monolithic standardization, uniform personnel ad-
ministration, routinization, hierarchy and so on, the kind
of local adaptations, innovations, and responsiveness to
citizens that are required may not materialize. Fragmen-
tation of most of the stat bureaucracy into numerous
relatively highly autonomous bodies that, however,
remain accountable for pursuing the public purpose be-

comes necessary. The administrative technology for
doing this has evolved in a number of countries, espe-
cially Britain, and a number of case studies indicate the
quantum jump in innovativeness and responsiveness to
“customers” when government departments and agen-
cies are delinked from the monolithic state. While these
agencies have a high degree of autonomy, public ac-
countability is ensured through the device of the
framework document signed by the professional head
of the executive agency and the relevant government
official to whom he/she reports. If the delivery of service
falls short of agreed commitments, the job of the head
of the agency could go on the block. It has been pos-
sible for the British and other governments to transfer
out to executive agencies a very wide range of
governmental functions. It has been made compulsory
for these agencies to include performance-linked pay in
all new pay agreements, and these agencies have the
freedom to negotiate with unions the extent of the per-
formance-related component of pay. Most agencies can
also design their own salary structures, and can con-
tract out some of their operations.

A striking example of how successfully authority
and responsibility to an executive agency can be exten-
sively devolved without loss of public accountability is
provided by Britain’s Employment Service. It is an agen-
cy with some 50000k employees. Earlier it was part of
the British bureaucracy but was turned into an executive
agency in 1993. It was set up with a framework docu-
ment or charter which specified its basic function
(“manage the delivery of services and programmes to
help people into work”) and conferred on it the authority
to act for the government in relation to functions
described in the framework document.

A striking example of how successfully
authority and responsibility to an execu-
tive agency can be extensively devolved
without loss of public accountability is
provided by Britain’'s Employment
Service.

The annual performance agreement of the Employ-
ment Service for 1995-96 spelt out the objectives and
targets of the agency. For instance, for the object “To
offer unemployed people, particularly the longer-term
unemployed and others at a disadvantage in the labour
market, help and advice in finding work or appropriate
training”. The performance agreement also specified the
way the monitoring and reporting on progress vis-a- vis
targets would be done, such as "“At the end of each
financial quarter the Chief Executive will provide infor-
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mation on performance against each target in the
quarter within 15 working days and report on progress
in achieving the targets and variances from profiled per-
formance and expenditure within 25 working days.” The
performance agreement also summarized the
jobseekers’ charter (citizen’s charter), specifying what
the Employment Service aimed to do and what its
clients could expect the Employment Service to do.

The Employment Service is just one of a large num-
ber of executive agencies that have transformed the
British state through fragmentation without loss of
public accountability. If the administration is fragmented
in this fashion, there may well be a leap in effectiveness.
Once the Indian bureaucracy is fragmented in this
fashion (that is, by setting up relatively autonomous
agencies with specified public accountability), a good
deal of management know-why and know-how can be
applied to revitalize each unit. Selection of executives
can be based on merit and on their potential for growth.
Performance reward systems can be instituted that are
custom-tailored to the needs of each unit.

A great advantage of the fragmentation of the
bureaucracy into autonomous agencies is that it would
create an opportunity for the abundant managerial talent
in India to be harnessed for public purposes. So long as
the central services occupy all the commanding heights
in Indian public administration, the possibility of harness-
ing the vast managerial talent in the private sector for
nation building tasks may remain largely unutilized. For-
tunately, the union government corporate public sector
was opened up at its top echelons to professional
management from outside the governmental ranks on a
contract appointment basis. This professionalization
seems to have been beneficial, for the profitability of the
central corporate public sector has been on the rise, from
a negative return on capital employed in 1980 to 2.7 per
centin 1985, and 4.5 per cent in 1989 (Agrawal and Varma,
1997). However, the SOEs owned by the Indian states
are still treated as a preserve of the Indian Administrative
Service. There are about a thousand of them, and overall
they remain loss making (Mishra and Nandgopal, 1990).
They are plagued by political interference (their board
chairpersons are almost invariably politicians) and short
tenure of their IAS chief executives.

A great advantage of the fragmentation
of the bureaucracy into autonomous
agencies is that it would create an op-
portunity for the abundant managerial
talent in India to be harnessed for
public purposes.

Public responsiveness is weak in the Indian
bureaucracy. Samuel Paul has provided examples of
mechanisms employed in several countries to
strengthen the responsiveness of agencies (Paul, 1995).
For instance, the Government of Singapore set up a
Division of Public Feedback to gather systematic feed-
back on various national policies and to invite interest
groups to make representations in high level public
hearings. These are beyond the normal legal and
bureaucratic mechanisms of audit, parliamentary sanc-
tion for budgeted expenditure and scrutiny of actuals,
etc.:

1. Value for money audits could be conducted to
examine whether government money is spent
economically, efficiently, and effectively in
delivering services or in discharging functions.

2. Standards of service to be provided by public
agencies could be publicized so that citizens
could take legal or other recourse in case they
are not satisfied. Also, grievance redressal pro-
cedures could be publicised so that disputes in
most cases do not have to land up in courts.

3. Citizens could be given the right of suing in-
dividual civil servants and make them financially
liable for violations of public interest or
negligence.

4. "“Voice" mechanisms could be developed, such
as public hearings or deliberations, to get inputs
from the public and users of public services
about intended legislations or policy changes.
Especially at the time of farming the budget,
wide-ranging consultations with various stake-
holders could be organized.

5. In designing various developmental projects or
programmes, participation of intended bene-
ficiaries could be especially elicited to ensure a
better fit with their needs.

6. Public agencies and projects could be peri-
odically reviewed and assessed by external
non-governmental experts.

7. The autonomy of public agencies could be in-
creased so as to increase their capacity to
respond to the needs of the public; they cannot
then plead lack of powers to respond to these
needs.

8. “Exit" mechanisms could be created, that is,
alternative suppliers of public goods/services,
to break the monopoly power of public
agencies.

9. Memorandum of understanding between the
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public agency and the government department
it reports to could be institutionalized for most
agencies.

10. By public agencies charging for their services,
greater resources would accrue to them. Also
the users would exert greater pressure for get-
ting appropriate services.

11. Special courts, such as courts for handling
grievances of citizens with public agencies,
could increase public accountability.

Having public agencies staffed by those with
greater “customer” orientation should contribute to bet-
ter service.

Revamping Justice

Justice is another area in which administration in
India is poor. Millions of cases have accumulated and
delays are endemic. One way of reducing the burden on
the justice system is to reduce the number of allowable
appeals to just one (Mitra, 1994). Another way to speed
up justice is to grant stays of execution for only a limited
period and only a limited number of times. Ombudsman
has been tried out in India in several states though yet
with limited success (Jha, 1996).

Perhaps the most effective way of reducing the bur-
den on the court system of work-related disputes is to
strengthen the grievance redressal machinery in cor-
porate bodies. Many disputes at work-between
employers and employees, between employees—can
be resolved at the worksite itself with a fair grievance
redressal machinery.

Perhaps the most effective way of
reducing the burden on the court sys-
tem of work-related disputes is to
strengthen the grievance redressal

machinery in corporate bodies.

Management of Social Development

The mismatch in India between the tasks of social
development on one side and the personality of the ad-
ministrators and the itinerant character of their postings
on the other require action on several fronts. First of all,
social developmental tasks require concentrated atten-
tion for a long period of time by administrators who are
committed to these tasks. A “generalist” collector or
district magistrate overseeing 30 different developmen-
tal tasks and projects during a year’s tenure is no way

such concentrated attention can be provided (Sohoni,
1988).

Development has to be owned by its beneficiaries
to become sustainable. The various developmental
projects in a district can be coordinated by the relevant
local self-government, such as the district panchayat. In
the state of Karnataka, for instance, meaningful
decentralization has been achieved through law by the
government (Raghavulu and Narayana, 1991). Village-
level elected committees or gram sabhas have been set
up to review development programmes for the village
and select intended beneficiaries. Then there in the dis-
trict-level elected body called the zilla parishad, with a
per member constituency of around 30000, again with
reservations and elected office bearers. Although a sub-
stantial devolution of development funds and authority
may, in the short run, lead to more waste and corrup-
tion, democratic local control may in the long run lead
to greater self-regulation and self-reliance, capability
development, stronger institutional base, and more
broad-based and participatory decision making, leading
to sustained development and socio-economic transfor-
mation. Experience with developmental projects does
indicate that people's participation contributes to the ef-
fective implementation of developmental projects (Jain,
1995).

Selective privatization

Many countries all over the world—the US and the
UK being outstanding examples—have profitably con-
tracted out many public services or inputs into public
services (Clarkson, 1989). Not only substantial saving
have frequently been _made, the customers generally
seem, as in Japan, to feel that service quality has gone
up. A very wide range of public services can be con-
tracted out in a country like India in which managerial
and entrepreneurship capabilities in the private sector
are so abundant. These can range from services related
to utilities (e.g. lighting) to maintenance of public
facilities, health services, educational services, cultural
and recreational services, belling, inspection, transpor-
tation, security, etc. (Clarkson, 1989, pp. 182-183). Ob-
viously, safeguards must be created against corruption,
nepotism, and so forth, and the process of allocating
contracts must be transparent. Contracts must be
reasonably specific vis-a-vis price, quality, safety
aspects, arbitration etc. Further safeguards may be
customers’ panels to assess periodically the quality of
service provided by the contractor. It there are any job
losses on account of contracting out services, these can
be minimized by having the contractor absorb a certain
percentage, say 80 per cent of those made redundant,
and by giving first preference to the remaining in future
additional recruitment, etc. Government pay scales of
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those absorbed by the contractor may be protected.
For the remaining, attractive and fair reparation terms
can be offered, or some further public services can be
contracted out to those made redundant.

Indeed a modest amount of privatization has been
attempted in several Indian states, some resulting in
substantial savings (Sundaram, 1997). Garbage collec-
tion is being partially managed in Chennai, Bangalore,
Ahmedabad and Hyderabad by associations of local
residents; balwadis and community halls have to an ex-
tent, been entrusted to community associations in Mum-
bai, Indore, Vijayawada, Vishakhapatnam, etc. Certain
amount of contracting out of services has reportedly
resulted in substantial savings. The potential for such
savings throughout urban India is, of course, much
vaster.

There are also large opportunities especially in
cities for effectively privatizing certain governance func-
tions in India such as registration of births, deaths,
marriages, vehicles, etc. These relate especially to the
areas of registration, certification, licensing, and justice.
A wide range of certifications, now provided with much
inefficiency, delays, and corruption, could be provided
by appropriate institutions and associations. For exam-
ple, the management of various industrial estates hous-
ing hundreds of industrial establishments could be
entrusted, with certain safeguards, the task of certifying
establishment could be entrusted, with certain
safeguards, the task of certifying compliance with
various safety and pollution control regulations. One
safeguard could be that the registering or certifying
mechanism should have representatives of the govern-
ment, local labour, employers, and members of the
local community. Another safeguard could be that the
license to certify could be for a fixed period, and
renewable on the basis of satisfactory performance. A
third safeguard could be audit of the organisation on a
statutory basis (like those of cooperatives, registered
societies, and companies). Such attempts at involving
private institutions into governance functions, selective-
ly and with due safeguards, can not only reduce the
administering burden on the state, reduce corruption,
and improve service to the community, but also
strengthen associational democracy, and disseminate
public purpose in private institutions. Rural areas, too,

A wide range of certifications, now
provided with much inefficiency, delays,
and corruption, could be provided by
appropriate
tions.

institutions and associa-

offer opportunities for privatizing some government
functions. In several rural areas there are healthy
cooperative societies for credit, farm inputs, etc. These
can take up some of the registering, certification, and
licensing functions.

Selective Deregulation

In the name of protecting the public interest and
furthering it, the Indian state installed a massive number
of regulations during 1955 to 1990. So much time and
energy of government officials was taken up in im-
plementing them, so badly many were implemented,
such hardships these regulations imposed on citizens
and enterprises, and so much corruption they bred, that
many did not look worthwhile at all. Some of these
regulations were eliminated or sharply curtailed in the
wake of liberalization in the nineties. But a lot more
deregulation is feasible. Competition and incentives are
often (but not always) good substitutes for regulation,
and even where there is need for regulation, the option
of self-regulation by the targets of state regulation needs
to be examined carefully.

Several countries like Japan, South Korea, Sin-
gapore, Malaysia, UK and Thailand have used the
mechanism of deliberation councils of representatives
of the government bureaucracy, industry, labour, and
financial institutions (Campos and Root, 1996). These
not only discuss policy issues, but also provide feed-
back to the government as to unnecessary or cost-inef-
fective regulations.

Vanquishing Corruption

Corruption is the subversion of the public interest
for private gain. Corruption corrodes the public good in
many different ways. Corruption erodes the legitimacy
of public institutions and sharpens social conflict be-
cause the system is perceived to be unfair by the have
nots and the victims of corruption. Social conflict in turn
may lead to state repression and further social aliena-
tion. It diverts “easy money" to wasteful consumption or
low priority investment such as in gold, real estate, and
deposits in foreign bank accounts.

Otherwise it has silverlinings like the distribution of
the spoils of corruption may dampen strife among the
political and bureaucratic elites. On the whole, however,
corruption is a cancer that weed and destroys order,
equity, and development. As David Gould and Jose
Amaro-Reyes put it: “There seems to be little doubt that
under conditions of systematic or widespread corrup-
tion economic efficiency, together with political and ad-

- ministrative performance, declines below optimal levels
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and thus lowers general welfare” (Gould and Amaro-
Reyes, 1983; Rashid, 1981).

On the whole, however, corruption is a
cancer that weed and destroys order,
equity, and development.

Corruption in Developing Countries

Corruption in insidious like AIDS. It has been sap-
ping the vitality of most developing countries. Several
researchers, including particularly Gould and Amaro-
Reyes, have documented the many forms of corruption
in developing countries (Gould and Amaro-Reyes,
1983).

Gould and Amaro-Reyes have identified several
conditions that breed corruption in Third World settings:

1. High government intervention in the economy,
leading to a rapid growth of public
bureaucracies, regulations, and monopoly
power of officials and rise in opportunities for
corruption.

2. Relative instability or precariousness of govern-
ment which makes politicians and civil servants
try to make hay while the sun shines. Also, a
weak conception of nationhood and national in-
terest, rise of the soft state marked by social
indiscipline, and unscrupulous private sector.

3. Poverty, high unemployment, widening dis-
parities in living standards; rise of parasitism.

4. Strength of kinship loyalty, nepotism, and other
social norms and practices and affiliative orien-
tation that conflict with rational bureaucratic
norms in hiring, contract awards, location of
projects, etc.

5. Rigid and slow-footed government structure,
decision-making processes, personnel manage-
ment practices, and administrative control and
accountability systems, giving rise to the
prevalence of speed money.

6. Lack of effective modes of monitoring transac-
tions at lower levels.

7. Large salary differentials within the government
and vis-a-vis the private sector also breed cor-
ruption. In 1969, reportedly salary levels were
so low in Ghana that public sector employees
could not afford a balanced diet even if they
spent their entire income on food!

Dolly Arora had identified some further facilitators of
corruption that hit hardest the poor and the disad-
vantaged, such as mystification of the extent of
authority of officials, discretionary authority vested in
civil servants, absence of information to citizens about
their rights or erosion of these rights by arbitrary prac-
tices, secrecy in the actions of officials, deliberate crea-
tion of obstacles to the access citizens have to powerful
officials so that middlemen can collect bribes on behalf
of these officials in return for access (Arora, 1993). Paul
has identified some additional general factors fueling the
pandemic of corruption in India (Paul, 1997). One is the
monopoly power of most government regulatory and
service agencies, often in combination with discretion-
ary authority of officials that can be misused. The
second is lack of effective accountability of government
officials, especially when their own superiors are col-
luding with them to fleece the public. Accountability is
often weak also because of inadequate measurement of
agency performance or because the performance
reporting system is weak. The relative weakness of a
public service orientation in officials is another factor
that fans corruption. Often the citizen is only weakly
motivated to fight corruption because he/she en-
counters corruption only episodically rather than
regularly. In the absence of reliable information as to
who the other victims are, organized bodies to fight cor-
rupt systems seldom arise.

Control Corruption

Deregulation is one way of reducing corruption be-
cause regulation sharpens the conflict between public
and private interests and creates incentives for bribing
to waive or ease the force of regulations. But deregula-
tion, too, can sharpen a conflict of interest-between
groups of citizens or institutions or citizens and institu-
tions—and create an incentive for the strong to exploit
the weak. Cutting back on development expenditure
has negative consequences for the economy’s growth
rate. Similarly, there are usually many leakages in pover-
ty alleviation expenditures of the state and according to
a former Indian prime minister, only 15 per cent of the
funds spent by the state on poverty alleviation reach the
targetted poor. But cutting back poverty alleviation ex-
penditures may deny the poor the meeting of even their

Deregulation is one way of reducing
corruption because regulation sharpens
the conflict between public and private
interests and creates incentives for

bribing to waive or ease the force of
regulations.
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minimum needs. Nonetheless, corruption can be con-
trolled as achieved by Hong Kong (Campos and Root,
1996, Ch. 6). Hong Kong offers an interesting example
of the setting up of elitistic Independent Commision
Against Corruption in Hong Kong helped in this
process. Whole the staff of ICAC. On the had high
salaries get they did not have the kind of job security
associated with government service. They could be dis-
missed on suspicion of wrong doing.

The Commission had extensive powers of investiga-
tion. It could examine bank accounts of those
suspected of corruption and their safe deposit vaults. It
could examine their acquisition of property and other
expenditures, liabilities, and repatriation of funds outside
Hong Kong. It could question them on oath. It could
restrain them from disposing off their property. It could
arrest suspects without a warrant.

Indian Scenario

An impressive range of mechanisms has been
employed in India for fighting corruption (Chakravarthy
N.S., 1990). In particular, a Vigilance Commission has
been set up with constitutional authority and consider-
able independence, with a Chief Vigilance Commis-
sioner and state-leveel officials. The function of these is
to investigate instances of wrongdoing and bring them
to the notice of approriate authorities. Vigilance officers
are appointed in every government body. The Central
Bureau of investigation has been set up to investigate
and prosecute wrongdoing by public officials, including
politicians. In recent years, as the dimensions of corrup-
tion in India have become frighteningly clear, the courts
have become more aggressive in combatting corrup-
tion, to the point of permitting or even directing the
prosecution of very powerful politicians. Some Indian
states have set up the institution of Ombudsman,
though the results so far not very promising. The press,
of course, quite frequently and persistently exposes cor-
ruption. The government has been appointing from time
to time commissions to enquire into scams or specific
instances of the misuse of authority for private gain
(Maheshwari, 1990). Election laws outlaw corrupt elec-
tion practices and one Indian prime minister lost her
seat in parliament (temporarily) while she was convicted
of the charge of unfair election practices. Handsome
rewards for officials who catch evasion of customs and
excise duty, in the form of a percentage of the amount
recovered, has also yielded some positive results. Per-
haps the most effective blow to-date against corruption
has been dealt by deregulation and liberalization. The
central government began dismantling controls in the
eighties and speeded up the process under IMF- World
Bank pressure in the nineties. Taxes were also brought
down.

Several additional approaches are worth consider-
ing. First, there is a great deal of pointless regulation at
the level of the state governments that can be dis-
mantled. Dozens of permits and annual certifications are
needed for businesses to operate. Some simple steps
like extending the duration of the permit and reducing
the frequency of required certifications, as in Malaysia,
would significantly bring down corruption (Common-
wealth Secretariat Study: Malaysia, 1995). Transferring
the issue of some of these permits and certifications to
non-governmental bodies with high social credibility,
too, could help. Second, the machineries of the state
like the Vigilance Commission and the Central Bureau of
Investigation, need to be more pro-active in identifying
on a systematic basis the levels of corruption in different
parts of the state. One way this can be done is to set up
panels of users of public services, and to poll them peri-
odically on the extent of perceived corruption in each
such service.

The third approach is for each public body to create
a watchdog agency from among its employees and the
users of its services for ‘“whistle-blowing”. Such a
watchdog agency would alert the management of the
public body about likely cases of corruption, weak-
nesses in the system that promote corruption, etc.

The fourth approach is for citizens to form users
associations (encouragec by the state) for each public
service in each local area to exert pressure for fair prac-
tice and against malpractice. Once individual users
know that a body will take up cudgels on its behalf, they
are more likely to resist pressures for bribes.

Case for a Corporate State

Corporatism amounts to private and public govern-
ments participating in one another’'s decision making
(Gill 1981). Corporatism usually involves representation
of interest groups in the state’s decision making struc-
tures. The corporate state is decline in the states of the
West, which are turning increasingly towards laissez
faire, but it originated in the West and was considered
quite legitimate in its various forms in Europe in the 19th
century and even in the early part of the 20th century.

The key aspects of corporatism are that it favours
collaboration between the state and the private sector,
collaboration within the private sector, the participation
of the state in the affairs of private sector associations,
and the participation of the latter in the state’s decision
making systems, especially strategic decision making
systems. In theory at least, such corporatism makes
sense when a country has overriding priorities such as
rapid socio-economic transformation and under-
developed institutional capacity. In such circumstances
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it makes sense for all the major institutions of society—
the state and its organs, and major trade, industry, and
labour associations—to underplay adversarial relations
and work instead towards cooperation for achieving na-
tional priorities. Post-war Japan's deliberation councils
illustrate the mechanisms involved.

Japan’'s extremely rapid economic growth from
1954 to the seventies was in no small measure due to
the collaboration between the Japanese state and busi-
ness, in Japan's drive to catch up with the West
economically, through growth paced by growth of non-
traditional exports. The Japanese deliberation councils,
consisting of representatives of industry, and in some
cases labour and consumers, and with the participation
of government officials, operationalized this relationship.
Typically, one or more councils were established by
each government economic ministry to coordinate the
functioning of some of its bureaus with business. There
were two kinds of deliberation councils: the first related
to functions like industrial rationalization or finance or
pollution; the second related to specific industries or
sectors such as chemicals, automobiles, or steel.

Many of these deliberation councils closely worked
with the Ministry of Trade and Industry (MITI), which
played an extremely important coordination role in
promoting. Japan’s industrial growth. For forming a new
policy or changing an old policy, typically MITI would
convene hearings and get the views of various parties.
An integrative draft would be prepared, which after vetting
by an appropriate research group in MITI, would be sub-
mitted as a report to the appropriate deliberation coun-
cil(s). Various views expressed in the council(s) by
representatives of industry, labour, financial institutions,
academics, consumers, etc. would be incorporated into
a modified report prepared by the appropriate research
group. Finally, MITI would announce the new policy to
the public, explaining its objectives and justifications.
Although the deliberation councils were advisory rather
than decision making bodies there were several oc-
casions when MITI abandoned a proposed policy change
when there was serious opposition in the relevant
deliberation council.

There is a strong case for the Indian state to tilt
towards corporatism. Such corporatism as in Japan, in-
volving participation, consultation and the use of incen-
tives rather than state coercion, could enable India to
reach high levels of investment in priority sectors, and
pursue, like Japan, a vigorous exports-led growth
strategy involving the rapid penetration of world markets
through non-traditional products. Japan's success in
this strategy is noteworthy. Japan's competitive ad-
vantage in the fifties was mainly in textiles, plastic
products, and pottery.

For India to move towards greater corporatism
should not be too difficult. Its Planning Commission
played to some extent the role of corporatism in the fifties
to eighties by allocating the shares of the private and the
public sector in total investment. The state's policy of
reserving certain sectors for SOEs, some for small scale
industries, etc. also was a form of corporatism. But during
the sixties and seventies there was an adversarial relation-
ship between the state and big business, recourse to very
high levels of taxation, and excessive regulation of in-
dustry, and so India did not reap the benefits from cor-
poratism that Japan and several East Asian countries did.

It is not too late, however. Numerous deliberation
councils can be set up in which government, industry,
labour and other interests can be represented, not only
to share information and views, but also to evolve na-
tional strategies for promoting rapid industrial and ex-
ports growth, and for tackling problems of transition to
an industrial society.

In a corporatist state, comprehensive economic
planning may not work well. While some planning for
achieving specific long term targets may be very useful,
rigid, centralized planning may breed, as in the Soviet
Union and indeed in India during the sixties and seven-
ties, a vast regulatory bureaucracy that extends the
state beyond its governance capacity. Instead, planning
could be indicative (Agarwal 1983), as in Japan and
France, and focus on urgent priorities: poverty allevia-
tion, rapid industrialization, exports-led growth, im-
provement in infrastructure, human resource
development. Greater flexibility and opportunism should
be useful in a rapidly charging world, and indicative
short to medium term planning targets that emerge
through extensive deliberations in deliberation councils
would be much more feasible than targets that are
based on unrealistic assumptions. Vast new oppor-
tunities are rapidly arising in terms of technological
developments and emergence of large new markets.
Corporatist rather than comprehensive planning can
enable a rapid Indian corporate response to these with
the state's backing. For instance, thermal power plants
have been the primary means for increasing India's
power generating capacity. This has expected a big toll
in terms of CO, and other harmful emissions. But there
has not been a vigorous enough response to tech-
nological developments that enable the economic tap-
ping of a host of non-conventional, relatively more
eco-friendly sources of power like wind, tidal, solar,
geothermal, biogas, and nuclear energies in which India
has huge potentials.

Concluding Comments

The performance of the Indian state after inde-
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NATIONAL PRODUCTIVITY COUNCIL
Materials Management A.S. Balhotra Rs. 160.00

This book deals with New Productive Concepts in Materials Management to improve overall profitability
of industries. Various tools and techniques used in material management have been consolidated to
enable materials management executives to initiate useful actions for better utilisation of materials in all
sectors.

Plant Layout and Materials Handling B.P. Dhaka Rs. 160.00

Thebook brings together important factors which influence practical plant layout in design, planning and
location. It also takes into account materials handling systems for improving productivity. It deals with
the methodology and phases of a good plantlayout system and explains practical examples with sufficient
illustrations.

Quality Circles Ajit Singh Rs. 160.00

Thisbook elaborates on the methods of improving the total quality of an organization through developing
quality circles. Formation of quality circles, concept, philosophy and principles are discussed with case
studies and illustrations. It is useful for all levels of employees in an organization.

Value Engineering K.R. Chari Rs. 60.00

Thebook presents ina nut-shell the imnportance of Value Engineering and Analysis for Cost Reduction and
Value Improvementin all areas of activities relating to materials, processes, systems and engineering. The
book is an excellent treatise with examples and illustrations.

Boiler Operation Manual Rs. 140.00

The updated manual covers new developments in pulverized fuel, oil and gas firing. Topics such as steam
and water, waste heat recovery, air pollution and Indian Boiler Act have been incorporated. This book can
be used by the operators to solve their day to day problems.

From Waste to Profits

(i) Waste Minimisation in Agro Residue-Based Pulp and Paper Industry:
by the Sr. Consultants of NPC’s Environment Division. (TM-25) Rs. 200.00

(ii) Waste Minimisation in Pesticide Formulation Industry:
by the Sr. Consultants of NPC’s Environment Division. (TM-26) Rs. 200.00

(iii) Waste Minimisation in Synthetic Textile Dying and Printing Industry:
by the Sr. Consultants of NPC’s Environment Division. (TM-27) Rs. 200.00

Place your order with

v

7 Senior Deputy Director
™ (Productivity Information & Publications)
National Productivity Council
Utpadakta Bhawan, Lodi Road, New Delhi-110 003
Ph.: 46903331-2-3, 4611780, 4625447
Web: www.npcindia.org ® E-mail: npc@ren02.nic.in
Gram: Productivity  Fax: 91-11-4615002
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