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From the President’s Desk

T

he month old Modi-led government has to grapple with
challenging issues at the domestic level and at international
front. The persistent inflationary trend, Iraq crisis leading to
surge in oil prices, rain deficient monsoon aggravating food inflation and steep rise in
rail fare including over 100 percent for the local trains i.e. the lifeline for Mumbaikars
are major challenges.
The pace of reforms gained momentum as stalled policy decisions took shape during
the month. These include approval to the disinvestment plan for FY15 by the Finance
Minister and the nod for 10 percent divestment for Coal India , SAIL , Satluj Jal Vidyut
Nigam (SJVN), National Hydroelectric Power Corporation (NHPC), Manganese Ore
India Limited (MOIL) and Container Corporation (Concor),move to amend 66-year old
Factories Act.
The government also demonstrated its adage of “minimum government and maximum
governance” by streamlining administrative structure as it scraps four cabinet committees
on natural calamities, prices, the World Trade Organization (WTO) and the Unique
Identification Authority of India (UIDAI), while their functions would be administered
by the reconstituted Cabinet Committee on Economic Affairs (CCEA).
The government has taken some noteworthy steps to tackle food inflation such as
introducing steep minimum export prices on two staples, onions and potatoes so to
abate their exports.It has also directed state governments to exempt perishables like
vegetables and fruits from the domain of the state-administered APMC Act that grants
middlemen almost a monopoly on buying, stocking and trading of farm production.
The government has addressed the malice of hoarding by announcing special courts.
For the long-term raising food production through technology integration, impetus to
processing industry and improving transport should be high onn the agenda.
All eyes and ears are now focused on the budget. Will it turn out to be a BUDGET OF
HOPE OR BUDGET OF REFORMS ?
Although the World Bank has lowered India’s gross domestic product (GDP) growth
forecast for 2014 to 5.5% compared with 6.2% estimated in January, the Indian industry
pins its hope on the interim Budget which is to be announced by the new FM on July 10.
The Industry wish list includes reforming tax structure, impetus to manufacturing and
infrastructure to revive investment cycle, introduction of goods and service tax (GST),
transparency in tax regime and simplified FDI norms to restore business sentiments of
foreign investors.
This July issue of the Economic Digest highlights the impact of disinvestment on PSUs,
the pension system and subsidy.
There is no denying the fact that disinvestment has benefitted PSUs in terms of
profitability and efficiency parameters. Our analysis of impact of disinvestment on PSUs
has analysed 15 companies in three categories namely, Navratnas, Maharatnas and Mini
Navratnas. Noteworthy mention among Maharatnas is SAIL, which turned profitable
post divestment and reported PAT of Rs 26,164.80 million in 2013-14.
For the New Pension Scheme, we believe that the concerted efforts of public sector
and private sector would raise the awareness and coverage. The government can make
pension compulsory thereby making it a forced saving to assuage the risk of paucity of
funds at disposal during the old age and to act as a social security. The Chinese model
is worth a study.
Fertiliser subsidy mechanism needs reforms. This issue contains a thought provoking
article on this ticklish issue. Do read on..
Cdr. Dipak Naik, President
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…..And Promises To Keep…….

P

resident Pranab Mukherjee addressed the joint sitting of
both Houses of Parliament, when he laid down the goals
of the newly-elected government. He said that the vote was
decisively in favor of Development through Good Governance. It
would be in the fitness of things that we study his speech and Mr. Chandrashekhar Prabhu
find out how many of the promises can be implemented in the
Consulting Editor
given timeframe.
We shall not go into the slogans like “Ek Bharat - Shreshtha Bharat”, the talk of fulfilling
the aspirations of the people with the involvement of all the 125 crore people, or ‘Sabka
Saath, Sabka Vikas’ or Minimum Government, Maximum Governance’ as these are
words used to bring in the feel good factor. We shall give quotes from the President’s
address and then comment on them.
“My government will not be satisfied with mere “poverty alleviation”; and commits
itself to the goal of “poverty elimination”. With a firm belief that the first claim on
development belongs to the poor; the government will focus its attention on those who
need the basic necessities of life most urgently. It will take necessary steps to provide
security in its entirety to all citizens; through empathy, support and empowerment.”…
Such promises were made in the past. Indira Gandhi’s “Garibi Hatao” is still fresh in the
minds of political observers. We all know what happened to the slogan, and that poverty
could not be banished. The latest promise to eliminate poverty needs to be seen in this
background.
“ Containing food inflation will be the top most priority for my government. There would
be an emphasis on improving the supply side of various agro and agro-based products.
My government will take effective steps to prevent hoarding and black marketing. It will
reform the Public Distribution System, incorporating best practices from the States…”
Containing food inflation, improving supplies, preventing hoarding and black marketing
are clichéd words used often by those who rule. The general experience has been that
there is little action as no time frame is mentioned. The rate of inflation continues to
rise, and with the delayed monsoon, there is less likely hood of reduction in the rate of
inflation.
“Despite more than two-thirds of our people living in rural areas; we have not been
able to provide adequate public amenities and livelihood opportunities to them. My
government is committed to improving the quality of life in our villages, through
empowered Panchayati Raj institutions. A substantial part of investment will focus on
creating community assets and improving basic infrastructure such as roads, shelter,
power and drinking water. My government will strive to end the rural-urban divide
guided by the idea of Rurban; providing urban amenities to rural areas while preserving
the ethos of the villages…” Rajiv Gandhi often referred to the Panchayati Raj when the
constitution was amended for this purpose. Despite the amendments to the constitution,
adequate infrastructure never reached the rural population. Here again the lack of a time
frame would disappoint many.
“Agriculture is the source of livelihood for majority of our people. In the recent past,
our farmers have been under severe stress with hopelessness driving some of them to
suicides. My government is committed to reversing this unfortunate trend. It will increase
investment in agriculture, both public and private, especially in Agri-infrastructure. Steps
will be taken to convert farming into a profitable venture through scientific practices and
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Agro-technology. My government will
address issues pertaining to pricing and
procurement of agricultural produce, crop
insurance and post-harvest management.
My government will incentivize the
setting up of food processing industries.
Existing cooperative sector laws will
be reviewed to remove anomalies and
lacunae. My government will adopt a
National Land Use Policy which will
facilitate scientific identification of
non-cultivable land and its strategic
development…” This is amongst the
most challenging promises made by
the President. In our editorials we have
always stated that a comprehensive
policy for agricultural land use is a must
if one is serious about using resources
judiciously, and bringing a change in
rural India. Such views are always
well received. However the lobbies of
the farmers with large holdings always
come in the way of such a change. A
good example would be the cultivation
of crops which require huge amount
of water, such as sugar cane in draught
prone areas. Despite serious attempts to
stop flooding of sugarcane fields where
water is wasted, the practice continues.
Unless there is strict intervention from
the authorities, implementation of
progressive policies could be a distant
dream.
“…Complete long pending irrigation
projects on priority and launch the
‘Pradhan Mantri Krishi Sinchayee
Yojana’ with the motto of ‘Har Khet
Ko Paani’. There is a need for seriously
considering all options including linking
of rivers, where feasible; for ensuring
optimal use of our water resources to
prevent the recurrence of floods and
drought. By harnessing rain water
through ‘Jal Sanchay’ and ‘Jal Sinchan’,
we will nurture water conservation and
ground water recharge. Micro irrigation
will be popularized to ensure ‘Per dropMore crop’. “This has been on the wish
list of all politicians and economists
for some time now. Irrigation projects
are started without checking whether
enough funds are available for the
completion of such projects. Thousands
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of projects are unfinished and successive
governments have been promising that
they will complete them. Would the
present government deal with these
issues differently? The minister of
environment has just announced that
the idea of linking major rivers may not
be sustainable. According to him, only
some minor linkages of the tributaries
are possible. One option ruled out, the
others will have to be pursued seriously.
“..My government will strive to
transition from Youth Development
to Youth-led Development. It will set
up Massive Open Online Courses and
virtual classrooms. It will formulate
a National Education Policy aimed at
meeting the challenges posed by lack
of quality, research and innovation in
our educational institutions. We will
set up IITs and IIMs in every state. In
order to empower school teachers and
students, a national e-library will be
established. With the motto of “Har
Haath Ko Hunar”, my government will
strive to break the barriers between
formal education and skill development,
and put in place a mechanism to give
academic equivalence to vocational
qualifications. With the goal of Skilled
India, my government will also launch
a National Multi-skill Mission…”The
promises made involve a lot of capital
and recurring expenditure. Upgrading of
skills, setting up of IITs and IIMs in every
state would be a herculean task, and if
it can be completed in the next 5 years,
the nation would surely benefit. A fresh
education policy is long overdue and
needs immediate action.…” ‘National
Sports Talent Search System’. It will
facilitate development and promotion of
Indian sports, particularly rural sports.
Sports will be popularized by making
sports an integral part of the school
curriculum and providing educational
incentives….”These efforts should
surely help us register our presence on
the sports front, with a significant tally of
medals at the international level.
“Our country needs a holistic healthcare
system that is universally accessible,
affordable and effective. To achieve this

objective, my government will formulate
a New Health Policy and roll out a
National Health Assurance Mission.
It will promote Yoga and AYUSH.
To address the shortfall of healthcare
professionals, health education and
training will be transformed. AIIMS
like institutes will be established in
every State in a phased manner”. The
life expectancy in the country has
been increasing, and it brings with it
many issues related to health. We have
agencies dispensing health care for the
rich and these are neither accessible,
nor affordable for a vast majority of the
population. Doctors are reluctant to go
to rural areas. The private institutions
which give medical education churn
out graduates in thousands, but their
effectiveness and usefulness to society
is always questioned. These issues will
have to be dealt with if health care has to
be made accessible to all.
“We must not tolerate the indignity of
homes without toilets and public spaces
littered with garbage. For ensuring
hygiene, waste management and
sanitation across the nation a “Swachh
Bharat Mission” will be launched.”Only
a change in the mindset will make this
scheme successful. One of the earthquake
affected villages was rebuilt with toilets
given to all households. A year later we
found that the shaded area within the
houses were occupied by cattle, as that
would have improved the yield, and the
toilets were used for the washing and
cleaning of vegetables, as they would
then fetch a better price!! The home
owners preferred to sleep outside and
use the open spaces to ease themselves,
exactly the way they did it when there
were no toilets !!!
“E-governance brings empowerment,
equity and efficiency. It has the power to
transform peoples’ lives. The backbone of
my government’s new ways of working
will be a Digital India. IT will be used
to drive re-engineering of government
processes to improve service delivery
and programme implementation. We will
strive to provide Wi-Fi zones in critical
public areas in the next five years. My
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government will rollout broadband
highway to reach every village and make
all schools e-enabled in a phased manner.
Technology will be used to prepare our
children for a knowledge society. The
National e-governance plan will be
expanded to cover every government
office from the centre to the Panchayat;
to provide a wide variety of services to
citizens. Emerging technologies like
Social Media will be used as a tool
for participative governance, directly
engaging the people in policy making
and administration.” Digital India is a
dream which we all hope would come
true. It requires capital investment as well
as a change in the mindsets. When Rajiv
Gandhi spoke about computerization,
we have skeptics who felt that it was bad
for the country as lot of jobs would be
lost!!!
“My government is determined to rid the
country of the scourge of corruption and
the menace of black money. As a first
step in this direction, the government
has already constituted a SIT to unearth
black money stashed abroad. This will
be followed up vigorously by proactively
engaging with foreign governments.” A
corruption free nation without any black
money would require many systemic
changes including the liberalization of
the tax regime. Day to day work must be
obstacle free and those who survive and
thrive on corruption must be dealt with
firmly. For any political party, promising
a corruption free society has become a
fashion, but to convert these promises
into reality is indeed a tall order.
“ On the economic front, we are passing
through an extremely difficult phase. For
two consecutive years, our GDP growth
has been less than 5 per cent. Tax collection
has declined. Inflation continues to be
at an unacceptable level. Thus, putting
the Indian economy back on track is
paramount for my government. We will
work together to usher our economy
into a high growth path, rein in inflation,
reignite the investment cycle, accelerate
job creation and restore the confidence
of the domestic as well as international
community in our economy”. The FIIs

have been pumping more money in the
markets in recent times, but inflation
continues to be a concern as there are no
signs of it going down.
“My government will create a policy
environment which is predictable,
transparent and fair. It will embark on
rationalization and simplification of the
tax regime to make it non-adversarial
and conducive to investment, enterprise
and growth. My government will
make every effort to introduce the
GST while addressing the concerns of
States. Reforms will be undertaken to
enhance the ease of doing business.
My government will follow a policy
of encouraging investments, including
through FDI; which will be allowed in
sectors that help create jobs and assets”.
100% FDI in Defense, more FDI in
insurance, and other decisions have been
announced. FDI in retail still continues
to be an issue.
“For rapid creation of jobs in the
manufacturing sector, the government
will strategically promote laborintensive manufacturing. Employment
opportunities will also be expanded
by promoting tourism and agrobased industries. My government will
transform Employment Exchanges into
Career Centers - connecting our youth
with job opportunities in a transparent
and effective manner through the
use of technology as well as through
counseling and training. The government
will strengthen the pension and health
insurance safety nets for labor force of
all categories and would provide them
access to modern financial services”.
The main reason for our manufacturing
sector not growing at the desired pace is
the cost of setting up a manufacturing
facility, cost of manufacturing, and
the cost of labor. To be internationally
competitive, we would have to import
machinery and equipment, and the
import duties would have to be reduced.
The labor law reforms become important
in a competitive market.
“We need to transform ourselves into
a globally competitive manufacturing
hub powered by Skill, Scale and Speed.

To this end, the government will set up
world class investment and industrial
regions, particularly along the Dedicated
Freight Corridors and Industrial
Corridors spanning the country. My
Government will encourage the domestic
industry to innovate and collaborate
internationally. It will strive to move
towards a single-window system of
clearances both at the Centre and at the
States through a hub-spoke model”. A
skilled worker may perform the job of
more persons. Similarly, if you have to
scale up and speed up manufacturing,
you would require the latest machinery
and equipments. However this may mean
lesser rate of growth of employment.
“Lack of robust infrastructure is one
of India’s major impediments. The
government will chalk out an ambitious
infrastructure development programme
to be implemented in the next 10
years. A fast-track, investment friendly
and predictable PPP mechanism will
be put in place. Modernization and
revamping of Railways is on top of the
infrastructure agenda. My government
will launch a Diamond Quadrilateral
project of high speed trains. The country
will have a network of freight corridors
with specialized Agri-Rail networks
for perishable agricultural products.
Investment in railways will be increased
using innovative financing methods.
Expansion of railways in Hilly States
and Northeast region and modernization
of rail safety systems will be prime focus
areas. We will encourage R&D and high
level local manufacturing for railway
systems. A fast, time-bound and well
monitored programme for execution of
the National Highways programme will
be initiated, to overcome the stagnancy
of the past few years. Low cost
airports will be developed to promote
air connectivity to smaller towns.
The government will evolve a model
of Port-led development. Our long
coastline will become the gateway for
India’s prosperity. My government will
facilitate modernization of existing ports
on one hand, and development of new
contd.on page no. 9
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Global Trade and Investment
Trends......
Dr. Prakash Hebalkar
he past month has seen Tourist
traffic to Japan increase, the
Chinese beginning to act like the
Europeans on mergers and acquisitions,
Emirates Airlines and Dubai airport
putting to shame older and then more
reputed Air India and Ukraine provoking
concerns of a reverse oil price war.

T

For a country that has recently been
known as the country that “lost a decade”
and seen as being bullied by China in the
seas, Japan had some surprising good
luck economically. For the first time in
several decades it saw incoming tourism
revenues exceed outgoing tourism
expenditure for a net surplus. Moreover,
the incoming tourists included Chinese!
Here is a chart from Bloomberg:
The surplus was apparently tied to a
weakening yen but easing of visas for
Southeast Asian countries like Indonesia
and Vietnam (but not India!) also played
a significant role. Note the number of
foreign visitors to Japan compared to
India’s 2 million or so.

Abe’s administration is aiming to more
than triple the number of visitors to
about 30 million a year by 2030, with
an increase in spending to match. The
government will loosen visa requirements
from nations including Indonesia and
Vietnam, and plans to double the number
of duty-free stores in the country.
“Income in Asian countries is increasing
and is boosting their appetite for leisure
and tourism, with Japan a nearby
destination,” said Koya Miyamae, an
economist at SMBC Nikko Securities
Inc. in Tokyo. “Increasing foreign visitors
will help boost retail sales and underpin
domestic industries due to demand for
domestic goods.”
Tourists look towards the Tokyo Skytree at
the Sensoji temple in Tokyo. The number
of visitors to Japan in the first five months
of the year was a record 5.2 million, with
most coming from Taiwan, South Korea
and China. Source: Bloomberg

In China, their equivalent of the
Competition Commission decided
against a precursor to a potential intraEuropean takeover by Maersk not
involving a Chinese company, because

of fear of loss of competitiveness for
Chinese companies such as Cosco. This
should be contrasted with the Indian
government’s pusillanimous response to
the Etihad takeover of Jet Airways.
Danish company AP Møller-Maersk,
Swiss company Mediterranean Shipping
Company and French company CMA
CGM had hoped to form the so-called P3
Network to reduce costs on Asia-Europe,
trans-Pacific and transatlantic routes by
pooling 250 ships, a fraction of their total
capacity. The companies abandoned their
plans after China’s commerce ministry
concluded the alliance was not in the
public interest.
The tie-up was designed to shake up
container shipping
by reducing the
chronic overcapacity that has plagued the
industry in recent years and has caused
most operators to be lossmaking. The deal
stopped short of a full merger as the three
companies – which together control 40 per
cent of global seaborne trade – would still
have competed on price.
But Chinese regulators estimated that
the alliance would control 47 per cent of
container traffic on Asia-Europe
routes, “greatly increasing market
concentration”. Their rejection
came despite approval from EU
and US regulators, although
Brussels had reserved the right
to monitor how the P3 Network
performed in practice.
Source:
Financial Times and other sources

Further in the area of aviation,
the spectacular growth of
Emirates Airlines and Dubai
airport in a desolate part of
Africa contrasts with the
Indian government’s lack of
vision, gumption and a can-do
mentality resulting in hitherto
total neglect of the interests of
Indian tourism, building up of
8
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Mumbai or Delhi as a strong Asian hub
ahead of Singapore and of the strength
of Air India in particular. This story has
eerie parallels to the loss of competitive
edge by Air India to the upstart Singapore
Airlines :

success,” said Jim Krane, a Gulf expert at
the Baker Institute for Public Policy at Rice
University, and the author of “City of Gold:
Dubai and the Dream of Capitalism.” “Air
travel can make or break Dubai, and its
economy is wholly dependent on it.”

Emirates was set up in 1985 with a $10
million grant from the government of
Dubai and a pair of Boeing 727 planes.
The catalyst was a decision by Gulf Air,
the region’s main carrier at the time, to cut
back on weekly flights between the United
Arab Emirates and Pakistan because of
a dispute over traffic rights. The carrier
grew rapidly thanks to open skies policies
that favoured the development of the
aviation sector and a business-friendly
environment for foreigners.

Dubai received 67.3 million passengers
in the 12 months through February,
according to the Airports Council
International, jumping for the first time
ahead of Heathrow’s 66.9 million
international travelers, and Hong Kong’s
59.9 million. Source: New York Times, June 19,

But the cornerstone of the strategy
for development of Dubai as a tourist
destination was creating a new airline
and building an aviation infrastructure
around it to support its growth.
“The airline is the linchpin of Dubai’s
contd.from page no. 7

world class ports on the other. Stringing
together the Sagar Mala project we will
connect the ports with the hinterland
through road and rail. Inland and coastal
waterways will be developed as major
transport routes”. This covers most needs
of the infrastructure sector. Creation of
new ports and airports is not enough.
They need to be made sustainable. Our
experience to start passenger airline
services to Nashik can be taken as an
example. The airlines were convinced to
start services but they soon closed down
due to lack of passengers. Modernization
of railways is a must , but the recent
increase in the suburban season tickets
have been a cause of serious concern.
“My government is conscious of the
fact that our urban infrastructure is
under severe stress. Soon, 50 per cent
of our population would be residing in
urban areas. Taking urbanization as an
opportunity rather than a challenge, the
government will build 100 Cities focused
on specialized domains and equipped
with world class amenities. Integrated
infrastructure will be rolled out in

2014

Finally, the ongoing turmoil in the
Ukraine has got strategists thinking
of the long term implications. There is
worry about the Black Sea becoming
an area of military conflict, especially
if the USA strengthens the Romanian
navy as has been rumoured. Turkey,
standing at the gateway to the Black Sea
is perhaps the most concerned of the
uninvolved nations in such a situation.
model towns to focus on cleanliness
and sanitation. By the time the nation
completes 75 years of its Independence,
every family will have a pucca house
with water connection, toilet facilities,
24x7 electricity supply and access”.
Giving every family a pucca house with
water connection and toilet facilities is
an ambitious project. It is surely possible
to provide housing for all, but it requires
huge amount of resources allocated to
infrastructure, serious planning and
effective implementation.
“River Ganga is a part of our rich
cultural heritage, a symbol of faith and
the life line for millions. However,
Ganga continues to remain polluted with
many stretches of the river becoming dry
in lean season. My government will take
all necessary steps to ensure a perennial,
clean and pristine Ganga”. Unless the
infrastructure of the cities and villages
on the banks of the Ganga is augmented
enough to ensure that no pollutants are
released in the Ganga, this dream will
not succeed.
“The government will initiate a mission
mode project to create 50 tourist circuits

But even more interesting is a theory
that the USA may either act or threaten
to act to bring DOWN oil prices by
easing Iranian restrictions and changing
its own oil export policy. According to
this theory, Russia would be hurt badly
if oil prices drop as its government
revenues are tied closely to oil revenues
(and not so much to gas revenues). No
wonder the Russians have tied up for a
major pipeline to China which benefits
both countries (and could do the same
for India if it is smart and not shortsighted, as it can negotiate a branch
from Bishkek to Northern India through
newly “friendly” China).
The Cold War is back with a vengeance,
this time in the global economy and not
militarily!
profitechconsultants@gmail.com
The author is the President of ProfiTech
Consulatant and Member of the Economic
Digest Committee.

that are built around specific themes.
With a view to encouraging pilgrimage
tourism, a National Mission for
beautifying and improving the amenities
and infrastructure at pilgrimage centers
of all faiths will be launched. rich
spiritual, cultural and philosophical
heritage. The government will revive
Brand India riding on our strengths of
5 T’s: Tradition, Talent, Tourism, Trade
and Technology”. The proposal to have
100 new smart cities, along with 50
theme based tourist circuits would take
huge amounts of money to build and
sustain. It is definitely a welcome idea,
but unless such ideas are backed up with
the funds, they may remain on paper.
We are definitely tempted to place more
of our views on record, but have chosen
to exercise restraint, since the new
government has just started work. We
intend to give the new government time
so that it can make laws or change them
to ensure effective implementation of the
promises. We shall continue to review
the performance from time to time.
Chandrashekharp@hotmail.com
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Restoring Revenue
Buoyancy
Mr. Sunil Bhandare

F

or the past many decades, every
single Finance Minister [FM]
in India has suffered from
“revenue mobilization curse”, and
the new FM cannot be an exception.
Indeed, this curse has become even
more acute for him given (a) the
imperatives of cleaning up the burden
of “creative accounting” inherited
from the previous government; and (b)
high levels of expectations of all the
stakeholders from the new government
about the restoration of sustainable and
all-inclusive high economic growth
within a reasonable time span. More
importantly, the forthcoming budget
has to calibrate and strategize the fiscal
responsibility obligations of reducing
progressively both revenue and fiscal
deficit to GDP ratios.
Surely, these are early times for the new
government, but happily it has already
made some promising starts. Various
proclamations so far of the PM and
of several key Ministers – and policy
measures – are found to be inspiring
enough in regaining the lost confidence
of people at large. Given the discernible
political stability, downside risks on
this score now seem to be substantially
mitigated. Also, the overwhelming call
from the PM is to offer “predictable,
transparent and fair” policy framework,
and time-bound delivery of government
services. Witness also so much of meat
in the President’s address to the first
session of both Houses of Parliament
of the 16th Lok Sabha – it effectively
sets the Vision perspective of the new
government.

Constellation of Challenges
While statements of good intentions
10
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do engender positive sentiments and
are welcome, but per se are not good
enough to turn the tide of falling
economic performance of the last three
years. The first 100 days – or even a
longer period of next one year [not
just the forthcoming full budget, but
also of 2015-16] – would be decisive
in determining the shape of things to
come. In the meantime, we have to take
cognizance of the proximate economic
trends – both global and domestic –
and their implications on the growth
prospects for the financial year 201415. What stands out is the constellation
of challenges that the FM will have
to contend with while framing the
budget!
The problems of revenue buoyancy are
inextricably linked with (a) ensuring
a quick return to high growth path,
with strong recovery in industrial and
corporate performance – tax revenue
generation predominantly comes from
these areas of economic activities; (b)
improving the tax structure and its
administration – making it more and
more assesse-friendly and compatible
with modernizing and expanding
economy; in effect, the tax to GDP
ratio, which in India is one of the
lowest in the world, needs to be scaled
up substantially; and (c) exploring
alternative sources of raising non-tax
revenues. What is equally relevant is
the urgency of focusing on expenditure
saving – especially non-productive,
non-plan expenditure. Savings in
public spending is the powerful means
of improving revenue buoyancy. By
contributing towards raising savings
of public sector, such efforts would go

a long way in enhancing productive
investments in the economy.

Obstacles to Growth Recovery
Having so said, it is necessary to reflect
on evolving macro economic scenario,
both at the global and domestic levels.
In the global context, the FM will
have to deal with consequences of (a)
sudden blowing up of Iraq crisis and
its impact on cost of India’s crude oil
imports and industrial performance;
(b) wavering economic recovery
in almost all the major advanced
countries – USA, and in particular, the
EU coming under threat of deflation;
and (c) economic slow down in China
and growing concerns about the health
of its banking sector. Even the recently
released WTO data suggests slowing
down of global trade both in volume
and value terms. In substance, the
global economy may not have much
to offer in terms of incremental growth
opportunities for India.
Therefore, the focus of economic
strategy must predominantly shift
towards reviving domestic economy.
But on this front the challenges
are even more formidable: First
and foremost, the downside risks to
overall economic growth arising from
the latest Meteorological predictions
of below normal monsoon – already
a shortfall of 36% in rainfall so far;
second, the continuing stubbornly high
inflation rate, and further inflationary
potential in the pipeline, making
things difficult for the RBI to usher in
softer interest rates policy; third, the
falling growth performance: raising
the benchmark of real GDP growth
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from sub 5% rate to 6 to 6.5% level for
2014-15 seems extremely tough. And
yet such growth recovery with a strong
thrust on strong industrial recovery
is of vital importance for improving
government’s budgetary management;
fourth, rapid erosion of domestic
savings and investment – as an adjunct
to macro stabilization efforts, the
forthcoming budget must seek to regain
gradually high levels of domestic
savings and investment ratios; and last,
but not least important, dealing with
the critical fiscal scenario, which the
previous FM sought to cleverly gloss
over in his Interim Budget
In substance, given the current
intractable trilemma of “falling
growth-high
inflation-decelerating
investment” and its adverse impact on
fiscal scenario, the forthcoming budget
will have to unveil the true dimensions
of the new government’s oft-repeated
mantra of “Minimum Government,
Maximum Governance”. This is the
ultimate key to restoring revenue
buoyancy and must, among other things,
comprise of (a) creating conditions
favorable for expanding the role of the
private sector; and (b) gradual retreat
of the government from developmental
activities that can be managed by the
private sector initiatives, enterprise
and investments; and (c) managing
smartly and efficiently the social sector
responsibilities of the government.

Macro Pattern of Budgetary
Financing
While reflecting on the issues of
revenue buoyancy, it is imperative at
this stage to evaluate the prevailing
macro picture of the Center’s budgetary
financing, which will be evident from
the following table:
Thus, total government expenditure is
financed from tax and non-tax revenues
[in budgetary parlance understood as
revenue receipts] plus capital receipts
– the latter normally represent over
90% of fiscal deficit. On an average,

2012-13
(Actual)

2013-14
(Revised
Estimates)

2014-15*
(Budget
Estimates)

Total Expenditure

1410,367

1590,434

1763,214

(I) Revenue Receipts

Central Budget
(Rs. Crores)

877,613

1029,252

1167,131

A. Tax Revenue

740,256

836,026

986,417

B. Non-Tax Rev

137,357

193,226

180,714

532,754

561,182

596,083

(II) Capital Receipts

* As per the Interim Budget presented by the previous government. This may
undergo substantial changes, but the basic structure and sources of financing of
budgetary expenditure would remain virtually unchanged.

tax revenues contribute about 53% and
non-tax revenues less than 10% of total
financing, while the balance about 37%
is met through fiscal deficit. There are
limits to fiscal deficit – indeed, there
has to be a progressive reduction in
its contribution to, say, 25% or less in
the overall budgetary expenditure. By
implications, tax and non-tax revenues
together must finance at least 75% of
the budgetary transactions.

But Loss of Tax Buoyancy
This is easily said than done! For the
past many years, the aggregate [Center
and States], and in particular, the
Center’s tax revenues to GDP ratio has
been stagnant and in fact, declining.
[Please see table below]
India has one of the lowest tax/GDP
ratios in the world. Our best tax/
GDP ratio was in 2007-08 – and that
incidentally was the year of high
growth performance – 9.3% real GDP
growth, over 15% industrial growth
and highest domestic and savings and
Tax Ratio
to GDP (%)

investment ratios. What does the FM
now need to do to reverse this process?
Obviously, there are neither shortcuts
nor soft options! The budget will have
to set out a three-year action program
to raise tax to GDP ratio by at least
0.5% points every year. This would
translate into incremental tax revenues
[i.e. higher than the Interim Budget
estimates] by Rs. 50,000 to Rs.60,000
crores per annum. By no means, this
is an impossible proposition provided
the new government sends out clear
signals of its tough decisions.
First, so much of groundwork towards
rationalization and expansion of
the tax base has already been done
by the UPA II government: It is
most opportune time to put under
immediate
implementation
the
Direct Tax Code [DTC] with certain
modifications in personal income tax;
for example, raising substantially the
basic exemption [to Rs.5 lakhs] and
appropriate withdrawal of numerous
deductions and exemptions. Given the

Aggregate (Center & States)

Central Government (Gross)

Total

Direct

Indirect

Total

Direct

Indirect

1991-92

15.8

2.5

13.2

10.3

2.4

7.9

2000-01

14.5

3.4

11.1

9.0

3.3

5.7

2007-08

17.5

6.4

11.1

11.9

6.3

5.6

2010-11

16.3

5.8

10.5

10.2

5.6

4.6

2011-12*

16.4

5.7

10.8

10.0

5.5

4.5

2012-13**

17.2

5.7

11.5

10.6

5.6

5.0

2013-14#

16.8

5.5

11.3

10.3

5.5

4.8

Source: Indian Public Finance, Sept 2013
* Revised Estimates ** Budget Estimates # Our Estimate
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acute compulsions of calibrating fiscal
deficit ratio, it is imperative to raise
the top tax rate to 35% applicable
on taxable personal income of over
rupees one crore.
Second, there are growing concerns
about huge tax-free dividend income
being enjoyed by high net worth
individuals in the topmost end of our
income pyramid. A new dividend tax
of say 10% can be levied on aggregate
dividend income earned over and above
rupees one crore. While doing so, the
assesse must be entitled to claim a set
off against the dividend distribution tax
paid by the concerned corporate assesse
on such assessable dividend income
of over one crore. This new source
of tax revenue can be “earmarked”
for financing infrastructure projects
under the framework of public-privatepartnership schemes.
Third, the implementation of General
Sales Tax [GST] now needs to be
expedited. If necessary, the FM needs
to be more forthcoming and generous
in offering compensatory support for
the States. Such approach would also
help in improving the Center-States
relationship, which is the mantra of
BJP’s manifesto and also spelt out
in the President’s speech. GST is
being looked upon as a major “gamechanger” in our fiscal reforms, and is
anxiously being awaited by business
and industry, especially those in the
manufacturing sector.
Fourth, in recent years service tax has
shown remarkable buoyancy thanks to
progressive expansion of its coverage
and scaling up the tax rate. Many more
services need to be brought within
the purview of this tax system. This
would not only be in conformity with
growing share of services sector to
GDP, but also in the implementation of
GST scheme.
Fifth, our tax system and tax
administration has been rendered
clumsy and complex thanks to a build
up of series of exemptions, deductions
12
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and incentives – all of which help in
keeping the effective tax rate lower
than nominal tax rates. In the case
of corporate sector, the effective tax
rate works out to 22.85% against the
statutory rate of 32.445%. The budget
documents of 2013-14 has revealed
huge amounts of aggregate revenue
foregone from all taxes – roughly over
Rs.480,000 crores.

Not that all such exemptions, deductions
and incentives are unwarranted and
can be removed easily, but these can
surely be rationalized accompanied
with reduction in statutory/ nominal
rates of taxes. For example, in the
case of corporate tax, the FM should
announce that maximum statutory tax
rate to be progressively brought down
to 25% over the next three years and
with gradual withdrawal all exemptions
and incentives, except those relating to
depreciation, accelerated depreciation
and exports.
Thus, three-year action plan needs
to prepared such that every year
effort must be made to identify areas
of withdrawal of tax exemptions,
deductions and incentives by at least
Rs.50,000 to Rs.60,000 crores. Such
simplification and rationalization of tax
structure would also go a long way in

reducing the burden of tax litigations.

Concluding Observations
In summing up, there are multiple
dimensions to the complex issue
of revenue buoyancy. This article
highlights specifically two key aspects:
first, the imperatives of growth
recovery and its strong correlation
with revenue buoyancy, especially
from the perspective tax revenues;
and second, the urgency of scaling up
tax to GDP ratio, which has remained
stagnant for a long time. Both these
aspects need to be confronted with
bold and pragmatic policy reforms,
including essential changes in the
tax structure and tax administration.
Needless to emphasize that the FM
must also explore the opportunities of
exploiting all the avenues of expanding
non-tax revenues, especially through
disinvestment and privatization of
PSUs. But our basic contention is that
growth recovery must assume primacy
of strategic response in the forthcoming
budget – and that is the most powerful
engine of ensuring revenue buoyancy!

sunil.bhandare@gmail.com
The author is the Chief Economist in
MEDC

Appeal to the Members for the Payment of
Annual Membership Fee for the year 2014 - 2015
Dear Members
The MEDC is grateful to its Associate and Constituent Members, who have
paid their Membership Fee for the current financial year (2014-2015)
The MEDC requests its Associate and Constituent Members (those who
have not yet paid their membership fee), to make the payment at an early
date before 31st July 2015 to enable us to update the data of members
for the year 2014-2015.
Your early action in this regard will be highly appreciated.
for more information pl. contact :
Dy. Gen. Manager, MEDC, 3rd Floor, Y B Chavan Centre,
Nariman Point, Mumbai – 400 021.; Tel.: 22819198 ; 22842206/09 ;
Fax.: 22846394 ; Email : sureshg@medcindia.com
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‘Modi’fying Indian Economy (Part - II)
Disinvestment – A Lifeline for PSUs

“Power is paradoxical.”
-Friedrich Durrenmatt

I

n its one-month of ruling, the
Modi-led government initiated the
reform process and has started the
ball rolling as it announced on June
11, 2014 a spate of measures aimed
toward disinvestment, labour laws and
governance. Subsequently, the Finance
Minister Arun Jaitley has approved FY15
disinvestment plan while retaining the
interim Budget disinvestment target of Rs
36,925 crore. The target for minority stake
sales in government-owned companies
is estimated at Rs 37,000 crore, while
residual stake sale, or stake sale in nongovernment companies is set at Rs 20,000
crore as per the interim Budget.
Some of the key companies that
have got 10 percent disinvestment
approval include Sail, Coal India,
National Hydroelectric Power Corp.
(NHPC), Satluj Jal Vidyut Nigam
(SJVN), Manganese Ore India
Limited (MOIL) and the latest entrant
to the disinvestment list Container
Corporation of India Ltd. (Concor).

Raising Funds – Tapping Equity
market
The environment for raising funds through

IPOs is conducive following Modi-mania
which swept the Indian equity market
since January 2014. The fund raising
through IPOs during 2013 has been
lowest due to the extreme instability in
the equity market following political and
financial indecisiveness and inconsistent
secondary market. As a result, the Indian
companies were able to raise Rs 1,619
crore in 2013, lowest level of fund raising
through IPOs since 2001.
However, since 2014 the equity market
sentiments completely transformed with
the election of Mr. Narendra Modi as
Prime Minister who is being pitched as the
panacea for plethora of problems facing
the country at present. Further, the positive
momentum in the equity market is likely to
be sustained due to the pre-Budget rally as
market expects the new Finance Minister
Mr. Arun Jaitley to announce a spate of
economic reforms and measures aimed
toward economic growth.

- Ms. Urvashi Ved
Sr. Economist, MEDC
which states India as the third largest
economy surpassing Japan in terms of
purchasing power parity (PPP).

Trends in Investment by Foreign
Institutional Investors (FIIs)
In April 2014, there was a net inflow of
Rs 418 crore by Foreign Institutional
Investors (FIIs) as compared to inflow
of Rs 31,663 crore in March 2014. The
FIIs pumped in Rs 1,595 crore in equity
in April 2014 as compared to Rs 20,077
crore bought in March 2014. The trend
has shifted to equity as the FIIs sold Rs
1,519 crore in debt market in April 2014
as compared to Rs 11,586 crore bought
in March 2014.
Monthly FII Net Investments
(Calendar Year - 2014) (INR crores)
Month
January -14

Equity

Debt

Total

714

12,609

13,323

February - 14

1,404

11,337

12,741

March - 14

20,077

11,586

31,663

9,602

(9,185)

418

31,798

26,347

58,145

Further, the BSE Sensex has surpassed
gold in terms of returns since 2000. In
the past 14 years, the Sensex gained
more than 600 percent returns while
gold prices rallied 373 percent.

April-14

The silver lining in the present economic
scenario is the World Development report

* No bifurcation of net investment data available
before March 1997

Total - 2014

* The data presented above is compiled on the basis
of reports submitted to SEBI by custodians and
constitutes trades conducted by FIIs on and upto the
previous trading day(s).
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export activities. Third, a special board
would be constituted to negotiate with a
number of large international firms and
approve direct foreign investment in
selected areas; this would be a special
regime to attract substantial investment
that would provide access to high
technology and to world markets.”
Achieving a sustainable GDP growth
of 7-8% will require political will to
implement divestment. Half-hearted
measures will not amount to any longterm development and may hamper
the growth process in this era of
globalisation.

The disinvestment wave swept the nation
in 1990s. The Indian economy in 1991
was mired in deep financial crisis and
precarious balance of payments scenario
that resulted in the country reaching
almost at the state of bankruptcy. As
a result, Mr. Manmohan Singh, the
then Finance Minister, in his Budget
speech on 24th July, 1991 threw open
the doors of Indian economy to foreign
investors in the form of globalization
and liberalization policies. The need for
disinvestment in India was accentuated
by the lack of funds at the disposal of
government.
As Mr. Manmohan Singh in his Budget
speech highlighted that “After four
decades of planning for industrialisation,
we have now reached a stage of
development where we should welcome,
rather than fear, foreign investment. Our
entrepreneurs are second to none. Our
industry has come of age. Direct foreign
investment would provide access to
capital, technology and markets. It
would expose our industrial sector to
competition from abroad in a phased
manner. Cost, efficiency, and quality
would begin to receive the attention they
deserve. We have, therefore, decided to
liberalise the policy regime for direct
foreign investment in the following
manner. First, direct foreign investment
in specified high priority industries,
with a raised limit for foreign equity
at 51 per cent, would be given prompt
approval, if equity inflows are sufficient
to finance the import of capital goods at
14
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the stage of investment and if dividends
are balanced by export earnings over a
period of time. Second, foreign equity
upto 51 per cent would be allowed for
trading companies primarily engaged in

Over the years, the proceeding as well
as the scope of disinvestment underwent
a huge metamorphosis. However, from
the commencement of disinvestment till
date, that is from 1991-92 to 2003-04,

INTERNATIONAL DISNVESTMENT SCENARIO
The noise around disinvestment gathered pace at the international platform during 1970s when
many economists floated the theory of minimum government interference in the matters where
the private enterprises are more efficient and that the government should act as a regulator than
the producer.
Thus, the dawn of privatisation across the world initiated with Chile in the mid-1970s and the UK
from 1979. The foremost reasons for privatisation included domestic fiscal crises and burdensome
funding to meet PSU expansion requirement that accelerated the privatisation process in these
countries. For instance, privatisation in UK, was followed aggressively by Iron Lady Margaret
Thatcher in the 1980s, with the government letting loose most of its stake at one go: British
Telecom, British Air, British Power, British Petroleum and British Rail were some of the major
PSUs disinvested.
The UK model was ensued by other European nations including France. During its divestment
programme from 1986 to 1988, France privatised 66 PSUs with 42 in banking, 13 in insurance,
nine in the industry sectors, and two in telecommunications. In Germany, Chancellor Kohl’s
government divested stakes in VEBA (energy), Volkswagen (auto), VIAG (metals and chemicals),
and Salzgitter (steel and engineering) — raising DM 10 billion — and pared its holding in national
carrier Lufthansa to 50%.
During the period 1989, privatisation became the norm for Central and Eastern European nations
and in the former Soviet Union which pursued economic reforms under the aegis of perestroika.
Meanwhile, deepening fiscal crisis in 1986 in the Latin American countries resulted in
privatisation. The Asian financial crisis spurned Bangladesh, Pakistan, and Sri Lanka to privatise
their manufacturing and retail operations in small businesses, textiles, and agro-industries from
the mid-1970s.
Privatisation had tremendous impact on foreign investment. Gross investment quadrupled as a
proportion of GDP in Latin America, whereas in New Zealand and the UK it nearly tripled, and
enhanced from zero to more than 30% of GDP in the Central and Eastern European countries. For
Asian economies, the impact has been minimal except in countries like the Philippines (where
investment doubled to around 13% of GDP) and Singapore (also doubling, to around 26%).
As per the World Bank report, developing countries garnered US$ 66.6 billion through
privatisation in 1997. While China mopped up US$ 9.1 billion, Latin America raised US$ 34
billion, though India’s share was a meagre US$ 1 billion.
Maharashtra Economic Development Council, Monthly Economic Digest
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the Indian government has been able to
raise only half of the targeted amount.
So far, the divestment proceeds amount
to Rs 45,066 crore as against the targeted
receipt of Rs 91,500 crore.

The present government can learn
a few lessons from the international
experience of privatisation, where
the disinvestment proceeds were
utilised to trim budget deficits,
enhance institutional and structural
competencies and to improvise on the
social costs emerging as a result of
disinvestment.

For our analysis pertaining to the
impact of disinvestment on PSUs we
have included 15 companies and have
classified them into three categories
namely, Navratnas, Maha Navratnas
and Mini Navratnas. The parameters
included in the analysis underscore
financial and efficiency aspects.
Assumptions – In this analysis, we
have done the study on two broad
parameters measuring sales and
profitability. At present, the study
indicates that a public offer has a
positive impact in terms of strong
balance sheet which gets reflected in
the robust PAT and EPS for the period
under consideration.
However, there are many other
factors which will need an in-depth
analysis. For instance, what has been
the role of change in management
on the performance of the company
divested, how much influence the
project completion had for the period
under consideration, whether there
has been any impact of decisionmaking policy reforms on the
performance.

Impact of Disinvestment on PSUs
In terms of Net Profit, of the fifteen
companies under consideration four
companies have reported lower growth
post divestment. These include CPCL,

EIL, NHPC and SCIL. Noteworthy

14 mainly due to rising expenditure

mention

is

despite clocking higher Net Sales.

SAIL, which turned profitable post

among

Not far behind is NHPC which has

divestment and reported PAT of Rs

shown a gradual decline in terms of

26,164.80 million in 2013-14.

profitability in 2013-14. We believe

However, in terms of Net Sales,

that the recent economic slowdown

EIL, which reported increasing Net

has impacted the bottomline of these

Sales, has gradually started showing

companies.

a

reported

among Maharatnas is SAIL, which

marginal drop in 2013-14 while,

turned profitable post divestment and

in

reported PAT of Rs 26,164.80 million

decline.
terms

Coal
of

Maharatnas

India

profitability,

CPCL

reported negative returns in the past

Noteworthy mention

in 2013-14.

two years from 2012-13 to 2013-

Anomaly in Disinvestment
The disinvestment process has not been a smooth sailing and there have
been instances specifically in terms of assets sale where the Government of
India failed to realize the correct price of the asset sold. For instance, the
sale of government stake in two hotels, Juhu Centaur and Airport Centaur.
As per the CAG report, the sale transactions of two hotels, Juhu Centaur
and Airport Centaur were finalised on the basis of single bids without the
benefit of competition. Assumptions made during valuation of the properties
and fixation of reserve price of Airport Centaur were not consistent with the
practice followed by the Ministry in other cases. Repeated extensions and
relaxations were allowed to the bidder of Juhu Centaur to facilitate the sale.
As a result, the Juhu Centaur was sold in March 2002 at Rs 153 crore while,
Airport Centaur realised Rs 83 crore during April 2002. Subsequently, the
Centaur hotel was later sold at a higher rate thus, undermining the asset
value during the disinvestment. Hence, the government should follow a
transparent pricing mechanism which will realize the full value of the
assets sold.
NAVRATNAS – HOLDS THEIR TAG
We have included five Navratnas for our performance analysis. These are
Rural Electrification Corp. Ltd. (RECL), Oil India Ltd (OIL) and Power Grid
Corporation of India Ltd (PGCIL), NMDC and Shipping Corp. of India Ltd
(SCIL).
In this category, almost four companies, except SCIL, have outperformed
in terms of sales and profitability parameters post their disinvestment. For
instance, RECL reported exceptional increase in Net Sales and PAT numbers.
During 2007-08, its Net Sales were Rs 33,782 million and post its divestment
the Net Sales surged to Rs 1,70,179.80 million in 2013-14. Likewise, its PAT
jumped from Rs 8,601.50 million in 2007-08 to Rs 46,837 million in 201314. Similar performance was noted for PGCIL. For NMDC, the Net Sales
post disinvestment recorded exceptional gains and so did the PAT. However,
SCIL in terms of Net Sales posted good performance but differed in terms of
PAT as high expenses took a toll on its profitability in 2013-14.
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NAVRATNAS

Rural Electrification Corp.Ltd (RECL) ( Amount in Rs. million)
Particulars

2007-08

% Stake Sold
Methodology Used

2008-09

2009-10

9.09%

4.35%

Public Offer

Public Offer
65,497.60

2011-12

2012-13

2013-14

82,569.10

1,03,375.90

1,35,188.60

1,70,179.80

Net Sales

33,782.20

Expenditure

-1,511.00

-1,126.60

-1,451.00

-1,645.90

-3,341.40

-4,247.20

-5,470.10

PAT

8,601.50

12,720.80

20,014.20

25,699.20

28,170.30

38,176.20

46,837.00

Equity Capital

8,586.60

8,586.60

9,874.60

9,874.60

9,874.60

9,874.60

9,874.60

% age of Shares - Public

47,571.70

2010-11

0

18.18

33.2

33.2

33.2

33.2

34.36

EPS (Rs.)

10.94

14.81

23.06

26.03

28.53

38.66

47.43

OPM (%)

100.25

101.29

100.19

100.89

98.43

97.45

97.39

Power Grid Corporation of India Ltd. ( Amount in Rs. million)
Particulars

2007-08

% Stake Sold
Methodology Used

2008-09

2009-10

2010-11

2011-12

2012-13

2013-14

4.55%

9.09%

3.54%

Public Offer

Public Offer

Public Offer

Net Sales

46,148.20

66,758.50

71,274.50

83,887.00

1,00,353.30

1,27,578.50

1,52,302.80

Expenditure

-10,518.00

-11,739.10

-13,543.30

-13,417.50

-16,716.10

-17,967.40

-22,944.60

PAT

14,484.70

16,906.10

20,409.40

26,968.90

32,549.50

42,345.00

44,974.20

Equity Capital

42,088.40

42,088.40

42,088.40

46,297.30

46,297.30

46,297.30

52,315.90

13.64

13.64

13.64

30.58

30.58

30.58

42.1

EPS (Rs.)

3.6

4.02

4.85

6.19

7.03

9.15

9.36

OPM (%)

87.32

87.7

86.28

10.58

0

16.39

16.23

% age of Shares - Public

NMDC LTD. (Amount in Rs. million)
Particulars

2009-10

% Stake Sold

8.38

Methodology Used

2010-11

2011-12

2012-13

2013-14

10

Public Offer

Public Offer

Net Sales

62,390.90

1,13,689.40

1,12,618.90

1,07,042.70

1,20,582.00

Expenditure

-18,168.60

-27,224.90

-23,872.60

-33,263.00

-42,412.60

Net Profit

34,472.60

64,992.20

72,653.90

63,423.70

64,200.80

Equity Capital

3,964.70

3,964.70

3,964.70

3,964.70

3,964.70

% age of Shares - Public

10

10

10

20

20

EPS (Rs.)

8.69

16.39

18.33

16

16.19

OPM (%)

84.69

86.66

96.71

89.84

82.2

Oil India Ltd. (Amount in Rs. million)

Shipping Corporation Of India Ltd. (Amount in Rs. million)
Particulars

2010-11

2011-12

2012-13

2013-14

Particulars

2009-10
10

10

CPSE to
CPSE Sale

Public
Offer

% Stake Sold

9.09

% Stake Sold

Methodology
Used

Public Offer

Methodology
Used

Net Sales

35,434.20

Expenditure
Net Profit

43,086.10

43,606.00

2010-11

2011-12

2012-13

2013-14

44,051.70

Net Sales

80,728.00

86,114.70

98,632.30

99,475.70

96,127.00

-41,971.70

-42,743.50

-51,885.50

-53,328.60

-55,851.00

-28,336.60

-38,441.90

-39,412.60

-36,961.90

Expenditure

5,673.50

-4,282.10

-1,143.10

-2,746.60

Net Profit

26,105.20

28,877.30

34,469.20

35,893.40

29,813.00

2,404.50

2,404.50

2,404.50

6,011.40

6,011.40

21.57

31.57

32.36

Equity Capital

4,658.00

4,658.00

4,658.00

4,658.00

Equity Capital

% age of
Shares - Public

36.25

36.25

36.25

36.25

% age of
Shares - Public

21.57

21.57

EPS (Rs.)

13.01

-9.19

-2.45

-5.9

EPS (Rs.)

113.78

120.09

57.34

59.71

49.59

19.13

OPM (%)

57.76

61.25

62.05

61.56

58.84

OPM (%)

16

33.47

July 2014
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MAHARATNAS – SCORES HIGH
In this category we have included five companies namely COAL INDIA, IOC, ONGC, SAIL and NTPC. Noteworthy
mention among Maharatnas is SAIL, which turned profitable post divestment and posted PAT of Rs 26,164.80 million
in 2013-14. Another remarkable story of turnaround post divestment is that of IOC which witnessed a significant jump
in its PAT from Rs 28,846.60 million in 2001-02 to Rs 70, 190.90 million in 2013-14, an increase of ---%. NTPC and
ONGC also replicated similar performance in terms of Net Sales and profitability.

MAHARATNAS
INDIAN OIL CORPORATION (IOC) (Amount in Rs million)
Particulars

2001-02

2002-03

2003-04

2004-05

2010-11

2011-12

2012-13

2013-14

Net Sales

11,49,001.20

12,36,281.50

11,67,755.70

13,82,533.40

32,88,531.90

43,45,085.70

44,70,964.10

47,32,100.90

Expenditure

-10,85,475.60

-11,45,724.20

-10,65,101.90

-13,10,612.50

-31,55,814.20

-42,34,939.50

-43,33,532.60

-45,58,573.60

PAT

28,846.60

61,148.90

70,048.20

48,913.80

74,454.80

39,546.20

50,051.70

70,190.90

Equity Capital

7,786.70

7,786.70

11,680.10

11,680.10

24,279.50

24,279.50

24,279.50

24,279.50

% age of Public
Shareholding

17.97

17.97

17.97

17.97

21.08%

21.08%

21.08%

31.43%

EPS (Rs)

37.05

52.35

59.97

41.88

30.67

16.29

20.61

28.91

OPM (%)

4.96%

3.27%

3.86%

4.39%

4.96%

3.27%

3.86%

4.39%

2005-06

2006-07

2007-08

2009-10

2010-11

2012-13

2013-14

% Stake Sold
Methodology Used

NTPC LTD (Amount in Rs million)
Particulars
% Stake Sold

2004-05
5.25

5%

Methodology Used

Public Offer

Net Sales

2,25,650.00

2,61,429.00

3,26,317.00

3,70,501.00

Public Offer
5,83,597.80

6,56,739.30

7,20,189.30

Expenditure

-1,64,952.00

-1,97,244.00

-2,25,385.00

-2,58,262.00

-4,25,634.70

-4,68,757.60

-5,42,543.90

PAT

58,070.00

58,202.00

68,647.00

74,148.00

91,025.90

1,26,193.90

1,09,747.40

Equity Capital

82,455.00

82,455.00

82,455.00

82,455.00

82,454.60

82,454.60

82,454.60

10.50

10.50

10.50

10.50

15.5

25

25.00

28.59

33.35

28.4

2011-12

2012-13

2013-14

% age of Public
Shareholding
EPS (Rs)

7.26

7.06

8.33

8.99

OPM (%)

40.11

34.54

39.35

38.30

15.3

OIL AND NATURAL GAS CORPORATION LTD. (ONGC) (Amount in Rs million)
Particulars

2000-01

2001-02

2002-03

2003-04

2010-11

% Stake Sold
Methodology Used
Net Sales

2,36,473.10

2,32,378.00

3,42,772.90

3,20,639.30

6,91,773.00

7,65,163.90

8,29,859.40

8,38,889.30

Expenditure

-1,10,791.70

-1,09,539.60

-1,58,717.90

-1,43,833.60

-2,81,584.30

-3,68,214.60

-4,95,044.60

-4,72,421.60

PAT

52,287.80

61,978.70

1,05,293.20

86,644.30

1,89,240.00

2,51,229.20

2,09,257.00

2,20,948.10

Equity Capital

14,259.30

14,259.30

14,259.30

14,259.30

42,777.60

42,777.60

42,777.60

42,777.60

% age of Public
Shareholding

15.89

15.89

15.89

25.85

25.86

30.77

30.77

31.06

EPS (Rs)

36.70

43.47

73.84

60.76

OPM (%)

22.12

29.36

24.46

25.83

63.01

57.73

46.93

51.69
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Steel Authority Of India Ltd. (Amount in Rs million)
Particulars

2000-01

2001-02

2002-03

2003-04

2010-11

2011-12

2012-13

2013-14

Net Sales

1,45,725.80

1,40,645.20

1,74,471.50

2,19,956.50

4,34,327.90

4,63,417.90

4,45,982.60

4,66,984.10

Expenditure

-4,16,233.30

% Stake Sold
Methodology Used
-1,26,928.30

-1,37,157.10

-1,54,262.80

-1,74,808.20

-3,57,183.70

-4,05,019.20

-4,01,407.00

PAT

-7,286.60

-17,068.90

-3,043.10

25,120.80

49,047.40

35,427.20

21,703.50

26,164.80

Equity Capital

41,304.00

41,304.00

41,304.00

41,304.00

41,304.00

41,305.30

41,305.30

41,305.30

% age of Public
Shareholding

14.18

14.18

14.18

14.18

14.16

14.17

19.99

19.99

EPS (Rs)

-1.76

-4.13

-0.74

6.08

11.87

8.58

5.25

6.33

OPM (%)

28.59

27.12

33.35

28.40

21.08

15.96

12.09

12.65

COAL INDIA

(Amount in Rs million)

Particulars

2010-11

% Stake Sold

10%

Methodology Used

2011-12

2012-13

2013-14

Public Offer

Net Sales

4,137.57

4,158.60

3,522.50

3,142.50

Expenditure

-5,656.58

-5,319.30

-7,216.20

-7,186.80

PAT

46,961.03

80,651.00

97,943.20

1,50,085.40

Equity Capital

63,163.64

63,163.60

63,163.60

63,163.60

10.00

10.00

10.00

10.35

% age of Public Shareholding
EPS (Rs)

7.42

12.83

15.65

23.76

OPM (%)

1,192.09

2,160.74

3,042.91

4,991.38

MINI NAVRATNAS – REMARKABLE PERFORMANCE
The five companies included in this category are SJVN, CPCL, Engineers India Ltd., RCFL and NHPC. In terms of
Net Sales all the five companies have reported remarkable growth since their disinvestment however, in terms of PAT
there has been a mixed trend. For instance, SJVN reported jump in PAT post divestment, but CPCL, which reported
growth in PAT since 2001 till 2004, has slipped in its performance in the past two years.

MINI NAVRATNAS
SJVN (Amount in Rs million)
Particulars

2007-2008

2008-2009

% Stake Sold

2010-2011

2011-12

2012-2013

2013-14

10%

Methodology Used
Net Sales

2009-2010
AUCTION

12,50.34

17,595.9

17,697.4

18,126.7

19,097.9

16,804.2

18,735.80

Expenditure

697.98

743.24

783.02

-1,970.40

-2,612.50

-2,313.10

-2,691.30

PAT

7,645.1

10,153.2

9,721.4

9,121.3

10,686.8

10,523.4

11,146.30

Share capital

410881

410881

410881

41,366.30

41,366.30

41,366.30

41,366.30

00

00

10.03

10.03

10.03

10.03

10.03

186.07

247.11

% of Public Shareholding
EPS
OPM (%)

2.37

2.21

2.58

2.54

2.69

91.75

97.03

97.30

100.19

98.29

(NOTE: BREAKUP OF GOVT. SHAREHOLDING ; GOI-65% GOVT. HIMACHAL PRADESH-25%)
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CPCL (Amount in Rs million)
Particulars

2000-2001

% Stake Sold

2001-2002

2002-2003

AUCTION

AUCTION

2003-2004

2012-2013

2013-2014

10%

Methodology used
Net Sales

71,326.20

60,476.50

80,551.70

87,390.30

Expenditure

-67,998.20

-57,911.00

-73,989.30

-80,329.20

-4,37,614.50

-4,87,433.90

4,28,832.90

PAT

1,224.30

637.10

3,028.90

4,000.50

-17,668.40

-3,038.50

Share capital

1,490.00

1,490.00

1,490.00

1,490.00

1,490.00

1,490.00

% of Public Shareholding

15.38

15.38

15.38

15.38

15.38

15.38

EPS

8.21

4.28

20.31

26.86

-118.65

-20.41

-1.99

1.27

OPM (%)

Engineers India Ltd (Amount in Rs million)
Particulars

2007-2008

2008-2009

2009-2010

% Stake Sold

2010-2011

2011-2012

2012-2013

2013-2014

10%

Methodology Used

AUCTION

Net Sales

7,377.50

15,324.63

19,937.97

28,232.84

36,988.24

25,059.67

18,235.92

Expenditure

-5,690.90

-12,224.62

-15,027.94

-21,833.52

-29,956.27

-19,205.80

-14,469.54

PAT

1,946.00

3,445.34

4,355.75

5,225.19

6,363.15

6,285.76

4,797.64
1,684.68

561.60

561.56

561.56

1,684.68

1,684.68

1,684.68

% of Public Shareholding

Share capital

9.60

9.60

9.60

19.60

19.60

19.60

30.63

EPS

34.65

61.35

12.93

15.51

18.89

18.66

14.24

OPM (%)

41.24

34.68

33.84

18.51

25.29

35.99

39.08

RCFL

NHPC (Amount in Rs million)
Particulars

20092010

20102011

% Stake Sold

20122013

20132014

20112012

20122013

20132014

10%
AUCTION

42,252.50

56,546.90

53,066.40

55,370.40

Net Sales

55,071.10

64,337.10

68,944.90

65,876.00

Expenditure

-51,333.00

-60,342.00

-63,459.60

-60,212.80

PAT

2,451.20

2,492.40

2,809.00

2,498.90

1,10,706.70

Share Capital

5,516.90

5,516.90

5,516.90

5,516.90

7.50

7.50

20.00

20.00

Expenditure

-9,996.80

-7,233.80

-19,633.90

-17,426.20

-31,777.70

PAT

20,905.00

21,666.70

27,717.70

23,482.20

9,787.90

1,23,007.40

1,23,007.40

1,23,007.40

1,23,007.40

Share Capital

20102011

Methodology used

AUCTION
43,319.80

(Amount in Rs million)

Particulars
% Stake Sold

10%

Methodology used
Net Sales

20112012

% of Public
Shareholding

13.64

13.64

13.64

13.64

14.04

% of Public
Shareholding

EPS

1.76

1.76

2.25

1.91

0.82

EPS

4.44

4.52

5.09

4.53

OPM (%)

89.85

99.61

84.04

85.87

68.92

OPM (%)

8.66

8.80

9.30

9.72

Disinvestments through Public Offers - Highlights
¾¾ CPSEs constitute 16.61% and 16.61% of the total market capitalisation of companies listed at BSE and NSE respectively (as on 31 May 2014)
¾¾ The CPSE with the highest market capitalisation is Oil & Natural Gas Corp.Ltd. at Rs. 3,23,611 crore (BSE) and Rs. 3,23,526 crore (NSE)
(as on 31 May 2014)
¾¾ VSNL was the first CPSE to be divested by way of a Public Offer in 1999-00
¾¾ ONGC Public Offer in 2003-04 has been the largest CPSE FPO, raising Rs. 10,542 crore
¾¾ Coal India Public Offer in 2010-11 has been the largest CPSE IPO, raising Rs. 15,199 crore
¾¾ The maximum number of applications received in a PSU IPO/FPO since 2003-04 was in CIL (15.96 lakhs)
¾¾ Total disinvestments proceeds in the Current Financial Year is Rs. 15,819.45 crore (as on 31 st March 2014)
Maharashtra Economic Development Council, Monthly Economic Digest

July 2014

19

Disinvestment – A Lifeline for PSUs
PSU Market Capitalisation (as on 30 June 2014)
NO.

SCRIP
CODE

COMPANY

MARKET
CAPITALISATION
(Rs.crore)

NO.

SCRIP
CODE

COMPANY

MARKET
CAPITALISATION
(Rs.crore)

CPSEs-Central Public Sector Enterprises (Companies where the direct holding of the Central Government or of other
CPSEs is 51% or more)
1

500312

OIL & NATURAL GAS CORP.LTD.

351673.42

24

513377

MMTC LTD.

9325.00

2

533278

COAL INDIA LTD.

241379.87

25

533286

MOIL LTD.

5397.84

3

532555

NTPC LTD.

125825.79

26

534309

NATIONAL BUILDINGS
CONSTRUCTION CORP.LTD.

3784.80

4

530965

INDIAN OIL CORP.LTD.

80802.26

27

500191

HMT LTD.

3630.67

5

526371

NMDC LTD.

70889.12

28

524230

RASHTRIYA CHEMICALS &
FERTILIZERS LTD.

3597.01

6

532898

POWER GRID CORP.OF INDIA LTD.

63265.20

29

500048

BEML LTD.

3362.79

7

500103

BHARAT HEAVY ELECTRICALS LTD.

59941.72

30

523598

SHIPPING CORP.OF INDIA
LTD.,THE

3190.72

8

532155

GAIL (INDIA) LTD.

57100.71

31

590024

FERTILIZERS & CHEMICALS
TRAVANCORE LTD.

2578.58

9

500547

BHARAT PETROLEUM CORP.LTD.

41226.65

32

500108

MAHANAGAR TELEPHONE
NIGAM LTD.

2238.53

10

532810

POWER FINANCE CORP.LTD.

39739.71

33

523630

NATIONAL FERTILIZERS
LTD.

2134.02

11

500113

STEEL AUTHORITY OF INDIA LTD.

38327.06

34

523319

BALMER LAWRIE & CO.LTD.

1504.26

12

532955

RURAL ELECTRIFICATION CORP. 34990.61
LTD.

35

500110

CHENNAI PETROLEUM
CORP.LTD.

1395.30

13

533106

OIL INDIA LTD.

34466.13

36

512531

STATE TRADING CORP.OF
INDIA LTD.,THE

1299.60

14

533098

NHPC LTD.

31674.41

37

523618

DREDGING CORP.OF INDIA
LTD.

1192.80

15

531344

CONTAINER CORP.OF INDIA LTD.

22652.10

38

532189

INDIA TOURISM
DEVELOPMENT CORP.LTD.

1135.16

16

513683

NEYVELI LIGNITE CORP.LTD.

16374.45

39

526173

ANDREW YULE & CO.LTD.

913.19

17

500049

BHARAT ELECTRONICS LTD.

16349.20

40

523610

ITI LTD.

792.00

18

532234

NATIONAL ALUMINIUM CO.LTD.

15218.59

41

524316

HINDUSTAN PHOTO FILMS
MFG.CO.LTD.

617.61 *

19

500104

HINDUSTAN
LTD.

CORP. 13448.58

42

532485

BALMER LAWRIE
INVESTMENTS LTD.

516.75

20

500109

MANGALORE
REFINERY
PETROCHEMICALS LTD.

12075.41

43

500449

HINDUSTAN ORGANIC
CHEMICALS LTD.

136.36

21

532178

ENGINEERS INDIA LTD.

10530.95

44

505141

SCOOTERS INDIA LTD.

130.27

22

513599

HINDUSTAN COPPER LTD.

10404.08

45

524663

BHARAT IMMUNOLOGICALS
& BIOLOGICALS CORP.LTD.

99.53

23

533206

SJVN LTD.

10052.00

46

524013

HINDUSTAN
FLUOROCARBONS LTD.

14.91

* Scrip Suspended
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PETROLEUM

&

Sub Total

1447395.72

% share of CPSEs in BSE Market
Capitalisation

16.05
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Annual CPSE Disinvestment Target
vs. Achievement Table since 1991-92
(as on 26 June 2014) Disinvestment
Proceeds- Historical Data

MEDC - YOUR PARTNER IN PROGRESS
 The activities of MEDC are being re-vitalized to bring in
additional services which will help your business to grow.
MEDC being pro-active now provides you with the following
services:

YEAR

TARGET
(Rs. crore)

ACHIEVED *
(Rs. crore)

ACHIEVE
MENT (%)

1991-92

2,500

3,038

121.51

1992-93

2,500

1,913

76.50

1993-94

3,500

0

0.00

1994-95

4,000

4,843

121.08

1995-96

7,000

168

2.41

1996-97

5,000

380

7.59

1997-98

4,800

910

18.96

1998-99

5,000

5,371

107.42

1999-00

10,000

1,585

15.85

2000-01

10,000

1,871

18.71

2001-02

12,000

3,268

27.24

2002-03

12,000

2,348

19.57

2003-04

14,500

15,547

107.22

2004-05

4,000

2,765

69.12

2005-06

0

1,570

N.A.

2006-07

0

0

N.A.

2007-08

0

4,181

N.A.

2008-09

0

0

N.A.

2009-10

25,000

23,553

94.21

2010-11

40,000

22,763

56.91

2011-12

40,000

14,035

35.09

2012-13

30,000#

23,857

79.52

 Advertisement of your organisation / Tenders notice / Company
Profile / Products lunching etc. on MEDC web-site

2013-14

54,000##

21,321

39.48

 Advisory Services :

2014-15

51,925

48**

0.09

TOTAL

3,37,725

1,55,336

46

•

 Economy / Business: Latest vital information and Economic
data – Global and Domestic, for business and industries every
month through MEDC Economic Digest.
 Research Studies / Reports / Publications: MEDC research
publications are based on insightful analysis, comprehensive
information coverage and authentic data which act as a roadmap for the investor.
 Govt. policies / dialogue: Information on recent changes /
amendments in govt. policies and concerned Govt. Depts.
 Conferences / Business Meetings: MEDC organizes useful
and action-oriented Seminars, Conferences and DiscussionMeetings on vital issues of topical interest to business and
industry. Join our International Conferences / Seminars and
Business Meetings.
 Foreign Delegates: MEDC lead Delegations to overseas
which provide linkages with other countries to explore your
business.
 Access our Database and Digital Library.
 Personalized Services : MEDC will work on your behalf
and take up issues with Govt. Depts., help you in launching
products, obtaining permissions for setting up of your unit in
Maharashtra, etc.

* Excludes Other Receipts of the Government from
CPSE Disinvestment (Click here for details)

•

# Revised Target : Rs. 24,000 crore

•

## Revised Target : Rs. 19,027 crore

•

** Figure includes tentative amount for NATIONAL
ALUMINIUM CO.LTD.

 Preparation of Basic profile of the project and all the aspects
in terms of Technical, Financial and Marketing related to
the project.
 Evaluation of the information provided by the Government
/ Government Agency on the project.
 Preparation of Bankable Project Report
 Helping the investor with getting the government clearances
needed for successful implementation of the project.
 Identification of prospective investors to finance the
project.
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“By providing financial protection
against the major 18th and 19th
century risk of dying too soon,
life insurance became the biggest
financial industry of the century.
Providing financial protection
against the new risk of not dying
soon enough may well become
the next century’s major and most
profitable financial industry,”
- Peter Drucker

Demographic Transition:
India’s population is ageing and this
remains an undeniable fact. The future
projections show that by 2050, China
will see its number of elders grow 30%
from 109 million to 350 million—India,
from 62 million to 240 million. Thus
though by 2020 the median age in India
would be 29 years a vast percentage of
population would be older.

Chart 1 : Demography

older population is the store house of
rich experiences of culture, knowledge,
and skills. However the major point
of constraint is the lack of awareness
regarding the difficulty that this
population faces and poor integration of
related services.
The combination of lower fertility rate
and longer life will result in a higher
share of the elderly in the total population
in the coming years, thereby raising the
expected ratio of elder persons to the
actively working population by 15 to 40
percent. A good number of old people
will have to depend on less number
of working people, which implies the
increasingly straining of the family as
well as the Government support system.
Hence, the dire requirements for the
transformation of the pension systems
cannot be ruled out, as many households
may not be able to bear the increasing
burden.
of India
Hence India is under
a potential financial
and health crisis,
unless they address
this issue seriously
with innovative and
timely action.

Social
Change:
Source : data.worldbank.org

Ageing is a triumph of development.
Increasing longevity is one of
humanity’s greatest achievements.
People live longer because of improved
nutrition, sanitation, medical advances,
health care, education and economic
well-being
The older population contributes to the
nation in an exceptional manner. The

Since
the
beginning
of
human civilization,
the institution of
family provided the necessary social
and financial support during the various
stages of life. The Indian civilization
evolved as an agro-economy due to the
abundance of fertile land, adequate water
resources and the inherent skill of the
people. Such an economic environment
led to the formation of the joint family

- Ms. Rashida Dohadwala,
Economist, MEDC

system in Indian societies, as the
mobility of the people was negligible.
It not only provided a suitable umbrella
to manage personal risks, such as risks
of premature death and excessive
longevity, but also laid down the norms
of intergenerational relationships as
well as the role of each member. The
elderly play a significant role in decision
making regarding household matters,
while the younger people are entrusted
with the responsibility of ensuring their
well-being.

Diminishing Capacity of
the Government:
In many countries, the Government
employees enjoy defined and indexed
pension benefits that are noncontributory in nature. These benefits
are provided from the state’s exchequer
through Pay-As-You-Go schemes.
India’s Pension expenses are increasing
by 20% whereas the growth rate of
revenues is by 14% implying that in
the near future government pension
spending will outrun the revenue
receipt.
The rising number of retirees and
the increasing generosity of the
public pension programs are rapidly
jeopardizing their long-term financial
sustainability. Pension schemes of
the central as well as various state
governments are facing acute financial
crisis due to lavish benefit provisions.
Such
unproductive
expenditures
will cause serious strain on the state
exchequer. Therefore, even the
Government may fail to withstand
the cyclonic spending pressure of the
coming age wave.

Favored Formal Sector:
India, like most other developing
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Table 1: Pension Expenditure by Center and
State Government (in Rs. Million)
Years

Center

All State
Governments

Total

1991-1992

21380

7635

29465

2001-2002

144360

282192.2

426552.2

2008-2009

329400

656058.2

985458.2

2009-2010

561490

834041.5

1398231.5

2010-2011

574050

1087645.4

1661695.4

2011-2012

611660

1280992.4

1892652.4

2012-2013

694780

1441412.9

2136192.9

2013-2014

740760

1628787.3

2369547.3

(Source: CMIE, Public Finance, Mar-2014)

countries, does not have a universal social
security system to protect the elderly
against economic deprivation. Perhaps,
persistently high rates of poverty and
unemployment act as a deterrent to
institute a pay-roll tax financed state
pension arrangement for each and every
citizen attaining old age. Instead, India
has adopted a pension policy that largely
hinges on financing through employer
and employee participation. This has
however restricted the coverage to the
organized sector workers - denying the
vast majority of the workforce in the
unorganized sector access to formal
channels of old age economic support.

Pension

System in India:

The formal old age income security
system in India can be classified into

three categories. The upper tier
consists of statutory pension
schemes and provident funds
for the organized sector
employees; the middle tier
is
comprised
voluntary
retirement saving schemes
for the self-employed and
unorganized sector workers
while the lower tier consist
of targeted social assistance
schemes and welfare funds
for the poor.
(1)
Public
Schemes:

Pension

Public pensions comprise a
limited safety net for the needy elderly
population, three pension schemes for
elderly, civil servants and the New
Pension System, which replaces the civil
servants’ schemes for new entrants exist
in the Public domain
(a) The National Old Age Pension
Scheme
was introduced in 1995 and is part of
the National Social Assistance Program.
It aims to expand the social safety net
for the poor. Needy persons over 65
below the poverty line are eligible for
this scheme, which provides monthly
benefits of Rs.500-1000. It is estimated
that around 16 million people are entitled
to benefits under this scheme.

Table 2: Percentage Distribution of Workers in Formal /Informal
Sectors / Employment
Informal Workers
Year

Informal Sector

Formal Sector

Total

Total in million

1999-2000

93.6%

6.4%

100%

(362.75)

2004-2005

93.1%

6.9%

100%

(422.61)

2009-2010

91.2%

8.8

100%

(423.17)

Formal Workers
1999-2000

5.3%

94.7%

100%

(33.64)

2004-2005

4.1%

95.9%

100%

(34.85)

2009-2010

4.5

95.5

100%

(37.25)

Total Workers
1999-2000

86.2

13.8

100%

(396.39)

2004-2005

86.3

13.7

100%

(457.47)

2009-2010

84.2

15.8

100%

(460.42)

(Source: NCEUS, 2009 and Kannan, 2011.)
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(b) Central Civil Service Pension
Scheme/Civil Service Provident
Fund
The Central Civil Service Pension
Scheme and the Civil Service Provident
Fund are mandatory schemes for civil
servants that were established in 1972
and 1981, respectively. Both schemes
are now only available to existing central
government employees. The Civil
Service Pension Scheme is an unfunded
defined benefit, pay-as-you-go scheme.
Employees do not contribute, while the
respective employer pays 8.3% and the
government adds 1.16%. To qualify
for a pension, ten years of service are
necessary, and the pensionable age is
58. The maximum benefit is 50% of the
final salary, and one-third of the pension
value may be withdrawn as a lump sum.
Pension schemes for the civil servants
of state governments generally have a
similar structure.
The Civil Service Provident Fund
is run for employees of the Central
Government. While it is designed as a
provident fund on a defined contribution
basis, it actually operates on a pay-asyou-go basis; current contributions are
used for financing the pension benefits
of current pensioners. Members have
to contribute monthly and can freely
decide which amount they would like to
contribute between 6% and 100%. The
employer does not pay contributions,
and benefits are paid as a lump sum
after at least 20 years of service. The
government credits the accounts with an
interest rate that is determined each year;
currently the rate is 8.5%.
The pension system for civil servants
delivers a high replacement rate.
However, it has been exposed to
rapidly rising financial burdens for the
government and seems unsustainable in
the long run. For this reason, access to the
old schemes was closed for new entrants
and replaced by a different system.
(2) Occupational Pension Schemes:
The mandatory pension scheme
for the private sector is managed
by the Employees’ Provident Fund
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Organization (EPFO). It was set up
in 1952 and covers employees in 181
specified economic sectors at firms with
more than 20 employees. It is part of the
central government’s Labor Ministry
and administers and regulates all
employee benefits, while outsourcing
the management of the scheme’s assets
to fund managers. Traditionally, assets
have been managed by state-owned
banks. Employers can be exempted
from participation if their pension
plans provide at least the same level of
benefits.
The EPFO operates three major schemes
: the Employees’ Pension Scheme, the
Employees’ Deposit Linked Insurance
Scheme and the Employees’ Provident
Fund Scheme. All three are mandatory
for employees. While the Employees’
Deposit Linked Insurance Scheme
is a life insurance scheme to which
only the employer contributes 0.5%
of wages, and which is intended to
provide benefits to the family in case of
the breadwinner’s death, the other two
schemes are directly pension-related.
The Employees’ Pension Scheme is a
defined-benefit plan to which employers
and the government contribute 8.33%
and 1.16% of salary, respectively.
The assessment ceiling is Rs. 6,500.
Retirement under this scheme is possible
at age 58, while early retirement with
reduced benefits is possible from age
50 onwards. One-third of the capital
can be withdrawn as a lump sum. The
Employees’ Pension Scheme follows
the EET taxation principle and covers
32 million members.
The Employees’ Provident Fund
Scheme is a defined contribution
scheme with an administered rate of
return that provides lump-sum benefits
at the time of retirement. Members can
make partial withdrawals for specific
purposes, such as buying a house or
covering medical expenses. Employers
and employees each contribute 3.67% of
wages. Also in the Employees’ Provident
Fund, the assessment limit is Rs. 6,500;
voluntary employee contributions of up
to 100% of basic salary are possible.

The taxation principle is EEE, meaning
that contributions, investment returns
and benefits are tax-exempt. The
stated rate of return, which is fixed
by the government, is currently 8.5%.
Employers must make up for shortfalls
in investment income. The Employees’
Provident Fund covers 43 million
employees.

system and must provide the same rate
of return; the retirement age ranges
between 58 and 60 years. Employer
and employee contributions are taxdeductible, investment income is taxexempt and benefits are taxed.

Apart from these schemes, there are
special mandatory provident funds for
certain occupational groups, such as
the Coal Miners’ Provident Fund, the
Assam Tea Plantation Provident Fund,
the Jammu and Kashmir Provident
Fund and the Seamen’s Fund. Although
managed by different trusts and fund
managers, these funds follow the same
investment and return rules as those
regulated by EPFO, and cover around 2
million members.

The regulatory frameworks for the
several pension schemes in India are as
follows:
• Central and state government pension

Regulatory Framework
until 2004

schemes are paid from the government
exchequer on a pay-as-you-go method.
They are solely managed by the
respective governments and, hence,
are not supervised by any regulator.
•

In the Public Provident Fund (PPF),
the government manages the mobilized
fund by offering an administered rate
of interest. The major part (75 percent)
of the net accretion is loaned to the
state government, while the balance
is transferred to the public account to
finance the government expenditures.

•

Hence, this scheme is also not
supervised.

•

EPF is both administered and regulated
by the EPFO, which cannot be termed
a satisfactory practice, as the dual
roles contradict each other.

•

EPS ’95 is also administered and

Exempted Funds : Exempted Funds
can be established as a substitute for the
EPFO plans, provided that benefits at
least match the ones of the EPFO plans
and that the EPFO agrees.
If employers set up Exempted Funds to
substitute the EPFO, employees must
participate in the scheme. They are
established as independent trusts and
governed by employer and employee
representatives as trustees. Contribution
levels are the same as in the EPFO

Table 3: Revenue Statements (Contribution Collected) ( Rs. in cr.)
SCHEME

2012-13

2011-12

2010-11

2009-10

200-2009

Provident Fund
Exempted

14,458.41

16,123.50

14,785.95

22092.60

5412.75

Un-exempted

45,798.39

39,431.44

32,494.40

26558.20

23246.60

60,256.80

55,554.94

47,280.35

48650.80

28659.35

Employee’s /
Employer’s Share

14,724.01

13,417.47

11,587.94

9930.52

9320.56

Government’s Share

1,400.00

1,350.00

1,300.00

994.00

1167.22

16,124.01

14,767.47

12,887.94

10924.52

10487.78

Total
Pension Fund

Total
Insurance Fund
Employer’s Share

620.13

566.40

480.00

423.22

368.40

Total

620.13

566.40

480.00

423.22

368.40

77,000.94

70,888.81

60,648.29

59998.54

39515.53

Grand Total

(Source: NCEUS, 2009 and Kannan, 2011.)

Maharashtra Economic Development Council, Monthly Economic Digest

July 2014

25

Pension System - The Need for Reforms
Table 4 : INVESTMENTS (YEAR-WISE) (Rs. in cr.)
Year

Provident
Fund

Pension
Fund

Insurance
Fund

Grand
Total

Growth
(%)

2012-13

*63,018.76
(22,693)

21,625.28

1,433.25

86,077.29

7.99

2011-12

58,662.28
(22,403)

19,729.26

1,319.93

79,711.47

21.06

2010-11

46,416.95
(13,634)

18,260.39

1,165.90

65,843.24

27.39

2009-10

35,459.59

15,212.15

51,688.17

1,016.43

16.51

2008-09

29,010.19

14,476.86

877.11

44,364.16

(Source: EPFO Annual Reports)

Table 5: Payments Made to the beneficiaries (Rs. in cr.)
SCHEME

2012-13

2011-12

2010-11

2009-10

208-2009

PAYMENTS MADE
Provident Fund
(Un-exempted
only)

25,956.38

30,328.00

22,064.93

16932.67

15323.27

Pension Fund

9,038.52

7,858.85

6,146.90

5654.92

4998.94

123.88

93.66

59.03

61.85

59.57

35,118.78

38,280.51

28,270.86

22649.44

20381.78

Insurance
Fund
Total

(Source: EPFO Annual Reports)

regulated by the EPFO. Separation
of these two conflicting roles is
required for the greater interest of the
subscribers.
•

Occupational pension schemes are
approved by the Commissioners of

•

Income Tax (CITs) under the
Income Tax Act, 1961. However, the
regulation is limited to compliance
of the stipulated investment norms,
and there is no minimum funding
requirement. Other things are at the
discretion of the auditors and the
actuaries.

•

Similar norms are also applicable to
the Gratuity funds.

•

Individual pension schemes and group
superannuation schemes as offered
by the insurance companies are
supervised and regulated by IRDA.

•

Pension schemes of the nationalized
banks also follow pay-as-you-go
methods and also are not supervised
and regulated.

•

The Security and Exchange Board
of India (SEBI) regulates pension
policies offered by the mutual funds.

New Pension Scheme 2004:
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The last decade has seen a marked
shift in pension policy in India through
introduction of a new pension system.
It marks a radical shift from the
defined benefit system to a defined
contribution regime. It is based on
the principles of defining upfront the
liability of Government, giving choice
to subscribers, facilitating portability of
labor force and ensuring transparency
and fair-play in the industry.
The New Pension System, a defined
contribution scheme, was introduced
in 2004 and has since covered new
entrants to the central government’s
civil service. An exception is armed
forces personnel, which is not in the
scope of the New Pension System.
Public service employees who worked
for the government prior to 2004 have
remained in the old system. Employers
and employees contribute 10% of salary
each and contributions are placed in
individual accounts. The minimum
retirement age in the new system is 60
years and taxation is based on the EET
principle, with mandatory annuitisation
of 40% of accumulated capital. While

the scheme is designed for central
government employees, 26 of the
29 state governments have indicated
that they plan to join the scheme. The
New Pension System has a targeted
replacement rate of 50% of final wage.
The Pension Law has been recently
passed in 2011 and hence, implementation
had only begun for central government
employees, for which parliamentary
approval is not necessary. For the
time being, contributions are held by
the central government and awarded
a rate of return of 8%. The scheme is
be mandatory for civil servants, but
open to every Indian citizen, meaning
that employees from the organized and
unorganized sectors as well as the selfemployed are able to participate. Their
participation is voluntary, and employers
will not be obliged to contribute.
Members are able to choose between
three funds with different investment
strategies and risk-return profiles. If they
fail to make a choice, their contributions
will be transferred to a default fund,
which is the safe fund. Assets in the three
funds will be allocated as follows:
yy To provide funds to the system, asset
managers will need to be licensed.
The administrative framework for
the New Pension System foresees
that contributors can access Points
of Presence, such as post office and
bank branches, to ensure nationwide
distribution.
yy The Points of Presence will be service
providers for all sorts of New Pension
System issues, such as opening
accounts or collecting contributions.
Contributions will then be directed to
the Central Recordkeeping Agency,
which forwards the capital to the
various fund managers, who then put
it in the chosen fund. Recordkeeping
is centralized to keep fees low.
yy The NPS has tier-I and tier-II accounts.
Tier-I accounts which are mandatory
pension accounts for civil servants
without the possibility of premature
withdrawal. Tier-II accounts are
voluntary. They will consist of savings
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that can be withdrawn, are subject
to minimum contributions to the
tier-I account and will not enjoy tax
advantages.

Looking Forward:
The spread of the New Pension Scheme
would be possible only through a
combined effort of the public sector as
well as the private sector. The private
players who have hitherto played only
a marginal role in the field are anxious
to have a reliable estimate of the likely
size of the market before venturing
into it. Preliminary research shows that
pension plans offer a lucrative business
opportunity to, many players, as this
area is widely unexploited till now.
The
level
of
awareness
and
preponderance of rural age make
the task daunting. Sex ratio of the
workforce and economic status of
women pose special problems in the
design of pension systems. Designing
an effective, efficient and accessible
system, which caters to the requirement
of a heterogeneous work force nearly,
88 per cent of which is not covered by
any pension or old age security scheme,
is the immediate priority.
The new pension system is an attempt
to move away from the defined benefit
pension plans to defined contribution
based schemes. But this change is
applicable only to the new recruits.
The problem of financing the pension
liability of those already under unfunded
or partially funded schemes is likely to
cause fiscal stress for the next two or
three decades. Some parametric changes
will, therefore, become necessary for
effective and efficient discharge of this
liability. Thus, apart from spread of
the new pension scheme, introduction
of parametric changes in the existing
defined benefit mandatory pension
systems is equally necessary for reducing
the fiscal stress. Attempts to estimate the
future pension liability arising out of the
existing unfunded pension plans are at a
nascent stage in India.
The voluntary nature of the proposed
NPS along with poor awareness and

the attitude of the households towards
financial savings, risk and retirement
planning, also pose a challenge to
achieving optimum coverage of NPS.
The absence of a meaningful and
efficiently delivered old age pension
benefit continues to impose a significant
social transfer burden on younger low
income workers. The ability of poorer
households to support the elderly is an
issue that requires closer analysis and
urgent policy attention. The presence
of an aged member in households may
cause all persons in the household to
be in measured poverty. This would
in turn further depress the capacity of
low income earners to save for their
own retirement. In this eventuality,
therefore, lifting aged persons out of
poverty through fiscal transfers may
offer the possibility of lifting the entire
household out of poverty.

Emulating Lessons - China
Model
Chinese Pension Reforms have attracted
global attention recently due to many
factors- the most populous nation in the
world, aging is catching up in China
and in the near future it will be the
home for the highest number of elderly
population in the world. China has
emerged as the fastest growing economy
after it dismantled centralized planning
and switched to market mechanism for
its development.
Social Security in China was
established back in the 1950’s, which
were administered and implemented by
the local trade unions. The communist
party started with the system where
in first the trade unions and gradually
the state own- enterprises became the
administrators of the pension plans
which provided for social-security from
their own funds. Within two decades this
system developed fallacy and was on
the verge of collapse. Chinese pension
schemes started facing problems like
declining worker to retiree ratio, erosion
of pension benefits, and reduction in
relaxation from 20years to 10 years
and reduction in coverage increased the

number of pensioners.
China’s pension system has seen farreaching structural reforms in recent
years. At least in urban areas, the
system currently in place has three
pillars. The public pillar is divided
between a pay-as-you-go scheme and
funded individual accounts. Voluntary
occupational pensions in the form of
Enterprise Annuities form the second
pillar, and the third pillar consists of
voluntary private savings.
The Rural Pension System
The public pension system in China
comprises an urban and a rural system.
The latter was specifically designed
for rural areas and differs considerably
from the system in place in urban areas.
Pension participation is voluntary and
operational matters are left to local
governments. Benefits are far less
generous compared with the urban
pension system, and participation in the
rural system is very limited.
The Urban Pension System
This public pension system consists of
pillar 1A, a pay-as-you-go portion, and
pillar 1B, a funded portion consisting of
individual accounts. Pillar 1A is financed
exclusively by employer contributions
of 20% of wages, whereas pillar 1B is
financed by employee contributions
of 8%. The pay-as-you-go portion is
intended to provide a replacement rate
of 35% of the employee’s final salary,
and the funded portion aims to replace
24%. Contribution rates were changed in
2006. Until then, pillar 1A was financed
by a 17% employer contribution.
Pillar 1B was financed by employee
contributions amounting to 3% of their
salaries, and by employers, who made
an 8% contribution. The urban pension
system has a coverage rate of 50%.
Although it is fully funded in principle,
pillar 1B has suffered because local
governments took capital from these
accounts to cover pension deficits in
the pay-as-you-go pillar and to pay
out benefits. This led to the problem
of “empty accounts”. To remedy the
situation, the Chinese authorities have
taken steps to “refill” pillar 1B through
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fiscal transfers from the local and
central government. This measure is
part of a pilot pension reform project
in the Liaoning province that started
in 2001. The project aims to fill empty
accounts with funds equivalent to
5% of salaries. 3.75% is financed
by the central government, and the
remaining 1.25% is financed by the
local government. Once the accounts
have been filled, the balance increases
by 1% of salaries each year until 8% is
reached.
After the pilot reform led to positive
results, the reform was extended to the
provinces of Heilongjiang and Jilin in
2004, and to another eight provinces
in 2006. Eventually, the reforms
were extended across the country.
Today, pension pooling operates at
the provincial, county or municipal
level. Administration is decentralized,
meaning that local discretion is
considerable.
Rural migrant workers in urban areas,
of which there are approximately 150
million, are not generally covered by
the urban pension system. Participation
is allowed, but not compulsory. Both
employers and rural migrant workers
are reluctant to join, because joining
entails higher labor costs for employers
and migrant workers are more interested
in immediate wages than in pensions.
What’s more, their high mobility across
regions impedes participation. In order
to encourage employers and employees
to participate, local governments
have started experimenting in their
regions. For example, in some cities
the contribution rate to pillars 1A and
1B has been reduced from 28% to 14%,
with sole contribution from employers.
In others, contribution rates are 8% for
employers and 5% for migrant workers.
The National Social Security Fund
Strictly speaking, the National Social
Security Fund (NSSF) is not part of
the pension system. However, it is
important for the pension system, as
its function is to build up capital for
public pension deficits resulting from
upcoming demographic development.
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The NSSF was founded in 2000 and
is currently in the accumulation phase.
It is managed and controlled by the
National Council of the Social Security
Fund, which was established at the
same time. It is unclear when payments
will start. Some sources think that
decumulation will begin when the fund
reaches assets of at least EUR 97.2
billion (RMB 1 trillion). Others suggest
that decumulation will commence from
2030 onwards, when the demographic
situation will likely begin to deteriorate.
The assets of the NSSF come from four
sources:

To make this process easier, the
Ministry of Labor and Social Security
introduced a temporary guideline in
April 2007 on how legacy funds can be
transferred to the private sector. Two of
the largest local administration centers
were reformed; one was turned into an
independent insurance company, while
the occupational pension business of
the second centre was handed over
to two Chinese financial institutions.
Group pension insurance contracts are
another means with which employers
can provide their employees with oldage pension funds.

yy Fiscal transfers from the central
government budget

Institutional framework
Enterprise Annuities are voluntary
occupational plans that are fully-funded
defined contribution accounts. They are
established as a trust that can take the
form of either an internal or external
trustee model. The internal trustee,
who is known as the pension council
in China, is similar to the trust system
in the UK. Financial institutions serve
as external trustee, which is referred to
as the professional trustee in China. In
the case of the pension council model,
at least one-third of trustee members
should be employee representatives.
There is no such requirement for the
professional trustee model.

yy Proceeds from the listing of stateowned enterprises
yy Lottery proceeds
yy Investment income
The NSSF’s investment policy is
based on the priorities of asset security
and liquidity. As a result, regulations
determine that deposits and government
bonds combined must amount to at
least 50% of assets. At least 10% must
be invested in deposits alone. The
maximum limit for corporate bonds is
10%, and the combined limit for shares
and mutual funds is 40%. In 2003, the
NSSF began outsourcing some of its
assets. As of 2005, five national and/or
joint ventures were selected to manage
NSSF assets. In 2006, the NSSF allotted
five investment mandates to foreign
asset managers to manage international
investments. In the future, the central
government’s contribution to “refill”
pillar 1B will be managed by the NSSF.

Occupational Pensions :
Enterprise Annuities
Enterprise Annuities were established
in 2004. Besides the newly established
Enterprise Annuity funds, there are
also legacy funds, company funds that
were established before the Enterprise
Annuity legislation was introduced.
They are currently managed by
local social security agencies, but
the government intends to hand the
management over to private companies.

Employer contributions are limited
to a twelfth of employee salaries, and
the combined employer/employee
contribution should not exceed a sixth
of total wages. To provide Enterprise
Annuities
to
their
employees,
enterprises must have participated in
the urban pension system, be financially
sound and have collective bargaining
mechanisms in place.
Only licensed financial institutions are
allowed to manage and administer EA
assets. By the end of 2005, 37 financial
institutions had been granted a license
after they fulfilled several preconditions.
Among these 37 institutions, there were
5 trustees, 11 account administrators, 6
custodian banks and 15 asset managers.
The Chinese authorities are expected
to grant more licenses in late 2007.
contd...on page 35
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Subsidies in India

Is providing Subsidies an Economically
viable option in India?

- Ms. Dhara Tolia
Economist, MEDC

S

ubsidies play a vital role in the
economy of a country. A country
has various resources which are
to be gainfully deployed for the benefit
of the population of the whole country.
Subsidies are provided to ensure
equitable utilization of the resources
for the people. Developed countries
provide subsidies to their population
for improving their standard of living
whereas the underdeveloped countries
provide subsidies for meeting bare
minimum needs of the vast majority of
population.
The estimation of subsidies is based
on a standard classification relating to
subsidies into three categories: i) Public
goods, ii) Merit goods and iii) Non-merit
goods.
The best examples of public goods are
national defence, police and general
administration. Since these services
are available to all, they are normally
characterized by non-rivalry and nonexcludability in consumption i.e. they do
not exclude any one, as observed by P.
Samuelson. Thus, such goods cannot be
priced and hence are not included in the
calculation of subsidies.
The second category of goods is called
‘merit goods’. Examples of such goods
/ services are primary education for all,
inoculation against infectious goods
(health), environmental protection, roads
and bridges, flood control, research
pertaining to agriculture, space, atomic
energy etc. Since the social benefit
resulting from these goods / services is
much greater than the sum of private
benefits to individual consumers i.e. since
these goods have positive externalities,
providing subsidies on these goods is
justified.
The third category of goods is ‘non-merit
goods’. Examples of non-merit goods

are private goods like food, clothing,
cars, personal electronics etc. In case of
non-merit goods, the benefit of subsidies
accrues to individual consumers i.e. the
cost of providing these commodities
/ services to the society is higher than
the price fixed for providing it to the
consumer.
Efficient subsidies must be transparent,
targeted and-in many cases-temporary.
These three Ts are missing from most
subsidies in India. Subsidies provided
in India suffer from both inclusion error
(wrong kind of people benefiting) and
exclusion error (deserving people left
out of subsidies). The most alarming
aspect of the surging subsidies in India is
not the size, but the manner and purpose
of spending on them.
One who advocates subsidies should keep
in mind that the subsidies in India hardly
reach their intended target i.e. the poor.
The fact is, in India, most subsidies are
not for the poor but for the rich. Despite
of the continuously rising food subsidies,
hunger and malnutrition prevail in the
entire country. Due to faulty government
practices, people who are in the real need
of subsidies, even for their sheer survival
are being forced out of the system.
In India, the politicians lack the courage
to privatize the huge, loss-making public
sector companies because they are afraid
to lose the organized labour vote. They
resist dismantling subsidies for power,
fertilizers and water because they fear
the crucial farm vote. They don’t even
think of touching food subsidies because
of the massive poor vote. The politicians
create their elections agenda out of the
subsidies and corner the real meaning
and use of subsidies. Increases in
subsidies will only result in keeping the
political constituents happy and lead to a
bulging fiscal deficit – without benefiting

the intended beneficiaries.

Agricultural & Food Subsidies in
India
The fertilizer subsidy in India reveals
a dismal picture. Fertilizer subsidy
places a heavy burden on the Central
government. It is a very well known fact
that the fertilizer subsidy benefits majorly
go to the fertilizer industry and not the
farmers. Only 60 per cent of fertilizer
subsidy goes to farmers, moreover to
the rich farmers. If we take a look at
the fertilizer subsidy and its origin, then
we will come to know that the original
purpose of the fertilizer subsidy was to
encourage spread of green revolution
technology to new areas and farmers but
this reason and motive have lost their
credibility in the recent years.
What is needed here is that the
availability of subsidized fertilizers
should be restricted to farmers who grow
staple food and cereals as they need it
the most and those farmers, who produce
cash crops, do extensive horticulture or
produce farm goods for direct exports
should be kept outside the purview of
subsidy regime.
The continuous uptrend in Minimum
Support Prices (MSPs) creates market
distortions. From financial year 2007
onward, a substantial hike in MSPs was
announced for paddy rice and wheat and
this was followed by steep across-theboard hikes the year after. From then on,
MSPs have been rising very fast. While,
between 1998-99 and 2006-07, the MSPs
have increased between 3.1% and 4.2%
p.a., they rose by between 9.3% and
15.7% p.a. over 2006-07 and 2013-2014
(Table 1 provides details of MSPs of
various crops between the period 200809 & 2012-13).
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As MSPs form the benchmark for market
prices, these tend to remain elevated
even if demand-supply dynamics require
prices to come down. Increasing MSPs
lead to higher rural costs and food
prices. It is, however, only farmers large
enough to sell a substantial portion of
their produce, who benefit. The rural
poor, who really deserve support, are
only hurt as costs rise. Without reform,
food inflation will continue to drive up
India’s CPI, which is increasing faster
than the rest of the emerging world.
Moreover, our crop mix responds to
MSPs rather than demand, and demand
responds to the manner in which food
is distributed rather than need. In this
scenario, achieving efficiency is virtually
impossible.
With a subsidy burden of more than six
per cent of GDP, the portion of GDP
rendered similarly uncompetitive can
only be dreaded. As large parts of the
economy become “uneconomic”, the
consequences acquire omnipresence. As
one market after another is distorted and
large sections of the economy rendered
uncompetitive, domestic income falls
short of consumption and investment
demand. Higher subsidies and an
increasingly uncompetitive economy
drag the current account balance down
as we import more goods and capital to
meet our needs.
Ashok Gulati, former Chairman of
Commission for Agricultural Costs and
Prices, a strong proponent of investing in
agriculture as against subsidizing it, says
“A one percent growth in agriculture is
two to three times more effective in
reducing poverty than the same growth
in another sector of the economy. China’s
investment in agriculture is an example
to follow rather than investing in service
industries and hoping for a trickle-down
effect. Within the public sector resources,
the big problem is that 80 percent of
investment in agriculture is going to
subsidies. It’s not that the government
is spending too little on agriculture; it is
spending too much on subsidies.
Almost 80% of the public expenditure
going to agriculture is in the form of
30
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input subsidies (fertilizers, power and
irrigation) and only 20% as investments
in agriculture. And that is where the bane
of Indian agriculture lies. If we could
gather courage to bite the bullet, and turn
it around to have 80% public expenditure
going to agriculture as investments and
only 20% as targeted subsidies to farmers
directly, Indian agriculture will be easily
growing at a much higher rate of growth
than the targeted 4%. And there will be
ample food with stable prices, at home
as well as for exports.
Research clearly shows that marginal
returns on agri-investments are 5 to
10 times higher than from agri-input
subsidies. Investments take time to
fructify, but they are more sustainable
to give benefits. If only in our dynamic
democracy we had a little longer vision
and concentrated on investments, today
we would not be looking up in the sky
with prayers for better monsoon but
would have largely drought-proofed our
agriculture. As they say, God helps those,
who help themselves!”.
Implementation of the National Food
Security Act that aims to provide
5 Kg of food grains per person per
month at subsidized prices from State
Governments under the targeted public
distribution system will also create
inflationary pressures. Procurement by
the government of huge quantities of
rice, wheat, and other grains will result
in less quantity available in the open
market, thereby pushing up food prices.
This will further be aggravated in a year
of low production which will necessitate
procurement through imports, which in
turn again will push prices up.
Further, income subsidy in the form of
tax exemption to farmers is not justified
considering the rising money requirement
of the country to meet fiscal deficit
and to develop the infrastructure of the
country. Even if agricultural income
in India is subjected to income-tax,
marginal farmers of India will not come
within the ambit of income-tax payment
because the basic income-tax exemption
for agriculturists would continue to be
the same basic tax exemption which is

enjoyed by any other tax payer of India.

FUEL SUBSIDIES IN INDIA
Fuel subsidies generally crowd out high
priority public spending, like health,
education and infrastructure. They
also put pressure on current account
deficits, distort productive investment
toward energy-intensive sectors and
technologies, and contribute to global
warming.
India has historically subsidized energy
with the objective of protecting its
consumers from international price
volatility and providing energy access for
its citizens, especially the poor. However,
energy subsidies place a heavy burden on
government budgets, while often failing
to reach their targeted beneficiaries.
A paper published by the International
Monetary Fund (IMF) had concluded
that ‘the top 20% of the households in
India get six times more benefits from
fuel subsidies than the poorest 20%’.
This is because the richer households
tend to consume a lot more fuel based
products as compared to the poor. In
per capita terms the top 10% of the
households spend 20 times as much on
fuel as compared to the poorest 10%. In
essence the fuel subsidy is helping the
rich save more while the benefits to the
poor are limited.
Reducing fuel subsidies is a pro-poor
measure. If fuel products cost market
prices, the top 20% of households would
pay six times more for fuel, per person
each month, than the poorest 20%. Put
another way, the bottom 40% of families
could be fully compensated for the move
to market prices for less than a fifth of
what government now spends on fuel
subsidies, leaving significant savings to
invest in roads, schools, and hospitals.
However, it is often argued that the
petroleum products sector depicts strong
forward linkage with the remainder of
the economy. Empirical estimates show
that every 10 per cent increase in global
crude prices, if fully passed through to
domestic prices, could have a direct
impact of 1 percentage point increase in
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Table 1: MINIMUM SUPPORT PRICES (According to Crop Year)
(As on 26.12.2012) (Rs. per quintal)
No.

Variety

2008-09

2009-10

2010-11

2011-12

(#) increase
in
MSP 2011-12
over 2010-11

Common

850$

950$

1000

1080

80(8.0)

1250

170(15.7)

Grade 'A'

880$

980$

1030

1110

80(7.8)

1280

170(15.3)

Commodity

2012-13

(#) increase
in
MSP 2012-13
over 2011-12

KHARIF CROPS
1

2

PADDY
JOWAR

Hybrid

840

840

880

980

100(11.4)

1500

520(53.1)

Maldandi

860

860

900

1000

100(11.1)

1520

520(52.0)

3

BAJRA

840

840

880

980

100(11.4)

1175

195(19.9)

4

MAIZE

840

840

880

980

100(11.4)

1175

195(19.9)

5

RAGI

915

915

965

1050

85(8.8)

1500

450(42.8)

6

ARHAR(Tur)

2000

2300

3000¶

3200¶

200(6.7)

3850

650(20.3)

7

MOONG

2520

2760

3170¶

3500¶

330(10.4)

4400

900(25.7)

8

URAD

2520

2520

2900¶

3300¶

400(13.8)

4300

1000(30.3)

9

COTTON

Medium
Staple

2500ª

2500ª

2500ª

2800ª

300(12.0)

3600

800(28.6)

Long
Staple

3000ªª

3000ªª

3000ªª

3300ªª

300(10.0)

3900

600(18.2)

2215

2215

2350

2800

450(19.1)

3700

900(32.1)

Black

1350

1350

1400

1650

250(17.8)

2200

550(33.3)

Yellow

11

SUNFLOWER
SEED

12

SOYABEEN

1390

1390

1440

1690

250(17.4)

2240

550(32.5)

13

SESAMUM

2750

2850

2900

3400

500(17.2)

4200

800(23.5)

NIGERSEED

2405

2405

2450

2900

450(18.4)

3500

600(20.7)

14

RABI CROPS
15

WHEAT

1080

1100

1120$

1285

165(14.7)

1350

65 (5.05)

16

BARLEY

680

750

780

980

200(25.6)

980

0(0.00)

17

GRAM

1730

1760

2100

2800

700(33.3)

3000

200(7.14)

18

MASUR (LENTIL)

1870

1870

2250

2800

550(24.4)

2900

100(3.57)

19

RAPESEED/
MUS-TARD

1830

1830

1850

2500

650(35.1)

3000

500(20.00)

20

SAFFLOWER

1650

1680

1800

2500

700(38.9)

2800

300(12.00)

21

TORIA

1735

1735

1780

2425

645(36.2)

-

-

Milling

3660

4450

4450

4525

75(1.7)

5100

575(12.7)

Ball

3910

4700

4700

4775

75(1.6)

5350

575(12.0)

1200

1200

1200

0(0.0)

1400

200(16.7)

OTHER CROPS
22

COPRA
(Calendar Year)

23

DE-HUSKED COCONUT

988

(Calendar Year)
24

JUTE

1250

1375

1575

1675

100(6.3)

2200

525(31.3)

25

SUGARCANE

81.18

129.84¤

139.12¤

145.00¤

5.88(4.2)

170.00¤

25(17.2)

# Figures in brackets indicate percentage increase
$ An additional incentive bonus of Rs.50 per quintal was payable over the Minimum Support Price (MSP) ª Staple length (mm) of 24.5 - 25.5
and Micronaire value of 4.3 - 5.1 ; ªª Staple length (mm) of 29.5 - 30.5 and Micronaire value of 3.5 - 4.3
¶ Additional incentive at the rate of Rs.500 per quintal of tur, urad and moong sold to procurement agencies is payable during the harvest/
arrival period of two months ; ¤ Fair and remunerative price ; Source: Department of Agriculture & Cooperation, Ministry of Agriculture, Government of India
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overall WPI inflation and the total impact
could be about 2 percentage points over
time as input cost increases translate to
higher output prices across sectors i.e.
increase in price of petroleum products
would directly foment inflation.
However, it is also believed that a
reduction in under-recoveries and
subsidies would facilitate a reduction
in fiscal deficit that, in-turn, may
dampen the overall inflationary impact.
Therefore, in January 2013, the UPA
government decided to raise diesel prices
by up to 50 paise per litre every month.
The elimination of diesel subsidies
will help address the large distortion in
relative prices of petrol and diesel which
has resulted in a substantial substitution
of diesel for petrol automobiles and
further exacerbated the fiscal cost of
diesel subsidies.
In FY14, the Centre paid Rs. 70,772
crore of oil subsidies while upstream
firms ONGC, Oil India and GAIL
(India) shared an additional burden of
Rs. 67,021 crore, the under-recovery on

PDS kerosene stood at Rs. 30,575 crore,
while it was Rs. 46,458 crore for LPG.
Domestic output has stagnated in
absence of remunerative prices. India’s
private sector suffers lack of price
competitiveness in domestic fuel
production due to fuel subsidies provided
by the Government (Table 2 shows an
estimate of crude oil and natural gas
reserves in India). The Government’s
delay in hiking gas prices will cost
us dearly in terms of a higher foreign
exchange outgo as India imports around
30% of its natural gas needs.
Direct Benefit Transfer scheme, under
which a consumer gets fuel at full
market price and the differential between
subsidized price and full market price i.e.
the subsidy is transferred to his/her bank
account can be encouraged to target fuel
subsidies to the poor, thereby reducing
the fuel subsidy bill.

subsidies create economic inefficiency,
known as deadweight loss. The fact is
that subsidies lower rather than raise
the value created for society by wellfunctioning markets. An uncompetitive
economy doesn’t benefit anybody,
least of all the poor. The resulting lack
of opportunity condemns them to a
life of marginal subsistence provided
by subsidies. Moreover, we pay for
subsidies through borrowings because
government revenues are just not enough
to fund these extravagances.
Despite the apparent inefficiency of
subsidies, it’s not necessarily the case
that subsidies are a bad policy. Subsidies
can actually raise rather than lower total
surplus when positive externalities are
present in a market i.e. when merit goods
like health and education are subsidized
in place of non – merit private goods.

dhara.tolia@gmail.com

CONCLUSION
Because total surplus in a market is lower
under a subsidy than in a free market,

Table 2: Statewise Estimated Reserves@ of Crude Oil and Natural Gas in India
as on 31.03.2011 and 31.03.2012

States/ UTs

Crude Petroleum (million tonnes)
31.03.2011
Estimated
Reserves

31.03.2012

Natural Gas (billion cubic metres)
31.03.2011

31.03.2012

Distribution
(% )

Estimated
Reserves

Distribution
(% )

Estimated
Reserves

Distribution
(% )

Estimated
Reserves

Distribution
(% )

Andhra Pradesh

5.22

0.69

5.59

0.74

40.58

3.18

42.30

3.18

Arunachal Pradesh

3.39

0.45

3.41

0.45

2.21

0.17

2.15

0.16

Assam

170.33

22.49

172.54

22.71

139.64

10.93

139.82

10.51

CBM

0.00

0.00

0.00

0.00

87.63

6.86

97.54

7.33

Eastern Offshore1

26.18

3.46

24.12

3.18

438.03

34.27

462.03

34.73

Gujarat

137.43

18.14

135.72

17.87

78.96

6.18

78.19

5.88

Nagaland

2.69

0.36

2.69

0.35

0.12

0.01

0.12

0.01

Rajasthan

75.33

9.95

68.87

9.07

12.04

0.94

12.13

0.91

Tamil Nadu

8.48

1.12

8.86

1.17

36.88

2.89

39.30

2.95

Tripura

0.08

0.01

Western Offshore2

328.27

Total

757.40

0.07

0.01

33.09

2.59

36.05

2.71

43.34

337.72

44.46

408.88

31.99

420.63

31.62

100.00

759.59

100.00

1278.06

100.00

1330.26

100.00

CBM : Cold Bed Methane ; @ Proved and indicated Balance Recoverable Reserves.
1

Includes JVC/Pvt. Parties for Crude Oil and includes West Bengal for Natural Gas

2

Includes Bombay High offshore, Rajasthan and JVC for Crude Oil and Bombay High offshore, Rajasthan and Madhya
Pradesh (Coal Bed Mathane) for Natural Gas

Source: Ministry of Petroleum & Natural Gas
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Highlights :
yy Professional approach to solve multi-purpose particularly keeping Aam- aadmi in
mind.
yy Bringing in discipline in waving off loans
yy Some productive Suggestions
yy Simplified procedure keeping majority in mind
yy Integrity is rewarded-precedent set by Premji is for others to follow.

Mr. V. T. Pai
Preamble:
• Internationally
individuals,
corporates have shown the way how
to give it back to the society/nation
from which they have amassed the
power and money power.
• In India Mr. Premji has shown the
way. It is said, it is not only the
capacity to give back but equally the
will do so. Finally we have found an
illustratious’ Indian-Mr. Premji who
has started this world examples in
India.
• There are many individuals and
corporates, stronger, well known and
richer in India. Why can’t they follow
the footprints of Mr. Premji? We at
MEDC believe it will happen sooner
than later.
• It is said in the temple of god there
may be delay but not denial. Hope
things will happen soon and certainly
within couple of years.
In the following paragraphs we have
made a sincere attempt to capture them
in a nut shell. Those interested in further
details may please write to us directly.

1. Differentiated bank licence
norms within four months
The Reserve Bank of India (RBI)
will finalize the guidelines for issuing
differentiated banking licences within
the next four months after which such
licences will be issued on tap, financial
services secretary Gurdial Singh Sandhu
said on Thursday. The financial services
department briefed new finance minister
Arun Jaitley on the working agenda for
the department.
“We are looking for differentiated
banking licences such as payment
banks, wholesale banks and retail banks.
Government would like this to happen as
soon as possible,” Sandhu said.
Wholesale banks will deal with larger

institutions; retail banks will focus
on individuals or smaller businesses;
payment banks will help widen the
spread of payment services and deposit
products to small businesses and lowincome households.
Shinjini Kumar, executive director at
PricewaterhouseCoopers in charge
of banking and capital markets, said
increasing supply of banks through ontap licensing and providing flexibility to
innovate would help achieve the target
of differentiated banking within the
universal licensing framework.
RBI suggested in a discussion paper
released in August 2013 that issuing
licences to new banks should be a
continuous rather than an intermittent
process to make the sector more
competitive. A gradual increase in the
number of banks will also not strain
the existing banking system in terms of
business and human resources, which
could be the case when permits are
issued in bulk.
The new licences are being issued to
widen the reach of the Rs.84 trillion
(8400000 crore0 banking industry in an
economy where, according to a 2012
World Bank document, only 35% of
adults have access to formal banking
services. The plan to license new banks
was announced by then-finance minister
Pranab Mukherjee in the 2010 budget.
RBI issued two banking licenses to IDFC
Ltd and Bandhan Financial Services
Pvt. Ltd of the 25 applicants in April.
While IDFC is a diversified financial
services firm with a special focus on
infrastructure financing, Bandhan is the
country’s largest microlender based in
Kolkata.
A total of 25 entities were in the race for
new banking licences. These included
Reliance Capital Ltd, Bajaj Finserv Ltd,
Aditya Birla Nuvo Ltd, L&T Finance

Holdings Ltd, LIC Housing Finance Ltd,
Muthoot Finance Ltd and India Post.
After the nationalization of banks in
1969, RBI first issued licences to private
banks in 1993.
India’s largest private lender ICICI Bank
Ltd and most valuable bank HDFC Bank
Ltd were among the beneficiaries. The
second set of licences was issued in
2004, when Yes Bank Ltd and Kotak
Mahindra Bank Ltd were established.
The third happened in April.
Sandhu said that public sector banks will
also be asked to explore selling non-core
assets and raise funds through capital
markets.
Although there has been no specific
directive to this effect, various
government and RBI officials have been
asking banks to dilute their holdings in
non-core companies, where the lenders
acted as seed capital providers.
The process will help banks unlock a
considerable amount of capital at a time
when the government is struggling to
infuse equity into banks it owns. Capital
in government banks has been eroding
due to a surge in bad debt. Bad debt
requires increased provisions, which eats
into a bank’s profit and prevents reserve
accumulation.
Though the issue of increasing foreign
direct investment in insurance from 26%
to 49% was discussed with Jaitley, no
decision was taken, Sandhu said.

2. Banks may take legal Route to
end Agri Loan Waivers
Indian banks, already carrying the burden
of bad loans from infrastructure lending
and economic slowdown, are looking to
legally end governments’ loan waiver
programmes for farmers as it breeds a
culture of nonpayment and distorts the
financial sector.
A number of banks plan to approach
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the courts against the Andhra Pradesh
government’s waiver of farm loans
aggregating Rs 54,000 crore, the biggest
by a state. The issue is likely to figure
prominently in a meeting on 9th June
2014 with Finance Minister Arun
Jaitley.
Banks may also insist upon mandatory
insurance for all farm loans as a
protection against future loan waivers,
though this may raise the cost of funds
for the agriculture sector as a whole.
The Indian Banks’ Association, the
industry lobby group, has sounded out
both the Reserve Bank of India and the
Union government about the hazards
of a waiver, said two people familiar
with the development. They said that
no final decision has been taken on the
proposed legal action and banks were
still evaluating their options.
“Why can’t financial support be given in
a way that it improves the productivity
of farmers,” says MV Tanksale, chief
executive officer at the Indian Banks’
Association and former chairman of
Central Bank of India. “As it is in natural
calamities, banks have an in-built scheme
in place where all short-term loans are
converted into long term so that farmers
do not suffer.”
If banks do exercise the legal option, this
will be the first time that banks, nearly
two-thirds owned by the government,
will be taking on the state itself unlike in
the past when they meekly surrendered
to the government’s diktat. Banks could
either approach the Andhra Pradesh High
Court or the Supreme Court directly.
“It is not the question of just this waiver,
but it encourages bad behaviour among
borrowers,” said one of the persons
who did not want to be identified. “The
moment one (waiver) happens they stop
repaying. Because there are always state
level, national level, and panchayat level
elections.”
Andhra chief minister Chandrababu
Naidu’s first decision after coming to
power was to announce a loan waiver.
He has set up a committee on how to
implement the decision. For politicians,
farm loan waivers have been a ticket to
power. This is the third big loan waiver
after two loan waivers announced by the
34
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Union government.
The first loan waiver in 1990 cost Rs
10,000 crore. The second one by the
Manmohan Singh government before
the 2009 general elections made the
exchequer poorer by Rs 60,000 crore.
RBI Governor Raghuram Rajan is
sympathetic to the bankers’ cause and is
likely to argue against waivers, said the
person. “The regulator is also against the
plan,” said the person.

3. One Address Proof enough to
open New Bank Account
People wanting to open a bank account
will now just need to submit a declaration
detailing their current address, the
Reserve Bank of India (RBI) said on
9th June 2014, a move that will benefit
millions living in rented accommodation.
“No proof is required to be submitted for
such address for correspondence. This
address may be verified by the bank
through ‘positive confirmation’ such as
acknowledgment of receipt of (i) letter,
cheque books, ATM cards; (ii) telephonic
conversation; (iii) visits; etc.,” RBI said
in a notification.
The regulator asked banks to revise their
know-your-customer (KYC) rules with
immediate effect. “Henceforth, customers
may submit only one documentary proof
of address (either current or permanent)
while opening a bank account or while
undergoing periodic updating,” the
central bank said. “In case the address
mentioned as per proof of address
undergoes a change, fresh proof of
address may be submitted to the branch
within a period of six months.” Current
RBI norms mandate that customers who
want to open a bank account should
submit an identity proof like a PAN card,
voter’s ID, driving licence or any other
identity, along with utility bills that detail
the permanent address of a customer
such as a telephone bill, electricity bill
or ration card. RBI clarified that in
case a customer is staying away from
his permanent residence, a simple
declaration by the customer detailing his
or her local address will suffice to open
a new bank account. Any change in the
local address of the customer should be
intimated to the bank “within two weeks
of such a change”, RBI said. The change

has been made following “representations
from various quarters, especially migrant
workers and transferred employees, etc.,
regarding problems faced in submitting
a proof of current/permanent address
while opening a bank account”, the
central bank said. The move will benefit
many migrants who face difficulty in
opening bank accounts in the cities where
they work, said V.N. Kulkarni, chief
counsellor at Abhay Credit Counselling
Centre. “This removes a big hindrance
for migrants because it comes from the
regulator, which means bankers will also
be comfortable in opening such accounts.
Violation of KYC is considered a grave
offence by both RBI as well as senior
bank officials, and this simplification
will benefit the weaker sections of the
society the most,” said Kulkarni, who
helps people gain access to structured
financial systems. Easing of KYC norms
has been in the works for sometime now.
At the annual convocation of the National
Institute of Bank Management in April,
RBI governor Raghuram Rajan said it
is a “shame” that so many people in the
country don’t have access to banking.
“Can we do this (KYC) better (without)
compromising on security, while allowing
ease of access? If it (KYC) becomes a
bureaucratic end-in-itself and prevents
us from expanding access even while not
doing so much to keep the crooks away
from the system, we have to re-examine
them,” Rajan had said.

4. Armed with RBI Nod, Premji to
go hunting in China & US
Premji Invest, the eponymous family
office of Wipro founder Azim Premji,
will now invest directly in technology
companies in the United States and
China after receiving RBI’s approval to
do so.
The family office, which has a corpus of
over Rs 10,000 crore, could potentially
set aside nearly a quarter of it for making
investments overseas, according to a
person familiar with the plans. Getting
the RBI go-ahead to invest abroad is not
easy and typically family offices have
to seek individual permission for each
investment.
This is something that Premji Invest
will now be able to avoid. According
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to RBI rules, resident Indians can buy
assets overseas including shares or debt
instruments up to $75,000 (about Rs 45
lakh) per year. As a family office is not
an entity, each individual family member
can avail of this limit. However if the
family office is structured as a company
it can invest 50% of its networth in
overseas assets.
As part of its plans, Premji Invest has
hired Sandesh Patnam, a San Franciscobased investor to lead the technology
practice.
According to Patnam’s LinkedIn profile,
he managed over $6 billion (about Rs
36,000 crore) in investments during his
last assignment at Seligman Technology
Group, before joining Premji Invest in
March 2014. “An office in the US will
expose Premji Invest to opportunities of
a different scale and potentially be far
more rewarding too,” the source added.
Prakash Parthasarathy, the chief
investment officer of Premji Invest,
did not respond to an email seeking his
comments. A Wipro representative too
had not responded at the time of going
to the press.

For his part, Premji has been
experimenting with the idea of investing
overseas for few years now. In 2011, for
instance, he invested around $15 million
in Vinod Khosla’s clean-tech fund in the
US.
To date, Premji Invest has backed over
60 companies, including the recent
investments in e-commerce (Snapdeal
and Myntra). The investments range
from fixed income instruments to real
estate and listed equities.
There are around 40-50 family offices
in India with a corpus of $15-20 billion
(about Rs 88,000 crore to Rs 1.2 lakh
crore), according to industry estimates.
Experts like Sharad Sharma, an angel
investor himself, said Premji Invest
would be better off focusing on earlystage investments in India and growthstage opportunities in the US. “People in
the Valley don’t want passive money in
early stages and it’s going to be tough for
them (Premji Invest) to compete there,”
Sharma said.
“That’s why a lot of them (family offices)
operate like LPs there.” For Premji
Invest, opening an office in the United

States is an attempt to raise the profile
and participate actively in exploring
funding opportunities across promising
startups such as Ever note (an app that
helps users to store digital documents
across desktops, tablets and mobile) and
others.
“The idea is also to explore putting
money in other funds, but its early days
for that now,” said the source.
Views expressed are personal
vtpai@medcindia.com
The author is Director- Finance, MEDC.
Aptly assisted by Ms. Rashida Dohadwala
member of MEDC Research Wing
“Economic rationale and political
compulsions do not go hand in hand.”
- Jagdish Shettigar
“From woman is man born, inside
her he is conceived.... From woman
originate new generations..... Why
revile her to of whom are born great
ones of the earth ?”
- Adi Granth

bank notes and short-term bond repos

yy Custodian: Up to 0.2% of the net
value of the pension fund
yy Investment manager: Up to
1.2% of the invested net value of the
pension fund

contd...from page 28

Regulations stipulate that custodians
must be independent from other service
providers. In the internal trustee
model, the trustee should outsource
administration, asset management and
custody services to other institutions that
are licensed to operate these businesses.
In the external trustee model, the
trustee can also provide administrative
and asset management services, but
not custody. In some provinces, local
governments have put regulations in
place that require asset managers to
provide a certain level of returns.
Investment Regulations
Enterprise Annuity regulations foresee
quantitative restrictions on investment
policy. The most important regulations
currently in place stipulate the
following:
yy At least 20% of assets must be invested
in high liquidity money market
instruments such as deposits, central

yy A maximum of 50% of assets can be
invested in term deposits, contractual
deposits,
government
bonds,
corporate bonds, convertible bonds
and securities. At least 20% should be
invested in government bonds
yy A maximum of 30% of assets can be
invested in stocks, investment-linked
insurance products and equity funds.
Investment in equities should not
exceed 20%

With financial market development and
more regulatory experience, investment
restrictions are likely to be eased in the
future. Other regulations affect pension
service providers’ fees. Fees are capped
and differ according to the type of
service:
yy Trustees: Up to 0.2% of the net
value of the pension fund
yy Administrator: Up to EUR 0.5
(RMB 5) per month, to be paid by
the plan sponsor

Pension benefits and taxation
If enterprises provide Enterprise
Annuity plans, there is a tax exemption
for employers of 4% of wages.
There is no tax benefit for employee
contributions. However, tax benefits
differ in practice from province to
province. For example, in mid-2006, it
was 5% in Anhui and 12.5% in Hubei.
More tax relief will likely be granted to
both employers and employees in the
future, and a harmonized tax system is
expected to be implemented. Investment
income and pension payments are taxed
according to standard tax rates, so
Enterprise Annuities are subject to an
ETT system.
rashida.dohad@gmail.com
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“CENTRAL” TO YOU SINCE 1911
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by depositing ` 5250/- per month
CENT

MILLIONAIRE

Recurring Deposit Scheme

HIGHLIGHTS
Tenure: 120 Months
Monthly Amount to be invested: ` 5250
Rate of Interest: Fixed 8.75% p.a.

Maturity Amount: ` 10 Lakh +

NO TDS

For more details please visit our nearest branch.

* T & C Apply

For Senior Citizen: 0.50% Extra

Our bank is committed to treat customers in a fair, transparent and non-discriminatory manner
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