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Dr. John A. Grayzel 
USAID/New Delhi 
New Delhi, India 

Dear John: 

We are pleased to submit our evaluation report on the PACT Program as requested by
 
USAID/New Delhi under a buy-in with the FSDP project. This report reflects views of
 
members of ICICI, the PACT Council and USAID/New Delhi, who either reviewed an
 
earlier draft of the report or responded to oral presentations by Ed Mlavsky and me.
 

PACT is unique and is off to an excellent beginning. It has not yet, however, 
reached its full potential. Its future is very promising for reasons that are outlined in the 
report. Our impression is that PACT is expanding into areas, e.g., venture capital financing 
and debt financing of technology acquisitions, that are more appropriate for other specialized 
financial institutions. 

PACT's strength lies not in financing, but in identifying and forging partnerships in 
technology development and commercialization. It has operated at the low end of technology 
to date; it now has the experience which, with the improving Indian economic environment, 
will facilitate more innovative technological development. The constraints are 1) end of 
project date (mid-1995), 2) funding, and 3) a perception that PACT should be financially 
self-sufficient by mid-1995, which it will not be (no failure in my book). 

The AID mission should value its support to PACT as a technology development 
financing facility, a type of facility that is judged on the basis of its benefits to a country (or
states) not to its financial return on investment. PACT finances projects that will hopefully
lead to new lines of business attractive to venture capital equity investments and commercial 
bank loan financing for expansion. 

Our major recommendation is that PACT should target fewer US start-up companies, 
concentrating more on companies which have demonstrated the capability to commercialize 
new products quickly and successfully. This would immediately help Chairman Vaghul 
overcome concerns about financing the commercialization of products in the US. This 
strategy would also directly support the GOI's liberalization efforts. Such an effort -
particularly relocating an ICICI/PACT person in the US -- may only be warranted at this 



time if USAID could add some additional funds to PACT in early fiscal year 1993. We hope 
that is possible. 

As to the future -- beyond 1995 -- we see PACT, with additional funding, investing in 
the development of more innovative technologies, sometimes with collaborative third party
financing. We see PACT marketing more aggressively in the US, targeting larger US 
companies than has been its experience to date. We see PACT working more closely with 
other sources of US financing for technology development and commercialization. We see 
PACT 	taking a lead in identifying opportunities and financing technology development
partnerships to solve some of India's social and developmental constraints, such ones as 
health and the environment. We recommend that PACT do what it was established to do on 
a larger and more aggressive scale. 

We received excellent cooperation from ICICI, Meridian Uid USAID/New Delhi in
 
the preparation of this report, which is greatly appreciated. If you have any questions,
 
comments, or need additional copies of the report, please let me know.
 

Sincerely yours, 

Edgar C. Harrell 
Director, Operations and Programs 
International Privatization Group 

Attachment 
ECH/am 

cc: 	 Dr. Jack Goldman, Co-Chairman, PACT Council 
Mr. N. Vaghul, Chairman, ICICI and Co-Chairiran, PACT Council 
Mr. P.D. Shedde, Manager, PACT Project 
Dr. Ed Mlavsky, Executive Director, BIRD F
 
Mr. Richard Breen, FSDP Project Director, Price Waterhouse
 
Mr. Frank Baitman, Meridian
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Introduction 

1. Ed Mlavsky and Ed Harrell were asked to evaluate the past five years of PACT 
operations and to formulate, as appropriate, alternative venture capital strategies and financial 
options for PACT and other USAID/ICICI-financed projects. Mlavsky and Harrell visited 
India between April 4-18. A draft report was discussed with the U.S. Advisory Group to the 
PACT Council on May 28 and with the full PACT Council on July 9-10. Terms of 
reference for the assignment are attached as Annex B and a list of persons met during the
 
field work as Annex C.
 

2. The cooperative agreement establishing PACT was signed between the Government of 
India and the Agency for International Development (AID) in August, 1985. AID initially
provided a $10 million grant to establish the PACT Fund to be administered by ICICI. 
PACT became operational in late 1986, and ICICI signed the first project agreement in 1987. 
In 1990 AID provided an additional $5 million to the Fund. As of March 31, 1992, PACT 
had approved 37 projects, committing $12.2 million in investment funds to 31 projects. $8.2 
million had been disbursed; $40,000 had been received as royalties from successful projects.
The PACT project was initiated "to accelerate the pace and quality of technological
innovation in India by building the research and development (R&D) capacity of India's 
private sector through the promotion and financing of Indo-U.S. joint venture3 in R&D."1 

General Program Review 

3. Since its inception in 1987, PACT has made major progress in targeting its resources 
to promote commercialization of technology by US/India private firms acting in partnership.
The Government of India (GOI), particularly in the past year, has contributed to this effort 
through a series of liberalizing measures which allow Indian private firms greater access to 
advanced technology, foreign exchange and equity financing in internal financial markets (see
Annex F for a summary of actions to date). The GOI plans to further liberalize the Indian 
economy through tariff reductions, convertibility of the rupee, privatization and expansion of 
capital markets. These developments bode well for an increase in US/India business ventures 
to develop new, commercially-viable products and processes and joint investments. 

4. Among the array of private sector technology development programs launched since 
1987, PACT is unique in 1) its commitment to build US/Indian private firm alliances, 2) its 
off-balance sheet financing methods, and 3) its provision of dollar denominated conditional 
grants. Experience to date and changes in the economic environrment in India suggest that 
ICICI should promote more aggressively these PACT special features, particularly to make 
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them known to publicly traded small- to medium-sized US private firms ($5-500 million in
annual turnover) with proven track records in bringing technology-based products to market.
These companies have not been active participants to date in the PACT program. This 
approach will require ICICI to step up its promotional efforts in the US on behalf of PACT.
It will also necessitate modifications of the standard legal agreement now used to govern

PACT projects.
 

5. Targeting these US companies also has the advantage of supporting GOI's efforts to 
further liberalize the Indian economy. India's current account deficit is expected to double in
the immediate future as imports are liberalized. A foreign exchange deficit will impede
GOI's liberalization efforts. Although 19 of the 31 projects that PACT has funded to date 
are focussed on developing products and processes for the US market, the US companies
involved have been predominately start-up companies with an annual turnover of less than $5
million. Focussing on larger, more established US companies would assist in relieving a 
foreign exchange constraint since these firms have a higher probability than start-up
companies of increasing both export earnings for India and royalty payments to the PACT
 
Fund.
 

6. AID's current perception that PACT should be financially self-sufficient through
reflows from royalties on PACT investments by mid-1995 is inconsistent with fundamental
PACT objectives and guidelines on financing investments. In any event, it is not achievable. 
Such a shift has already led ICICI as implemehing agency to take steps, such as reducing the
size of the grants, increasing the size of the royalty and accepting equity payments in lieu of
royalties, which are counterproductive to the success of PACT. 

7. The scope for technological innovation by private companies in India in response to 
perceived market opportunities is large and will expand exponentially with the further
liberalization of the Indian economy now contemplated by the Government of India. India 
enjoys some of the best entrepreneurial and technical talent in the developing world. There 
are many experimental programs now in place with GOI/IBRD/AID assistance that will
provide lessons and guidelines to facilitate more rapid response by government research labs,
foreign investors, Indian financial institutions and private firms to take advantage of the 
opportunities created by this liberalizing trend. The AID/ICICI experience provides a
working model of the kind of collaboration possible in managing and financing market 
driven, private sector technological risk taking and innovation. 

8. Within the spectrum of technology related programs in India, PACT should continue 
to bear in mind that, by contrast to TDICI, it finances projects, not companies, and, by
contrast to the SPREAD program, it supports collaborative, risk taking between private firms 
rather than contract arrangements to develop and commercialize new products and processes. 

Pice Waterhouse 
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9. AID is contemplating the addition of a technology acquisition and adaptation program 
to ICICI's portfolio. Based on what the team learned about this new program, it differs from 
PACT in two ways: 1) it reduces the time for commercialization since the Indian company
will purchase or license largely proven technology from a US company or research 
institution,.and 2) the US participant may not be required to assist the Indian firm in the 
commercialization of the technology, a primary objective of the PACT program. Given what 
the team perceives as an increased demand for the PACT program, a case can be made that 
funds available for the new program could rather be added to the present PACT program.
With an aggressive promotional effort, ICICI could commit these additional funds by the end 
of the current PACT project in mid-1995. 

10. ICICI has explicitly targeted as PACT partners non-resident Indians living in the US
 
and US-educated !ndians now establishing new businesses in India. Many of these PACT
 
participants are also start up companies. While this combination represents an excellent
 
long-term prospect for PACT and venture capital (VC) investments and for long-term
development in India -- as well as for the achievement of broader PACT objectives -- it is
 
not likely in the short-term to bring about quick commercialization of products developed
 
with PACT financing.
 

11. AID should consider capitalizing on the success of the experimental PACT program

by designing a substantially larger private US/ Indian technology development financing

facility which contains the unique and successful features of PACT but focusses more
 
specifically on innovative technologies and allows third party financial participation.
 

Field Observations 

12. PACT is considered a successful project. The CDIE report is laudatory, stating that 
PACT-assisted firms were more successful than unassisted firms in increasing exports.
IBRD staff who designed the Bank's technology development project in India observed that 
the PACT experience was instrumental in the Bank's decision to finance venture capital
activities in India. Finally, a member of the PACT screening committee pointed out that 
PACT-supported projects did not require separate Reserve Bank of India approvals, a unique
exception in the mid-1980s, but one which is now standard for technology agreements with 
fees of less than Rs 10 million and royalties of less than 5% for domestic sales and 8% for 
export sales. In short, PACT provided some early experience to guide both firms and the 
government on increasing exports and competitiveness through private sector investments in 
R&D and venture capital. 

13. In the team's initial meeting with ICICI, Chairman Vaghul pointed out that his main 
concern with PACT was how to commercialize products and processes developed with PACT 
financing, particularly in the U.S. The ICICI/PACT project manager raised some procedural 
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concerns, e.g., slowness of dollar disbursement, larger than anticipated ICICI contributions 
to PACT over the life of the project, and the reluctance of some (5) US companies to sign
the ICICI/PACT agreement. More fundamentally, the project manager suggested that 
present PACT procedures were inadequate for identifying resource people in the US and that 
AID's expectation that PACT would be financially self-sufficient by mid-1995 may not be 
achievable. These concerns are addressed in the form of responses to specific questions 
listed in the original terms of reference for the assignment (Annex A). 

14. After reviewing PACT's present portfolio and interviewing several Indian PACT 
partners, the team believes that Mr. Vaghul's concern about commercialization can'also be 
adequately addressed through a better selection of US partners. Of the US partners
associated with 31 projects financed by PACT to date, 16 are start-up companies and two are 
basically R&D firms, that is, firms that have neither product recognition in the market nor 
capital resources for commercialization. Mlavsky strongly urged ICICI to target larger US 
firms ($5-500 million in annual turnover) which could incorporate successful PACT-financed 
products into their existing marketing and distribution channels. He suggested that an initial 
screening of US companies could be done by using the Corporate Technology Directory. 

15. Another, and complementary approach, is to link US VC financed companies with
 
Indian VC-financed companies to forge strategic alliances for potential PACT financing.

With TDICI's experience in VC in India, ICICI has the background and contacts to make
 
this approach credible.
 

16. The above will require a more directed marketing campaign on behalf of PACT. The 
team suggests that an ICICI official be stationed on the West Coast for two years to 
aggressively develop strategic ties between Indian private firms and successful US high
technology companies for PACT financing. BIRD's experience shows that frequent and 
direct contact between its own representatives and US companies of merit is essential. Mr. 
Vaghul suggested he was willing to finance such a person if he saw benefits to ICICI and to 
India beyond what would accrue to PACT, since PACT investment funds were now quite
limited. US companies should be selected in part on the basis of their ability to develop US 
markets for PACT financed products and also on the benefit of off balance sheet financing to 
their strategic planning. 

17. ICICI seems intent on achieving financial self sufficiency for PACT by mid-1995. It 
has r)duced the size of the PACT grants, increased the royalty rate and obtained AID's 
concurrence on equity participation in lieu of royalties as repayment. After interviewing a 
number of Indian PACT clients, the team concluded that these efforts are self defeating.
Most US companies earn less than 10% operating income. With royalty rates of 5-10% 
(except perhaps in the case of software), US companies will be reluctant to participate. They 
will also view a payback of 250% as excessive. 

Price Waterhouse 
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18. On the India side, cuts in the size of the PACT grants have meant that smaller firms 
must take out loans to complete the product development programs they propose to PACT,
which -- if the firms are able to borrow money at all -- prolongs the R&D phase and reduces 
the probability of developing a product (or process) with a large market potential. In one 
case, the US partner in a PACT project was using PACT grant funds to buy equipment for
his 	Indian counterpart in exchange for equity in the Indian firm. On 	the other hand, PACT 
should finance no less than 50% of the minimum-size, meaningful project and look for 
projects which meet PACT's criteria for prudent-size investments within its overall 
investment budget. 

19. Even if financial self-sufficiency is achievable, we question whether it should be the 
proper measure of PACT's success given the development orientation of the PACT program.
BIRD, which is similar in original concept, judges its success rate in terms of the benefits 
accruing to the US and Israeli economies as a whole. Mlavsky, for example, estimates that 
the US economy receives 20 cents on each $1 of sales (tax revenue) of BIRD-financed 
products in the US. In other words, once sales reach five times the grant amount, the US 
becomes a net beneficiary. With a maximum PACT grant of $500,000, this means sales of
$2.5 million, a very achievable goal with proper targeting of US firms. In India, where tax 
rates are higher, sales of less than $2.5 million would make the country a net beneficiary.
Looked at in the aggregate, the estimated $750,000 ICICI contribution to PACT to date in 
the form of salaries, office space, etc., must generate total sales in India of $2.5 million to 
be counted as having a positive effect on the Indian economy overall. This sales figure
should be exceeded manyfold. We suggest that AID and ICICI define PACT's financial 
success in terms that capture the net benefits to the US and Indian economies, such as tax 
revenue earned from sales of PACT financed products in excess of the countries' respective
contributions to PACT financing. 

Issues and Recommendations 

20. During the PACT Advisory Council meeting, on July 9-10, three strategic issues 
relevant to PACT's future were discussed, but not resolved: 

* should PACT marketing focus on types of companies/partners or on specific 
technologies; 

* 	 how should PACT's success be measured; 

* 	 should PACT seek additional funding from private sources, other bilateral donors, 
or from multilateral lending institutions, such as the IBRD and ADB. 

Pice Waterhouse 

5 



-- 

PACT PROGRAM REVIEW 

21. In our view, PACT will intuitively focus both on companies and technologies.
Market experience will indicate a technology gap or highlight a comparative Indian advantage 
or need. We felt that ICICI has already demonstrated its capability in identifying
technologies, and for now, should put additional emphasis on working with U.S. companies
with proven success in bringing innovative products to market. The longer term question of 
financing US-India partnerships (consortia) in "critical technologies' that will likely dominate 
the 21st century was left to further discussion by a select group from the PACT Council. 

22. The Council uniformly agreed that financial self-sufficiency by the end of 1995 was 
not the correct measure of success and a new measure should be developed (see Annex A, 
Question 6). 

23. The Council wanted to maintain the bilateral India-US character of PACT which 
precludes ADB or IBRD seed money, except for specifically identified joint financing
opportunities for technology development. Opportunities do exist for linkage with US funds 
and contributions from US companies and foundations and these should be explored in more 
depth. The PACT Council could play an important role in identifying and nurturing the 
development of such opportunities even though the present PACT, because of funding
limitations, may be a minor financial participant. 

24. To recapitulate the main recommendations for the existing PACT program: 

* ICICI should station an employee with venture capital experience on the West 
Coast of the US to: 

--	 generate more interest in PACT projects on the part of publicly traded small
to medium-sized high technology US companies; 

work with US venture capital (VC) firms to initiate PACT projects between 
companies financed independently by US and Indian VC funds respectively. 

* 	 ICICI should consider dividing its portfolio into two groups: 1) projects leading 
to sales mainly or solely in India, and 2) export-oriented projects which require a 
strong US partner. 

* ICICI should revise the funding agreement by and between the two participating 
companies and ICICI to eliminate ambiguities unacceptable to established US 
companies, and perhaps standardize these three-party financing agreements
separately for projects leading to sales only in India and for projects that are 
primarily export-oriented. 

Price Waterhouse 
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0 ICICI should review its criteria for determining which US companies would be 
given preferred status as clients of the PACT program. 

* AID/ICICI should review its present and decreasing limit of $500,000 on 
available financing under PACT projects, its increasing royalty rate, its dollar 
disbursement procedures, and the detail of approved budgets and work progress
plans with a view to making revisions designed to increase the benefits of the 
PACT program to the two countries, shift the responsibility of successful PACT 
projects more to the participants, and measure progress of PACT's investments 
against mutually agreed and better understood milestones. 

* AID should consider alternative definitions of progress towards self-sufficiency
such as benefits to the two countries in taxes earned from successful projects or 
an increase in total investment funds available to PACT relative to the funds 
contributed by AID. 

* AID/ICICI should reconsider its general understanding that PACT can take equity
in lieu of royaities as a means of repayment to increase the probability of PACT 
achieving financial self-sufficiency at an earlier date. 

* AID should consider increasing its financial commitment to PACT commensurate 
with a higher participation rate from medium-size US firms (over $5 million in 
annual turnover), increased benefits to the US and Indian economies, quality of 
proposals, and the degree of collaboration between Indian and US partners. 

Next Steps 

25. The PACT Council agreed during its meeting on July 9-10 that the next steps were as 
follows: 

" finalize the PACT evaluation report (July-August); 

* request PACT Council members to write their individual ideas about the future of 
PACT (July-August); 

" 	 designate four PACT members to write a PACT Council strategy paper and 
present it to the AA/ASIA (Ms. Henrietta Helzman Fore) and USAID/New Delhi 
(September); 

" 	 commence discussions with AID on a new strategy for PACT. 

PriC WaterhouM 
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Annexes 

A. Responses to Questions 
B. Terms of Reference 
C. -List of Persons Met 
D. Mlavsky letter to Vaghul 4/22 
E. Grayzel to Harrell fax, 4/30 
F. "A Year of Reforms." Business India, July 6-19, 1992 
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ANNEX A: RESPONSES TO QUESTIONS 

What follows are specifi.. answers to questions raised by USAID, to be read in conjunction 
with the foregoing discussion: 

QI: 	 Assess how and if the new economic policies in India, evolving Indo-US 
commercial relations, and global economic, trade and investment trends, will 
affect demand for a PACT-like program as we move towards the year 2000. 

A: 	 Demand will increase exponentially. With liberalization, particularly 
convertibility of the rupee and the reduction of import tariffs, India will be a 
preferred market for trade and investment. India is a large market with non
fuel imports of about $20 billion per annum and a substantial middle income 
consumer group. Most promising is a substantial increase in US business 
interest in India, including the return of IBM and Coca-Cola to India. 

Q2: 	 Assess USAID's Agricultural Commercialization and Enterprise Project (ACE) 
and other proposed ICICI/USAID/venture capital-commercial loan activities in 
terms of mechanism and activity focus to understand the capacities they are 
and are not addressing. 

A: 	 To date, neither PACT's unique financing methods nor its potential to tie in 
with US and Indian venture capital funds have been fully exploited as means to 
expand markets through technology development and adaptation. ACE is an 
entirely different and more traditional AID Development Assistance Program. 
ACE is not a substitute program for PACT. 

Contract research and technology acquisition -- to the extent that 
Mlavsky/Harrell understand what ICICI/AID have in mind -- can 	be 
complementary to PACT by responding to: 1) US/India country needs in those 
cases in which private firms do not see the risk-reward payoff as sufficiently
attractive to undertake develapment and commercialization within the time 
frame 	and financing presently available under PACT, and 2) where 
development of new products or processes (which can take two to three years)
is not required. Contract research/technology licensing is already being done 
in part under PACT (e.g., Omniview, Ravi Technologies, INDACOM Inc.)
which may be all right as long as the US private company partner to the PACT 
agreement is responsible with its Indian partner to adapt and commercialize the 
technology. Technology acquisition, e.g., buying or licensing a proven 
technology, is more of a commercial operation and probably would be financed 
directly by ICICI. 

Q3: Review past PACT evaluations and reviews (e.g., the recent CDIE study) to 
understand the accomplishments of the PACT program thus far and project 
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likely accomplishments and needs for the next four years until such time as 
AID support ends. 

A: 	 In the current climate of economic liberalization in India, the role of PACT as 
a tried and tested joint financing program would be expected to e pand
substantially over the next four years. We have no way to second guess
ICICI's projections of new PACT projects, success rate and royaity reflows 
(47 projects by March 1993 and reflows of $500,000). We do believe that 
targeting somewhat larger US companies with a proven track record of 
commercializing new products will increase both the success rate and royalty 
repayments over time. However, it is too early to tell whether the size of a 
US company alone will be the determining factor in success or failutre. 

Among the US partners to date in PACT projects, 15 had annual turnover 
greater than $5 million at the time of application. Three of their PACT
financed projects have subsequently led to commercialization, four are failures, 
and eight are still in the development stage. This experience is not appreciably
different from that of US firms participating in PACT that were start-ups or 
had annual turnovers of less than $2 million at the time of PACT application.
PACT is capable of attracting successful US high technology companies. 
Success will be enhanced by a strong promotional effort, and through
publications (including a public annual report) that feature successes to date by
US companies using PACT financing. 

Q4: 	 Given the above assessment, determine whether consideration of an expansion 
of PACT is warranted in terms of both demand and usefulness for continued 
development of Indian commercial R&D capacities and support for venture 
capital development, per se, and whether USAID's now starting ACE project
and any other foreseen ICICI project activities are sufficient follow-ons. 

A: 	 Expansion and better focussing of the PACT program are warranted; ACE as 
now envisioned is not a follow-on program to PACT. AID/ICICI should 
consider using the funds ear-marked for technology acquisition to expand the 
PACT fund directly. 

A-2
 



Q5: 	 If unmet projected needs are identified and future PACT activities found
 
warranted, outline alternate scenarios regarding how a future program might

be structured. Among the alternatives to be considered would be:
 

a. 	 Evolution of the program along the lines of other models from outside 
India (i.e., US-Israeli BIRD program); 

b. 	 Evolution of PACT into more commercial ventures, moving beyond
technology development perhaps into some sort of international venture 
capital fund; 

C. 	 Increasing the size of conditional grants or offering other forms of 
traditional and innovative financial instruments; 

d. 	 Making use of intermediary brokers for deal formation, as is now done 

by Indian financial institutions for savings mobilization; and, 

e. Focusing on specific technology areas (i.e., biotechnology). 

A: 	 The following considerations bear on decisions about the future structure of 
PACT: 

a. 	 BIRD is different. India has a large internally-driven market, which is 
naturally less export-dependent. The life cycle of technology developed 
for the 	Indian market is also longer, and Indian wage rates and 
currently competitive exchange rates will extend the market penetration 
of most products now under development with PACT-financing beyond
what is contemplated by BIRD for its portfolio. In addition, US 
companies have less incentive, and are therefore less likely, to set up
subsidiaries in India than in Israel to exploit developed technology.
Indian government regulations make it difficult for Indian firms to do 
so in the US (or elsewhere outside India), though this may be changing. 

b. 	 PACT is a complement to venture capital funds and a source of 
projects for financing by such funds, particularly if the VC funds 
identify potential strategic alliances for PACT financing. PACT has 
funded four projects to date with TDICI, partly because the US 
partners were start-ups. The potential market was in the US and the 
US partner needed dollar financing. We envision TDICI coming to 
PACT with companies they like but the product is not sufficiently 
developed to warrant a TDICI investment. These need not be start-up 
companies. 

A-3 
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c. It would make sense to increase or reduce the size of conditional grants 
commensurate with the size and marketing ability of the US/Indian 
partners and the calculated benefits to the Indian and US economies. 
The product/process and its development costs will dictate the size of 
the grant, particularly if PACT wants to be 50% of the financing which 
we support (see Paragraph 18). We do not recommend that PACT 
itself undertake other forms of innovative or traditional financing but 
rather work with venture capital funds, pension funds, and development 
and commercial banks. 

d. 	 Not recommended. 

e. 	 If PACT is well publicized, the private sector will largely dictate 
commercial opportunities, though AID/ICICI may have some areas they
wish to target for other reasons (e.g., environment). Neither ICICI nor 
PACT may wish to see a portfolio that is concentrated in only one 
industry. PACT is already heavily committed in the computer 
hardware and software industries. With the recent 301 decision by 
USTR, pharmaceuticals and chemicals may be less attractive industries 
for PACT emphasis in the immediate future. 

Q6: 	 Make recommendations for further analyses and studies to best determine the
 
future directions of PACT.
 

A: 	 The following activities would be helpful in determining future directions for 
PACT: 

0 Developing a data base on companies contracted by PACT and its 
advisors. The data base, at a minimum, should include basic 
information on size, products and markets, persons contacted, their 
interests in India, and their plans for new product/process innovations. 

* Developing and publishing some first rate promotional literature, 
including a publicly available annual report that features PACT success 
stories. 

0 	 Developing alternative indicators for measuring the success of PACT, 
other than financial self-sufficiency, which is probably not achievable. 

Q7: 	 Provide an illustrative draft, if appropriate, of a proposed amendment to the 
present PACT Project. 

A: 	 Not required to carry out the principal recommendations in the report, except 
perhaps to add additional funds. 
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beyond technology development perhaps Into some sort of
 
International venture Cipitl fund;
 

C. Increasing the size of Conditional rents or offering other
 
formsof traditional and innovative ftnancial instrumentsi
 

d. Making use of intermediary brokers 1or deal formation, as

Is now done by Indian financial institutions for savings
 
.obiltZition; and
 

0. FoCusing on specific technology arI4s (I.e. biotechnology).
 

6. Make recomendations for further analyseg an-J studies to best
 
determine the future detictions of PACT.
 

7 a an illustrative draft, if &;propriate, of a proposed 
to the present PACT Project 
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ANNEX C 

1. 10101: 

2. ProffTehk: 

3. 110CI: 

4. GUMb Auto; 

S. National Chmcal Lakirngy: 

6. 	 ?mdia utmate 

& me~u 


7. ?utbTehz 

a. ThZIz 
9. 1 Ch Tedo.oo, 

10. 	 Bin in 9yswmss 

11. 	 BLOOM India 

12. 	 U.S.LI.D.t 

13. 	 IWaistry of lnt7i 

14. 	 tobimerpi

Seecf Umrds 


15. 	 tziytm eaal~ 

1a. 	 frostier Buftwwm Dsuajit:BLih 

17. 	 Uzoz: 
Ia- Tedhoole. IMgehtr: 

1g. phttn 

20. 	 VU Nato Products: 

21. 	 XOIOVACT: 

22. 	 XUC& 

Pfearf.ffs 	 fn Indiaj 

h.J. 	Advazd., P.0. Sh.ede 17A. Deuhpande
Detztlod 	Usclauion about PAMI 

Dr. E'zakash flebalkar, Screening Zomitum 

H.S. 	 Patwardhmn, PACT Concil 

EaJAa R. 	Zataia Ashviji C. ffhah. 
PA=T Grantee
 

Dr. L.A. NMahlkare LLR Hirwani,
 
Dr. Hashelkr, PACT~ Coai2
 

Mangesb Kale, Dr. Ranjit Date.
 
PACT Grant"e
 

IMiuhna m~arg vith r. ludarnan, m-TDICI, 
PAMT Grat. 

G.SAbartuathan
 

Vnay L. Veabpaada. PAMZ Gmatso
 

NJ. Mat. PACT Grantee
 

(N.) Nfrnn Haviudaz P=C Grazftes
 

Water' 0. Bollinger* Steven 1. lints, 
John 	A. ftaynel, RA.Daryt at 41 

N.31w.. 'PACT CouncUJ 

N.C. 	 Guadhi, frr w.er, PACr Cowdcl 

Dr. LL.G. ffaron, searmuing Cmmtte 

Daeffier, PACT Gtante 

TL. 	 1a"ar"L Prosidmat 

aas am
 

Dr. Ashok JLi latm.. PACT Grantee
 

1wuBaler
 

D.L 	Parftk, lalita 0. Gupto, A.Je KUsro,
1. VekatarjTa 

V.1. 	 Larcia~ 
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ANEX D 

8 RD Wm-uls flI4&f04A XwML FBMc AM MW~f FCMfl0
1k','na.11oy,n1,fno, li yIrn?7 3'rPrJfNurrpf, 

rL. .V22su1 

hL, £ gin Diretor 

163, kobay Reclamaton
tmbay 400020 

Dear Mt. Taqh ;
 
teaIM a 
 pt Our sincere thank for th- gem oV hopitalit of ICCl onthe ooahison of ow recnt v!ist. 
7h, metece, frana 
PACT pftomal, 

and opm s of ICICI staff, u Sfral, and of.uPaticulIm, added greatly to the negfulm s of the visit.
Dr. Ia rell viii be subtting a destajed MuportubmervatioLa. Utch will Include I cvinTo MEs Ue brily, boVilmri 

A. PACT b made 4A f enlt Stuat. 

USTePerceived necessity to hioreflow. IIa m PACT bee. -01lMa-100g throughtic 00dt.Lm.umestvd, I belleve. sin of PACT shrauld bein tems of th 
se 

orall effect = the scuwthe Pgatouna, me..but RIpeaiY Of t , off d tn 
C. Ifteresd MhWsjg nuhmg be placed on attracting =dim s~izMhLsM pa umvvr) I,.. hIgh tuft ($5-$0o-m e into rt hpa WithW440a =qPW.iV089. I aud This will reqt±ze a PACT 0Pb=Udtfiatim resoe Ina theto the YnAnciq Apimmat to accomodteFractIcest ad eIe1aft jos. U.S.Rasonable royalty rates ad a afttema teref wil be a a.6 que non. 

D. 14ebAp2 PACT shMld commIder ift portfolio as having two pams, vithBill" sigddiioant d Ie lmestat proooedi.: 

ftojectS leudtn%, to 04l53 mainly or solely in India.'4*t"6--Gt4C project8 Which requtr a sttmg 11. pStmu. 

D-I 
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Z. I be Ve siPificant SiMlfication of procedures vould result if there vae Wo legal agrammnts governg ev PAV' projeats 

1. Th agromnt by and between th t compAies and ICICI.
2. The iVate agreement between the two companies. 

IL Ou viW, these eagrena sboul4 be qUiLt separate md distine:,such that the tkee-party fiuncbg agrmmte is essentially idantical
Iu atmute for all projecs of a given type (D.1 or D.2, above)Vherea the COmpa-%Vgama agremmt covers all apects of that
ulTo nh, i icludtai cmnideratiomz such as which Pamt receives whatfrd 14, ow the requirment for repaymnts is to be shared, whoOw" swity n Aim, and so on.
 

T v11 be pleased 
to d&muss matten frther, by telupume or SJ perpon.
M- latter I hope, will be made possible by yau acceptame of orsugesWtion that you viLsit us in Israel an your way to o Sm the U.S. 

one agfat, my dt*w gar yommsew kindnesses, and gopratl4t-Loa on thequLt* amd professional~em of you sLaf. 

With best regads, and from my wife. Safly. 

binuutive Dlhhctor 

Copies tat
ft. 1da C. Earell, rice Wterhouse
 
Dr. Jak GOldm, lofttrip lam.

Dr. P.D. Shodde, NEsuqe- PA D4L'Jia=
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ANNEX E 

FAR
 

FAX! (202)-467-4405 April 30. 1992 

Dr. Edgar C. Har.ell
 
Price Mat&'ho2ae/International
 

Privatization Group

1801 K Street, .M.
 
Washington, D.C. 20006
 

From : JOhn A. Grawzal, 1EASAID 

Dear Ed: 

SMject; PACT Study 
Thank U for leauing the first draft of the report of th subject
study with the Mission before departure from India. we haucarefuilg looked at this draft repon. we belie, the draft showld
undergo Miaionl and expansion. For this puxpoe you my went to
wait till aftor you and Dr. Nlauslry have had opportunity to met with
the U.S. PACT Couwcil ms ebs an.. business people en g in
technology dMeelopment. e foresee the final report keepng a majortopic of discussion at the Council's Jul meeting. 
As regards the draft, hdlAe we agree with met of the findings of
 go. 'study we feel therm is need for substantiallV more details and
in-depth response to the specific questions raised in the terms of
referenc, Opcialig qu stion nos. 1. 5 and G. Basically. since
PACT ends i 1=.. and after ten years cannot be extended without
special pemssion., we feel mayv of the intei MIngs std arenot going t be oprationaly feasible for the present proCet.Concoimitantly0 looking towir the year 200o. we need to ok beyndPACT a. it is toIhat ior something else should be between 1M5 to
2000. This Yision of options for the future is what is met TIeedsd
 
at this tim. Vs therifore look forward 
to your's and Ed Hlaueky'sideas and obsezvatiesP proulding &parkand substance for a liuelyconsideration of options for PACT ' s July a"ivcory board meting. 

We look forward to yew responding to the above points Aile

finalizing ywir report.
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Cover Feature 

A year of reforms 
On 1July 1991, the Narasimha Rao government devalued the rupee against the 
major currencies, inauguratinga series of reforms that continues to this day. 
Basically, the reforms initiated the dismantling of controls on industry,external 

trade and foreign investments to an extent never attempted before. 
Predictably, these measures invoked hostile reactions from opposition 
parties but, by and large, the country has received them well. 

But what have these reforms achieved in the past 12 months? How 
have they affected industry and trade? And what do they hold 
for the future? A Business Indiasurvey 

I seemed like manna caused asubstantial improvement in the functioning 
failing from the oftheindustriesministry.he admits. The only proce
heavens. We could dural requirement at the moment is to fill aform and 

. not believe that what submit it to the Secretariat of Industrial Approvals. 
*lwewanted was actu- Clearance is obtained within a month. whereas it 

ally happening." Those words from a would have taken four to five months even in the 
businessmen summed up the sense of case ofdelicensed industries in the past. 
disbelief that greeted the spate of an- The most striking improvement in the SIA has 
nouncements heralding the deregula- been the abolition of the capital goods committee 
tion of the Indian economy. Today. that evaluated the suitability of the technology pro
almost exactly a year after the posed to be adopted. Today. an industrialist can buy 
Narasimha Rao government set the whateverequipment he wishes to. Large projects. he 
country on the road to reform with the says. have been hampered by the restrictions on 
first of a two-stage devaluation of the foreignexchange requirements and the condition on 
rupee. that early euphoria has given forex neutrality. Even so. 
way toacautious optimism. the perception isthat large 

Perhapsexpectations were pitched projects are likely to be 
too high in the initial phase of the clearedquickerthansmall 
reforms. Says Raghupat Singhania. ones. since they receive a 50P.M 
chairman of aclutch of companies in lot ofpersonal attention. vey IT ;I 
the JK group and president of the Says Erich Reinhardt. 
PHDChamberofCommerce. "While managing director. Sie- , 
there is a commitment at the highest mens. "Clearance for the 
levels of the government to liberalise EWSD (telephone 
and take the policy forward. this does switching equipment) 
not seem to have percolated down the project came within ten 

' 	 line to the lower bureaucracy or even days of submission. 
the state governments." Similarly, the software 

n the same vein. B.P.Gunaji. sec- project was cleared by the 
retary-general. Assocham says. "At Reserve Bank of India 
the highest level, they say that they within 15 days and there
want less government, but at the low- after by the ministry of 
er level there is still a compulsive industry in a month's 
tendency to interfere. The inspector time. In the past such 
raj still persists." But even Gunaji clearance would have 
cannot deny the significance of what taken six months to ayear. 
has been achieved. The abolition of The government, as we 

licensing in most industries has see it. iscommitted to the ' -
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changes announced and has been extremely "unprecedented receptivity" in government to for
receptive." eign investors, exemplified by the willingness it has 

But not everybody is as convinced. C.K. Mehta. shown to further simplify procedures.

chairman and managing director, Deepak Fertilis- On the representation of organisations like the
 
ers, complains, "There isstill lack oftrust, transpar- Indo-US Chamber of Commerce, which Pratap
 
ency and recognition of the value of lime. Despite heads, the FC fdrm has been twice recast, the condi
claims to the contrary, our telexes and letters have tion linking remittances to export earnings further
 
not been answered. We just want clarifications. If diluted, and it is now reported that government

there is liberalisation. then it applies only to the might be willing to permit foreign 100 per cent

prime minister, finance minister and the commerce equity participation. The "attitudinal change in gov
minister." eminent" that he perceives has already begun to pay

A recent inci~ent illUstrates this, At adiscussion dividends, he claims. "Since September 1991. $700 
on private-sector participation in the power sector, million worth of foreign investment have been ap
industrialist L.M. Thapar asked the union power proved." says Pratap. "We can attract as much as $2
minister Kalpanath Rai whether he expected private billion ayear over the next two years." 
power generators to realise their dues from state Says P. Krishnamurthy, director supervisory
electricity boards (which distribute the power). Rai board. RPG Enterprises, "We cleared two projects,
could not first understand the question and when it RPG Goldstar and RPG DuPont, with an estimated 
was explained to him, replied to the consternation of investment of Rs.500 crore. These were cleared in 
all those present. "That's your problem, not mine." three months. The only condi-

Says Raunaq Singh, chairman, Apollo Tyres, "It tion was that the projects
isthe lower level of bureaucracy that isstalling the shouldbe forex surplus, which 
process. One of my proposals got stuck with the was what they were. 
babus and it isonly when I sought the intervention of Within this, we have 
the concerned joint secretary that it got cleared broad freedom." The 
within seven days."As Deepak Khaitan. president of RPG group is look
the Indian Chamber of Commerce, Calcutta, wryly ing at possible col
observes, "I think it is a misnomer to call it aprocess laborations with ICL 
of liberalisation. Rather it should be called freeing of and Fujitsu, he says,
controls." ' adding that "major

But even in this limited sense, the changes ef- firms are viewing In
fected have been dramatic. And nowhere more so as dia in a more favourable light
in the case of foreign collaboration agreements. In today."
the place ofacumbersome process involving no less Nevertheless, doing busi

than 15 differ- ness in India still remains a
 
. depart- difficult proposition.
/ent 	 rather 

,i, 	 ments, last The licence rajmay have gone 
September, the but that does not mean that an 
government entrepreneur can set up an in
substituted a dustrial unit at will. Land to 
system of auto- build a factory, a power con
matic approval nection, watersupply and sew
by the RBI ex- erage lines, and state-level 
change control environmental clearances 
department. have to be obtained. And at the 
Bombay-based levelsat which permissions for 
lawyer Ashok these have to be sought, the 
Pratap, whose world has not changed. There 
clients include is the same red tape, the same 
major US mul- bureaucracy and the same 
tinationals like bribes. Says Singhania,
General Elec- "Awareness at the state level, 
tric, Hewlett- even at ihe level of the chief 
P a c k a r d, minister, is taking time. Ihave
 
Lockheed and hadtomeetthechiefministers
 
Texas Instru- of the six northern states to
 

-,. ments, de- convince them."
 
scribes the The states present an
 

F-2 	 BUSINESS INDIA July 6-19. 1992 53 



Cover Feature
 

interesting paradox. Notwithstanding 
Singhania's bleak assessment. after the 
abolition of the licence raj, many states 
(especially the politically powerful ones) 
have realised that gone are the days when. 
through the system of licences they can get 
investments directed to their favourite lo-
cales. States now vie with each other for 
industrial investment and several have 
been holding investment jamborees in 
places like Delhi and Bombay. Industrial-
ists have responded positively but once 
they get down to business, they find that 

from Gujarat. Maharashtra and Madhya 
Pradesh which are competing with each 
other to attract investment by encouraging 
innovative marketing like the escort ser
vicesetc.nootherstate isshowing any kind 
of enthusiasm." 

Environmental clearances, however. 
remain the biggest problem for the indus
trialist. "There issome ambiguity concern
ing environmental 
problems." says 
Gunaji. "Previous
lv clearances were 
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problems crop up. Says industrialist 
Vikram Thapar, "States are hankering for 
investments but not cleaning up their act. 
At the central level before, maybe 16 ap-
provals were required which took 16 
months, but now only two approvals are 
required which takes two months, butat the 
state level 45 approvals are still required 
which take 45 months." 

However. all states aie not the same and 
some of them are obviously better than the 
others. Says Raunaq Singh, "In states like 
Gujarat. Madhya Pradesh, Karnataka and 
Kerala there are no problems." Probably, 
Maharashtra can be added to that list. 
FICCI president V.L. Dutt says. "Apart 

LOW at ueto 

mhlon 

"W " " :AI * 
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necessary only from the Central Pollution 
Control Board while present regulations 
require clearances from Central and state 
pollution control boards. Besides, environ-
mental evaluation is itselfuncertain-what 
iscalled evaluation from the 'fauna-flora' 
angle." Industrialists feel that the ministry 
ofenvironment and forests lacks the neces-
sary expertise to make such an evaluation, 
besides which the term itself is ambiguous. 

Industrialists encounter difficulties no, 
just in setting up new units but in other 
areas as well. Exports are a major priority 
in the new scheme ofthings but the woes of 
exporters never seem to end. One of the 
problems they face is that banks arefinding 

it unprofitable to engage in foreign ex

change transactions because of the increase 
in operational costs after the introduction 
of partial convertibility. Exporters can now 
convert 60 per cent of their foreign ex
change earnings at market rates, surrender
ing the rest at arate quoted by the Reserve 
Bank. Ofthe 60percent. 15percentcanbe 
kept in dollar accounts. 

hile all this has increased the cost of

W handling foreign exchange transac
tions, banks' performance is assessed 

on considerations of profitability. 
Exporters do not figure in a bank's profit 
calculations, sincelhere is no incentive for 
the banker to maintain otnplicated forex 
accounts. V.Ananthakrishnan, chief exec
utive, Foreign Exchange Dealers Associa
tion of India, admits that procedures in 
banks have become more complicated af
ter the introduction of the 'liberalised ex
change rate mechanism'. Many authorised 
bank branches lack adequate information 
required to handle forex accounts, he says. 

There is another important story that. 
demonstrates how things have not changed 
on the export front. One year ago, J.Tho
mas & Company submitted a proposal to 
the government for setting up afresh flow
ers export unit at the Cochin Free Trade 
Zone.The proposalentailed setting up of a 
'greenhouse' in the zone to develop seeds 
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"Prices must be curbed" 
Finaneninisr Mamohan Slngh,i bureaucracy. I cm tell you if they get the 
conve aion with Business India's right sort of message, the babu will cany
 
Ruchir Gupia, talks aboutplwaortlss of it OUL
 
tWe refjm agenila andhow far it ha Even politicians across the country

prmeated the bureaucrcy seem to have realised the urgency of
 

restructuring our economy.At the state
 
What has the deregulation oftrade level, where governments are now
 
and industry over the past year 
 directly in touch with industrial develop
concretely achieved? 
 ment, the ealisation is greater. Even &
 
It has created thbight atmosphere and communist chiefminister, Jyoti Basu, ofa
 
built confidence in trar and industry 
 state like West Bengal, realises the urgent

within the short span of ayear. In the need for reform. Basu is going all out to
 
short term, the reduction in the rigours attract industrial investment for West
 
on import will allow entrepreneurs to Bengal. Delicensing and the minimisation
 
store less in inventories and so their of state control has percolated down to
 
capital output ratio can be more 
 most states from Haryana toGujarat sector units to remain. We have already
effectively used. Also,on the industrial which now have single-window clearanc- referred sick PSUs to the BIUR to reviveside, with deregulation, the production es. There is a new atmosphere created not or phase out so that they are not a drain 
stage is reached faster as we have just in Delhi but allover the country. on our resources. We are also talking to
shortened implementation of projects. trade unions to work out a concrete
So, we have also minimised time and What remains to e done? solution to stop the burden ofsome 
therefore cost overruns. We have only just begun. But as the adcge white elephants on our exchequer.
With delicensing, we have created • goes, well begun is halfdone. Our trde 
 Results do take time in ademocracy but 
more competition. This will directly reforms am not complete: we have toget are more durable if you take the working
benefit consumers. This may not happe _W the root ofconvertibility, end exchange classes along.
immediately but over a period oftime. 'control, overhaul the tax structure and
 
All thiscannot be visible in a single year clean toe banking system. Moreover, the. How far hasthe supportof your

but, with more choices available in the public sector has to be made more 
 ministerial colleagues and party

market, the consumer will get a better efficient and forced to perform. The tax helped you to Implement reforms?
value for money. Industryand trade will regime must be changed to reward 
 The fact that I have had two budgets

also become more efficientwith more incentives and risk bearing activities. pased by Parliament speaks for itself.

c9mpetition. 
 Even at Tirupati, my economic reform 

What Is your major priority In the programme was endorsed by the partyHas the simplification of procedures coming year? through thepassing of the economic
resulted in largernumber of Tackling inflation.Prices must be curbed resolution. So you should not pay muchprojects proposed and approved? if we have to carry theconimonman with attention to rhetoric at public rallies but
The climate for direct foreign invest- uson the reform programme. see in concrete terms whether anyone is 
ment has undergone a dramatic change. blocking reform. No one is. After all, the
Approvals for foreign investment in the What have you achieved in concrete prime minister's unwavering commitlast year have reached a welcome terms to cut government expenditure? ment to liberalisation is quite clear. 
Rs. 1,800crore which is quite dramatic. I We have reduced fiscal deficit from 8.5 
cannot give you exact figures of .per cent to 6.5 per cent ofthe GDP and the Do you think that therecent stockindustrial approvals but even that has totalexpenditure has not gone up overthe scam has changed the mood for
risen sharply. 'budgefed expenditure. We are very economic reform? People have lost 

seriously going about cutting government faith in the finance ministry's
How far has reform permeated expenses. We have raised fertiliser prices commitment to cleanse the system
through the bureaucracy and how by 30 per cent and abolished export since all those involved have not been
does it reflect at the state and local subsidy.This yearwe will bring the fiscal brought to book? 
levels? deficit to 5 percent ofthe GDP. It only means we must move faster. ItThe civil servant always follows the shows that we put so many shackleson
lines laid down by his political boss. What about phasing out of sick PSUs? the banking system that the banks wereAnd, in this case, the leadership has 'We cannot close everything overnight but forced to cut commr. So we want tomade its position amply clear.The ruling we are reducing budgetary support to deregulate the banking sbtucture and
piy's unambiguous stand oneconomic them. Over the next three years, we expect simultaneously reform the financial
reform has filtered down to the only efficient and self sufficientpublic- - sector. That is my main priority. 
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which would be distributed to households that bedevil exporters. In certain areas. the saved the company four to six months on a 
to grow flowers in their backyards. The policy of liberalisation has not been carried one million tonne cement plant being put 
flowers would thereafter be exported. by through fully. Says Shekhar Bajaj. "For up in Gujarat. More important isthe confi-
J.Thomas through the FTZ. This inno+a- exporters. packing credit isnow available dence of the foreign party. "They no longer 

ti%eproposal was rejected outright. There- -at 15 per cent against the 7.5 per cent ask us whetherwe have ourclearances. etc. 
after. after continual lobbying for a year. before. Interest rates have gone up from 16- As long as the LC isopenedon agood bank. 
the company was able to convince the 17 per cent to 24 per cent. This has some- they are satisfied." 
Cochin FTZ authonties of the feasibility what negated the advantage given by However. Viral Doshi of Co-Nick 
of the proposal. But by then a lot of valu- devaluation..." Alloys has some reservations regarding 
able business had been lost. *'Theofficers import duties. His company is a new one 
are just not able to comprehend such pro- *mporters. however, appear to be happy that makes high made alloy steels and 
posals." says an analyst. I with the liberalisation measures. For in- cobalt and nickel alloys. He tinds that im-

According to Gunaji. "At the level of stance. Anil Singhvi. senior finance man- port duties on raw materials. cobalt and 
operating customs officers. whose actions ager. Gujarat Ambuja. says that since he nickel should be cut to encourage high 
make areal difference, there isstill acon- does not require alicence for the import of value addition. "With high import duty on 
cemmorefornotificationsthan forpolicy." capital goods any longer, he can simply our products. how can we compete in the 
But it is not only operational constraints open an LC and get his imports. This has international market?" he asks. Import 

PROCEDURE FOR FOREIGN COLLABORATION 

THEN... AND NOW 
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duties have, in fact, been reduced to a up by the board of trade had as early as last up from 1,290 in June 1991 to more thanmaximum of 110 per cent, the system of December recommended easing of these 4.500 in April 1992. before declining tomultiple lists has been abolished and pro- restrictions onhard currency investment in around 3.000 by June 1992. Although. thiscedures have been simplified, equity overseas, was, to alarge extent, aresultof the flow ofOne good example of the process of money from the banking system to thereforms not being carried through fully. A Ithoughtheliberalisationpolicieshave stockmarket, the liberalisation measuresrelates to the policies governing establish- given a tremendous impetus to the also contributed to this uptrend.ment ofIndianjoirnt ventures abroad. Even capital market, says M.R. Mayya. execu- M.G. Damani. astockbroker, feels thatat atime when the avowed objective of the ti- director Bombay Stock Exchange, thecapital market has responded positivelygovernment is to globalise. Indian entre- unfortunately developments in thegovern- to the liberalisation policies announced bypreneurs are still hamstrung by the re- ment securities market have marred the the government during the course of thequirement that they hold amaximum of 25 scene. However, he feels this will be a last one year. The secondary market hasper cent equityin thefr overseas ventures, passing phase. The primary market has been affected by the securities scam, this isand where the entrepreneurs invest hard improvedovertheyear.withthenumberof gradually affecting the sentiment in thecurrency, that he secure the RBI's prior companies tapping the market increasingpermission. "This is creating problems." 	
primary market. But the corporate sectorfrom 342 to 504. The amount raised, during the second halfof the last financialsays Dilip Piramal, chairman, Blowplast through public and rights issue, increased yearhas shown substantially higherprofits.Ltd. Says Gunaji. "With these kinds of from Rs.9,373.82 crore to Rs. 10,858.60 Further, exports have become extremelypolicies, if you are going to set up ajoint crore. profitable and the corporate sector ismakventure inThailand, it will not be possiblebecause your policies will come inconflict The secondary market experienced anunprecedented boom. with the Bombay 

talksofhisprioritiesto Business India's there isby and large ameasure ofRuchira Gupta consensus and acceptance of the econorn
icreform. I suspect this isbecause people ,What has the deregulation of trade at the higher level who have had opportuand industry over the past year nities to travel abroad and have beenconcretely achieved?

The deregulation oftrade and industry 
exposed tochanges inother countries were already inclined towards economic 

has created amore friendly environment reforms and liberaiisation but could notbetween business and trade. The say so because ofthe government'ssuspicion between businessmen and socialistrhetoric. And now that we have
traders has ended. Today, more than ever 
 publiclyannounced liberalisation as abefore, there isawillingness to work goal, they are enthused. But this has nottogether, percolated to the middle-level bureaucrat.
 
Has the simplification of procedures 

There isstillresistance and scepticism * Meeting industrial and export houses
there. This isprobably because they felt a and motivating them to perform better.resulted ina larger number of sense ofdeprivation in letting go of * Working out aplan for the 35 extremeprojects proposed and approved? authority, with their power being takenYes, the number of proposals for away. Because, without this power they 	
focus items and implementing it to
 
achieve at
.Y,.least 30 per cent growth inindustry and investment has quadrupled, willhave little to do since there isno them.
In evety category, foreign collaboration 
 system tO devolve other functions to them. * Reorganising the office of the Controlproposals, proposais involving foreign


equity, the number ofapprovals for What remains to be done? 
ier of Exports and Imports and reorient
ing itso that it becomes abody to promoteEOUs and for units in EPZs and the Much remains to be done. Reform isnot a export rather than to regulate it.number ofmemorandums registered for one-stop journey. Ithas to percolate down * Reorienting our foreign policy so thatindustries in the delicensed sector have to the state and then the district and finally India's trade promotion becomes theall seen asharp increase, 	 the panchayat level, priority ofour external affairs ministry.
• Launching aquality awareness corn-How tar have the reforms permeated Wht Isyour major priorityInthe pign. In 1991,1I had drummed into thethrouglh the bureaucracy and how coming year? consciousness of businessmen that theyioesit reflectat thesae and~ IoantheLokSabha, ihadannloncedthelevels? must step up exports. This year I willareas on the top of my agenda. They were: stress on quality. 
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ing real efforts to increase them. 
The SEBI guidelines will help the capi-

tal market as itencourages greatertranspar-
ency and assigns greater responsibility to 
the lead manager, to the issue, says A.V. 
Jog. assistant general manager. Bol Fi-
nance. lie feels that by insisting on a larger 
and longer term stake by the promoters, the 
SEBI guidelines will ensure that fly-by-
night operators are kept at bay. However. 
the guidelines have burdened the lead man-

agers to issues with too much responsibili-
ty and this will inevitably force apostpone-
ment 9f issues. As aresult there islikely to 
be a lull in the primary market in th: short 
run. 

It istoo early for the liberalisation poli-
cies to have an affect on the capital market, 
says Shitin Desai. vice-chairman. DSP Fi-
nancial Cor.sultants. The policies are posi-
tive in that by ensuring transparency. they 
will lead to greater investor confidence in 
the market. The policychange most direct-
ly related to the capital market has been the 
freeing of interest rates on debentures, said 
R.Vishwanathan. managing director. SBI 
Capital Markets. This has resulted in-the 
greater access to the debt route by compa-
nies for financing their projects. 

The Narasimhamn report on financial 
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sector reform notwithstanding. the 
government's approach on this front has 
been cautious to the point of inviting criti

.cism fordragging it feet. But the direction 
of movement isall too clear, it has been 
towards granting banks greater freedom in 
running their business. while at the same 
time reduc
ing govern- 

ment's claim 
on bank 

funds. Banks are now free to fix rates 
ondeposits accepted by them. subject toan 
overall ceiling of 13 per cent. They are free 
to open branches without RBI sitting in 
judgement, just as they are free to close 
branches down if they find them unprofit
able. rural branches being the exception. 
The money market is sought to be given 
more depth. with the-induction of more 
players and the introduction ofmore instru
ments. Longer term treasury bills have 
been introduced too. this will help RBI 
have greater control over money supply by 
reducing the demand from the government 
for automatic monetisation ofdebt. 

Decontrol might have freed industry 
from the tyranny of the state but it cannot. 
of itself, relieve them of the rigours of a 
scarcity economy. Poor infrastructure rep
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resents as serious an obstacle to increased 
growth rates as licensing did in the past. 
Says an industrialist. "The government 
wants all this investment but where is the 
power.transport. etc to sustain all this? And 
where isthe money for investment in these 
areas'? Khaitan feels that the infrastructural 

ca-constraints hamper Indian industry's 
pacity tocompete in the world market."Do 
you think our ports can handle $50 billion 
of exports. which isthe announced target? 
Can we produce that kind of power. do we 

have enough roads, bridges? There has to 
be investment in these sectors." 

A major concern of industry isthe gov-
emment's apparent inability to push 
through the so called 'exit policy'. Most of 
them dealing with militant labour for years 
knew that it would not be an easy task, 
especially for agovernment that depended 
on maintaining a social consensus for its 
survival. Yet hopes had been kindled by 
early pronouncements which encouraged 

to demand
organisations like Assocham 
the right of industry to trim the labour force 
by I per cent annually. Says V. Srinivasan. 
vice-chairman, of Madras-based WS 

need much clearer andIndustries. "We 

ireforms
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bolder policy initiatives regarding the ra-REASSURING FOR NOW 
tionalisation of the work force." 

While industrialists might sound a bit 
more cautious now than they did a year 
ago. they are still pretty optimistic. They 

know what ittakes tochange the status quo. 
As Vikram Thapar puts it. "The govern-
ment is trying to liberalise with the least 
pain. Ifeverything opens up quickly. there 
could be a lot of disruption." But there is 
also the distinct feeling that government is 
for the first time speaking the language of 

industry - ofproductivity and profits. The 
award of the Bharat Rana to J.R.D. Tata is 

widely seen as proof of this and avindica-
tion of aposition they have held to for the 
best part of four decades. 

*nshort, itcanhardlybe denied that the last 
I twelve months have been marked by 
bold initiatives by a government whose 
minority status should have, in ordinary
circum stances, led it to follow tradition. 
But the circumstances were not ordinary: 

India was on the verge of a aor default 
on its external 
commitments,
its forex 
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alsoAfter a disastrous dip In foreign 
exchange reserves In the year the 
.w -1,the country witIed a

drema1C Increase followingtesa 

co 
vote of confidence In Reo's 

position was precarious, and credit rating 
agencies had downgraded the country to 
the position ofavirtual bankrupt. To Rao's 
credit. India has redeemed itself.Although 

Standard and Poor still have us on their 
list, multilateral assistance has 

international investors are eye
ing India and the forex position has vastly 
improved. And this has helped convince 
people within govemment and without of 
the basic sense of what-the Rao govern
ment has done in the crucial areasof indus

foreign investments andexternal trade. 
But the task in the coming months will 

be harder because it will involve more than 
the simple dismantling of existing struc
tures. New policies will have to be framed 
in a more systematic manner as part of a 
reform package that goes beyond damage 
control. The worst is over and now Rao 
must work foraperiodof sustained growth. 
A frmework has been created withinp 
which businesscan flourish unhindered by
 

dead hand of bureaucracy. It is,hereaf
up to industry todemonstrate what it is
 

capable of. 


