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MYTHILI BHUSNURMATH
Fiscal rules, such as those prescri-
bed by our Fiscal Responsibility
and Budget Management (FRBM)
Act or the European UnionÕs Stabi-
lity and Growth Pact, havenÕt deliv-
ered. All izz well as long as the eco-
nomy is chugging along, but when
the crunch comes Ñ it doesnÕt even
have to be a big one Ñ fiscal rules
go out of the window.
This happened with our FRBM

targets: at the first hint of difficul-
ty, the then-finance minister press-
ed the pause button and we have
been off-track since. The story is no
different in the EU. Governments
have disregarded targets, fudged
numbers; in brief, shown scant re-
spect for inconvenient targets.
So, is it time to look for alternativ-

es? If yes, what are they? Are fiscal
councils (FC) any better? The 13th
Finance Commission thought it
was a good idea Ñ but is it? Not nec-
essarily, concludes a paper presen-
ted by Teresa Curristine, senior
economist at the IMFÕs Fiscal Af-
fairs Department, Washington, at
a recently-concluded NIPFP-IMF
conference in the Capital.
As a publicly-funded entity staff-

ed by professionals mandated to
provide non-partisan oversight of
fiscal performance and/or inde-
pendent advice and guidance on
key aspects of fiscal policy, FCs
should be able to do a better job of
keeping governments in line. After
all, political economy issues that
promote deficit bias and pro-cycli-
cality in elected governments sho-
uld not weigh with FCs. They can
combat bias towards spending and
deficits by providing objective in-
formation and improving trans-
parency; by spelling out the alter-
nate scenarios that are likely to re-
sult from different kinds of gov-
ernment spending. They also help
monitor the governmentÕs fiscal
performance including adherence
to fiscal rules and help combat
overly optimistic forecasts and va-
gue assumptions. In participative
democracies (like ours), they can
go a long way in informing voters
better so that there is a clear politi-
cal cost to fiscal indiscipline.
So, how effective are the councils?

Though the experience varies acr-
oss countries, the paper says (lim-
ited) empirical evidence shows
they do contribute to enhancing
fiscal performance. The US Cong-
ressional Budget Office, for instan-
ce, acts like an FC advising, moni-
toring and forecasting governme-
nt finances. Established in 1974 as
an independent agency of the leg-
islative branch agency, it does not
report either to the President or di-
rectly to a Congressional Commit-
tee. It is non-partisan and its man-
date is broad: to assist Congress in
developing independent macroec-
onomic forecasts and an alternati-
ve financial outlook to the Preside-
ntÕs budget, giving cost estimates
of legislation proposed by Cong-
ress and conducting studies of iss-
ues related to economy and budget.
Are there pre-conditions for suc-

cessful FCs? Yes. The key challen-
ge is maintaining their independ-
ence. The paper suggests there are

two ways to ensure this: one, an in-
dependent appointment process
and, two, fixed tenure. FCs have to
do a careful balancing act. They
need the support of politicians and
officials in the ministry of finance
and also need to be part of the poli-
cy process if they are to have influ-
ence. At the same time, they have to
guard against becoming so close to
the government that they compro-
mise their independence.
A clear legally-defined mandate

that lays down the FCÕs precise re-
sponsibilities and includes formal
description of its role in budget
process and specifies the relation-
ship between FC and the govern-
ment is a critical element. Does it
matter where they are housed?
While stating the right location for
an FC is country specific, the paper
points out that in presidential sys-
tems, they are normally located in
the legislature and, in parliamen-
tary systems, in the executive. In

the Indian conte-
xt, this immediate-
ly puts FCs under a
cloud so, maybe,
we will have to do
it differently, fol-
low the presiden-
tial model in this
area at least.
What else do FCs

need for success?
Autonomy to es-
tablish their work

programme, technically qualified
staff, clear reporting requiremen-
ts and an obligation on the part of
government to respond to reports
of FCs. Active dissemination of
FCs reports to the public and
media are no less important.
Finally, the paper concludes the

decision to create an FC and the
role it will play needs to be adapted
to country circumstances and ex-
isting institutional frameworks. It
is not a silver bullet and needs to be
combined with other institutional
reforms and a fiscal framework. It
cannot substitute for lack of politi-
cal will. If poorly designed, they
could be just another body, but if
political will is present Ñ in which
case there might not be a need for
such a council! Ñ it can improve
transparency and act as a neutral
check on government and promote
fiscal responsibility.
(The role of fiscal councils in promoting
fiscal responsibility: Teresa Curristine,
Fiscal Affairs Department, IMF)
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Fiscal Councils can
Restore Equilibrium
Caveat: mandate, autonomy and govt support

Telecom sector plays a multiplier
role in the socio-economic develop-
ment of a nation as it provides the

primary support service to communicate
with each other. It has become a funda-
mental requirement for the rapid devel-
opment and modernisation of different
sectors with the tremendous growth in
the requirement of information literacy.
This article brings out how telecommu-

nication accessibility plays an important
role in the growth of a region. For our as-
sessment, we have taken tele-density as
our basic parameter. Tele-density refers
to the number of telephone connections
per 100 persons. It is a clear indicator of
accessibility and the penetration of the
telephonic services among the people.

HIGH TELE-DENSITY HARNESSES
HIGH GROWTH IN A REGION
High tele-density reflects the higher level
of communication and chances of collab-
oration among peers, the primary need of
development. Delhi, which has very high
per-capita income and growth rate of
11.86%, relies highly on the services and
usage of telecommunication for its devel-
opment. With more two connections per
person in Delhi, it gives opportunity for
the people to share critical information
more easily and in shorter period of time.
States such as Gujarat and Kerala, whi-

ch enjoy high growth rates of 10.8% and
9.55% respectively, are attractive destina-
tions for investment due to high tele-den-
sity as an enabler. Due to high literacy in
Gujarat (79.31%) and Kerala (93.91%),
they are a good market for 3G and WiMax
services that will support further devel-
opment of industry in these states. States
such as Haryana, Andhra Pradesh and
Himachal Pradesh, which are more agri-
culture-driven, are likely to avail the high
technology services of weather and crop
information with high tele-density.

LOWER-GROWING STATES NEED TO
FOCUS HIGH ON TELE-DENSITY
The lower-growing regions lack quality
telecommunication infrastructure for
coordination and information-sharing.
Uttar Pradesh and Madhya Pradesh,
which are the most dense and highly pop-
ulous states, are not able to leverage their
huge population for economic growth
with GDP growth rate of 5.8% and 4.7%,
respectively, due to lower telephonic re-
ach as one of the primary reasons.

Information-sharing and delivery to the
masses become a huge challenge for orga-
nisations in these states with tele-density
of nearly 50%. One of the countryÕs min-
eral-rich states, Jharkhand is growing at
just 5.92% and Assam at 5.31%. Jharkha-
nd has tele-density of just 6, lowest in the
country. Lack of telephone service limits
communication in Jharkhand, hurting
socio-economic development in the min-
eral-rich state. Both states need urgent at-
tention from an investment perspective
to develop affordable telecommunication
facilities as they have low per-capita in-
comes of $395 and $419 respectively.

STATES NEEDS TO LEVERAGE THEIR HIGH
TELE-DENSITY FOR FUTURE GROWTH
Punjab is highly dependent on agricul-
ture and has a very high tele-density of
97.9%. So, nearly every individual in the
state has one telephone connection and

higher per-capita income of $864. Both
the factors can be leveraged for availing
the upcoming technological services on
real-time information on weather, crops,
seeds and fertilisers. The high tele-densi-
ty can also be used as a platform to market
crops, easily monitoring market trends.

STANDARD GROWTH RATE SHOULD BE USED
TO DEVELOP MORE TELECOM FACILITIES
There are states that are performing high
on the growth rate chart but need to de-
velop more telecom facilities to maintain
the desired growth rate. Chhattisgarh
has a very high growth rate of 9.78% but
tele-density of less than 6. It will be diffi-
cult for Chhattisgarh to sustain this
growth rate without investing in telecom
facilities to fulfil the supporting commu-
nication requirement of businesses.
West Bengal and Rajasthan have growth

rate of about 7.5% but lower tele-density

of 47.84 and 62.3. So, sustainable develop-
ment as the supporting factor of strong
telecom penetration is missing in the sta-
tes. The need is to develop adequate tele-
com facilities so that more people can
avail the telephone at affordable prices as
they have lower per-capita income of $599
and $497 respectively. Bihar has the low-
est per-capita income of $294 and is heavi-
ly dependent on government incentives
and investment in telecom to ensure the
recent economic growth continues.

THE FUTURE
The states needs to understand the value
of high tele-density for the sustainable
economic growth. The need of the hour is
to offer incentives and lucrative invest-
ment in telecom so that telephony be-
comes accessible to all.
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States Must Take Growth Call
Since proof of tele-density ruboff on growth is too strong to ignore, it would be wise for laggard states to plug in
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PROSPECTIVE
STATES

Punjab,
Tamil Nadu

ROBUST GROWTH-
LED STATES

Delhi, Kerala, Gujarat,
Himachal, Andhra,
Haryana, Karnataka

DECLINED-GROWTH
STATES

J&K, Jharkhand,
MP, UP, Andaman
& Nicobar, Assam

UNSUSTAINABLE
GROWTH

Rajasthan, WB,
Chhattisgarh, Bihar,
Orissa, Maharashtra
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ZERICK DASTUR
It has finally been announced that the com-
bination regulations under the Competi-
tion Act, 2002, shall come into force on June
1, 2011. It has also been indicated that the
latest version of the regulations governing
combinations, which contain detailed pro-
visions relating to various aspects of
mergers and acquisitions, will be released
on May 1, 2011. Following the announce-
ment, there has been a persistent request
from industry sources and the legal frater-
nity alike, calling for deferment of June 1,
2011, as the date on which combination reg-
ulations come into force. This is to present
the stakeholders with sufficient time to di-
gest the implications of the new regula-
tions that are to be released and gear up to
effectively comply with the requirements
of the new regulatory regime.
Although the Competition Act was enact-

ed in 2003, it is only this year that the provi-
sions pertaining to regulation of combina-

tions are being made effective. Mergers, ac-
quisitions, private equity investments and
other such transactions that cross the th-
resholds of assets and turnover prescribed
under the Act will require prior approval of
the Competition Commission of India.
There are a number of factors that led to de-
lay in implementation of these provisions,
and there are concerns emanating out of
ambiguities that still persist. To simplify
the procedure and take on board the views
of the industry, the commission had invit-
ed comments and suggestions from stake-
holders. Further, to facilitate dialogue and
discussions, the commission is holding
consultative meetings in major cities with
various stakeholders who include apex in-
dustry bodies and leading law firms deal-
ing with competition law-related matters.
So, what are the concerns and apprehen-

sions that have remained a constant source
of anxiety for the stakeholders? One of the
major grievances of the interested parties
is the outer limit of 210 days that the com-
mission may take to approve a combina-
tion. Although the commission has said
that it will endeavour for an expedited dis-
posal in most cases, the statutory time-
frame cannot be ignored. Harmonisation
of the time taken by the commission for
granting an approval and the statutory

timeframe for compliance, for instance,
under the Sebi takeover code in case of ac-
quisition of shares of a public listed com-
pany remains an area to be addressed.
The possibility of multiple regulatory

compliance in areas where there are statu-
tory regulators, like the RBI that regulates
bank mergers and the Irda that oversees in-
surance company mergers is a source of

discontentment. Serious
concerns have been raised
regarding the need to ap-
proach the commission
for even routine business
activities such as buying
of stock-in-trade, acquisi-
tion of shares or voting
rights in small numbers or
issue of bonus shares.
Another view, particu-

larly among lawyers, is the
need to ensure that notices

are required to be filed with the commis-
sion only for transactions with a local nex-
us. The Act and the draft regulations on the
commissionÕs website are silent on this as-
pect. There have also been suggestions to
include transaction thresholds, i.e., only
transactions exceeding a prescribed th-
reshold requiring prior approval of the
commission, thus obviating the need to ap-

proach the commission for every transac-
tion where the assets and turnover test pre-
scribed under the Act is met.
Maintaining confidentiality of informa-

tion filed is another major concern of the
stakeholders. With the sort of corporate ri-
valry that the country has witnessed in re-
cent past, the provisions of the Act may be
misused by competitors to file frivolous
complaints to hamper the growth of com-
petitors by creating impediments in the
successful consummation of transactions.
It can only be hoped that some of these

concerns will be addressed and anxiety put
to rest with the release of the regulations
governing combinations on May 1, 2011.
Whether the effective date of June 1 will be
deferred to enable corporates to gear up,
mobilise and put in order systems internal-
ly is left to be seen. The objects of imple-
menting the current anti-trust regime are
indeed laudable, but the lack of clarity may
lead to uncertain results, rendering the
law, still in its nascent stage, susceptible to
public interest litigation. The fact that the
commission has time and again expressed
that promotion of competition, keeping in
mind the growth of Indian industry, is its
paramount object is indeed reassuring.
(The author is senior associate with
JSagar Associates)

Competition Law Only After it Sinks in
Provisions in combination
regulation need a rethink,
and deferred enforcement

The
possibility
of multiple
regulatory
compliance
in areas with
statutory
regulators is
a source of
dissatisfaction

MUKUL SANWAL
Every society evolves governance ar-
rangements best suited to its needs.
Social activists involved in rule-mak-
ing and enforcement would do well to
appreciate that institutions are pro-
duced by collective choice and not by
individual intention.
It is also important to distinguish

between the short-term approach of
quick punishment to individuals that
the Lokpal will see to and long-term pol-
icy measures as the basic institutions of
society are threatened.
Society has a right to know what ac-

tion has been taken in cases of systemic
corruption. For example, the murder of
an additional collector focused attenti-
on on the oil mafia in Maharashtra,
though the problem had been documen-
ted by the National Council of Applied
Economic Research. Similarly, pilots,
universities, medical and dental colleg-
es have been given recognition on a
large scale even when they did not fulfil
the requirements. Transmission losses
have grown to 35%, and the pilferage ex-
ceeds .̀ 80,000 crore annually. Criminali-
ty is only one aspect of such problems.
It has been known for some time that

40% of kerosene and 60% of food grain
in the public distribution system meant
for the poor do not reach them, funds for
social welfare programmes are also pil-
fered on a similar scale. H owever, we are
waiting for the Aadhaar card to provide
a technological fix while the Planning
Commission debates how best to identi-
fy the poor; even as a Supreme Court-ap-
pointed commissioner found that in
Dantewada, village tribals are living in
great destitution akin to starvation,

with not even an elementary sign of
state presence.
In the Adarsh scam, public officials,

highest political functionaries and
echelons of the armed forces acted for
personal gain, while the commission of
inquiry will primarily establish whose
land it is, rather than punish those re-
sponsible for giving it away.
The Supreme Court has also had to

step into the executive domain to super-
vise the CBI investigation into the spec-
trum scam, broaden the scope to bribes
payers, and set up special investigation
teams, even as there are serious allega-
tions against a former Chief Justice.
The .̀ 1-lakh-crore expenditure on the

NREGS since 2006 has not been audited,
as the government has delayed framing
of rules. The explanation that Ò4,600 of-
ficials have been proceeded against and
discrepancies and misappropriation of
.̀ 88 crore has been detectedÓ is silent on
the outcome.
The government, we now know from

the Shunglu Commission, did not exer-
cise its statutory supervisory role over
the Commonwealth Games. The finan-
ce ministry abdicated its control over fi-
nances in the allocation of spectrum.
The department of space violated estab-
lished procedures requiring Cabinet
approval in a case involving national se-

curity. The Supreme Court was con-
strained to rule against the government
for not making full disclosure in selec-
tion for a constitutional appointment.
Clearly, the problem is systemic. The

system of Ôdue processÕ, Ôchecks and bal-
ancesÕ and ÔaccountabilityÕ, an essential
part of governance, has withered away,
and when violations of rules come to

light, they are charac-
terised at best as Ôer-
rors of judgmentÕ and
at worst as Ôblamewor-
thy actionÕ.
A situation less seri-

ous than the one we
face today existed in
Hong Kong in the 1970s
and they dealt with it
through prevention,
law enforcement and
community involve-
ment. Examples of cor-

ruption Ñ familiar to us Ñ ranged from
officials in public works departments
securing huge sums of money for Ôad-
viceÕ and ÔsignaturesÕ to award tenders;
entire police stations organised to
Ômake moneyÕ from hawkers, licences
and illicit schemes; and civil servants
having to pay for promotions and post-
ings. The whole of Hong Kong, in terms
that resonate here, was on the take.

A public outcry led to reform of the
governmentÕs anti-corruption effort,
and the Independent Commission
Against Corruption was created to root
out corruption by shifting the focus
from pursuing individual cases to vig-
orously dealing with endemic corrup-
tion that needs different tactics and
methods. In the small city-state, within
three years, 119 high-profile officers
were asked to leave and another 24 were
jailed on conspiracy charges. This is ex-
actly what the Lokpal will have to do.
Hong Kong also provides a case study

of the changing nature of corruption,
which is evident here as well. Initially,
most of the complaints were against the
police while private sector cases are
now on the rise. We know that money
laundering has increased with liberali-
sation, and allocation of natural re-
sources Ñ land, minerals, water, timber
and spectrum Ñ through auctions in a
transparent manner will be a necessary,
but not sufficient, step.
The best weapon against corruption is

prevention, for which we must change
public policies, increase transparency
and involve citizens in governance.
Three steps will be needed to make sys-

temic change effective through public
disclosure. First, legislating time-bou-
nd disposal in all offices dealing with
the public, including courts, with rea-
sons to be recorded for delays, to be re-
viewed by supervisory officers and
posted bi-annually on their website.
Second, full transparency, with decisi-

ons on all auctions and contracts, inclu-
ding defence and intelligence, as well as
discretionary decisions, along with rea-
sons, put on the departmental website.
Third, advisory committees compris-

ing prominent citizens should check
abuse and oversee the work of agencies
such as the CBI, revenue investigation
and the enforcement directorate, as
well as the Lokpal, with quarterly re-
porting of the progress of cases to the ci-
tizens, through full-page advertise-
ments in national and regional dailies.
(The author is a former civil servant)

The Unfinished Revolution
To combat corruption,
systemic change must
give a greater role to
citizens in governance

Prevention is
the best cure,
for which we
must change
public
policies,
increase
transparency
and involve
citizens in
governance 
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Though the
experience
varies across
countries,
empirical
evidence
shows FCs
do contribute
to fiscal
performance


