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“Budget 2005-06-Good for Growth as Usual” by S L Rao

Mr. Chidambaram’s past Budgets have been called “bold”, “visionary”, and  “dream”. This time the best description is “don’t rock the boat”. The Budget promotes growth as the antidote for poverty, does little to cross the Communists, retains Power as the hurdle to growth and does little to change the contribution of agriculture.

Fiscal and revenue deficits down to 3.8% and 2.1% are a result of GDP growth, hence higher tax realizations and expenditure shortfalls. Substantial subsidies because of prices below costs are hidden in oil company accounts. How strong is the commitment to fiscal balance will be known only when growth declines. 

Tax revenues rise by Rs. 72000 crores with new taxes adding only Rs. 6000 crores. Even the anticipated inheritance tax is missing. Expenditures are to rise by almost Rs. 4000 crores on health and on education by Rs. 6000 crores. Mid-day meal schemes for school children, old age pensions, new schemes for SC’s/ST’s, and urban renewal are prominent with sizeable budgets. The rural employment scheme has Rs. 14300 crores but covers only 200 districts. The Vajpayee roads programme continues but the increase in allocation for Power without structural changes will not transform the sector.             

NCAER’s market survey data over twenty years shows that growth has accompanied decline in poverty but not equity. The proportions at the lowest levels of income have been coming down, these very poor constitute a sizeable market, but the number of rich and their share in the total is going up more than proportionately. The Budget displays the learning that an equity-focused budget is hostile to growth.  

The Budget had to accelerate growth, stimulate lagging sectors like agriculture, enable further pick up in manufacturing, give a powerful push to physical infrastructure especially power, accelerate build-up of the capability of the poor through access to jobs, better education and health services and ensure administrative capability to spend budgets and do so efficiently and effectively. The Budget addresses some but not all of these issues. 

Substantial government expenditures on urban and rural roads and highways, housing, ports, airports, drinking water, a guaranteed employment scheme, construction and staffing of schools and increased expenditure on health services will stimulate the economy and growth. But the Budget says little about ensuring that budgeted amounts are spent, work is completed on time, there is no leakage and it is work of good quality. Already the ambitious education programme is being seen as a school building construction programme; the teachers being appointed are said to be not of particularly good quality. The roads being built under the highways programme are said to be spotty in quality and with serious delays in completion.    

The FM was almost lyrical about stimulating agriculture. After almost two decades of declining public investment and erratic production, can this budget give consistent 4% agricultural growth every year? Farmers are not looking for subsidized credit that the Budget offers. The majority still borrows from moneylenders at high rates. The Budget should have made availability than cost its primary thrust. With food grains output projected to rise by 5 million tones over last year, the Budget does not explain why we are importing 5 million tones of wheat. The programme for accelerated irrigation to six lakh acres of land is small, and the budget has no plan for dry land districts. The Budget promotes participatory irrigation management through water users’ associations- a dream since the first Irrigation Commission Report of 1903. No institutional framework is proposed to make it a reality. To grow consistently and better, Agriculture needs dams and check dams, canals, storage, access to research, better pricing of water, and more rational pricing of crops. These receive scant or no attention.  

Manufacturing will pick up further because demand is growing. Overall growth of around 8%, the massive construction programmes and rising incomes because of the rural employment guarantee scheme, will further stimulate demand for manufactured products.  

Power shortfalls will drag the economy down. Instead of an inter- ministerial group under the Prime Minister, we need a single Minister for Energy to get holistic action. Fuel prices are a major cost escalator for Power and the Budget has nothing to control them. A concurrent subject, much of the setback in Power is due to state governments. The Budget could have given substantial incentives for distribution improvements and privatization through model schemes, for moving forward on open access to wires, etc. However the extension to coal mining of the definition of “captive” as was done for electricity in the Electricity Act 2003 is an innovative way to deal with a political hot potato, namely privatization of coal. 

The Budget is weak on correcting the low and erratic growth in agriculture and nil progress in Power. A substantial expenditure programme as proposed, needs institutional structures and processes to support policy implementation. There is no attempt to ensure that the vast budgeted government spending actually occurs, achieves its physical outcomes and that they are of satisfactory quality. Most of the spending will have to be done through state governments whose record is unsatisfactory and inefficient. The Budget should have had initiatives to build capability in panchayats and local authorities to enable them receive and spend programme moneys. Without a much stronger monitoring mechanism and attempts to delegate and build capability, the huge social spending programmes will not achieve results.

The fringe benefits tax has many infirmities apart from taxing legitimate expenditures. For a F.M who does not “roll-back”, it should never have been introduced. The Courts will rule on the infirmities highlighted by accountants and industry. The amendments made in the Budget do not address the issues. Revenue could have been recouped by higher rates on an existing tax.

Hopefully, the Rangarajan committee proposals on petroleum product prices will be accepted soon to relieve the burden on oil companies. 

The Budget will help growth in the same sectors as before. But it does not remove the vulnerabilities nor create a growth momentum.  (992)    

