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‘Budget 2011’ BY S L Rao

   The states, Railways and the Central government Budgets had to deal with large deficits and debts, inefficiencies in expenditures, excessive subsidies,. and galloping inflation. The Centre also has an obsession with growth, and had to deal with large current account deficits, volatile foreign exchange inflows and outflows, stimulating investment-domestic and foreign, accelerating infrastructure development, correcting a declining agriculture, stimulating exports and encouraging domestic production to combat imports, controlling corruption and black money. 

   In 2010 growth is said to be 8.6%, with 9% as target in 2011-12. The Prime Minister wants to do nothing that will affect growth even if there is inflation.  Government is also anxious to show a build up foreign exchange reserves, even of volatile. 

  Three state government budgets have been announced. So has the Railway Budget. The Railways Budget and the state Budgets are largely playing vote bank politics, not sound financial management. The Railways have the usual cascade of new trains and projects for Bengal, accompanied by some for election-bound Tamil Nadu, Kerala and Assam. The states do little to improve efficiencies of expenditures, nor to involve the local authorities (panchayats) in the expenditures which might by involving beneficiaries, might make it a little more efficient. . 

   To take one state, Karnataka, free power to farmers is already costing power short Karnataka and now taking money away from power purchase. Like other states Karnataka wants to hold on to tariffs Karnataka also has inadequate generation capacity. In a purely political move, Karnataka has cut support for power purchase, implying acceptance of load shedding. Indian state governments are lost over Rs 70000 crores on power last =year and must privatize distribution, enforce reduction of theft, raise tariffs, and attract investment in power.

   Mamata Banerji has actually been a bit more Indian this time than pure Bengali. The uproar in Parliament as she announced the flood of projects with Bengal as focus was to be expected from neglected states of India.  Her financial and managerial illiteracy combined with her burning desire to occupy Writers Building take her to insane lengths. Hopefully she will regain a modicum of sense when she gets to Writers. The many trains and projects she has announced have practically no funds to back them. She talks of borrowing but will find it difficult in competition with other infrastructure borrowers especially from the private sector. 

      Pranab Mukherjee’s 2011 Budget has had television talking heads calling it from “pedestrian” to “perfect”. There is a lot for the middle classes and the corporate sector, and foreign and domestic investment, like the higher tax slabs, reduction in the surcharge on corporate tax, investment of foreign funds in mutual funds, infrastructure debt funds. It came close to announcing opening of foreign investment in retail and insurance and they might well come this year.  

   The fiscal deficit is down to 5.1% in 2010 but largely because of the one-time income from sale of telecom spectrum and disinvestment and buoyant tax revenues. Disinvestment is to continue but the target of 4.6% in 2011-12 demands considerable buoyancy in tax revenues. That will result from  growth. The Budget shows a sharp fall in government borrowing, one reason for the stok market’s happiness, since it indicates that interest rates may stay as they are. 

   This might be upset by inflation. Food inflation has been in double digits for two years. The Prime Minister is satisfied if inflation (presumably in the wholesale price index) reduces to 7% by the end of the year, that is, in ten months. Given that food products have a weight of only 15.402 in this index, there seems little expectation that food prices will stop rising. The strong stand taken by the National Advisory Council to cover almost half the population with cheap grain is therefore a necessary step. This expenditure is reflected in the Budget. S with all government social programmes its effectiveness will depend on its ability to reach the poor. Agricultural product prices are believed to be high due to intermediaries and speculators and not profit-making by farmers. That requires dramatic policy changes in allowing organized foreign retail into food since that might introduce better supply management, less waste and less profit gouging by intermediaries. .  

   Government can announce foreign investment in retail without new legislation. The Budget provides for a continuing investment in storage and cold storages. It also offers larger interest subventions to farmers and a number of other schemes for agriculture. One must doubt whether these will transform the erratic growth in agriculture and its decline in productivity. 

   Progress in the UID is a major development and will lead to better access to banking and benefits to the rural poor. The announcement that by the beginning of the next fiscal year, cash transfers to beneficiaries of kerosene, fertilizers and LPG will replace physical transfers is perhaps the most notable announcement. There is as yet no mention of food grains, the largest of the physical public distribution and in need of moving to cash transfers, being subject to much leakage. 

   While the Budget expresses concern over the large current account deficit it does little to bring it down. It needed to cut FII portfolio inflows, close the capital gains tax exemptions for investment from Mauritius, stop participatory notes, and introduce a tax to compel the inflows to stay invested for at least a year. The Budget also does little to encourage foreign direct investment. It does make a modest attempt to provide a level playing field for Indian producers of silk, power plant equipment, etc, compared to imports and that might put some cap on imports. But control on the current account deficit gets little attention. 

   The Budget pays some special attention to funds for infrastructure investment. The institutional changes proposed for highways, ports, etc will help. Where it fails is in reducing dependence on state governments, by and large populist, inefficient and corrupt. Thus the SEB’s in power continue to lose vast sums of money and yet to keep tariffs low. Highway development is mired in land acquisition problems and local inefficiencies. 

   The Budget was an opportunity to tackle the “ethical and governance deficits” in government. Black money, money laundering, large sums held illegally abroad, collusion by government officials, and the criminals being many times government officials,  were issues that could have been tackled. They were not. As part of this the Budget speech should have mentioned that government was coming out with proposals to fix individual accountability in government and performance evaluation that tackles individual successes and failures, not of government. It should have set out time lines and physical targets that could be monitored. 

   This Budget is the response of a tired government to many challenges. The responses are not well-coordinated. They do not deal with the difficult issues, only with the easier ones. It is on the whole a disappointing Budget. Coming as it does as the Centre approaches an election in 2013, it does not augur well for its long-term future. (1177) 

