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“FOR A BOLD NEW PATH 

- What the 2011 budget must do” by S L Rao

   This government is rhetorically committed to inclusive growth. However, statements of its top economic policy makers including the Prime Minister demonstrate otherwise. Their primary emphasis is on growth. Inclusiveness is not the first priority. Thus the Prime Minister has said that he is concerned that inflation will affect growth, not that inflation and particularly food inflation for almost two years harms the poor. Inclusive growth requires efficient government expenditures on social programmes. Merely increasing Budget provisions is not enough.  
   The coming Budget must tackle three major challenges; the two year old food inflation (approaching 20% in many months), and the year old non-food inflation; the high fiscal deficits of governments at the Centre and the states; and the continuing deficit on the current account in the balance of payments. In addition there is the dismal state of electricity distribution finances, Oil Company pricing, tax evasion and the thriving havala market, the pending goods and services tax, direct tax code, stressed state government revenues, and the impending implementation of the international financial reporting standards, direct tax code, the amended company law, among others. 

   Agricultural production must rise. It has been erratic for years, government investment weak in building capital assets, and productivity of most agricultural products is falling. Water management and pricing and particularly ground water, credit, storage, marketing, improving the realization to the farmer versus the middleman, size of land holdings, are issues needing urgent actions. All these are known, and  their solution, but actions have been lacking.

   To tackle food inflation government needs to curb speculation, keep a lid on exports of shortage items, ensure that public distribution actually delivers to those it is meant for, reduce indirect taxes that add to their costs, persuade state government to do so and not go public about intentions to enter international markets. Non-food products prices have risen due to global factors, primarily the rise in crude oil prices, and consequently of coal and other fuels. The Budget should be changing from ad valorem to a fixed tax on all fuels and persuade state governments to follow a less extortionate tax policy on them. 

   The Reserve Bank of India has tackled inflation through monetary policy, raising liquidity and cash ratios of banks and raising interest rates. But RBI does not have exclusive control on money supply. It is also affected by the flow of volatile foreign funds on which there is no control. A Tobin tax that compels inflows to stay in India for at least a year is essential in the Budge if money supplies are to be controlled. It will also add to revenues. Government is afraid that this might hurt inflows by portfolio investments, growth and its India story of over 8.5% growth each year. 

   The recent announcement that government is examining the loophole of the exemption from short term capital gains tax on funds from Mauritius is welcome but should lead to action to curtail it. Indeed government must discourage institutional portfolio investments and change policies so as to encourage direct investments. Stopping anonymous participatory notes, opening out areas like retail, insurance, etc, to foreign investment, more policy consistency (than shown in the treatment of the ONGC royalty payments for Cairn exploration), can help reverse the present trends of volatile foreign fund inflows. 

   Inclusion requires well-planned social welfare programmes to ensure that everyone has opportunity to build their capability for earning good livelihoods and providing adequate food, and quality health care and education to their families. Government programmes areabundant, like the national rural employment guarantee scheme, the right to education, the sarva shikhsa abiyaan, national health missions (urban and rural),subsidized food grains, sugar, edible oil, fuels, electricity, etc.  But a good part of the funds are diverted or stolen and do not reach the poor. 

   Over the last two decades poverty has declined, purchasing power among the poorest and most deprived has improved, they sometimes buy manufactured consumer durable and other products, their diets are undergoing change as they begin to consume, vegetables, fruits, milk and eggs.  Of course there are many millions who continue to be deprived, live in ramshackle huts with little protection against the elements, no private toilets, no sanitation, poor access to safe drinking water, and no regular source of monthly incomes. All the social programmes to improve the lives of the poor are poorly targeted, with benefits reaching only some intended beneficiaries, and government funds claimed to be spent on them being stolen. 

   More funds are not the only answer. It is the manner of their effective spending. The Budget should designate responsibility for the proper spending and make individual officers accountable. Social audits by user communities will also improve effectiveness. Large vested interests are involved in such stealing and require better monitoring and accountability.  

   In 2010-11 government fiscal deficit will fall because of sale of telecom spectrum and disinvestment in public enterprises. No doubt disinvestments will continue, But true deficit curtailment demands reductions in government expenditures mainly on subsidies and defence expenditures. The former require eliminating wasteful physical distribution of goods and services to the poor and vulnerable (e.g. farmers), and charging cost related prices for all government owned goods and services. Instead, support to them must be made by direct cash transfers. Once again a government committee is  examining this but government must be able to brush aside the thieving vested Interests. . 

   We have no civilian oversight except by a non-expert bureaucracy over defence expenditures. There are no non-government defence analysts who evaluate the value of any expenditure and look at defence expenditures on all services and security in an integrated fashion. Considerable savings might be possible while adding to the efficiency of procurement, if this were done. The Budget could make a start in this direction by setting up civil oversight committees of economists, accountants, retired defence strategists, for constant monitoring of defence expenditure and plans.  

   A Budget should not merely enunciate government policy and its implementation through expenditures and raising revenues, but must also show how the funds will be spent so that they achieve the outcomes they are meant for. We need Indian Budgets to test out its policies on a small scale so that it can learn all the pitfalls and incorporate corrective measures in the Budget to overcome them on a larger scale. 

   We need a major effort to stimulate exports and foreign direct investment, while encouraging local manufacture of imported items.  We must stimulate production and purchase of locally produced heavy machinery-power plants, railway equipment and carriages, cement plants, mining equipment, large foundries, etc. Increasingly, our imports are of such products, from China, Germany, USA, Japan, etc. The Budget must give special stimulus to investment on heavy plant and machinery on a large scale, with the most up-to-date technologies, collaborations, and with budgetary support in tax breaks and even subsidies as hidden as they are in China.  

   The Budget must give stimulus to small scale and cottage industries by enabling them to access credit easily, and encourage cooperatives and marketing channels. Tax and other benefits must be available to large organized marketing agencies that procure and export these goods.  

    The 2011 Budget should not be a pedestrian budget but must chart out a bold new path forward to make India a major exporter of engineering and other goods and services, with a vibrant agriculture, with large-scale marketing of small scale production, more foreign direct and less portfolio investment, a stable rupee, and stable prices. (1261)
