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A LITTLE PROGRESSIVE AND NOT SO POPULIST MINI-BUDGET: 2004 BY S L Rao

The long FM speech on a vote on account was a virtual Budget speech with some policy directions. An annual Budget is an anachronism in a fast changing economy linked to the global economy requiring frequent policy tuning. We need quarterly economic reports with required policy measures and unspent balances carried forward from year to year.  

The measures announced earlier and votes on account for Railways and general finances constitute a regular Budget. Instead of goodies to woo votes the mini budget has more signals of continuity, not of a “scorched” economy.

Budgets cannot ignore political compulsions. The Railway Budget did not correct the imbalance in favour of passenger versus freight but that is in keeping with past policies of many governments. The 50% merger of DA with salaries is financially imprudent especially for the states and for long term. The agricultural schemes announced are essential but more public investment is needed. It will help in elections as well.

Repeating 8% or more growth in 2005-06 is unlikely. Agriculture in 05-06 cannot grow by more than 3% and industrial production must grow by 12% versus 7% to get to overall 8%. Services statistics are untrustworthy showing maximum growth and for a poor country, an extraordinarily high proportion of GDP. For growth in human development, industrial (manufacturing and infrastructure) and agricultural production must grow consistently and faster. For that interest rates must remain low as now, the rupee must not become much stronger, inflation stay below 6%, developed economies specially the USA must resume growth and investment must grow. Inflation, inflows, investment and interest rates are interconnected. 

The fiscal deficit achievements seem to assume continuing high growth and reflect under expenditures this year.

Massive public investment has been a key to recent GDP and industrial revival. We must also have revival of private investment. Massive investments with moderate inflation demands cutbacks in government’s current expenditures and improved revenues. Disinvestment has to accelerate and tax reach and collection become much larger. The mini budget proposes investment expenditures but not revenue mobilization and government productivity improvement. Rapid inflation therefore is a good possibility, tarnishing the ‘shining’ image. 

Some measures postponed due to elections may be VRS for government servants, reforming the subsidy regime, more incentives for efficient state governments as has successfully worked in the APRDP of the Power Ministry, more speedy trials and severe penalties for tax evaders. The central government can consciously aim to improve state government finances and efficiencies by judicious carrots and sticks.  

Proposed ‘funds’ for specified activities should be on the lines of the successful Road Development Fund, not interest rates below PLR as is suggested. The money must be earmarked and not diverted to other activities. The non-lapsable Defence  Modernization Fund is an excellent idea and must extend to others also. This needs to be done at the state levels as well directly to reach ngo’s and local bodies that show capability to spend it efficiently. The Railway budget does not reassure on this score by not providing adequate funds for modernizing and safety improvement. Public investment must rise further in railways, roads, water schemes, bulk storage, ports, etc. This mini-budget does not do much for them.

Private investment requires much new primary equity in addition to cheap loan funds. Lower domestic interest rates, liberal access to foreign borrowings and     freedom to invest overseas by Indian industry is another signal to globalization. Indian industry must be competitive in India and overseas. The sentiment is favourable for successful primary issues. SEBI and the DCA are today better able to prevent scams that closed primary markets for five years.  

The further reduction in customs duties and the abolition of SAD (special additional duty), promised in many earlier Budgets is a bold measure for an “election budget”. But excise duty rationalization is missing. The signal is that this government is serious about reform and not letting itself be hijacked by the confused ‘Swadeshi’ lobby which would prefer high tariff walls and closed markets.   Duty rate adjustments in the chain between raw materials and finished goods are still necessary. But no Finance Minister in the last ten years has been able to full satisfaction achieve this end. 

This being a vote on account precludes new tax measures for improving revenues and others to cut expenditures and improve government efficiencies and delivery.   

The Mini Budget could have been truly populist. It could have appointed another Pay Commission to woo votes of government servants; sharply raised minimum support prices; desisted oil companies from raising prices of lpg, petrol and diesel; announced new support schemes for the aged; guaranteed interest rates for small depositors; and so on. It has not done any of these. It seems a responsible attempt to carry forward measures that will be strengthened when this government comes back to power, as it expects to. 
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