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The Union Budget 2009-10 has been presented at atime when the country
is confronting the impact of global economic recession. Though annual
budgets are a routine affair with the government presenting its balance
sheet of annual revenues and expenditures, in unusual times it assumes
moresignificancefor theshare of benefitsit passeson to thevarious sectors
and sections of the economy and the signalsit conveysasto the orientation
of the economy. It also revedls the resolve of the government as regards
new policy initiatives and action. Of course, unprecedented times call for
unprecedented policy and direction.

Indiacould remain insulated from the economic recession to agreat extent
dueto thewell-calibrated measures by the govt. and the RBI. The economy
posted impressive 6.7 percent growth while developed economies
underwent negative or nominally positive growth rates. The banking system
remained sound, regulated and capitalized. Theforeign exchangereserves
and foreign debt are at comfortablelevelsand theinflation at benign zone.
Inrecession, or more correctly in dowdown timesin the domestic economy,
the govt hasto boost domestic demand and investment by following fiscal
measuresin linewith ‘Keynesian approach’ of more of govt expenditure,
eventhoughit may resultinanincreaseinfiscal deficit. The budget aimed
at carrying forward the stimulus to lead the economy to 9 percent GDP
growth and to broaden the agenda for inclusive development. The fiscal
measures as outlined in the budget are expected to leave more money in
the hands of consumers, leading to higher consumption and investment
demand, thereby reducing the impact of economic slowdown/ recession.

What was the guiding philosophy behind the budget?

The Union Budget 2009-10 presented a common and pragmatic vision —
aninclusive growth with increased spending to push the economy towards
its expansionary potential. The Union Budget 09-10 focused on three
challenges— of returning to high growth rates, ensuring inclusive growth
and re-energizing government. The short-term objective was to focus on



growth and public spending. Though growth has declined, it has not come
down assteeply asin many other countries. Govt. spending aimsat putting
more money in the hands of people, especidly intherural countryside, so
that thereismore consumption. Thelargest ever fiscal deficit— 6.8 percent
of GDPfor 2009-10 and atax burden on the economy that islower thanin
thelast fiscal isone of the prominent aspects of the budget. The combined
govt borrowingsincluding state govt.’s deficit and special borrowingsfor
fertilizer and food subsidieswould be around 12 percent of the GDPwhich
becomes fiscal stimulus of very large dimension.

What arethemajor expenditureand revenue estimates of the budget
2009-10?

The Centre's expenditure which stood at Rs 100 crore at the time of
independence has crossed Rs 10, 00,000 crore with the present budget.
The total expenditure estimated for 2009-10 is to the extent of Rs. 10,
20,838 crore, consisting of plan and non-plan expenditure of revenue and
capital nature. Thisisfinanced by revenue recel pts including tax receipts
to the extent of Rs.474, 218 crore and by non-tax revenue and other capital
receiptsof Rs.145, 624 crore and the balance of Rs. 400996 isto be met by
govt borrowings, which is reckoned as fiscal deficit, forming about 6.8
percent of the GDP. Infact, asand when the government plansto divest its
stakein public sector enterprises, and if higher growth acceleratesrevenue
collections, the fiscal deficit could be lower and gross market borrowing
could be lower than the budget estimates.

What arethe changes/ reforms proposed on the taxation front?

The direct tax structure has been kept amost intact. Persona income tax
exemption limit hasbeenincreased for individua category including women
and senior citizensby Rs 10,000 and 15,000 respectively. The corporate tax
hasbeen retained without change. MinimumAlternate Tax hasbeenincreased
from 10 percent to 15 percent of book profits. Fringe Benefit Tax has been
abolished. DDT (Dividend Digtribution Tax) and STT (Securities Transaction
Tax) havebeen maintained at present levels. CTT (Commodities Transaction
Tax) has been withdrawn. Also, the surcharge on direct taxes including on
personal income tax has been removed. The new Direct Taxes Code will be
released to the public for debate before implementation.

Excisedutieswill beamost stabilized at 8 percent, customsdutiesgeneraly
at 10 percent and services taxes at 10 percent. In indirect taxes, the new
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GST (Goods and Services Tax) will beintroduced by April 2010. Without
any additional tax burden, the budget forecasts only 2 percent increasein
gross tax revenues. The budget has accounted higher non-tax revenues
from auction of spectrum for third generation of mobile telephony, higher
dividends from public sector and transfer of surplus from the RBI.

How doesthebudget under linetheideal of inclusiveeconomic growth?
The budget definitely focuses on inclusiveness. The budget estimates were
36 percent higher than last year’s for both non-plan and plan expenditures.
Infrastructureisthe centerpiece of itsgoal for aninclusivegrowth—therural
sector isto get massive investments for employment and credit-enhancing
capabilities. Increased spending on social infrastructure will create more
assets as well as employment opportunities leading to increase in income
and demand. Thefocusoninfrastructureand rural devel opment entailsmore
dlocations towards programs under NREGA (National Rural Employment
GuaranteeAct), Bharat Nirman, IndiraAwas Yojanaand the National Rural
Health Mission. Increasing agriculture credit and providing interest
subvention along with debt waiver would stimulate agriculture growth.

What istheroadmap for reducing thefiscal deficit?

Growth is the budget’s first concern even if it means running up a huge
deficit. No clear road map assuchislaid out, but as per document presented
in the parliament under FRBM Act, 2003, atarget of 5.50 percent isfixed
for 2010-11 and 4 percent for 2011-12. The situation of high fiscal deficit
Isnot sustainable. The budget has not articul ated any disinvestment target.
The Economic Survey had suggested annual disinvestment to the extent
of Rs.25000 crore. Disinvestment proceedswill bereflected intherevised
estimates.

What arethemajor themesof economicreformsthat areindicated in
the Budget?

The budget proposes reforms in the areas pending reports by expert
committees: national gasgrid, relief to farmersindebted to money-lenders,
food security, direct tax code to streamline all direct taxes, switch over to
nutrient based fertilizer subsidy, market pricing regime for petroleum
products and fiscal consolidation. On the whole, the budget marks
continuity of slow reformsin the right direction. As the finance minister
suggested, the budget isonly one policy platform. Economic policy making
and implementation have to be seen as on-going process. There are many
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initiativesto bring in technol ogy into governance, such asthe uniquecitizen
number identification plan, pan-India virtua employment exchange, and
central universitiesin every state etc.

What are thereasons cited for the criticism that the Budget did not
riseup tothe expectations?

The Budget has not followed theindications of Economic Survey asregards
divestment and ahost of economic reforms. Accountability and transparency
in public spending can be achieved by building indtitutional mechanisms,
and thisis not spelt out in the budget. Allocations to the rural sector are no
doubt required but delivery mechanism is to be strengthened so that the
benefits may reach the needy. Agriculture development should have spelt
out details of a second Green Revolution — the word ‘green’ standing for
both productivity and environmental protection. As regards infrastructure,
the govt. should have specified short, medium and long-term action plan.

Since govt. borrowings are not to be monetized, the private sector will
have less of funds for investment and spending. This may lead to lower
overall investment, output, income and demand in the economy. Also, the
larger borrowing may put pressure on interest rates. The govt could seek
more revenues from disinvestment proceeds. No clear picture emerges
about the strategy of the govt. for going forward with economic reforms.

What are the implications of the budget announcements on the
banking sector ?

Core sector financing gets a boost with banks getting 60 percent refinance
fromIndialnfrastructure Finance Company Ltd. (I1FCL) for public-private
projects. A target has been fixed for the bank-11FCL alliance to generate
investments of Rs 1 lakh crore. Higher credit off-take is expected for
infrastructure funding. Banks are al so allowed to raise zero-coupon bonds
which will reduce cost of borrowing. The budget also moots a *takeout
financing’ for joint financing of long-term projects by banks without
jeopardizing asset-liability management. I nterest subvention extended for
exportersand farmerswill beincome-neutral for the banks. Thegovt. also
proposes to extend banking services in unbanked rural areas. Branch de-
licensing is also proposed. Financial sector reforms are not proposed as
expected by many. FDI for insurance sector and dilution of govt stakesin
banks found no mention in the budget. Nothing is detailed in the budget
about consolidation or recapitalization of banks.
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Your comments and feedback on this publication may be sent to Saff Training College,
The South Indian Bank Ltd., Thrissur 680 001 or by E.mail: ho2099@sib.co.in
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