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Agenda for the new Finance Minister by S L Rao

Mr. Yashwant Sinha presented five Budgets. They were acclaimed but did not improve economic performance. External shocks like the Gujarat earthquake, the Kargil war, the increase in cross-border terrorism, the Orissa floods, droughts in some parts of India, the breakdown in law and order in Gujarat and the communal killings, the sanctions imposed by the USA, world economic decline, scams, etc, did not cause non-performance. He was not the Prime Minister’s preferred candidate for FM, nor have his complete backing. He did little detailed follow up, and his promises rarely matched performance. His political homework was bad and led to the title “roll-back” Sinha. He had no top team and made changes to the Ministerial bureaucracy every year. He has been an ideological butterfly.

The new Finance Minister is one of the Prime Minister’s oldest friends and closest confidantes, an unsullied liberalizer, not having pandered to any lobby. He is a good administrative Minister, who orchestrates his team to his leadership. He has demonstrated goal clarity, strategic thinking and excellent implementation skills. His immediate challenge is to restart the economy, and then to place it on the path of sustained growth. What must he do? He can do some things from his Ministry. Others require agreement by other Ministries and even other parties.

Indian statistics are no longer trustworthy. Agriculture and services growth figures are poorly based. Small-scale industrial production is guesstimated and even organized sector reporting is perfunctory. The report of the Rangarajan Statistical Commission must be quickly implemented

 There is no confidence in Indian promoters, auditors, equity or debt markets, or mutual funds (because of UTI).  The small investor has lost capital, seen a sharp decline in the return on savings and lost many tax benefits. He must restore confidence in the financial markets. SEBI must be truly independent, properly staffed, transparent, with strong penal powers, and must regulate all savings instruments (e.g. Provident Funds), and services like audit. Oversight over all types of banks and financial institutions must be handed over to a body distinct from the RBI. Indian promoters have manipulated markets to earn premiums on fresh capital issues, and to buy at rigged cheap prices. They have badly hurt investors. An independent body (SEBI?), after public hearings, (unlike the extinct CCI), must determine premiums on fresh issues. Buybacks should not cheat the investor. Delisting must be accompanied by buyback at approved prices from small shareholders. Missing companies must be hounded along with their Directors, auditors, and merchant bankers.  The dividend tax must go, tax benefits on savings restored, and the limits on safe investments like relief bonds and post office savings removed. Government must ensure no capital loss to UTI investors and then exit its ownership.  

He must use his political skills to get agreement for speedy implementation of the Geethkrishnan Report on Expenditure Control. A massive cut in government employment including the central services is urgent. Parliamentary approval must be sought allow taxes to be dedicated for specific purposes (like the Road Development Fund). Carryover of Budgets must be allowed for a limited period. The Budget should be resubmitted every six months to Parliament, for reporting performance and enabling review. The FM must push other Ministries on reform and expenditure efficiencies. There must be a political approach to reducing subsidies and at least the Congress party must be consulted for agreement. 

Full computerization of tax collections has been the aim for ten years. It must be speedily implemented. Huge state government liabilities to the Centre must be compounded subject to a time-bound reform programme. Government should encourage competition and market determination of prices where it can, and where unavoidable, hand over decision making powers to independent regulators working in a transparent manner, for example, all health-care, coal and gas. Other ‘remunerative’ decisions should be taken in public hearings, e.g., anti-dumping, company affairs. Central subsidies reflected in dual pricing should be replaced by less interventionist means like food and fertilizer stamps to those entitled, replacing massive procurement, storage, handling, bogus cards, subsidy payments and distribution. While progressing disinvestments in pse’s, he must now push for it in all the banks, financial institutions and other enterprises controlled by his Ministry. He must go all out to achieve state wise uniformity in sales taxation, eliminating octroi and entry taxes, enabling easy inter state movement of goods, and simplifying procedures for matters ranging from land acquisition to new investments.

Mr. Jaswant Singh starts with huge good will, good wishes and high expectations. He must not disappoint. Whichever is the next government, it will have far less political capacity for enabling major change. This is our last chance.  (780)

