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BUDGET 2010

   This Budget has focused on inclusive growth and in the process forgotten high inflation and inflationary pressures. These had been ignored for years, despite high deficits, not transparently declared, to maintain the growth impetus. Inflation was not due to monsoon failure only as the FM says. It was not a result of the “stimulus” package of expenditures and tax cuts, much of which was mostly of social sector expenditures budgeted in earlier years. Indeed “stimulus” in 2009-10 was 2.7% of GDP and 1.8% in 2009-10. Excise and other tax deductions were 0.2 and 0.4 % respectively.  Inflation is also due to the large government deficits over many years, the talking up by Minister Sharad Pawar of the prices of sugar, wheat and milk, not using the sizeable wheat stocks with government to swamp the market and bring prices down, and allowing large imported stocks of pulses and sugar to lie un-cleared at the docks while their prices were going through the roof. 

    The 2010 Budget has been acclaimed by almost everybody. The Railways Budget presented the day before was (largely West Bengal-centric) and at Rs 94765 crores with a surplus at 3173 crores, versus annual capital expenditure plan of 41426 crores, that the optimistic but clueless Mamta Banerjee expects to be funded by borrowings and internal resources, also grossly overestimates revenues. She talks of bringing in the private sector through public-private partnerships, but has no details.  

    Pranab Mukherjee’s Budget deserves the accolades. The stock market had gone down sharply after 8 out of 10 earlier Budgets, but went up for him. But it ignores the massive food inflation of many months. Hikes in petrol and diesel prices by raising excise duty will further affect food prices especially in the coming summer. The Kirit Parikh recommendations to free petroleum product prices in line with international prices will further add to inflation. Why then choose this time to woo the middle classes with substantial income tax savings?  This Budget has little else to criticize. It also is transparent and does not hide facts as earlier, which the Minister alluded to that he did not have “above or below the line” items in calculating the deficit, since all items were taken up front. 

    There were some tax burdens. The minimum tax on book profits of companies will go up from 15 to 18%. An additional Rupee 1 on excise duty on petrol and diesel will add to government revenues, not that of oil companies, and will raise consumer prices by about Rupees 2 per litre. Tobacco products will attract more tax. Large cars, suv’s and muv’s will cost more. Companies will lost 2% out of the 4% reduction in excise duty in last year’s “stimulus”.

   Against this there are many incentives:  6o% of tax payers, the middle classes, will pay much less tax, since income slabs have been revised upwards; surcharge on tax on domestic companies is to come down by 2.5%; R & D expenditures in own laboratories, national laboratories or those of universities or colleges, and others, will get substantial additional weighted deduction. At last, social science research expenditures will attract similar exemptions. This is the first budget to recognize climate change and attempts to incentivize solar and wind energy as well as cycle rickshaws, and introduces a first time tax on coal, the major carbon emitter. Previous Budgets made promises but this one signals intent to implement and sets up high level committees to report on method and feasibility.

   The main reason for the stock market’s welcome to this Budget (when it dipped for 8 out of 10 earlier Budgets) is the transparent reduction in the fiscal deficit to 5.5 % in 2010-11 from 6.9 and 7.8% in the two previous years. Debt to GDP will in line with the Third Finance Commission recommendations fall to 68% of GDP by 2015-16.  GDP in nominal terms, assuming inflation at 6.5% will grow by a nominal 14%, that is 7.5% in real terms. Disinvestment generated Rs 25000 crores in 2009-10 and is to generate Rs 40000 crores this year. Revenue of around Rs 35000 crores from 3G telecommunication auctions is not accounted. (One again wonders what was the urgency with inflation at present levels to raise petrol and diesel price?) Nutrient based pricing for fertilizers announced earlier, will improve the nutrient balance in agriculture, reduce the subsidy and in due course allow direct subsidies to farmers. Social sector schemes take 37% of the budget. Infrastructure will take 46% of total Plan allocations. Agriculture also sees significant additions.  . .   

      The Budget speech mentions $29 billion of FDI inflows in 2009-10 (versus 21.1 billion in 09-100. It says nothing about the volatile FII inflows via Mauritius and other places which are exempted from short term capital gains tax. Volatile FII inflows (including Indian havala money) are also through participatory notes. Their effect is to make wild swings in the external value of the Rupee, in stoking inflation, and huge swings in stock prices. The Budget speech also says nothing about the large imports of telecommunication and power equipment from China because they are cheap, good quality and get delivered in time. There has been talk of raising import  duties on this imported Chinese equipment.

 This is a balanced and transparent budget with a few gaps that need filling. It must be commended. 
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