‘COMMENTARAO’ in “The Telegraph” of March 5 2012

“What can the Budget 2012 do?” By S L Rao

It must be clear to readers of this column that I am disappointed with the management of the Finance portfolio by the present government. To recapitulate, it has allowed the deficit to climb to very high levels reaching those of 20 years earlier; subsidies and ‘freebies’ through welfare programmes have exploded; inflation was out of control for two years and government inaction could make it surface again; huge waste and theft of public funds in government  schemes is rampant; infrastructure spending is poor, inefficient and wasteful; volatile foreign funds support the mounting deficits in the balance of payments; government policies appear tailor-made for money laundering and illegal accounts overseas; there is interference in appointment of financial regulators, with little coordination with and between them. In addition there is the policy paralysis in government, claimed to be caused by the ‘coalition dharma’ but in reality because of a fractious and overbearing set of Ministers who are unwilling to engage in consultative government. On top of it all sits an extra-constitutional authority, the Congress President, whose merest whisper is law for the government. Like the Chief Minister of West Bengal I suspect the Congress President has little understanding about the consequences on government finances and the economy of the expenditure schemes she thrusts on government. 

   There are eternal optimists among businessmen and economists, especially Indian economists overseas, who attribute India’s problems to the global crisis and say India has turned the corner. The global crisis is an additional straw on the back of the Indian economy. That the Eurozone crisis will continue through 2012, will hurt exports, but stimulate volatile inflows. But Government deficit, deliberate dependence on volatile foreign institutional investments, not clamping down on waste and theft in public expenditures, large-scale theft of government funds by bureaucrats and Ministers, are local, not global, issues. 

GDP growth might be marginally better in 2012 over the second half of 2011. Inflation is presently subdued. Industrial production has picked up. So has agricultural production. The Rupee has recovered from its precipitous decline of earlier weeks. Foreign fund inflows have improved. 

But investment, especially private corporate investment, has declined. Savings rates are down. Stock market indices showed an upward trend but are inherently volatile, depending on foreign fund inflows, and do not at all reflect the state of the economy. Improvement in industrial production may reflect a glitch (identified recently) in government statistics and in the context of poor corporate results may not reflect an improving trend. Government has done nothing to improve agricultural production. We have to await summer months and the monsoon before knowing how it will be in 2012.  

Thus, the challenges in this Budget are to keep inflation under control, revive growth, savings and private investment, reduce the fiscal deficit, accelerate public investment, prevent large fluctuations in the Rupee, make India cost competitive for exports, control imports and especially the value of ol and gas imports, and improve efficiencies of government expenditures.     

Government must prune social welfare schemes in states where surveys and audits have shown many non-deserving beneficiaries, theft and waste. It must refuse to countenance either expansion of existing schemes or any further new schemes till the deficit is brought under control. It must introduce social audits of all schemes and eliminate areas where there is wastage or theft. 

Government must move out of management of public enterprises especially in critical areas like coal, oil and gas, heavy electrical and other equipment, electricity generation and distribution, pipelines, airlines, hotels, etc. Moving out could mean privatization, leasing to private operators (as with coal mines), replacing Ministerial control by independent Boards subject to CVC, CAG, etc and refusing all pleas from public enterprises for government bailouts. These measures would add to government non-tax revenues and reduce government current expenditures as financial support. The Direct Tax Code should be introduced quickly,  exemptions closed, and excise duty rates brought to levels of pre-2008. The unfortunate decisions of imposing duties on imported Chinese electrical equipment, and now proposed on coal mining equipment, will only add to our inefficiencies. Instead, government support in cheap loans and tax exemptions must support these potential industries. 

Tax-saving on private infrastructure investment must be more freely available and most projects that would have been constructed by government, opened to private investment. Infrastructure investment must be boosted but with minimum government investment. The old development reserve on investment expenditures must be revived with all investment expenditures getting tax advantages. 
   A new tax on foreign institutional investments that are not held for at least one year should be brought in. This will also help reduce volatility in stock markets and the rupee as well as adding to revenues. Along with this we must introduce incentives for foreign direct investment. Thus, while transactions overseas to buy Indian assets must be taxed (legislate the ‘Vodaphone’ attempt), investments made in India that bring in foreign funds must be incentivized. 

    Coal, oil and gas tariffs should be left to an independent regulator and not to government whims. Any import taxes on coal and gas must be removed. Aviation fuel must be a ‘declared good’ to save on state taxes. An aggressive effort to identify, seize and tax illegal moneys held overseas, must be mounted. Similarly, black or unaccounted money should be seized and subjected to very severe financial and criminal penalties. 

    Rules for Central service officers must be changed to provide for individual accountability of officers. Disinvestment must help distance bureaucracy from management of public enterprises.   

Will any of these suggestions be accepted? Given the unimaginative and timid record of this government, it is very unlikely. There might be fumbling attempts to control expenditures and raise revenues. Disinvestment is likely by share sales but not ceding control over management from the bureaucracy. FII inflows are unlikely to be controlled because politicians and bureaucrats apart from businessmen are involved, and the fear that foreign exchange reserves will decline. 

This is going to be a budget by and for vested interests. It will not improve the economic situation. It will not stimulate growth or prevent fresh inflation. It will signify the decline of the Congress. Sadly, there is no qualified opposition to take its place. 
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