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Foreword

The first issue of the second volume of Budget Track is coming out at what
seems like a transitional phase in the journey of the world's largest democracy.
The UPA Government at the centre has spent more than a quarter of a year in
power, when the political dynamics- both at the centre as well as in many of
the States- have been changing. The influence of these larger political processes
on the functioning of the new Government is manifested in a wide range of its
policies, including those which directly affect the poor and marginalized sections.
It may be argued that, on the economic policy front, the attempt has been
towards striking an ostensible balance between neo-liberal orthodoxy and the
needs of the poor which became evident in the verdict of the last General
Elections. Taking these developments as the context, the present issue of Budget
Track discusses the performance of the UPA Government in the first 100 days,
the implications of the declared perspectives of the new Planning Commission
for rural India, implications of the Kelkar recommendations for the poor, and the
desirability of containing the fiscal deficit for the vulnerable sections of our
population. It also presents a brief overview of the recent developments in the
economy, a Guest Column by Prof. C. P. Chandrasekhar on financial liberalisation
and the consequent shrinking of policy space of the government, and notes from
an interview with Shri A. Vijayaraghawan, M. P. Rajya Sabha, on the performance
of the UPA Government vis-a-vis the promises for rural India made in the CMP.
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he incumbent United Progressive Alliance

(UPA) assumed power on May 29, 2004

under the Prime Ministership of Dr.

Manmohan Singh and worked out a
Common Minimum Programme (CMP) as its guiding
principles of governance. The CMP itself is an
outcome of a larger political coalition, led by the
Congress, in which the perspectives of a number
of regional and the left parties have been
incorporated. It was claimed by the UPA
constituents that CMP is a reflection of the
aspirations of the common people of the country
who ousted the anti-poor NDA in 2004 General
Elections. Though not part of the present
government, the left parties’ support of the UPA
government from outside is crucial for its very
existence. Thus, while evaluating the performance
of the government, these larger political processes
have to be seen as the backdrop.

The UPA government completed its first 100 days
in power on September 5, 2004. It is too short a
period to make any statement and draw
conclusions on the performance of this
government. However, we can look at the direction
in which this government is heading with regard
to its promises made in CMP concerning common
people of India. We shall look into the issues,
which did not induce any ‘feel-good factor’ among
rural constituency of India under the rule of
previous NDA government. The promises made in
the CMP as regards employment, agriculture,
education, health, etc., which are the primary
concern of our rural electorate, can certainly be

The said act will provide “100 man-days of work
to at least one able-bodied person in every rural,
urban poor and lower-middle class household every
year at minimum wages”. But the action has not
been undertaken in the same earnest as shown
in the CMP in this regard. However, the National
Advisory Council formed by the ruling alliance to
supervise the implementation of CMP has prepared
a draft report on Rural Employment Guarantee Act,
2004 and the Prime Minister has promised to place
the Act before parliament in the next session.
The proposed draft needs to be critically examined
by experts, so that we can have a full proof
system in place, after the Act becomes a law.
Also, as the title of the proposed draft suggests,
urban poor and lower-middle class people have
not been included in it. This aspect should also
be considered at full length before we enact such
a law.

It can be noted in this regard that the Planning
Commission has expressed some doubts over the
proposed Employment Guarantee Scheme. In its
approach paper to the Mid-term Appraisal of the
Tenth Five Year Plan, the Commission has noted
that the proposal had obvious relevance in the
context of the persistent unemployment in rural
areas. However, it says that implementation of
the scheme depended critically upon whether the
necessary resources could be provided annually.
Preliminary estimates made in the Planning
Commission place the likely cost of introducing
an employment guarantee for rural areas only at
between Rs. 21,000 crores and Rs. 40,000 crores

100 Days of UPA
Government

Promises and Performance

compared with the performance of the present
government on at least the policy initiation front.
Below we have looked at the UPAs performance
vis-a-vis these crucial issues.

EMPLOYMENT

Loss of employment in the rural and urban areas
during the previous NDA regime is considered one
of the most important reasons of its routing in
the General elections. The UPA rightly analysed
that providing employment is the most important
task at hand for the new government. In this
regard the CMP seeks to provide relief to the
suffering masses by providing guaranteed
employment to them through a National
Employment Guarantee Act (NEGA) immediately.

which could be shared by the Centre and the
States. The Commission further stresses that the
feasibility of embarking on such a commitment
will have to be examined on the basis of the
overall resources picture and demands of other
sectors and the feasibility of increasing the
employment content of investment expenditure,
especially in rural areas.

These apprehensions about the enormity of funds
required to implement such a scheme are not well
founded. It must be remembered in this regard
that such a programme does not involve an
expenditure of resources for the sole purpose of
creating employment. Rather, the idea is to use
the workers productively in activities that will



build or maintain assets in the countryside, or
provide important social or economic services. So
such expenditure will yield dividends not only
in terms of higher levels of economic activity
in the present but also through improving the
conditions of production in rural areas. There
are many such potential activities that can have
important effects on supply conditions,
productivity and sustainability of rural economic
activities, in both agriculture and non-agriculture.
For example, constructing and maintaining roads
and other connectivity (which has thus far been
the most popular form of activity in such schemes)
has direct and indirect effects in agricultural
marketing and a whole range of other economic
activities, besides generally improving the
conditions of rural residents. But other activities,
which are often far less capital-intensive, such as
building and maintaining bunds, minor irrigation
works, clearing out and desilting ponds and rivers,
also have very positive short-run and long-run
effects on production conditions and can also
improve the sustainability of cultivation patterns
generally, implying important social gains.
Considering this, the recent announcement by the
Planning Commission to launch a Rs. 2,020 crore
food for work programme in 150 districts of the
country is a welcome move. However, this amount
is substantially less than what is required to
generate employment of such scales.

The CMP also promised, a revamp of Khadi and
Village Industries Commission (KVIC), however
there was no increase for the same in the
budgetary allocations. But the decision taken by
the Railways to purchase kahdi products for it's
needs, will certainly help in revamping of khadi
and village industries in the country. However,
the revival of Rural Infrastructure Development
Fund (RIDF) announced in the FM's speech is also
a welcome move. Rs. 8, 000 crore is proposed to
be provided as corpus to this fund for rural
infrastructure projects. This would help generate
some employment for the rural people, as new
infrastructure projects come up.

AGRICULTURE

Turning to the most crucial and also the most
neglected sector during the last one and half
decades, i.e., agriculture, the CMP promised to
step up public investment in agricultural research
and extension, rural infrastructure and irrigation
in a significant manner. However, the initiatives
in this direction do not seem to be moving at a
pace as promised in the CMP as far as public
expenditure in the agriculture sector is concerned.
Increase in allocation for Department of
Agriculture and Cooperation in 2004-05 budget,
over the 2003-04 allocation (BE) was just 19 per
cent, which is not a substantial increase,
considering the fact that the agriculture sector
has been starved of public investment for long.
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However, the Department of Animal Husbandry and
Dairying got about 60 percent higher allocations
over the last year's allocation (BE). The important
fact to note is, the allocations were same as in
the interim budget presented by the previous NDA
government before the elections, both the
governments allocating Rs.5, 303.73 crore to
agriculture.

Similarly, the Ministry of Water Resources, which
looks after irrigation and flood control, has also
got just 8 per cent higher allocation than the
last year's budgeted amount. However, the increase
is about 45 per cent over the last year's revised
estimates, indicating that the utilisation by this
ministry had been well below the budgeted
amount during 2003-04.

However, in its first budget the UPA government
had also provided Rs. 10,000 crores as gQross
budgetary support (GBS) to the state and centre
plans. It had been said in the Expenditure Budget
that this amount would serve the objectives
enlisted in the CMP. In a recently held meeting
of the Planning Commission, it was decided to
increase this amount to Rs. 12,000 crore. Out of
this, just Rs. 540 crores has been earmarked for
agriculture. Thus, as far as increased investment
is concerned, the agriculture sector has not got
much this year.

Allocation to Select Sectors/Programmes from Rs.
12,000 crore GBS by the Planning Commission

(In Rs. Crore)

Sector/Programme 1 Amount
Rd far Wok 2,020
Agialowe | 50
M d Day Mesl Stheme [ 1,232
‘Sarva chiksha Athiyan . 2,000
‘Secmdary and Hicher Rluaian | 25
Railvays : 1,137
Drirking Water Sugoly [ 248
‘Seince and Tedmology T 26
‘Hotedndeyy T W
Urben fadiliti es in Rrral aress : 9

Sorrce: The Hindy, dated Septenber 10, 2004.

Ancther majar step pramised in the QP was
dailing the flow of nra aredit in tres years.
The UPA government has amounced a
“comprehensie pilicy v agrd alliral aredit” am
June 18, 204. The prquosals induded raisingfarm
aedit by 30 per et this figal, meking 50 lakh
new famers borav from banks and ewlving a
for-point drategy to resqudare dét, induding
a me-time settlament of lans by d€alting
farmes . Barks would also ke pammiitted to advene
lomns to those wnder disress die to barowing
fom no-instittional lenders (village
maeylenders) Jased an local knowledge-acping

100 Days of
UPA
Government

“The CMP also
promised, a
revamp of
Khadi and
Village
Industries
Commission
(KVIC),
however there
was no
increase for
the same in
the budgetary
allocations”



Budget TRACK Volume 2, Track 1, October 2004

100 Days of
UPA
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“To raise the
level of
spending on
education to
6% of GDP
over the
period of five
years, there
is a need for
additional
allocation of
11,200 crores
per year”

‘agrgxiate adllateral ar grop seardty.” The M
announced in his budget speech that the
govermment hes entnusted the inplementsia of
the poicy to the phlic ssdtar and private sectar
arks, theregianal nral kenks (RRBs) and the
aoperative barks . It was also anmomncd in the
budget speech that a task face would be
appointed to examine therdormsregired in the
cogperative sedar.

EDUCATION AND HEALTH

The other majar area of cncecem for o
magnalized sstia of swiety has been access
to eduadian and heslth fadlitdi es . T this regrd,
the QP pramised to raise pillic geending in
eduatian to at lesst 6% of the @P with at lesst
Helf of this amount keing spent o prmary and
seomdary schaols . It anised that the UPA
Government wauld infraduce a cess an all Gatrd
txes to finanee the commitment to uiversalise
aaess to quality esic eduadian. This pramise
has been ket and a 2% cess has been intraducd
when ar Finance Minister presented the hudge
this yesr . The QP also pledged to teke immediae
stgs to reere the trend of comunalissi an of
auaim. n the hedlthare frant, it promised
o raise phlic gending e health to at lesst 2-
3% of the @P ower the next fie yers, with
foous an primary heslthare. It firther ssid thet
a nadmal sheme fa heslth Inarane far pox
fanlies would ke introduced and the UPA
Government would take all steps to enare
awiladility of lifesaving dngs at reasonddle
plcs.

Given the widely adnowledged prezrias situsada
of Saes’ finanaes, the s of mesting thee
argas falls o the shadlders of the Centrd
Govermment. To raise the leel of sending a
euatim from the arrent 4% to 6% of @GP in
a phased mamer oer the perdad of five vears,
there is aned far addid amal allastian of 11,200
(0.4% of @P) caraes pxr yer. The govermment
will ke &de to raise anly about 4,000 - 5,000
caes tbtragh a 2% cess am all central taxes.
Qt ofRs. 12,000 crares GBS as mentamed above,
the eduadim sactar gets the hichest allostian
of B. 342 craes. Bt theredill remains a wide
gap, which needs to ke covered. How the
goverrment isgaing to fill this wide gap between
its ramise and addm is yet nct desr. The aily
good news in this regard is thet the Prime Minister
has promised to place the entire revenue
alletion o accont of the cess in a sgErae
find, wich dull ke slely uveed far the parpose
of mesting expendiire an eduadi avn

Asregprds heslth andfanly welf ae, the Plaming
Camissian hes ineessed its allostian by Rs.
688 craes fram the above-menttaed budgeary
sypart. The alloatians in this ssdaxr are fa
kelow the legl regired to mest QP pramise in

this reggrd. To mest the target st in QP the
Central Goverrment needed to inaease its
alloatia to this sectar sistantally from the
corbined existing lerl of expenditire of the
Central as well as State Governments. M
addbimal alloadiam of B. 560 craes to Rs.
11,200 craes is nesded amually oer the net
five years to reach the leel of gending pramised
in the QP. We lerdly find that hagoening in the
arrent finandal year.

As noted above, the UPA is waking in a larges
i al antext, where it is trying to stxike a
kalance between the neo-liberal ecmamicpdides,
ad gnally it ated by the Cngess itself, and the
apiraims of nral and uden poor exxessed
ttroch the 204 Electia verd . i lichtof the
mandate of the paple, the UPA goverrment nesds
to pt its adts together and teke rqoer stes to
inplement the promises made in the QP. A
begiming in this direti @, although nc very
siostantie, les already bemn initiated and this
momentum has to be acelerated and ellarged in
saope . I this is ndt dae eemedly, as wes the
e with ‘Ind a-chining nmour moges, ar
eledarate are mare enowh to exxyes thear
displessre as and when they mée their chd ess.

The UPA Govermment has amstituted a new
Plaming Comissia, wnde the Geimmandtip of
Prime Minister Dr. Manmchan Sindgh. The new
Plaming arhadty is expected to take w the
caudal responsibility of introducing poligy
aredives and tking new initiathes in adtbi @l
aess in the antext of the pdadti es atlined in
the Nadonal Common Minimum Pragramme.
Maeower, it will also ke responside far defting
the next Fiveyesr Plan far the conty . Weresent
below a note an the pergeective of the new
Plaming Comissian about the nral eamomy, &
pesented in its ‘Approach Paper to Mid-term
Kyraisal of the Tenth Fiveyesr Play' .



he newly amstitited Planing Camissian

has brought ait a document called

‘Approach to the Mid-term Appraisal of the

Tenth Plan (2002-07)', vhich presents
some of the isses (relating to the srategy
aviseged in the Tenth Five Yesr Plan and the
paxress made in adieving varass gaals) thet
would ke addwessed in the Mid-term Appraisal
(MIR) . The dojective of MIA by the new Plaming
body wadld ke to intraduce pili oy cxrectives and
new Initd atives In adid @l aress in the antex of
the new priadties axtlined in the Nadiond
Comman Minimun Pragramme. Also, in the coming
years, this tesm is expected to premare the
Eleventh Five Yesr Plan far the pxdad 2007 to
2012. Thedae, it is inpatant to know the
persoective of the new Plaming Comission an
eery isse thet mattas, aad the Xgorcach Paoer
pesnts sigificent nd ad s in this regect.
This nde foauses a the perspective of the new
Plaming Comissia about the nral ecmomy, &
pesented in the sid document. Frt, it ties to
caare the srengthsof the ggorcach of the new
Plan body towerds Inda's nral eomomy. Znd
then, it presents same of the aress in whi ch nesds
of nral ld a seam to have been neglected .

POSITIVE ELEMENTS IN THE APPROACH
TOWARDS RURAL INDIA

1. The Agorcach Paper cand dly admits ttet Ind ds
gonth perf ormance oer the last decade has been
the wast in the agdaltre sstar. Gowth of
ayiailbral @P hed dexlerad fran a leel of
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the MIA will give special edesis to promding
phlic investment in nral areas kased o the

possibility far dosabing wmenployed lador far
et cresian

2. The IMgoroach Paeer richtly points at thet in
ddtim to the inadequacy of the growth in
ayiaibre, the pesiti m regarding employment is
clearly disorbing. In the 1990s, the rale of
apialtre in proiding addbdoal employment
ooportunities was virtually zro. The main
sohitions proposed by the Tenth Plan were
Iringing waste and dexraded lands into pradudd an
and encorgging dvasificion to mae ladoor
htensive s . Neither Ies pragressed much and
the agroach nesks to ke reaeiewed, ndaes the
sid document. The cther ssdaxr identfied as
holding pramise fa large-scale employment
caetim, egecidly far the wnskdlled and sami-
gdlled, is anstoudd an

3. ImMgidm and mae effective water resoras
management are wnderstood to ke crudd far
ayiaitral development. In tis regpect, the
Iorcach Pagper doserves thet qui ker carpletian
of the argaing Imgti an projects wnder the
Aceleraed Imigdion Benefit Bragramme  (AIEP),
a aaprehensie piliy framework to addess the
pdblem of water sarcity in the exiging imi gated
xess, resrdian of naird rederge systans of
aimary weter sarces and aetda of atifidad
wederge mechanisms, and putting in place a mae
gmdired and maitaxrable systan of watershed
development with much greater community

Mid-term Appraisal

the Tenth

Plan

Implications for Rural India

3.2 % per anum dudng 1980-199% to 2.6 % per
amum duing the priod 1996-2002. The Tenth
Five Year Plan had aimel far a rewersal of this
rend and targeted 4 % per amum growth in the
apailtre ssctar oer the Plan periad of 2002
to 2007. However, the aerage agd ailliral growth
in the first two years of the Tenth Plan perdad
has been 1.8 % and it is ulikely to exoesd 1.5
% in the arent yer. hedae, the Igrcoach
Paper pines thet the targeted agri adliral growth
is nowhere near keing adieved and the fahre
in this area is a max fadtar wndalying nrad
digress wiich bes e visible in therecent vears .
&t sys tet the MIA will foauss an aaretive
pdides nesded in this area. Also, it dedlares thet

i cetian, demaadio of water rights far
rstaradon of traditional water harvesting
gmdires are some of the inportant isses thet
shauld be addessad .

4. With respect to the preequisites far
s1aessfully ringing in westelands and degxraded
I Into pradudcive vse, it is deered thet na
much praxess has been made in the two majx
1t atives in this ares, viz. the lamboo missio
and thehiodi el prayamme, lxrgely because the
isse of Ilmdrdhts is yet to ke resolved . It Ies
been acknowledged tlet, far both farest and
govermment lmds, it is diffi it to irmalve locl
commuities uless land ownership is given to
them.

of
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Mid-term
Appraisal
of the
Tenth Plan

“problems
associated
with the
sunrise
sectors, like,
the lack of
their spread
into different
regions of the
country, rural
youth’s lack of
access to the
jobs in these
sectors, etc.
have been left
untouched”

5. The Agrcach Paer also ndes thet narfarming
nral ativities heve seen a seaular dedine in
weent yers . hereasmsidentified for this are
the €lov dom in agriaitral goowth and, mae
importantly, the dosence of any drategi ¢ ggrcach
to this isse in tamsof pdides and ragrammes .
It doserves that the Tenth Plan itself had
awvisaged ncthing in this reggrd bt far the
It atives an Self-Help Groups (SHGs) . Ag o
paessing and nral ssvices have been cited as
the two areas which shaild ke fooused an.

6. Asreprd nrd Ifresqudire, it isnoted thet
the nrd rceds pragramme, wich potentally bes
drang backward and famerd lirkege effets, hes
nct developed any ndd cesble momentum. One of
thereasmsidentfied far this lak of prayress is
that the nra roads pragramme is entirely
dependent uypm the flov of hidgetary sugoort
withatr any efat a& lesraging the cess fing
trogh borowing (Whidh in fact has been dane
in case of the Nadimal Highway Development
Bayramme). Also, it is deserved thet the peiti an
with regprd to State higmays and digri & roeds
is even worse, and there is no pragramme to
ensre thet these too come w to the standads
necessary far a high quality roed netwark in the
contry .

7. The Myproach Paper presents some of the
important isses relating to the slow pace ofrdl-
ait of the Sarva Shiksha Aviyan (SSA), sich as the
ned far adequate sugport to ke given to the Sates
for uming this scheme, the Mi dday Meal Sheme
wiich hes proved to ke an inportant hstrnment
for Inprovingretenttan in schadls, and the ne=d
for greater enpghasis an seondary eduai o in
fihre. Also, it points at thet uilike the ;e of
primary eduction, whee a well-designed
hterventtan in theform of $A exigs, there isno
w8l bligrintfar the develooment of the primary
heglthrare sactar . Henee, it doserves thet there is
ned to initi ae a fresh goorcach in this area thet
cx ke dniti ated within the Tenth Plan peri od even
if it cn ke fully goerad onalised anly in the
Eleventh Plan periad.

8. Pandmyeti Raj Insdhtians (FRIs) have been
angdeed to e crudal nat aily far demaxdic
decentralization but also for improving the
af dency and accomntadlity ofthe delivery systams
for a nunber of phlidy prodded services . It is
doserved thet the Initd atives In thearess of pdmary
eduaia, nurbdo andfood seordty, wetershed
development and employment quaantee camcat ke
siaessful withat the adtive parti cti an of RRLs
at ggrqxiate leels, and cawversely, well financd
andwell directed thrusts putting these aress fimiy
within PRT jurisdidion may accelerate PRI
empowerment

9. Fndly, the agzrcach towards assessing the Fisal
regpansibility and Budget Management (FRBVM) Ad

and the possible consequences of its
implementeti an deserves a menttan here. It les
Ieen noted thet the FREM Adc Intraducss targes
for containing the fismal deficit which have
Inpli i ansf ar the size 0of£Gross Budgetary Sugoort
in the years ahead . The Xgorcach Paper says thet
the FRM targets (0fddicit antrd) ind cated to
the Pati amentare based an gotimisti ¢ assuptians
which incdude early inplementzdian of majar tax
¥ orms. Md, maerealidi cpoetdims adart the
Tkely inpact of xréorms sugest thet if the fisal
ddfi dit targets are Insisted yom then the Gras
Budgetary Supart to the Plan as a rddo of @P
may decline in the next two years. However,
instead of accepting clearly the need for greater
resources for the Plan, the Approach Paper states
that the trade off between having a larger Plan
size and “risking” a higher fiscal deficit will
have to be explored in depth with the Finance
Ministry.

WEAKNESSES EVIDENT IN THE APPROACH TO
MID-TERM APPRAISAL

1. while commenting an the sectaral growth
efomanae, the emergence of knowledge-based
hdries, such as husiness prooess autsourang
(BRO) andld o-tedmolagy etc ., & rant-rumeas in
the gldml maket place has been hailed as the
Id ghtest soot in Ind a’s ecnami ¢ paf ormance in
recent vears (It is stated thet the MIA WL identify
thefactars behind ar suaess in this ssctar in
ader to engre tlet we srencthen and arestively
build yom them. However, thenesd f ar meking the
gowth ofthese iIndigr es much mare nclusive kes
leen aarpletely neglected . Theprdolems associ ated
with these surise sectars, ke, the lakk of ther
greed into diffrentreg ms of the contry, nrd
yauh's lack of agess to the jds in these sectars,
gr. lave been left ntouched . The new Plaming
Comission muet tske nto accomnt the necessity
for imwlving the poorerregi ans as well as thenrd
poodlati an in the growth of the svi e sectar and
the et regired far this papose .

2. Asreprds theproposed Erployment Guarantes
Scheme, the likely cost of mtraducing such a
gheme in the nral areas have been estimated at
somewhere between Rs. 21,000 crare toRs . 40,000
cae. However, the new Plaming authadty talks
doaurt examining the fessibility of ateerking upm
this, wich does nct s=nd a very pranising signd
aat its reflizarion of the aaute nesd far the
filfillmentof this camitment. Also, it talks asoxt
this ccet keing dered between the Gnifre and the
Sates , withat exyessing any ancem aooit the
haaility of the poorer Sates to rodde finds in
this regprd. This agin shows in poar licht the
gooroach of the Plaming Comission towards
inplementai an ofthe Rrral Erployment Gharantee
Stheme in the econami cally kedwerd States vhere
it isneeded the mct.



3. The attenfin given to the aate prdolem of
lack of aailddlity of aydailhra aedit and the
hadility of the farmes to reay déx is rather
hadequae.

4. Asreprd food searity and nuritim, the
Ioroach Paer ligss the Gmtral sthemes prodding
food support, which are Tageted Public
Distrdhuri on System (TPDS), Antyodaya Amna
Yojana, Midday Mesl Scheme, Ihtegrated Child
Development Sheme T@S), and Food far Wak
Sheme. It is rather uf ainate thet instesd of
aguingfar a Universal Ridlic Digribtion system
ar a sistantial expanga of the aoerage of the
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cdher shemes, the Igroach Paper talks aboit
Hentifying the overlap between these schemes and
Yad analizing’ thefood and nurtd an interventtans
Ieing made by the govermment

The Plaming Comissim is expected to praere
the Mid-term Agoraisal MA) almg the lines
sugested in the Agoroach Paper and siomit it
to the Nl aal Develgmment Goncil N0 esrly
next yeer. At this point of time, we an aly
hae thet it will nat aily teke cxrective stes
in the ares identified bt will also incaporae
cther adti al isses in its domain which seam to
heve been negletted in its Agoroach Paoer.

We present next, some relevant snippets about the recent developments in the economy which can have a
significant impact on the lives of majority of the population.

Mid-term
Appraisal
of the
Tenth Plan
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he UPA Govermment is in power far a

while now, aad it Ies not been a hapoy

hoeymam far the TPA Goverrment. Richt

fan the day me it's keing a mix of
controersies in and ait, starting from the
gpoointments of tainted ministers to the Plaming
Comissia’'s agointment offardgn ansgiltants.
The UPA goverrment had managed to came at
with the QP and the Budget 2004-05 a1 time.
This is thericht time to start ggraising the TPA
Govermment, as it is no lmger new. Same of the
4gifi entdedisi s made by the TPA Goverrment
ae mae @ les ideticl to the stands of the
peious Goverrment. Ths is vay hidh timefar
the UPA Govermment to tgke the doht dreddim
a to teke a carse different from the me
fadi ned by the NDA to addiess the isses of
@gifi ance to the comm liwes. Iet s na fage
the axe campaion issues, wiich helped UPA
match the power at Cente from NDA. Tn this
st we present sanerecent suipgoets, wicdh
may havwe sigificant impact an the lives of
majadty of the popilatian.

CONCERNS OVER NREG ACT

The Nad mal Advisary Goncil bed desred the didt
Nedaal Rral Bwployment Guaantee Adck, wich
seeks to quaantee jdes to all abletodi es persms

Update on the

for at lesst 100 days . It wes madelled closely aa
the Maerashira Goverrment’s enployment sheme,
it vests elected loml self-government lhodies
a1ch as the Pandweyets with far grester powers.
The Wl is the inportant nstrument to filfil the
QP’'s promnise of wodding jdb to all the
mearployed persansfar at least a hunded das
n ayeer. A sudy camissi med by the Plaming
Comissian has anduded thet a sum of K. 21,
000 crae to Rs. 41, 000 crae would be neaded
o finance employment quaantee scheme in just
the nral aress. Such a huge amomnt, aaxrding
to the Govermment manageas, camact ke mdailissd
by the Government unless the sisides are
glashed in some messres - a @wqoesal thet is
vitud red rag to the politi cal partd es .

Tt les been proposed that the mamey nesded to
finance the stheme will ke dvred between the
Centre and the Sates. The tressry of most of
the State Govenments are, however, enpty and
they do nat hawe theresoras regired to pay
off their dmre. Bt it very much loks like thet
the paudty of finds is just a nee to derdll the
pogramme. If such a scheme can provide
employment to all the aole-bodi ed persms a leest

for 100 days then the Government has to
compromise somewheare else to comence the
gheme immedi ately andédaing lives of the vast
ecnani cally marginalizd ssti ans in this contry .

FOOD FOR WORK IN 150 DISTRICTS

Recently, the UPA Govermment at the Centre
anmnounced the launch of food for work
pogrammes in 150 poorest distd cts of the
comntry. Tharh it is a positive dedisian fram the
Govermment, whether it is a gep in the direti an
of filfilling the romised Hmployment Guaantee
Act is something g1l nat dear.

WELFARE OF SC/ST

The Img awaited die will finally ke pid back to
the Scheduled Gastes and Scheduled Tribes to sane
extent. The Rral Develgmment Ministry will seend
aooat Rs. 4, 00 xaxe am indvidual bendiday
schemes and development of need-based
Ifrasrudare under the Sampoorna Grameen
Rozpr Yojana (SXRY) in the Scheduled Caste and
Scheduled Trike hebitati ans. This will in any case
serve two paposes - aie podding the mudy
nesded Infrasudare, and the seamd would be
poiding employment dudng the cmstudion
pricd. The plan cames almg with the cash
component and 50 lakh tames offood grains

Economy

worth Rs. 5, 000 crae far creating wage
employment. Ths stheme will arely etence the
living status in such Hebitati ans, but what would
ke the taml wwerage of sach a stheme is na
der like any cther bendi dary scheme.

WB AND ADB ASSISTANCE TO PMGSY

The Warld Bark and the Adan Development Bark
have agread to give a lomn of $400 millian each
to assist the Rural Development Ministry’s
abitias Pradhan Mantd Gam Sadsk Yojana. The
lons will help aoer at least 10 States wnder the
gheme. The Rral Develgmment Ministry les also
sought an addti anal allcati an of B5. 1, 500 cxare
fon the Finance Ministry exchshwely far the
yogradadi an of nrd roeds under the BMGSY. With
RB. 20, 000 crae expected as the dure of the
de=xl s fran the Gnfral Road Find w to the
end of the Tenth Plan and a similar amount
expected fram extemal finding agendes oer the
next 8-10 years, a g of BB. B, 00 crae is
il nesded to cower the sheme. The oo will
have to be me from the amtinuing flow of the
desel s as well as borowing from domedic
and multilaeral fnandal mebht ans.



Government Finances at a Glance

(M Rs.Gae
! 'Actuals ! o4 of

|
12004-05,upto | Actuals to

Budget 10October, Budget
Details \Estimate| 2004 | Estimates
,,,,,,,,,,,,,,,,,,,, | etimates
Tax Revente 1233906 | 93568 | 40.0 %

| |
| 75416 | 39222 1 52.0 %
,,,,,,,,,,,,,,,,,,,, | — — - —

A I 1
Total Receipts 1340422 1171480 : 50.4 %

Non-Plan Expenditure! 332239 ‘L172860 : 52.0 %

—— = = = = ] |l - — — —
Total Expenditure 477829 '233615  48.9 %

Sarce: Cntraller Gneral of Acconts, GIL

MONETARY AND CREDIT POLICY

The Mmetary and Gredit Pdicgs for 2004-05
rleased by the Reserve Bark of mda (®RBI) m
Septaroer 11, 2004 has hiked cash resene raio
(RR), to be mantained by Baks, by 50 kesis
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points to 5 per ant of thelr demand and time
iddlifies. AR is the resere, widh the lbarks
have to maintain with itself in thefom of ach
w'serves ar by way of arrent accont with the
Reserve Barnk of da (RBI), carputed as a
certain percentage of its demand and time
idliHes. The dojective is to ensre the safey
and ligi dity of the deposits with the barks . The
@R will ke raised in two stages by 25 kasis points
each: First, from the fatmight begiming
Septenter 18 and then fram Cctdoer 2. The mowe,
whi ch is expacted to danaromnd Rs. 8, 000 crare
worth of ligidity from the system, anftradids
RBI's mediunterm dojective ofreducing the GR
to a minimum of 3 per et as sated in the
2002-03 amual piigr. The RBL hes also reducd
the Interest payable to barks o their diglle
cash balances maintained with RBI under GRR
wmqirement, to 3.5 per et per anum from 6
per cent. The RBI has stressed, thet it will
antite to prse its mediunterm dojective of
wducng R to its stabtary minimum of tree
per aant, wile retaining the gian to use the
MR in both diretd mmsfa ligi dity management
as and when essential, in addiion to other
hstruments. The R wes reducd to 4.50 from
4.75 per cent in the bank’s amual palicg
statement of Aol 2003.

Sources of Financing the Deficits

: 2004-05

(InRs.Ga8

|
| % of Actuals to

Update on the
Economy

“RBI has
stressed, that
it will continue
to pursue its
medium-term
objective of
reducing CRR

|
| Actuals upto i
Details of Borrowings ' Budget Estimate I October 2004 ' Budget Estimates tO. I_tS statutory
****************** el il i minimum of
. . | | | 0,
7E>7<t§r[1ail E"Japc,m,g 77777777 L 78(7)776.752 o 787047107.1797 L 71(307/3 77777 three per cent”
Domestic Financing : 129330.79 : 54095.01 : 42 %
Maket Bxrowing : 90365.18 . 26149.54 29 %
Sarities apinst Small Svings | 1350.00 1 0.00 | -
Sate Proddent Rnd l 4000.00 l %67.22 | 24 %
NSSF l 6786.32 l 1857.37 | 27 %
Cash Balane : : :
{becreese ), e ()} ! 13597.22 ! 7376.57 | 54 %
,,,,,,,,,,,,,,,,,, A
Total Financing ‘ 137407.31 : 62135.20 : 45 %

Sarce: Gniraler Gneral of Accounts, G

The Fiscal Responsibility and Budget Management Act, proposed originally by the NDA Government and
brought into force subsequently (with minor changes) by the UPA Government, marks the legalisation of
neo-liberal orthodoxy in fiscal policy in India. The NDA Government had appointed a Taskforce led by Vijay
Kelkar to recommend changes in the fiscal policies for implementing the said Act. In the following section,
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we present a brief discussion of the implications of the Kelkar recommendations. :
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Implications of
‘askforce
endations

Kelkar -
Recomir

10

he Tadkfarce agoointed by the preiaus
NDA goverrment an inplementsdias of
the Fiscal Respmsibility and Budge
Management Act (FRBM Act-2003) has
suomitted its report in July 2004. The
recommendadims of the Takface wnder the
chairmanship of Mc. Vijay Kekar hes been hailed
by several atfits, widc kep track of the fisal
dynamics of the comtry, a path breaking
suggestions in inproving the figsl heslth of ar
eamomy. We lae tried to present alxi ef anahsis
of this 219 pege documentfa thereaders in a
Ircad perspective of owrall maxroeconomic

Chart-1
Gap between Revenue Expenditure and Receipts

450000 —— —*—Revenue Expenditure
400000 A —%—Revenue Reciepts.
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2001-02 |

2004-05BE |

andii ons eriling in or contry and its
possible inpli @i ans to ke faced by the large avass
sdim of ar ppilatian

The report of the taskfa e rgxesents the
suyposed fisal ardsis thet is amthuing sine
1980s . The ggp between revene expendiire and
Eevente rexipts (revenie deficit) is widening yesr
after year (se GQert-1). The tax to @P reddio of
hda is prched at arond 10 perant aily vwhere
as many conties of the wxrld are mantaining
it et a mudch hicher lsel. Rx Example, in WK the
Tox-@P raio is arond 34 peramt whee as in
URA it isaround 20 perant (e Tadle-1). Tn soite
of the faxt thet orr the yers, antrbtbim of

the sawice sector has inaeased from 37.18
prantof @P in 1980-8l to around 51 peramt
in 2003-04 (see Table2), the t&x revenwe from
that sector is abysmally low. Thedae, the
Takfarce had recommended introdudian of a
Goods and Sevice Tax ((BI) at both the antrd
and the sate Isgls . The FREM Act itself hes e
a antromasial isse both at the leel of pliy
and implementeim in tems of hichly uredlidic
and undesirable targes . The report of the
Tekfarce while endasing the FREM Act has been
quite qotimisti ¢ doout mesting the targes defined

Table-1

Tax GDP Ratio of Some Selected Countries

Countries o Tax

I to GDP Ratio

" (Approx.)
. sathrfiae 27%
o= S 345
 Gemay S 25%
- C T 215
 gpan ****** 185
- va o 205
~ mda - 105

in the FRBM Ad. It is in this ssmse; we ned to
have a cdloe lok at therecommendai ans of the
TKfae.

MAJOR RECOMMENDATIONS OF THE KELKAR
COMMITTEE

Thereoxt argees almg the lines of aiti s of the
FRBM Act thet fiscal consolidation in India
should be revenue led,rather tten reqiring ats
n expenditire. It een favours an enhanced
cpital expenditire for comnterbalancing the
ocntraddimary effects of fisal rdorms in a
demand-amdrained ecanomy ke da. Sane of
its apgetians such as thoe far widening the
tax base, effective tax copliance system, remoal



Table-2
Composition of GDP

| | |
1 Agriculture Manufacturing 1 Service

Year
————— —————— e —————— - - — — —
1980-81 | 41.82 | 21 - 37.18
,,,,, - — b
1985-86 | 3859 | 25 3.9
1990-91 | 3.2 | 245 | 40.58
77777 - - —-7T- - - - - - -7l - - - =
1995-9 | 30.58 | 2546 | 43.%
————— I N
2000-01 | 26.24 | 24.9 | 48.86
| | |
50.99

of rebates, ginplifi ation of the allection
proesses and entencng the cama of egity are
some of the major welaane festires . However, the
pdolean lies with the assnptims made and also
the methddday far adieving the gals is na
fee fran cdtician. The Majx recommendaims
of the Kekar tak faree are as mnder.

The Pradsi sms

® Maerevenue mdalissd an throgh low and few
X raes.

® Widening the tax base and chifting the
hddence of txadon upon consuptia covering
almest all ansumer goods and savi s .

e TMcome tax at two slabs- 20 $ far Income

leEls of K. 1 lakh to Rs. 4 lakh per anum and
30 $ far Income lewrls aooe Rs. 4 lakh.

e No tax exanptims, karing hausing leens and
ghemes relating to ssniar citizens and women.

e No standad dedudian far salari ed tax payers .

e Redudim of tx rae fram 35. 87 peraant to
30 perantfa domeddi ¢ caporate hauses .

e Deduddm of general dgxeidim raes from
25% to 15 % far cxyporates.
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e Crand fathering of dl existing tax incentives-
ie., no inentaes far new wits .

e Thircduddm of Goods and Sawvicss Tax (G8D)
in thefom of a coantrywide single Valte Added

Tax system.

e No demaaim between goods and s=wvices
am which power to tax will lie entirely with state
ar antre.

e Within the framewark of G8T, a flox rate of
10 % (6%-cente, 4% -state), a standadrate of
20 pramt (2% -cenfte, 8% state) and a pesk
mwte of 34 % (20%-cente, 14 %-state) dwll ke
leied.

THE TARGETS

e On the lbasis of the above-mentioned
recommendai s, the Kekar camittee has made
pgetims doaot the majx fissl ndetas in
hdaduing 2004-09. (See Table below)

® M the kesis of the raoosed reéforms in the
& regime, the huoyancy estimate as ewissged
by the Kekar comittee will ke 2.06 farall diret
txes, 131 far ndret taxes and 5.39 far svice
taxes. (Tax huoyancy messures the degee of
regpmsiveness of tax revenues to a denge n
hcome ar tax bese. The kase used, is wually a
contry’'s @P)

o Thedirax tax clledtimsare expected to grow
& arond 25.38 perant and et far indret taxes
will ke 16.15 peramnt whee as the savicee tax
alledi s will grow at 66.5%4 perat

e The tax- @P raio will ke around 12.96
prant in 2008-09

e The dolute valle ofrevente deicit will ke
mantained at such a leel thet at the end of
the year 2008-09 it will tum to a surplus
amomntng to Rs 7429 crares.

o The dosolure valle of fisal ddi it will narease

Table-3

Projections of Major Fiscal Indicators After Implementing Kelkar Recommendations

(In Rs. Crore)

| | |
Items : 2004-05 : 2005-06 12006-07 | 2007-08 : 2008-09,Average L _ Buoyancy
| | | ! | 'Annual | Base | With
! : | : : , Growth 1 line | Proposed
: ‘ ! \ ‘ 1 04-09 | ' Reforms
Dret Taxes | 137000 | 160883 : 209070 : 260565 | 320405 : 25.38 | 1.87 |, 2.06
7777777777 ‘777777"’777777777777777*’777777777r777‘777777
Thcome Tax I 50009 | 55310 1 74744 : 92130 | 112042 1 22.71 1 1.68 | 1.8
********** T e e R BN
Coparad an Tax | 86846 | 105573 | 134326 | 168436 | 208363 | 27.03 | 1.98 | 2.19
’’’’’’’’’’ - - - = T - - - - 7T - -~ -~ - - -7 - - - -~
hdret Taxes I 175823 | 217481 | 254867 | 285735 | 320343 | 16.15 | 0.74 | 1.31
********** -—-_—— - - e Il Bl e e e i i
Excise I 107699 ' 110491 | 130941 | 146357 L 163507 | 12.10 ' 0.75 | 0.98
7777777777 - - - - = —_——— e | = —- —_- — == - - - = —_———_——_ et — = - = - - - - = =
Customs : 53500 ' 46980 : 45342 : 48221 ' 51269 l 0.77 ' 0.5 ' 0.06
S e Tax : 14000 ' 60010 | 78584 | 91157 ' 106326 | 66.52 Y177 ' 539

Implications
of Kelkar
Taskforce
Recommendations

“‘No demarcation
between goods
and services on
which power to

tax will lie
entirely with
state or
centre”
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Implications
of Kelkar
Taskforce

Recommendations

‘projections
regarding tax
buoyancy are
highly
optimistic”
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Gross Tax Glletdian : 312823 : 378363 : 463937
Rluetional Ges | 4910 | 5939 | 7282
Ttal Gros Tac | 317733 | 384302 | 471219
@P at Make Bis 3104857 3477440 3903426
TP Retio (in%) | 10.08 | 10.88 | 11.89
Revenue Bpendinre | 385493 | 418394 | 462559
Cpital Bpendinre 52335 | 99803 113199
Reveme Defict | 76171 | 61328 | 41802
%1;281 EEELE!I: 77777 :71377210777 ! 71470273é 7: 713?8';776

: 546301 : 643287 : 20.34 : 1.26 : 1.65
. 8575 | 10097 | - - =
| 554875 | 653384 | 20.71 | 1.28 | 1.68
i s A Bt Bl
14391355 4962231 |, 12.35 |, — |, —
e e e e
| 12.44 12.96 | — — —
|- = = - - Fr-tt----""—"%—-—-—-=1—-——- - -
| 496760 | 547283 | S
- = - = = e T T S
| 139206 | 162265 | S
l— — — — — - - - - 4 - — - — b - - - - - - - =
I 14319 | (-)7429 | N
_l_ e
' 137436 | 138746 ' —_ -
I R

Sarce: Gopiled from Goverrment of hda (2004), ‘Report of the Tedfarce an Inplementzi an of the
Fisml Resomsikbility and Budget Management Act-2003”, Ministry of Fnanae, July 2004.

fom Rs. 137407 crares in 2004-05 to Rs. 138746
aaes in 2008-09 and as a praguxtia of @P it
will dedlinefrom 4.4 % to 2.79 % between 2004-
09

AN ASSESSMENT OF THE RECOMMENDATIONS

® At the atset, the Kekar takfae's kesic
praptio is that fewer and lower rates of
t=xadl o will lesd to grester aopliance ofrevente
and generate mare tax huoyang . The argument
is esed an the Laffer Hypothesis’, wich states
thet there exists an gotimal leel of tax rate at
which the to=l tax cdllettian will ke medmum.
Thedae it is poesible to et the tax revene
by reduang the existing tax rates if it is dwoe
that qotimal point. However, this prqoositian of
Arthur Iaffer followed by Mr. Kekar is diffi ait to
e established withat reasmadle dait. It is
diszrded in the comtryof itsaigin US) as fir=st
of all, it isvery difficult to determine such an
optimum tax rate and such a rate, even if it
exists, can not remain static in an agile
economy vhere lerels of aipi, income and
enployment e eer dengng. Thedae, thae
is noreasm to keliewr thet lower rates will
ganerate hidher revente without majar denges
in tax efacement

® The pojetimsreprding tax huoyangy are
Hdhly gotimistic. Snee the takfa e praooses a
dredi ¢ dedline in custans diies, the huoyang
is rojected at a low lewel far such duides.
However, far all cther taxes it is esdmated at a
ey hich level and there is no jedfi i an behind
q1ch a projedion. The gress tax revene is
assumed to graw by around 21 pereent per amunm.
This is kased an andher assuprian thet the
gonth rate of @P will ke mae then 10 peramt
orer the reference years and even around 13
prant dudng 2008-09. It is quite urelidic to
have such hich projetions of @P in Indan
antext where even a bad manisom can dmg the
@P dom. The customs duties are downed and
this implies that the government is favouring

imports at the cost of domestic producers. This
will l'eve a detrimental impact an the owerdl
padudim of the manf atiring sectar in caning
years . Even the @P will get affected. A 66
prant gowth envisaged in the sawvice tax
alleti a is also urealidi c. Thath it is desradle
o expand the tax kase even in the Indrext tax
sex, it shadld ke remenbered thet in lnd a mast
of the ssvices are poided in an mnargenised
famemxk. Bringing them into the tax net may
e suaessful throrh stgs like lower tax rates
and nct thereerse . Ths, the toal tax revene
ey likely to fall shat of the expectati s

® The FRBM Ad regires that the Centrd
Goverrment shaild reduce the fisz=l ddidt by
0.3 peraent per amum andrevente ddicit by 0.5
proent per amum. If such targes are nda
pessible throuch inaressed tax revente, then
because of the capliance andtians ewissged
n the Ad, the govermment shaild gofar deic
dudi  in the expenditireside.

® The Mid Tam Fisml Pdicy Statement of the
pesent Fnance Minister awvisaged a at in ddidc
by assuninga redudi m in the sisid es through
ketter targeting But the budget 2004-05 or any
other policy document are mysteriously silent
about the strategy to be adopted for better
targeting. The present government agogts its
nability to amxtail the non-plan revenue
expendifire and sresses o having a chedk m
it. Ben then actud revente expendiire may s
the estimates die to the dvrged commitments
towards higher interest payments and
compensia to the gates for inplementing VAT
trough GST.

® Cenedlly the govermment fnancess its defidts
ttrah barrowingfran RBI i.e., ddidt fmancng
which also includes printing of new axrrengy
ndes . As per the FRRM Ad;, the government
camct boyrov fran RBI after three yesrs. This
inplies thet the govermment is redri ded from
wesxting to chegp saree of wedit and is facd



to byrow at much hicher Interest rates and a
firthe merease In therevene expenditire.

® Unde such situaiay, it is uilikely tet the
govermment can ahier sudh targets as per the
FRBM norms. In a mood of desgperaim, the
govermment will ctainly try to reduce expendiire
@ social end econami ¢ savi es, GRecity arestian
and cmudal sedas like health, eduadon and
axialbre. Arexdy, there is an amthy towerds
these sectors. A firther decline in actud
allomtd ans may hanper the oeradll welfae of the
ecnomy.

Thw, it ean ke said that some of the ntenttans
of the Kekar camittee are welcome bt the
pdian lies partly in the adginal at itself and
prtly in the memns to adiere the targas . Itis
twe thet such hidh targes are desirddle, bt it
requires an aggressive attitude towards
afxrcement and punishment of the tax evades
wther then lowering therates and sinplifi ai
of the pracesses . The govermment of the day may
not be intxrested in enfarcing taxes very
apressively die to paliti @l reasms and wntdl tee
happens, the direx fallaut of any fisml
ansdiddd an almg the lnes of FRAM At r the
recommendaims of the Kekar Takfae will
anthie to adersely affet the welfae sstars
n general and the poor and the marginalizd in
i alar.

Asregprds the effeds of therecommendsi s of
Kelkar Committee on the poor and the
magnalized ssti s, it an ke arqued thet they
e gang to ke hit hard. The firgd ressm is thet
while everyme pays sane amount of mdret
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txes, ey fav pay diret taxes. Exoending the
e far ndrex taxes and meking the mddene
of txad on upon consurptian covering almeet all
ansumer goods and s=avi ces is gaing to hit pooxr
peple hard, as they would end w paying mae
txes then befare an acocont of its expangm
which would cover even the lere sibsistenee
goods and sewvices far them. Furthe, the
compliance conditions envisaged in the
recommendsi ms gwvll sgeeze piili cexpendiire
@ scial sedar, wiidh is grassly inadequate at
pesent, thedy rendaing the podsian of kesic
fadilid es such as eduadian, health, potable water
ac. less then befare. It is a well-established fat
by now that with lowering of pllic expendihire
n sooal ssar, marginalized pagple suffer mare
and thelr living andti asusdesd arate much faster.

Empowered Committee says no to Kelkar
Committee Report

The empowered comittee an VAT hes dedided
not to andder the latest repxrt of Keka
camittee. The enmpowered camittee of date
finance ministers an VAT ansder thet a It of
Yews ganeated in therepart were dgessive
nnahre and wauld aily divert the group away
fan the kesic isse.

The advocates of neo-liberal economic policies have
picked out the fiscal deficit or rather the extent to
which a government can restrict the fiscal deficit
as one of the most important parameters to judge
the performance of the government in the sphere
of economic policy-making. We present below a brief
analysis of the desirability of such orthodoxy in
fiscal policy.

' Implications of

Kelkar
Taskforce

1 Recommendations

“the direct
fallout of any
fiscal
consolidation

along the lines

of FRBM Act

will continue to
adversely affect

the welfare
sectors”
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THE CONCEPT OF FISCAL DEFICIT

Fisal ddidt of the govermment is the diffrene
or gep between total govermment expendifire
(whi ch indudes expendiire of all kind , nduding
nterest payments) and taal nan-ddt-resting
mxeipts of the goverrment (e, fiscal deficit =
tdal govermment expenditire - total nan-det-
@egting receipts of goverrment). Now, non-debt-
creating receipts are all such kinds ofresigs fa
whidch the govermment does ndc inar any de&t
1ddlity. Ry exanple, & revente resipts are nar
det-cresting receipts, whereas loans (from
htamal as well as extemal soras) are ded-
reting receipts . Snee it is the excess of td=l
expendifire oer tdal nan-déd-crestingrecsipts,
fisal ddfi dt rgresents the tadal dét 1idaility of
the govermment. Wiich mesns, the goverrment
muet inar deot equal to the amont of fisal
ddicit, in a i adlar finandal yer, I ade t©
expend all of the allosti ans stated in its Rudge
for tet finendal yeer. Fisml ddicit cn be
coered by barowing from the Reserve Bark of
hda @l knon as ddidt financng ar maey
caetia) and byrowing fran the maket Which
is mairly fram berks) .

MISLEADING ARGUMENTS FOR CONTAINING THE
FISCAL DEFICIT

After the anset of ecmami ¢ lieralisti an in 1991,
Thda hes wndertsken finandal ssctx liberalistd an
to a andderddle extent by now. Asareailt, ar

of the finandal savices sectar hald theview thet
a grester fisml ddidt of the goverrment dces
lead to an acelerdian of therate of Ifladi .
Henae, they lave pldked at the figal ddidt a
mther the extent to which a govermment cn
it the fisal ddicit as e of the mot
inportant mrameers to judge the paformane
of the govermment in the sthere of ecmamic
pdli cy-meking

There is smche roninent grond a which many
ecmanists have attacked the fisal ddicit, wich
istheview thet a hicher fisal ddicit less to a
Hcher valie of theresl nterest rate . Real interest
rate, wich is the nominal interet rate minis
therate of Ifladi oy, rgxests the st r pd
of bmrowing mmey. o the commaily propagated
vev is thet if the real intrest rae is hidy,
enrgrenars will find it diffi adilt to borow maes
and hene investment @ cetim of addbima
cxoital stak) in the ecmomy will slow donn. In
this antext it is argued thet a hicher fisal
ddidt will regire the goverrment to borow
maey to a grester extent, wich will raise the
hteret rates in the maey make:, and this in
tum will leed to a slow down of irvestment

A third argument is based an theidea thet thee
is a fixed pool of sawvings in the economy.
Thedae, if the govermment extausts mare from
thet pool, less savings wodld ke left far pvete
Irvestars . Asaresult irvestment by privete sectar
will drirk.

Containing the Fiscal
Deficit

For the Rich or the Poor ?
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economy today has many fadon firms who
gerate in the finandal sawvices sectar. Ther
profits depend a theredl valie of mmey arcs
diffrent points in time (@ the time vale of
maey) . If the valle of maey in Thd a gaes down
oer time, widh does happen when thee is
inflation (e., a pasisent gese in whidch pd as
re faster then the wvolume of atpt) in the
ecnomy, the ofits of the finandal fitms ge&
eda. s, al such fims are srangly ogoosed
to any kind of govermment pdicy which can ke
thoughtof as leding to a hicherrate of Ifladi m
(nd alo of lae thee fims have managed to
become quite vo=l in the déoates and disossi s
m econanic pdides teking place in ar canty).
And, those who sypart a grester lieralissi an

CONSEQUENCES OF ADHERENCE TO MISLEADING
ARGUMENTS

Now, if we axgt the paositians given adoove
s areat, the govermment cn neither resat to
Jdicit financng (as it will sygoosedly cause an
ageleradan of Iflad ay), nar en it borow maney
to a grester extentfran barks (as this ggarently
lesds to a slov down of irvestment), wiich are
the two majar ways in widh the fisal ddidc
cn ke aoera.

Tt falas, rom the doowe arguments, tet the
govermment shaild at dan its figml ddidt to
as lov a lewl as possible. Bfae we try to
demystify each of thae arguments, le&’s s= how,
according to the advocates of fisml déidt



rduddi @, shaild the govermment go doot this
Jb. Now, theee are two ways in which the fisal
Jefi cit e ke reduasd- by raisingrevenues ar by
ucng expendiire.

Raising therevenues waild regire the goverrment
to inmpose hicher taxes an the rch and the
lusiness dass, bt thet apin is resisted heavily
by the same ssti ans who we have been talking
doatt. Theirview is et instesd ofraising diret
taxes , the govermment must give tax-ats and tax
onesims to the enrgrenars in arder to
poide them with grester inemntiwes fa raising
their lewel of eomomic ativities. However,
advocates of such palides blatantly ignare the
fact thet a majadty of ar ppilarian lads the
prchesing power to buy even the essentid
commaditi es . This prdolem of lak of prdesing
power with a maja duk of ar poulatia,
egeci ally the nral popdlatiay, hes got aogravated
in the era of lbmaliion mainly because the
tch have becomern cher and the poor have become
pore. As areadlt, there has been a ddideny
n demand in ar eomomyfar quite sane time.
In such a scenai o, giving mare Incntives to the
aewrgrenars trogh lower taxadia does nd
salve arxr praolems. The govermment shald rather
try to geerate mae enployment goortinities,
egpecially in the nral aress, wiich will nct aily
adlsri ate the prablems of the poor it also boost
demand far all kinds of comnadities by raising
the prcdhwasing power of a majadty of arxr
ppulatia, and this in tim will leed to a
ggifi eant expanda of padudion, employment
as well as income. But wnfortunately, the
govermments a& the cntre oer the last decade
have neithe reglised the neessity far boosting
demand from the nral aress, na did they show
ay plitical will to tax therich to a grester
extent. T fat the tax-GDP ratio (which exxresses
the volume of tax revenue in a year as a
poxtia of the Gross Domeddic Bradudt far thet
year) in ar contry, wich hes been quite low
in ocomparison to many dewelgeed as well as
derlping conties, es gme don firther o
the last few years .

As a ansequencs, the main impact of the policy
of fiscal deficit reduction has been on
government’s expenditure . This tes ted a nurber
of effets . Firt, govermment irvestment in ssctars
a1ch as agrialltire has been cut. Secondly,
expenditire am nral employment generad on
paxrammes have been reduced leading to grester
rerddiip far the poxr already besring the mnt
of llmralissti an. And, govermment expenditire au
srial sstars, ke phlic heslthrare fadlities,
edudion and poverty alleviddion have been
rought down. Most inportantly, the goverrment
hes not been allowed to play any addve rde far
boosting demand at a time when the ecmomy
faced acute shortage of demand. If these
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ansequencs are something thet we are word ed
doaat even slichtly, we must try to see the
fallaci es in the arguments of those who srangly
advocate a redudd an of the figzl defi cit. However,
it may be inportant to menttan here thet a hicher
phlic expendiire (in the social satar and
nral exployment genedian and assst crediay,
ac.) dlme canc adier the dedred resits.
Qrrently we get a very pooxr reum far each nypee
spent. We chadld not aily spend mare bt also
goend it mare €fi dently- with less comyptiay,
less leskage of find fram the pidicexpendiire
charmel, and better aipits from the expendibire.

REALITIES ABOUT THE FISCAL DEFICIT IN THE
INDIAN CONTEXT

Iet's teke p Inflati an firse. No dailx, inflatiay,
if allowed to reaech a very hich lewel, causes many
dffi ali es far paple . Bt fiscal deficit does not
necessarily lead to inflation. Thece are two
commally praoecpted arguments wiich lirk a high
fisal ddicit o infladm. The first is kessd o
the fact thet a pert of the fisal ddicit, widh
the govermment fnances by barowing fran the
RBL, leeds to an inacesse in the maey stok.
Now, same of the adwocates of fisal deidt
mduddan hald the wnsdstantated view thet a
Hoher mmey stok neessarily lesds to inflarian
as ‘mae mmey deses the same goods”. First of
all, maxe mmey in the ecmomy does noc dese
the “same goods”, since thee is a srong
posibility far the atpit ofgaodks to incease as
areadlt of the neressd figal ddict @nd hene
haoeased goverrmant expenditire). In the ase
of ar exmomy, where we have sizable prgooti
of nudlised resaraes, atpt is held in chek
by the shatage ofdemand reailting fram a lack
of prdesing power ammg the maadity, widch
we discussed doove). Theae, a high fiscal
deficit, arising because of higher government
expenditure, may lead to greater demand for
output, which in turn would lead to a situation
in which “more money (than before) is chasing
more goods (than before)”. Seandy, the speed
with which money “chases” goods is nct a
ansent; rather this goeed varies as a regilt of
changes in dher ecmamic vad ddles . This, ean
if a prt of the figal ddicit lesk to a larger
maey stok in the ecmomy, it nesd nat leed to
Iflad an.

The seomd argument lirking fiszl deicit with
Iflddan is thet in an ecnomy where atput of
some of the essential comnalities camot ke
haeeased, the maerease in demand caused by a
Hoher figal ddidt will raie pics. Thee ae
flaws with this argument as well. First of all, this
agument does nct seam to ke quite ggolichle
for the Indan economy, where we have had
adequate ayplies offoodgains (e are talking
doatt pradudi an off codgrains, not ansunpti ad)
and a mae than carfatable lerl offadon

Containing the

Fiscal Deficit
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exchange reserves . Seodly, even if some
mEttcular comalities are In shat syply; the
goverrment hes numeras strategi es to adag, like,
i ming, In ader to chek a pd e dse. Aso, if
we accept the argument of the advocates of fisal
didt redudi an- thet aaput in or eomomy is
andraned by syply rather then inadequacy of
demand- as cxreat, then nct just a hicher fisal
defi cit bt any medenism that inaesses demand
(@uch as hicher privete investment) will led to
Iflad o

Te, as regrds the argument tlet a hicher figal
defi cit leedk to a slow down of irvestment ttrough
a dee in therel intret rates, the first pont ©
e nderstod is thet irvestmentdoes nd: depend
wolely yom real intret rates ar the axt of
borowing mone/. Mtrgrenar’s investment
dedisi ms are driven also by their expected profis,
wiich in tim depend an the lael ofdemandfa
their atpuar. Seondy, it hes bee shown both
thexred cally as well as by epiri @l exercises thet
there is no plausible reason to accept that the
fiscal deficit, financed by government
borrowing, would necessarily raise the real
interest rate in the economy. hfact, advocates
of sich a misleading argument assume thet the
economy res its resarces fully eploed, widch
is maxret nct aly fa Inda bt for mot
derlping conties as well. Iet’'s s= how the
assuptian of full aployment gives rise to
misleading praoesiti ans. We had noted, in the
begiming, the argument thet at any point in time
there is aily a fixed pool of savings in the
economy. D if the govermment exhausts mare of
thet pool far its expenditire less is left omr far
private investment. Bt the fallacy in this
agument adses fram the ignaane of the fat
thet toal savings in an ecnomy depend, anag
cther things, @ its to=l income, aad the pxol
of svings can certainly expend, as a resilt of
goverrment expenditre a1 varias adivities, £
there is an iInrease in the leel of tdal income.
However, if we assume thet the ecmomy dready
bes its resarces fully eployed, then hidhes
govermment expendifire (fnanced by grester
byrowing) camot augment td=al income of the
economy. Bt hov religic is it to asame filll
enmployment in the md an case?

Besides these coman misleading arguments thet
e pt faward by the advocares of fisal ddidt
mdudia, we nesd to tlraw licht an ancther
anam relating to fisal ddicit tet hants many
of w. Md, tet is thefat tet a larger fiszal
deficit raises the accumulated debt of the
govermment and Inaesses its interest barden. First

of d1, we should understand that the process
of liberalisation pursued so zealously over the
last fourteen years has put upward pressures
on interest rates charged by the banks on
borrowings (but the same has not happened
in case of interest rates offered for deposits).
In the era of liberated mobility of finance
capital with respect to our country, the interest
rates have been kept high for preventing capital
outflow. As a consequence, the interest burden
of the government has increased over the years.
So blaming the fiscal deficit (or government
expenditure) as mainly responsible for this
problem is unfair. Ssondy, a growing domesdi c
ddxr ({.e. nda fron extemal sares) is nd a
pdlen far a goverrment in the same way in
which growing ddt is a prdolem far a househdd .
Rr, the govermment e always rais its recsipts
ttrogh taxdd an and by rinting maney. 2nd, we
hae alreedy discussed vwhy printing maney does
ndt nesessardly leed to inflati an. Findly, we mut
remember that a higher expenditire by
govermment can also leed to hicher eamings in
fihre. When the goverrment is sending maney
Q) axetian of cxital gook ar assets, it dees
get kadk the maney in thefom of eamings from
those assets after a time lag. BEvwen if the
goverrmant allostes mare t revente expenditire
(Which does nt leed to arestian of vy as==b),
the nereased expendiire hes firther mutidier
effects because of the subsequent spnding of
those whaose incomes go wp because of the mmiti d
expenditire. The oerdl expengm in ecmamic
ativiti es in tum means tet tax revenues of the
goverrment also inacesse. Therae, a higher
fiscal deficit at the present, necessitated by
higher government expenditure, does not create
perpetual problems of debt for the government.

This, we must see who benefits from the
dosessi an of amtaining the fisal defi dt- the poar,
menployed and wndepxivileged masses of ar
contry who can benefit hugey fran inaeased
govermment expenditre an poverty allevied ay,
employment generdi @y, agriaihre, podsian of
pilic hedlthrare fadliti es and free eduadiay, o
those affluent classes whose Intrest aoinddes
with thet of thefadq finandal fims? No dadoc
it is the latter who cn hge to bendfit from
this dosessian, but at the aost of reduced
govermmentexpenditire aggraveting the misery of
the poor and marginalizd sedims.

The following section presents a note on financial
liberalisation in our country and the consequent
shrinking of policy space available for our
Governments.



ne of the very first mowes of the UPA
government was to notify the Fismal
Regponsibility and Budget Management
(FRRM) Act passed under the peicus
rgime. That Ad regqires the governmment to
mduee its revente ddidt to z=xo oer the next
few years and sustant ally artail the fisal déice
relative to GDP. Given the evidence of a
Sibstantial eccelan of the govermment’s tax ke,
rfleted in a dedine in the tax-@P raio the
implementzia of the FREM Act would resdlt in
fisal anradd o thet entails redudd o in cpital
and scial ssator expendiires .
This acosptance of a ddld mary stance cand
ke attrdhured prely to pressre fran the Bretton
Woods instititions. Very clearly, the NDA
govermment and the Gmgess lave intamalizd
the logic of fisal réorm and chasen to enax a
legisladi an thet voluntadly tes the hends of the
govermment when it aanes to exarcising fisal
autonomy. Wet explains this atheence to an
econanic poiq framework that would meke it
etremely diffi ailt, if not inpossible, far the
govermment to inplement many dherof itspig
paiomcenents, hduding the Nadaal Coman
Minimun Pragramme of the UPA?

The answer to thet gestion must tm to the
effats of the cxpital inflow thet the praoess of
fnandal lieraliaio has unleashed. Tn fisal
2003-04, Inda resived the equivalent of $2
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Frthe, thece is vay little of this cxoital widch
can ke seen as amtrbting to new irvestment
Patfdio investment is diredted at stodks traded
in ssamdary makes . nd even wet is identfied
& faaq direct imvestment flows Whee the
irvestar holds 10 per ent ar mare egity in a
fim), amsigs vay often of irvesmment in the
prchases of an addiional steke in fadan
antolled copenies in nda by the prent @
in the whalesle aqqiisitian of lhd an companies .
This, it isnc just thet md a dees ndt nead these
lrge inflows far financing the lkalance of
payments, they also do nct sere as a sarce of
fnane fa fresh irvestment Innew capecity.

M the dher hend, lrge cpital inflows lave
resulted in a sdstantal naease in the fadaon
exchange reserves of the aenfral bark and have
dgrendgthened the nypee vis-a-vis the ddlar, ecading
to an extent the aopetitiveness of ar expats.
Tis is, however, nat the aily effex of wdadle
cpital inflows . The accumulaia of finendd
assets prduesed with such inflows crestes the
damger of a poesible exadus of cpdital, if and
when the axfidencee of finandal irmvestars is
mndemined. Md e such an exodus begins
there is a amulative cllgeee of cafidence which
an generate a finand al/arrency cdsis .

Hene, em thogh Inda does nd nesd this

cital far elancee of payments paposss ar is
not bendfiting in the fom of new capacity, the

Guest Column: Prof.C.P. Chandrasekhar

Financial Liberalisat
and the Government

Budget

Hlix as net cxpoital flows . Mot of this wes the
railt of pxtf do investment inflows, whiich
axelerated as a readlt of the pavetizati an dre
lanched by the NDA goverrment. We mugt rezll
thet hda did nat nesd thee flos to finane
its kmlmce of payments . Rather, because of arrent
accont inflows o accont oframittance ($18
di ) and software and IT s=wvi aes exparts  (S12
dia), Indarexxded a canfatable suplus
its arrent accont. We did na regire cxital to
fnance ar inpart kill. This hes been tme far
the lat far years.

very presence of these investors mekes it
imperative far the government to kesp them
happy . The aily cther gddian is to adgt a verd &y
of cxital amtrds, wich inplies a rewmrsal of
fnandal leraliad an thet theressnt acredas
goverrment has been mnwilling to prse.

One regirement fa kegping finandal irvestars
hegoy is to suostantally reduce the deficit of the
govermment a its expenditires finanoced with
byrowing. Finandal nterests are agping: deidt-
fnanced spending by the gate far a nuroer of

10N
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mwasms. To start with, deéidt financng is s
to Inacesse the ligidity overteng in the systam,
and thedae as being potentially inflad acnary .
Iflad is anathema to finane sine it erades
thereal valle of finandal asssts. Seamd, sne
government spending is “autonomous” in
deracter, the use of daét to finance such
autacnomaus spending is ssm as intraducing into
fnandal makes an atdbitrary player nct driven
by the profit mathwe, vhoe ativities an render
hteret rae differentials thet determine finanad
pofits mae upredctable. Fnally, if déidc
soending leads to a sustantial huildap of the
gae’s ddot and intrest hrden, it may intervene
n finandal makets to lower interet rates with
inpli@rdions fa finandal retums. Finandd
hterests wenting to quard agginst thet poesibility
tend to oppose ddicit spending. Given the
ansequent dislike of expandmary fisal wlig
a1 the part of finandal irvestars, conties
seeking to attrat finandal flows ar satisfy
existing finand al ivestas arefacd to adax a
deflad anary fisal senee, wiidh limits their pdli g7
esmiesN

Father, if a contry is suaessfil in adrading
fnandal flows, the ansequent tendeny far its

Portfolio Investment in Total Foreign

: 1993 : 1994 : 1995 :
93 , -94 95

11990 1991 1992
+ 9L 92
A.Direct Investment ! ! ! ! ! !
(in US $ Million) 97 1129 | 315 | 586 11,314 | 2,144 |
———————— el e B T e e
Proportion (in %) T‘94.17 196.99 156.35 | 14.11125.57 | 43.83 !
******** [ i Hl el e
B.Portfolio Investment ' : ‘ ‘ ‘ ‘ ‘
(in US $ Million) 6 | 4 | 244 1356713824 2,748 |

t - -4 —-t-—-t--rr- -t

Details

Proportion (in %) ' 5.83 ! 3.01 '43.65 | 85.89 !74.43 | 56.17 '
77777777 B N
Total (A+B) ! ! ! ! ! ! !
(in US $ Million) 103 ' 133 | 559 !4,153!5,138 | 4,802 !

| | | | |

arrency to gareiae, facs the antral kak to
htervene In arrency makets to prdese fadoq
arrency and prevent excessive goredddan. The
ansequent buildap offadqn arrency assts,
vhile inmitd ally sterilized thraxgh sale of dometic
assets, egecially govermment ssarities, som
rducss the maetary policy flexikility of the
central bank. Goverrments in Ada, egoecidly
Thd g faced with these andti msae incressingly
resorting to trade and capital account
liberalimd an to expend fadogn arrency and
wue the aapulsian a the emral ek to kep
hulding fadqu reserves. Tet is, if fmanad
Ieralistion is suamessfil, in the firkr msnee,
n adrating cgoital flows, it mevitddly trioges
firther liexaliad ay, Induding of cxpital atflows,
leeding to an in@resse in finandd fragility .

Thws, finandal lieralissd an that successfully
diracts coital flows limits the policy seace of
the govermment. In partialar, it mtraducss a
deflai mary bhias in fisal poli gy, ndependent of
the drcumstances with regerd to suply-side
angrants axd demand ddidengy . This erades the
daility of the State to deliver o its paliq
panses as gooears to ke tme arrently of the
Nedimal Comon Minimum Pragramme.

Investment Inflow to India

1996 : 1997: 1998: 1999 | 2000 ' 2001 | 2002 | 2003
97 |98 -99 2000, 0L ,_ 02 , -03 , 04 _
| | | | | | |
2,821 | 3,557 2,462 2,155 | 4,029 | 6,131 | 4,660 ' 4,675
s e e e e I S e i
46.00 ' 66.05'102.54' 4159 '59.35 ' 75.21 | 82.64 ' 20.12
| | | | | | |
| | | | | | |
3312 | 1,828' -61 | 3,026 | 2,760 | 2,021 | 979 11,377
[ el S e e e
54.00 | 33.95' -2.54' 58.41 | 40.65 | 24.79 | 17.36 | 70.88
v
| | | | | | |
6,133
|

Note: Data an FDI heve keen revised since 2000-01 with expanded coverage. These data, thedae, ae

not carperable with FOI daa far predous years .
Sarce: www.h.agin

The next section presents the views of Shri A. Vijayaraghwan, Rajya Sabha M.P., on the performance of
the UPA Government vis-a-vis the promises for rural India made in the National Common Minimum

Programme.



Q: How do yau view the QVP?

A: QP is a st of giddlines far the goverrment
UPA is an alliance of diffrent plii &l prtdes
and is also syported by left arties . S, nardly,
al thee pliti @l prdies have their an view
doot political agect as well as the ecmamic
agect of contwy, ulike the NDA goverrment
which was implementing the BIP agenda. Aoout
BIP agenda, there were two parts, aie wes the
communal agenda of RS and the seand wes
ecmnomic agenda of the Hindutva, which was
taally prorich and anti-peple. Tt wes the
reasn of the sethack of thet goverrment led by
BJP. Thexe palides resulted in inddencs like
comitting siddes by the peasanty. S these
defects must nct ke repeated. S naardly, the
new politi @l frant nesds a gideinefar ruming
the govermment. Rx a aaliti ;1 govermment thet
is a mwet. The QP reflets the wishes of the
hdan peple in generd.

Q: o, yau say thet the (M is a giideline, wich
is al incheive of its prmers and also it refleds
the wishes of the common pecple and this
govermment started waking an the gideline.
Though 100 days are not long enough time to
evaluate a government’s performance but one
can see how it has started. So considering that,
how do you evaluate first three months of the
government?

Interview

A: The comtry is pessing thrash a very diffi ait
pad sinee there is a big cdsis in agr adltire.
The faemast isse is to addess this prdolem of
peasanty, geeci ally of the poor agrd allhuaral warker,
saomd isse is wmenmployment, geecially in nrd
Fess, then there is malnuritd an, aiddedesths ...
Thee are thearess, vhere thewgent atenttan of
goverrment is nesded. Then of carse, we lavwe
pablemsrelated to the ecnomy - philic s
phetizati ay, and many cther things . At the time
of the BIP, thrust wes tatally towerds pavatizati an
-Irdd mal pivetizad an - thet would benefit aily
to a miacsapic minadty, the dcher ssdian of
ar scidy. D after this govermment caming to
power, we cn create soace, in the swidy.
ader to radde assistance to nral aress, the 10
thausandarare whi ch was given farnegletted aress,
fr agd allire, f aod far wark, midday mesl scheme
er . Tet it is better then BIP.

Q: T™e new govermment les not been able to ...

Al We cand expect the sea denge in the 100
days bt thrst is dear and the ansst is vy
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degr. There is no attapt fraom the govermment
to divi de the paple . Qring the NDA goverrmeant
main prablem was, there was an attenpt an part
of the anfral govermment to divide the mindsst
of the general phlic m the caste and commund
Ines, which was totally against the kasic
fonddian of the contty. Asfar as this new
govermment is amcemed, thee is no such
attat. et itself is a rdid far a contry lke
ars .

Q: Coming to the nral and agd ailtiral ssars,
what specific steps are coming to your mind,
which the government took in this short
period?

Al Yai just go tirough the budget (2004-05).
The deredm is towerds thee ssdas. Thee
is an attempt far inaceasing the nrd
Ifrastudare, wich will etencee the praduddvity
in agdaltre. Ssandy, the nral erployment
sheme and nral development ghemes, lavwe
een streamlined in a way thet will prodde nrd
employment. o tet adentddim is there bt I
hae a fesling thet the govermment les to give
mae aephasis an the inmplementsia (gart).
With regprd to the peicus goverrment, they
vwere also pramising big bendits fa the nrd
poar and pessantry bt they never implemented.
Tret cshaild nat ke repeated . Now the dentsim
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is very much visible and there is an eamet
efat fraon the new government and at ewery
level sane kind of coxdinad an is needed.

Q: e QP pramises, “The UPA Goverrment will
immediately enact a Naional Employment
Quaantee At.” Wet is the pragres?

A Yesh, ttet is an area an which wrgent atentian
is needed. Because the employment is nd
haeessing in acoxrdance with the inaeease in the
pxiation Itisrather les, the pooulati an growth
is 1.8% and employment gowth rate is 0.95%,
just helf. So nabraly, thee are problems,
mgad o is repoted fran nural aress to the wken
Fess. Rx exanple, nearly doodt 1.3 millian
women workers migated fram the villages and
nearly oot 110 millim agriadbural wakers and
mral poxr lave alreedy migaed fran the nrad
aess to the womn aress . Tet itself isavay khig
rablem. The main reasam is the dmp of
enmployment in the agd allbire ssctar, dudng the
priad of llralissial Erlie thee wes nerly
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Interview

“The PRIs
have to be
taken as the
implementing
agencies of
the
employment
generation
schemes”
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about 120 days ar 0 of earployment in a year
for the warkas , nov the waddng days have come
down to some 70-80 days of work. And the
freios) amntra govermment even tok a dedsian
to nct cllect data on employment in nral aress .
They are na keeping a database far the
enmployment awailddle in the nral aress . Wet daes
it how? They are qite afrdd aboxt thet. If such
areport would come n frant of the nad an thet
will adersely affect the image of the govermment
S naardly, vwhen they are no mare in the ofiice,
wgmt sep shaild ke tsken to inmplement the
employment grantee scheme.

There are so many employment generaion
shemes, bt with reprd implementzgia they
dn't have any flexible mies, and there is a
uifam pattem throgh out the contry. The
pdblems in Kerala wauld ke different ttet thet
in Biter. heefar it shaild ke flexide . Ssamdly,
there is an attept to bypass the RIs. Tet
dhaild ke stggped. O many sthemes are thee,
which could be inplemented praperly by BRI s. The
breauaas are bypassing the FRIs by promdding
NGOs . The nral amployment sheme mmey is nd
eing wilised praoerly, because there is a nexs
between the coruct N and comypt breacas .
Tret is manly responsible. This is byessing the
PRTs. The PRIs have to be taken as the
implementing agendes of the employment
gmeadim schemses.

@ There are two aspects of this act. One, this
act has to be passed in the parliament. And
the other is reallocation of the resources. Zbaout
the first Ert, is there any rayes? Is there any
comittee formed, a haw is it gang?

A: That is only 100 days for this government
and it will take time. But we will have to
pressurize the government. In my view utmost
priority should be given to this act.

Q: Is there any gecific sgetian an yaur part
a1 how some mareresorass can be generated
for this poposs?

A: Thee are diffrent shemes and grants; we
e to pt all theprayrammes tagether and same
addbimad resoras. I thirk theresoroe would
nct ke a prdolem. A ndd aal ansmas will exdlwe
natrdly, becaee it is needed far the conty.
Q: QP promised “Immediate stees will ke teken
to ease the brdan ofddet andhich interes rates

a1 farm lcens” What steps have been taken in
this regard by the government?

A: The lcmns of the amdl farmers chould be
written off ie. the lons W to Rs. 1 lakh shadld
e wrtten off. e it is dme the poxrer st an
will ke at of the ddsis . Rx the middle psasantry,
the mterest shadld ke lowered. $ the ggroaches
for the diffrent dass of the farmes shaild ke
different

Q: Bt thefarmers leve taken lcensfram private
maeylenders and are in such a cdsis tet they
ae comitting ai d¢des. How can the government
provide immediate relief to those farmers who
have taken loans from the private
moneylenders?

Al Theeare two ways . ue, praoeer atian shadld
ke taken agping: these mmeylendas . 2nd seand,
the government schould promote pecple’s
associdions to act against the private
mameylendas . Pagple’s sypat is nesded tirouch
Gam Sabha and dther mechanisms to antrd the
local private moneylendes. Also, lepl adiom
shaild ke teaken agpinst them to get kack the
bank documents, radon cards and othe
documents, wiich they have taken from the
peple. S, thexe atims and alseo finandd
assistance tlrough banks, cogoeratives etc. &
needed .

Q Isthee sy atdia o part of the govermment
in this dirvedd ar?

A: The gate govermments an teke add ans; thee
afdims camct ke téken fran Delhi. A gened
dretion can go from hee and the state
govermments heve therdle to play .

Q: We have talked about agriailture and
employment in the nral aress. Wut aoot the
kesi ¢ s=vi aes like drirking weter, eduaion and
hedlth in the nral aress?

A: The Rs. 10,000 corae budgetry supoort
poided in the lbudget les bem raised to Rs.
12, 000 crare. This maey will ke vsd far these
paposes . Rral Ifrastudare and health and
eduaian.

Q: As an MP are yau satisfied with the dretdian
this government is taking or is thee a
disggoointment?

A: I canmct say thet there is a dmic denge.
Bt we are hapefil.

Q Isthee anything soecifi ¢ thing, which you as
an MP had expected this government will tke
wp, very immediately in two tdree manths, wich
they delayed ar have nd dane?

A: Two things . (ne is the speedy inplementzian
of thee prayrammes, wich has to be earmaked
by the Planing Comissim. Seamdly, they have
to check the Ifladi an. Bven thath it is a legpcy
xeated by the pradias govermment. Govermment
Tes to check the inflad o

Shri A. Vijayaraghawan, CPI(M) is Member of
Parliament, Rajya Sabha
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