The Economic Survey of India 2008-09


The Union Finance Minister Pranab Mukherjee tabled the Pre-Budget Economic Survey for 2008-09 in the Parliament on July 2, 2009. With the United Progressive Alliance (UPA) government back in power for a second term in office, with a thumping mandate and without any encumbrances, the Pre-Budget ‘Economic Survey 2008-09 has charted out a roadmap for sweeping financial sector reforms. It also envisages an ambitious programme for public sector equity disinvestment, decontrol of sugar, fertilizers, drugs and petroleum based fuels, openings up of the railways to the private sector and easier foreign direct investment (FDI) norms in defense, retail trade and insurance.


The Survey noted that the worst of the global meltdown was over. AGDP (Gross Domestic Product) growth of up to 7.5 per cent would be possible during 2009-10, it said while cautioning that financial investors could be manipulating global oil and commodity prices.


The Survey, also pitched for radical tax reforms, including phasing out of all surcharges, cesses and transaction taxes, introduction of a new Income Tax code, review of the Customs duty exemption and moving to a uniform duty structure and implementation of a Goods and Services Tax (GST) from April 01, 2010.


Even as opposition has been expressed by coalition partners of the (UPA), the Survey favoured divestment of up to 10 per cent equity in all unlisted Public Sector Undertakings (PSUs) and auctioning of all unviable units for mopping up Rs. 25,000 crore annually through this route.


Alongside, although there are signals that the economy has seen the worst in the wake of the global meltdown, the Survey warned that the situation called for a “close watch on various economic indicators, including impact of the economic stimulus and developments taking place in the international economy.”


In a snapshot of the economy during 2008-09, the Survey said: “The Indian economy has shock-absorbers that will facilitate early revival of the growth,” especially with the banks remaining financially sound and the country’s foreign exchange reserves and debt position “within the comfort zone. “The impact of the global crisis on the Indian economy had been “palpable” in the industry and trade sectors and had also affected the services sector, it said.


On the FDI front, the Survey sought a reduced role for the government, end of State monopoly in areas like the Railways, coal and nuclear power and upto 49 per cent foreign equity in defense and insurance. It also suggested FDI in multi-brand retailing, beginning with food.


Fuel pricing: As for freedom for control in fuel pricing – coming a day after petrol and diesel prices were hiked – the Survey said the government should develop a policy response system and financial buffer for use when oil prices rise above $ 80 a barrel in the global market.


Suggested faster reforms in the Banking sector, the Survey said the government should amend the laws to align voting rights in banks with equity holdings, apart from raising FDI limits: It also made a case for linking interest rates on small savings schemes to debt instruments of the government or rates of bank deposits of similar maturity.


For orderly development of capital markets, the Survey said all financial market regulations should be brought under the purview of the Securities and Exchange Board of India.


Agriculture Growth Rate Drops: 

The Economic Survey has painted the Agriculture sector in a rather bleak picture with a sudden drop in the growth rate during 2008-09 to just about 1.6 per cent.


The Agriculture sector had recorded an average growth of about 4.9 per cent over three years, from 2005-06 to, 2087-08, lending credible support to the overall growth in the GDP. However, the report said the performance needed to be viewed in the light of the high base of the previous years and the fact that the sector was subject to sharp fluctuations and remained vulnerable to the vagaries of nature.


The sector, which accounted for 21.7 per cent of the GDP in 2003-04, accounted for only 17.8 per cent of the GDP in 2007-08.


Foodgrain production during 2005-06 to 2007-08 had shown an annual increase of 10 million tones, but in 2008-09 it improved only marginally by 1.97 million tones to stand at 222.85 million tones – short of its target of 233 million tones.


While rice and wheat production fell marginally short of target, the production of pulses was lower by 8.5 percent, oilseeds by 11.4 per cent, sugarcane by 14.9 per cent and cotton by 10.5 per cent.


The Survey maintained that since expansion of agricultural land was limited, the way out was multiple cropping, while a long-term output growth was possible only by an improved yield.


It, however, pointed out that the yield of most crops had not improved significantly and in some cases, had fluctuated downwards.

SWEEPING TAX REFORMS SOUGHT:

Strongly pitching for a restricting of tax policy, the Economic Survey suggests phasing out of various surcharges, cesses and transaction taxes, imposed by the government over the years in order to broaden the tax base.


The Survey suggested phasing out taxes like the Commodity Transaction Tax (CTT), Securities Transaction Tax (STT) and Fringe Benefit Tax (FBT), which industry too has been demanding for quite sometime. The phasing out of CTT was also proposed in the Budget of 2008-09, but was not notified. At present, the government levies a surcharge of 10% on those earning Rs. 10 lakh and above per annum. The industry has been demanding removal of the surcharges to simplify calculation and increase disposable income.

Cut in Customs, Excise Duties Suggested: Cautioning that global meltdown, particularly “in the U.S. and European Union, could impact India’s export growth during 2009-10, the Economic Survey has stated that the government should cut excise and customs duties, streamline export promotion schemes and pay special attention to infrastructure to overcome the contracting exports.


India’s exports, after registering a healthy growth rate of over 30 per cent in the first half of 2008-09, turned negative from October 2008.


In the last fiscal, exports grew by a meager 3.4 per cent to $ 168.7 billion.

MIND THE FISCAL GAP:

The Economic Survey says the Centre’s fiscal deficit be brought down to 3% of GDP as suggested by Fiscal Responsibility and Budget Management (FRBM) Act. It says the government should assess the possibility of having a new target of eliminating fiscal deficit, but with the flexibility that it could be widened at a time of economic downturn.


The government’s fiscal deficit in 2008-09 had widened to over 6% of the GDP on account of tax cuts, Sixth Pay Commission award, farm loan waiver, and subsidies. Though the government has estimated fiscal deficit in the current financial year, 2009-10, at Rs. 3,32,835 crore, or 5.5% of the GDP, cut in excise duty and service tax, slowing tax collections, payment of Sixth Pay Commission arrears, subsidies and additional spending on government programmes may push it further, unless spectrum auction and disinvestment are fast-tracked.


Disinvestment alone can fetch the government at least Rs 25,000 crore annually, going by the Survey’s estimates. Though the major contributors to the deficit-subsidies-may continue in 2010-11, other factors such as the Pay Commission and farm loan waiver would not be there to put pressure. With tax collection reflecting a recovery of sorts, the government finances may get an additional boost if it is able to push through a major indirect tax reform-rolling out the ambitious goods and service tax.


Incidentally, while the Centre deals with pressure on its fiscal, states have managed to maintain aggregate fiscal deficit within the overall borrowing ceiling of 3% of the gross state domestic product.


But states, after getting a relaxation of 0.5% in the target for 2008-09 and 2009-10, have sought another 0.5% easing in the current financial year. Though even states’ fiscal situation would benefit from the switchover to GST, there is a potential threat to it from implementation of state level pay commissions constituted following the implementation of the Sixth Pay Commission.


The Survey says a number of factors would make fiscal consolidation possible: the pay commission arrears of 60% of the total payout would have been paid out in 2009-10, most of the farm loan waiver amounts would be paid out in 2009-10 leaving marginal amounts for the next year, much of the decline in business and corporate tax collection is cyclical and will tend to be reversed when growth accelerates from the second half of the year and the expected introduction of goods and services tax (GST) in 2010-11 would provide an opportunity for setting the indirect tax system on the path to producing a sustained increase in revenues.

GOVERNMENT APPETITE ENERGISES ECONOMY:

Despite worsening exports and a sharp fall in expenditure on account of private consumption, the respectable growth of 6.7% in the GDP-achieved in 2008-09-was largely possible due to the contribution of enhanced government consumption. When the contribution of private consumption to aggregate growth declined dramatically from 54% in 2007-08 to 27% in 2008-09, the damage was controlled by an increase in government expenditure.


Government expenditure rose from 8% in 2007-08 to 33% in 2008-09. This helped cushion the fall in economic growth on account of worsening private consumption and also negative growth in the external trade account.


The share of private consumption in GDP at market prices has also been on a declining trend during 2002-03 to 2008-09. It stood at 64% in 2002-03 and declined to around 57% in 2007-08. Private consumption expenditure had a share of 55% of the GDP in 2008-09 while government consumption expenditure accounted for 11%


The share of gross capital formation in GDP has been on a rising trend, increasing from 27% in 2003-04 to 36% in 2007-08, supported mainly by an increase in gross fixed capital formation.
	DEEP POCKETS

	
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09

	Consumption (Pvt.)
	38.8
	46.3
	38.7
	53.8
	27.0

	Consumption (Govt.)
	4.8
	7.1
	5.8
	8.0
	32.5

	Gross Capital formation
	71.3
	63.8
	45.6
	55.7
	NA

	Gross fixed capital formation
	56.4
	51.3
	43.9
	43.6
	42.5

	Net exports
	10.1
	-41.1
	-13.2
	-14.0
	-29.5

	Contribution to growth (5) of GDP



While looking at the consumption basket, private consumption data indicated people spent more on food, beverages, tobacco, clothing and footwear that neutralized the decrease in expenditure on furniture, furnishings, medical care, transport and communication. Despite lower private consumption, expenditure at constant prices grew at 8% per annum in 2007-08 as compared to 6.4% in 2006-07. The expenditure on food and beverages constituted 42% of total private consumption followed by transport and communication 16% and 9% on gross rent, fuel and power.

HIGHLIGHTS:

3D Vision: Decontrol; Denationalize and Disinvest

· Disinvest at least 10% of all unlisted PSUs, auction unrevivable loss-making ones, raise minimum Rs. 25,000 crore a year through divestment.

· 7% growth forecast for 2009-10 : 6,00,000 jobs lost in the country in the four months starting October 2008. 4.5 Crore households benefited from the rural job guarantee scheme.

· Decontrol petro product prices, phase out subsidy on kerosene, limit cooking gas subsidy to 6-8 cylinders per household per annum.

· Do away with government OK for retrenching workers in big units while increasing compensation, allow contract labour in non-core work.

· Hike foreign equity cap in insurance and defense production to 49% with 100% in special categories.

· Allow private entry and 49% FDI in nuclear power.

· Denationalize coal, sell old oilfields to private sector and make power supply competitive by allowing open access.

· Let public hold more equity in PSU banks, gradually increase FDI limits in banks and ease foreign entry.

· Phase out commodities transaction tax, securities transaction tax and fringe benefit tax, rationalize dividend distribution tax to avoid double or zero tax.

· Lift ban on futures contracts in financial markets, develop exchange-trade spot, futures currency markets.

· Allow FDI in multi-format retail, starting with food.

· Decontrol sugar and fertilizers, switch producer subsidies to consumer subsides.

· Limit drug price controls to essential drugs with less than five producers.

· Set up environment regulator to give clearances, let ministry deal only with policy; keep housing and real estate development out of central environmental regulation.

· Increase work week to 60 hours and daily limit to 12 hours to meet seasonal demand.

· Have single regulator for all forms of transport-highways, rail, ports and air.

· Scrap indirect taxes on buses, allow private players to improve public transport.

· Delink spectrum from telecom licenses; auction it and make it tradable among license holders.

· Allow private sector to run trains to tourist destinations.

· Corporatize departmental enterprises providing commercial services, convert port trusts into listed firms with minimum 49% public equity.

· Link small savings rates to government bonds/bank deposits.

· Enact new bankruptcy law for speedy, effective redeployment of assets.

· Streamline land use conversion from rural/semi-rural to urban communities.

· Bring all financial markets under SEBI Regulation.

· Implement police reforms, review old laws.
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