                                        NEWSLETTER

     At the beginning of 2008, there are several elements in the fiscal horizon that require examination..

      The buoyancy in direct tax revenues on account of  impressive GDP growth has given rise to the question whether there should be a cut in taxes (direct or indirect) or whether there should be increased expenditure in priority sectors.   This will be discussed in a meeting of the PERT Advisory Committee, which will be also attended by special invitees.   Someone should also examine whether the buoyancy will be sustainable to the same extent as in this financial year.   Should some debts be retired?   Should one wait for the new income tax  legislation?  One should not also forget that the euphoria would dissolve into thin air, if off-budget items such as oil bonds and FCI bonds were shown in the budget in the legitimate interests of transparency.

     There are at the same time demands on the expenditure side, waiting on the wings.   The forthcoming recommendations of the Pay Commission are expected to increase substantially  the wage bills of civilian and defence staff  of the Centre and as a corollary the wage bills of staff and teachers in the States.   The National Rural Employment Guarantee Scheme is being extended to cover the entire country.   The subsidy bill of the Centre has reached the order of one lakh crores, a situation to which the Prime Minister has drawn attention.   There will also be a temptation to announce new schemes with the forthcoming elections in mind. 

     The Finance Minister and other policymakers are increasingly stressing the need for better efficiency and targeting of subsidies and better implementation of schemes such as the NREG.   It is interesting that the terms of reference of the recently established 13th Finance Commission include the question of better ‘outputs and outcomes’.   It will not be out of place to mention that PERT drew attention to the importance of delivery of public services quite some years ago.   In the PERT documents, one will find a useful flow chart of the delivery of public services and also a recommendation for the certification of major programmes to ensure that the necessary procedures and other prerequisites are in place from the beginning to ensure successful delivery

     Apart from the Finance Commission, a Commission on Centre-State Relations has been constituted last year.   Its terms of reference also include financial relations and the augmentation of resources of the States.   It is expected to report in two years.   PERT organized a talk in this respect in January by Mr.G.V.Ramakrishna, who had, as part of his varied experience, served in the Sarkaria Commission.   His talk will be published by PERT.   

     An important development in regard to State finances is the introduction of VAT and the reported increase in revenues thereby in most States.   It has to be seen what the different States will do with that increase.   One only hopes that with the forthcoming parliamentary/assembly elections, they do not venture into populist schemes.

     There may be a sense of congratulation about the achievement of the targets of the Fiscal Responsibility and Management Act on the part of the Centre.  This year’s budget will have to signal the elimination of the revenue deficit.   Will it do so or the ‘pause button’ will again be pressed? Regardless of that, the important point is that the revenue balance will have to be maintained in future years.   The same requirement applies to the States, though different States have adopted different target dates for the elimination of the revenue deficit.   Fiscal discipline is inescapable.
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     After a lean second half of 2008, activities picked up, as will be seen from the calendar of events.   We were able to send considered views to the Finance Minister on budget expectations and the  Direct Taxes Code.   The views on Direct Taxes Code were formulated by a high level team of M.R.Sivaraman, T.S. Krishnamurthy and V.Ranganathan, the earliier discussion also attended by S.Rajaratnam, G.Narayanaswamy and P. Murari, Adviser to FICCI all members of our Advisory Committee.   Views on TNEB Finances were sent to Chief Secretary, Tamil Nadu and the Chairman, TNEB.   Those views and a paper by D.S.Hanumantha Rao, Expert, and Advisory Committee member are both presented under ‘Viewpoints’ on this website.

     It was a disappointing and somewhat frustrating experience that matters of social importance such as insurance for the unorganized sector, public health delivery systems for the poor, the new pension scheme and TNEB finances which were discussed in PERT meetings drew a poor response, with the audience for each meeting being not more than twenty or so.   So much for our social awareness.

     We should also note that the new pension scheme which is no different from what many banks are already offering, has had a poor reach and the government health insurance schemes seem have problems in benefiting the poor.

     An initiative taken by PERT this year has been to constitute an Academic Advisory Council to enhance interaction with schools and colleges.   The members of the Committee are listed under ‘Members’ in the website.

    The fiscal developments this year are not encouraging.   The structural problems in the central government finances are clearly emerging..   My views on the subject are contained under ‘Viewpoints’ in the website.

    As I conclude, I find in the Business Line of 14th December, 2009 an article by Mr.S.Venkitaramanan (Chairman of our Advisory Committee) drawing attention to an article in the Newsweek of 7th December by Prof. Fergusson of USA on USA’s public debt which refers to the rise of public debt in certain countries resulting in the decline of their imperial power.   The USA might join the Club.   Any lessons for other countries?
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