
VOYAGE FROM ’91
Elusive Search for
Inclusive Growth

Quick rebound to 8% growth a year after
the downturn has economists worried if
govt is complacent about sustaining this
growth without more reforms. But unlike
the notorious  4% ‘Hindu rate of growth’
of the past, 8% is not self-sustaining

* Advance Estimate Source: IMF

Rebound in GDP
growth is quick
and fast…

…and per capita
income doubled in
less than 10 yrs…

% annual change in GDP at
constant prices

Per capita income in $

…confirming India’s rise to the third largest
economy in 2050 with a GDP of over…

$40
A recent Citibank study estimates that India
could be the second largest economy by 2050 

Trillion 

…but India also has
the largest number
of poor…

…and rich are
prospering faster
than the poor

People living on less 
than $1.25 a day

% share in total income 

Top 20% of population
Bottom 40% of population
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HE BUDGET
seeks to ad-
vance macro-
economic stabil-
ity, by reining in

the fiscal deficit to a lower
than budgeted level, as a
share of GDP for the current
fiscal and to 4.6% in 2011-12.
Public debt as a share of GDP
is eight full percentage
points lower than that de-
manded by the path of fiscal
rectitude laid down by the
13th Finance Commission.

This it manages by cutting
overall expenditure as a pro-
portion of GDP: from 15.4%
in 2010-11 to 14% in 2011-12.
However, capital expenditure
by the government is coming
down from 13.4% of the total
expenditure to 12.7%. So, if
growth is to be driven by pri-
vate sector investment,  poli-
cy and finance to guide it be-
come even more important.

The finance bit is being tak-
en care of, particularly for the
infrastructure sector through
assorted means: raising FII
investment in medium term
corporate debt for infrastruc-
ture five-fold to $25 billion, en-
hancement of the foreign in-

vestment cap in insurance,
extension of tax sops to some
more sectors by classifying
them as infrastructure (agri
storage is straightforward,
but fertiliser is a stretch), cre-
ation of income-tax-exempt
debt funds, tax-free bonds
worth ̀ 30,000 crore for infra-
structure — all this, on top of
a 23.3% step-up in the govern-
ment’s plan expenditure.
Policy on releasing land re-
mains a hurdle, though.

Financial sector reform is
on, so is major reform of
both direct and indirect tax-
es. The minimum alternate
tax on special economic
zones and on units operat-
ing in them is unsettling
from the perspective of sta-
bility of announced tax
regimes and credibility of

policy, but a positive, from
the point of view of remov-
ing or reducing tax exemp-
tions and moving closer to
the ideal of bringing all eco-
nomic activity under a uni-
form tax regime.

Subsidies are intended to
take a hit. While the burden
of major subsidies (oil, fer-
tiliser and food) went up 42%
from the budgeted level, to
nearly ̀ 154,000 crore this fis-
cal, for the coming year, the
government expects this
subsidy bill to actually come
down 13%. And this cannot
be on account of the pro-
posed welcome move to cash
transfers in the case of fer-
tiliser, kerosene and cooking
gas subsidies, because the
framework for such trans-
fers will be ready only by the
end of the year. The only way
the government can realisti-
cally target a lower subsidy
outgo is by raising retail
petro-fuel prices. This could
well happen after the assem-
bly elections of West Bengal,
Kerala and Tamil Nadu. 

Public sector disinvest-
ment is on, and at realistic
levels. Farm sector reform
also gets some well-deserved
attention. The potential for
volatility of capital flows cre-
ated by new liberal openness
to portfolio flows is the only
major drawback from a
macro point of view.
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Big Bucks
for Infra
Reform
WITH the
government’s own
outlay jumping by
more than 23% to
`214,000 crore,
infrastructure is a
big gainer. Long
term overseas
money will also
flow in, because the
FII market for 5-
year infrastructure
bonds has been
quintupled, to $25
billion per year.
Agencies like the
Railways and NHAI
can issue tax free
bonds worth `30,000
crore to boost
railways, roads,
ports and housing.
Now, start building. 

Financial Reforms Get Going
A big push for financial sector reforms, on hold for the last 6
years. Laws to raise overseas investment in insurance to 49% from
26%, hike the share capital of India’s largest life insurer, LIC,
from ̀̀``5 crore to `100 crore are on the anvil. So are two new Bills to
create a pension fund regulator and to reform archaic banking
laws. Intentions are fine, but will the government have the
majority in the Rajya Sabha to push these reforms through?

Divestment to Boost Revenue 
The exchequer will end up with `22,144 crore
after selling stakes in PSUs this fiscal. While
stake sales in ONGC and SAIL could happen
this year, the proceeds from the SAIL sale
could go on the government’s books next
year. Next year’s target is `40,000 crore, with
stakes of several PSUs including PFC on the
block. If successful, these sales could help
the FM meet his tight deficit targets. 

Towards a Leaner Debt Profile 
The government seems to be on track in its
mission to reduce public debt as a
percentage of GDP. It has set next year’s
target at 44.2%, much lower that the 52.5%
target of the 13th Finance Commission. 

A Fine Balance
Between Growth
and Prudence

Macro

impact on

India will grow faster
at 9% in 2011-12,
powered by services &
manufacturing sectors

The fiscal deficit will fall
to 4.6% in FY12 from
5.1%, the revenue
deficit will dip to 1.8%

Kerosene, cooking gas &
fertiliser subsidies to be
transferred in cash
directly by March ’12

Overall social sector
spending goes up 17%,
education & healthcare
get 24% & 20% more

UNION BUDGET 2011-2012

Social sector spending boost to ensure aam aadmi associates himself with rising India14
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Lower Debt, More Froth

T K ARUN

COMMENT

Fails to Dazzle
but Pushes
Both Growth
and Reform
THE BUDGET LACKS 
sparkle, but is, on the whole,
positive in terms of
macroeconomic impact,
reform intent and specific
sectoral focus. It pushes
forward the proposed major
tax reforms (the direct taxes
code and the goods and
services tax), brings down
the fiscal deficit and overall
public debt to prudent levels
and jacks up infrastructure
financing . It advances
financial reform, with
needed laws and separating
public debt management
from the monetary
authority. It also gives
specific attention to farm
sector investment and
marketing. 
Yet there are two major
negatives. One, the Budget
opens the door wide to
external portfolio
investment flows, both into
equity and into debt. This is
a potential source of major
instability. True, the
fickleness of foreign
institutional investment is
hugely exaggerated. Yet it
makes little sense to
quintuple FII investment
into infrastructure debt at a
time when a dollar, euro or
yen carry trade is the
easiest thing to do. 
The other downside is a raft
of export duties on farm
produce, which favour
domestic industry that  uses
these products as raw
materials, and prevent
farmers from benefiting
from the global rise in farm
commodity prices.

India lived frugally before 1991. Constraints were many and choices few. The pre-liberalisation era saw serpentine
queues for everything — from jobs to two-wheelers. Today, there’s a waiting line of a different kind: that of the world
looking to come to India. The result: a new India enjoying unprecedented growth and development

M C C A N N  W O R L D G R O U P

FM needs to be applauded for taking the issue of public debt head-on, and staying the course on tax 
reforms. But his move allowing more ‘fickle’ FII investment in infrastructure is a bit of a letdown

what it means for the economy

economy

THE BUDGET IS WELL
conceived. It strikes a proper
balance between growth and fis-
cal consolidation. The fiscal
deficit for 2011-12 is budgeted to
come down to 4.6% of the GDP,
from 5.1% this year, which is
largely due to strong growth. 

Though in absolute terms, the
revised estimate of the fiscal
deficit is higher than the budg-
et estimate, these figures do in-
dicate that the process of fiscal
consolidation is continuing. In
fact, it is a slight improvement
over the road map suggested by
the 13th Finance Commission.
However, the revenue deficit re-
mains high. This is so even after
allowing for some of the rev-
enue expenditures being treat-

ed as capital expenditures.  We
need to give priority to contain-
ing the revenue deficit.

It is important to focus on some
of key expenditures like subsi-
dies, if we have to bring down the
fiscal deficit. The total subsidies
budgeted for 2011-12 are higher
than the Budget estimates of
2010-11 but lower than the re-
vised estimates. It is obvious that
the budgeted level of subsidies
can be maintained only if some
policy actions are taken with re-
spect to petroleum prices and fer-
tiliser subsidies. Some policy ac-
tions are implicit in the level of
subsidies indicated.

The funding requirements of
the infrastructure sector are
large. We need to find innova-
tive ways of raising resources
for implementing infrastruc-
ture projects. 

Specialised infrastructure in-
stitutions created need to be
funded adequately. It is in this
context, we must look at the ad-
ditional scope provided for FII
investment. FII inflows into
debt instruments are likely to
be less volatile. While foreign
direct investment is the  pre-
ferred alternative, we should
not shut out other avenues of fi-
nancing.  However, a limit has
also been set on the amount of
debt. On the whole, I do not feel
that these inflows will be dis-
ruptive of the economy.

C RANGARAJAN
CHAIRMAN, PM’S ECONOMIC
ADVISORY COUNCIL 

By Invite

Spending
Checks

Restoring order

Talking Point
Public debt as share of
GDP below targeted level

` 12,16,576 crore
TOTAL REVISED GOVT
SPEND FOR FY11, UP
18.7% FROM BUDGETED

` 5,11,630 crore
REVENUE FORGONE ON
EXEMPTIONS IN FY11

Maintaining Macro
Economic Stability
In Focus
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DSP BlackRock Liquidity Fund (DSPBRLF) is an open ended income Scheme, seeking to generate a reasonable return commen
surate with low risk and a high degree of liquidity, from a portfolio coiistituted of money market securities and high quality debi
securities. Asset Allocation: Money market securities and/or Debt securities* with maturity of 91 days — 80% - 100% ( Debi
securities may include securitised debts upto 30% of the net assets.) DSP BlackRock Money Manager Fund (DSPBRMMF) is ar
open ended income Scheme , seeking to generate reasonable returns commensurate with low risk and a high degree of liquidity, fror r
a portfolio constituted of money market securities and high quality debt securities. AssetAllocation: Money market securities and/oi
debt securities which at the time of purchase have residual or average maturity of less than or equal to 387 days or have put options
within a period not exceeding 367 days: 65%-100%; Debt securities, which , at the time of purchase have residual or average maturity
of more than 367 days: 0%-50% (Debt securities may nclude securitised debts up to 75% of net assets). Common Features: Nc
entry/exit load. Sale and redemption of Units on all Business Days at Purchase Price and Redemption Price. Switching facility subjecl
to prevailing terms of the scheme, SWP and STP facilities available in each plan of the scheme, Minimum investment Regular Plar
- Rs. 5,000; Institutional Plan — Rs. 1 crore . Declaration of NAV on all days. Redemption normally 1 Business Day for DSPBRLF and
3 Business Days for DSPBRMMF. Previous day NAV applicab e for all applications received prior to cut off time subject to specified
conditions. Nomination facility available, subject to applicable conditions as per the Statement of Additional Information (SAl) and
Scheme Information Document (SID). Statutory Details: DSP BlackRock Mutual Fund was set up as a Trust and the
settlors/sponsors are DSP ADIKO Holdings Pvt. Ltd. & DSP HMK Holdings Pvt. Ltd. (collectively) and BlackRoclc Inc. (Combined
liability restricted to Rs. 1 lakh). Trustee: DSP BlackRock Trustee Company Pvt. Ltd. Investment Manager: DSP BlackRock
Investment Managers Pvt. Ltd. Risk Factors: Mutual funds , like securities investments , are Subject to market and other risks
and there can be no assurance that the Scheme’s objectives will be achieved. As with any investment in securities, the NA’�
of Units Issued under the Scheme can go up or down depending on the factors and forces affecting capital markets. Pasl
performance of the sponsor/AMC/mutual fund does not indicate the future performance of the Scheme. Investors in the Scheme are
not being offered a guaranteed or assured rate of return. Each Scheme/Plan is required to have (i) minimum 20 investors and (ii) nc
single investor holding>25% of corpus. If the aforesaid point (i) is not fulfilled within the prescribed time, the SchemefP lan concerne d
will be wound up and in case of breach of the aforesaid point (ii) at the end of the prescribed period, the investor’s holding in excess
of 25% of the corpus will be redeemed as per SEBI gu delines. DSPBRLF and DSPBRMMF are the names of the Schemes and
do not in any manner indicate the quality of the Schemes, their future prospects or returns. For scheme specific risk factors ,
please refer the Scheme Information Document (SID). For more details , please refer the Key Information Memorandum cuni
Application Forms, which are available on the website , www.dseblackrock.com. and at the ISC5/Distributors. Please read the
Scheme Information Document and Statement of Additional Information carefull y before investing.




