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CHALLENGES FOR THE BUDGET 2009-10 
The first budget of the newly elected government of India is already being touted as the most 

important budget in the history of the country. There are huge expectations from Dr. 

Manmohan Singh’s government to change the course this nation. However, past actions and 

now the slowdown has made this budget exercise much more challenging. The following are 

some of these challenges that the finance minister, Mr. Pranab Mukherjee, will have to face 

this time. 

REDUCING FISCAL DEFICIT 

The world economy is going through extra-ordinary times. The slowdown in the world 

economy following the sub-prime crisis has never been seen since the Great Economic 

Depression. To counter this retardation, the governments around the world have 

increased public spending taking it to record levels compared to the recent past. 

  

It’s a catch-22 situation for the Indian government. It has been trying to exorcise the ghosts of 

imprudent fiscal management in 1980s, when the government debts ballooned to 

unmanageable levels. The interest payments are still one of the biggest drains for the 

exchequer (See the interest payments in the table below). 

 
Receipts and expenditure of the Central Government (Rs Crore) 

Column1 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2008-09 (RE)  

1. Revenue receipts (a+b)           263,813.00           305,991.00           347,077.00           434,387.00           541,925.00           602,935.00           562,173.00  

(a) Tax revenue (net of States’ 

share) 
          186,982.00           224,798.00           270,264.00           351,182.00           439,547.00           507,150.00           465,970.00  

(b) Non-tax revenue             76,831.00             81,193.00             76,813.00             83,205.00           102,378.00             95,785.00             96,203.00  

2. Revenue expenditure           362,074.00           384,329.00           439,376.00           514,609.00           594,494.00           658,118.00           803,446.00  

of which:         

(a) Interest payments           124,088.00           126,934.00           132,630.00           150,272.00           171,030.00           190,807.00           192,694.00  

(b) Major subsidies             43,535.00             44,753.00             44,480.00             53,495.00             67,498.00             67,037.00           122,728.00  

(c) Defence expenditure             43,203.00             43,862.00             48,211.00             51,682.00             54,219.00             57,593.00             73,600.00  

3. Revenue deficit (2-1)             98,261.00             78,338.00             92,299.00             80,222.00             52,569.00             55,183.00           241,273.00  

4. Capital receipts           207,390.00           192,261.00           158,661.00           149,000.00           170,807.00           147,949.00           338,780.00  

of which:         

(a) Recovery of loans*             67,165.00             62,043.00             10,645.00               5,893.00               5,100.00               4,497.00               9,698.00  

(b) Other receipt             16,953.00               4,424.00               1,581.00                  534.00             38,795.00             10,165.00               2,567.00  

(mainly PSU disinvestment)         
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(c) Borrowings and other 

liabilities $ 
          123,272.00           125,794.00           146,435.00           142,573.00           126,912.00           133,287.00           326,515.00  

5. Capital expenditure           109,129.00           113,923.00             66,362.00             68,778.00           118,238.00             92,766.00             97,507.00  

6. Total expenditure [2+5]           471,203.00           498,252.00           505,738.00 583,387.00           712,732.00           750,884.00           900,953.00  

  

In the current scenario the government has to walk the tight rope. Should it increase its 

investments, thus expenditure, to spur up the growth, or should it try to return to fiscal goals, 

as mandated by Fiscal Responsibility and Budget Management (FRBM) Act? It is easy to cite 

the extraordinary economic scenario to increase the fiscal deficit further, but the mouth of the 

deficit monster will keep widening. 

 

While the government wishes to continue with measures to promote inclusive growth, the 

means of funding these measures have become a question of concern especially because of 

rising public debt. Open market borrowings have a tendency to increase the interest rates and 

effect lending and borrowing in the economy. Increase in direct taxes reduces the spending 

capacity which adversely affects consumption driven economies like India.  

FURTHER READING 

http://in.reuters.com/article/globalCoverage3/idINIndia-40752220090702?sp=true 

http://www.rediff.com/money/2009/feb/20bcrisis-india-fiscal-deficit-to-b e-highest.htm 

http://www.rediff.com/money/2009/mar/18bcrisis-high-fiscal-deficit-biggest-risk-to-india.htm 

http://www.economywatch.com/budget/india/fiscal-deficit.html 

http://www.bloomberg.com/apps/news?pid=20601068&sid=aryUdt82WSSU 

INFRASTRUCTURE SPENDING 

On one hand the government has to manage the deficit and on the other it has to take care of 

commitments it has already announced such as the sixth pay commission, farmer loan 

waivers, etc. In such a scenario the easiest thing to put on back burner is the expenditure on 

account of capacity building.  

 

  

 

Good infrastructure is a crucial factor for the growth, which is the only sustainable means of 

managing the deficit. Any compromise on this front would have adverse medium to long 

term impact on the economy. A feasible way of capacity building without putting too much 

pressure on the exchequer is through Public Private Partnerships (PPP). However, the 

http://in.reuters.com/article/globalCoverage3/idINIndia-40752220090702?sp=true
http://www.rediff.com/money/2009/feb/20bcrisis-india-fiscal-deficit-to-be-highest.htm
http://www.rediff.com/money/2009/feb/20bcrisis-india-fiscal-deficit-to-be-highest.htm
http://www.rediff.com/money/2009/mar/18bcrisis-high-fiscal-deficit-biggest-risk-to-india.htm
http://www.economywatch.com/budget/india/fiscal-deficit.html
http://www.bloomberg.com/apps/news?pid=20601068&sid=aryUdt82WSSU
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absence of proper regulatory and legal environment for PPP is another challenge, which is 

also under the purview of the finance ministry.  

While the good news is that the government has given positive signals on this front, the 

question that remains is will it be enough? Infrastructure projects are long term projects 

requiring long term debts. The under-developed bond markets, with little liquidity, coupled 

with long term nature of these projects result in higher counterparty risk for lenders. This 

usually makes funding of infrastructure projects a big problem. Reforms in corporate bonds 

market would be a big boost to the infrastructure sector. 

 

FURTHER READING 

http://budget.livemint.com/sensex-budget/2009/06/25/sensex-rises-on-ho pe-of-infrastructure-spending-in-

budget/ 
http://freemanstrikes.blogspot.com/2009/07/500-bn-infrastructure-spending.html 

http://business.rediff.com/report/2009/may/15/india-inc-wish-list-stability-tax-breaks-infrastructure.htm 

 Tax breaks and sops 
  

The ailing sectors, such as Gems and Jewellery, Airlines, and growth sectors have justifiable 

demands for tax breaks and sops to them. However, this will reduce earnings for the 

exchequer. That accompanied with increasing public expenditure, will cause further problems 

in managing the fiscal deficit. 

  

FURTHER READING 

http://www.gjepc.org/news/view.aspx?NewsId=7040 

http://www.business-standard.com/india/news/gems-jewellery-industry-seeks-tax-

exemptionexport-profits/359931/ 

http://business.rediff.com/report/2009/may/15/india-inc-wish-list-stability-tax-breaks-

infrastructure.htm 

http://news.outlookindia.com/item.aspx?659999 

DIVESTMENT 

One possible area that the government could look to for funds, and which will be welcomed 

by the reformists, is divestment from public enterprises. However, that too is not as easy as it 

may seem to be. Dealing with several opposing factions, such as the unions, will be the 

biggest challenge for the government. A case in point is the current Air-India (AI) face off 

between government, AI management and the unions. Topsy-turvy stock markets would not 

help the cause either, as this will make the route to IPO treacherous. 

 

Furthermore, the government bears the burden of high expectations on much needed reforms 

as well. While the government has suggested that too much is expected for this year, it would 

not want to cause a lot of disappointment on this front. 

FURTHER READING 

http://economictimes.indiatimes.com/Govt-must-announce-disinvestment-policy-of-PSUs-in-

Budget/articleshow/4740625.cms 

http://budget.livemint.com/sector-wishlist/2009/06/11/pm-hints-at-psu-disinvestment-in-

budget-2009-10/ 

http://budget.livemint.com/sensex-budget/2009/06/25/sensex-rises-on-hope-of-infrastructure-spending-in-budget/
http://budget.livemint.com/sensex-budget/2009/06/25/sensex-rises-on-hope-of-infrastructure-spending-in-budget/
http://budget.livemint.com/sensex-budget/2009/06/25/sensex-rises-on-hope-of-infrastructure-spending-in-budget/
http://freemanstrikes.blogspot.com/2009/07/500-bn-infrastructure-spending.html
http://business.rediff.com/report/2009/may/15/india-inc-wish-list-stability-tax-breaks-infrastructure.htm
http://www.gjepc.org/news/view.aspx?NewsId=7040
http://www.business-standard.com/india/news/gems-jewellery-industry-seeks-tax-exemptionexport-profits/359931/
http://www.business-standard.com/india/news/gems-jewellery-industry-seeks-tax-exemptionexport-profits/359931/
http://business.rediff.com/report/2009/may/15/india-inc-wish-list-stability-tax-breaks-infrastructure.htm
http://business.rediff.com/report/2009/may/15/india-inc-wish-list-stability-tax-breaks-infrastructure.htm
http://news.outlookindia.com/item.aspx?659999
http://economictimes.indiatimes.com/Govt-must-announce-disinvestment-policy-of-PSUs-in-Budget/articleshow/4740625.cms
http://economictimes.indiatimes.com/Govt-must-announce-disinvestment-policy-of-PSUs-in-Budget/articleshow/4740625.cms
http://budget.livemint.com/sector-wishlist/2009/06/11/pm-hints-at-psu-disinvestment-in-budget-2009-10/
http://budget.livemint.com/sector-wishlist/2009/06/11/pm-hints-at-psu-disinvestment-in-budget-2009-10/
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http://www.indianexpress.com/news/Air-India-employees-strike-work/485011 

RATIONALIZING TAXES 

Today businesses have to deal with a plethora of different taxes, which fall under the purview 

of many different governments and government bodies. It has been rightly argued that 

rationalizing them is one of the most important steps that the government can take to improve 

the investments into the country. However, deciding the right tax structure such that the 

exchequer doesn’t lose upon the revenue and devising the right mechanism for dividing the 

pie between the centre, state governments and government bodies will be a mammoth task. 

 

FURTHER READING 

http://www.cxotoday.com/cxo/jsp/article.jsp?article_id=103296&cat_id=908 

http://www.livemint.com/2008/02/28175934/Budget-Wishlist---Modify-indi.html 
http://economictimes.indiatimes.com/articleshow/4734529.cms?prtpage=1 

RATIONALIZING SUBSIDIES 

Subsidies have been a matter of much debate. In the present form, many argue that they do 

not benefit the intended beneficiaries and also hurt the society by creating distortions in the 

economy, which in turn leads to rent seeking activities. The solution posited is direct cash 

transfers to the needful. However, for a huge and populous country, where it is very difficult 

to identify the recipients, it might not be a feasible option.  

FURTHER READING 

http://www.indiainfoline.com/budget/innernews.asp?storyId=106280&lmn=8 

http://www.indianexpress.com/news/Air-India-employees-strike-work/485011
http://www.cxotoday.com/cxo/jsp/article.jsp?article_id=103296&cat_id=908
http://www.livemint.com/2008/02/28175934/Budget-Wishlist---Modify-indi.html
http://economictimes.indiatimes.com/articleshow/4734529.cms?prtpage=1
http://www.indiainfoline.com/budget/innernews.asp?storyId=106280&lmn=8

