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At last,
A saNe Budget
opinion by Ashok V. Desai (economist)

The finance minister is the treasurer of the government. So he 
faces many demands on his treasury. The central government 
takes away nearly a sixth of the country’s income, so many people 
worry how much more it is going to take away. Because it taxes 
and spends so much, the balance of its income and expenditure 
can have a major impact on the economy. So the finance minister 
has considerable power to favour or disfavour, to do good or 
harm. And his potency is greatest at the time of the budget, which 
he presents on the last working day of February every year.

Mr Pranab Mukherjee, the present finance minister, is 
the government’s most experienced minister – even more 
experienced than the Prime Minister. He first became finance 
minister in 1982, when the country was suffering from years of 
political uncertainty, and was taking emergency loans from the 
International Monetary Fund. He turned around the economy and 
ended the need for aid; the Euromoney magazine voted him the 
best finance minister in 1984.

But he was also the finance minister for the past year and 
a half, and had managed the national finances recklessly in that 
time. Intent on ensuring that his Congress party won the general 
election last May, he had spent lavishly on a rural employment 
programme and on writing off loans to farmers. Perhaps as a 
result of his unscrupulous spending, it did win the election, and 
he came back as finance minister.
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But this time he was not under such political pressure. Nor 
did he face economic difficulty. The economy has weathered 
the international instability of 2007-2009, and is growing at 
a respectable rate of 7 ½ per cent. The balance of payments is 
adverse, but capital is flowing in, so there is nothing to worry 
about. Inflation is high; but it is due to a poor monsoon, about 
which the government can do nothing. So relatively speaking, 
it was an easy budget to make.

The finance minister has reversed some of the tax cuts he 
had made before the election, and increased a few other taxes. 
With the revenue that gave him, he gave some concessions on 
income and corporation taxes which are explained below. He 
gave tax concessions to imports of equipment for agriculture 
and horticulture as well as for renewable energy, both of which 
must have high priority for India. He had a box full of ideas for 
tax reforms, from the report of the 13th Finance Commission 
which was delivered to him two months ago, and from a direct 
tax code he got prepared last year. Presumably he thinks that he 
will have time enough to implement them in his future budgets, 
since his party can expect to stay in power at least till the general 
election of 2014.
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OVERVIEW

GDP

The economy posted a remarkable recovery and is expected to 
grow by 7.2 per cent in 2009-10, as compared to 6.7 per cent in 
2008-09. There was significant growth in manufacturing sector 
of 8.9 per cent from 3.2 per cent in previous year.

Inflation

Wholesale price index (‘WPI’) was 7.3 per cent in December 
2009 (on a year-on-year basis). On the other hand, food inflation 
spiralled, touching a high of 19.8 per cent.

Inflation based on WPI (%)
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Overall GDP Growth (%)
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Foreign Trade

Export growth was 18.2 per cent in November 2009 as 
compared to negative 22.3 per cent during April-November 
2008-09. Exports are estimated at USD 117.6 billion during 
April–December 2009 as against imports at USD 193.8 billion. 
Trade deficit fell to USD 76.2 billion from USD 106 billion 
during this period.
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Foreign Exchange Reserves

Foreign exchange reserves increased from USD 252 billion in 
end March 2009 to USD 283.5 billion in end December 2009. 
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Infrastructure sector

With overall revival of the economy and easing of supply 
constraints, the infrastructure sector has shown signs of growth. 
Along with significant growth in telecommunications, core 
sectors such as power, coal as well as other components like 
roads are on the growth path. 

Indicators of Infrastructure Capacity Creation

	 Item	 2007-08	 2008-09	 2009-10 	

	 Power capacity addition	 9,263	 3,454	 6,3751		
	 (MW)

 	 Road length upgraded - 	 1,683	 2,203	 1,4862

	 NHAI (KM)

	 Road works completed	 41,231	 52,405	 36,2731

	 under PMGSY3 (KM)

	 Net addition to switch	 7,159	 14,393	 7,1052 
	 capacity - Telecom 
	 (‘000 lines)
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Power

Power generation during April–December 2009 grew at around 
6.0 per cent as compared to about 2.7 per cent during the 
corresponding period of the previous year. Hydroelectric power 
generation declined due to poor monsoons. Coal-based power 
constituted around 80 per cent of thermal generation and around 
66 per cent of the total power generation.

Power Generation by Utilities (Billion KWh)

	 Item	 2007-08	 2008-09	 April to December
					     2008-09	 2009-10
	 Power Generation	 704.5	 723.7	 540.0	 572.4
	 -	Hydroelectric	 123.4	 113.0	 92.4	 85.4
	 -	Thermal	 559.0	 590.0	 430.7	 468.5
	 -	Nuclear	 16.8	 14.8	 11.3	 13.4
	 -	Bhutan Import	 5.3	 5.9	 5.6	 5.1



Railway

There was significant increase in revenue earning freight i.e. from 
793.9 to 832.1 million tonnes, representing an increase of 4.9 per 
cent. Bulk traffic accounts for nearly 84 per cent of the revenue 
earning, of which about 43 per cent comprises coal transport.

Civil Aviation

The scheduled domestic passenger traffic increased from 40.8 million 
in 2008 to 43.3 million in 2009, recovering from the slowdown.

Roads

To expedite the progress of the National Highway Development 
Project (‘NHDP’), target has been set to complete 20 km of 
National Highways (‘NH’) per day. This translates to 7,000 km 
per year and 35,000 km during the next five years (2009-14).
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Telecommunication

Growth in wireless connections at 525 million makes India the 
second largest wireless network in the world. The total number of 
telephone subscribers has increased to 562 million as on October 
31, 2009, which is approximately 85 per cent of the Eleventh Five 
Year Plan target of 600 million. Tele-density increased from 12.7 
per cent in March 2006 to 47.9 per cent in December 2009.

National Highway Development Projects
(Till November 2009) 
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	 GQ	 5,846	 5,743	 103	 -	
	 NS-EW	 7,142	 4,439	 2,066	 637	
	 Port connectivity	 380	 244	 130	 6	
	 Other NHs	 965	 868	 77	 20	
	 NHDP Phase - III	 12,109	 1,089	 2,714	 8,306	
	 NHDP Phase - V	 6,500	 148	 886	 5,466	
	 NHDP Phase - VII 	 700	 -	 19	 681	
	T otal	 33,642	 12,531	 5,995	 15,116

Length in Km
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