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17.01 hrs.
THE GENERAL BUDGET, 1991-92

[English]

THE MINISTER OF FINANCE
(SHRI MANMOHAN SINGH): Sir, 1
rise to present the budget for 1991-92.
As I rise, I am overpowered by a
strange fecling of loneliness. I miss a
handsome, smiling, face listening in-
tently to the Budget Speech. Shri Rajiv
Gandhi is no more. But his dream
iives on; his dream of ushering India
into the twenty-first century; hig
dream of a strong, united, technolo-
gically sophisticated but humane
India. 1 dedicate this budget to his
inspiring memory.

2. The new Government, which as-
sumed office bareiy a month ago, in-
herited an economy in deep crisis. The
balance of paymen!s situation is pre-
carious. International confidence in
oir economy was strong until Novem-
ber 1989 when our Party was in offi-
ce. However, die to the combined
impact of political instability witness-
ed thereafter, the accentuation of fis-
cal imbalances and the Gulf crisis.
there was a great weakening of in-
ternational confidence. There has been
a sharp decline in capital inflows
through commercial borrowing and
non-resident deposits. As a result, des-
pite large borrowings from the Inter-
national Monetary Fund in July 1990
and January 1991. there was a sharp
reduction in our foreign exchange re-
serves. We have been at the cige
of a precipice since December 1990
and more so since April 1991. The
foreign exchange crisis constitutes a
serious threat to the sustainability of
growth processes and orderly imple-
mentation of our development pro-
grammes. Due to the combination of
unfavourable internal and external
factors, the inflationary pressures on
the price level have increased very
substantially since mid-1990. The
people of India have to face double
digit inflation which hurts most the
poorer sections of our society. In sum.
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the crisis in the economy is both acute
and deep. We have not experienced
anything similar in the history of in-
dependent India.

3. The origins of the problem are
directly traceable to large and persis-
tent macro-economic imbalances and
the low productivity of investment, in
particular the poor rates of return on
past investments. There has been an
unsustainable increase in Government
expenditure. Budgetary subsidies, with
questionable social and economic im-
pact, have been allowed to grow to an
aiarming extent. The tax system stiii
Las many loopholes. It lacks transpa-
rency so that it is not easy to assess
the social and economic impact of
various concessions built into its struc-
ture. The public sector has not been
managed in a manner so as to gene-
rate large investible surpluses. The
excessive and often indiscriminate
protection provided to industry has
weakned the incentive to develop a
viorant export sector. It has also ac-
centuated disparities in income and
wealth. It has worked to the disadvan-
tage of the rural economy. The in-
creasing difference between the income
and expenditure of the Government
has led to a widening of the gap bei-
ween the income and expenditure of
the economy as a whole. This is re-
flected in growing current account de-
ficits in the balance of payments.

4. The crisis of the fiscal system 1s
a cause for serious concern. The fiscal
deficit of the Central Government.
which measures the difference bet-
ween revenue receipts and total ex-
nenditure, is estimated at more than
8 per cent of GDP in 1990-91, as
compared with 6 per cent at the be-
ginning of the 1980s and 4 per cent
in the mid-1970s. This fiscal deficit
had to be met by borrowing. As a re-
sult, internal public debt of the Central
Government has accumulated to about
55 ver cent of Gross Domestic Product
(GDP). The burden of servicing this
debt has now become onerous. Inte-
rest payments alone are about 4 per
cent of GDP and constitute almost 20
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per cent of the total expenditure of
the Central Government. Without de-
cisive action now, the situation will
move beyond the possibility of cor-
rective action.

5. The balance of payments situa-
tion is most difficult. The current ac-
count deficit, which was about 2 per
cent of GDP for several years, is
estimated to be more than 2.5 per
cent of GDP in 1990-91. These per-
sistent deficits, which were inevitably
financed by borrowings from abroad,
have led to a continuous increase in
externai debt wiich, including non-
resident Indian  (NRI1) deposits, s
estimated at 23 per cent of GDP at
tiie end of 1990-91. Consequently. the
debt service burden is estimated at
about 2! per cent of current account
receipts in 1990-91. These strains were
streiched to a breaking point on ac-
coant ot the Gulf crisis last year. The
bulance o!f payments has lurched from
oae liguidity crisis to another since
Dezember 1990. The current level of
foreign exchange reserves, in the
range of Rs. 2500 crores, would suffice
to finance imports for a mere fort-

night.

6. The price situa:ion. which is of
immediate convern to the vast mas<
of our people. poses a serious pro-
blem as inilation has reached a dou-
b'e digit level. During the fiscal year
ending 3Ist March 1991 the whole-
sale price index registered an increase
of 12.1 per cent, while the consumer
pricc index registered an increase of
13.6 per cent. The major worrisome
feature of the inflation in 1990-91 was
that it was concentrated in essential
commoditics. The prices of these com-
modities rose inspite of the three good
monsoons in a row and hence the
three successive bumper harvests. In-
flation hurts everybody. more so the
poorer segments of our population
whose incomes are not indexed.

7. There is no time to lose. Neither
the Government nor the economy can
live beyond its means vear after year.
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The room for manoeuvre, to live on
borrowed money or time, does not
exist any more. Any further postpone-
ment of macro-economic adjustment,
long overdue, would mean that the
balance of payments situation, now
exceedingly difficult, would become un-
manageable and inflation, already
high, would exceed limits of tolerance.
For improving the management of
the economy, the starting point, and
indeed the centre-piece of our strategy,
should be a credible fiscal adjustment
and macro-economic stabilisation dur-
inz the current financial year, to be
ollowed by continued fiscal conso-
lidation thereafter. This process would,
inevitably, need at least three years, if
not longer. to complete. But there can
be no adjustment without pain. The
people must  be prepared to make
recessary sacriices to preserve our
economiz independence and restore the
health of our economy.

¢ In the macro-management of the
economy, over the medium-term, it
shouid be our objective to progressively
reduce tne fiscal deficit of the Central
Government. to move towards a signi-
feant reduction of the revenue defi-
cit. and to reduce the current account
deiicit in the balance of payments. It
is only such prudent management that
would enable us to curb the exponen-
tial growth in internal and external
debt and limit the burden on debt
servicing. for the Government and the
country. 10 mznageable levels. Indeed,
we mus: make a conscious effort to
reduce the internal debt of the Gov-
ernment and the extern»! debt of the
natios. so that we rely n.oie and more
on oar own resources to finance the
process of development. During the
reriod of transition it shall be our
endeavour to minimise the burden of
adjustment on the poor. We are com-
mitted to adjustment with a human
face. It will also be our endeavour
that the adijustment process does not
adversely affect the underlying growth
impulses in our economy. We do not
have time to postpone adjustment and
stabilisation. We must act fast and
act boldly. 1f we do not introduce the
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needed correctives, the existing situa-
tion can only retard growth, induce re-
cession and fuel inflation, which would
hurt the economy further and impose
a far greater burden on the poor.

9. Macro-economic stabilisation
and fiscal adjustment alone cannot
suffice. They must be supported by
essential reforms in economic policy
and economic management as an inte-
gral part of the adjustment process, re-
forms which would help to climinate
wasie and inefficiency and impart a
new element of dynamism to growth
processes in our economy. The thrust
of the reiorm process would be to in-
crease tne efficiency and international
competitiveness of industrial produc-
tion, to utilise for this purpose foreign
investment and foreign technology to
a much greater degree than we have
done in the past, to increase tne pro-
ductivity of investment, to ensure that
India’s financial sector is rapidiy
modernised. and to improve the per-
formance ot the public sector, so that
the key sectors of our economy are
enable to attain an adequate techmo-
logical and compeltitive edge in a fast
changine global economy. I am confi-
dent that. after a successful imple-
mentation of stabilisation measures
and the essential structural and policy
reforms. our economy would return to
a path of a high sustained growth
with reasonable price stability and
greater social equity.

10. Thanks to the efforts of Pandit
Jawaharlal Nehru. Indira Gandhi and
Rajiv Gandhi. we have developed a
well diversified industrial structure.
This constitutes a great asset as W¢
begin to implement various structural
reforms. However, barriers to eniry
and limits on growth in the size of
firms, have often led to a proliferation
of licensing and an increase in the
degree of monopoly. This has put
shackles on segments of Indian indus-
try and made them serve the interests
of producers but not pay adequate
attention to the interests of consu-
mers. There has been inadequate em-
phasis on reduction of costs, upgrada-

tion . of technology and improvement
of quality standards. It is essential to
increase the degree of competition
between firms in the domestic market
so that there are adequate incentives
for raising  productivity, improving
efficiency and reducing costs. In the
parsuit of this objective, we have an-
nounced important changes in indus-
trial policy which will bring about a
signiiicant measure of deregulation in
the domestic sector, consistent with
our social objectives and the binding
constraints on the balance of pay-
mentis.

11. The policies ior industrial deve-
lopment are intimately related to poli-
cics for trade. There can be no doubt
that piotection was  essential in the
initiz! phase of our industrial deve-
lepment. so that we could go through
the learning period without disrup-
tion. The past four decades have wit-
nessed import substitution which has
ot a'ways been efficient and has some
times been indiscriminate. The time
his comie to expose Indian industry to
compciition from abroad in a phased
munner.  As a first step in this direc-
tion, the Government has introduced
changzce in import-export policy, aim-
ed at a reduction of import licensing.
vigorous export promotion and opti-
me! import  compression. The ex-
change ra‘e adjustments on Ist  and
3rd July 1991 and the enlargement
and liberalisation of 1he replenishment
lizence system constitute the two ma-
jor initial sieps ir  the direction of
trade policy reform. They represent
the beginning of a transition from a
regime of quantitative restrictions (o
a price based mechanism.

12. After four decades of planning
for industirialisation, we have now
reached a stage of development where
we should welcome, rather than fear,
foreizn investment. OQur entrepreneurs
arc second to none. Our industry has
come of age. Direct foreign invest-
ment would proyide access to capital,
technology and markets. It would
expose our industrial sector to com-
petition from abroad in a phased man-
ner. Cost, efficiency. and quality
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would begin to receive the attention
they deserve. We have, therefore, de-
cided to liberalise the policy regime
for direct foreign investment in the
following manner. First, direct foreign
investment in specified high priority
industries, with a raised limit for
foreign equity at 51 per cent, would
be given prompt approval, if equity
inflons are sufficient to finance the
import of capital goods at the stage
of investment and if dividends are
balanced by export earnings over a
period of time, Second, foreign equity
upto 51 per cent would be allowed
for trading companies primarily en-
gaged in exrort activities. Third, a
special board would be constituted to
negotiate with a number of large
international firms and approve direct
foreien investment in selected areas:
this would be a special regime to at-
tract substantial investment that would
provide access tc high technologv and
to world markets.

13. For the founding fathers of our
Repiblic. a public sector that would
he vibrant, modern, competitive and
carable of generating large surpluses
was a vital element in the strategy of
development. The public sector has
made an important contribution to
the diversification of our industrial
economy. But there have been a num-
ber of shortcomings. In particular. the
public sector has not been able to
gencrate internal surpluses on a large
enouch scale, At this critical iunc-
ture. it has therefore. become necessary
to takc effective measures so as to
make the public sector an engine of
erowth rather than an absorber of
national savines without adequate re-
turns. This has been widely accented.
but thoueht and action in this regard
are still far amart. To bridge this
ean, the portfolio of public sector in-
vestments would be reviewed sn as to
concentrate the future operations of
the public sector in areas that are
strategic for the nation. require high
technologv for the economy. and are
eseentia! for the infrastructure. In
order to mise resources, enconrage
wider public particination and pro-
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mote greater accountability, upto 20
rer cent of government equity in sele-
cted public sector undertakings would
be offered to mutual funds and invest-
ment institutions in the public sector,
»5 also to  workers in these firms.
Dublic enterprises which aYe chroni-
cally sick and which cannot be turn-
ed around, will be referred to the
Board for Industrial and Financial
Rezonstruction (BIFR), or to a simi-
Tar high-powered body to be set up,
for the formulation of revival or reha-
hilitation schemes; a social security
mechanism will be created to fully
nrotect the interests of the workers
likely to be affected by the rehabilita-
tion packages of the BIFR. Auto-
nomy in management, and correspond-
inc accountability, would be provided
through a system of memorandums of
tnderstanding  between the Govern-
ment and public sector enterprises.

14. Our banking system and finan-
cial institutions are at the very core
of the financial infrastructure in the
economy. The widening and deepen-
inz of our financial system have help-
ed the spread of institutional finance
over a vast area and have contributed
significantly to the augmentation of
our savines rate. narticularly financial
savines, This has been a most com-
mendable achievement, but our finan-
cial svstem has developed certain rigi-
dities and some weaknesses which we
must address now. The objective of
reform in the financial sector would
be to nreserve its basic role as an
essential adiunct to economic growth
and competitive efficiency. while im-
rroving the health of its institutions.
In this task. it is essential to ensure
canital adeavacy. introduce prudential
noms and improve profitability of our
rnmmercial banks and financial in-
ctitutions. There are no magic solu-
tions. These are complex issues which
1ead eareful consideration. Therefore,
I nronose to annoint a high level com-
mittee tn consider all relevant aspects
Af ctructure.  oreanisation, functions
and mrocedures of the financial svs-
tem. This committee would advise the
Government on appropriate measures
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that would be needed to enhance ths
viability and health of our financiai
sector so that it can better serve the
needs of tnc economy without any
sacrifice of the canons and principles
of a sound financial system.

15. Interest rates are a crucial di-
mension of the finai:cial sector. In
the formative stages of the dcvelop-
ment of credit markets, administrative
intervention 1n interest rates is both
necessary and desirable. At the present
stage o° our development, however,
we can begin to relax the degree of
intervention and impart a greater fle-
xibility to the structure of interest
rates. The Reserve Bank of India
has already taken an important step
in this direction, by stipulating a
floor rate of interest and providing free-
dom to commercial banks to charge
interest rates above the floor level bas-
ed on their perceptions of risk. The
Government  nroposes to extend a
similar freedi m to term-lending finan-
cial institutions. where the minimum
interest rate would be IS per cent, and
these institutions would be free 1o
charge an interest rate in accordance
with their perception of the credit-
worthiness of borrowers. With the ex-
ception of tax free honds for the
public sector, it is also proposed to
remove all restrictions on interest rates
for debentures. both convertible and
non-convertible. floated in the capital
market. The interest rate on such
debt instruments will hereafter be
governed by market forces. and the
credit rating of such debt instruments
will become an integral part of the
capital market process. In consultation
with the Reserve Rank of India, the
Government would continue to watch
the structure of interest rates. Recen-
tly, interest rates pzyable on bank
deposits have been increased. 1 now
propose to do a similar thing with re-
gard to intcrest rates payable under
the small savings schemes. Our ulti-
mate obiective is to achieve a signifi-
cant reduction both in the nominal
and the real interest rates. This would
oe possible if the rate of inflation is
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reduced significantly over the next
three vears.

16. While presenting the budget
for 1987-88. our former Prime Mini-
ster the late Shri Rajiv Gandhi had
assured this House that for a healthy
eorowth of capital markets, for protect-
ine the rights of investors and for
preventing trading malpractices  the
Government would set up a separate
Board for the regulation and orderly
functioning of the Stock Exchanges
and the securities industry. Although
the Board was set up, legislation to
sive the Board adequate powers was
anfortunately not enacted. This shall
now be done forthwith and full sta-
tutory powers will be given to the
Cecurities and Exchange Board of
India for administering the relevant
provisions of the Securities Contracts
(Rerulation) Act and the Companies
Act. Transferring these powers from
the Controller of Capital Issues and
the Government to an independent
body would enable it to effectively re-
gulate. promote and monitor the work-
ine of the Stock Exchanges in the
country. A comprehensive package of
reforms relating to trading on the
Stock Exchanges, including a system
of national clearing and settlement
and setting up of a central depository.
is alsu under active consideration.

7. In regard to Mutual Funds.
some progress towards evolving a
cempetitive structure has been made
in the last few years with encouraging
resulis. For many investors, mutual
funds are a more suitable investment
vehicle than direct ownership of sha-
re.. The Government is already giv-
ing tax incentives for cquity-linked
suvines schemes offered through mu-
tal funds. The Government has now
de:rded to further rromote the deve-
lorment of mutual funds by throwing
the ‘ield onen to the private sector
and joint sector mutual funds. In
nrder tn safeguard the interest of the
investing public, and to encourage a
heaithy growth of the capital markets,
n comprehensive set of guidelines is
heing evolved for the operation of all
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mutual funds. Consideration will also
be given to enactment of legislation
for this purpose. '

18. A comprehensive review of poli-
cies and procedures bearing on Non-
resident Indian investments shall be
carried out and further relaxations
made in order to remove all procedu-
ral difficulties and impediments to the
setting up of industrial and other
ventures by Non-resident Indians.
New sectors shall be made available
to NRIs for investment on a non-
renatriation basis, including housing,
infrastructure and real estate develon-
ment. For example. at present. NRIs
of foreign nntionality are required to
obtain  specific p-°rmission under
section 31 of the Foreign Exchange
Regulation Act (FERA) to acquire
residential property. It is now pro-
posed to provide gencral exemption
from this provision to such persons.
However, rental income and rroceeds
from the sale of such housing will ke
non-repatriable. For facilitating inter-
action with the Central Government
to serve as a fo-al point for NRIs.
Government proposes to establish a
Chief Commissioner for Non-resident
Indians. 1 would urge State Govern-
ments. also. to establish an office of
a Commissioner for Non-Resident
Indians.

19. T believe that the time has come
to evolve a more transparent institu-
tional mechanism for fixing tariffs and
domestic prices in sectors where there
might still be need for protecting
Indian industry against foreign com-
petition and for the determination cof
~dministered prices, particularly in the
area of public utilities. For this pur-
pose, we propose to restructure the
Bureru of Industrial Costs and Prices
and to transform it into a Tariff
Cemm‘ssion.

20. As we enter the last decade of
the twentieth century, India .sgands at
the cross-roads. The decisions we
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take and do not take, at this juncture,
will delermn}c the shape of things to
come for quite some time. It should -
come as no surprise, therefore, that
an intense debate rages throughout
the country as to the path we should
adopt. In a democratic society it
could not be otherwise. What can
we learn from this debate? The most
important thing that comes out clearly
is that we cannot realise our goal of
establishing a just society, if we ab-
andon the planning process. But
India’s future development depends
crucially on how well the planning
pro-ess is adapted to the needs of a
fost changing situation. I believe that
without ~n intelligent and systematic
coordinated resource use in some
major sectors of our economy, dsve-
lopment will be lopsided. It will vio-
late deeply cherished values of equity
and it will keep India well below
its social. intellectua! and moral
potential. But our planning prccesses
must be sensitive to the needs of a
dynamic economy. Over ceatralisa-
tion and excessive bureaucratisation
of economic processes have proved to
be counter productive. We need to
expand the scope and the area for
the operation of market forces. A
reformed price system can be a supe-
rior instrument of resource allocation
than quantitative controls. But mar-
kets can only serve those who are
part of the market system. A vast
number of people in our country live
on the edges of a subsistence eco-
nomy. We need credible programmes
of direct government intervention
focussing on the needs of these peo-
ple. We have the responsibility to
provide them with quality social ser-
vices such as education, health, safe
drinking water and roads. In the
same way. the development cf capital
and technology intensive sectors,
characterised by long gestation periods,
such as transport and communications
and energy will need to be planned
with much greater care than ever be-
fore. The control of land and water
degradation. which threatens the live-
lihood of millions of poor people in
this country. will also require effective
Government leadership and action.
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_ 21. The challenge that we are facing
i1s without precedent. In its initial
stages, ‘the Industrial Revolution in
the western world concentrated on the
creation. of wealth, unmindful of the
social misery and inequity which
characterised this process. The demo-
cratisation of the polity came much
later. The socialist experiment in
charting a nmew path for accelerated
industrial transformation of an under-
developed economy and polity did
achieve considerable success in deve-
loping technological and military capa-
bilities, accumulation of capital for
rapid industrial growth and human
resources development, in countries
such as the USSR. But recent dave-
lopments have shown that this ap-
proach too suffered from major weak-
nesses, particularly in its allocative
efficicncy, in the management of tech-
nical change, control of envircnmental
degradation and in harnessing the vast
latent energy and talents of indivi-
duals. In India, we launched an ex-
periment under the leadership of
Pandit Jawaharlal Nehru, an experi-
ment which sought to unite the
strengths and merits of different ap-
proaches to accelerated development
of our backward economy. We havz
achieved considerable success in the
field of development, modernisation
and greater social equity. However.
we are yet far from realising our full
potential in all these areas. We have
to accomplish the unfinished task.
while remaining steadfast in our alle-
giance to the valucs of a democratic
system.

22. At the same tlime. we must
restore to the creation of wealth its
proper place in the developmerit pro-
cess. For. without it, we <annct
remove the stigma of abject rover'y.
ignorance and disease. But we (an-
not accept social misery and inequi'y
as unavoicable in the process of crea-
tion of wealth. The basic challenge
of our times is to ensure that wealth
creation is not only tempzred by
equity and justice but is harnessed to
the goal of removal of poverty and

devetopmeny for all.

23. For the creation of wealth, we
must encourage accumulation of capi-
tal. This will inevitably mean a
regime of austerity. We have also to
remove the stumbling blocks from the
path of those who are creating wealth.
At the same time, we have to develop
a new attitude towards wealth. In
the ultimate analysis, all wealth is a
social product. Those who create it
and own it, have to hold it as a trust
and use it in the interest of the society,
and particularly of those who are
under-privileged and without means.
Years ago, Gandhiji expounded the
philosophy of trusteeship. This phi-
losophy should be our guiding star.
The austerity that Gandhiji practised
and preached is a necessary condition
for accelerated economic develcpment
in the framework of a democratic
polity. The trusteeship that he pres-
cribed for the owners of wealth cap-
tured the idea of social responsibility.

24. In highlighting the significance
of reform, my purpose is not to give
a fillip to mindless and heartless con-
sumerism we have borrowed from the
affluent societies of the West. My
objection to the consumerist pheno-
menon is two-feld.  First, we cannot
afford it. In a society where we lack
drinking water, education, health,
shelter and cther basic necessities, it
would be tragic if cur productive re-
sources were to be devoted largely to
th: satisfaction of the needs of a
sm=ll minority. The country’s needs
for water. for drinking and for irriga-
tion, rural roads, good urban infras-
tructure, and massive investments in
primary education and basic health
services for thc poor are so great as
to effectively preclude encouragement
to ccnsumcerist behaviour imitative of
advanced industrial societies. Our 2p-
proach to dzvelopment has to com-
bine efficiency with austerity. Aus-
terity not in the sensc of negation of
lffe or a dry. arid creed that casts a
baleful eye cn joy and laughter. To
my mind, austerity is a wey of hold-
inz our society topether in pursuit of
the noble goal of banishing poverty,
huneer ard disease from this ancient

land of ours.
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25. Let me now tum to fiscal ad-
justment during the current financial
~year. The beginning of any attempt
to correct the fiscal tmbalance in the
oconomy must be directed at a reduc-
tion 'in ‘expenditure and an increase
in income of thc Government, so as
to’ reduce the fiscal deficit. In the
medium-term, however, our fiscal
regime would be sustainable only if
revenue receipts not only meet re-
venuc expenditure but also provide a
sufficient surplus to finance capital cx-
penditure that does not yield direct
economic rcturns as such, as in de-
fence or in social sectors. Even this
would not suffice if investment expen-
ditures in the budget do not earn an
adequate return. The elimination of
structural  imbalances in  our fiscal
system would requirc a reduction both
m the fiscal deficit and in the revenue
deficit as a proportion of GDP. The
Union Budget for 1991-92 is an essen-
tial first step in this direction.

26. It. must be recognised “that the
nccessary reduction in the fiscal de-
ficit. during 1991-92. is a stupendous
dask.  The. interim budget presented
to Parliament in° March 1991 estimat-
od the fiscal deficit -at  Rs. 38475
crores.  Bat this estimate was based
on assumptions about certain deci-
sions that have not been implemented.
The postponement of the regular
budget has made a formidable task
¢ven more  difficult because almost
four months of the financial year
have new' elapscd - without amy effort
at- fiseal correction. * Indeed, past
trends in revenue -and expenditure
suggest that without any corrective ac-
tion on -our -part, the fiscal deficit dur-
ing 1991:92 .could well reach a level of
more- than - Rs. 52000 crores. The
difference: between - the two sets of
figures- -provides the real measure of
the fiscal correction needed during the
curremt financial year. -

.27, According to provisional data
availgble, the -more narrowly defined
budgat deficit, as mecasured by bar-
rowing through short term Treasury
bills, for 1990-91 at Rs. 11430 crores
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was significantly higher than the re-
vised estimate of Rs. 10722 crores,
largely due to a substantial

. revenue
shortfall, particularly in corporation
tax revenues. This highlights the

handicap with which we begm. Let
rr;.: now present the scenario for 1991.

28. The increasing levels of non-
plan expenditure, financed through
borrowing, have led to an exponen-
tial increase in interest payments by
the Government. The revised esti-
mates for interest payments during
1990-91. at Rs. 21850 crores, account-
ed for as much as 38 per cent of
the net revenue receipts of the Cen-
tra] Government. Interest payments
during 1991-92, estimated at Rs. 27450
crores, constitute 42 per cent of the
net revenuc receipts of the Central
Government at existing rates of taxa-
tion. If the present trends continue
without any -correction, then interest
payments could well account for
more than 50 per cent of the net re-
venue receipts of the Central Govern-
ment by 1994-95. These magnitudes
and proportions only serve to high-
light the gravity of the situation and
the acute need for a substantial ad-
justment in non-plan  expenditure
over the next three vears.

29. The revised estimate for total
non-plan expenditure in 1990-91 was
Rs. 76761 crores. 1In the normal
course, cven with the strictest scru-
tiny but in the absence of specific
measures for reducing expenditure.
this non-plan expenditure would have
increased to a level of Rs. 89000
crores in 1991-92. Any attempt at
fiscal correction during the current
financial vear can be meaningful only
if mon-nlan expenditure is reduced by
at k..t 10 per cent from the level it
would otherwise reach.

30.. The single largest component of
non-plan cxpenditure is interest pay-
ments. Even if there is a drastic re-
duction . in Government
during this year, interest paymgnts
would still  be in the range of
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Rs. 35000 crores in the next financial
year. The exponential increase in in-
terest payments can be brought under
some measure of control. by 1994-95,
ondy through a strict discipline on
government borrowing for a period of
three vyears.

.- 31. The second largest component of
non-plan expenditure is the allocation
for the defence sector. where the pro-
vision in the revised estimates for
1990-91 was Rs. 15750 crores. No
‘attempt at containing non-plan expen-
.diture can succeed if defence is to be
excluded. At the same time, it is ab-
‘solutely essential to ensure that a quest
for_economy in expenditure does not
in any way compromise national se-
curity. We must, therefore, seek to
fimit expenditure without diluting the
efficiency and effectiveness of our de-
Yence services. Keeping in view all
‘these considerations. it has been de-
cided to provide an outlay of Rs.
‘16350 crores for defence in the cur-
Tent year.

. .32. Honourable  Members  are
awarc that export subsidies have been
abolished with effect from 3 Julv 1991,
The export sector is being adequately
compensated through the adjustments
in the exchange rate and the expan-
sion of the Replenishment Licensing
System which have implemented at
the beginning of July. Consequently.
it is_now necessarv to provide only
Rs. 1224 crores for export subsidies in
the budget estimates for 1991-92. as
compared with the earlier estimated
requirement of Rs. 4200 crores, yield-
ing a savine of as much as Rs. 3000
crores during the remainder of this
year.. _

© 33 In so far as fertiliser subsidies
are concerned. with effect from this
evenine. low analysis fertilisers such
as . calcium . ammoniym ..nitrate. -em-
monium chloride. ammonium sulphate
and sulphate of potash will be free
from and movement controls.
There. will .be an increase of 40 per
cent,.on an .average, in the price of

.improve cfﬁcien;;gi.

all other fertilisers. In addition, in
respect of single super phosphate,
there shall also be a ceiling on the
subsidy per tonne payable to produ-
cers. so as to move towards total dere-
gulation in the next few years; this
should act as an imcentive for all
high cost units to reduce costs and
The necessary
notifications in this regard are being
issued separately, today. by the Minis
try- of Agriculture. :

34, The economic rationale for an
increase in the price of fertilisers is
so obvious that it does not need to
be stated. Nevertheless, I would like
to draw the attention of the House
to the fact that there has béen no
increase in fertiliser prices since July
1981. In these ten years, there has
been a continuous increase in the pro-
curement prices of paddy and wheat,
as also in the market prices of other
crops. received. by the agricultural
sector. Farmers will be compensated
for the proposed increase in the price
of fertilisers through sujtable increas-

es in procurement prices.

35. We would continue to ensure
that 50 per cent of the plan resources
are invested in the agricultural and
rural sector. The provision for the
continuing schemes for assistance to
small and marginal farmers for dug
wells and shallow tubewells would be
doubled. The ceilings on assistance in
difficult areas, where the water-table
is very low, would be removed. Simi-
larly. the provision for assistance for
fresh water and brackish water aqua-
culture and for oilseeds and pulses
production would be substantially
stepped up. New schemes are being
drawn up to popularise small tractors
and matching implements, drip and
sprinkler irrigation in areas where
water is scarce. and quality sseds fn
low vield areas. Another new sche-
me that would be implemented from
this kharif season is for providing as-
gsistance to State Governments. coope-
rative societies, and farmers' groups
to provide blanket plant protection
cover on payment of a small fee in
large identified areas under cotton or



289  General Budget,

1991-92

ﬂc& It would also be possible to
onstratc the advantages of inte-
grated pest management in these
areas. In order to\ safeguard any possi-
ble loss in production because of in-
crease in fertiliser prices, and any de-
cline in consumption, the credit struc-
ture would be strengthened to ensure
adequate availability of credit parti-
cularly to the small and marginal far-
mers.  Simultancously, soil testing
laboratories and farm advisory ser-
vices all over the country would be
strengthened to ensure efficient use of
fertilisers and popularise the use of
bio-fertilisers. We would also iden-
tify a few irrigation projects that can
be completed in this very year and
ensure that these are provided the
necessary funds. The other new initia-
tives, also would not be starved of
funds. As far as possible our em-
phasis will be on provision of quality
services to our farmers and not on
hand outs and subsidies.

36. The sugar subsidy which is
costing the exchequer about Rs. 350
crores per annum is indeed an aberra-
tion, which crept into the system
from January 1990, when the increase
in the levy price paid to producers was
not matched by a simultaneous incre-
ase in the issue price for consumers in
the public distribution system. Small
quantities of sugar are made available,
mostly in metropolitan and urban
areas, under the public distribution
system at Rs. 525 per kg. Whereas
the price that most people pay in the
market is around Rs. 10 per kg. Gov-
ernment has decided that this subsidy
should be abolished forthwith. Con-
sequently, the issue price of sugar
under. the public distribution
will be increased by 85 paise per kg.
to Rs, 6.10 per kg. with effect from
this evening. At the same time, the
public. distribution system is being
strengthened to serve more effectively
the weaker sections of our population.
particularly the rural poor, having
special regard to their. basic needs for
foodgrains such as.rice and wheat.
The provision for food subsidies in
the cyrrent year is being stepped u

to Rs. 2600 crores, as compared wit
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only Rs. 1800 crores provided in the
interim budget and Rs. 2450 crores
provided in the revised estimates for
1990-91.

37. As a result of the exchange rate
adjustments, at the beginning of July
1991, there would be an increase in
the rupee value of the import bill for
crude oil and petroleum products. It
is, therefore, necessary to raise the
prices of petroleum products for de-
mestic consumers. This would also
help to restrain the growth in con-
sumption of petroleum products. The
price of motor spirit, domestic LPG
and aviation turbine fuel for domestic
use would be raised by 20 per cent.
The prices of other petroleum pro-
ducts, excluding dicsel and kerosene
for non-industrial use, would be raised
by 10 per cent. The price of kero-
sene, for non-industrial use, would be
reduced by 10 per cent which means
a 50 per cent roll-back in relation -to
the increase in the price that came
into effect on 15 October 1990. Even
in a most difficult financial situation,
this is being done to protect the poor
for whom Kerosenc is an essential
source of light and fuel. While there
will be no increase in the price of
diesel, 1 would endeavour to- protect
the interests of the farmers whe use
diesel. For this purpose. I shall hold
discussions with State Governments.
The proposed increases in the prices
of petrolcum products will come 1nto
effect from this evening, and the nece-
ssary notification in this regard is
being separately issued by the Minis-
try of Petroleum and Natural Gas. -

38. For non-plan expenditure. ex-
cluding interest payments, defence,
and major subsidies. the total pro-
vision in the budget estimates for
1991-92 is Rs. 28.073 crores, reflecting
a reduction of Rs. 1538 crores com-
pared with the provision in the revised
estimates for 1990-91. If we take into
account the fact that no separate pro-.
vision has been made for the payment
of additional instalments of dearness
allowance by Ministries and Depart-
ments in the current year, the total re-
duction in such other non-plan
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expeaditure will exceed Rs. 2000 cro-
res. In recent years, it has been the
usual practice to issue instructions to
Ministries that such additional require-
ments should be accommodated with-
in the approved budget estimates.
This has invariably resulted in some
programmes on the plan side being
deprived of adequate resources. It is
my mtention to effect maximum possi-
ble economies in the non-plan admi-
nistrative expenditure. Therefore, all

i have been requested to pri-
oritise their activities so that those
which figure at the bottom of the
Iist can be abridged, while those
which have outlived their utility can
be abandoned altogether. This exer-
cise has already been Initiated by all
Ministries and 1s expected to be com-
pleted by the end of August 1991.
With this approach. the proposed re-
duction in other non-plan expenditure,
which | am promising to the House,
wouald be brought about in a more
meaningful manner without leading
to a reduction in the provision for plan

programmes.
39. There is one large component

of non-plan expenditure that is a
burden on the exchequer. 1 refer to
the Government's obligation under

the Rural Debt Relief Scheme. Un-
fortunately. there was a gross under-
cstimation of the total fiscal liability
under this scheme which was intro-
duced last year. In addition to the
sum of Rs. 1500 crores provided in
the revised estimates for last year, we
have to provide Rs. 1500 crores in
the current year. But this is not all.
We may need a similar provision in
the next year. as well.

40. As a result of the major adjust-
monts in the sphere of expenditure,
which I have outlined in my speech.
the budget estimate for total non-
plan expenditure in 1991-92 stands at
Rs. 79.697 crores. It is simply not
possible to reduce interest payments
in the short term. The provision for
non-plan expenditure, excluding in-
terest payments, in the current  year
reprosents a reduction of 4.9 per cent
compared with the provisions in the
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revised estimates for 1990-91, and a
reduction of almost 15 per cent in re-
lation to what we would have had to
provide this ycar, but for the specific
correctives that are being introduced.
We have, thus, more than fulfilled onr
commitment to reduce non-plan ex-
penditurc by 10 per cent, which was
stated in our Party’s election mani-
festo. -

41. The election manifesto of the
Congress Party identifies areas for
special emphasis in our strategy of
development. These include a sub-
stantial augmentation of e¢mployinent
programmes, the construction of dwel-
ling units for the weaker scciions of
our society, an expansion of the pro-
gramme for irrigation wells and so on.
This would need a change in, and
some reorientation of, plan priorities.
with a shift towards investment in
rural areas and expenditure on pro-
grammes designed for the benefit of
the poor. Our strategy would. ol
course. be reflected in the Eighth
Five Year Plan, which would now
commence on 1 April 1992. It shall
be our endeavour to finalise- the
Eighth Plan document by the end of
this calendar year, so that the annual
plans for 1992-93, as well as the bud-
gets of the Centre and the States for
that year, reflect the changed prio-
rities.

42. As the Vote on Account had
earlier been taken only to cover the
expenditure in the first four months.
this budget has had to be presented.
before the end of July, 1991. We
have, thus, not had the time (o re-
orient the Annual Plan for. 1991-92
to reflect fully our various conoerns.
Moreover, this ycar's annual plan has
had to be situated in the context of
the massive fiscal correction that we
have to put through. In fact, it was
first felt that it would be nccessary to
effect a substantial reduction in bud-
get support for the Central Plan and’
Central Plan assistance for the States.
I am, however. happy to inform the
House thaf with the substantial cuts
proposed in non-plan expenditure, it
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15 now possible to protect the flow
of Central Plan_assistance to States
and Union Territories at the level of
Rs. !4?]0 crores, as reflected in the
interim budget for 1991-92. The
Central plan outlay would, however,
mshuw a mpﬂdilen ﬁazcase at Rs. 42969
w1 a udget su
Rs. 19015 crores. 8 et

'43. 1 am aware that in basic infra-
structure areas such as power, coal,
communications and petroleum, we
will have to set our sights much
higher. In the present situation, cha-
racterised by an acute shortage of
forcign exchange. it is. in particular,
imperative to augment substantially
the ‘domestic  production of coal,
crude oil, natural gas and electrical
energy. Efforts will also have to be
made on a crash basis for promoting
utmost cconomy  in use of energy
through more efficient technologies in
industry, agriculture, transport and
domestic sectors. The transmission
and distribution line losses would also
have to be brought down drastically
from the present high level of 22 per
cént. We shall address ourselves to all
these tasks once we are through with
taking stock of the situation. It is
my earncst hope that. by then. thanks
to the fiscal corrections now being
put through, the resources position
would improve, giving us the neces-
sary flexibility. For the present. it
has been my endeavour to maintain
cssential investment through approp-
riate support for the Central Plan des-
pitc binding constraints on the exche-
quer.

‘44. In preparing this budgcet. I have
sought to ensure that the burden of
fiscal adjustment does not fall on
State Governments. It is my belief
that the Central Government must set
an example by introducing fiscal cor-
rectives. and it is my hope that the
State Governments would move in
this directjon as soon as possible. In
particular, T would urge them to en-
sure prompt payment of dues owed by
the State Electricity Boards to the
National Thermal Power Corporation.
Coal Tndia and the Indian Railways.
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We cannot allow State level enterpris-
es to become an instrument of un-
planned and unauthorised transfer of
resources {rom the Centre to the States.
That is neither fair nor- equitable.
This practice must, therefore, stop
forthwith, Simultancously, State Gov-
ernments must take effective steps to
improve their fiscal performance and
streamline the working of their public
enterprises. They should not expect
me to reward fiscal laxity by permitt-
ing them to have recourse t0 unau-
thorised overdrafts from the Reserve
Bank of India. 1 want them to be an
active partner in the accomplishment
of the dJifficult task of restoring the
fiscal health of the country.

45. The process of macro-economic
adjustment, which is being initiated
with this budget. would take at least
three years to complete. This ad-
justment must have a human face.
Therefore. during the period of tran-
sition we shall do everything that is
possible to minimise the burden of
adjustment on the poor. To some ex-
tent. the poor would be protected as
the rate of inflation comes down. We
shall make determined efforts to con-
trol inflation and the price rise. The
fiscal strategy of this budget will
make a major contribution in this re-
gard. In addition. it will be our ende-
avour to provide protection to the
poor in the form of enhanced outlays
in the social sectors. Employment
creation and poverty eradication In
rural India will continue to receive
the highest priority. At the same tme.
Government is committed to the up-
lift of the weakest and the most vul-
nerable sections of our society.

46. The plan outlay for the Minis-
try of Rural Development is being
stepped up from Rs. 3115 crores last
vear to Rs. 3508 crores this year.
Within this. the outlay for employ-
ment programmes alone is Rs. 2100
crores. The various employment ori-
ented programmes should make it
possible to provide nearly 900 million
man-days of employment. If..this year.
we are not aiming at the target of
1000 million man-days mentioned in
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our manifesto it is because the season
‘:mh;,l:; there is maxm need for such
nployment is y over. The
Eighth Plan now under formulation
will spell out a comprehensive stra-
tegy and programmes to achieve the
long term employment objectives, and
targets such as those relating to the
construction of irrigation wells, urban
night shelters and Sulabh Shauchal-
ayas, dwelling units for poor back-
ward classes, scheduled castes and
scheduled tribes in the villages, men-
l!_iegtncd In our Party’s clection mani-
0.

47. The provision for the rural
waler supply scheme is being stepped
up-to Rs. 758 crores, so as to make
it possible to set aside Rs. 250 crores
for ensuring complete coverage of
‘nu-wource problem villages' by  the
end of 1992-93. The earlier expecta-
tion was that these villages would be
covered only by the end of the Eigh-
th Plan period. The late Shri Rajiv
Gandhi had attached great priority to
1o this programme and had set up a
Technology Mission for this purpose.
The programme, which is now being
named after Shri Rajiv Gandhi, will
be accelerated. We will ensure that
resource constraints do not stand in
the way of achieving the target.

48. It is a matter of deep concern
that we have still not been able to
put an ¢nd to the dehumanising prac-
tice of munual removal of night-soil.
The allocation for this programme
has in the past been less than ade-
quate. It has now been decided not
only to accelerate the programme for
the conversion of dry-latrines but also
to step up the allocation for the reha-
bilitation and retraining of scavengers.
Towards this end. the allocation for
the programme has been increased by
Rs. 25 crores and more funds, to the
extent necessary, would be provided
during the course of the year. Inclu-
sive. of the increased provision for this
programme, the total outlay for the
programmes- of the . Ministry of Wel-
fare. which i§ concerned with the wel-
fare; of uled castes, scheduled
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tribes and other weaker sections of
our society, is being stepped up from
Rs. 364 crores in 199091 to Rs. 479
crores in 1991-92. The outlay for the
Department of Women and Child
Development, dealing with perhaps
the two most disadvantaged segments
of our population among the poor, is
being enhanced from Rs. 330 crores
last year to Rs. 400 crores this year.
For Health and Family Welfare, I am
providing a plan outlay of Rs. 1051
crores in 1991-92 as compared with
Rs. 950 crores in 1990-91.

~ 49. The allocation of resources for
investment in social sectors is of ut-
most importance for the development
of human resources. In this context,
there is no need for me to emphasise
the importance of education, in par-
ticular. elementary education. QOur
cfforts 10 restructure and revitalise the
economy can succeed only if we invest
in our people. Particular attention
has to be paid to the provision of
quality education to children belong-
ing to the scheduled castes, the sche-
duled tribes and other economically
and socially backward classes. Child-
ren who belong to the category of
first generation learners need special
care and attention. If the equality
of opportunity is to acquire its true
significance.  quality education must
not remain the exclusive privilege of
the children of the rich. The Govern-
ment is committed to ensure that,
whatever be our constraints, the pro-
grammes of education will not be
allowed to suffer for want of financial
support. Every effort will be made
to ensure that the constitutional direc-
tive of providing free and compulsory
education upto the age of 14 years
becomes a reality before we enter the
twenty first century. In the sphere of
higher education and technical edu-
cation, more resources are needed for
modernisation and diversification, but,
at the same time. an effort must be
made to secure optimum results from
the existing investments in these insti-
tutions. The requirements of . educa-
tion are vast and we shall have to
seek innovative wevs of finding re-
sources. Budget su, port provided by
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the Central Government and the State
Governments are an important source.
but cannot continue to remain the
only source. I am raising the alloca-
tion for education from Rs. 865 crores
in 1990-91 to Rs. 977 crores in 1991-
92. This allocation is not commensu-
rate with my deep commitment to
education and the priority that is at-
tached by the Government to the edu-
cation sector. [ would have liked to
do more but we must learn to live
with the constraints on the exchequer.

50. We have the third largest
number of scientists and technologists
in the world. Yet, technology deve-
lopment in our country has not been
commensurate either with this number
or the investments that we have been
making in the science and technology
sectors in our successive Five Year
Plans. This gap would have to be
bridged through a suitable reorienta-
tion -of the Science and Technology
Policy and the way paved for relat-
ing science and technology more inti-
mately to the requirements of our
development. as well as for better up-
gradation, absorption, adaptation and
assimilation of new technologies. This
task has become imperative as we pre-
pare ourselves to be an internationally
competitive economy.

51. Government has also decided
on five new initiatives. The first of
these is the establishment of a Cor-
poration for the welfare of the back-
ward classes, a task that the Congress
manifesto has included for completion
within the first 100 days. ¢ de-
tails of the structure and duties of this
Corporation are being finalised by the
Ministry of Welfare and will be an-
nounced before the end of this session.

" §2.- Government will establish a Na-
tional Renewal Fund, with a substan-
tial corpus. The main objective of this
fund will be to ensure that the cost
of technical change and modernisa-
tion of the productivé apparatus does
ndt devolve on the workers. This
fund will provide a social safety net
which  will pfotect the workers from
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the adverse consequences of the tech-
nological transformation. [ visualise
that this fund will grow in size and
State governments will aiso contribute
to its corpus in due course. The fund
will not merely provide ameliorative
measures for the workers affected in
the course of technical change but,
more importantly, provide retraining
to them, so that they are in position
to remain active productive partners
in the process of modernisation.

53. The third programme relates to
the care of children of families affect-
ed by communal riots. These riots
are a blot on the fair name of our
Republic. Our Government is deeply
committed to the protection and ad-
vancement of all religious and cultural
minorities. Effective steps will be
taken to prevent recurrence of com-
munal violence. At present there are
arrangements to provide compensa-
tion of varying amounts to the riot
affected families. But experience
shows that such compensation does
not always protect the interests of
children of the riot affected families.
These children then grow up into dis-
eruntled and disorganised adulthood.
They become an casy prey to the
propaganda of anti-social elements
and thc obscurantist. fundamentalist
forces of reaction. To protect the in-
terests of such children. look after
their welfare and in particular their
education, the Government proposes
to set up a National Foundation for
Communal Harmony as an autono-
mous non-government organisation.
The Central Government will make a
significant contribution to this Fouo-
dation in 199192, T invite State
Governments as well as industry and
trade to make liberal contributions
for this noble cause.

54. The fourth programme is to
promote national integration through
a scheme for enabling -the youth of
each part of the country to go in
large numbers and. work for short
periods in other parts of the country.
giving them an opportunity to mingle
with_people of different regions and



299

[Sh. Manmohan Singh]

languages. A similar step in this
direction has already been taken in
the Navodaya Vidyalaya Programme.
This will now be strengthened and
extended on a national basis.

55. The fifth programme relates to
promotion of South-South coopera-
tion. We as a nation arc committed
to close cooperation and sharing our
development experience. knowledge
and expertise with non-aligned and
other developing countries. There is
immense scope for Indian scientists,
technicians, engineers, teachers, social
workers and farmers to contribute to
the development process in the third
world. Our experience in various
fields can be of great relevance and
assistance to many developing coun-
tries particularly in Asia and Africa.
It is our hope to arrange for parti-
cipation of at least 500 volunteers in
different  nation building tasks, in
selectcd developing countries. in the
coming year. The details of the pro-
grammes will be warked out and an-
nounced before the end of the session.

56, The House will also be pleased
to learn that in acceptance of a re-
commendation of the South Commis-
ston presided over by Dr. Julius
K. Nyerere. the former President of
Tanzania. we proposc to set up a
National Committec under the chair-
manship of the Prime Minister for
mobilising public opinion in support
of South-South coopecration and for
advising our Government for devising
concretc action programmcs in this
regard. . This committee will con-
sist of representatives of Government.
trade and industry, trade unions and
members of learned professions.

57. The Rajiv Gandhi Foundation
has been cstablished to  perpetuate
the memory of the great leader and
to promote. thc ideals and objectives
for which he lived -and laid down his
life. This Foundation, among other
things, will lay particular emphasis
on research and action programmcs
relating to the application of scicnec
and _tcchno for development,
propa n literacy, the protec-
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tion of the environment, the promo-
tion of

! communal harmony and
national integration. the uplift of
the under-privileged. women and
handicapped persons. administrative

reforms and India’s role in the global
cconomy. As a homage to the latc
Shri Rajiv Gandhi and in support of
the laudable objectives of the Foun-
dation, Government has decided to
contribute Rs. 100 crores to the Foun-
dation at the rate of Rs. 20 crores per
annpum for a period of five wvears
beginning from the current ycar,

58. Pending determination of the
exact amounts that will be necessary
for cach of these nmew initiatives, a
lump sum provision of Rs. 250 crores
has been included in the plan outlay
of the Ministrv of Finance.

59. The budget provision for total
expenditure in 1991-92 is Rs. 113422
crores. of which Rs. 79697 crores is
non-plan expenditure and Rs. 33725
crorcs is plan expenditure.

60. In the spherc of revenue re-
ceipts, at the cxisting rates of taxa-
tion. gross tax revenues are estimated
at Rs. 66218 crores during the current
financial vear. compared to Rs. 58916
crores in the revised ecstimates of
last year. The payment to States of
their share of taxes is placed at
Rs. 15643 crores in 1991-92 as against
Rs. 14535 crores in the revised esti-
mates for 1990-91. Thus. the net
revenue receipts of the Centre, inclu-
ding non-tax revenue, are estimated
to increase from Rs. 57381 crores in
1990-91 to Rs. 65524 crores in 1991-
92.

61. In the sphere of capital re- -
ccipts. market borrowings are placed
at Rs. 7500 crores this year, which
is lower than Rs. BO0OO crorcs last
year; this is part of a conscious effort
to reduce the borrowing of thc Cen-
tral Government which r;c(;:!d.h in
keeping with the past t . have
;:etg ugp by about 10 per ccnt. The
net collections om account of smull
savings arc  cstimated at’ Rs. 8000
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crores, which are at the same level
as the revised estimates for last year.
In addition, the Government has de-
cided to disinvest upto 20 per cent of
its equity in selected public sector
undertakings in favour of mutual
funds and investment institutions in
the public sector, which is expected
to yield Rs. 2500 crores to the exche-
quer during the current financial year.
This disinvestment would broad-base
the equity, improve the management
and enhance the availability of resour-
ces in these enterprises.

62. The net receipts on account of
external assistance, excluding grants,
are placed at Rs. 3510 crores com-
pared to Rs. 3984 crores in the revis-
ed estimates of 1990-91. While the
increase in the loan repayment and
interest payment liabilities, as a
consequence of the recent exchange
rate adjustments, is fully reflected in
the budget estimates, the likely in-
crease in the rupee value of external
assistance following the exchange ratc
adjustments is still under assessment.
To the extcnt that these receipts in-
crease, there will also be a correspon-
ding increase in expenditure when
the assistance is passed on to the
concerned projects or schemes for
which such assistance is received.
These changes, which will thus be
budget deficit neutral, will be incor-
porated at the stage of revised esti-
mates.

63. Taking into  account other
changes in receipts and expenditure.
total receipts at the existing rates of
taxation are estimated at Rs. 103698
crores, while total expenditure is es-
timated at Rs. 113422 crores. There-
fore, without additional resource
mobilisation, the budget deficit is esti-
mated at Rs. 9724 crores, the revenue
deficit at Rs. 15859 crores, and the
fiscal deficit at Rs. 39732 crores.

18.00 hrs.

64. Honourable Members. would
have observed that -expenditure ad-
justment . constitutes. the core of the

' fiscal correction . during the
current financial.year. But the pro-
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cess of fiscal adjustment cannot be
complete without revenue measures
to increase the income of the Gov-
ernment. I now seek the indulgence
of the House to present the reliefs,
the incentives and the levies in the
sphere of direct taxes.

65. The revenue from direct taxes,
both as a proportion of GDP and as
a percentage of total tax revenues,
has registered a steady decline over
time. This trend has to be reversed,
so as to restore equity in, and balance
to our fiscal system. Resources for
doevelopment must be raised from
those who have the capacity to pay.
For this purpose, we must place
greater emphasis on direct taxes.
This calls for increased rates wher-
ever necessary and a better tax com-
pliance. At the same time, rationa-
lisation of the system, which reduces
the maximum marginal rate of -tax,
simplifies the procedures, reduces the
plethora of concessions, and brings
the average rates of income-tax at
various levels of income to more ap-
propriate levels, is necessary. The
time available before presenting the
budget was simply not enough to for-
mulate basic structural changes. Yet,
I have made a conscious effort to
move one step forward in this direc-
tion.

66. Nobody can deny the existence
of large scale tax evasion, both
in terms of income and in terms of
wealth. Unless I find substantial
improvement in tax compliance in the
next few months, Government will
have no choice but to take strong
measures to make the tax evader pay
a sufficiently high price for such
delinquency. Before coming down
heavily on tax evaders, I would like
to give them a last oppoOrtunity to
come clean. The black money so
mobilised will be utilised for the
achievement of social such
as slum clearance and low cost hous-
ing for the rural poor.

67. 1 propdsc to institute a scheme,
under which any person would be
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allowed to make a deposit with the
National Housing Bank on or before
close of business on 30th November,
1991. Thereupon,
of such deposit would be deducted
and set apart as a special levy, which
would form the corpus of a fund in the
National Housing Bank. This fund
will be utilised for financing slum
clearance and low cost housing for
the poor, in accordence with guide-
lines and priorities laid down by the
Government. The depositor would
be allowed to draw the balance
amount in one or more instalments
through account payee cheques for
any stated purpose of his choice.
There will be no lock-in period for
this deposit.  Persons making such
deposits will not be required to dis-
close the source of funds from which
the deposits are made. In other
words, the monies deposited would
be provided complete immunity from
enquiry and investigation. The pro-
visions of Direct Tax Laws would.
however, apply to the net deposits
after deduction of the snecial levy,
from the date of the deposit. The
levy itself would not be an allowable
deduction in the computation of in-
come of the person concerned.
Necessary legislation in this regard
will be introduced shortly, in this
session of Parliament. The details
of the scheme and its date of com-
mencement will also be announced
soon.

68. The Income-tax Act contains a
provision under which tax payers can
avail of the facility of waiver of
penalty and interest on the amount
disclosed once in a life-time. To
those who have already availed of
this facility, 1 propose to give just
one morc opportunity to disclose
their unaccounted incomes. The
Finance Bill contains a proposal for
making suitable amendments to sec-
tion 273A of the Income-tax Act for

this purpose.

69. The Settlement Commission
was set upito provide an opportunity
to assessces to declare their undis-

forty per cent:

closed income and wealth. Under
the existing procedures, the Com-
missioner of Income Tax can, on cer-
tain grounds, object to admission of
an application by the Settlement
Commission. This results in un-
necessary delay. This provision is,
therefore, being deleted.  The Settle-
ment Commission will, however, con-
tinue to call for and take into account
the Commissioner’s report, provided
it is furnished within a period of six
months.

70. Our election manifesto has pro-
mised that we will promote reinvest-
ment of profits, by suitable tax ex-
emptions, in areas where there is
crying need for massive investment
such as low and middle income group
housing, highways, roads and bridges,
non-conventional energy, school build-
ings and supply of drinking water. I,
therefore, propose to make a provi-
sion in the Income-tax Act to pro-
vide deduction, in computing taxable
profits of a taxpayer carrying on a
business or profession, of the entire
amount paid for financing projects
or schemes promoting social and
economic welfare. To ensure opti-
mum use of scarce resources, I pro-
pose to set up a National Committee
of eminent persons to identify areas
requiring support and for recommen-
ding specific projects and schemes.
A similar deduction will be allowed
also in the case of taxpayers not car-
rying on any business or profession.

71. As a token of my commitment
to education and research and in re-
cognition of the significant role they
have to play in our development pro-
cess, I propose to extend certain tax
concessions that will help in the fund-
ing of social science research and pro-
vide some incentive to authors and
publishers.

72. At present. only taxpayers
carrying on a business or profession
get .deduction for sums paid to any
approved university, college or other
institutions for research in social
sciences related to the class of busi-
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ness carried on by them. I consi-
der that there is a case for providing
more tax incentives for social science
research. I, therefore, propose to
allow the same 100 per cent deduc-
tion in respect of sums paid for re-
search in these areas whether related
to business or not. I also propose
to allow this deduction to taxpayers
not carrying on any business or pro-
fession.

73. The role of books, particularly
in the context of our National Lite-
racy Mission as well as the National
Education Policy cannot be over-
emphasized. To encourage publication
of better and less expensive books
and to give a fillip to the publishing
industry, I propose to revive, with
effect from the current accounting
period, the deduction of twenty per
cent of profits from publication of
books for a period of 5 years. To
encourage the publication of quality
text books in various Indian langua-
ges I also propose to revive the 25
per cent deduction from professional
income of authors of text books in
Indian languages. This will also be
available for a period of five years,
beginning with the current income-
earning period.

74. Off-shore country funds are
emerging as important channels for
attracting foreign institutional invest-
ment particularly from non resident
Indians. India made a beginning in
this direction in 1989. Of late,
however, there are signs of dimini-
shing interest of foreign institutional
investors in off-shore India country
funds. The comparative national
tax structure is one of the key factors
affecting the direction of international
financial flow. T, therefore, pro-
pose to substantially reduce the rate
of tax on dividend income received
by the off-shore funds from the units
of UTI or other mutual funds and on
long-term capital gains from such
units. On dividend income the pro-
posed rate of tax will be 10 per cent
as against the existing rate of 25 per
cent. On long-term capital gains, I
propose to have the same rate of 10
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per cent as against the effective rate
of about 45 per cent at present.

75. In the light of our deep emo-
tional involvement with the struggle
of the Black majority in South Africa
and as a further affirmation of our
commitment to South-South coopera-
tion, I propose that domations to
the AFRICA FUND be entitled to
100 per cent deduction under section
80G of the Income-tax Act.

76. The Government is committed
to the welfare of our unfortunate
handicapped citizens. In an effort
to mitigate in some small measurc
their hardship, I propose to increase
the deduction available under Section
80 U of the Income-tax Act in res-
pect of totally blind or physically
handicapped persons, from fifteen
thousand rupees to twenty thousand
rupees. The benefit of this tax
concession is also proposed to be
extended to partially blind persons.

77. Promotion of housing activ_ity
ranks high in Government’s socio-
economic priorities. ~ Towards this
nbjective, 1 propose to extend the
benefit of tax rebate under section 88
of the Income-tax Act also to con-
tractual schemes floated by public
housing corporations like HUDCO
and State Housing Boards along the
lines of the Home Loan Account
Scheme of the National Housing
Bank. Further, the tax rebate
under section 88 will also be avail-
able in relation to instalments/repay-
ment of loans towards cost of land
and also in cases where the house was
purchased or constructed before Ist

April, 1987.

78. Our software industry has made
considerable progress in recent years.
However, there ig still a vast unex-
ploited potential for growth. It 1S
time we make all-out efforts to cap-
ture the overseas software market.
With this objective, I propose 1o
extend the tax concession under sec-
tion 8OHHC of the Income-tax Act
to export of software.  With this
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concession, the exports of this indus-
try should register rapid growth,

79. 1 also propose to extend the
concession under section 80HHC to
the export of processed minerals,

.80. T consider that scientific, tech-

nical and professional skills, know-
ledge and experience  possessed by
our professionals in various fields like
architecture, accounting etc. have
an Increasing capacity to earn foreign
exchange for the country. Many of
them carry on their professions as
individuals or partnership firms. To
enable them to benefit from the tax
concession available under section
80-O, I propose to extend, to the
non-corporate  assessees, the conces-
sion presently available only to the
corporate sector.

81. In order to encourage develop-
ment of tourist infrastructure in
regions where such facilities are al-
most non-existent tcday, I propose
to exempt from Expenditure Tax for
a period of ten years expenditure
incurred in new approved hotels set
up in hilly and other remote areas.
I also propose to allow to such hotels
a deduction of 50 per cent from their
profits. instead of the normal 30 per
cent under section 80-I, subject to
certain conditions.

82. As a token of my appreciation
of the role of a healthy capital mar-
ket in the development of our econo-
my, I propose to raise the basic de-
duction- of Rs. 10,000 now available
under section 48 of the Income-tax
Act in respect of long-term capital
gains to Rs. 15,000.

83. As indicated earlier, I wish to
take some positive steps to reverse
the trend of decline in the proportion
of direct tax revenues to total reven-
uves. [ therefore propose to raise
additional resources this year through
a greater reliance on direct taxes. I
now turn to my proposals for ensur-
ing better tax compliance and mobili-
sing revenues through the imposition
of additional taxes.

_ 84. To enable the Government to
identify income earners, most of
whom would not otherwise declare
their income or would not declare
their full income, I propose to ex-
tend the scheme of tax deduction at
source to cover new areas of payments
in the nature of commissions, interest
paid by banks on time deposits and
withdrawals from the National Sav-
ings Scheme. To minimise the in-
convenience for small depositors, tax
will be deducted at source only in
respect of payments in excess of
Rs. 2,500 per year. Those receiving
payments in excess of the limit but
not having taxable income will have
the facility of collecting payment with
no tax deduction by filing a declara-
tion in the prescribed manner.

85. The present provision for off-
setting short-term capital losses
against income leads to tax avoidance.
I, therefore, propose that any loss
on transfer of a capital asset will be
set off only against gain from transfer
of another capital asset. This is
only logical. It should also stop the
practice of buying short-term capital
losses being resorted to by some un-
scrupulous tax payers.

86. Over the years, those with an
instinct for gambling have increasing-
ly patronised the races. 1 propose
to withdraw the income-tax exemption
of Rs. 5,000 in respect of earnings
from races, including horse races.
I am sure that persons who place
bets will now also have the added
pleasure of sharing their earnings
from races with the Government.

87. Professor Kaldor once observ-
ed that no civilised society should
have a maximum marginal rate of
income tax higher than 45 per cent.
We are firmly committed to a tax sys-
tem which is simple, credible, yet
progressive, in which people realise
that honesty is the best policy. 1
expect to make a beginning in this
direction as soon as we can overcome
the present fiscal difficulties. I am
confident that this process can be
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completed before the end of the five
year term of our Government. Tax
payers can help to accelerate the
process of tax reform if all of them
resolve to pay their income-tax dues
fully and promptly. In the midst of
a fiscal crisis however, such a changs
is not feasible. We must wait for
better times. The best I can do under
the circumstances, is what I propose
to do this year: keep the personal
income-tax rate structure including
the surcharge unchanged. That I
have not added to the burden of the
taxpayer s, in itself, a relief.

88. 1 have received several repre-
sentanons that wealth-tax rates need
to be rationalised. I see considerable
merit 1n these representations. How-
ever, taking into account the needs of
revenuec and also for want of time, 1
propose to make no change in the
rates of wealth-tax.

89. Four the purposes of levy of
wealth-tax, the rules of valuation of
assets aim at capturing their market
value, or near about, as on the valua-
tion date. 1 find that a distortion has
crept 1mo these rules. When an indi-
vidual holds any asset in his name its
valuation 1s at the market value.
However, if a group of persons holds
its assets through an investment com-
pany the taxable value of these assets
gets reduced considerably because it
is based on the book value and not
on the market value. I, therefore,
propose to remove this anomaly by
providing that in valuing unquoted
shares of an investment company, the
break-up value of the share will be
determined after revaluing the assets
of the company at their market value.

90. I feel disappointed that the
phenumenal growth in the output,
value added and profits of the cor-
porate sector, in recent years, has not
been appropriately reflected in cor-
porate tax collections. The experi-
ence of the preceding financial year,
in particular, is a matter of serious
concern. I am, therefore, raising the
corporate tax rate for widely held
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companies, from 40 to 45 per cent.
A corresponding increase df 5 per-
centage points from 45 to 50 per cent
is being made in the corporate tax
rate for closely held companies. I
also propose to continue the existing
surcharge of 15 per cent.

91. The traditional distinction in
corporate tax rates between trading
companies and industrial companies
has outlived its utility. I therefore
piopose to remove this distinction.

92. 1 recognise that in the medium
term the rates and structure of cor-
porate taxation have to be consistent
with the needs of an economy aiming
to become internationally competitive.
1 shall attend to this task as soon as
we have overcome the present fiscal
crisis.

93. In our economy, labour is
abundant and capital is scarce. These
economic realities have to be reflect-
ed in our fiscal policy. Yet, over the
years, the Indian economy has wit-
nessed a disturbing shift towards
greater capital intensity in produc-
tion. This has led to distortion and
avoidable hardship in cases where
labour is replaced, or employment
potential reduced, by resort to capital
intensive methods of production, even
in cases where such a shift is not jus-
tified on other economic and technical
considerations. Fiscal incentives have
been conducive to such a shift. While
there can be no compromise with the
imperatives of technological upgrada-
tion and continuous modernisation,
the tendency towards excessive capital
intensity in our industry must be
checked.

94. The rates for depreciation pres-
cribed in 1987, in relation to plant
and machinery, are far too generous
and provide much more than is need-
ed to compensate for wear and tear.
These rates of depreciation do not
reflect the true economic life of busi-
ness assets. An asset would be al-
most fully written off in six years at
the present rate of 33.33 per cent
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applicable to the bulk of plant and
machinery. I think an eight year

riod would be more reasonable tak-
ing into account the pace of techno-
logical change in India, the true eco-
nomic life of the business assets, and
the need to discourage tax induced
replacement of assets. Therefore, I
propose to reduce the general rate of
depreciation for machinery and plant
from 33.33 per cent to 25 per cent. 1
also propose to reduce the rate of
depreciation for aeroplanes, motor
buses, motor taxis and some other
equipments from 50 per cent to 40
per cent, which would mean almost
complete recoupment of cost in six,
instead of five years. However, to
encourage use of energy saving devices
and renewable energy devices, 1 pro-
pose to continue to provide 100 per
cent depreciation on such items of
plant and machinery as also some
others. Further, I also propose to
restrict the rates of depreciation to 50
per cent of the normal rates of depre-
ciation in cases where the asset is
used for less than 6 months in a year.

95. Tax support to special institu-
tions may be necessary in their nas-
cent stage. However, it should not
be extended in perpetuity. Such in-
stitutions must strive to become self-
reliant. The Industrial Development
Bank of India (IDBI) has been enjoy-
ing complete tax exemption in respect
of its income since its inception, un-
like other public financial institutions.
I propose to withdraw this tax exem-
ption, which is no longer necessary.

96. In 1987, the Government had
introduced a tax on ostentatious ex-
penditure. It is in the form of a tax
of 20 per cent of expenditure incurred
in hotels where the room rent exceeds
Rs. 400 per day. I propose to extend
the coverage of this tax to the expen-
diture incurred in restaurants provid-
ing superior facilities like air-condi-
tioning. This tax will be levied at the
" rate of 15 per cent of such expendi-
ture.

. difficut. In order to attract
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97. In view of the binding fiscal
constraints and the need to mobilise
resources, I propose to revive the
interest-tax which was first introduc-
ed in 1974 and withdrawn in 1978,
re-introduced in a modified form in
1980 and finally withdrawn in 1985.
I am enlarging, slightly, the coverage
of this tax. The new tax will be levi-
ed on the gross amount of interest
received by all banks, financial insti-
tutions and non-banking financial
companies in the corporate sector on
loans and advances made in India.
These institutions would reimburse
themselves by making necessary ad-
justments in the interest rates charg-
ed from borrowers. The proposed tax
is expected to raise the cost of bor-
rowing and yield revenue to the Go-
vernment. It should, therefore, have
both monetary and fiscal impact.

98. The proposed tax will be levi-
ed at the rate of 3 per cent of the
gross amount of interest earned by
banks, financial institutions and finan-
cial companies on loans and ad-
vances madc in India. Interest re-
ceived on transactions between the
various credit institutions will be
exempted from the proposed tax. The
proposed tax will operate prospecti-
vely and interest accruing before 1st
October, 1991 will not be taxed. The
proposed tax will be allowed as a
deduction in computing taxable in-
come under the Income-tax Act.

99. I do not propose to take up
the time of the House with other
minor changes in the Direct Tax
Laws,

100. My proposals on direct taxes
are estimated to yield a net revenue
gain of Rs. 2139 crores. Of this
amount, Rs. 97 crores will accrue to
the states.

101. Honourable Members of the
House are awgse that the balance of
payments situation is exceedingly
larger
inflows of foreign exchange, I pro-

- pose to introduce two schemes.
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102. Under the first scheme, I pro-
pose that remittances in foreign ex-
change can be made to any person in
India. Even if the remittance is re-
ceived as a gift by the donee in India,
it would not be subjected to gift tax.
The source of funds out of which the
remittances are made would not be
subject to scrutiny under the Direct
Tax Laws and Exchange Control Re-
gulations. In other words, I propose
to provide immunity for such remitt-
ances under these laws. The provi-
sions of Direct Tax Laws will apply
in the normal manner to the rupee
proceeds of these remittances. The
scheme will come into immediate
effect and will be open until close of
business on 30th November, 1991.
The details of the scheme will be an-
nounced by the Reserve Bank of
India. I also propose to introduce
the necessary legislation in this re-
gard as early as possible before this
House.

103. Under the second scheme, the
State Bank of India would issue India
Development Bonds to be denominat-
ed in US dollars. These bonds will
be available for purchase by non-
resident Indians and their overseas
corporate bodies. There will be no
ceiling for investment in these bonds
which will have a maturity period of
five years. The bonds will be fully
transferable  among non-resident
Indians. Interest from the bonds will
be exempt from income tax. The
bond itself would also be exempt
from wealth tax until maturity. For
the non-resident holder, the face value
of the bond and the interest thereon
would be repatriable with exchange
rate protection. The bonds can also
be gifted to residents, who would be
provided with amnesty and immunity,
as in the first scheme for inward re-
mittances. Such amnesty and immu-
nitv will be available only to the first
resident donee. The gift would be
exempt from gift tax. The resident
donee bond-holder would also be en-
titled to exchange rate protection, and
the same exemption from income tax
and wealth tax, until -maturity, but
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the proceeds will be paid only in
rupees in India and would not be
remittable abroad. The bonds will
be available for sale at all important
branches of the State Bank of India
abroad until close of business on 30th
November, 1991. The details of the
scheme will be announced by the Re-
serve Bank of India. I would also
bring before this House the necessary
legislation at the earliest.

104. In formulating my proposals
on indirect taxes, I have kept in mind
the wider cotext. In keeping with the
promises made in the election mani-
festo of our party, we have also to
ensure that prices of essential com-
modities and goods used by the com-
mon man are kept well under check.
Conspicuous consumption must be
curbed and the burden of taxation
should be borne by the more affluent
sections of the society. In the light
of these imperatives, I have attempt-
ed to structure the proposals for
customs and excise levies in a man-
ner that indigenous industries are en-
couraged, and, at the same time, im-
ports of items required for export
production are not thwarted. In the
long term, if revenues are buoyant
and tax compliance improves, 1 ex-
pect to bring down the rates of cus-
toms and excise levies. Even now,
some moderation in import duties is
being attempted and a more broad
based effort may be attempted to
streamline the structure and reduce
the rates in the next budget. I have
also tried to ensure that the propos-
ed changes improve competitiveness
of the industrial sector, particularly
the export oriented industries.

105. It is my intention to rationa-
lise and simplify the procedures, rules
and regulations pertaining to indirect
taxes, so that the delays in the sys-
tem are eliminated. and the interface
between the tax collector and the tax
payer is reduced to the minimum.
Given the paucity of time, it has not
been possible to undertake such an
exercise in this budget, but we should
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be able to formulate concrete mea-
sures soon as a part of structural re-
forms in the tax system.

106. Recent years have witnessed
an excessive reliance on indirect taxes
for additional resource mobilisation.
This escalates costs, fuels inflation
and is regressive in its impact. There-
fore, I have not relied on indirect
taxes as the major source of resource
mobilisation. Indeed, the overall im-
pact of my proposals for customs and
excise levies is revenue negative in
so far as the Central Government is
concerned.

107. In the sphere of customs
duties, over time, the objective of
protection for infant industries and
the need to raise revenues have led to
a situation where import duties pres-
cribed for certain items are inordina-
tely high and, in several cases, more
than 300 per cent. As a measure of
reform. I propose to reduce the ad
valorem rate of basic plus auxiliary
duties of customs to a maximum of
150 per cent where it is more than
that at present, thereby eliminating
the tariff peaks above 150 per cent.
The only exceptions that would re-
main hereafter are imported alcoholic
beverages and passenger baggage.
The revenue loss on this account
would be Rs. 132 crores in a full
year.

108. In view of the deterioration in
the fiscal situation last year, auxiliary
duty of customs was increased across-
the-board, with effect from 15th De-
cember, 1990, so as to mobilise addi-
tional resources. The increase was
not quite rational and was asym-
metric in its incidence. In some cases,
the auxiliary duty went up by 20
percentage points—from 5 per cent
to 25 per cent and from 30 per ceat
to 50 per cent, while in some others,
by just 5 percentage points i.c., from
45 per cent to 50 per cent. This
steep and uneven increase imposed a
very high burden of duties on certain
ifems, and-also led to distortions in
the overall rate . structure. In order
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to remove the anomalies which had
been created and rationalise rates of
duties, I propose to give a duty relief
of 10 percentage points to almost
every item which suffered an increase
of 20 percentage ints. Moreover.
on certain items, which are important
from the point of view of environ-
mental protection, export promo-
tion, saving of foreign exchange
and so on, I propose to roll back the
rates to levels prevailing before 15th
December, 1990. These items include
waste paper, wood in the rough, jigat
used in the manufacture of Agarbattis,
ethylene, machinery for fuel injection
equipment and certain items of machi-
nery for printing and the newspaper
industry. These proposals will result
in a revenue loss of Rs. 472 crores in
a full year.

- 109. The prevailing rates of import
duty on capital goods for general pro-
jects and machinery are, in general,
high. While I cannot make a substan-
tial reduction at this stage because of
the revenue implications, which are
considerable. I propose to reduce the
level of duties from 85 per cent to 80
per cent. In tandem, the rate of duty on
their components is also being re-
duced by 5 percentage points from the
existing levels of 65 or 70 percent.
This proposal would mean a revenue
Joss of Rs. 167 crores in a full year.

110. A technology upgradation
scheme was launched in 1987 by the
late Shri Rajiv Gandhi. Under this
scheme, fiscal relief was provided on
import of capital equipment for the
manufacture of power generation
equipment, paper machinery, textile
machinery and many others to pro-
mote domestic production of such
machinery. The scheme has been ins-
trumental in bringing about consider-
able improvement in the quality of
machines produced in India. In order
to give a further thrust to the scheme,
1 propose to expand the list of machi-
nery items which will now dttract a

‘concessiona] duty of 50 per cent. The
revenue loss on this account is- esti-
‘mated it Rs. § crores in ‘a full yesr.
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111. We have recently taken seve-
ral innovative steps to give an impetus
to our exports. I would now like to
outline some fiscal measures which
will give a further boost to the export
effort.

112. At present 100 per cent export
oriecnted undertakings or units in a
free trade zone are allowed to divert
a certain proportion of their produc-
‘tion to the domestic market. However,
the present stipulation. that excise duty
payable must be equal to the import
duty, has proved to be a deterrent.
These units have to be fostered if they
are to compete effectively in the inter-
national market; for this purpose they
should not be prevented from creating
a niche in the domestic market. Accor-
dingly, I propose to reduce the excise
duty on the goods. permitted to be
sold in the domestic market under the
scheme, to a level which would be
equivalent to half the import duty
leviable on such goods subject. inter
alia, to the condition that the duty
would not be less than the excise duty
levied on similar items produced in
the domestic tariff area.

113. To promote the growth of the
marine products ‘ndustry, fiscal relief
has been given by way of customs
duty concession on specified machinery
items required by this industry. 1
propose to extend the duty concession
to a few more items of such machi-
nery. Out of my concern for the wel-
fare of our fishermen, [ also propose
to fully exempt from excise duty speci-
fied yarns which are generally used
for making fish-nets.

114. Tn order to encourage the
growth of the finished leather indus-
try and also as a measure of export
promotion. 1 propose to reduce the
basic and auxiliarv duties of customs
on polyurethane film and foil, as well
as polyols from 150 per cent to 40
per cent. The duty on isocyanates is
being reduced from 120 per cent to
40 per cent. The import cuty on two

mmmther preservatives,
namely and PCMC, i§ bemng
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reduced from over 150 per cent to 50
per cent. These preservatives will re-
place certain other chemicals which
are suspected to have carcinogenic
effects. 1 also propose to extend the
concessional duty, available at present
to specified capital goods required by

the leather industry to a few more
items of such machinery.
115. Synthetic cubic  zirconium,

which is the closest imitation of natu-
ral diamonds, has the potential to
provide job opportunities for a. large
number of artisans. The jewellery
made therefrom a'so has a significant
export potential. In order to encour-
age indigenous manufacture of cubic
zirconium, I propose to reduce the im-
port duty on the raw materials viz.
zirconium oxide and yttrium oxide to
the level of 40 per cent from the .pre-
sent level of over 150 per cent.

116. Our Government attaches the
highest priority to agriculture. One
of the promises made in cur election
manifesto is to provide a massive
thrust to food processing and other
agro-based industries, in an endeav-
our to increase the income of farmers,
create employment onportunities,
diversify the rural economy and foster
rural industrialisation.

[Translation]

SHRI ASHOK ANANDRAO
DESHMUKH (Parbhani): Mr. Spea-
ker, Sir, T am walking out of the House
because Government has done noth-
ing for the farmers. 75 per cent Mem-
bers of the Treasury Bench belong to
farmers. households.  (Interruptions)
This Budget is not for the farmers.
That is why T am walking out of the
House.

[English]
MR. SPEAKER: It is not like this.

{Interruptions)

MR. SPEAKER: Plcase sit down.
(Fnterruptions)
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At this stage. Shri Ashok Anandrao
Deshmukh left the House

SHRI MANMOHAN SINGH: As
an important step in this direction. I
propose to exempt agro-based pro-
ducts such as sauces. ketchup, butter,
cheese, skimmed milk powder, vege-
table oils, jams, jellies and juices, can-
ned fruits and dried vegetables, cer-
tain soya products, starches and pre-
parations of meat and fish from excise
duties altogether. T am doing so to
promote the diversification of our
agricultural economy, to increase the
farmers’ share of the consumer’s in-
come spent on processed agricultural
products. to promote rural industria-
lisation based on agricultural produce
and to encourage the adoption of
modern postharvest technologies. The
measures I have proposed. T expect.
will also lead to some reduction in
consumer prices of such products, nro-
viding relief to the harassed consu-
mers in a period of rising prices. Tha
revenue loss will be Rs. 84 crores but
I am convinced that the overall gain
to the economy will more than offset
the loss to the exchsquer.

117. As a relief to the agro-based
jute industty, which has been beset
with chronic problems, 1 propose to
reduce the excise duty on products
which contain a minimum of 35 per
cent of jute fibre from Rs. 660 to
Rs. 330 per metric ton.

118. At present a number of speci-
fied bulk pesticides and pesticide in-
termediates enjoy concessional import
and excise duties. 1 propose to extend
the duty concession to a few more bulk
pesticides and pesticide intermedi-
ates. The proposals involve a revenu~
loss of about Rs. 11 crores in a fu'l
year.

119. There is a money credit sche-
me in vogue to encourage the use of
minor oils for the manufacture of
soaps. | propose to increase the money
credit of Rs. 640 per metric ton that
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is currently available in respect of rice
bran oil used in the manufacture of
soans to Rs. 1000 per metric ton. In
addition, T propose to include some
more non-conventional oils and sol-
vent extracted oils in the scheme. This
would also help in generating more
emnlovment for our tribal women.
These proposals involve a revenue
sacrifice of about Rs. 10 crores in a
full year.

120. The MODVAT scheme was
introduced in 1986 to minimise the
cas~ading effect of indirect taxes. The
scheme has been well received by the
industry, and there have been persis-
tent demands for its extension to other
areas. T propose to reintroduce the
scheme in respect of aerated waters,
and also to extend it to cover man-
made fibres and filament yarns in res-
pect of their inputs. While extending
the scheme to fibres and yarns, I do
not propose to raise the duty on those
fibres and yarns on which the duty
was increased as recently as Decem-
ber. 1990. On other fibres and yarns.
the dutv rates have been adjusted with
a view to retaining the collection of ex-
cise duties at the earlier level. But
duties on polypropylene monofilament
and multifilament yarns are being in-
creased to raise additional revenue. Tn
respect of aerated waters also. T do
not propose any increase in duty. The
proposals involve a revenue loss of
about Rs. 230 crores in a full vear. T
expect that the benefit would be pas-
sed on to the consumers in the form
of reduced prices.

121. T propose to rationalise the
existing excise duty rates on polyester
blended yarns. As an anti-evasion
measure, I also propose to charge ad-
ditional excise duty on cotton fabrics
containing 40 per cent or less of poly-
ester at the same rates as applicable
to cotton fabrics containing more than
40 per cent of polyester. The propo-
sals involve a revenue gain of about
Rs. 23 crores in a full year.
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122. In our effort to make essential
drugs available to the people at affor-
dable prices, I propose to fully exem-
pt five specified anti-epileptic formu-
lations from excise duty. At present,
some drug intermediates and bulk
drugs carry a concessional rate of im-
port duty. 1 wish to extend the con-
cezsion to a few more drug interme-
diates and bulk drugs, and grant con-
cessions in excise duties to & lew more
drug intermediates.

123. In keeping with our comit-
ment to give special piiority to cot-
tage, khadi and village industries, 1
propose to give some excise duty coi-
cessions to this sector. At present,
footwear of value not exceeding
Rs. 100 per pair manufactured in rurai
areas by registered co-operative soci-
eties, women’s socicties or by institu-
tions recognised by KWVIC, are fully
exempted. 1 propose to raise the volue
limit of cxemption to Rs. 150 per
pair. Further, 1 propose to  extend
to synthetic detergents the benefit of
full exemption from excise duty that
1s presently available to specified pro-
ducts when manufactured in rural
areas by registered co-operative socie-
ties, women's societies, institutions re-
cognised by KVIC etc.

124. 1 would now like to outline
some of the steps that I propose for
the protection of our environment and
for ecological security. In view of our
dwindling forest cover, we must con-
serve our scarce resources. Therefore,
as I have stated earlier, the import
duty on waste paper and wood in the
rough is proposed to be rolled back
1o the rates that were prevailing before
I5th December, 1990. [ also propose
to fully exempt from excise duty alu-
minium  doors, windows and their
frames so as to encourage the use of
aluminjum in the place of wood in
construction activitics. Fly ash is a
pollutant. It can. however, be put to
productive use in the manufacture of
bricks and other construction mater-
ials. In order to encourage such use.
I propose to fully exempt from excise
duty various building components

Granis (Rlys.), 1991-92

contuning more than 25 per cent of
fly ash or phosphogypsum. I also pro-
pose to exempt phosphogypsum which
1s one of the bye-products of the fer-
tilizer industry from excise duty to en-
courage its use of by farmers.

125. Few would disagiee that I am
one of the most harassed Finance
Ministers in recent times. To perform
e onervus task before me, ! need
support from the Press. As a gesture
ol goodwill, I propose to exempt stand-
ard newsprint from import duty which
is. at present, Rs. 450 per metric ton.
i have already proposed to bring down
the rates of import duiy c¢n certain
speciiled machinery and equipment re-
quired by the printing and ncwspaper .
iadustry to the levels that were obtain-
1.2 before 15th December, 1950. The
monetary limit of duty iree import of
poolographic goods by accredited
cameramen of the Press is being rai-
sed from the present level of Rs. 30.000
to 60,000. These proposals iuvolve a
revenue loss of over Rs. 9 crores in a
full year. Let me add. Mr. Speaker
Sir. that I may reconsider these pro-
posals aiter 1 see the edicorials tom-
morrow morning.

126. Ever since my appointment as
Finance Minister, I have had to spend
long hours in -office. This has quite
naturally made my wife very unhappy.
The House will agree that it is not
»pod for the health of our economy
il the Finance Minister of the country
has strained relations with his own
‘inance minister at home. 1 propose
tiat the total exempiion from pay-
ment of excise duty currently avai-
:able to utensils made’ of aluminium,
copper and stainless steel be extended
to certain other household items par-
ticularly tiffin boxes.

127. The same consideration has
induced me to propose a reduction
in the excise duty on specified table-
ware produced by semi-automatic pro-
cess from the present level of 20 per
cent to 15 per cent. Mindful of the
need for peace at home and also tak-
ing into account the labour intensive
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nature of die nanufacture of glassware
by the mouth blown piocess, 1 pro-
pose to reduce the excise duty on such
glassware to 15 per cent uniformly.
Some people may not applaud my
action. but 1 am sure most housewives
harassed by the ever rtising price level
will appreciate my action.

128. In keeping wii uie commil-
ment in our election mianifesio, 1 shall
make every effort 10 ensure that in-
direct taxes do not unduly add to the
prices of essential commoditics Of the

items listed in the manifesto. at pre-
sent. theie is no excise duty on salt.
cycies, newsprint, post cards. inland

letters and envelopes, and certain vari-
=ties of stoves. Cotton sarees and dho-
ties attract only additional excise duty
mm iiey of sales tax which accrues
whoily to the State Governments. |
nave earlier proposed to fully exempi
edible oils from excise duty. Electric
bulbs of upto 60 watts, are already
exempt from excise duty. 1 now pro-
nose to fully exempt electric bulbs, of
higher wattage, which presently at-
tract a duty of Re. 1 per bulb, from
the payment of cxcise duty. Energ:
efnicient chulhas, too, would be exemp-
ted from excise duty. 1 also propose to
reduce the excise duty on two whee-
fers of engine capacity eaceeding 50 cc
but not exceeding 75 cc from 20 per
cent to 15 per cent.

129. 1 recognise that the tax reliefs
1 have given, by themselves, constitute
only a small step towards the realisa-
uon of the objective mentioned in our
manifesto in regard to prices of ess-
enual commodities. In pursuit of this
objective, I propose 10 inwite the re-
nzesentatives of industiy and trade to
sit tozether with our Government to
work out modalities as to how best
we can coatribute to the realisation of
the price objectives listed in our elec-
ton manifesto, for the benefit of the
common man.

130. In order to promote tourism
which is an important means of ear-
wing foreign exchange, 1 propese to
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reduce the import duty on aaventure
spoits equipment from rates ranging
from about 100 to 300 per cent to 40
per cent.

131. In  keeping with the recent
exchange rate adjustments of the ru-
pce. 1 propose to raise the baggage al-
lowan-es including duty free limits
ior wonalide gifts suitably; for ins-
tance the gencral duty free allowance
tor personai baggage is being raised
from Rs. 2000 to Rs. 2400.

22. l.et me now turn to the major
preposals for additional revenue mo-
bilisation.

133. At present special excise duty
is being levied at the rate of 5 per
cent of the basic excise duty. 1 pro-
posc 1o raise it to 10 per cent. Since
the increase is only u percentage of
the basic oacise duty. the impact of

tne addiional levy would bz mini-
mal on prices.  For instance, in res-
pzot o of any article on which  the
bast: excive duty is sayv, 20 per cent,
the increase would be only 1 per
cent of the value. Tea. coffee. su-
gar, kerosenc. matches. and wvanas-

pathi, being items of muss consump-
tion would remain cxempt from spe-
cial excise duty, in addition, 1 am
ensuring that the increase in special
excise duty will not apply to diesel
and two wheelers.  The proposal
involves a rcvenue gain of Rs. 1010
crorcs in a full year, a  substantial
portior of which will accrue to the
States.

134. Onc of the promises made
in our election manifeito is to evol-
ve policies and measures to  curb
conspicuous consumption. In pur-
suance of this. 1 propose to increase
the excise duty rates on rafrigera-
tors, air-conditioners including com-
pressors, motor cars, audio and vi-
deo cassette tapes. video cassettes,
picture tubes. colour television sets,
VCRs and VCPs.
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135. 1 propose to increase the ex-
cise duty on refrigerators by amounts
varying from Rs. 200 to Rs. 800 de-
pending upon the capacity, and in

the case of air-conditioners, by
amounts varying from Rs. 2030 to
Rs. 30000. I also propose to raise
the excise duty on compressors for

air coenditioners of a capacity not ex-
ceeding 7.5 metric ton by Rs. 1800.
The expected additional rcevenue
from these proposals is about Rs. 91
crores in a full year.

136. Motor cars at present
excisc duty &t the rate of 20
cent., | propose to increasec the ex-
cise duty to 60 per cent. The duty
on taxis at 30 per cent will, however,
remain  unchanged. The proposal
will yield an additional revenue of
Rs. 150 crores per year.

attruct
per

137. I propose to increase the ex-
cise duty on :tudio casscile  lapes
from Rs. 3 to 5 per sq. metre and on
video cassette tapes from Rs. 10.50
to Rs. 15 per sq. metre. The esti-
mated revenue gain from the propo-
sal will be Rs. 29 crores in a full
year.

138. A« regards colour television
sets, 1 propose to increase the encise
duty by Rs. 500 and Rs. 750 per set.
depending on the screen sizes. 1
propose to raise the excise duty on
colour picture tubes as well. [ am
exempting all black and white tele-
vision sets from excise duty and
shifting the burden to picture tubes.
[ also propose to increase excise
duty on VHS type VCRs and VCPs
by Rs. 400 per set and Rs. 250 per
set, respectively. and on other types
of VCRs and VCPs. from 25 per
cent to 30 per cent.  The revenue
gain on this account is Rs. 66 crores
in a full year.

139, Every Finance Minister has
to do his bit to curb smoking. which is
injurious to health. I must also fall
in line and add to the tax on c:ga-
fettes, In respect of non-filter ciga-
rettes. T propose to raise the duties

Demands for 326
Grants (Rlys.), 1991-92

by Rs. 10 to Rs. 25 per thousand ci-
garettes depending upon the length.
In respect of filter cigarettes, the in-
crease will be between Rs. 35 and
Rs. 125 per thousand cigarettes, How-
ever, filter cigarettes exceeding 85
mm will atiract the ceiling rate pres-
cribed in the excise tarift. This will
give us additional revenue to the
extent of Rs. 300 crores in a full
year.

i40. The excise duty on
made branded biris is Rs.
thousand.  Although the duties on
cigarettes have been increased al-
most every vear, excise duties on
biris have remained  unchanged
since 1986. I {feel that biri smokers
snould not be denied the opportu-
nity of increasing their share of con-
tribution to the national exchequer.
1 accordingly propose to increase the
duiy on nand-made branded biris,
other than paper rolled biris to Rs.
4.50 per thousand. Paper rclled bi-
ris will attract a duty of Rs. 10 per
thousand. The present exemption
on other hand made biris would.
howcver,  continue. The expected
additiona] revenue is Rs. 33 crores in
a full year.

hand-
3.75 per

+1. Pan masala not containing to-
bacco attracts a specific rate of ex-
cise duty. 1 propose to raise the ex-
cise duty on the same by Rs. 5 and
Rs. 10 per ke. depending on its value.
This involves a revenue gain of Rs.
4 crores in a full year.

142. The excise duty on sugar,
which is levied on a specific basis,
has remained unchanged since 1983,
with the result that the ad-vaiorem

incidence  has come down as the
price of sugar has increased comsi-
derably over this period. In ad-

valorem terms, the present incidence
of excise duty on levy sugar is more
than the incidence on free sale su-

gar. . In order to correct the situa-
tion. fpose to increase the ex-
-cise dutyon sale sugar from the

, present level of Rs. 50 to Rs. 71 per
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quintal. This would mean an addi-
tional tax burden of 21 paise per
kilogram of free sale sugar which
costs about Rs. 10 per kg in the
market place. This proposal is ex-
pected  to yield an additional re-
venue of Rs. 122 crores in a full
year. I would like to make it clear
that I am not proposing any increase
in excise duty on levy sugar which is
sold through the public distribution
system.

143. 1 propose to exclude khand-
sari sugar frcm the list of items
chargeable to addirional excise duty.
The State Governments will be free
to levy sales tax on khandsari su-
gar, if they so desire.

144. Molasses which is a bye-pro-
duct of the sugar industry is pre-
sently subject to excise duty at the
rate of Rs. 120 per metric ton. A
substantial portion of molasses is
used in the manufacture of liquor.
In the circumstances, it can bear a
higher rate of duty. Accordingly, I
propose to increase the excise duty
on molasses to Rs. 150 per metric
ton. The estimated revenue gain
from the proposal is Rs. 13 crores in
a year.

145. The details of the revenue
implications of the measures an-
nounced are given in the Explara-
tory Memorandum to the Finance
Bill.

146. I have also proposed certain
amendments in the Finance Bill
seeking to effect changes in the Cus-
toms Act, and excise and customs
tariffs. These include certain conse-
quential amendments to the customs
tariff based on the amendments to
Harmonised Commodity Des-
cription and Coding System which
adopted by our country in
the International Conven-
tion on the Harm#inised System. The
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of some of the existing notifications.
In order to save the time of the

House, I do not propose to recount
them.

147. The increases in excise duties
will lead to a revenue gain of Rs.
1799.00 crores while the reliefs will
amount to Rs. 358.06 crores in a
full year. The net revenue gain from
excise duties is thus Rs. 1440.94
crores in a ful! year, of which the
tates will get Rs. 750.04 crores leav-
ing the balance of Rs. 690.90 crores
for th: Centre. The proposals in
regard i0 changes in the customs du-
ties iunply a rcvenue loss of  Rs.
822.5: wuies and a revenue gain of
Ks. 7& 0 crores in a full year. The
net impact of the proposals relating
to custems  duiies is a loss of Rs.
74452 cioves m a full year. Thus,
as compared with the additional net
tevenue of Ry 69642 crores from
customs and excise duties, the States
would gain Rs. 750.04 crores, while
the Cenire would lose Rs. 53.62
crores in a full vear.

148. Cupies of naiifications  giving
effect 10 the changes in customs and
excise duties effective from 25th July.
1991, will be laid on the Table of
the House in due course.

149. The proposals 1 have made
m regard to direci taxes will yield

Rs. 2139 crores of which Rs. 97
crores will accrue to the States and
Rs. 2042 crores to the Centre. My

proposals in regard to customs duties
will involve a net revenue loss of
Rs. 510 crores in the current year
while those relating to Union excise
duties arc estimated to yield a net
additiona! revenue of Rs. 988 crores
in the remaining part of the current
year of which Rs. 515 crores will be
the share of States and Rs. 473 crores
will be retained by the Centre. Tak-
ing both direct and indirect taxes
into account, sls® net gain to the
Centre in the current year is estimat-
ed at Rs. 2005 crores and with this,
the budgetary deficit of the Centre
for the current year is estimated at
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Rs. 7719 crores, the revenue deficit
at Rs. 13854 crores and the fiscal de-
ficit at Rs. 37727 crores.

150. Sir, T have now nearly come
to the end of my labour. Before I
conclude, tet me end on a personal
note. Years ago, in a letter which
Jawaharlal Nehru wrote to the
young Indira Gandhi, he advised
her that in dealing with the affairs
of the State one should be full of
sentiment but never bs sentimental.
But the House will forgive me if on
an occasion like this I cannot avoid
being somewhat sentimental.

151. I was bomn in a poor family
in a chronically drought prore vil-
lage which is now part of Pakistan.
University  scholarships and grants
made it possible for me to go to col-
lege in India as well as in England.
This countrv has honoured me by
appointing me to some of the most
important public offices of our so-
vereign Republic. This is a debt
which T can never be able to fully
repay. The best I can do is to
pledge myself to serve our country
with utmost sincerity and dedication.
This I promise to the House. A Fi-
nance Minister has to be hard head-
ed. This I shall endeavour to be.
T shall be firm when it comes to de-
fending the interests of this nation.
But I promise that in dealing with
the people of India I shall be soft
hearted. I shall not in any way re-
nege on our nation’s firm and ir-
revocable commitment to the pur-
suit of equity and social justice. I
shall never forget that ultimately all
economic processes are -~ meant to
serve the interests of our people. It
is only through a commitment to
social justice and the pursuit of ex-
cellence that we can mobilise the col-
lective will of our people for deve-
lopment, to give it a high moral

‘We shall prevail.
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purpose and to keep alive the spirit
of national solidarity. The massive
social and economic reforms needed
to remove the scourge of poverty,
ignorance and disease can succeed
only if backed by a spirit of high
idealism, self sacrifice and dedication.

152. The grave economic crisis
now facing our country requires de-
termined action on the part of Gov-

ernment. We are fully prepared for
that role. OQur party will provide an
effective  Govermment to our coun-

tryv. Our people are our masters. We
sez the role of our Government as
one of empowering our people to
realize their full poteatial. This bud-
get constitutes a vital component of
a comprchensive vision, a well
thought out strategy and an effective
action programme dcsigned to get
India moving once again.

153. Sir, I do not minimise the
difficulties that lie ahead on the long
and ardous journey on which we
have embarked. But as Victor Hu-
go once said, “no power on earth
can stop an idea whose time has
come.” I suggest to this august
House that the emergence of India
as a major economic power in the
world happens to be one such idea.
Let the whole world hear it loud
and clear. India is now wide awake.
We shall over-

come.

154. With these words, I com-
mend the budget to this august
House.



