PMEAC Prolects Ecprromy To Grow At 7.2% In 2009-10 W|th Upward Bias

‘RoII ack stimulus gra

New Delhi: A week ahead of
the Union Budget, the clam-
our in policy-making circles
for a rollback of the econom-
ic stimulus is getting increas-
ingly louder. On Friday, C Ran-
garajan, the chairman of the
Prime Minister's Economic
Advisory Council (PMEAC)
too pitched for a rollback, al-
beit in a phased manner;, start-
ing with the Budget.
Releasing a review of the
economy in 2008-10, the
PMEAC chairman said the
economy would grow at 7.2%
with an upward bias as pre-
dicted by the Central Statisti-
cal Organisation (CSO). How-
ever, the PMEAC report stress-
es the need for fiscal correc-
tion with the projected fiscal
~ deficit escalating to 10.3% in
2009-10 and the debt-GDP ra-
tio galloping to 77% compared
. t071% in the previous year.
The large fiscal deficits of

the past two years are un-
sustainable, said Rangara-
jan. While the government
must make efforts to reduce
them, it is desirable to reduce
the expenditure-GDP ratio by
1%, he added. '

The PMEAC report seeks
expansion of the service tax
coverage, suggesting unifi-
cation of the rate structure
of central excise and service
tax while putting it between
the current and the previous
higher level. The report also
moots bringing all services
under the service tax struc-
ture to broaden the tax base
while having a lower tax rate.

Before the stimuli were in-
troduced in 2008, the central

excise rates were 16% while. -

the service tax rate was 12%.
These were brought down to
8% and 10% respectively in
phases. Govinda.Rao, mem-
ber of the PMEAC, said the
government should gradual-
ly raise the rates to a level
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like, say, 10% or 12% which
could also serve as the rate
for the proposed Goods and
Services Tax (GST) when it is
introduced. Rangarajan said
borrowings for the 2010-11 fis-
cal would be in the range of
the currént year, that is,
around Rs 4.5 lakh crore,
while fiscal deficit is likely to
come down by a percentage

TInvestment chmate set to

TIMES NEWS NETWORK

New Delhi: The investment
climate in the country will im-
prove further as more and

more companies are expected -

to approach the capital mar-
kets to raise funds through is-
suances of equity and debt in
domestic as well as overseas
markets, according to Prime
Minister's Economic Adviso-
ry Council (PMEAC). Howev-
er, foreign portfolio invest-
ments are likely to slow down
in the second half of the cur-
rent financial year.

PMEAC in its review of
the Indian economy said, “
Companies who have lined up
internal sources -of funds
and/or equity issuances are
likely to increase their cred-
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point from 6.8% in 2009-10 to
5.3%-5.8% in 2010-11.

He defended the govern-
ment's higher expenditure as
that was the primary reason
which pulled back the econo-
my on the high growth path.
He said in India's case the
growth was largely domesti-
cally driven which is also re-
flected in the current account

ually’

deficit being at a low of 2.2%

He said the rising food
prices are a major.concern
and the government will have
to strike a balance between
growth and fiscal discipline.

Inflation, according to
PMEACG, is estimated at 8.5%
at the end of the fiscal as prices
areexpected to ease in the next
two months as a result of bet-
ter supply of foodgrains. Ran-
garajan, a former RBI gover-
nor, said the central bank
would have to take a moreneu-
tral stand on monetary policy.
He, however, said the future
RBI action would depend more
on price pressure and credit
growth picking up. :

On the decontrol of fertil-
izer prices and expected hike
in fuel prices, the PMEAC
said these are long-awaited
steps and are needed to main- .
tain fiscal discipline. There
will be some adjustments ini-
tially, but in the long run
prices will stabilize.

improve

it lines once capital expendi-
ture commences in the next
fiscal, for which they seem to
be prepared at this point."
The report said unless
there are unexpected set-

" backs, the investment climate

should see a rapid recovery

‘in credit growth, accompa-

nied by substantial issuances
of debt and equities in the do-
mestic and overseas markets.

The review pointed out
that credit expansion in the

- second half of 2009-10 was
- much stronger at Rs 165,500

crore compared to Rs 83,700
crore in the corresponding pe-
riod of the previous year. Mo-
bilization from the capital
market by way of debt and eq-
uity during the current fi-
nancial year — up to the end

further

of January 2010 — is over Rs
2,39,000 crore — almost 50%
higher than in the same peri-
od of the previous year. Is-
suance of capital rasing in- -
struments like equity and debt
in October-January has been
quite strong, the review said.
However, the foreign fund !
flows into stock and bond mar-" :
kets during the second hailf of
the current fiscal have slowed
down to $9.2 billion, as against
$17.9 billion in the first half.

Portfolio flows include in-
vestment made by FlIs, in-
vestments in ADRs or GDRs
and offshore funds. The re-
view expects the total portfo- *
lio flows in 2009-10 will be
$27.2 billion. In 2008-09, port-
folio flows was negatlve
$14billion.




