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This note has been prepared in the context of media reports around the cuts in overall budget, particularly, the cuts for budgets towards social sectors. The media, during the last couple of days, has been discussing that the social sector budget would be slashed down in the Revised Budget (2014-15 RE) in order to meet the fiscal deficit target of 4.1 percent of GDP. 

When the current Finance Minister presented the Budget for 2014-15, the fiscal deficit target was set at 4.1 percent of GDP, with the assumption that nominal GDP would grow at the rate of 13.4 percent. But as the GDP has been growing at a much slower pace than expected, the targets set up for augmenting the revenues are not going to be met. In such a scenario, the only option left to adjust the Budget is downsizing the allocations and the expenditure on social sector programmes. Experience shows that whenever there has been a cut in the overall budget for the country, the social sector is the frontrunner target. It is easier to cut down these items, unlike targeting items like interest payment and other such committed liabilities of the government. 
Before getting into details of the motivations of government behind such a cut in social sector expenditure, let’s look at the trend in overall budgetary spending as well spending on the social sector in India during last couple of years. 
I. Overall Magnitude of the Union Budget

The total size of the Union Budget in 2014-15 has been pegged at Rs. 17.94 lakh crore as compared to Rs. 16.55 crore in 2013-14 (BE), an increase of almost Rs. 1.40 lakh crore and Rs.17.63 lakh crore in the Interim Budget (IB). Of this increase of Rs. 31,000 crore, between the IB and the main Union Budget of 2014-15, two-third is in the Plan Expenditure domain, which has increased from Rs. 5.55 lakh crore to Rs. 5.75 lakh crore while the remaining one-third has been accounted for by Non-Plan Expenditure. However, the total expenditure in the Union Budget, 2014-15 accounts for only 13.9 percent of GDP, compared to 14.7 percent of GDP in 2013-14 (BE) (Table 1). Though the absolute amount of the Union Budget allocation has increased in 2014-15 (BE), compared to 2014-15 IB and 2013-14 (BE), there has been a reduction of almost 0.8 percentage point (as proportion of GDP) in 2014-15 (BE) as compared to 2013-14 (BE)
Table 1: Total outlay of Union Budget (in Rs. Crore)
	Items
	2012-13 (Actuals)
	2013-14 (BE)
	2013-14 (RE)
	2014-15 (IB)
	2014-15 (BE)

	GDP (at current market prices)
	10113281
	11355073
	11355073
	12876653
	12876653

	Total Union Budget
	1410367
	1665297
	1590434
	1763214
	1794892

	as % of GDP
	13.9
	14.7
	14.0
	13.7
	13.9

	Total Plan Expenditure
	413625
	555322
	475532
	555322
	575000

	as % of GDP
	4.1
	4.9
	4.2
	4.3
	4.5

	Total Non-Plan Expenditure
	996747
	1109975
	1114902
	1207892
	1219892

	as % of GDP
	9.9
	9.8
	9.8
	9.4
	9.5


Source: Union Budget 2014-15

II. Public Expenditure Priorities towards Social Sectors
In the budgetary classification followed in India, social sectors or social services usually refer to sectors pertaining to education, health, nutrition, drinking water and sanitation, housing etc. and social security measures for unorganized workers and underprivileged people. Public provisioning of essential services (like, education, health, drinking water and sanitation etc.) and social security payments by the government are required more for the vulnerable sections of the population. Hence, the coverage and the quality of pubic provisioning in these sectors is crucial for development of SCs, STs, minorities, women, children, persons with disabilities and other disadvantaged groups. 

However, the total budgetary spending on social sectors in India used to be a meager 5.3 percent of GDP in 2004-05. Though it has increased over the last decade, the figure still lingers around 7 percent of GDP. Of this 7 percent of GDP of public spending on social sectors, the direct contribution from the Union Budget (i.e. excluding the direct spending from the State Budgets) has been around only 2 percent of GDP. This level of public spending on social sectors is significantly lower than that of the developed as well as many developing countries. 

Table 2: India’s Budgetary Spending on Social Sectors

	Year
	Expenditure from the Union Budget on Social Services*

as % of GDP
	Combined Budgetary Expenditure

by Centre and Stateson Social and Community Services#as % of GDP

	2004-05
	1.2
	5.3

	2005-06
	1.3
	5.5

	2006-07
	1.3
	5.6

	2007-08
	1.6
	5.7

	2008-09
	2.0
	6.5

	2009-10
	1.9
	7.0

	2010-11
	2.0
	6.9

	2011-12 (RE)
	1.8
	7.0

	2012-13 (BE)
	1.9
	7.2


Notes: *In the Union Budget documents, Social Services include the following sectors: Education, Youth Affairs and Sports, Art & Culture; Health & Family Welfare: Water Supply & Sanitation; Housing & Urban Development; Information & Broadcasting; Welfare of SCs, STs and OBCs; Labour & Labour Welfare: Social Welfare & Nutrition; and Other Social Services. 

#In the Indian Public Finance Statistics brought out annually by the Union Ministry of Finance, Social and Community Services  include the following sectors: all sectors covered under Social Services as listed above, Scientific services & research, and (Plan spending on) Relief on account of natural calamities. 

Source: (i)The figures for ‘Expenditure from the Union Budget on Social Services as % of GDP’ are from – CBGA (2012), “Unfulfilled Promises? - Response to Union Budget 2012-13”, New Delhi. (ii) The figures for ‘Combined Budgetary Expenditure by Centre and States on Social and Community Services as % of GDP’ have been compiled by the authors from the data given in – Government of India (2013), “Indian Public Finance Statistics 2012-13”, Ministry of Finance.
As has been mentioned at the outset, the Union Budget 2014-15 allocated just Rs. 31,000 crore more than the amount allocated in IB. The major increases in allocations have been observed for the Ministry of Defence and the Ministry of Road Transport and Highways by Rs. 6000 crore and Rs. 3000 crore respectively. The allocations for most Ministries pertaining to social sectors have been retained at the same level or have been increased marginally. While most social sector Ministries such as the Urban Development, Health and Family Welfare, Women and Child Development show meager increases by Rs. 500 crore, the high allocations for that of Defense and Road and Transport reflect the policy priorities of the current government (Table 3).

Table 3: Budget Outlays for Select Union Ministries (In Rs. Crore)
	 Sl. No
	  Union Ministries
	2012-13 (Actuals)
	2013-14 (BE)
	2013-14 (RE)
	2014-15 (IB)
	2014-15 (BE)

	1
	Agriculture (including Special Central Asst. for State Plans, like, RKVY)
	24254.42
	29772.83
	26070.87
	29962.94
	31062.94

	 
	as % of GDP
	0.24
	0.26
	0.23
	0.23
	0.24

	2
	Consumer Affairs, Food and Public Distribution 
	86676.52
	91591.45
	93339.86
	115948.99
	115952.63

	 
	as % of GDP
	0.86
	0.81
	0.82
	0.90
	0.90

	3
	Defence(including Defence - Civil Estimates)
	230642.11
	253346.51
	253788.01
	279202.87
	285202.87

	 
	as % of GDP
	2.28
	2.23
	2.24
	2.17
	2.21

	4
	Drinking Water and Sanitation
	12968.63
	15265.70
	12006.24
	15266.85
	15266.85

	 
	as % of GDP
	0.13
	0.13
	0.11
	0.12
	0.12

	5
	Health and Family Welfare
	27885.19
	37330.00
	30847.31
	38737.82
	39237.82

	 
	as % of GDP
	0.28
	0.33
	0.27
	0.30
	0.30

	6
	Housing and Urban Poverty Alleviation*
	933.18
	1468.02
	1207.72
	6008.62
	6008.62

	 
	as % of GDP
	0.01
	0.01
	0.01
	0.05
	0.05

	7
	Human Resource Development
	66054.67
	79451.00
	74621.30
	81441.10
	82771.10

	 
	as % of GDP
	0.65
	0.70
	0.66
	0.63
	0.64

	8
	Minority Affairs
	2174.29
	3530.98
	3130.84
	3734.01
	3734.01

	 
	as % of GDP
	0.02
	0.03
	0.03
	0.03
	0.03

	9
	Petroleum and Natural Gas
	97423.04
	65188.41
	85566.13
	63543.00
	63543.00

	 
	as % of GDP
	0.96
	0.57
	0.75
	0.49
	0.49

	10
	Road Transport and Highways (Figures include the Special Central Asst. for State Plans)
	22536.58
	31302.14
	30338.53
	31257.20
	34345.20

	 
	as % of GDP
	0.22
	0.28
	0.27
	0.24
	0.27

	11
	Rural Development
	53180.99
	80250.50
	61863.93
	82261.46
	83852.46

	 
	as % of GDP
	0.53
	0.71
	0.54
	0.64
	0.65

	12
	Social Justice and Empowerment
	4939.72
	6725.32
	5723.35
	6845.63
	6845.63

	 
	as % of GDP
	0.05
	0.06
	0.05
	0.05
	0.05

	13
	Tribal Affairs (Including Special Central Asst. for State Plans)
	3072.63
	4295.94
	3896.05
	4397.96
	4497.96

	 
	as % of GDP
	0.03
	0.04
	0.03
	0.03
	0.03

	14
	Urban Development
	8465.00
	10363.75
	9548.20
	19589.46
	20009.46

	 
	as % of GDP
	0.08
	0.09
	0.08
	0.15
	0.16

	15
	Women and Child Development
	17035.72
	20440.00
	18285.65
	21093.88
	21193.88

	 
	as % of Total Union Budget
	1.21
	1.23
	1.15
	1.20
	1.18

	 
	as % of GDP
	0.17
	0.18
	0.16
	0.16
	0.16


Note: * (Figures for 2014-15 IB and BE include the BSUP and IHSDP components of JnNURM, which were earlier reported under MoF); Source: Union Budget, 2014-15

The poor quality of infrastructure in these sectors (e.g. schools, hospitals, Anganwadi Centres etc.), the shortage of qualified and trained human resources for delivery of services (e.g. teachers, doctors, para medical personnel, Anganwadi Workers etc.), the shortage of human resources for management of the programmes (e.g. staff for monitoring and supervision as well as finance and accounts staff), the unacceptably low levels of unit costs for provisioning of various services in these sectors, are all manifestation of the deficiency of public resources in social sectors in India.  

For some of the major Centrally Sponsored Schemes such as the MGNREGS, NRHM, SSA etc., the allocations however have been retained at the same level as the IB figures. This implies inadequate increases over allocations made in the 2013-14 RE;even in many programmes like PMGSY, JnNURM, PMSSY etc., the allocations made in 2014-15 (BE) is less than the provisions made in 2013-14 (BE)(Table-4). 

Table 4: Allocations across Major Centrally Sponsored Schemes (in Rs. crore)

	Major Schemes
	2012-13 (Actual)
	2013-14 (BE)
	2013-14 (RE)
	2014-15 (IB)
	2014-15 (BE)

	Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA)
	30274
	33000
	33000
	34000
	34000

	Ajeevika/National Rural Livelihood Mission (NRLM)
	2195
	4000
	2600
	3859
	4000

	Indira AwaasYojana (IAY)
	7869
	15184
	13184
	16000
	16000

	PradhanMantri Gram SadakYojana (PMGSY)
	8884
	21700
	9700
	13000
	14391

	Jawaharlal Nehru National Urban Renewal Mission (JNNURM)
	5357
	14245
	10239.6
	11247
	11270

	SwarnaJayantiShahariRozgarYojana (SJSRY)/NULM
	794
	950
	778
	1003
	1003

	RashtriyaSwasthyaBimaYojana (RSBY)
	1002
	1141.5
	789
	1434
	1434

	SarvaShikshaAbhiyan (SSA)
	23873
	27258
	26608
	27758
	28258

	Mid- Day Meal (MDM)
	10849
	13215
	12189
	13125
	13215

	RashtriyaMadhyamikShikshaAbhiyan (RMSA)
	3172
	3983
	3123
	5000
	5000

	National Health Mission (NHM)
	18047
	21104
	16396
	24691
	21912

	PradhanMantriSwasthyaSurakshaYojana(PMSSY)
	989
	1975
	1377
	1456
	1906

	National Rural Drinking Water Programme (NRDWP)
	10490
	11000
	9700
	11000
	11000

	Nirmal Bharat Abhiyaan (NBA)
	2474
	4260
	2300
	4260
	4260

	RashtriyaKrishiVikasYojana (RKVY)
	8400
	9954
	7089
	9864
	9954

	National Food Security Mission (NFSM)
	1723
	2025
	1738
	2205
	2030

	National Mission for Empowerment of Women (NMEW)
	10
	55
	31
	90
	90

	Integrated Child Development Services (ICDS)
	15712
	17,700
	16432
	18691
	18691

	National Social Assistance Programme (NSAP)
	
	9541
	-
	10,635
	10,635


Source: Compiled by CBGA

IV: Resource Mobilisation Efforts
On the resources side, as mentioned earlier, the Union Budget 2014-15 proposes to finance the incremental spending from the additional receipts targeted to come mainly from higher Non-Tax Revenue; this budget projects a total receipt of Rs. 2.12 lakh crore from Non-Tax Revenue while the figure for this head projected in the interim budget was Rs. 1.8 lakh crore. This is because the new government expects higher amounts to accrue from ‘Dividends and Profits’ (up from Rs. 77,229 crore to Rs. 90,229 crore, which includes Dividends from PSUs as well as Surplus of RBI, Nationalised Banks and Financial Institutions to be transferred to the government) and ‘Non-Tax Revenue from Economic Services’ (such as, communication services, roads and bridges, and receipts from power, petroleum, coal & lignite, new & renewable energy etc.).  On the other hand, the tax revenue, the most important source of revenue for the government, has been estimated at Rs. 977,258 crore as against the figure of Rs. 986,417 crore in the IB. Putting in place a ‘stable and predictable tax regime’ to spur growth and ensure an investor-friendly environment was shared as one of the top priorities for this government. In this regard, the primary focus in the domain of taxation should have been on efforts to step up the country’s tax-GDP ratio, which is much lower than that in most developed countries and also some developing countries. 
At around 17 percent of GDP, India’s tax-GDP ratio constrains the fiscal policy space available to the government for providing resources for public provisioning of essential services and social protection for the poor and underprivileged sections. The revenue situation as a percentage of GDP is provided below in Table5. It clearly shows that Net Tax Revenue as a share of GDP remains stagnant,also the rise in revenue receipts is based on marginal increases in non-tax revenue collection. 
Table 5: Revenue and Capital Receipts as Share of GDP

	
	 Items
	2012-13 Actuals
	2013-14 BE
	2013-14 RE
	2014-15 IB
	2014-15 BE

	A
	Revenue Receipts
	879232
	1056331
	1029252
	1167131
	1189763

	
	as % of GDP
	8.7
	9.3
	9.1
	9.1
	9.2

	
	Of which,

	
	Net Tax Revenue 
	741877
	884078
	836026
	986417
	977258

	
	as % of GDP
	7.3
	7.8
	7.4
	7.7
	7.6

	
	Non-Tax Revenue
	137355
	172252
	193226
	180714
	212505

	
	as % of GDP
	1.4
	1.5
	1.7
	1.4
	1.7

	B
	Capital Receipts (net of Borrowings and other Liabilities)
	40950
	66468
	36643
	67452
	73952

	
	as % of GDP
	0.40
	0.59
	0.32
	0.52
	0.57

	C
	Fiscal Deficit
	490190
	542499
	524539
	528631
	531177

	
	as % of GDP
	4.8 
	4.8 
	4.6 
	4.1 
	4.1 


Source: Union Budget, 2014-15

Note: A+B+C sum up to 13.9 percent which is the size of the current budget. The tax revenue figures are net of states’ share. The gross tax revenue to GDP for India has been around 17 percent in the last few years.

V: Possible Motivation behind Budget cuts:

The most common argument put forwarded in favour of budget cuts has been low levels of fund utilisation across various schemes and programmes being implemented by various administrative departments/ministries.  However, this is a myth and needs to be debunked. Over the years, the levels of funds utilized across different schemes have shown an improvement. For instance, there has been an unmet demand for funds under MGNRES that was made by around 10 States during the last couple of months.  
However some of the main reasons for low fund utilisation across development schemes are the following:
1. Poor quality of decentralized planning 
2. Subsequent delays in fund flow from the Centre.

3. Inadequate institutional capacity due to shortage of human resources for implementing schemes.

Given the situation of low allocations in the Union Budget 2014-15, if there are any further cuts in the Budget for social sectors, the poor and the disadvantaged community is going to face the brunt of it. 
If the government plans to scale down the budget allocations for the social sectors, the possible reasons and motivations behind this could be reprioritization of budgets to finance a number of new schemes and pilot projects announced in the budget 2014-15 (BE). These schemes are mostly infrastructure related like the programmes of 100 Smart Cities, Ganga Rejuvenation, Swacha Bharat Abhiyan, etc. Though, a number of schemes with an allocation of Rs.100 crore or less were proposed for a range of sectors like senior citizens, tribals, rural youth, welfare of girl children, safety of women, minorities, urban transport, good governance, climate change, R&D in agriculture, tourism and while these do cater to the much needed sectors and are in the right direction, however, the initial allocation made for these schemes is paltry. Rather the allocations for such schemes need to be stepped up on an urgent basis in order to achieve the desired impact, instead of plans to exercise any cuts in the Revised Estimates of 2014-15. 
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