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Some Disquieting Trends in the Budget* 

Prabhat Patnaik 

It is clear by now that the figures provided in the 2019-20 budget are palpably 

unfounded. The budget has concealed the actual receipts and expenditures for 2018-

19 even though these were available, because they show huge shortfalls compared to 

the budget estimates for that year. And all its estimates for 2019-20 are projections 

based on the revised estimates for 2018-19, which are close to the budget estimates 

for that year, rather than the much lower actuals. Hence the budget figures for the 

coming year cannot be taken seriously. An air of mendacity pervades the entire 

budget. 

But while its figures mean very little, there are certain disquieting trends in this 

budget which deserve serious notice. One is the announcement that the government 

will henceforth approach the international market too for its borrowings. Till now this 

had scarcely been the case, which is why the ratio of India’s sovereign (i.e. 

government) external debt to its GDP stands only at 5 percent, one of the lowest 

among all the countries in the world. This reticence is now going to be jettisoned.  

The government’s approaching the external market is not because it is compelled to 

do so; it is not as if it cannot raise funds domestically. Nor is it the case that foreign 

borrowings are not counted in the fiscal deficit, so that by taking a foreign loan the 

government would be able to spend more than what the fiscal deficit limit allows; 

foreign loans are counted exactly the same way as domestic borrowings as part of the 

fiscal deficit. One cannot even claim that foreign loans are necessarily cheaper; and 

anyway interest rate differential has not been adduced as an explanation for the 

government’s desire to borrow from abroad.  

It may be argued that the government expects a situation to arise soon when the 

inflow of finance into the country would not be sufficient for financing the balance of 

payments deficit; and it is building up foreign exchange reserves by borrowing in 

foreign exchange to finance its rupee expenditures. But this too does not make sense. 

This argument ignores the fact that the government’s own debt-servicing 

requirements in foreign exchange will become an additional burden on the balance of 

payments.  

There is also a false argument doing the rounds, which states that the government is 

tapping funds abroad because it has run out of access to domestic savings. This is 

wrong because government borrowing does not come out of some fixed pool of 

savings. When the government borrows to spend, it actually puts into private hands 

the very resources which it borrows, not directly or consciously of course, but through 

the working of the system itself. As the government keeps spending, additional 

employment, output and incomes, and hence additional savings, keep getting 

generated, and this process goes on until the total additional savings exactly equal the 

additional government expenditure. The government can simply borrow these 

additional savings to finance the expenditure it has undertaken. So, there is no 

question of the government running out of savings to borrow. 

The government therefore is tapping the external market not for any of these reasons, 

but entirely as a matter of choice, only because it has borrowed so little till now. This 
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however is a dangerous course of action because it increases the leverage exercised by 

international finance capital on the Indian State.  

The domestic financial sector, from which the government borrows normally, is 

within its control area, especially in India where the banking system continues to 

remain predominantly State-owned, and where, whatever autonomy the Reserve Bank 

of India enjoys, does not take it outside the purview of the State.  

Borrowing from the domestic financial sector which is within the control area of the 

State has two implications: first, the domestic financial sector cannot impose 

“austerity” in an arbitrary manner on the government in the event of the latter’s 

inability to service its debt; and second, the very question of inability to service rupee 

debt cannot possibly arise since the government enjoys sovereign powers of taxation.  

But if the government takes loans from foreign markets, then those loans would be in 

foreign exchange, so that in the event of a foreign exchange shortage, no amount of 

domestic taxation can possibly help in servicing its external debt. And precisely in 

such a situation the foreign creditors would impose such “austerity measures” on the 

government as they think appropriate, which typically entail cutting down on food 

subsidy, cutting down on welfare expenditure, deferring salary increases for 

government employees, curtailing the size of the government pay-roll, through for 

instance forcing the substitution of ad hoc teachers for permanent faculty in public 

educational institutions, and so on. There are numerous examples of such imposed 

“austerity” on governments unable to service their debt, Greece being an obvious and 

well-known recent example.  

Of course it would be argued that the reason why the government cannot service the 

debt has to do with foreign exchange shortage, and, in the event of such a shortage, 

these “austerity” measures will get imposed anyway whether or not the government 

has borrowed abroad. But when the government itself trips up on debt servicing, it 

comes directly under the thumb of international creditors. A whole lot of 

macroeconomic policy options, such as imposing import controls, to alleviate an 

exchange crisis, which would otherwise be available to it, simply get taken out of 

reckoning because of creditors’ pressure.  

In short, foreign creditors get a direct hold on the government, which they otherwise 

would not have. And since this happens no matter which government comes to power, 

it ties the hands of all subsequent governments. True, if a government supported by 

workers and peasants comes to power which has the guts to take the country out of 

the neo-liberal orbit altogether, then it will be able to confront foreign creditors; but 

even for such a government, a large legacy of foreign debt simply makes its task that 

much more difficult. 

 In short, the abridgement of democracy and of national sovereignty, which neo-

liberalism entails in general, gets further intensified when the government becomes 

indebted to foreign creditors. And yet this is what the NDA government is planning to 

do, quite gratuitously. 

The second disquieting feature has to do with the centralization of resources that this 

budget is unleashing. The shortfall in GST collections that has occurred has affected 

both the Centre and the states. In this situation the Centre has opted to raise revenue in 
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the current budget through surcharges and cesses, which are not shareable with the 

states. The increase in the tax on the super-rich who have incomes between Rs.2 

crores and Rs.5 crores, or above Rs.5 crores, that has been proposed in this budget, is 

to be raised for instance through an increase in the surcharge; and this is not shareable 

with the states. As a result the state governments precisely when they are facing a 

fiscal crisis, will not have access to revenues that should have come their way. 

The GST itself abridged states’ rights; and its failure in raising adequate revenues is 

making their position even worse, because unlike the Centre the states have hardly 

any other means of revenue-raising. If the Centre in this situation decides to raise 

revenue in a manner which deliberately keeps resources, that should have been 

shareable with the states, out of the latter’s reach, then they are pushed into a real 

corner. When this happens and they come to the Centre for help, the Centre will then 

play favourites, and penalize those states which happen to be politically “difficult” 

from its point of view.  

In the transition to Right-wing authoritarianism which we are seeing in the country at 

present, the abridgement of the power and resources of the state governments has 

played no mean a role. This is the very trend that this budget is carrying forward with 

a vengeance. 

 
* This article was originally published in the People’s Democracy on July 14, 2019. 

https://peoplesdemocracy.in/2019/0714_pd/some-disquieting-trends-budget

