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THE EDUCATION CESS(
The UPA government will introduce a cess on all central taxes to finance the commitment to universalize access to quality basic education. A National Commission on Education will be set up to allocate resources and monitor programmes. 

(Common Minimum Programme of the UPA Government)
1. In pursuance of the above commitment, the Central Government recently introduced a surcharge of 2% on all central taxes, known as the “Education Cess”.  

2. The Finance Bill reiterates that the purpose of this Cess is to “fulfil the commitment of the Government to provide and finance universalised quality basic education”.

4. In his budget speech, the Finance Minister also stated that "the whole of the amount collected from the cess will be earmarked for (basic) education, which will naturally include providing a nutritious cooked mid-day meal".

5. The Education Cess is expected to fetch Rs 4,000-5,000 in 2004-5.

6. However, as of now the proceeds of the Cess are being paid into the Consolidated Fund of the Government of India, rather than into a separate fund.  In this approach, one would expect the proceeds of the Cess to be reflected in equivalent increases in budget allocations for elementary education.  In other words, if the Cess is genuinely used for the purpose for which it is collected, i.e. elementary education, then it should have a counterpart in the form of a net increase in budgetary allocations for elementary education equal to the amount of the Cess, i.e. Rs 4,000 to 5,000 crores.  This net increase should be over and above the allocation made in the interim budget for 2004-5, or at the very least, over and above the budgetary allocation for 2003-4.

7. The budget allocations for elementary education in 2003-4 and 2004-5 are as follows:


2003-4
2004-5


Budget estimate
Revised estimate
Interim budget
Final budget

Sarva Shiksha Abhiyan
1,951
2,732
3,057
3,057

Mid-day meals
1,175
1,375
1,675
1,675

Other (DPEP, LJ, MS etc.)
1,543
1,112
1,021
1,021

Total 

(Elementary Education)
4,669
5,219
5,753
5,753

8. Assuming, conservatively, that the Education Cess fetches Rs 4,000 crores, the budgetary allocation for elementary education in 2004-5, inclusive of the “net addition” associated with the Cess, ought to be:


Rs 9,753 crores if the interim budget 2004-5 is used as the “base”


Rs 9,219 crores if the revised estimate for 2003-4 is used as the “base”.

9. As against this, the budgetary allocation for 2004-5 is only Rs 5,753 crores, suggesting a “shortfall” of Rs 3,500 to 4,000 crores.

10. It seems that, in the Finance Ministry’s scheme of things, the shortfall is to be made up, partly or wholly, from the additional amount of Rs 10,000 crores given to the Planning Commission in the final 2004-5 budget for the purpose of implementing the Common Minimum Programme.  A substantial chunk of this fund is expected to be allocated to the “mid-day meal” scheme and Sarva Shiksha Abhiyan.  As of now, however, only Rs 1,232 crores out of this fund of Rs 10,000 crores have been allocated to Elementary Education, under the “mid-day meal” scheme.  And even this allocation of Rs 1,232 crores is yet to be confirmed.

11. Some commentators have apparently argued that the Department of Elementary Education does not have the “absorptive capacity” to spend the full proceeds of the Education Cess in 2004-5.  This claim is unsubstantiated; in fact, both mid-day meals and Sarva Shiksha Abhiyan have an excellent record of utilization of allocated funds in the recent past (the above figures for 2003-4 also bear this out).  Further, even if the claim is true, it is beside the point since the problem (if any) of short-term absorptive capacity can be resolved by paying the proceeds of the Cess can be paid into a dedicated non-lapsable fund.

RECOMMENDATIONS

1. All revenues from the Education Cess should be earmarked exclusively for elementary education (in particular, Sarva Shiksha Abhiyan and the cooked mid-day meal programme).  For 2004-5, this cess revenue should constitute an additionality to the resources already provided for elementary education in the Interim Budget (i.e. Rs 5,753 crores). 

2. Cess revenues should paid into a dedicated, non-lapsable fund and not the Consolidated Fund of the Government of India. Further, all financial allocations should be made available at the beginning of the financial year and not at the end.

3. All financial commitments required to ensure universal elementary education should be the first charge on public expenditure, so as to meet the deadline of 2010 for universal enrolment and retention in schools.  Under no circumstances should this deadline be changed.
( Draft note prepared by Jean Drèze on behalf of the National Advisory Council (5 September 2004).


� “In my scheme of things, no issue enjoys a higher priority than providing basic education to all children. The NCMP mandates Government to levy an education cess. I propose to levy a cess of 2 per cent. The new cess will yield about Rs 4,000-5,000 crore in a full year. The whole of the amount collected as cess will be earmarked for education, which will naturally include providing a nutritious cooked midday meal. If primary education and the nutritious cooked meal scheme can work hand in hand, I believe there will be a new dawn for the poor children of India.”  (Finance Minister’s budget speech, 8 July 2004)





