There is a difference of opinion in the Finance Ministry on the way the Cenvat rate (excise duty rate) should move in the coming days. Different groups are pulling in different directions. 

Some senior officials advocate that the median Cenvat rate should remain at 8 per cent, the level at which it was fixed after the interim Budget. But others in the Revenue Department think that the rate needs to be raised at the earliest to the pre-December 2008 level of 14 per cent. 

Another idea doing the rounds is a sectoral approach whereby the Cenvat rate can be retained at 8 per cent for some industries but raised for others. With the Government getting ready for a full-fledged Budget, policy-makers have to take a call on where the Cenvat rate should be pegged. There is also the issue of introducing a goods and service tax (GST) system from April 1, 2010. 

More than 95 per cent of the Centre's excise duty revenues came under the 14 per cent rate (before it was brought down to 8 per cent as part of the fiscal stimulus measures). 

In the first stimulus package, in December 2008, the Government had gone in for an across-the-board cut of four percentage points in the ad valorem Cenvat for the remaining part of the fiscal on all items other than petroleum products and those taxed below 4 per cent. Before this change, the three main ad valorem rates applicable on non-petroleum products were 14 per cent, 12 per cent and 8 per cent. 

This February, the Centre reduced the Cenvat rate from 10 per cent to 8 per cent. It, however, decided to retain the rate of Central excise duty on goods attracting ad valorem rates of 8 per cent and 4 per cent respectively. The service tax rate was reduced from 12 per cent to 10 per cent. 

The Finance Minister, Mr Pranab Mukherjee, had in his interim Budget speech said the country would return to Fiscal Responsibility and Budget Management (FRBM) targets once the economy came back on its recent trend growth path. 

Some multilateral institutions favour removal of the fiscal stimulus measures after a specified period. 

The Asian Development Bank had suggested that India should remove the fiscal stimulus measures in the medium term and return to the fiscal consolidation process at the earliest. 

Worries over India's huge fiscal deficit and the likely delay in fiscal consolidation have weighed heavily on investor confidence. The earlier UPA Government's fiscal policy strategy had gone awry at the later part of its five-year term as the global financial meltdown made a naught of its initial fiscal consolidation efforts. 

In order to keep the economy on the higher growth trajectory, the Government had taken a conscious decision to use fiscal policy as a tool to provide a boost to demand to counter the situation created by global financial crisis. 

