e message in the median

The fiscal prudence is timely, but the Budget lacks measures to revive the economy

M. Govinpa Rao

The Union Budget for 2017-18 has been
presented against the backpround of a
difficult international environment
spiced with growing protectionism,
poor investment climate in the country
due to the stressed balance sheets of
corporate and banking sectors, and
severe distress caused by the demonet-
isation move. The quick estimate of na-
tional income released by the Central
Statistical Organisation showed that
even while the impact of the demonet-
isation is not considered, the growth
rate of all sectors except agriculture and
public administration - were - slowing
down, The Economic Survey estimates
that the decelerating in growth due to
the demonetisation is a quaster to half
percentage point, With much of the can-
celled banknotes returning to the bank-
ing system, the hope of a windfall has
evaporated and yet, there were consid-
erable expectations that the Budget
would initiate measures to revive the
economy.

A premimm on prudence

In many ways this year's Budget had a
number of new features. Besides advan-
cing it by a month to complete the pro-
cess of passing the Budget within the
financial year, the merger of the Railway
Budget with the main Budget helps to
plan and develop the fransport sector as
a whole. Second, the abolition of the
Plan and Non-Plan distinction, which in
fact was the recommendation of the Ex-
pert Committee on Efficient Manage-
ment of Public Expenditure in 2013,
helps to lock at each of the sectors in a
hofistic manner and avoids distortions
in aliocating resources between main-
tenance of existing assets and ‘creation
of new assets. The Budget speech also
refers to the Outcome Budget being
placed in Parliament. OFf course, it re-
mains to be seen to what extent the Out-
come Budget provides a link between
outlays and outcomes.

The Finance Minister must be com-
plimented for sticking to the task. of
fiscal consolidation. There was consid-
erable apprehension that the Fiscal Re-
sponsibility and Budget Management
Review Committee would provide a tar-
get range estimate to provide greater
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Very ittle has heen done
to rationalise tax
preferences and reduce
the rate to 25% for all
corporates by 2019
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committee has done well to recommend
a continued path of consolidation to re-
duce the overall debt-GDP ratio to 60%
and corresponding ratio of the Centre to
40%. More importantly, the Finance
Minister did not wtilise the escape
clause to relax the target. In fact, for
200617, the revised estimate of fiscal de-
ficit at 3.29% of GDP is marginally lower
than the budgeted, but that i3 mainly due
to the change in the GDP estimate. Al-
though for 201718the path of adjust-
ment reguired reducing the deficit to
3%, in the prevailing situation perhaps
the fiscal deficit estimate unchanged at
3.2%0 should not be grudged.

The Finance Minister must also take

the credit for resisting the temptation to -

increase measures to increase con-
sumption. There has been a clamour for
initiating economic revival by taking

measures to boost private consumption -
- expenditures through transfers or tax

cuts. Apart from providing for the an-
nouncements made by the Prime Misis-
ter, the Finance Minister has refrained
from this, He has also not ventured into

the much-advocated universal basic in-
come primarily becanse it is not easy to
cut subsidies and transfers commensur-
ately to release resources for the pur-
pase. At the same time, it must be stated
that he has done little to rationalise ex-
plicit subsidies which at €2.7 1akh crore
constitute 1L6% of the GDP. In fact, sub-
sidies claim’as much as what has been
allocated to defence and are just a little
lower than capital expenditures. Food
and fertilizer subsidies alone constitute
2.4 lakh crore.

In a situation where the growth scen-
ario is severely hampered by a poor in-
vestment climate, and has been sus-
tained only by private consumplion
which too has fallen sharply after the de-

" monetisation, it was hoped that the

Budget would make a substantial in-
crease in capital expenditures and that
hope has been belied. Much of the eco-
nomic revival depends on the Union
government's spending on infrastruc-
ture, The aggregate capital expenditure

" in 201718 as a ratio of GDT is just about

1.8%, which is the same as in 2016-17 (re-
vised estimate). In fact, even within this,
the capital expenditure under defence is
about 0.5% of GDP — as much of it will
be for imported equipments, the impact
of that on the economy is negligible.

Mixed bag of tax sops
On tax proposals, the picture is mixed.
Reduction in the rates of tax for com-
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panies with less than ¥50-crore turnover
to 25% from the existing 30% brings in
benefits to 96% of companies. At the
same time, very littie has been done to
rationalise tax preferences and reduce
the rate to 23% for alt corporates by 2019,
which was promised by the Finance

. Minister in the 2015-16 Budget. Although

some of the concessions such as area-
based exemption are likely to end in
April 2017, the concessions already
given will continue for 710 vears. The
point is, It is important to rationalise the
tax system and avoid loading it with sev-
eral objectives which only complicate
the structure and provide avenues for
evaston and avoidance, As far as per-
sonal income goes, the reduction in the
tax rate to 5% for individuals up to T
lakhincome provides some relief, Atthe

" same time, the scope of surcharge has

now been expanded to people with tax-
-able income of 50 lakh to U crore at
10%; the present 15% surcharge on those
earning . more than U crore will
continne,

Or - indirect taxes, given that the

. Goods and Services Tax (GST) is sched-

uled to be rolled out in July 2017, some
rationalisation in excise duty could have
helped to smoothen the transition.
There are 300 commodities exempt
from excise duties and the list could
have been pruned. Similarly, there are
several rates of tax, some of them spe-
cific, and these could have been aligned
to the rates decided by the GST Council.
It would also have been useful to in-

.crease the threshold for service tax to

%20 Iakh, the threshold for GST decided
in the council.

The Finance Minister had to demon-
strate that he will continue to wage the
war against black money and take the
bull by the horns by reducing the limit
for cash donations to political parties. In
alarge country like this, it is not difficult
to find peaple to make surrogate dona-
tions. Thus, it is not certain if the meas~
ure to cap individual donatiens in cash
at T2,000 is merely cosmetic.

On the whole, the Budget is like a cur-
ate's epp — pood in parts. The most im-
portant positive is the fiscal prudence .
and perhaps the most disappointing is
the lack of measures to revive the eco-
nomy in the prevailing difficult global .

_and domestic environment.
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