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A fiscal-consolidation budget

that falls short on reform

nthebudgethe presented two w 120,
finance minister Arun Jaitley stayed the
course on fiscal consolidation but fell short
inoutlining an agenda for structural
reforms. In thisassessment, an analysis of

the fiscal stance of the budget is followed by a

review of some major aspectsof expenditure and

revenue and finally, a discussion of the reform
agenda or, rather, the missing reform agenda.

The overall fiscal stance has to be assessed in

the contextof (|t‘\|lnlll;.';.'|0\\lh modestinfla-

tionand moderate public debt. Evenwithout
factoring in demonctization, the Central
i  that growth would slip (o 7.1%

ague and [ forecasta more modest 6.8% growth
in2016-17, which had to be further xvduwnltn

6.1% onaccountof demone
“Grow l]\[)tl cit/ \nd I]\cl‘

6 nnnu.mumln Sconomic Survey and
remarkably close to the implicit forec
real growth, withan assumed inflation rate of
1.8%. in the medium-term fiscal policy state-
mentofthe budget.

Another aspect of the macroeconomic sce-
nariois public debt. Central government liabili-

7%of gross domestic

ties currently stand at 44.7
product (GDP), down from 46.7% last year. Thus,
itisonadeclining path, approaching the 40% tar-
get recommended by the fiscal responsibility and
budget management (FRBM) review committee.

Though growth has dipped, inflation remains
moderateand public debtisonasale trajectory,

the 2017-18 budget has limited the fiscal deficit
3.2%0f GDF |u~l marginally higher than the
ly. consolidation
isamajor focus of this budget, But it isoverly
conservative inmy view. Without compromising
the downward glide towards the 40% level of
sustainable debt, the budget could have allowed
r,say. a 0.2% higher deficit. That plus savings
from ct ullm«v unwarranted subsidies could have
enhanced the measly provisions for irrigation,
education and health as discussed below.

Inlinewithits conservative fiscal stance, the
budget has allowed only a 6.6% growth in total
expenditure, way below the expected nominal
GDP growth of 11%. Within this overall cap, how-
ever, spending will grow quite sharply in some:
sectorsand very little in others. In this context,
the following points are worth noting regarding
expenditure allocations.

Barring interest payment, a committed
expenditure inherited from the past, major sub-
sidies are the largest component of expenditure,
accounting for 12% of total expenditure.
largest of these, amounting (o Rs1.45 trill
the food subsidy, a merit subsidy mandated
under the National Food S
able savings could be realized by better manag-
ing the food subsidy and eliminatingall the other
non-merit subsidies. The petroleum and diesel
subsidies have indeed been eliminated. Butker-
osene and LPG are still being subsidized and the
fertilizer subsidy has also been maintained at
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tions have cons|
fronts.

Defence expenditure is the next largest item,
accounting for 12% of total expenditure and
nearly a thirdof capital expenditure. Limiting
llu increase indefence expenditure 10 5% ha
raised concerns, but I trust that the finance min-
isterand the cabinet committee on security
know what they are doing.

Infrastructure, a major priority of this govern-
ment, absorbs 9% of total expenditure excluding
railway revenue expenditure, and 10% of capital
expe mluun Thatgoesup to 56% if we (.u..

Cvidently, political conside
iined firmeractionon these

Yy ]%\\lmmln[ll\N\]wlulk
allocated to transport, especially roads
and railways. New investmentin other infra-
structure hasbeen left largely to the private sec-
tor. Thisisjustifiable for enery and communi-
cations, but not for irrigation, where large exter-
nalities are involved, lullnlmﬂ publicaction.
State gover for medium
and \mdlluu"dunn pm|ul~ but the Central
governmentalone s responsible for large irriga-
tion projects with command areas and canal sys-
tems thatstretch beyond individual states.
Hence, the virtual exitof the government from
irrigation is deplorable.

Insharp contrast to defence and infrastruc-
ture, the allocations for all the social ic
taken together are only 5% of total expenditury
i.c..less than half the total spending on defence.
The core social services, education, healthand
sanitation and water supply get shares of 1%, 1%
and 0.6%, respectively. These are state subjects.
butalso merit services of vital national impor
tance, essential for the rapid growth of produc
tive employment. Per capita public expenditure
oneducationand healthis the lowestin India
among all emerging marketcconomies and all

" Asi ics. Hence, the paltry alloca-
tion for social services is another unfortunate
lacuna in the expenditure budget.

Onthe receiptsside, total revenue is pre

ingahigh dircct taxbuoyancy ofover 14, This s
entirely attributable to the exceptionally high
growthofabout 23%assumed for personal
income-tax receipts. Nojustification is provided
forsuch an optimistic projection.

Barring agriculture, which is exempt from
direct taxes, the finance minister has provided
direct (2 forall segments of the economy
mostal »d by demonetization. Medium and
small enterprises whichaccount for the bulk of
non-agricultural employment, real estate which
wasalready in the doldrums before demonetiza-
tion, and white-collar workers from the lowe
middle class. The reliefis welcome. Whetheritis
enough to adequately compensate for the dam-
agedone, the closedbusinessesand lost jobs is
another question.

Indirect tax revenueis projected to grow at
only 8.8%, compared to actual growth of 20% last

member of the 14th Finance Commission.

BLOOMBERG

5% last
nis is
presumably because the recent hardening ofoil
prices will preempt the windfall revenue the
government collected when oil prices had
dipped. Inany case, the indirect-tax projections
are only of academic interest as they will be over-
taken by eventswhen the new goods and servi-

ained by
t

nowmostly re
n financing the defi

sion, NSST receipts:
the Centre andits shay
hasbeen going up.
Apart from expenditure and revenue propos-
als, thebudget is usually used asa platform to
announce structural reforms which may or may
notbedirectly related to the budget. This compo-
nentislargely missing in the present budget. Had
the GST beenrolled outin thisbudget, it would
have heen the most far i
economicliberalization in1991. Unfortunately,
negotiations in the GST council could nothe con-
cluded in time. Minus GST, the only signil
reformyvisible in the budget is the move towards
digitization, compression of the cash economy
and curbing the generation of black money.
Digitization began with Aadhaar under the
previous government, but it has been actively
pursued by the present government. Aadhaar
\\ddnlln\\ul \|]»|>\ the JAM trinity—Jan Dhan
Yojana, Aadhaar and mobile telephony—in the
last two years. The preses nlhmlmllmx
announced several elements o take this agenda
forward, e.g. the BharatNet high-speed broad-
band project, online education courses, intro-
duction of telemedicine, extending the online
e-NAM coverage of agricultural produce mark
committee markets, BHIM and other Aadhaar
ayment platforms. The budget has
also provided incentives to encourage digital
financial transactions. Finally. acomputer
beingsetup to deal

crime.

Digitization and efforts to compress the scale
of cash transac| Uun\dn‘dlmlmpnl tantinterven-
tions to curb the growth of black money because
unrecorded cash transactionsare the natura
medium for tax evasion. A related move s the
introduction of measures to limit cash contribu-
tions to political parties, amajor driver of tax eva-
sion and black money. Despite the obvious loop-
holes, the measures should be welcomed
because they have put the spotlight on the close
nexus between black money and political fund-
ing. Regulated and transparent political funding
is now on the reform agenda.

Digitization and the push towards a less cash-
dependent economy and polity are arguably the
only significant reform elementsin this budget.
Thereissome further liberalization of foreign

ces lax (GST) regime bece ional, at the
latesthy September 2017.

Amongother receipts, the receipts from disin-
vestmentare again unduly optimistic. In
2016-17, the actual realization was only
rore compared to abudget projec-
nnnnrl(w 6,500 crore. I)mpuulhh the budget
r 2017-18 malkes an even more optimistic pro-
jection of Rs72,500 crore.

Finally, coming to debt receipts, the budgeted
market borrowing and short-term borrowing
were reduced by Rsl8,000 crore and Rs52,000
crore, respectively, in 2016 s was because
d]dmm share of the deficit is now hvm«'iumm ed
by National Small Savings Fund (NSSF) receipts.
Asrecommended by the I1th Finance Commis

direct i provisions, such as the aboli-
tionof the Foreign Investment Promotion
andafew initiatives on the public enter-
mt. That apart. the budget offers very
little by way of astructural reform agenda. The
most urgent reform unfortunately omitted is the.
resolution ofnon-performing loansand the
clean-up of corporate and bank balance sheets.
As the Economic Survey has again pointed out.
without addressing this “twin balance sheet”
problem, private investment will remain grid-
locked. And without the revival of the private
investment cycle, Indiacannot return toits
potential growth path.

Comments arewelcome at views@livemint.com

http://epaper.livemint.com/epaper/viewer.aspx

WE
PIAN BEEARE
ITGOEs Up

JAYACHANDRAN/MINT

Printed and distributed by PressReader’)

press reader| Pmskudu <com = +1604278 4604

17



