HERE WERE HIGH expec-

tations that the Budget

2018-19 will fast-track

reforms in the small win-

dow available to the gov-
ernment before elections. After therul-
ing party’s performance in the Gujarat
elections, it was expected some pop-
ulism will creep in, that measures will
be taken to revive the investment cli-
mate. Indeed, there is considerable
thetoric in the Budget speech, but on
closer examination, concerns about
macroeconomic situation are palpable
and there are reasons to be disap-
pointed.

The Economic Survey has under-
lined the important reform areas in
four Rs—Recognise, Resolve, Recapi-
talise and Reform.Of course, itwasa bit
too optimisticin estimating the growth
for the current year at 6.7 5%o; for that
to achieve, the economy in the second
halfwillhaveto growat 7.5 %.Similarly,
theassumption of growth at7-7.5% for
the next year is more an aspiration than
is grounded in hard facts. What is
important is that the Survey goes on to
list the major reforms as ensuring
macro-stability, creating the invest-
ment climate to reverse the secularly
declining investment rate,including
the governance reform of the public
sector banks alongwith recapitalisation
and implementation of insolvency and
bankruptcy code to resolve bad debts,
privatisation of AirIndia and stabilisa-
tion ofthe goodsand services tax (GST).

The Budget proposes a number of
interventions,but a close look at the
allocations does not convince anyone
that there are qualitative difference
fromthe past.Thetwomostimportant
proposals are (i) fixing of minimum
support prices at 150% of the cost for
number of crops to double farmers’
incomes by 2022; (ii) providing health
insurance of ¥5 lakh to 10 crore poor
families.Interestingly,both agriculture
and health are the state subjectsin the
Constitution and it is unclear why the
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Union Budget should focus on them.

Indeed, price fluctuation is an
important cause of farm distress and
attempt to stabilise remunerative
pricesforthe farmers isimportant.The
question, however, is, whether this
should be done through government
fiatorbymaking large investmentsin
storage and marketing infrastructure
and food processing industries,
reforming and regulating markets and
expanding extensions for horticulture
and floriculture? These will have tobe
donein collaboration with states. Per-
haps,lasting solution to the farm dis-
tress could have been found if instead
of subsidy, investment in the sector
was increased.

Providing healthcare to the poor is
important but the Budget proposal
raises more questions than providing
answers. This is a sector with signifi-
cantasymmetric information, and the
spending will spiral year after year. Dr
Mita Choudhury of NIPFP has calcu-
lated that to provide health cover of
¥5lakh to 10 crore families even at the
rate of 2% premium would cost ¥T1
lakh crore. The Budget does not make
such allocation. Is it to be taken that
this is merely an announcement? If
this amount of money has tobe spent,
why not strengthen the sub-centres
and health centres to create a sound
infrastructure for primary and sec-
ondary healthcare? Given that health
is a state subject, are states supposed
to be a part of this scheme and have
theybeen consulted?

On infrastructure creation, while
the Budget speech is eloquent, the

actual allocation does not match the
optimism, The total outlay for agricul-
ture and rural development is set at
¥14.34 lakh crorein 2018-19, and of
this, extra budgetary and off budgetary
resources are estimated at ¥12 lakh
crore; the budgetary allocation is just
about ¥1.36 crore.The budgetary allo-
cation for education shows an increase
of5.3% overthe revised estimateandin
thecase ofhealthand familywelfare, the
outlayin 2018-19isactuallylowerthan
the revised estimateby 5.7%. Similarly,
muchof theirvestmentin road and rail-
way infrastructure will have to come
fromextra budgetary resources. In fact,
analysis shows the capital expenditure
as a ratio of GDP continues to decline
and is estimated at 1.6% of GDF, com-
paredto 1.85%in 2016-17.

On the tax proposals, attempt to
bring parity in the long-term capital
gains is certainly welcome, particularly
after the amendment to the tax treaty
with Mauritius. The tax policy has no
business to influence investors’ choice
between different financial instruments.
However, for the same reason, it is inap-
propriate to provide concessions under
80C for permitted instruments such as
public provided fund and small savings
and bank deposits for five years up to
¥1.5 lakh. Apart from distorting the
choice of investors’ between assets, this
actually does not increase savings, for
oncea person savesfor fiveyears,he can
simplyroll it over. Furthermore,withthe
abolition of exemption, the rationale for
levying securities transaction tax (STT)
disappearsandboth STTand commodi-
ties transaction tax should have been
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abolishedto reduce the transactioncost.
The imposition of surcharge at 10% of
import duty and raising the import
duties on certain items goes against the
grain of making the country competi-
tive, "Make in India” should not have
been reduced to import substitution.

The significant slippage inall deficit
numbers is a major cause forworry, The
revised estimate of revenue deficit in
2017-18is 2.6%,compared tothe Bud-
get estimate of 1.9%, and the fiscal
deficit has slipped from 3.2% to 3.5%,
whichisthesameasin2016-17.Thishas
happened despite the compression of
capital expenditures by 1 2% over the
Budget estimate andno shorttall in rev-
enues.The capitalexpenditurein 2017-
18 as well as that is budgeted for 2018-
19at 1.6% of GDPis perhaps the lowest
inrecent years.The slippage was mainly
on account of unplanned expansion of
revenue expenditure.

The Surveyhad emphasised the need
forensuringmacroeconomic stabilityin
view otboth domesticand global devel-
opments, However, this Budget has
reworked the entire adjustment path.
The estimated fiscal deficit for 2018-19
is 3.3%, and, in addition, the govern-
ment will issue bank recapitalisation
bonds amounting to ¥80,000 crore. In
fact, proper accounting demands that
this shouldbe a part of the fiscal deficit,
aswhen thesharesof public enterprises
are sold,these aretakenas non-debt cap-
ital receipts butwhen the bondsare pur-
chasedbythe government, they are not
counted for the deficit! The finance
minister states that he accepts the key
recommendationsof theFiscal Reform
and Budget Management Review
Committee to bring down the debt to
GDP ratioto 40% and fiscaldeficit tar-
get will be the keyoperational parame-
ter, but at this rate, this cannot be
achieved by 202 2. The medium-term
fiscal plan statesthat the 3% targetwill
be reached only on 2020-21. In fact,
there is a credibilitycrisisin fiscalman-
agement of the country.
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