DEMONETISATIONADICEY DOMAIN

Forecasting the budget numbers will be a challenge due to the structural break

Sthe year draws to aclose,

there is lack of clarity on

the emerging nature of

fiscal situation. Although

the developments during
thefirst seven months of thefiscal vear
are similar to the situation that pre-
vailed in earlier years, the structural
break in the economy brought about by
the invalidation of selected bank notes
has made it difficult to make predic-
tionson how the year will end.

The progress of implementation of
the budget reported by the Controller
General of Accounts is available until
the end of October 2016. With both rev-
enues and expenditures keeping the
same pattern as was seen last year, the
government has broadly followed the
trend in fiscal and revenue deficits as
inthepast. Inanycase,itdoesnotmake
much sense to analyse the deficitnum-
bers until the end of the yearas, ina
cash accounting system, the govern-
ment does a lot of adjustments during
the last month to comply with
the targets.

The pattern of revenue collections
and expenditures incurred during the
seven months of the current fiscal
shows a pattern similar to other years.
Both total revenue receiptsand tax rev-
enues during this period were about
50% of the budget estimates, which is
broadly similar to the pattern last year.
In the case of expenditures too, the
progress in aggregate spending until
end-October, was aboutthe same as last
vear. However, the major difference is
that while the actual spending on the
revenue account until end-October, at
about 59%, was higher than last vear
(55.5%), capital expenditure has
lagged. Thisisexplained by the fact that
the implementation of Pay Commis-
sion recommendations has resulted in
higher revenue expenditures this vear.
As regards capital expenditure, there
was considerable front-loading last
vearwhichisnotseeninthecurrentfis-
cal. As itis, the budgeted capital expen-
diture thisvear,atabout1.6% of GDP.is
verylow and theslow progressin itsim-
plementation has not helped revive the
economy. With both private and public
investmentsgrowing ataslow pace, the
major driver of GDP growth continues
to be private consumption.

It is in this respect that demonetisa-
tionisa cause forworry The immediate
impact of demonetisation has been to
compress private consumption, even if
temporarily, as transactions became
difficult for want of cash in hand. Pri-
vate consumptionhasbeenthe only im-
portant source of growth in recent
times, as bothpublic and private invest-
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CLARITY ON FISCAL
TARGETS IS POSSIBLE
ONLY AFTER THE FRBM
COMMITTEE SUBMITS ITS
REPORT ANDTHE
GOVERNMENT
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NOWALMOST CLEAR
THATTHE GST MAY NOT
BE IMPLEMENTED IN
APRIL, AND THAT MAKES
PROJECTION OF
REVENUES THAT MUCH

lack of fiscal space. At this point of
time, it is too early to estimate the ex-
tent of deceleration. Sectors like trade,
tourism, transport, small scale manu-
facturingandconstructionarelikely to
slow down considerably

Itisdifficultto predict the course of
fiscal development for the whole year,
due to the structural breakthrough
brought about by the invalidation of
selected bank notes. As far as tax rev-
enues are concerned, the voluntary
disclosure scheme has not brought in
the expected bonanza and its second
incarnation, too, may not yield much.
At the same time, slowdown in the
economy and compressed consump-
tioncould result in lower-than-budget-
ed direct and indirect tax revenues.
There will bedifficulties also inrealis-
ing the non-tax revenues as well as
non-debt capital receipts. Indeed, if
the income tax department is able to
follow the audit trail created by de-
monetisation and, armed with more
and better information, goes after the
doubtful cases aggressively, they may
be able to collect more revenues; but
that may happen mostly in the next
yvear As regards expenditures, per-
haps, the government will have to
spend more than the budgeted amount
in view of the coming elections, pri-
marily in Uttar Pradesh and Punjab,
early next year.

Itis too early to predict the course of
fiscal and revenue deficits. If the de-

lustration: S HYAM
vide sufficient fiscalroom. There isstill
no clarity on the total value of invali-
dated currency It is speculated that of
the ¥15.3 trillion invalidated currency;,
over 14 trillion has already been de-
posited. This implies that the value of
demonetised currency not being de-
posited may notbelarge. Nevertheless,
to the extent that the money does not
come back to RBI, itsliability will stand
extinguished and it can either extin-
guishgover nment securities of equiva-
lent amount; or create seigniorage to
match the higher assetsposition;or use
it to recapitalise the public sector
banks. In fact, the finance minister is
likely touse any additional resourcesto
comply with the fiscal deficit target.
The FM cannot risk further erosion by
slipping on the deficit numbers.
Allinall, itis difficult to predict how
the New Year will unfold and how the
fiscal situation will emerge. There will
be a few added dimensions to the al-
ready existing problems. Forecasting
the budget numbers will bea challenge
dueto the structural break and the gov-
ernment will have to take a view on it.
Clarity onfiscaltargets ispossible only
after the FRBM Committee submits its
reportandthe governmentconsiders it.
It is, by now, almost clear that the GST
may not be implemented in April, and
that makes projection of revenues that
much more difficult. The most impor-
tant challenge, however, is to make sub-
stantialallocationto investment expen-

ments have been sluggish and public MORE DIFFICULT
consumption, too, is constrained by NI

positsof invalid notesare substantially ditures while adhering to fiscal
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