Key issues that Budget must tackle

Fiscal consolidation through
cuts in spending instead of
tax buoyancy can have
adverse long-term
consequences on growth

THE PRIME FOCUS of Union Budget
2019 would be on the need to
strengthen economic growth.A devi-
ation from the path of fiscal consoli-
dation may be essential to spur
growth. A strict adherence to the
threshold fiscal deficit ratio of the
GDP may notbe feasible at this point
as more publicinvestment, especially
on capitalinfrastructure, is a pre-req-
uisite for putting the economy back
on its earlier growth path. This is one
of the bold steps expected from
finance minister Nirmala Sitharaman
in herfirst Budget speech. However, if
the fiscal consolidation path is
achieved not through tax buoyancy
(as tax revenue realised is below tar-
get) but through cuts in spending, it
can have adverse long-term conse-
quences on growth.

Tax buoyancy can increase only
through appropriate tax reforms.A
rejig of corporatetaxis expectedinthe
upcoming Budget to spur growth. In
the last Budget, corporate tax was cut
to 25%, but this was announced only
for the small and medium firms. On
the expenditure side, it is plausible
thatschemes for farmers and women
are announced orsolidified. However,
it would be crucial to back up such
mega announcements with appropri-
ate budgetary allocations.

The government is committed to
increasing the income of farmers,
with the Cabinet Committee on Eco-
nomic Affairs (CCEA), chaired by
prime minister Narendra Modi,
already having approved the increase
in Minimum Support Prices (MSPs)
for all ‘kharif’ crops for the 2019-20
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season. Assured remunerative prices
to the farmers will lead to increased
investmentand production.

Policy uncertainty can affect eco-
nomic growth. The “new macroeco-
nomic framework” of India is
expected to get further clarity in this
Budget. There are delib-
erations regarding the

sionisalso expected.

The climate change issue is also
expected tobe addressed in the Budget.
A“climateresponsive budgeting”state-
mentwouldbewelcome,both foradap-
tation and mitigation strategies.

Structural reforms are also
required tocatalyse “ease
of doing business” and

transfer of excess revive growth. The gov-
reserve  from the The budget emmeﬁ: may a.nmfnce
Reserve BankofIndiato announcements are j set of these reforms to
the government, under awaited, also, to revive growth. The Mon-
the non-tax revenue etary Policy Committee
category, to finance the e)qzlsoll;: the natt.:re has reduced policyrates,
deficits. This issue may o aramar! 3 however, the monetary
get further clarity in the new economic transmission of this
upcoming Budget. policies for the announcement by com-
The Budget country mercial banks needs to
announcements  are be observed.This,in turn,
awaited, also, to explore  e——  would trigger consump-
the nature of Sithara- tion in the economy.

man’s new economic policies for the
country—whether theywill focus more
on ensuring job creationoron guaran-
teeing “minimum basic income”
through financial inclusion.

The government’s continued focus
on social infrastructure, especially
waterand sanitation, and gender bud-
geting in energy infrastructure—pro-
viding clean fuel to the women in low-
income households—is welcome.
However, the expenditure on othersig-
nificant components of social sector
budget, like health and education,
needs to be increased significantly. A
renewedroleof the statein human cap-
ital formation, especiallywith regardto
health and education, is deeply
awaited.Abudgetary announcementto
strengthen the National Nutrition Mis-

Since it can surely spur growth,
infrastructure is expected to get more
emphasisintoday’s Budget.“Leave No
One Behind” is the motto of the Modi
2.0 government.

Given that the macroeconomic
fundamentals of Indian economyare
strong, whether FM Sitharaman
unshackles the “animal spirits” of
investorsis something whichone can
wait and see. The financial exuber-
ance may be observed post the Bud-
get presentation.

Inlight of global turbulences like
the US-China trade war, fluctuationsin
oil prices and inflation, the Indian
finance minister should be mindful of
how these external factors are
addressed and channelised to trigger
domestic economic growth.
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Rahul’s ‘principled’
stand

Rahul Gandhi's refusal to continue
as Congress President and
nominate his successor is reflective
of his personality. Winning or losing
an election is part of the political
game. By nomeansisita measure
ofwhether what you represent is
right or wrong. If the coming back
of the Congress did not happen, it
was not Rahul’s failure. Still he took
responsibility for his party's
debacle. No leader or party could
have done anything differently and
more rewardingly in the face of the
resurgence of religion. The Hindu
Right succeeded in playing the
Hindutva card in swaying the
voters to BJP's favour. Remember
how the Sadhvi who called
Mahatma Gandhi's assassin a
patriot wonwith a hug marginin
Bhopal. It redounded to Rahul
Gandhi's credit that he fought for
principles and not for political
power. It was true that at times
Rahul Gandhi stood alone to fight
the BJP and Narendra Modi. He did
it without hatred or anger. In fact,
he had to fight the entire state
machinery. That the setback has
not diminished his resolve to fight
the divisive RSS ideology is worthy
of a great leader. From his
statement that he is going to
intensify the fight against the RSS
10 times more’, it is clear that he is
not stepping back from his fight for
India's continued existence asa
liberal, secular democracy. Rahul
Gandhi was right in saying that RSS
and the prime minister were
capturing the ‘institutional
structures'. Indian democracy will
be the loser if the elections
become a 'mere ritual'.

—G David Milton, Maruthancode
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