Consistent policy path needed to achieve $5 trillion economy

7ith the Budget docu-
\\ ments, the FM also
presented the much
awaited 15th Finance Com-
mission’s report for the year
2020-21. While the commis-
sionisexpected tosubmit the
full five-year report in Octo-
ber 2020, it is interesting to
note that the first report has
made several recommenda-
tions and the Union Budget
has indeed used this for pre-
paring the Budget for 2020-21.
One of the major recom-
mendations of the

sion clearly mentions that
these recommendations co-
uld change when it submits
the final report ‘in the light of
subsequent data and analy-
sis’. To that extent, therecom-
mendations in thefirstreport

expert take

slon 1s to more or less retain
the share of devolution as
suggested by the 14th Finance
Commission(althoughat41%
adjusted for J&K and Ladakh
that are outside the central
devolution). But the commis-

aremostly toensurecontinui-
ty for the year 2020-21 with not
much change in the Centre-
state financial relation.

On thefiscal road map, it is
adeparture from the previous
commissions when it says ‘a

credible fiscal and debt trajec-
toryroad mapremainsproble-
matic’. Indeed, it helps the
Centreby reminding thatitco-
uld “invoke the escape clause
intheamended FRBM Actand
deviate from the stipulated fI-
scal target by 0.5% of GDP”. It
also describes the trigger con-
ditions for invoking such an
escape clause when there are
‘structural reforms in the eco-
nomy with unanticipated fi-
scal implications’, although it
does not specify how often one
ccould invoke and during what
period of ‘structural reforms’.

However, what the Centre
has done in the Budget is to
invoke the escape clause for
two consecutive years! And
that too for the GST reforms
initiated in 2017-18 and with

WORK IN PROGRESS

ture in the commission’s re-
commendations is the neg-
lectof revenuedeficit targets,
which are clearly inconsis-
tent with the existing FRBM
Act(asamended in 2018).
However, the report talks
about the need for supporting
public investment without
mentioning the targets. Furt-
her, itsays, ‘thecouniryneeds
an overarching legal fiscal
framework that would mir-
rortherevised FRBM Act...”.
As our analysis shows, such
a fiscal consolidation exer-

cise o with the re-
no major structural reforms  in the Budget. However, the vised FRBM Act does not re-
in the 2020-21 Budget. underlying GDP growth dif-  sult in higher growth. This is
What is more surprising fers — the Budget assumes even highlighted in the 2017

is that the commission’s esti- nominal GDP growth of 10% FRBM committee report.
mateof afiscaldeficitof 3.5%  while the commission assu- Clearly, there is a strong
for 2020-21is thesame asthat mes at 11%! Another depar- connect between the first re-

port of the 15th FC and the
Budget. However, it is only ho-
ped that when the commission
submits the final one (for the5-
year period), it would take a
long-term and consistent view
on the deficits (including reve-
nuedeficit), debtas well aseco-
nomic growth into considera-
tion, even though there are fo-
recast uncertainties.

While structural reforms
are as always work in pro-
gress, especially in a country
like ours, what is needed is the
right consistent policy path.
Here it is urged to relook and
revert back to the original
FRBM Act of 2008 and not to
the amended one in 2018.
Otherwise, achieving the goal
of aUS$5 trillion economy co-
uldend upasadream.




