A confidentand
optimisticreport

In a Budget celebrating the achievementsin the last
decade, there are few announcements with any

fiscal magnitude attached

THE FISCAL FRAMEWORK
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the Budget speech of Union

Finance Minister Nirmala
Sitharaman provided a recap of the
achievements in the last 10 years and
made some broad announcements on
the path ahead in the coming years on
the presumption her party, the
Bharatiya Janata Party, would return
to power. The lack of a perceived need
for new announcements points to a
confident government. Two signifi-
cant announcements relate to the
adherence to fiscal consolidation with
an announced fiscal deficit to gross
domestic product of 5.1 per cent for
2024-25 and an attempt to clean up
the direct tax litigation backlog
through a write-off of small
liability demands.

In the spirit of an Interim Budget,

Budget maths and fiscal
responsibility:

Adherenceto fiscal responsibility
commitments hasbeen presented asa
significant focus of the government.

inflation targeting, which focuses on
the CPIL Theidea of implicitly
assumingthe same levels of inflation
forboth theindicatorscanbe
misleading in the context of Budget
formulation.

Turningtotheotheraspect, the
buoyancy assumptionsunderlyingthe
Budget mathssuggest robust growthin
revenuesin corporation tax, income
tax, and central goods and services tax.
The estimated growth in revenue under
thesethree headsisaround 13 percent,
while Customs and union excise duties
are estimated to grow 5-6 per cent. With
nominal GDP growth of 10.5 per cent,
theestimated growth numbers suggest
abuoyancy of1.25. The performance of
thesetaxesinthe post-pandemicerahas
beenimprovingsharply.In2023-24, for
instance, collection in taxestill
December2023 shows ayear-on-year
growth rate of 18 per cent for corporation
tax, 28 per cent forincome tax, and 13
per cent for central goods and services
tax. Animportantquestion toaskis
whether this robust growth in revenue
eveninthe face of relatively modest
growth in nominal GDPisonaccount of
expanding economic activities oron
account of improved compliance and
administrative interventions. If it is
former, the assumptions on buoyancy
will be well founded while ifitislatter,
itismorelikely that these
improvements would resultin alevel
correction ratherthana correctionin
the growth rateitself.

Announcements in the Budget

For2023-24, in spite of InaBudgetcelebrating
clocking lower growth theachievementsin
innominal gross The bu Oy.a ncy thelastdecade, there
domestic product assumptions arefew

(GDP), the Revised underlying the announcements with
Estimatesuggestsa Budget maths any fiscal magnitude
fiscal deficit moderately suggest robust attached. The only two
lower than the Budget . are: Onerelatingto
Estimateat 5.8 per cent. growth '!1 researchand
Thishasbeenachieved ~ COrporation tax, developmentand other
through anincreasein income tax, and totaxdisputes. The
revenue receipts of central goods and formerisa

%71,232 croreand services tax commitmenttocreatea
declineinthe capital fund of trillion to
outlay 0f59,412 crore, provide zero-interest or

which allowed foramodestincreasein
revenue expenditure 0f340,000 crore
alongwith adecline in the fiscal deficit.
Turningto the Budget Estimates for
2024-25, the proposed reductioninthe
fiscal deficit asa percentage of GDP
once again is proposed to be achieved
through robust growth in tax revenue
0f11.94 per cent and of non-tax revenue
of 6 per cent. With growth in revenue
expenditure capped at 3 per centand
capexbudgeted toincrease by 16.9 per
cent, thenominal numberssuggesta
declinein the fiscal deficit by 350,000
crore. Clearly, the performance in tax
revenue collection is crucialin
realising these projections.

Inunderstanding this Budget, there
are two crucial issues to examine: First,
the credibility of the underlying growth
assumptions, and second, the
assumptions of tax buoyancy. The
nominal GDP numbers underlyingthe
Budget Estimates suggest growth of
10.5 per cent. With real GDP expected to
grow at 6.5-7.2 per cent according to
available forecasts, inflation measured
using the GDP deflator needs to be over
3percent. The advance estimates of
GDP for2023-24 suggest deflator-based
inflation at1.6 per cent. One driver of
thedeflator isinternational
commodity prices, which are forecast
todecline during 2024, implyinga
downsiderisk.

Theimportance of the GDP deflator
forthe Budget maths highlightsthe
need for closer analysis of the deflator
for more effective forecasting of Budget
numbers. Thisissue gainsimportance,
given the divergence between trendsin
the GDP deflator and consumer price
index (CPI), especially in the context of

low-interestloans of long duration to
supportand “scale up research and
innovation significantly in sunrise
domains”. With Indiaaimingto
becomethe third-largest economyin
the near future and adeveloped
countryinthe notsodistant future,
expandingthe country’s footprintin
research, innovation, and technology
would be critical for the country to
move up the value chain and gain from
ownership of intellectual property.
Thisrenewed focusis, therefore,
welcome, especially since it would be
expected tobuild on other announced
initiativeslike the National Research
Foundation in Budget of2021-22and a
variety of sector-specific programmes
tosupportinnovationannouncedin
Budgetof2023-24.

Theother announcementtonoteis
the write-off of disputed liabilities in
directtaxesifthe disputes pertaintothe
period before 2014-15and are of small
value —less than325,000 for demands
pertaining to any year before 2019-10
andless than¥10,000 fordemands
pertainingto the period 2010-11t0 2014-
15. The liabilities in disputed and
undisputed —butuncollected —direct
taxesover 10 yearsold arex1.63 trillion.
The proposed write-off would perhaps
reduce the liabilities here by %15,000-
20,000 crore, ie the overall liability of
uncollected direct taxes wouldn’t
change significantly. This proposal,
however, would representadecent
clean-up of low-return high-cost cases
—astepintheright direction for
buildinganimble tax administration.
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