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DOING THE MATH: I'T'S TAX BUOYANCY THAT SHRANRKR THE DEFICIT
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the finance minister hasstrictly adhered to the macroeco-
nomic stabilization function of the government in the
interim budget 2024, with fiscal deficit-to-Gross Domestic Prod-
uct (GDP) ratio pegged at 5.1% in FY25. She announced that the
revised estimate of fiscal deficit-GDP ratio is at 5.8% for FY24.
However, the quality of fiscal consolidation may sufferif this deficit

ﬁ gainstthe backdrop of geopolitical uncertaintiesand war,

target isachieved through fiscal austerity measures,

A quick glance at the fiscal arithmetic reveals that there isno
severe fiscal austerity proposed in the budget. Given nominal GDP
growth of 10.5% and aggregate tax revenue growth of 11.5%,
the government has met its fiscal deficit target through
tax buoyancy, and not through severe publicexpend-
iture reduction. The fiscal space is affected due to

ment toenhance the total spending by 6%, within which the capital
spendingis increased by 11.11% in FY25.

The capex is pegged at 3.4% of GDP in FY25. In the post pan-
demic fiscal strategy, high deficitsand debtsin India have
been substantiated by linkingit to high capital forma-
tion for supporting economic growth, especially

whenthe central bank hasbeen keeping the interest

Aquick glance at

the lack of fiscal marksmanship relating to disin- the arithmetic ratesin hawkish mode.

vestment proceeds. Asagainst a 2023-24 Budget revea Is that there Thereisnodisturbing narrative that pubic debt-
Estimate (BE) of 61,000 crore, the realized disin- is no severe fiscal to-GDPhasincreased toover 80% under the Modi
vestment proceeds were only330,000 crore in austerity in the regime just because of the perceived multiplier

2023-24 Revised Estimate (RE), However, the BE
forthe 2024-2025is350,000 crore, which isseem-
ingly arealistic target. The size of the government can
be affected by polyerisis—the debt crisis, war, global supply

chaindisruptions, energy crisisand the climate crisis. There can
be an inverse relationship between polycrisis and the size of the
government. However, thereisa conscious attempt by the govern-

effectsofincreased capexinvestment, which in tum
“crowdsin” privateinvestment. The continued sup-
portofil3 trillion in long-term capex and interest free

loans to States for capexinfrastructure isindeed welcome, as
Statesare doing the heavy lifting in terms of capital spending. What
iscontentious is the non-transparentoff- budget borrowings for
the capex spendingby the States.

interim budget

Arecalibration of fiscal rules with revised thresholds for fiscal
deficitand debt had been expected inthe budget, against the back-
drop of Centre-State financial relations. The 16th Finance Com-
mission might take up the re-articulation of the fiscal rules and
“escape clauses”. However the budget refrained from theclauses
related to any amendments to the existing Fiscal Responsibility
and Budget Management (FRBM) Act, 2003. Inthe FRBM Amend-
ment, 2018, India has done away with the “goldenrule” of main-
tainingazerorevenue deficit. The revenue deficit-to-GDPratio in
India is still high, pegged at 2% in FY25. However, increased tax
buoyancy and subtle revenue expenditure repriotization have
helped the reduction inrevenue deficit-to-GDPratio from 2.8% in
2023-24(RE) to 2% in 2024-25 (BE).

Anon-zero revenue deficitin times of polyerisis iswelcome, to
support social infrastructure in educationand health, social secu-
rity measures, food security and employment generation pro-
grammes. Containment of revenue deficit is detrimental asa post-
pandemic fiscal strategy.



