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BUDGETING FOR THE
COMMON GOOD

The FM has addressed unemployment and
rural distress while sticking to fiscal discipline

INANCE MINISTER NIRMALA Sitharaman

deserves full marks for a Budget that continues on

the path of fiscal consolidation while spendinga lit-

tle more to boost demand.The unambiguous focus

on jobs, skilling, small and medium units, and the
rural economy is probably the result of lessonslearnt from the
fractured election verdict. The Budget clearly reflects the
changed political dynamics, including the government’s
reliance on coalition partners,and the realisation that unem-
ployment and rural distress played a role in the electoral set-
back. It’s a blessing in disguise as the Budget measures sug-
gest a shift to a more equitable growth and are aimed at
addressing unemployment and supporting small enterprises.
These include an increase in social welfare spending, helped
by a bigger dividend transfer from the Reserve Bank of India,
and relief for both small taxpayers and investors.

At ¥48.2 trillion, the Budget is not expansionary; the sur-
plus has been split between additional revenue expenditure
0f 55,000 crore and the consolidation of the fiscal deficit to
4.9% of the gross domestic product. The lower net market
borrowings of ¥11.6 trillion will help keep interest rates in
check. Importantly, the intent to reduce government debt
over the years should soon earn India a rating upgrade.
Indeed, it’s a very conservative Budget with gross tax rev-
enues tipped to grow by 10.8%, at an assumed buoyancy of
only 1.1 compared with 1.4 last year, and the nominal GDP
at 10.5%. A 70 basis point contraction in the deficit might
not impart a negative fiscal impulse because the quality of
the expenditure is good with more capex, and also because
the RBI dividend is coming in more as a transfer from over-
seas rather than any local financial repression.

The unchanged capex outlay of
%11.1 trillion should drive home the
message to the private sector that it

is time to start investing meaning-
fully. The increase in the allocation of
interest-free loans to state govern-
ments by 15% will help boost infra

OF THE MANY OTHER
TAX CHANGES, THE

RELIEF TO THE SMALL
TAXPAYER WHO GETS

spends, while the 10 trillion for
affordable housing will help boost
construction activity. The govern-
ment is clearly looking to help small WAS OVERDUE
enterprises with credit and to create [SC_L L J

jobs with an outlay of X2 trillion on
five new schemes. Several skilling,
apprenticeships,and training programmes have been talked
of, targetted at 40 million youth. These are good ideas and the
private sectormust do its bit. There are sops such as cash trans-
fers for first-time formal workers and incentives for Employ-
ees Provident Fund Organisation contributions.

The governmentwillalso extend support to small entrepre-
neurs with higher Mudra loans of 320 lakh to those eligible.
Some measures sound imprudent — asking state-owned
lenders to assess credit risks for micro,small,and medium enter-
prises ratherthanrely on external agencies, covering unitswith-
outaformalaccounting system — but banks mustsupport these
units in times of stress. Since the government is providing a
credit guarantee, they cannot demur. There isalso an agenda to
push manufacturing with the setting up of a dozen industrial
parks. The FM has spoken of simplifying foreign direct invest-
ment norms, which should be accompanied by easier labour
normsand regulatory certainty. There is mention of more pub-
lic private partnerships — and the promise of viability gap fund-
ing to promote projects.To boostlocal manufacturing, the gov-
ernment has cut import duties on a range of goods such as
precious metals and copper. However, protectionism through
highertariffs,such as those on select telecom machinery — can-
not make Indian firms competitive. The decision to abolish the
angel tax is a good one because the risk of losing out on big
investments,inabid to preventa few cases of deliberate under-
valuation,is simplynot worth it. Moreover,doing awaywith the
2% equalisation levyis also a good move.

Of the many other tax changes, the relief to the small tax-
payerwho gets anadditional ¥17,500 in his pocket was over-
due given the high inflation of the past few years. The cut in
the corporate tax rate to 35% for foreign companies will
encourage investments including in global captive centres,
which are big employment generators. The markets may be
miffedabout the higher short-term capital gains tax on finan-
cial assets of 20% as also the move to tax the gains from buy-
backs in the hands of the recipient, but well-to-do individuals
canafford this.As has been pointed out,more than 60% of the
capital gains is being collected from persons with an annual
income of over ¥1 crore. The relatively well-off may agonise
over the withdrawal of indexation benefits on the sale of real
estate,but they have enough going for them. It was time to do
something for the common man.

AN ADDITIONAL

¥17,500 IN HIS POCKET

The Budget has adopted an apt stance for the present macroeconomic context,
and poll outcomes have led to a focus on employment; but Viksit Bharat

ambition calls for significant structural reforms

Fiscal stance just right

SUDIPTO MUNDLE

CHAIRMAN, CENTRE FOR
DEVELOPMENT STUDIES

HIS IS A first take on the

Budget, without a

detailed scrutiny of the

voluminous  Budget

documents. I assess the
Budget through alens consisting of
three factors. First, is the fiscal
stance of the Budget appropriate for
the present macroeconomic con-
text? Second, the outcome of the
May elections has important politi-
calimplications for the Budget; how
have these been addressed? Third,
this is the first of five Budgets
through which the present govern-
ment will set the course for Viksit
Bharat, India’s aim of becoming a
developed country by 2047. How
has  this long-term  goal
been addressed?

On the first question, despite a
challenging external environment,
India’s macroeconomic position is
very comfortable. With sustained
annual growth of 7% or more, it is
the fastest-growing major economy
globally. Inflation remains moder-
ately elevated mainly onaccount of
high food price inflation,still above
the Reserve Bank of India’s (RBI)
4% target butwithin the 5% ceiling
of its tolerance band.

The current account deficit is
also very comfortable at less than

1%.1In this macroeconomic context the
fiscal stance of the Budget seems just
right, following Nirmala Sitharaman’s
now well-known fiscal approach: High
public capex to lead growth; this com-
bined with fiscal consolidation, pro-
gressive reducing of the fiscal deficit;
meeting this dual goal by containing
revenue expenditure within limits as
enabled by revenue growth.

All three features are prominent in
today’s Budget. There is again a large
increase in capital expenditure,
amounting to over ¥11 trillion, or 3.4%
of GDP.The zero interest, 50-year capex
loan scheme for states has also been
retained and expanded. Despite this,
the fiscal deficit has been budgeted at
5.1% of GDP, a sharp reduction from
5.9% last year.This assumes robust rev-
enue growth of 14.7%, which in turn
assumes buoyant tax revenue growth in
addition to the large transfer of
the RBI surplus.

Meanwhile, revenue expenditure
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growth has been budgeted to grow by
only 6.2%, especially compressing tra-
ditional safety net projects, thereby
leading to the sharp deficit reduction.
On the second question — that of
the response to election outcomes —
the post-mortem made clear that the
government has to focus on employ-
ment growth. Also, with its reduced
majority, the Bharatiya Janata Party-led
central government is now heavily
dependent on Nitish Kumar and N
Chandrababu Naidu, both of whom
demanded special category status or
special packages for their states, Bihar
and Andhra Pradesh. How has the Bud-
get responded to these compulsions?
Ahost of schemes are aimed at pro-
ductive employment generation in
labour-intensive sectors underfourof the
nine Budget priorities: agriculture,
employment and skilling, inclusive
development and social justice, and
development of micro, small, and
medium enterprises. These have been

prioritised over the two traditional pillars
of the social safety net,namely food sub-
sidiesand the relief employment scheme
under the Mahatma Gandhi National
Rural Employment Guarantee Act.

The demands of Bihar and Andhra
Pradesh have been addressed byaspecial
package for the entire eastern region,
covering not just for these two states but
alsoJharkhand,West Bengal,and Odisha.
The package includes road, rail, and
power projects.Inaddition, there are spe-
cial infrastructure support programmes
for Bihar, such as the Kosi flood control
project and tourism related projects in
Bodh Gaya, Rajgir,and Nalanda.

In Andhra Pradesh, a generous pro-
vision has been made for the Amaravati
capital project and economic corridor
projects from Vijaywada to Chennaiand
Bengaluru, and schemes for the back-
ward Rayalaseema region.

On setting the course for Viksit
Bharat, the schemes for infrastructure
development and for productive
employment generation, skilling, and
promoting labour-intensive sectors will
contribute to this long-term goal. But
Viksit Bharat will also require signifi-
cant structural reforms along a wide
front. The finance minister indicated
that a forthcoming economic policy
framework will guide the next genera-
tion of reforms. Details are awaited,
especially for systematic tax reforms.
Some ad hoc tax measures have been
announced, such as the elimination or
reduction of basic customs duties
inindirect takes.

There are also some changes in the
personal income tax rates and the tax on
short-term capital gains. But the big
whammy here is the elimination of index-
ation in sale of property for tax on long-
term capital gains. Hopefully, this will be
rolled back. Otherwise, it could play havoc
with the property market,with knock-on
effects in financial markets and othersec-
tors of the economy.

Views are personal

Towards manufacturing growth
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The government

has signalled a
determination to be
fiscally disciplined,
stomach for reforms,
and sense of equity

UDGET 2024 IS an

emphatic statement of con-

tinuity and stability. It sig-

nals the government’s

determination to be fiscally
disciplined, its stomach for reforms,and
its sense of equity to ensure sustained
growth for all sections. It outlines nine
key priorities that will set the foundation
for India to become a developed nation
by 2047.The capacity to think beyond
the short-term and take a long-term
view of economic policy has been a hall-
mark of the Modi government. The gov-
ernment has consistently increased
capex over the last several years, which
has had a multiplier effect on growth
and investment. Budget 2024 remains
true to that commitment,with the capex
allocation pegged at over ¥11 trillion, or
3.4% of the GDP.

Central to the Budget proposals is the
government'sunequivocal commitment to
fiscal consolidation,astrategy thathascon-
sistently served Indiawell. The fiscal deficit
target for FY25 is set at 4.9% of GDP,
reflecting the government'songoing efforts
tosteadilyreduce thedeficit. This targetisin
line with the broader objective of lowering
the fiscal deficit below 4.5% of GDP by
FY26,asoutlinedinthefiscal consolidation
glide pathannouncedin 2021.

The Budget has introduced several
initiatives to develop infrastructure
focusing on energy transition and local
manufacturing. The proposal to ratio-
nalise duties, allowing for the purchase
of imported cutting-edge equipment or
raw materials while safeguarding
domestic manufacturers is commend-

THE BUDGET HAS
INTRODUCED SEVERAL
INITIATIVES TO DEVELOP
INFRASTRUCTURE

FOCUSING ON ENERGY
TRANSITION AND LOCAL
MANUFACTURING

00

able. These measures aim to createalevel
playing field for domestic manufactur-
ers, enhancing their competitive posi-
tioning and operational efficiencies. For
example, the hike in basic customs duty
(BCD) on solar glass used in manufac-
turing solar cells or modules will stimu-
late domestic production, and help the
country achieve its renewable energy
(RE) and solar installation targets. Simi-
larly, the reduction of customs dutieson
25 critical minerals,coupled with reduc-
tions in BCD for some, will bolster the
processing and refining of the minerals.
This move ensures their availability for
important sectors of the economy.

The government is also planning to
develop investment-ready “plug and play”
industrial parks with complete infrastruc-
turein ornear 100 cities. This initiative will
berolled out in partnership with statesand
private sector companies. These parks will
enhance manufacturing's cost efficiency.

The Critical Mineral Mission is an
equally powerful initiative. It under-
scores a strategic commitment to sus-
taining economic growth through
robust investments and self-reliance.

This Budget also prioritises labour-
intensive manufacturing, aiming to
address unemployment concerns with the
introduction of three schemes. The
schemes also emphasise the need for pub-
lic-private partnerships to enhance skill
development. Employee wage subsidies
and employer support schemes will go a
long way to incentivise hiring, particularly
new talent. These schemes are expected to
contribute greatly towards achieving the
target of creating eight million jobs by
2036,as outlined in the Economic Survey.

The Budget has also introduced policy
measures aimed at accelerating the tran-
sition from fossil fuelsand enabling com-
paniestosecureaffordable credit forgreen
projects, which are crucial for reducing
carbon emissions. To bolster the storage
and integration of RE, the government is
poised to launch a comprehensive
pumped storage policy. This initiative
promises to offeralarge-scale solution for
storing surplus electricity,enablingamore
seamless incorporation of renewable
sources into India’s energy mix.

Finally,the Budget outlines a series of
next-generation reforms across sectors.
These include land-related reforms,
labour reforms, and measures to
enhance ease of doing business.The gov-
ernment also plans todevelop a compre-
hensive economic policy framework to
guide the next phase of reforms and sus-
tain high growth rates.

Budget 2024 skillfully balances main-
taining fiscal discipline, accelerating
growth through an infrastructure push,
and prioritising key areas such as farmer
prosperity and energy transition.
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Focus on jobs, skilling
and the middle class

MBOLDENED WITH “MAKE
inIndia,making fortheworld”,
PM Modi’s belligerent effort to
establish India as a manufac-
turing hubfound resonance in
the Union Budget. Buoyed by the“Vikas bhi,
virasat bhi” motto, the Budget has promis-
ingly centred around employment,skilling,
micro, small, amd medium enterprises
(MSMESs),and the middle class.

Given the ongoing conflicts leading to
supply chain constraints and rise in ocean
freights,the global growth ratesare unlikely
to rise. This has resulted in protectionism
and mercantilism, influencing India’s trade
dynamics and economic stability. As the
global economy struggles to grapple with

these, the trade map has stirred the energy
and fertiliserimports for India.

As India embarks to an aatmanirbhar
(self-reliant) approach, the Budget of the
newgovernment presented anopportunity
to augment its participation in global sup-
ply chains. The proposals have laid down a
road mapforformalising the value chainby
promoting financial inclusion, facilitating
logistical and infrastructural support. The
proposals on credit availability have reaf-
firmed much-needed support to MSMEs.
The Economic Survey highlighted chal-
lenges faced by MSMEs on formalisation
and inclusion, limited access to finance,
markets, technology, and digitalisation,
infrastructural bottlenecks, and skilling.
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The Budget proposals
have laid down a road
map for formalising
the value chain

The Budget hasaddressed these challenges
with a slew of measures, including a credit
guarantee scheme forpurchase of machin-
ery and equipment, credit support during
stress,and increased Mudra loans.
Indiahasaccelerated its China Plus One
strategy. Amid growing trade tension
between China and the US, large corpora-
tions have reacted to a cataclysmic change
inglobal manufacturing,with manyeyeing
de-risking themselves from China. So far,
India has been a minor participant in the
global value chains (GVCs) for electronics
manufacturing. Shifting parts of the value
chains to India may have been encouraged
byanumbrellaof schemes suchas produc-
tion-linked incentives, Scheme for Promo-
tion of Manufacturing of Electronic Com-
ponents and Semiconductors, and
Electronics Manufacturing Clusters. The
government has announced setting up of
12 industrial parks under the National
Industrial Corridor Development Pro-
gramme, offering “plug and play” infra-
structure.This could beagame changerand
attractcompanies looking to set up manu-

facturing bases in India.

India’s tariff structure hasbeenabone
of contention for investmentand the cre-
ation of manufacturing hubs. However,as
a strategic move to attract GVCs setting
up in India, the finance minister has
announced duty exemptionon 25 critical
minerals. This allows India toaugment its
gapindownstream manufacturing capa-
bility. Thiswould also supplement growth
intechnologicaladvancement since these
critical minerals comprise raw materials
forsunrise sectors such as electronic vehi-
cles,green energy,and semi-conductors.

“With a three-fold increase in domestic
production, and (almost) hundred-fold
jump in the export of mobile phones past
six years”, the finance minister said. It
affirmed that the Indian mobile industry
has matured.With theaim to deepen man-
ufacturing and encourage value addition,
the Budget proposes reduction inbasic cus-
toms duty on mobile phones, mobile
printed circuit board assembly,and mobile
chargers to 15%. Keeping the momentum
of domestic manufacturing, the Budget is

expected to bring stability of policies
including incentives, attracting foreign
directinvestment and fuelling exports.

To address the economic survey chal-
lenge on employability, the Budget has
strived to empower the youth. Measures to
augment skills, which include upgrade of
1,000industrial training institutes,job cre-
ationincentives,and interest subvention on
education loans, feature prominently.

Budget 2024 brings William E Simon’s
words to mind: “The nation should have a
tax system that looks like someone
designed it on purpose” India’s future
depends on skilling and employing the
youth,and building a resilient manufac-
turing global hub.As India draws the foun-
dationofadeveloped economyby 2047,the
Budget resonateswith the nation’sdesireto
facilitate the trade dynamics and ease of
doingbusiness.Budget 2024 has taken sig-
nificant steps towards these goals as India
embarksonajourneytorobustgrowthand
inclusive stability.
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