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Abstract

Fioccal monagement ond conoolidation bgcomeo the key to achigve cuctainoble growth, ¢conomic otability ond cocial
development. Among vorious mocrogconomic ond ficcal indicotorg, ficcal deficit icone of the pertinent tooloto acoeco the
ficcal opocg ond ficcal road mop of India.apaort from onalyzing revenue deficit ond primory deficit. To ¢nourg cuctaingd growth
ond footer economic development, Government of India hao ¢nocted FRBMA (Ficcal Reoponaibility ond Budget
Monogement Act-2003) to achigve ficcal conoolidation ond prudent ficcol monagement. To arreat ficcal imbolonces ond to
bring economy in order, Kelkor Committee (2012) hoopreccribed thot the ficcal deficit (5.1 per cent in 2012-13) chould be
kept ot 3 per cent of GDP by 2016-17 that icby the end of Twelfth Five Yeor Plon. However, it waodglayed by two yeorcto
accommodate ficcal ond otructural challenges like dgmonetization ond global uncertointigo. Finonce Minicter of India hoo
token utmoct core to achigve the ficcal deficit target of 3.2 per cent of GDP in the current budget 2017-18, through higher
expenditure followed by revenue augmentation. Precicely opeoking, efficignt monogement of expenditure ond gnhoncing the
revenug baee ond ¢ffective tax buoyoncy ore the keyoto ficcal conoolidation.
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Introduction Ficcal deficit io defined oo "the exceoo of government total
¢xpenditure over government totol recegiptc e¢xcept
borrowing”. More¢ precicely; it indicateadependency of our
country on total borrowing to finoncg ito deficit during o
porticulor ficcal yeor ond it icconaidered acaignpoat of debt
liobilitigoond above all it determingothe finonciol coundneco
of a country. Thic furnich¢c o holictic vigw of the
government's cources of funding cituation in tgrmo of
borrowingoond cubsequently itcimpact on the gconomy.

Fioccal monagement ond conoolidation becomeo the key to
achigve ocuctoinoble growth, ¢conomic ctobility ond cocial
development; eopecially in the poot-dgmongtization ond in
the ongoing GST (goodoond cervicestoxeo) regime. Amidot
variouc macrogconomic ond ficcal indicotora, ficcol deficit
io the potent tool to aooeco the ficcal opace and ficcal rood
mop of India oport from onolyzing revenue deficit ond
primory deficit. Ficcal deficit iceosentiolly uced to gomge the
macroeconomic outcomeoof the budget ond determingothe  Trends and Implications of Fiscal Deficit

lf:)‘;“rf courts ‘g{‘jtf:f‘iﬁfﬂé%ﬁg;f“gfgg&l“gﬁi Foans e 11 the poct-FRBMA (2004-05 t0 2017-18) period, eotimated
gle Jeetive e y PHng. ficcal deficit icuced to aoeao the impact onalycic ond helpo
To e¢nour¢ ouctaingd growth ond footer ¢conomic  in revigwing the precent needo ond future ctote of offoirc of
development, Government of India hoo ¢nocted FRBMA  our country.
(Ficcal Reoponaibility ond Budget Monogement Act-2003)
to ochieve fiocal conoolidation ond prudent ficcol
monogement. To orreat ficcol imbolonces ond to bring
¢conomy in order, Kelkor Committee (2012) hoopreccribed
that the fiocal deficit (5.1 per cent in 2012-13) chould be kept
ot 3 per cent of GDP by 2016-17 that icat the End of Twelfth
Plon. However, it waodelayed by two yeorcto accommodate
ficcal ond otructural chollengeo like demongtization ond
global uncertainti¢o.

Owing to implgmentotion of FRBMA oo oo m¢choniom ond
policy intervention, the ¢otimated ficcal deficit haoreduced
to a.greot extent; ronging from 5.1 per cent, 4.8 per cent, 4.1
per cent, 3.9 per cent, 3.5 per cent ond 3.2 per cent during
2012-13 to 2017-18 reapectively. Thic chowo a gradual foll
in ficcal deficit ond oet the poth for ficcal concolidation.
Previoudly, ficcal deficit had chot up to 6.8 per cent of GDP
in 2009-10 ond remoined obove 4.6 per cent dug to adoption
of exponaionary ficcal atimulucspockoge to combat ill effect
Fiscal Deficit and its Implications on Fiscal ofglobal m¢ltdown.
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Estimated Fiscal Deficit (% of GDP)
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Figure-1(Source: Budget Documents, Government of India)

In opite of a lot of precuing ngedo, the Finonce Miniotgr of  he hao alco made provicion for higher copital ¢xpenditure,
India hao kept the torgeted ficcal deficit ot 3.2 per cent of — with o clgor indication towords poaitive outcome through
GDP in the current budget (2017-18), ac per the FRBM  cuctainable development.

review committee recommendations. In oddition to above,

Table-1: Fiscal Deficit (FD)-Estimated and Actual as % of GDP

w| e | || a|lo|lmw|la|la|lr o]0 |

I d R d R aEE B Bl Bl B Bl Bl Bl Rl B

Year < [Te) N-3 o~ ®© =N = - o~ e <+ [T} N-} ~ ®©

> > [ [ [ (=4 - - o - - - — - -

S| S| S| S| S| S| ool

Q| Q| Q|| Q|| Q||| Q| Q|| QA

Estimated Fiscal o

<t o [ee] on wv (e} wv O — o0 — ()Y o) ()] N

3 0, . H g . g . d . . . o

Deficit (%) < | < | en N[ S| ||| | F ||| | o*
Actual Fiscal Deficit

) Sl =zl ||| TR ] =D
( A]) <t <t on o™ O O <t v <t <t <t on 1 1 1

Source: Author’s Compilation from Budget Documents of India . (* reflect the future targets)

It ic aloo ¢osentiol to underctond whot ic plonngd ond what  yearcronging from 0.0 to 0.4 per cent. In the loct couple of
hao been ochieved, in termo of 'deviotiono between the  yeors, deviation icat the leact ond indicatgoaeriouonesowith
octuol ond ¢ctimoted fiocol deficit between 2004-05t02017-  reopect to prudent ficcal moanogement ond ficcal
18. The 'Deviation' which reflecto the definite ficcal — reoponaibility in Indio.

diccipling of the government, woo in control aince loct five

Estimated Fiscal Deficit- Rs. in Crores
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Figure-2(Source: Budget Documents, Government of India)
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The total borrowing of the government in oboolute termchoc
increoced monifold which ic a motter of concern during
2008-09 to 2015-2016. There hao been o oteep rice in the
¢otimoted aboolute ficcal deficit from Ra: 1, 33,287 crorgoto
Ra. 5, 55,649 crorgowhich iomorg thon four timesin o gpon
of «®ven yeora But in the precent ond previous budget,
government hoo chown itc cerious intgnt not only to reduce
the ficcal deficit in percentoge form but olco in termo of
oboolute volue thot ic Ro 5, 46,532 cror¢o. Ficcal
reoponaibility of the government of Indiargatoon contoining
ficcal deficit both in oboolute aowell asthe percentoge form
to achieve fiocol concolidation.
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Revenue deficit (RD) ond copital expenditure ore the key
condtitugnts of ficcal deficit. So, it ic preoumed thot
government adher¢oto debt aca cource to accommodaote the
revenu¢ ohortfoll ond to meet the copital expenceo.
Therefore, ficcal prudence dependson how the government
monogeo the revenue deficit in porticulor. We found o high
degree of poaitive correlation between the revenue deficit
ond ficcal deficit (refer figure-3). Although the ectimoted
revenug deficit icfolling from 4.8 per cent in 2009-10 to 1.9
per cent in 2017-18, otill it contributes conaiderobly to the
ficcal deficit.

Nexus Between FD & RD

M Estimates(FD)

H Estimates(RD)

Figure-3(Source: Budget Documents, Government of India)

Fiscal Deficit Redefined and its Implications

In on ¢ver chonging ¢conomic ¢nvironment, the only thing
thot ic conctont ic the ‘CHANGE’. To kegp pace with the
‘CHANGE’, our Financ¢ Miniater rightly oet o committee
under the lgaderchip of Former Revenue ond Expenditure
Secretory Mr. N.K. Singh to review the FRBM act ofter a.gop
of'thirteen yeors, to underctond itorelevonce ond approach in
the preoent fiocal framework conacidering voriouc
mocrogconomic challengesond global uncertaintico. FRBM
review committee hoo done o oerious ond ¢laborotive
gxercice in cerutinizing the act in the realm of precent need
ond future focuo ond come¢ up with o model of cuctainoble
debt path to achieve ficcal atobility, concolidation ond oble to
create apoce to accommodoate vorious developmentol ngedo
ofthe notion.

The committge recommended chifting the focus of budget
onolyaicin termoficcal deficit to dgbt-GDP ratio ond et the
torget to keep the come at 60 per cent by 2023 ond keeping
ficcal deficit at 3 per cent for next three yeors. Further, the
government hao propoced to have the value of ficcal deficit
to be fit in aronge thon o fixed valug; to provide ficcal opace
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to the government to accommodate ony global chocko ond
gconomic uncertoiniti¢o.

Fiscal Focus and Fiscal Sustainability

Succeao of the budget iomeacured by the outcome ond ite
impoct on the economy oo oo wholg, not juast by the total
outlay. Contoining ficcol deficit ic juct about not fixing o
numbegr or figure rathe¢r iticconaidered acaceriousexercice
which reflecto the underotonding of underlying factors ond
forces ond the couceo ond cources of borrowing ond the
demond for which thee fundo get used. The cuctainoble
modgl of ficcal fromgwork look forword to o cituotion where
odveree effecto of high fiocal deficit get well-odjucted by
higher opending on variouc copital aceto ond on voriouc
welfare progroma. Hence; “Suctainoble Model” (3M: Morg
Expenditur¢ ond Morg Revenug Model ) findo o ctrategic
place in the current budget ond our Honouroblg Finonce
Minicter hao tokgn utmoct care to ochigve the ficcal deficit
torget of 3.2 per cent of GDP through higher expenditure
followed by revenue ougmentation. Thic ic where, the
beauty of quality ond cuctainobility intercecta.



Volume 9 Issue 9, March 2017

The current budget 2017-18 hao chooen the path of
auctainoblg model of ficcal deficit with kegping revenue
deficit ot 1.9 per cent ac againat 2.00 per cent oo propoced
ond ot the poth for developmental e¢xpenditure like
infractructure, cociol aector ¢tc. Thergfore, the focuo of the
budget chifted to copital expenditure which meono creotion
of aoeto ond increoce in investment with onticipotion of
multipligr effectc. Beaides, emphocicic given to rationolice
ond ocrutinize oll the ¢xpenditure to tung with the ficcal
gooloond adherg to quality expenditure.

The provicion of e¢xpenditurge oegregation in termo of
revenue ond copital ond removal of plon ond non-plon
clacvification ic the didtinct feature of the current budget.
Beoides, government increoced the budgeted expenditure
by Ra 1, 32, 328 cror¢c over the reviced edtimoteo of the
previousyeor within the limited opace of 3.2 per cent ficcal
deficit ond oot the GDP growth rote ot 11.75 per cent.

In the era of Degmongticution ond GST, kegping the ficcal
deficit ot 3.2 per cent, pronounces the government’c
commitment to ochigve ficcal diccipling. Further, the
oucceoo of demongticotion will open up new avenuec of tox
revenue augumentation ond bring undicclosgd income to
the tox brocket, thereby roice the revenug receipto ond
further bring down the ficcal deficit in the cubsequent yeor
by revenug deficitreduction.

In controct to the ficcal deficit 3.2 per cent, the government
hoo increased ito opending by more thon 3.5 per cent ond
clearly indicoting atrade off in favour of public ¢xpenditure.
Thic ic the cign of adoption of poaitive opprooch towordo
ficcal monogement. Thergfore, juct looking ot number (ficcal
deficit) ond ocoying good or bad, ctonds inoppropriote unless
ond until on¢ undgrotondc th¢ notur¢ ond purpose of
expenditure ond outcome¢ of the come¢ in termo of
employment, inveotment ond infracructure development.
Allocation to copital expenditure hoo increaced by 25.4 per
cent io the pivotal point of the currgnt budget in termo of
focuo on auctainoblg development. Beoides, net morket
borrowing of th¢ government ic reatricted to Ro. 3.48 lokh
cror¢owhich iomuch lower than Ra. 4.25 lokh crorgoof the
previouc yeor.Thic aloo indicates the intgnt of the
government to reduce the debt liobiltigo.

FRBM revigw committe¢e introduced on ‘Eccape Cloucg’ to
deviate 0.5 per cent in the cvid ficcal deficit to accommodate
atructural complexities ond uncertoin fioccol chonges dug to
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internol ond externol environment. But government hoo oet
the targeted fiocal deficit ot 3.2 per cent, ¢ven ofter the
recommendation, chowing itc ceriouongss in achieving
ficcal diceipling. Thicioreflected in the lact couple of yearg,
in termo of minimum gop among variouc ficcal indicotore
between ¢otimoted ond octual. Efficient ond effective
monogement of expenditure ond gnhoncing the revenue bace
ond tox buoyancy ar¢ the keyo to fiocal conoolidation ond
ficcal prudent menogement.
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