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PUBLIC SPENDING & FISCAL DISCIPLINE

Well-Strung

Purse Strings

Rajiv Kumar &
Chinmaya Goyal
I

If onejudges a governmeant’s perform-
ance by what it does with public fin-
ances, the Narendra Modi govermme-
ntdeserves high marks. The quality
of India’s public spending had suf-
fered in the past because of populist
schemesand their ineffective imple-
mentation. Thisresulted in major
leakages and long-term deficiencies
in infrastructure. These, in turn,
created supply-side bottlenecks.

Thisgovernment has given special
attention to ramping up capital exp-
enditure, which reached 1% of GDP
orabove in all the last four years, de-
fence expenditure excluded, compa-
red to about0.75% during 2004-14.
This translates today toan addition-
al annual expenditure of 240,000 cro-
re on productivity-enhancingdura-
ble assets.

Budgetexpenditure on the transport
sector increased from 73,000 crore
in 2013-14 t0%1,40,000 crore in 2018-19.

This is in addition to resources rais-
ed by National Highways Authority
of India (NHAT), which will raise
T62,000 crore in 2018-19, compared to
T28,000 crore three years ago.

Gol also strengthened the banking

sector by providing substantial equi-

ty to public sector banks (PSHS). An
initial plan of 70,000 crore under the
Indradhanush roadmap announced
in 2015 was followed up with an even
more substantialz2.11 lakh crorere-
capitalisation plan in 2017, of which
7135 lakh crore would be funded thro-
ugh recapitalisation bonds funded
by the exchequer.

Spending in critical areas promot-
ing human development and equity
has also been ramped up. This has
becn done by promoting existing
and already effective schemes, orby
funding new initiatives designed to
address critical gaps.

For example, spending between 2015
16 and 2018-19 in the Pradhan Maniri
Awas Yojana has increased by 137%,
fromz11,000crore toT27,500 Crore.
During the same period, allocations
for the National Health Mission have
increased by 52%, and for the new
National Health Protection Scheme.
Spending in higher education has in-
creased by 130 %, driven by allocatio-
nsmade to a new Higher Education
Financing Agency (Hefa).

Spendingon Gol's flagship ‘Smart

Weill balanced sheet

Cities’ and Atal Mission for Rejuve-
nationand Urban Transformation
(AMRUT)schemes has been ramped
up by 191% . And for metro projects in
cities, by a further 54% between 2015
16 and 2018-19.

Owverall spending in agriculture and
rural development has increased by
177% fromz1.14 lakh crore in 201516
tor2.021akh crore in 2018-19. Thishas
been driven, for example, by increas-
ed allocations in the Mahatma Gan-
dhi National Rural Employment Gu-
araniee Scheme (MGNREGS) by 47%.

In Centre-statefiscal relations, th-
ere has been a paradiem shift. The
Centre’s fiscal transfers to the states
have increased rapidly in the last
four years. In 201415, total transfers
werez6.8lakhcrore, or 5.4% of GDP
This has increased tor12.7 lakh cro-
re, or6.8% of GDP in 2018-18. Uncon-
ditional tax devolution —which al-

lows states to allocate their fiscalres-
ources in line with their own needs
and priorities —is by far the biggest
componentof these transfers.

A characteristic of thisgovernme-
nt's fiscal reforms has been its com-
mitment to fiscal prudence. It has ad-
opted a balanced approach where fis-
cal deflcit hasbeen gradually lowerad

; (from4.4% of GDP1n 2013-14 t03.5%
. A7 In2017-18), while ensuring that prod-

uctive expenditures aren’t affected.

Yes, the fiscal maths of Gol has been
benefited by external factors such as
low o0il prices. But there have been
challenges as well: the Seventh Pay
Commission, One Rank, One Pensi-
on (Orop), and a stagnant economy
that exerted pressire onreventes.
80, G0l deserves credit for its com-
mitment to fiscal reforms.

GST spositive impact 1s also begin-
ning to come through. With collectio-
nsrising above®1 lakh crore in April
2018, there are strong indications of
ereater fiscal space for Gol in the co-
mingperiod. Thisisalso butiressed
by the sharp increase in direct reven-
nes, which have shown unpreceden-
ted buoyancy of nearly 2.0and arec-
ord expansion of thedirecttax base,
now nearly 70 million sirong.
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