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ndia’s fiscal deficit is one of
the highest in emerging mark-
ets. At6.7% of GDP in 2013-14,

deficit is significantly higher
than the Asian average of under2%
of GDP. While India’s stock of gov-
ernment debt has been eroded by
high inflation in recent years, the
highfiscaldeficitleadstoother mac-
roeconomic problems.

Theseincludealowernational sa-
vings rate due to the government’s

| spending being higher than itsreve-

| nues, and large government borro-

| wingneedscrowdingouttheprivate
sector. Banks, pension and insuran-
cefundshavetoparkalargefraction
of their assets in government bon-
ds, which prevent the private sector
from using these funds.

Therefore, a gradual fiscal conso-
lidation is imperative after a period
of very highfiscal deficits. A succes-
sor to the Fiscal Responsibility and

| Budget Management Act, or FRBM

" Act, 2003, could bring in transparen-

¢y, accountability and predictabili-
ty tothe government’s finances.

About 80 countries, of which 33
are emerging markets and 26low-in-
come countries, have adopted some
form of fiscal rules with positive re-
sults on debt reduction. We think
the Union Budget for 2015 affords an
opportunity to do thesame.

Spread the Tax Net

To achieve fiscal deficit targets,
however, it would be important to
increase the country’s tax revenue
base. India’s revenue base remains
very small — one of the lowest in
Asia—and isthe principal cause for
ahigh fiscal deficit.

J 9 India’s population
pays income tax, compared to T
20% in Chinaand 45% inthe US.Me-

S to increase the tax revenue
base in the Budget could help.

the general government fiscal -

Excludmg agrlculture only onthe ba5|s of occupatlon “thresholds five times in the

id freg_ent threshold increases

Third, the tax collection agencies
are divided info eCen 0-

vided into two: the Central Bo-
ardof Direct Taxes (CBD) and the
Central Board of Excise an S-
toms (CBEC). The two agencies are
under the ministry of finance, with
little autonomy in setting their bud-
getsorhiring staff, andlimited coor-
dination between the two boards.
While there have been incremen-
tal changes, the country has not had
deep reforms of its tax administra-

" tion system since the two boards

is not equitable. Providing safeguards to the poor by
adequate exemption limits could be more equitable

avoid taxes. A policy that provides
safeguards to the poor by way of ad-
equate exemption limits could be
more equitable.

Second, tax collection is hamper-

m.ﬂgﬁﬁﬂcultural income
could be brought info the fax nef.
A policy of excluding agriculture
does not distinguish between high
and low incomes, but only on the
basis of occupation. It is, therefore,
notequitable. Further, thereisan in-
| centive to disguise non-agriculture
income as agriculture income to

ed by the Tong and multi-staged ap--

peals process. An individual can ap-
peal against an income-tax depart-
ment enquiry over several stages.
First, he can go to the commissioner
of income tax to contest the claim. If
he does not get a favourable outco-
me, he can then appeal to the inco-
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me-tax tribunal. From there, he can
take the income-tax authority to the
high court, and then finally to the
Supreme Court.

This means multiple stages to co-
ntest taxes in India, while most oth-
er countries tend to have only one or
two stages. This reduces the effici-
ency of tax collection.

were created. With one of thelowest
staff-to-populationratios, and limit-
ed autonomy, the tax authorities
havebeenunabletoincreasethetax-
to-GDPratio.

Cutthe Strings

In fact, an independent tax author-
ity —like the Internal Revenue Ser-
vice (IRS) in the US — could help
ease some of the tax collection is-
sues. A large number of developing
countries in Asia,

America have adopted a model that
includes a fully autonomous tax
agency that has its own budget and

% the ability to recruit staff, and an
' executive bo at actively moni-

eagency.

The ce ministry can set the
goal, but the implementation is oft-
en left to the tax agency. For examp-
le, in Peru, an independent revenue
authority was established in 1991
under a law that gave it substantial
autonomy. Tax revenue collections
increased from 5.8% of GDP in 1991
1021.5% of GDP by 2013,

" Overall, a culture of tax complia-
nce needs to develop. When current
and potential taxpayers hear that
only some42,500individualsdeclare
incomes of over¥lcrore, itactsasa
disincentive to pay taxes. The tax-
wvoider needs to be seen as the ex-
ceptionrather than therule.
Finally, the continuousrisesinin-

v 5 " = come -tax thresholds could be avoid-

ed. India has rais € income-

years. China avoided raising tax
Tthresholds through its high growth
phase, thus allowing for a widening
of the tax base as incomesrose.

According toour estimates, every
¥1 crore increase in income taxpay-
ers — taking account of taxpayers
by income bracket, by using the esti-
mates of the standing committee on
the Direct Taxes Code — would in-
crease income tax revenues by 0.6
percentage points. This cou]d goa
long way in resolving India’s fiscal
deficit targets.

The writer is chief India economist,
Goldman Sachs



The IS next door

India must look the threat of the Islamic State

in the %Xe It will need to frame a response
TRUSD, T2~}

ndians have
watched the rise of the Is-
lamic State with alarm, few
have understood just how imminent
the danger is. In recent days, evi-
dence of the growing danger in In-
dia’s near neighbourhood has piled
up. Police in Bangladesh have
caught an Islamic State-inspired ter-
rorist module planning attacks on
the country’s government. Entire
families have left the Maldives to
participate in the so-called
caliphate’s millenarian dystopia; at
least five of the country’s nationals
have lost their lives in its cause. Tal-
iban factions in both Afghanistan
and Pakistan have pledged loyalty
to the organisation — as have break-
away factions of the Indian Mu-
jahideen network. Even inside In-
dia, the impact of the IS’s new,
ultra-violent jihadism is certain to
be felt. The Afghan jihad and the Tal-
iban’s triumph in Kabul gave birth
to a generation of jihadists who let
loose a crimson tide across South
Asia; the IS has given their inheri-
tors new hope of victory.
How should the government of
India respond to this challenge? For
one, the Research and Analysis

Wing, as well as India’s Intelligence

_kmd of lan g%age and technology
skills that are needed — just as they

Bureau, are desperately short of the

were in the mid-1980s, when the
first phase of Islamist terrorism be-
gan unfolding. Though Prime
Minister Narendra Modi’s govern-
ment has taken some tentative steps
forward to address these deficits,
capacity-building in the intelligence
services needs to be pushed much
harder. Then, there has to be

political cognisance thata commu-
nalised domestic politics is the toxic

swamp in which Islamism breeds.
Ensuring communal peace, by com-
ing down hard on religious reac-
tionaries who threaten it, is a na-
tional security im perative.

Finally, New Delhi needs to think
hard about just what its role in the
international effort against terror-
ism might be. New Delhi has long
called for efforts against terrorists to
be truly global — but, equally, has
not been willing to put its shoulder to
the wheel. For good reasons and bad,
India has stayed away from involve-
ment in foreign wars against Islamist
terror, whether under the United Na-
tions flag, like in Mali, or multina-
tional efforts, like those in Iraq. New
dangers must be met with new ideas
— and the time to start debating
them with seriousness is now.




- Invest, to Curtail
_ Vehicular Pollution

: ' CUimed |~ ~JS
India tod s the world’s worst polluted city: New Delhi.

~Many other Indian cities are close competitors, Heightened
air pollution hurts health and well-being, curtails lifespan
and productivity. Cutting vehicle emissions is an important
partof thesolution. This calls for cleaner fuel, higherfuel effi-
ciency norms and better transport planning, with far greater
stress on public transport and aligning freight routes so that
cargo trucks circumvent, rather than pass through, densely
populated settlementsen route todistantdestinations. Larger
Investment in the railways — track, signalling and rolling
stock —toshiftalarger share of freight torail and haulage by
electricity is another part of the solution, :
w2z TheSaumitra Chaudhuri expert comm-
g ~ itteereportof May 2014 chalks outaroad-
map for clearer ambient air quality b
2020. Among other provisions, the panel
‘suggests a levy of 75 paise surcharge per

litre of automotive fuel. to garner an es-

' timated 280,000-crore corpus required to
retrofit and revamp oil refineries to pro-

duce ultra low sulphur fuel. The drop in global oil prices is all

the more reason to increase the surcharge to, say, 72, to fast-
track modernisation. The uptick in investment would surely
boost growth, too. The expert report says Bharat Stage IV-
quality fuel (sulphur of 50 ppm) is yet to be widely diffused na-
tion-wide, and that BS V (sulphurof 10 ppm)isonlylikely over
severalyears. The transition must take place faster:

The Chaudhuri reportalso calls for mandatory catalytic con-
verters in older diesel vehicles, and better vehicular fuel effi-
ciency, now mandated at 18.2 km per litre by 2016-17 and 21 km

per litre by 2021-22. There seems a solid case to improve the
target figures. Better fuel efficiency means better combustion
and less tailpipe emissions,
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