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Bowl clean rates:
No tax googlies

-hitter

Need For A Bold, Imaginative And Growth-Oriented Budget That Can Pave Way For Meaningful Reforms

Bakul Dholakia

he finance minister
isall settopresentthe
Modi government’s
first full-fledged budg-
et on February 28 in
the backdrop of huge expecta-
tions of various stakeholders.
Within nine months in office, the
government can hear noises ex-
pressing serious concerns over
thelack of visible signs of major
changes in policy and business
environment marked by thelack
of concrete action at the grass-
roots level. This budget will
prove to be an acid test of the
government’s commitment and
ability to move towards fulfilling
. poll-time promises of quickly
regaining momentum of high
GDP growth, significantly im-
proving the ease of doing busi-
ness in India, and generating
millions of new jobs in the me-
dium-term horizon. This sce-
nario represents a formidable
challenge as well as a huge op-
‘portunity for the FM. In this
context, the budget 2015 is per-
haps the most keenly awaited
Indian budget in the past two
decades. X
Main expectations from
Budget 2015 would be restoring
more than 8% GDP growth; ac-
celerating industrial
growthtoaround9%; . =
improving saving
and investment
rate; sustaininglow
WPI (Wholesale
Price Index) and CPI
(Consumer Price In-
dex) inflation; main-
taining stability
of the In-
dian ru-
pee; cre- |
ating
millions
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Trends in global stock markets

* Based on data for 8 months
(April to November)

Category | 2008-09 | 2009- 10| 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15*
BasicGoods | 17 | 47 | 60 RREE 7 7 T 76
Cap. Goods 113 1.0 14.8 -4.1 -6.0 -3.7 4.8
Inter. Goods 0.0 6.0 74 -1.0 1.6 3.0 1.6
Cons.Goods | 0.9 Tl | .85 4.4 2.4 -26 -63
Overall (IIP) | 25 53 8.2 29 11 | -01 19
Exports 137 -36 | 375 221 | -18 4.1 46

2008-09| 2009-10 | 2010-11/2011-12%(2012-13* | 2013-14* | 2014-15**
320 | 83T 33T 1 33.0 311 30.0 29.6
35500 136.3.01" 36.5-1.438.2 36.6 323 311

2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 (2014-15
81 |38 9.6 8.9 7D 6.0 3.8

14.5 11.4 i 9.3 9.4

123 14.0 103 10.1 48

11.6 =21

81 | 108 12.0 89 9:15 9.5 7.0

* For the period January 1 to
February 20, 2015

Index 2009 | 2010 | 2011 | 2012 2013 | 2014 | 2015*
India NSENifty | 715 | 17.3 | -249 | 273 5.2 314 66
USA Dow Jones | 154 9.4 4.7 Bif. 236 84 1.7
" |Japan | Nikkei 166 | -40 | -187 | 214 | 524 9.7 5L
UK : i ETSE: 18.7 7.3 -7.3 &5 14.4 =27 5.6
China  |Shanghai 742 | -134 | -229 46 =71 533 | -31
Brazil | Bovespa 704" -11 [ -189 | 54 | -180°[ -29 | 56
daof economicand administra- the FM has no choice —he has frastructure projects; take all
tive reforms. The markets are to present a growth-oriented, necessary stepsto quickly revive
buoyant on high expectations reform-focused and forward- stalled projects in the road,
and foreign investors have al- looking budget and avoid pop- power, and mining sectors; and
ready restored their faith inthe ulism. significantly increase public
once famous India growth story: The FM should aim at expenditure to start new green-
It is now for the FM to ensure achieving at least 8% GDP field projects in several sectors.
that his maiden full budget rep- growthin201516andaround9% Special incentives for employ-

resents a firm step towards
building confidence that such
high expectations would be sat-
isfactorily met within a reason-
able timeframe. In this context,

in 2016-17, while maintaining ef-
fective control on inflation. To
achieve this, the first priority
should be to remove existing bot-
tlenecks in the execution of in-

ment-oriented manufacturing
with focus on small enterprises,
urban infrastructure, and low-
cost housing sectors would make
budget proposals more inclusive

r

1

from the common man’s view-
point.

Sharp drop in international
oil prices has reduced the oil
subsidy burden, improved our
current account position and
eased inflationary pressures.
Moreover, given the hangover of
global economic slowdown of
the recent past with the pros-
pects of Chinese GDP growth
slowing down in 2015 and 2016,
India will have to seriously pur-
sue Make in India strategy with
strong focus on the revival of
domestic demand through con-
sumption as well as investment
routes. Since the available infor-
mation indicates that both sav-
ing and investment rates have
not picked up so far, it is essen-
tial that government takes the
lead in terms of accelerating
investment during 2015 and 2016.

The favourable global factors
coupled with reasonable success
of divestment programme has
created enough room for the FM

‘to go for ambitious public ex-

penditure programme in select-
ed areas. Time has come to ac-
cord higher priority to growth
without being too conservative
on the fiscal front, so long as we
do not deviate from the overall
path of fiscal consolidation. Un-
der the prevailing circumstanc-
es, the FM needs to adopt the
confident and courageous ap-
proach along the lines so ably
demonstrated by Shikhar Dha-
wan, who played under similar
conditions in India’s recent en-
counter with South Africa in the
ongoing World Cup, and the re-
sult was our first-ever win
against this formidable oppo-
nent in a World Cup match.

(The author is director
general, Indian Management
Institute, Delhi)

Lower tax rates have always yielded higher revenues
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Mukesh Patel

population of 120 crore has

Jjust 3.5 crore taxpayers.
This works out to a meagre 3%
in comparison to the 45% of the
US, which boasts of around 14
crore taxpayers in a population
of 31 crore. More shocking were
the statistics revealed by the
Standing Committee on DTC
(Direct Taxes Code) two years
ago, that India had only around
4 lakh taxpayers declaring in-
come of more than Rs 20 lakh,
and just around 42,800 who ad-
mitted income above Rs 1 crore.

The unlisted super rich in
India may perhaps far outnum-
ber thelisted superrich! Thereal
challenge before the FM lies not
in taxing but hunting the super
rich. In this context, the logical
and objective approach should be
todeepen the tax base and ensure
better tax compliance. It would
be far more just and equitable to
tax those who don’t pay their
dues, rather than recover
more tax from those
who fairly discharge
their obligation.

In the early 1970s,
the peak rate of per-
sonal income tax pre-
vailed at97.5%. FMs
soon realized
the mean-
ingful rel-
evance
of the

’Reﬁeve itornot, India with a

tis time the FM undertakes
i the exercise of rationally
restructuring the tax rates,
which should come asa
welcome relief for the middle
class tax payers, who have high
expectations from Budget,
2015. Similarly, all taxpayers,
including companies and
partnership firms, deserve a
clean max-tax rate of 30%, with
the removal of the clutter of
surcharges, which effectively
result in the maximum tax rate
being as high as 33.99%.

economics principle of the ‘Laf-
fer Curve’”: lower taxes lead to
higher tax collections. The tax
rates were gradually scaled
down to 72%, 60%, 50%,40% and
finally 30% in the late 1990s.
While the max-tax rate of
30% has remained unchanged
since then, the past decade since
2005 witnessed the restructur-
ing of tax rates and the raising
of the threshold income limit
for max-tax from Rs 1.5 1akh to
Rs 2.5 lakh, then Rs 5 lakh,
& ontoRs8lakh and finally
Rs 10 1akh. Every time
the bar was raised, it re-
¥ sulted in better tax com-
pliance and higher tax
revenue in the years to
follow.
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