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Opinion

Why is no one talking about
the elephant in the room?

PSUs are free to borrow, but if the borrowing is based on
a sovereign guarantee, it has to be part of the govt debt

N ALLTHE din about the deficit, economist Sajjid Chinoy has drawn attention to
the elephant in the room. This is the sharp unhealthy spike in the government’s
off-budgetaryborrowings over the past fewyears.Unable toborrowbeyond a point
for fear of sending the yield soaring and unwilling to cut back on expenditureata
time when the private sector has been strapped for cash, the government has funded
growth by enabling public sector units to borrow and guaranteeing their borrowings.
Chinoy estimates the government’s total deficit has climbed to an uncomfortably high
level of 8.5% of GDPfor 2018-19 and thatis excluding the borrowings by the state PSUs.

Tobe sure,PSUsare entitled toborrowtorun theirbusinessesand itisnoone’s case
that they shouldn’t leverage their balance sheets. However, if the government is pro-
viding eitheran explicit orimplicit guarantee,it cannotafford toleave the borrowings
uncovered.That is simply not prudent. It is, therefore,somewhat surprising that Sub-
hash Garg, the DEA secretary, believes the level of NHAI’s borrowings don’t matter
because it is a sovereign surrogate and not borrowing on the strength of its own bal-
ance sheet. That may be so but, since the government is indeed guaranteeing NHATI’s
borrowings—else it could not have offered retail bonds at the rate that it does—there
needstobea provisionin thebudget. Merely disclosing the liabilities isnot good enough
and it is imprudent to think that these liabilities are not part of the fiscal deficit but
the government’sdebt.The factisit is the government—and the taxpayer—which will
need to make good these borrowings in the event of a default by the PSU. NHAI’s bor-
rowings rose a sharp 66% to 75,384 crore at the end of March 2017 and are esti-
mated tohaverisen furtherto31.2 lakh crorein March 2018.Itsfinancesareinasham-
bles given the combined loss in 2015-16 and 2016-17 was close to ¥500 crore.
Moreover, the business is in a mess because the net cash generated from operating
activities in the twoyearsto 2016-17 was a negative ¥3,774 crore.

Indeed, the Comptrollerand Auditor General (CAG) has pointed out that NHAT has
not maintained proper books of accounts and other relevant records. It has pointed
out that the fixed assets are overstated by ¥2.17 lakh crore since the assetsare held on
behalf of the government. Also, the CAG has noted that including borrowing costs of
X4,068 crore for 2016-17 on completed projects is in contravention of generally
accepted accounting practices.Soitisnotasthoughall PSUsarein fine fettlewith mod-
est debt-equityratiosasthe DEAsecretary Garg makesit out tobe; manyof them don’t
have the scope toborrowbut are rated AAA simplybecause they are backed by the sov-
ereign.There is no harm in the government providing a guarantee but it should build
intheseliabilities intoits accounts. Downplaying off-budget borrowings such asthose
by Food Corporation of India (FCI),which borrowed 1.3% of GDPin 2017-18 and 1%
of GDPin 2018-19,does not make for good public finances. Interestingly, the interim
budgetrevised the EBRsviathe FCIin FY19toX1.96lakh crore,170% higherthanthe
budget estimate. The total off-budgetary borrowings, according to the interim bud-
get,stood at X2.74 lakh crore for 2018-19.

Making Swachh Bharat better

Govt must work on water supply, safe fecal waste disposal

HILE THE UNION government claims the Swachh Bharat Mission
(SBM) success is a resounding success—in terms of improving sani-
tation coverage, or the number of households with toilet ownership,
it definitely is—more needs to be done to realise its vision. Recently,
in his speech in Parliament while presenting the Interim Budget 2019, finance min-
ister Piyush Goyal claimed that the NDA-2 government at the Centre “initiated the
world’s largest behavioural change movement with the Swachh Bharat Mission....
(SBM) has succeeded in changing the mindset of our people” However,a recent study
by the Research Institute for Compassionate Economics (R.L.C.E.) finds, even though
toilet coverage is significantly up, it is still far from being universal—the SBM portal
suggests 98.6% of Indian households have access to toilets—and nearly 44% of the
rural population in Bihar, Madhya Pradesh (MP), Uttar Pradesh (UP) and Rajasthan still
defecate in the open. As per the official SBM database MP, UP and Rajasthan have
achieved 100% sanitation coverage of rural households, i.e.,households with toilets.
But the R.I.C.E. study found that, while rural sanitation coverage has drastically
improved in these four states—it is up from 37% in 2015-16 (NFHS data) to 71%—it
is still some distance away from universal coverage. The jump in sanitation coverage
is certainlyattributable to SBM—while 57% of the rural households without a toilet in
2014 had oneby 2018,42% of these gotitwith government support. But,in effecting
behavioural change, SBM has still alongway to go.

Tobe sure,improving household sanitation coverage isan important goal fora coun-
trylike India,where ODFlevelsare the highest across theworld,and to that end, SBM has
more than just plugged the implementation gaps left by the precursor scheme, Nirmal
Bharat Abhiyan. But,a focus on just toilet-building reflects a rather blinkered approach.
While the RI.C.E. survey finds that open defecation levels have come down in all four
states,around 2 3% of rural households that owned alatrine in these states still defecated
in the open—the number remains unchanged from 2014; worse, the number of toilet-
owninghouseholdsdefecatingin the open hasincreased in Rajasthan and Uttar Pradesh.
So,clearly,curbing open defecation needs more than just mereaccesstotoilets.Thereare
many factors why SBM, despite improving sanitation coverage, hasn’t managed to spur
toilet usage. However, the most important factor, many experts point out, is that SBM
doesn’t takean integrated sanitation route,one that includesaccess towatersupplytovil-
lages, running water in toilets and waste management. The last isindeed an acute need,
given the R.I.C.E.study found that, of the toilets constructed with government-support
inthefourstates,nearly 60% weren’t twin-pitlatrines—this model, of having two pits for
fecal sludge to allow for greater decomposition of the waste and pathogen reduction, is
recommended by the government. Given the massive positive returns forhealth and pro-
ductivity SBM can have—simply by reducing contamination of water, it can bring down
childhood malnourishmentlevels,infectious disease burden,lost man-hours due todis-
ease—the government must make water supplyand safe fecal matterdisposal the prime
features of SBM 2.0.Else, the SBM vision will remain stunted.

WarmingWarning

Two studies on ice-melts, in the Hindu Kush and in the
Arctic, foretell the danger the world will soon face

HE HINDU KUSH Himalayan region—spread over 3,500 square kilometres
across eight countries including India, Nepal and China—is warming faster
than the global average.The HKH region supports the lives and livelihoods of
over 210 million people and, as the source of 10 major Asian rivers, the HKH
also provides essential resources, especially water, to over a billion people and feeds the
grain baskets of Asia. What is unfortunate is that,even if carbon emissions are dramati-
callyand rapidly cut, succeeding in limiting global warming to 1.5°C, 36% of the glaci-
ersinthe HKHwillbe goneby 2100.If emissions are not cut, theloss soars to two-thirds,
anewlyreleased report found. Glacier meltingat the HKH region accompanies theretreat
of Arctic glaciers,exposing surfaces that haven’t seen the sun foratleast 40,000 years.A
team of researchers from University of Colorado used radiocarbon dating measures and
found that the vegetation they were testing in Canada were at least as old as the oldest
age that radiocarbon dating can detect: 40,000 years.The melting of glaciers increases
river flows, pushing up the risk of high-altitude reservoirs engulfing communities.
The International Centre for Integrated Mountain Development’s (ICIMOD’s) Hindu
Kush Himalaya Assessment Report is the first-ever assessment of impacts of climate
change ontheecologicallyimportant but fragile region.This region isa heat sinkin sum-
mer and a heat source in winter, and this influences the Indian summer monsoon. So,
anychangesin thisregionwould have abearing on the monsoonitself thatalready shows
signs of changes in spread and distribution and, in turn, on the livelihoods and ecologi-
calsystems dependent onit.The need,following the report’swarning,isnow forinformed
science-driven advocacy for urgent climate action and immediate conservation efforts.
The disastrous impact of glacier-melting will leave the world at large reeling.

PLEASE ALL

(2 SEEKING PEOPLE'S OPINIONS

Vijay Rupani, chief minister of Gujarat

Earlier, manifestos of all parties were prepared at
the party headquarters. Now, we have decided to
take this exercise a step further and invite direct
suggestions from people

WHILE 18,500 CRORE WOULD BE LOSTAS TAX REVENUE, IT WILL BE MADE UP BY HIGHER
CONSUMPTION, LEADING TO INCREASED COLLECTIONS, THUS MAKING THE FISCALARITHMETIC STRONG

The sweetest Budget
of them all

HE INTERIM BUDGET for
FY20 will go down as the
‘sweetest fiscal document’
becauseitistrulywhat,in eco-
nomics,is called a Pareto opti-
mal state, where several people are better
off and no one is worse off. Rarely do we
have a Budget that gives and never takes.
As this Budget typifies this phenomenon,
it is quite remarkable. In fact, if the
assumptionsmadehereareworkableinall
future years, it is great times for taxpayers
aswellasbeneficiaries becausewewill con-
tinuetopaythesameif notlesstaxandstill
get more from the government. Just how
has this alchemybeen made possible?
The Budget speech has made it clear
that tax collections, be it direct or GST,
have been very buoyant mainly because
the tax base has increased. Therefore,
lower GSTrates haveworked wondersand
brought in the goodies as we pay lower
pricesand the government still collectsits
revenue. The direct tax base has widened
sharply due to two measures which the
government hastakenin thelasttwoyears
in the form of demonetisation and GST.
The revised GDP numbers show that
demonetisation did not stifle growth but
actually fostered higher income which is
seen also in the budgetary tax collection
numbers.Therefore,the FM thought it fair
to start rewarding taxpayers and the best
way to do so is to start from the bottom
and,while ¥18,500 crore would belost as
tax revenue, it will be more than made up
by higher consumption which would
automatically increase collections thus
making the fiscal arithmetic strong. Will
inflation increase on this score? To a cer-
tain extent, if people spend more on con-
sumer goods, theindustrywill benefit. But
given excess capacity, this should not
translateintoinflation.The sameholdsfor
food where prices have come down due to
excess supply. If consumers spend more,
then the surpluses should be consumed
without anyinflationaryimplications.

SABNAVIS

Chief economist, CARE Ratings
Views are personal

Tobuttress this point,the government
has projected growth of 11.5% in GDP
whichlooks fairenough and reasonableas
it isa combination of 7.5-8% growth in
real GDP and inflation of 3.5-4%, which
fewcan contest.The size of the Budget has
increased by 13.5% in FY20 which is
lower than the 14.7% growth in last
year’s. This still gives space to distribute
the goodies. While earlier
Budgets spoke of rechris-
tened health, cleanliness,
education, and insurance
schemes, thisone does plain

There are higher
allocations for

&
4

tions cannot be grudged.

Economists always tend to play spoil-
sport and ask as to from where does the
money come from. Here, the final deficit
number remains unchanged and the net
borrowing programme is higher by just
350,000 crorewhich can be absorbed well
by the system. Therefore, from the point
of view of prudence, there canbe no quar-
rel. RBIis to payan interim
dividend this year to sup-
port the FY19 Budget
which will probably also
increase next year. This is

speaking with cash trans- NREGA and, ifone jtical Alsothedecisionon
fers. If NREGA has been a adds the other how to monetise the
success over the years, giv- central reserves of RBIwill offera
ing 36,000/annum under programmes, the lot of comfort.to the gov-
an income support scheme ernment as this can actu-

to the smallest farmers is
similar in scope and wider
in coverage. NREGA gives
wages of ¥170-200 a day
for 100 days which is up to
320,000 perannumasagainstthe 36,000
announced under the income transfer
scheme. But these rates can improve over
time and, hence, rather than not havinga
scheme,itisagood start.

While critics have argued that even
non-farmers should be covered, this can
be considered to be a beginning which
can be more inclusive in the course of
time. There are higher allocations for
NREGA and, if one adds the pension
schemesand other central programmes
like interest subvention,etc,the poorare
definitely better off and these alloca-

poor are definitely
better off

ally fund several pro-
grammes, including the
farmer payouts as well as
bank recapitalisation.
Interestingly,thelatterhas
not found mention in the Budget which
means it will come from outside. This will
be a major source of funding for the Bud-
get as the spectrum sale component has
ceased to be of interest to players given
theirfinancial situation today.
Thefinalweaponwhich hasbeenfired
to ensure fiscal prudence is disinvest-
ment.Even for FY19, the amount has not
been changed and is at 80,000 crore
which will go up to ¥90,000 crore next
year. But disinvestment now has become
aroutine exercise and while economists
and analysts keep analysing how it will

Reimagining the Davos conference

Year after year, the focus of the conference
has ended up more backward-looking than

forward-looking and the delegates should,
instead, collect and discuss best practices for
dealing with usual levels of uncertainty

I DO NOT attend the annual meeting of
the World Economic Forum in Davos.
But my sense is that, as in previous
years, this year’s participants ended up
extrapolating more from the recent
past than genuinely looking into the
future for pivots and tipping points.
This was true both at the macro level
and in terms of the keyindividualissues
that attracted the most attention,
according to multiple media reports
(and the media are extremely well rep-
resented at this event). As a result, this
globally renowned gathering of influ-
ential government and corporate lead-
ers appears to have missed, once again,
an opportunity fully to realise its con-
siderable potential. There is a reason
why Davos tends to be backward-look-
ing.Leaders naturally come toit focused
on what they have experienced most
recently.If others have experienced the
same thing, the Davos echo chamber
amplifies the themessothat they dom-
inate conversations about both recent
developments and future prospects.
The two meetings before the 2008
global financial crisis had a rather opti-
mistic tone, dismissing the warnings
of the few who sensed that the “great
moderation”and the era of unfettered
finance were likely to come to a painful
end. The January 2009 meeting was
the complete opposite, projecting cri-
sis and global recession well into the
future. Such misreadings of what lies
ahead haven’t been limited to periods
surrounding crises.Just considerwhat
happened at the previous gathering,in
January 2018, and compare it to this
year. A year ago, most leaders had just
come off the strongest quarter of
global growth in years. What is more,
activity was picking up in virtually
every country around the world. As
they heard about one another’s expe-
riences, the Davos delegates embraced
the notion that the world had entered
a period of synchronised growth in
which positive feedback loops would

turbocharge the process.They gave lit-
tle attention to the fact that, with the
notable exception of the United States,
most countries were experiencing
largely one-off growth drivers.

Atthisyear’s Davos meeting,by con-
trast, the macro mood is said to have
been much gloomier. The consensus
was that we are heading for a synchro-
nised slowdown in global growth, with
aheightenedrisk of self-feeding vicious
cycles.Butagain, thisfails todistinguish
between one-off factors whose impact
is temporary and largely reversible—
such as the partial US government
shutdown and an episode of miscom-
munication by the Federal reserve—and
the sort of secularweakness that Europe
is experiencing. Most of the issue-spe-
cific discussions this year focused on
China-US trade tensions and Brexit.
Here again, the temptation was to
extrapolate future developmentsbased
excessivelyon what had justhappened.
The Davos consensus seemed to be that
China-US trade disputes would inten-
sify during 2019. But the likelier sce-
narioisthattensions diminishas China
realises what South Korea, Mexico,and
Canada already did in dealing with the
USadministration: rather than a tit-for-
tat tariff escalation, the best approach
for a country’s short-term growth and
longer-term development is to make
concessions to the US on issues of gen-
uine grievance.These includerules that
force technology transfers—such as
joint-venture requirements—and the
theft of intellectual property.

On Brexit, the central scenarios at
Davos focused on eithera continuation
of the current no-peace-no-war
process or, alternatively,a hard exit for
the United Kingdom from the Euro-
pean Union. Yet, because this has
already proved tobe avery“slow Brexit”
process, with Britain’s Parliament
repeatedly unable toagree onareplace-
ment for the current EU-UK relation-
ship, the probability of a soft Brexit is
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Chief economic adviser at Allianz, was
chairman of former US president Barack
Obama's Global Development Council
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materially increasing. So is the proba-
bility,albeit lower, of a second referen-
dum, which was once thought an
unlikely, if not unthinkable outcome.
Simply extrapolating the future from
what has just occurred usually leads
Davos delegates down false trails.
Davos—both its organisersand its par-
ticipants—would do a much better job
bymaking three changes to thewaythe
event is managed.

Firstly, the meeting should actively
propose alternative scenarios for seri-
ous discussion. This year’s agenda, for
example,should have included a possi-
blereturnin 2019 to divergent growth
and the associated risks and opportuni-
ties. In addition, Davos should collect
and discuss best practices for dealing
with usuallevels of uncertaintyforboth
businesses and government policy-
making. Finally,when it comes to short-
term prospects, the event needs to
spend a lot more time on other themes
that I suspect will prove more impor-
tant than either Brexit or China-US
trade tensions in the period ahead.
These include the changing attitude
toward regionalism,central bank policy
challenges,and the scope for more gov-
ernment-policy coordination among
advanced economies.The annual Davos
gatheringis too big an opportunity not
to be exploited properly. Yet, year after
year, the focus has ended up more back-
ward-looking than forward-looking,
and the just-concluded iteration
appears to have been no exception. A
revampwould playanimportantrolein
fulfilling the stated objective of Davos:
engaging “the foremost political, busi-
ness and other leaders of society to
shape global, regional and industry
agendas”. And it would ensure that
more of the participants go looking for
actionable, substantive content rather
than ending up being there primarily to
see and be seen.
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take place, the process has been really
straight forward and assuring. Either one
PSU buys another or the LIC steps in and
buys shares or the existing companybuys
backits shares.In all these processes, sur-
pluses with PSUs get transferred to the
government.Asmall part goes to the gov-
ernmentasdividendand thelargeroneas
disinvestment. Therefore, one should
actuallystop debatingonwhetherthis tar-
get will or will not be met because
axiomaticallytargetsarealwaysmetasthe
routeiswell defined and institutionalised.
The stock market should get used to the
fact that disinvestment does not mean
more stocks in the market and hence
should stop guessing the quantum that
will enter the fray.

TheBudgetishenceanideal onewhich
can be scaled up over time assuming the
growth numbers work out right. In fact,
curiously,the GDPnumberused for FY18
and FY19 are the first advance estimates
for FY19.With the revised estimate for
FY18 being upped significantly one day
before the Budget was announced, if the
nominal GDP growth rates for FY19 and
FY20 are recalculated then the fiscal
deficit ratio for FY19 would be 3.3% (as
GDP would be ¥191.98 lakh crore as
against the assumed ¥188.40 lakh crore)
while that for FY20 would be 3.3% (as
GDPwould go up to 214.05 lakh crore
instead of ¥210.07 lakh crore)!

Also,the moment it is accepted that a
lot of publicsectormoney,which includes
RBI, canbe used for financing the Budget,
then nothing is impossible. This can be
combined dexterouslywith deferred pay-
ments which are rollovers and off bud-
getary borrowings to reach the target.
Meanwhile, when revised GDP growth
numbers point upwards, automatically
the denominator increases and the fiscal
target is maintained. But as all this has
been donewithout causing painand there
should be no complaints as such, even
from the economist.

LETTERS TO

THE EDITOR

Brexit, what is
the deal?

Uncertainty and public unrest
continue to aggravate as the geo-
political environment in the UK and
EU regions remains largely
complicated. Tough opposition by
political entities and rising
speculations over
availability/pricing of goods,
including basic necessities, on
account of a no-deal Brexit have
further dampened the business
sentiment. Despite a favourable
outcome of the trust vote and the
consent to re-negotiate a deal with
the EU, the overall public
confidence is significantly
diminished, in the absence of
crystal-clear exit terms and
prevailing ambiguity over the
fulfillment of the referendum.
Capital markets are defensive and
fairly range-bound, as the potential
turbulence in the near-term poses a
risk to the growth of emerging
economies. Political stability in the
immediate future is impeded by
challenges of meeting the
stipulated timeline, executing a
viable/acceptable deal and
collaboration with the opposition
— Girish Lalwani, Delhi

A win-win verdict

The Supreme Court pronounced a
‘balanced judgment' for both the
Central and West Bengal
governments to claim 'moral
victory'. That the Kolkata police
commissioner Rajeev Kumar should
appear before CBI in the neutral
venue of Shillong and co-operate
with the investigation was victory
for the Centre. That he cannot be
arrested was victory for the state
government. Rajeev Kumar is a
witness and not an accused in the
case. Seldom is a witness arrested.
The mistimed gunning for the
Kolkata police chief by the CBI was
self-defeating. It precipitated the
state into a crisis. It is ingenuous to
suppose that BJP alone is ‘clean’
and all other parties are ‘corrupt’
— G David Milton, Maruthancode
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INTERIM BUDGET

Structurally
strengthening
farm sector

Elections are round the corner and waivers are the
hot topic, but they merely address the symptoms
around farm distress, not cure the disease. The
Budget, thankfully, unveiled fundamental measures
for long-term stability of the farm sector. But a key
area of concern remains lack of measures to address
falling crop prices. MSP was earlier sharply hiked for
22 crops, but there are no takers at the support price

ILLUSTRATION: ROHNIT PHORE

HE SUSPENSE HAS been

unveiled. Most of us were

aware that agriculture will get

the top billing,and the focus of

this year’s Budget will be on
addressing keyissues pertaining to farm
distress,as elections 2019 will be fought
on the farmland.But the forminwhichit
will be done has been unveiled in the
spends.The finance minister, while pre-
senting the Interim Budget, launched a
number of measures focused around
major issues surrounding the econom-
ics of the granaries of the country.

The government launched the Prad-
han Mantri Kisan Samman Nidhi Yojana
(PM-KISAN) that will offer direct income
support of 36,000 per year to small and
marginal farmers havinglandholding of
less than 2 hectares,and will address the
problems of indebtedness that pre-
vented them access to funds once and
for all in its own way. It is a known fact
that land fragmentation on account of
repeated divisions has contributed to
rural distress. Landholdings have dou-
bled in the past 45 years, from 7.1 crore
in 1970-71 to 14.57 crore in 2015-16,
resultingin decline in the average size of
farms by more than 509, at 1.08
hectares.As per provisional estimates of
the Agriculture Census 2015-16, there
are 12.56 crore marginal and small
farmers havingless than 2 hectare hold-
ings and together constitute 86.21% in
2015-16 against 84.97% in 2010-11.
The PM-KISAN will address discontent
among such small farmers as the sum
will meet the input cost for cultivation
and, most importantly, will be delinked
from crop prices.The good news to eligi-
ble farmers is that the scheme would be

Moving the needle on agriculture

Reforms and structural changes are a continuous process and more needs to be done

S SHRIRAM

Chairman & senior managing director,
DCM Shriram

HE EXPECTATION OF a big
announcement for rural India
was high, and the Budget did
not disappoint. Before getting
into the specifics, a positive
trend that may have gone unnoticedis the
conversation has moved from farm out-
put to farm income. Having achieved self-
sufficiency plus surplus in production, the

country need not worry about “where will
food come from?” With farmers having
delivered, it is incumbent on us to ensure
they earn adequate income to support
family and meet aspirational goals.
Providing assured income support to
small and marginal farmers under PM-
KISAN is historic. First,it will provide relief
from distress on account of low prices. Sec-
ond, such a transfer leaves the choice of
howto use the moneyto the farmer.Third,
an unintended benefit would be that all
land records will get fully streamlined
onceand forall. Asop that was expected by
some was a loan waiver. It’s encouraging
the government didn’t choose that route,
as it results in poor credit discipline and

lowering credit rating, which eventually
hurt the farmer.

Setting up of adepartment of fisheries
is welcome, as it needed focus. The FM
rightly emphasised its importance by
pointing out we are the second-largest
producer in the world, plus it provides
employment to 1.5 crore people.With sig-
nificant change in food consumption pat-
terns and the shift towards high-value
proteins, fisheries will fill this gap.

Farming is risky business, often not
understood by urban dwellers.Uncontrol-
lable factors are many, from fall in com-
modity prices to natural calamities. The
proposal to extend interest subvention for
farmersaffected by severe natural calami-

made effective from December 1,2018,
and the first instalment for the period up
to March 31,2019, would be paid soon.
This scheme is in line with the Rythu
Bandhu scheme of Telangana, which
transfers ¥4,000 per acre per crop on
per-acre basis without a holding size
limit. For two crops in a year, it makes up
to¥8,000 peryear.The KALIA scheme of
Odisha provides direct benefits to
krushaks (farmers).

There have been no dearth of
schemes, but the policies for elevating
the rural economy always have had alag
and effectiveness in implementation is
an area of concern. The current move
seems to address this lag by directly
monetising farmers.

In other measures to support the
rural economy, 360,000 crore has been
set aside for MGNREGA. Also, there is
now 19,000 crore for the Pradhan
Mantri Gram Sadak Yojana as against
X15,500 crore in the previous year—to
provide alternative employment oppor-
tunities. However, care should be taken
inimplementation at the granularlevel,
in such a way not to wean away labour
from peak season farming activities.
The government has announced to
build 1 lakh digital villages in the next
fiveyears.In order to promote fisheries,
the government has proposed a sepa-
rate department of fisheries and
extended the benefit of 2% interest
subvention to farmers pursuing animal
husbandry and fisheries, for those who
avail loans through the Kisan Credit
Card. Diversification of farms will ame-
liorate the problems surrounding
dependence on a single economicactiv-
ity of farming. In all, the ministry of
agriculture & farmers’ welfare could
corner ¥1,40,764 crore as BEin 2019-
20 (alarge sum for PM-KISAN) as com-
pared to RE of ¥79,025.74 crore, but a
very less proportion totalling only
%8,078 crore (65% is administrative
and logistics expense) has been allo-
cated to agricultural R&D in 2019-20,
which isalmost the same as the current
fiscal RE. This warrants an increase in
the agricultural R&D spending as the
payoffs have been quite significant in
the past and will grease the wheels of
sustainable economic development.

AKkeyarea of concern remains lack of
measures to address falling crop prices.
MSPhasbeen sharply hiked for 22 crops,
but there are no takers at the support
price.The fall in prices has been attrib-
uted torecord production and decline in
global crop prices. As per the Fourth
Advance Estimates, foodgrain produc-
tion during 2017-18 hasbeenatarecord
284.8 million tonnes, higher by 3.5%
against previous year. The task of pro-
tecting farm incomes from price insta-
bility remains to be fulfilled by the poli-
cymakers in the coming years.

Thankfully, the government pre-
ferred to monetise farmers instead of
waiving off farm loans. Elections are
round the corner and, obviously, farm
loan waiver remains the hot topic
addressing the symptoms around farm
distress, but not curing the disease. The
Budget has unveiled some fundamental
measures for long-term stability of the
farm sector. Let us sincerely hope that
budgeted measures will ameliorate the
economics of smalland marginal farms,
and go a long way in structurally build-
ing up the farm sector.

ties, for the entire period of reschedule-
ment of their loans, is welcome. A unique
feature was articulation of a 10-year
vision. The goals set were stretching and
giveacleardirection to the nation. Expect-
edly, rural India and sustainable agricul-
ture found a prominent place, as India
races to become a $10-trillion economy.
Will the Budget solve all woes of farm-
ers? Certainly not. Reforms and structural
changes are a continuous process and
more needstobe done.Freeing agriculture
markets from licensing, land leasing, sta-
ble trade policy, encouraging food pro-
cessing/linking farmers with modern
trade, allowing use of biotech, growth in
non-agricultural jobs, etc, are work in
progress and will certainly be on the radar
of policymakers. Finally, the question is:
Where will the money come from? Fortu-
nately,Indiaissittingina sweet spot.With
arapidly growing economyand buoyancy
in tax collection along with low inflation
rates, the downside is indeed very low.
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An anonymous

assessing officer?

AGGARWAL
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E-assessments are here to stay

HEN THE ROBERT Zemeckis block-
buster‘Back to the Future’ hit cinemas in
1985, critical success apart,scepticsand
viewers alike were baffled at the idea of
autonomous cars and virtual reality.
Enter 2019, these concepts seem closer to reality. So,when
the Interim FM signalled his government’s intent of mak-
ing the taxassessment process swifter, stronger, predictable
and ‘anonymous’, delivered through a virtual interface, I
would not yet discount this ambition in disbelief.

Picture this, the next time you go through a process of e-
assessment and instead of interacting with a single officer
through the e-filing portal, you now have access to a cross-
sectoraland geographically-dispersed team to carry out the
assessment, equipped with the domain understanding and
nuances of your specific industry to better appreciate the
business practicesyou operate within. Enter the anonymous
assessing officer—aradical and path-breaking idea,indeed.

In 2015,the government launched a pilot project onvol-
untary basis to conduct an email-based assessment in five
metros,whichwas extended to two more in 2016.Taxpayers
were given an option to undergo email-based assessment.
In 2017, this facilitywas incorporated into the e-filing por-
tal being used by taxpayers. And finally in 2018, the CBDT,
vide Instruction 1/2018 dated February 12,2018, directed
that all cases barring certain exceptions shall be subjected
to e-assessments.The FinanceAct,2018,introduced amend-
ments to create a framework and lay down operational
guidelines for e-assessments.

While the progress has been good, the procedures have
thrown up some challenges that need to be addressed to
make this idea work.

Getting the technology right—size and spec: A criti-
cal aspect that will determine the success of this idea is the
government’s IT infrastructure. Specifically, the ability to
handle data traffic (a) in terms
of size and (b) in terms of vol-
ume would be key. If we peep
into the not-so-dated past,
government servers have often
from age-old crashed when they experienced
hai . . high volumes of data traffic,
arcf a'? praCtlc?s IS especially closer to filing dead-

inevitable, this lines. Given the sensitive

change needs to nature of the assessment pro-

impact the entire  ccedings, the government can

d k ill-afford similar crashes.
process and make  tparefore, the importance of a
assessments more

robust IT infrastructure cannot
taxpayer-friendly

be overestimated.
and transparent

While the
transformation

Removing legal loops:
Fromalegal perspective,avalid
messsssssssssmm———G_  Scrvice of noticeisacritical pre-

requisite to constitute a valid
assessment proceeding.While necessaryamendments have
been made in the income-tax law to constitute email com-
munication as a valid mode of service, there are instances
where notices are uploaded on the portal but a correspond-
ing email is not sent to the taxpayer. Anomalies like these
could lead to litigation and potentially render the proceed-
ings void. Therefore, either the law must be amended to
explicitly state that uploading a notice on the online portal
constitutesavalid service or IT systems must be streamlined
toensure that emails are automatically sent,without excep-
tion,as and when notices get uploaded.

Achieve process perfections: While practice makes per-
fect, revolutionary ideas do not normally give you a large
incubation buffer.Therefore,from a procedural perspective,
the government needs an ‘ace’before the bets are called. For
example,the current system does not have any provision for
granting adjournments. In case a taxpayer uploads a sub-
mission seeking more time, the e-assessment portal neither
acceptsnorrejects the request,leading to uncertainty for the
taxpayer on the next date for filing submissions.

Awinning team: While not somuch of achallengeat the
planning stage, it could be a critical lever to determine fail-
ure or success of this initiative. On-boarding the right skills
with a credible sector,domain expertise,and ensuring mech-
anisms to facilitate collaborative working free from bias
would be a core area for the government to focus on as it
moves into the advanced stages of implementation.

‘You cannot stop an idea whose time has come’. In my
view, the time for e-assessments is here, and here to stay.
While the transformation from age-old archaic practices is
inevitable, this change cannotbeat the peripheryand needs
to impact the entire process and make assessments more
taxpayer-friendlyand transparent.Aslongas this focusand
commitment stays with both the government and taxpay-
ers, there is little doubt the Indian tax ecosystem will be
cruising ahead in its journey to autonomous success.

HE NARENDRA MODI govern-
ment has cracked the code to
put India among world’s top-
100 most business-friendly
nations. At number 77 on the
World Bank’s 2018 global ranking of 190
countries, India made drastic improve-
ments toits reputation for global business
in a few short years.India is now the most
highly ranked country in South Asia, and
the World Bank attributes its progress to
sustained business reforms, which are
transforming the country into a sought-
after investment destination. India is one
of the top-10improversand the onlylarge
country in South Asia to have achieved
suchasignificant shift. Thejumpisaresult
of the government’s consistent efforts to
revive growth. This report is a barometer
of competitiveness that businesses con-
siderwhile making investment decisions.
While there has been progress, India
lagsin some keybest practice measures for
itsregulatory framework. Plans to remake
India’s economyand efforts to sell India as
an investment destination are practical,
but if the government is to be successful
in attracting more global investors, it
needs to create a more stable and pre-
dictable fiscal and regulatory regime.

Making India more
open to business

A conclusion to Cairn
dispute would send a
message to investors
that India is a stable
investment destination

Retrospective taxation: This issue
continues to concern investors. The gov-
ernment’s retrospective tax claim against
Cairn Energyand theresulting dispute has
perpetuated concerns among investors
about the transparency and stability of the
Indian tax regime. For instance, the law
imposing tax onindirect transfer of assets
in India may have been enacted in 2012,
but the taxisapplicable toall transactions
that took place from 1962 onwards.

The controversy surrounding this issue

The author is president & CEO,
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iswhetheritis fairtoimpose a taxwith ret-
rospective effect whereby a company’s
business decisions are based upon the tax
situation that exists today? It is difficult
for a business to organise its activities
today based on a future law that will be
made applicable from today. An ideal tax
system should be predictable, clear and
stable. While the Modi government has
categorically stated that it will not issue
any new retrospective actions, there are
several high-profile cases throughout the

BJP’s reign, which are yet to be resolved.
Now that a final resolution of this dispute
is expected shortly under the UK-India
Bilateral Investment Treaty, we believe a
commitment by the government of India
to swiftly respect/adhere to the terms of
the Treaty ruling on this matter would
offer assurance to global investors.

Oil & gasindustry: Ironically,one such
case is in the o0il & gas industry where the
government has initiated a number of
positive reforms over the last four years,

including open acreage policy, pricing
reforms and liberalised licensing policy.
In 2015, the PM set a target of reduc-
ing India’s oil dependence by 10%% over
the next five years,but imports haveactu-
allyrisen.Indiaimported 77% of its crude
oil requirements in 2014 and this has
increased to over 83% in 2018,according
to the Petroleum Planning & Analysis Cell
Report—India spent more than $§87 billion
oncrudeoilimportsin FY18,whichrepre-
sents 25%-plus increase from last year.

The government continues to seek pri-
vate investment toraise domestic oil & gas
production,which has stagnated inrecent
years, while fuel demand has risen annu-
ally. A change in domestic production
would be of significance in view of India’s
rapid economic growth, which could be
impacted due to expanding gaps between
energy demand and supply.

Current oil prices allow India an oppor-
tunity toattract seriousinvestmentsin the
oil & gas industry. In fact, Cairn Energy is
leading the charge, contributing about
259 to the country’s domestic crude oil
productionin FY18.Investmentin energy
is critical toachieving India’s development
ambitions—to support an expanding
economy, to bring power to those who
remain without it, to fuel the demand for
greater mobility, and to develop infra-
structure to serve what would soon be the
world’s most populous nation.

Top-50: We applaud improvements in
ease of doing business made by the gov-
ernment, and believe that expediting a
conclusion to thelong-running Cairn dis-
putebyrespecting the Treaty rulingwould
strengthen the message that the business
environment in Indiais predictable,stable
and attractive to global investors.
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