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Where does the Budget stand? Will paring food, fertilizer and petroleum subsidies
help? Why are fiscal policy measures crucial to tackle inflation?
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Union Finance Minister Nirmala Sitharaman with Minister of State for Finance Pankaj Chaudhary addresses a press
conference in Mumbai on February 4,2023. | Photo Credit: PTI

The story so far: In the Union Budget for 2023-24, Finance Minister Nirmala Sitharaman chose
the path of relative fiscal prudence and projected a decline in fiscal deficit to 5.9% of gross
domestic product (GDP) in FY24, compared with 6.4% in FY23. Ms. Sitharaman said the
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The fiscal deficit road map
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In the revenue budget, the deficit was 4.1% of
GDP in 2022-23 (revised estimate). In Union
Budget 2023-24, revenue deficit is 2.9% of
GDP. If interest payments are deducted from
fiscal deficit, which is referred to as primary
deficit, it stood at 3% of GDP in 2022-23 (RE).

The primary deficit, which reflects the

current fiscal stance devoid of past interest payment liabilities, is pegged at 2.3% of GDP in
Union Budget 2023-24.

Are allocations lower for some sectors?

The major allocations that have been pared down are food, fertilizer and petroleum subsidies.
The food subsidy in 2022-23 (RE) was 2,87,194 crore. In 2023-24, it has been reduced to 1,97,350
crore. Similarly, the fertilizer subsidy in 2022-23 was X2,25,220 crore (RE); it has been reduced to
21,75,100 crore for FY24. The petroleum subsidy in 2022-23 was 39,171 crore (RE); it has declined
to 2,257 crore in 2023-24 (Budget estimate/BE). However, the point to be noted is that compared
with BE 2022-23, the decline is not that sharp. In BE 2022-23, food subsidy was 2,06,831 crore;
fertilizer subsidy was %1,05,222 crore, which was less than what has been allocated in BE 2023-

24. 1t is a laudable decision to extend food security to the poor for one more year amid rising

inflation. However, rationalisation of subsidies is important so that the government can move
towards reaching a fiscal deficit target of 4.5% by 2025-26.

What needs to be done for growth?

Inflation hurts the poor. The interest rate management by the RBI through inflation targeting

alone cannot effectively control inflation, given the supply side shocks. Therefore, fiscal policy
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Ms. Sitharaman stressed that infrastructure investment has a larger multiplier effect on
economic growth and employment.

Can the govt. stick to fiscal consolidation?

The Government has not deviated from the path of fiscal consolidation. In Union Budget 2023,
the medium-term fiscal consolidation framework stated that there is a need to reduce fiscal
deficit-GDP ratio to 4.5% by 2025-26 from the current 6.4%. There are revenue uncertainties in
post-pandemic times and also geopolitical risks, mounting inflation, supply chain disruptions
and energy price volatility. At the same time, the Government has kept the fiscal policy
“accommodative”, and has undertaken capital spending to support economic growth recovery.
The predominant mode of financing fiscal deficit in India is through internal market
borrowings. It is also to be financed through securities against small savings, provident funds
and an insignificant component of external debt. In Union Budget 2023, India’s external debt is
pegged at 22,118 crore of the total fiscal deficit of *17,86,816 crore in 2023-24 (BE), which is
approximately about 1%. In Union Budget 2023, it is also stated that the States will have to
maintain a fiscal deficit of 3.5% of GSDP of which 0.5% will be tied to power sector reforms.

What are rating agencies saying?

According to Moody’s, leveraging buoyant revenue, the Government plans to substantially
increase spending on infrastructure, while cutting personal income taxes, and providing capital
support for the oil sector. The Budget plans are credit positive for renewable energy companies,
cement and steel producers, oil marketing companies and automakers in particular, it said.

While continued gradual fiscal consolidation contributes to the stabilisation of the
government’s debt burden and supports credit quality, authorities remain unlikely to achieve
their ambitious target to narrow the deficit to 4.5% of GDP by FY26, Moody’s added. According to
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Lekha Chakraborty is Professor NIPFP & Member, Board of Management, International
Institute of Public Finance (IIPE), Munich

‘ Decoding Budget 2023

* Check our Live updates, Analysis, Opinions and mc

)

Q

COMMENTS SHARE

Related Topics
Union Budget / The Hindu Explains

Latest News

O 1hourago-World
Zelenskyy strips citizenship of several former Ukrainian politicians

O 1hour ago - India
India ranks third in world 'start-up' ecosystem: Union minister Anurag Thakur

O 1hour ago - Other States

Formal order should be issued to spare poor from anti-encroachment drive in J&K: Ghulam
Nabi Azad

O 2hours ago - Other States

https://www.thehindu.com/business/budget/explained-is-the-government-on-track-on-fiscal-deficit-targets/article66472080.ece#:~:text=The Governme... 4/9



