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Budget 2012-13 to Boost Recovering India

T he Union Budget 2012-13 was presented 
against the backdrop of Indian economy being 
on the cusp of recovery and being among the 
frontrunners despite some formidable challenges 

like slowdown in growth, widening fiscal deficit, continuing 
inflationary pressure and global economic turbulence. 
Economy is expected to grow at 6.9% in 2011-12 and the 
growth for next year has been realistically pegged at 7.6%. In 
this scenario, the Finance Minister Mr. Pranab Mukherjee has 
done a good balancing act, particularly when he was facing 
the daunting task of speeding up and stimulating the Indian 
economic development, keeping the inflationary pressure 
under check and at the same time boosting public finances 
and reform process. Overall, the Budget appears to be 
pragmatic and realistic, aimed at faster, sustainable, equitable 
and more inclusive growth with stability. This Budget has 
made commitment for next generation of reforms, brought 
in investment-friendly measures and made a determined 
effort to regain fiscal consolidation besides addressing the 
formidable challenge of sustaining the economic growth, 
particularly by being fair and equitable to sectors affected 
by low growth. The good news on the taxation reforms has 
been: GST likely to be operational by August 2012 and  
negative list for service tax. However, the implementation 
of Direct Tax Code  is also required to be taken up at  
the earliest.

It is welcome that the Finance Minister has been truly 
farsighted in identifying five objectives to be addressed 
effectively in the ensuing fiscal year. They include focus on 
domestic demand driven growth recovery; create conditions 
for rapid revival of high growth in private investment; address 
supply bottlenecks in agriculture, energy and transport 
sectors particularly in coal, power, national highways, railways 
and civil aviation; intervene decisively to address the problem 
of malnutrition especially in the 200 high-burden districts 
and expedite coordinated implementation of decisions 
being taken to improve delivery systems, governance, and 
transparency; and address the problem of black money 
and corruption in public life. Particularly, a renewed thrust 
on controlling black money and tax evasion is welcome  
from the point of view of long term prospects of the country. 
From compulsory filing of returns for foreign assets to 
expediting prosecution proceedings, this budget has 
commendably set the ball of disincentives to black money 
rolling. 

The continued thrust on infrastructure along with 
agriculture and education sectors is expected to provide 
significant impetus to economic growth in the medium-term. 
With a R50,00,000 crore investment ambition (half of it from 
private sector), during 12th Plan, including financial incentives 
like tax-free bonds and external commercial borrowings for 
capital expenditure in roads, airlines, low-cost affordable 
housing project, this budget bodes well for infrastructure. 
Along with financial sector reforms, these measures would 
be hugely growth inducing. 

This budget has also done good to boost capital markets 
too with measures like reduction in security transaction 
tax and incentives for small investors to invest in equities, 
particularly the Rajiv Gandhi Equity Savings scheme. Other 
financial sector reforms will enable insurance and pension 
sectors to also invest in capital markets. The initiative of 

massive recapitalisation of banks and rural financial institution 
will benefit both industry and agriculture credit flow.

It is good that Government has adopted quite a reformist 
approach to service tax with negative list, which simplifies 
the manner of levy and collection of service tax on lines of 
GST regimes in the West. This will reduce dispute over what 
can and cannot be taxed. Given the difficult circumstances, 
it was encouraging to see that the Budget has actually 
reduced overall individual income tax by widening the tax 
slabs, increasing exemption limits and exempting interest 
from savings bank account, which is likely to keep consumer 
spending robust. 

This budget also reiterates Government’s commitment to 
inclusive growth with increased allocation to social sectors 
with health, education, nutrition and skill development getting 
considerable raise.

However, it will be worthwhile to watch how the Budget 
helps counter some formidable challenges to Indian 
economy. Containing the fiscal deficit, current account 
deficit and limiting the subsidy bill remain big challenges. 
But the target set for trimming a ballooning fiscal deficit from  
existing 5.9% to 5.1% appears to be only modest. At the 
same time, the raise in excise and service tax rates by 2%, 
back to their earlier levels, and bold measures such as 
disinvestment of PSUs and FDI in multi-brand retail and 
aviation will definitely give some extra fiscal space to the 
government to reduce its fiscal deficit. But a clear roadmap 
on increasing foreign direct investment was missing. 
Subsidies have indeed hit fiscal consolidation and the target 
of keeping the subsidies under 2% of GDP in 2012-13 and 
1.75% of GDP over the next three years is the need of hour, 
particularly when the revised estimates for subsidies in FY12 
have increased by 51% over the Budget estimates. Thus, the 
measures to decrease subsidies need emphasis. Another 
concern has been the current account deficit which is likely to 
be 3.6%. The volatility of inflows, when combined with a high 
current account deficit, makes India vulnerable to currency 
fluctuations in any event of capital flight.

From the accountancy profession’s perspective, general 
debate about the Budget is almost over. And now it is time for 
the accountants to sit up and take stock of the consequent 
new changes and challenges pertaining to their area of 
activity in detail and move on with professional panache for 
which they are known.

Overall, the Budget 2012-13 has aimed at giving a 
sustainable shape to a recovering India. It balances the need 
of providing a growth environment and the need for fiscal 
restraint. It is hoped that the Budget helps Government steer 
the economy out of one of the most turbulent times in world’s 
economic history, and unleashes long-term growth potential 
of India.

In this issue of the journal, we have included specially 
invited authoritative articles on various important aspects of 
the Union Budget 2012-13, to help our readers conceptualise  
a composite picture of the Budget and understand its 
technical utility and its nuances in various segments of 
taxation.
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