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The Union Budget for the 
year 2019-20 coming after 
the interim budget conveys 
a vision of Government’s 
policy choices to improve 
investment, boost prospects 
for growth, and adhere to 
fiscal prudency.  The budget 
is committed to achieve the 
fiscal targets, which will 
enhance the credibility of 
the Government’s policy 
and increase the investors’ 
trust. The “Virtuous Cycle” 
of savings, investment, and 
exports, as enunciated in 
the economic Survey found 
its echo in the budget. 
The government made 
its priorities clear in the 
resource allocation without 
going for big spending after 
the announcements made 
in the interim budget. The 
budget laid out plans for 
infrastructure building, 
reforming financial sector, 
removing structural 
bottlenecks, and rationalising 
procedures to improve ease 
of doing business in the 
country.   While the budget 
makes the intentions clear, 
implementation over the 
years will require consistency 
in policymaking, clear plans 
for financing, and political 
will to carry forward the 
grand vision. Read on…

Introduction

The budget for the year 2019-
20 coming after the interim 
budget conveyed a grand vision 
to take the country to greater 
heights. It provided glimpse of 
the Government’s forthcoming 
economic policy that would 
address the challenges and act 
as a catalyst for growth. The 
Economic Survey, presented on 
the Budget eve said more about 
the ambitious agenda to make 
India a $5-trillion economy by 
2024-25. The Survey elaborated 
on the “blue sky thinking”, and 
“Virtuous Cycle” of savings, 
investment and exports catalysed 
and supported by a favorable 
demographic phase required 
for sustainable growth of 8 per 
cent. The budget emphasised on 

adopting fiscal prudence, private 
investment, facilitating foreign 
investment and rationalising 
procedures to shore up economic 
activities. 
In India, the annual budget has 
become the place to provide 
comprehensive reform plans 
for the future. The three major 
features of public budgeting 
systems - establishing a 
sustainable fiscal position, setting 
priorities in spending consistent 
with Government policies, 
and providing efficient public 
services keeping quality and 
accessibility in consideration, 
become shrouded in the hopes, 
apprehensions, and the euphoria 
surrounding the reform plans. 
The growth prospects enunciated 
by the present Government in 

Union Budget 2019



www.icai.org 67THE CHARTERED ACCOUNTANT    AUGUST 2019

the economic survey and in the 
budget 2019-20 heightened the 
debate regarding policy choices 
rather than financial aspects 
performance orientation of the 
budget. 
The Current 
Macroeconomic Situation 

The economic survey (ES) 
and the macroeconomic 
statement accompanying the 
budget delineated the existing 
macroeconomic situation 
and prospects in the ensuing 
fiscal year.  The international 
macroeconomic scenario 
continues to remain gloomy with 
fall in the world output growth 
from 3.8 per cent in 2017 to 3.6 
percent in 2018. This is further 
projected to fall to 3.3 per cent 
in 2019 due to expected decline 
of growth of both in advanced 
economies and emerging 
economies. The Indian economy 
recorded growth rates of 8 and 
8.2 percent in 2015-16 and 
2016-17 respectively. This was 
moderated to 7.2 percent in 2017-
18 and further declined to 6.8 in 
2018-19. Despite this slide, the 
country’s performance remained 
a bright spot given the difficult 
global situation. 
The country’s growth story based 
on the strength of domestic 
demand and state of other 
macroeconomic parameters 
like inflation, fiscal deficit, 

and current account balance 
remain crucial in the current 
situation.  The decline in growth 
seems to have been due to lower 
growth in agriculture sector 
and some components like 
trade, hotel, transport, storage, 
communication in the services 
sector. Deceleration in private 
final consumption in 2018-19 had 
weakened the demand side. Low 
farm incomes in rural areas due 
to declining agricultural growth 
and low food prices, stressed 
NBFCs affecting lending are 
some of the proximate reasons 
for demand side problem. The 
growth of exports also declined in 
2018-19. 
The decline in inflation since 
2010-11, which resulted in 
decline in headline CPI and WPI, 
was reversed in 2018-19 as the 
headline WPI inflation increased 
to 4.3 percent, as compared to 3.0 
per cent in 2017-18. The current 
account deficit (CAD) increased 
from 1.9 per cent of GDP in 
2017-18 to 2.6 per cent in April- 
December 2018 due to trade 
deficit caused by international 
crude oil prices. The problem 
of twin-balance sheet - that of 
commercial banks and corporate 
entities has not been fully 
resolved yet. 
However, foreign investors 
continue to show confidence in 
Indian economy. Net Foreign 

Direct Investment (FDI) inflows 
has been growing since 2015-
16 and it was improved by 14.2 
per cent in 2018-19, which went 
mostly to equity inflows, services, 
automobiles, and chemicals.  
The FRBM Act continues to be 
the significant feature in the 
public financial management. 
After many years of shifting 
the goalpost to achieve the 3 
percent fiscal deficit target due 
to onerous fiscal challenges, the 
Government adopted a glide path 
for fiscal consolidation in 2018-
19. This is based on a reducing 
debt and fiscal deficit path for 
three years. While fiscal deficit 
at 3% of GDP remained elusive, 
there has been a continuous 
decline. Total liabilities of the 
Central Government, as a ratio 
of GDP, have declined due to the 
fiscal consolidation process. The 
Central Government Debt as a 
percentage of GDP for RE 2018-
19 is expected to be 48.4 per cent, 
which is projected to decline to 
48.0 percent in 2019-20
The gross tax revenue, which 
showed a lower growth of 11.84 
percent in 2017-18 due to several 
factors that include the teething 
problems of GST implementation, 
has shown an improvement in 
2018-19 as it grew by 17.15 per 
cent. As percentage to GDP, it 
has increased from 11.23 per cent 
in 2017-18 to 11.83 per cent in 
2018-19 RE.

Table 1: Fiscal Overview
Percent to GDP

Heads 2014-15 2015-16 2016-17 2017-18 2018-19 RE 2019-20 BE
Net Revenue Receipts 8.83 8.68 8.95 8.40 9.10 9.20
Gross Tax Revenues Receipts 9.98 10.57 11.17 11.23 11.83 11.54
Net Tax Revenues 7.25 6.85 7.17 7.27 7.81 7.74
Non-Tax Revenues 1.59 1.82 1.78 1.13 1.29 1.47
Capital Receipts 3.89 4.33 3.97 4.11 3.61 3.62
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Heads 2014-15 2015-16 2016-17 2017-18 2018-19 RE 2019-20 BE
Non-Debt Receipts 0.41 0.46 0.43 0.68 0.49 0.56
Borrowings and Other 
Liabilities

4.10 3.96 3.49 3.46 3.34 3.30

Debt Receipts 3.47 3.87 3.54 3.43 3.12 3.06
Draw-Down of Cash balance 0.62 0.10 -0.06 0.02 0.22 0.24
Total Expenditure 13.34 13.00 12.86 12.53 12.93 13.07
Revenue Expenditure 11.77 11.17 11.00 10.99 11.26 11.48
Interest Payments 3.23 3.21 3.13 3.09 3.09 3.10
Grants for creation of capital 
assets

1.05 0.96 1.08 1.12 1.05 0.97

Capital Expenditure 1.58 1.84 1.85 1.54 1.67 1.59
Revenue Deficit 2.93 2.49 2.06 2.59 2.16 2.27
Effective Revenue Deficit 1.88 1.53 0.98 1.48 1.11 1.30
Fiscal Deficit 4.10 3.87 3.49 3.46 3.34 3.30
Primary Deficit 0.87 0.66 0.36 0.36 0.25 0.20

Source: Budget Documents, GoI

Revenue expenditure has 
improved marginally in 2018-19. 
The capital expenditure, which 
was showing an increasing trend 
as percentage to GDP, declined in 
2017-18. However, the 2018-19 
revised estimates show a rise in 
capital outlay. Overall, there has 
been consolidation of revenue 
expenditure and improvement 
in capital expenditure, which 
implies an improved quality of 
expenditure. 

The sluggish demand due to 
weak global macroeconomic 
situation and low consumption 
has been accentuated due to 
decline in investment and savings. 
The investment (Gross Capital 
Formation) has been declining 
since 2010-11 and it was 30.9 
per cent of GDP in 2016-17 as 
compared to 32.1 percent in the 
previous year. It showed some 
improvement in 2017-18 to 32.3 
per cent due to improvement 
in fixed investment. The gross 
savings rate in the economy 

declined from 31.1 per cent 
of GDP in 2015-16 to 30.5 per 
cent in 2017-18.  The private 
investment climate has not 
remained conducive to the future 
growth process. 
Going ahead from here is fraught 
with many difficulties. It was a 
tough task for the Government 
to provide signals to revive the 
private investment while pursuing 
the fiscal consolidation. The need 
for focusing on infrastructure, 
rural sector, particularly 
agriculture and irrigation and 
restoring the health of the 
banking system was paramount. 
Given the state of private 
investment, it was imperative to 
think about innovative financing 
schemes and revival of PPPs 
for infrastructural growth. The 
revival of private investment was 
also necessary to address the 
employment problem. The health 
of banking sector is a matter of 
concern due to increasing non-
performing assets and there is a 
need to look at this crucial sector.

The ES was optimistic about high 
growth in the year 2019-20 at 
the projected rate of 7 per cent, 
which would signal the recovery 
after dismal performance in the 
previous year. The stable macro-
economic conditions based on 
reforms undertaken, expectation 
of revival of investment, 
accommodative monetary policy, 
and political support would 
facilitate achievement of higher 
growth. The ES, however, has 
pointed out that performance of 
consumption, improvement in 
rural wages growth, which was 
declining, pick up in food prices, 
and decline in oil prices in 2019-
20 will be crucial in the recovery 
of growth. The risk in the 
revival of farm sector and rural 
consumption, however, persists 
and the performance of monsoon 
will be important in this regard.
The budget is not all about 
taking policy decisions regarding 
investment and growth. An 
annual budget could be one-step 
in this direction. Providing for the 
ongoing schemes, priority sector 
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The budget chose 
to stick to the fiscal 
consolidation process 
and reduced the fiscal 
deficit from 3.4 per cent 
of GDP, as announced in 
the interim budget to 3.3 
per cent. The reduction 
is a powerful signal to 
contain the government 
borrowing and to the 
RBI to moderate interest 
rate to revive the private 
investment.

spending, getting better results 
from use of public resources 
and control over unproductive 
spending are important issues in 
the budget management process. 
The policy objectives need to be 
aligned with the requirement of 
the financial resources and the 
way to raise them.
Budget Proposals for  
2019-20

Fiscal Consolidation
The budget chose to stick to the 
fiscal consolidation process and 
reduced the fiscal deficit from 3.4 
percent of GDP, as announced in 
the interim budget to 3.3 percent. 
The fiscal deficit reflects the 
fresh borrowing in a year. A high 
fiscal deficit has the potential to 
distort investment climate and 
raise interest rate. The reduction 
is a powerful signal to contain 
the government borrowing 
and to the RBI to moderate 
interest rate to revive the private 
investment. The outstanding 
liabilities were set to reduce in 
2019-20, though marginally. 
At the same time, the budget 

announced that a part the gross 
borrowing would be raised in 
external markets. While this has 
risk factors like exposing Indian 
economy to the disturbances of 
the global economy, it makes the 
Government fiscally responsible 
because of greater scrutiny by 
global investors. 
The fiscal strategy to support the 
consolidation process in 2019-
20 seemingly does not look very 
favourable. The total net revenue 
available to the union government 
increases marginally relative to 
the GDP (Table 1). The gross tax 
revenue GDP ratio declines in the 
budget year, with a growth rate 
of 9.5 percent as against 17.15 
percent in the previous year. The 
budget projects the direct taxes 
to be 6.3 per cent of GDP at the 
end of 2019-20 and indirect taxes 
at 5.3 percent of GDP in 2019-
20. Large part of the increase 
in collections is expected from 
proposed tax rise on petrol and 
diesel and higher customs duties. 
The fiscal strategy relied heavily 
on non-debt capital receipts to 
the extent of `1,19,828 crore, 
which includes projected 
disinvestment proceeds of 
`1,05,000 crore. Dividends from 
the RBI and other public financial 
institutions are other important 
sources for the budget. Failure to 
achieve these targets will result 
in adjustments in the spending 
pattern during the year. These 
sources of revenue may not be 
sustainable over the years and 
will affect medium term fiscal 
roadmap. The Government also 
relies heavily on revenue collected 
through cesses and surcharges to 
meet its expenditure obligations. 
Total net borrowings in 2019-20 
are projected at ` 7,03,760 crore, 
which shows an increase of 10.9 
per cent over RE.

On the expenditure side, the 
Budget has adopted restraint. 
The budget refrained from 
announcing major expenditure 
items. Instead, the policy 
choices were made to improve 
the business environment. Lack 
of higher growth in revenue 
was balanced by lower growth 
in spending. The growth of 
aggregate expenditure at 13.39 
per cent in 2019-20 was lower 
than the growth rate of 14.72 
achieved in the previous year. 
It was the revenue expenditure, 
which showed a higher spending 
as the growth of capital 
expenditure declined in the 
budget year. The increase in 
revenue expenditure is mainly 
because of support to the 
agricultural sector. 
Some Confusion on 
Growth Numbers

There has been some discrepancy 
in growth numbers used in the 
budget arithmetic. The budget 
documents give a nominal GDP 
growth rate of 12 per cent. 
Assuming 3.5 to 4 per cent 
inflation for the current year, 
the real GDP growth works 
out to be 8 to 8.5 per cent for 
2019-20. This could have been 
a welcome change from the 
loss of momentum on growth 
front last year. However, the 
Macroeconomic Framework 
Statement accompanying the 
budget puts the nominal growth 
of GDP at 11 per cent, which 
brings down the GDP growth to 
more realistic figure of 7 to 7.5 
per cent. 
Investment Push

The budget announced several 
measures to attract foreign capital 
as the domestic financial savings 
have been declining. The budget 
proposed increasing FDI 
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limits in insurance, aviation and 
the media. The Government 
removed the Foreign Portfolio 
Investment (FPI) limits of 24% 
to Foreign Direct Investment 
(FDI) sectoral cap. It eased the 
domestic sourcing requirements 
for single-brand retail and foreign 
portfolio flows (FPIs) will now 
be allowed to invest in real estate 
investment trusts (REITs) and 
infrastructure investment trusts 
(INVITs), and, KYC norms for 
FPIs are to be rationalised. The 
budget allowed increase in the 
cap for small companies to ` 
400 crore to qualify for a 25% 
corporate tax. This is expected 
to help companies to consolidate 
and grow bigger.

The budget announced 
several measures to 
attract foreign capital as 
the domestic financial 
savings have been 
declining. The budget 
proposed increasing 
FDI limits in insurance, 
aviation and the media.

Building Infrastructure

While emphasising on 
infrastructure building, the 
budget made commitment of 
spending ` 100-trillion over the 
next five years. The proposals 
include power sector’s One 
Nation, One Grid in highways, 
waterways, and gas distribution 
sectors. The budget promised to 
make available a blueprint this 
year for developing gas grids, 
water grids, i-ways (information 
ways), and regional airports. 
There is a proposal to carry out a 
comprehensive restructuring of 
the national highways program 

While emphasising on 
infrastructure building, 
the budget made 
commitment of spending  
` 100-trillion over the 
next five years. The 
proposals include power 
sector’s One Nation, 
One Grid in highways, 
waterways, and gas 
distribution sectors.

to ensure that the national 
highway grid of desirable length 
and capacity is created using a 
financeable model. The budget 
also talked about National 
Investment and Infrastructure 
Fund (NIIF) to augment the 
available capital for the sector. 
The Government also will 
augment the ongoing Bharatmala 
programme and improve the 
metro rail reach in several cities.

The financial sector 
has been hit due to 
non-performing assets 
and liquidity crunch. 
This area deserved the 
immediate attention. 
The budget announced 
infusion of ` 70,000 
crore capital in banks, 
which is expected to 
spur lending to growth 
sectors.

Financial Sector Reforms

The financial sector has been hit 
due to non-performing assets 
and liquidity crunch. This area 
deserved the immediate attention. 

The budget announced infusion 
of ` 70,000 crore capital in 
banks, which is expected to spur 
lending to growth sectors. The 
budget addressed the problems 
like liquidity, solvency, and 
poor governance in the NBFC 
sector that have resulted in 
credit freeze.  The budget made 
available a liquidity window of 
` 1 lakh crore to public sector 
banks through the Reserve Bank 
of India to buy pooled assets of 
NBFCs and offered a one-time 
credit guarantee for first loss of 
up to 10%. The housing finance 
companies will come under the 
RBI’s regulatory ambit to remove 
the distortions. The proposal to 
set up a committee to study the 
issue relating to development 
finance institutions is a welcome 
move.
Crosscutting Announcements 
on Reforms in Budget

As noted in an earlier section, 
the budget made several policy 
announcements to facilitate 
investment and growth. Some of 
these measures are expected to 
remove structural bottlenecks 
and facilitate business activities. 

•	 The Government 
gave commitment to 
strategic disinvestment 
and showed willingness 
to allow its stake to fall 
below 51% in non-
financial PSUs. 

•	 The angel tax issue for 
the start-ups seems to 
have been addressed. 

•	 The budget indicated 
that there could be a 
single identity card for 
citizens in the form of 
Aadhaar. This can be 
interchangeably used 
with the PAN card. 
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•	 The budget announced 
faceless e-assessment of 
tax returns, which will 
remove the rent-seeking 
activities. 

•	 The budget announced 
that the Direct Taxes 
Code is being examined 
by a committee, the 
recommendations 
of which might be 
considered. 

•	 The tax concession 
for affordable housing 
may create demand, 
especially in the smaller 
metros.

•	 The government 
nudged to increase 
digitalisation of money 
and promoting electric 
mobility. On the first, 
there will now be a 2% 
tax deducted at source 
when withdrawals from 
bank accounts exceed 
`1 crore in a year. 

•	 The Government 
nudged for use of 
electric vehicles with a 
facility of tax deduction 
of up to `1.5 lakh on the 
interest paid. 

•	 The budget contained 
higher tax provision 
on super rich, having 
income above `3 crore. 
Given the scale of 
tax evasion, it will be 

interesting to see as to 
how this measure is 
earning revenue for the 
Government. 

Concluding Remarks

The budget for the year 2019-20 
presented on 5th July 2019 should 
be read along with the interim 
budget earlier this year, and the 
existing global 

While the bank 
recapitalisation was 
received positively, it 
should be accompanied 
with required bank 
reforms for better 
results. While the 
announcement regarding 
foreign capital on the 
external front is well 
intentioned, in the long 
run, domestic saving 
should be encouraged.

macroeconomic situation. While 
Government announced several 
packages and welfare programs 
like transfers to the farmers in 
the interim budget, this budget 
refrained from expanding the 
government spending. It tried 
to give a reformist message to 
enthuse investment and growth. 
However, many of these policy 
announcements are intentions 

that need commitment and 
political will to implement.
The fiscal consolidation and 
push for private investment 
to serve as a springboard 
for growth is the theme of 
this budget. Assessing a 
single year budget for all 
the policy announcements 
and their feasibility may 

not be possible as some of 
the budget agenda have been 
ambitious. The fiscal prudence 
shown in the budget 2019-20, 
despite the issues related to the 
fiscal mathematics, will continue. 
If the realised resource envelope 
falls short of the projected 
revenue, some of the expenditure 
items will become residuary in 
the system. The resource targets 
like disinvestment are difficult to 
achieve given the past record. 
While the bank recapitalisation 
was received positively, it should 
be accompanied with required 
bank reforms for better results. 
While the announcement 
regarding foreign capital on the 
external front is well intentioned, 
in the long run, domestic 
saving should be encouraged. 
More clarity on the ambitious 
infrastructure-spending plan of 
`100 lakh crore over the next five 
years is required in terms of its 
financing plan. 
Indeed the fiscal prudence 
will increase the credibility of 
the Government’s policy and 
improve the investors’ trust. 
Reviving private investment 
in the economy, however, will, 
depend upon many other factors 
including monetary policy 
management and capacity of the 
financial market. The government 
made its priorities clear in the 
resource allocation without 
going for big spending after the 
announcements made in the 
interim budget. Generally budgets 
involve resource trade-offs due to 
competing demands and limited 
availability of resources. Given 
the revenue projection based on 
the assumptions regarding the 
GDP growth and the borrowing 
program limited by the fiscal 
deficit, the resource allocation in 
the budget is only incremental.
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