LET’Ss BUuiLD ON REVDI DEBATE

A fiscal council can help government to streamline disbursement of freebies

NITYA CHUTANI

THE DEBATE thatbegan with an RBI 2022 re-
port on state finances followed by Prime
Minister NarendraModi's commenton “revdi
culture” aka freebies, has garnered substan-
tialattention —somuch so that the Supreme
Court is hearing on this issue. In a country
where millions of people were only a pan-
demic away from being pushed back into
poverty, freebieshave now assumed more inm-
portance than ever.

Freebies could be defined as non-merit
subsidies Subsidies are money transfers{im-
plicit orexplicit) by the government in an at-
tempt to drive prices artificially below market
prices. Asa National Insti tute of Public Finance
and Policy (NIPFP) study by Sudipto Murndle
and SatadruSirkarputsit, budget subsidies, in
particular, are defimed as the unrecovered cost
of economic and social services. However, all
subsidies cannot be easily classified intoment
of non-merit,

It could be said that providing freebies em-
powers the state to, first, deliver welfareas a
welfarestate should, by providing subsidised
merit goods like health and education: sec-
ond, to help households combat poverty (es-
pecially in economically stressed times char-
acterised by fewer job opportunities, lower
incomes, highinflaton, etc,) by providing sub-
sidised public goods hike food, electriaty, etc;
and third to appeal tothe electorate (through
outright populistspending).

The boundaries between the aforemen-
toned objectives beginto blur whenit comes
to classifying one form of [reebie as ameritor
anon-ment subsidy. Forexample, are corpo-
rate tax cuts non-merit subsidies or a meas-

Freebies cannot be defined
casily, and constitutionally,
any state government should
be empowered to spend the
way it wants, provided the
fiscal policyis sustainable.
Such a debate, therefore,
warrants undertaking
strategic measures via
strengthening fiscal
suidance through an
institution like a fiscal
council.

ute to boostinvestment? is making bus rides
free for women in the national capital a non-
meritsubsidy ora way to boost wormen's mo-
bilityand labowr-force participation? Inasim-
ilar tone, are free laptops tostudents in Tamil
Nadu not a way to bridge the digital divide in
education? The existing arguments develop
an understanding that freebies cannot be de-
finedinafinite context,and that the definition
varies across space and economic conditions.

Regardless of which one gets classified as
goodor bad, freebies are simplyexpenditures
or foregone revenues. Either way, they lead to
anincrease in fiscal defiat whose financing
could necessitate taking on debt, The target-
ing of beneficianes to ease the burden on the
exchequeris oneway to check these expendi-
tures but lackof data has forced asituation
wherein leakages and duplication of benefici-
aries is ommonplace.

Going ahead, any freebie-induced debt
burden could have an adverse effect on the
state finances if, one, it hasn't been properly
accounted forthrough transparent budgeting
procedures(including off-budget borrowings
indebtcalculations), and two, it threatens fis-
cal sustainability, ie, itlimits the state’s ability
to service its debt-related commitments with-
out making an unrealistic fiscal adjustment.

That saud, in the absence of adequate av-
enues of revenue mobilsation, any fiscal ad-
justment achieved by contracting critical ex-
penditures on the social sector and capital
formation further jeopardises long-term
giowthand development Theemanating nsk
of fiscal sustainability means a “revdi” today
would takea toll on tomorrow’s generation.

Asolutionto this problem lies insetting up
an independent fiscal council that has been
recommended by the FRBM Review
Commuttee {2017}, and recently constituted
Finance Commussions too, induding the 15th
Finance Commission. Incidentally, the FREBM
panel and 15th FC were both headed by N K
Singh. The FRBM report says, “the council will
serve both an ex-ante role — providing inde-
pendent forecastson keymaao variables like
real and nominal GDP giowth, tax buoyancy,
commodity prices — as well as an ex-post
monitoring role, and also serve asthe institu-
tion o advise on triggering the escape cdlause
and also specify apathof retum.”

Suchacoundal should work for the union as
wellasthe states, Furthermore, suchmonitor-
mg of finances and fiscal rules could also help
ensure that states comply with a medium-
term fiscal policy framework, which hasbeen
long angued for by economists. For the above
reasons, it isimperative to fill the widely recog-
nised institutional void,

In summary, freebies cannot be defined
easily, and constitutionally, any state govern-
ment should be empowered to spend the way
it wants, provided the fiscal policy is sustain-
able. Suchadebate, therefore, wamrants under-
taking strategic measures via strengthening
fiscal guid ance through an ins itution like afis-
cal counal. That will enable the state tomake
informed economic decisions whilst attend-
ing to key developmentobjectives.
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