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TRUST IN THE TAXPAYER

Budget reinvigorates debate on whether taxes can encourage spending and growth

-,

SURANJALI TANDON

AS THE INDIAN economy gears up for faster
growth, demand revival will take centre stage,
Tokick-start the sofar subdued growth in pri-
vate investment and urban demand, Finance
Minister Ninmala Sitharaman announced relief
to taxpayers with incomes below Rs 12 lakh.
People in this category willnot have to payin-
come tax. The new tax regime, alreacly bene-
ficial, has been rejigged to offer lower rates of
tax on higher incomes. What does this shift
meanfor the fiscandthe economy in general?

Based on tax data, the median gross total
income is between Rs 5 and 5.5 lakh for indi-
vidual returns filed. The taxpaying population,
of course, is not representative of the overall
incomedistributionas only 6,68 percentofthe
population filed income tax returns in Fy 2023-
24.The exemption of incomes below Rs 12 Jakh
affects at least 83.52 per cent of individual in-
come tax assesses. At the same time, people
with incomes above Rs 12 lakh will benefit
substantially. For example, at an annual gross
income of Rs 25 lakh, the benefit of reduction
couldbe mare than a third of the current tax Ji-
ability. This makes the cuts quite broad-based,

and the outcomewill be watched veryclosely. Beyond personal income taxes, the govern-
Its difficulttoaccurately ascertain the num- beyond a fiscal year. ment remains steadfast in its resolve to ease The writer is associate professor, NIPFP

Thus, the tax break could
have spinoff effects in the
form of more consumption
or expenditure on services,
which, in turn, could create
jobs. It will be interesting,
however, to see if the
economy is responsive. The
corporate tax cut did not
prop up investments in the
corporate sector — even
where there were immediate
effects, they did not last

bers of the Indian middle class; consumption
criteria are often used to define it. This raises
two questions: Did the tax cut indeed [
thesectionof the middle class that neededre-
lief? Will it spur the consumption of goods?
The monthly consumption expenditure of
households around the medianis Rs 6,334 in
urbanareasandRs3,865inrumlamasThm,
the tax break could have spinoff effects in the
form of more consumption or expenditure on
services, which, in turn, could create jobs. Itwill
be interesting, however, to see ifthe economy
is responsive, The corporate tax cut did not
prop up investmentsin the corporate sector —
didnotlastbeyondafiscal year. Interms of the
fiscal impact, the cost of the tax cut has been
estimated atRs 1lakh crore. If the cut works to
raise demand, it can augment the future flow
of revenue. However, income and cons
tiondistributions will have a role indetermin-
ifest. Perhaps a more serious look at indirect
taxes may provide a better path to ensuring
higher consumption than income taxes,

the operation oflarge corporations inIndia, in-
cluding dispute prevention and resolution
measures. An oft-contested issue indirect taxes ~ *
is transfer pricing — the laborious exercise of
ascertaining that transactions between two re-
lated entities are priced as if they were unre-
lated. This takes up the administration and tax-
paver’s time.Oftenthesameissuecomesup
overdifferent years. The proposal tointroduce
ablock audit thatlocksin such assessment for
twoyears means ease of compliance. Further,
the rationalising of TDS thresholds and calcu-
lation of long-termand short-capital gains sig-
nals acommitment toimprove compliance,
The much-awaited reform of the Income
TaxActis likelymbemlveiledsoon'fhebudget
could be a precursor to reposing trust in the
taxpayer. It rermains to be seen what changes
will be introdaced. The Finance Minister sug-
gested that the new Actwould be halfits pres-
ent size and do away with penal provisions,
Almmmriﬂ]amorecmﬁse}\ct,metaxcutsan-
nounced in the budget could reinvigorate the
debate on whether taxes can be instrumental
inencouraging spending and growth.
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