
POINTS FOR MACROECONOMIC POLICY FRAMEWORK 
For Checking Black Economy and Fiscal Policies 

Preliminary:  
a. Focus is on the economic programme but the political and social implications are also 
taken into account without being specified to keep the document short. 
b. The details of many of the proposals being made here are in the Alternative Budget. 
  Here they are spelled out as points for fiscal policies 
 
The programme ought to be i) be holistic, ii) focus on the people and c) holistically integrate the 
black economy and corruption in the analysis 
 
THE WIDER CONTEXT: 

 Currently the majority of the citizens of India are marginalized politically, socially and 
economically by the elite centred framework of the state and its policy making and implementing 
apparatus.  

Vision: We need to focus on the people’s concerns and eliminate their marginalization. 
The marginalized sections consisting of the poor, women, dalits, tribals, workers, 

agriculture, unorganized sectors, artisans, fisher folk and so on, constituting the majority of the 
people ought to be the focus of policies. 

The policy suggestions ought to be consistent with the economy’s resource base. It needs 
to be stressed that the current resource base is adequate to meet the basic needs of all. In this 
sense, it would challenge TINA with regard to the neo-liberal paradigm. 
  In this sense, we show that `desirable is feasible’. 
  This is important from the point of view of credibility of the Programme. 
 

Time Frame: Policies can be suggested for the long, medium and the short run 
(Immediate implementation). The long term ought to guide the medium and short run policies. 
The policies may be immediately formulated and implementation started even if they are long 
term policies. 
 
Black Economy 

The black economy is continuing to grow rapidly and resulting in policy failure at the 
macro and the micro levels leading to social waste in society and shortage of resources for 
development. It results in large scale flight of capital, unproductive investments, growing 
criminalization, environmental damage, low tax GDP ratio, inflation and so on. 

 
Curbing the black economy requires not only fiscal and administrative measures but 
predominantly political will. It will simultaneously affect all the key problems facing the 
economy, politics and society (more specifically the people). 
 
Long term: Political Reform of elections and parties. Impacting the alienation of citizens from 
society and state. 
Short and medium term: (More suggested below as fiscal policies) 
Make a stronger RTI and Whistle blowers Protection provision. 
Curb banking secrecy and havala operations. 
Lok Pal and Lokayukta for the top echelons of political, judicial and bureaucratic rungs needed 



Business accountability. Penalties on board of directors and auditors for fraud in corporates. 
Fiscal Policies: 

In a time bound manner cut the share of indirect taxes and raise that of direct taxes 
Raise the tax-GDP ratio of the nation to 30% (currently 17%) by making 5% of the 

population effective direct tax payers (from the current 1.3%), curbing the black economy and 
raising cess on luxury consumption. 
Short run 

Use gross profit taxation for corporation tax to check black economy  
Wealth taxation to be on all forms of wealth and at current prices 
Property taxation on all properties of above a certain size based on site and services 

valuation on current prices 
Progressive income tax going up to 50% rate of tax for incomes above 100 times the per 

capita income 
Deductions in corporation tax to be given only for environmental considerations, R&D 

and investments in plant and equipment 
A 50% rate of capital gains tax on short term capital gains (holdings of up to 2 years) and 

then rates to reduce for holdings of assets of more than 5, 10 and 20 years 
Medium term 

Introduction of income tax on family as the unit of taxation 
Customs duties to be raised to effectively protect strategic `infant industry’ and curbing 

consumption of inessentials. 
Internal indirect taxes (excise, sales and services taxes, now GST) on only luxury final 

consumption goods and services on units producing and selling above an exemption limit (say 
Rs.30 lakh) 

Computerization of sales and production accounts of non-exempt units 
Shift from VAT to the much simpler ad valorem tax for indirect taxes 
Revenue deficit to not be allowed to become positive 
Subsidies to be made explicit where they are given 
Subsidies to be withdrawn in a phased manner as economic structures become viable 
Simplification of all taxes by elimination of concessions and deductions 
Tax expenditures to be largely eliminated in a phased manner over 5 years 
Octroi to be meaningfully introduced for Municipalities on ad valorem basis 
Rural local body resource base to be strengthened via transfers from states 
Budgetary borrowing to be minimized and for the long term at low rates of interest 
Debt not to be allowed to grow faster than the nominal national income 
Revenue account expenditures would be automatically curtailed as interest burden, 

defence, subsidies, regulatory and administrative expenses rationalized and reduced. This would 
free resources for essential expenditures on social and physical infrastructure 

Capital account expenditures would be raised sharply with the freed resources. 
Advantages of curbing black economy: Effectively tackling the black economy would reduce 
waste in society, make laws and policies effective, accelerate development, reduce disparities, 
reduce inflation, help preserve the environment, improve the BOP situation, lead to build up of 
foreign exchange reserves, create a surplus in the revenue account of the budget which will 
enable an increase in capital expenditures, provision for basic needs, reduce shortages of goods 
and services, curb illegality, promote democracy and so on. 
 


