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Context
e As geopolitical tensions escalate and technological warfare evolves rapidly, the need to modernise India’s
armed forces has become existential.

¢+ A Defence Cess — a targeted surcharge on ultra-luxury consumption — has emerged as a
compelling solution to pace of capital acquisition and defence upgrades

What Is the Defence Cess?
e |tisaproposed fiscal instrument aimed at creating a dedicated and transparent funding stream for military
modernisation in India. It aims to:
+ address the funding gap in capital acquisition for defence.
+ ensure ring-fenced, sustained investment in indigenous technologies like fighter jets, drones, and
electronic warfare systems.
¢ move beyond fragmented schemes and routine budget allocations toward outcome-driven defence
spending.
e The proposed Defence Cess would be:
+ Ab5-10% surcharge on ultra-luxury goods and services (e.g., imported cars, private jets, premium liquor).
¢ Clearly itemised as a ‘Raksha Cess’ on invoices.
+ A standalone fiscal instrument, separate from GST, reflecting national commitment.
e |t transforms luxury spending into a visible act of patriotism, aligning privilege with purpose.

Why Does India Need a Defence Cess?
e Strategic Urgency: Pakistan is set to acquire stealth aircraft from China, while China is already testing sixth-
generation prototypes.
+ India’s own fifth-generation fighter is nearly a decade away.
+ The Indian Air Force operates 32 squadrons, far below the sanctioned strength of 42, creating a critical
capability gap.
+ Modernisation is no longer aspirational — it’s existential.
¢ Funding Gaps: Despite a defence budget of ¥6.81 lakh crore in 2025-26, much of it is absorbed by routine
expenses and pensions. Capital acquisition is often:
¢ Fragmented across incremental schemes.
+ Slowed by bureaucratic processes.
¢ Lacking sustained, ring-fenced funding.
e Psychological & Fiscal Benefits: Creates a transparent, targeted fund for defence modernisation.
+ Encourages voluntary contribution from affluent consumers.
+ Builds a moral narrative: those who benefit most from India’s rise contribute visibly to its security.

Key Hurdles & Challenges
e Potential Challenges of Implementing a Defence Cess:
+ Luxury tax backlash: Affluent consumers may view the cess as punitive, especially if it's perceived as
targeting lifestyle choices.

+ Emotional disconnect: Without effective messaging, the link between luxury spending and national
security may not resonate with the pubilic.

¢ Administrative Complexity:

+ GSTintegrationissues: Adding a separate cess outside the GST framework could complicate invoicing,
compliance, and enforcement.
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+ Tracking and auditing: Ensuring that funds are properly collected, routed, and used exclusively for
defence capital expenditure requires robust systems.

e Economic Distortions:
+ Impact on luxury sectors: Industries like high-end automobiles, hospitality, and imported goods may
see reduced demand, affecting jobs and revenue.

+ Inflationary pressure: If not carefully targeted, the cess could inadvertently raise prices on goods that
are not strictly luxury items.

¢ Political and Legislative Hurdles:
+ Parliamentary approval: Introducing a new cess requires legislative consensus, which may be difficult
in a politically polarized environment.

+ State vs. Centre tensions: States may resist changes that affect their revenue streams or complicate
GST harmonization.

e Utilisation and Transparency:
+ Misallocation risk: Without clear governance, funds could be diverted to non-capital uses like pensions
or routine expenses.

+ Lack of outcome tracking: If the public doesn’t see visible defence upgrades funded by the cess,
support may erode.

e Overlap with Existing Schemes: India already faces budgetary strain from schemes like One Rank One
Pension (OROP) and Agniveer, which have increased revenue expenditure.

Global Parallels
e Countries like Italy, Sweden, and China have used strategic taxation to fund national priorities:

+ [taly taxed yachts and helicopters during the Eurozone crisis.

¢ Sweden uses luxury taxes to promote social equity.

+ China redirected elite consumption toward strategic sectors during its anti-extravagance drive.
e |ndia can adapt these models to its unique socio-political context.

For Implementing Defence Cess Effectively
e Strategic Framework for Implementation:
¢ Clear Legislative Mandate: Introduce the cess through a dedicated Defence Modernisation Fund
Act, ensuring legal clarity and transparency.

+ Define the scope, rate, and coverage of the cess—targeting ultra-luxury goods and services like imported
cars, private jets, premium liquor, and luxury real estate.

e Dedicated Fund Allocation: Create a non-lapsable, ring-fenced fund exclusively for capital expenditure in
defence.
¢ Ensure the fund is auditable and traceable, with annual reports tabled in Parliament.
e Transparent Governance: Establish an independent Defence Modernisation Board comprising members
from the Ministry of Defence, Finance, and external experts.
+ This board would oversee fund utilisation, prioritise projects (e.g., indigenous jet engines, UAVs, cyber
warfare), and ensure accountability.
¢ Fiscal and Administrative Measures:
+ GST Integration with ltemised Cess: Implement the cess as a clearly itemised surcharge on invoices
to build public awareness and emotional resonance.
+ Use existing GST infrastructure to collect and route funds efficiently.
e Tiered Cess Structure: Apply a progressive rate (e.g., 5% for luxury watches, 10% for private jets) to avoid
blanket taxation and maintain fairness.

¢ Exempt essential goods and services to prevent inflationary pressure on the general population.
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Digital Tracking and Public Dashboard: Launch a public dashboard showing real-time fund collection,

allocation, and project milestones.

¢ Use this to build trust and demonstrate impact—e.g., ‘X crore funded indigenous drone development’.

Psychological and Symbolic Leverage:

¢ Public Campaigns: Run national campaigns linking luxury consumption with patriotic duty — "Your
indulgence fuels India’s defence’.

¢ Highlight success stories funded by the cess to reinforce emotional buy-in.

Corporate and Celebrity Endorsements: Encourage luxury brands and public figures to support the
initiative, turning it into a badge of honour rather than a burden.

Conclusion

A Defence Cess is not just a fiscal tool — it’s a strategic enabler. It offers India a way to:
+ Fund its military transformation.

¢ Engage citizens in national security.

+ Ensure that defence preparedness keeps pace with global threats.

Source: TH

Mains Practice Question

Q. Critically examine the proposal for a Defence Cess in India as a means to fund military modernisation. What

are its potential benefits, challenges, and implications for fiscal policy and national security?
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