
 

 

A
s India completes the third 
edition of the lockdown and 
the prime minister and the 
finance minister announce a 

~20 trillion cumulative package, a few 
things are apparent. First, India did the 
right thing by enforcing the lockdown. 
A logical corollary is the dilemma that 
we are facing in making an informed 
exit. We believe with proper design and 
implementation, the ~20 trillion pack-
age can strongly support our sovereign 
ratings, even though India has limited 
fiscal space. 

First, the administrative part. 
Contrary to public perception, India has 
tested 2.03 million samples, more than 
Canada and France and almost as many 
as the UK. At this rate, India is likely to 
test more than that by Spain and match 
Italy and Germany by the month-end. 
India touched 64,000 cases on Day 101, 

while most other countries touched the 
figure between Day 50 and 70. Critics 
may argue that India is testing less per 
million, but then confirmed cases and 
deaths are still among the lowest, sug-
gesting successful containment. 

It is also surprising that no one is 
quoting the official data that shows of 
the 42 million Indians infected by the  
highly infectious respiratory disease in 
2018, only 3,740 died! Clearly, Indians 
have long developed herd immunity 
and there is no reason why we can’t beat 
the current crisis. Finally, we must be 
proud that states like Kerala and 
Karnataka that took aggressive action 
early on, helped limit the spread. 

Now the second part. If we compare 
globally, at 4 per cent of GDP, the size 
of India’s package (excluding off-bal-
ance sheet) is more than twice the aver-
age size announced by other econ-
omies. It is remarkably similar in terms 
of composition — with payroll support 
in a quarter of the stimulus packages 
across developed and developing coun-
tries, and infrastructure spending 
almost completely missing. Four per 
cent of GDP implies a fiscal support of 
~8 trillion, excluding guarantees and 
monetary policy support. The 
additional government borrowing is 
~4.2 trillion and from the FM’s 
announcements it appears that the 
extent of direct fiscal support will now 
be possibly within that limit. 

Also, it has been repeatedly empha-
sised that a fiscal package should be 

directly equivalent to tax/GDP 
ratio and hence India should 
have refrained from fiscal 
expansion. A close look at the 
table, “Fiscal stimulus by 
select economies” shows that 
India’s cumulative package 
now matches countries with 
similar ratings, similar 
tax/GDP ratio and with a much 
higher/lower per capita 
income.   

Most importantly, India 
must look at the experience of 
other South Asian economies 
that had witnessed a sovereign 
ratings downgrade during the 
crisis not because of a large fis-
cal slippage but because of a 
growth slippage. A critical fac-
tor determining a country’s 
maximum sustainable debt 
level is the difference between 
its future nominal interest and growth 
rates. This interest-growth differential 
determines the rate at which a country’s 
government debt rises relative to its out-
put. A higher interest-growth differen-
tial means that a country must raise 
larger surpluses to stabilise its debt-GDP 
ratio. India’s quarterly average interest-
growth differential (for the period FY13 
to FY20) has been rising since Q1 FY19. 
In the current situation, both the key 
interest rate and GDP are expected to 
fall further and thus the difference 
between interest rate and nominal 
growth rate will be positive. In that case, 

we will land up in unsustainable debt 
and we must avoid that. 

India has had one net rating upgrade 
by S&P in the last 28 years. While this 
statistic conveys the status of India’s fis-
cal (though not correctly), it does not 
honestly convey the intricacies of sov-
ereign ratings. As The Economist points 
out “what, for instance, to make of 
America’s Treasury borrowing a record 
$3trn this quarter? And what would jus-
tify cutting Italy’s rating to junk?”. 
Unfortunately, post the global financial 
crisis, the dependence on ratings in 
decision making and regulation has sig-

nificantly increased and that 
discourages analysts from 
doing a proper exercise, India 
being no exception. We are thus 
absolutely correct in giving 
importance to our domestic 
considerations rather than to 
rating agencies. 

Two things before we end: 
First, there are several options 
to finance increased govern-
ment expenditure. Second, we 
must also praise the state gov-
ernments for unleashing ~1.7 
trillion. The Centre and the 
states have launched several 
good schemes over the years to 
support the vulnerable. Take 
the nationwide portability of 
ration cards under the 
National Food Security Act, 
2013, which helps those enti-
tled to it to lift food grains from 
any FPS without obtaining a 
new ration card. To prevent 

migrant workers from fleeing cities in 
the wake of coronavirus, the Karnataka 
government has launched this initia-
tive across all districts. The need of the 
hour is proper implementation of such 
pre-existing schemes to benefit our 
migrant population as has now been 
announced by the FM. 
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Presidential cost-cutting 

President Ram Nath Kovind (pictured) 
has decided to defer the purchase of a 
limousine, which was to be used for 
ceremonial occasions. He has decided to 
forgo 30 per cent of his salary for a year. 
He had contributed his March salary to 
the PM-CARES Fund. Kovind has 
instructed the Rashtrapati Bhavan to 
support the “self-reliant India 
movement” and curb expenditure. The 
Rashtrapati Bhavan will not make fresh 
capital investment during the current 
fiscal year. Only ongoing work will be 
completed. Repair and maintenance will 
be minimised. Office consumables will 
be reduced. The president’s travel will be 
cut down. He will use technology to 
reach out to people. There will be fewer 
guests at ceremonial banquets, fewer 
flowers and other items for decoration, 
and a whittled-down food menu. The 
Rashtrapati Bhavan estimates saving up 
to 20 per cent with these steps in the 
current financial year.

Just a loyalist 
Congress defectors and other Jyotiraditya 
Scindia loyalists in Madhya Pradesh are 
facing new challenges. The party they 
moved to — the Bharatiya Janata Party, 
or the BJP — is training them in RSS-BJP 
ideology, but some of them appear 
unsure of their place in the new scheme 
of things or are simply acting coy. One 
former Congress spokesperson is one 
such person. A few weeks into his new 
party, when a journalist asked him how 
he wanted to be identified in a news 
item he was filing for his newspaper, the 
ex-Congressman hesitantly said, “Don’t 
describe me as a BJP leader ... just say 
Scindia loyalist.”

Pardonless offences 
After the lockdown was enforced, many 
innocuous acts like stepping out to buy 
medicine or milk or even an evening 
stroll became transgressions of the law. 
As a result, many FIRs were registered in 
Delhi (as well as other parts of the 
country) under Section 188 
(Disobedience to Order Duly 
Promulgated by Public Servant) of the 
Indian Penal Code. While the number of 
such FIRs now runs into thousands, 
Delhi Police are in no mood to 
ignore/drop them. According to police 
sources, each case would be taken to its 
“logical conclusion” and “charge 
sheets” and other reports would be 
filed. The brass believes that if any 
benefit of the doubt has to be given to 
these “accidental violators”, it would 
have to come from the courts.

Why the ~20 trillion will support our sovereign rating
The need of the hour is proper design and implementation 

Bad bank, bad idea  
This will be in the nature of an Asset 
Reconstruction Company (ARC) 
where the participation of the gov-
ernment would be 50 per cent. 
Earlier also this idea was floated and 
the then governor of the Reserve 
Bank of India (RBI), Raghuram Rajan, 
had not agreed to it on the ground 
that the value at which the bad loans 
would be sold would be difficult to 
determine. The so called “hair cut” 
issue would stall the proceedings. 
This a highly mischievous and much 
maligned proposal and not without 
reasons. Earlier also, may be more 
than 15 years ago, there was a private 
ARC which was stopped for misuse 
of the system. Loans were being sold 
at too low a value that it forced the 
RBI to issue a circular against the 
practice of selling loans at such low 
prices. Now that the IBC (Insolvency 
and Bankruptcy Code) is in place and 
is working well, any attempt to bring 
alternative system is nothing but an 
attempt to derail it. There will surely 
be contradiction between two paral-
lel systems leading to new court judg-
ments leading to delays and compli-
cations in the whole process. 

This proposal is mischievous and 
will only benefit the defaulters. It 
should be thrown out at the doorstep.  

Sukumar Mukhopadhyay 
via email 

Modi needs support 
The government has unveiled a hefty 
revival package in an unconducive 

economic environment. What is of 
concern is that the government has 
chosen to push major reforms con-
currently with this magnitude of def-
icit financing when economic wheels 
are stuck deep. A number of enabling 
legislations would need to be enacted 
to prop up the proposed reforms that 
touch practically every sector. In fact, 
even to push the stimulus, we need 
quite a few Ordinances. A multi-fac-
eted stimulus is now to be steered 
through a clutch of 53 ministries. We 
have had a few capable analyst-
administrators in the economic port-
folios but this challenge will be the 
most daunting yet. It would entail 
grasping the gist, sifting the relevant 
matter and pursuing goals with clar-
ity and grit. The need is for a master 
trouble shooter with skills of pre-
science, persuasion and possessing 
skills of sure footed navigation. 
Former prime minister P V 
Narasimha Rao’s reforms of the 1990s 
had Manmohan Singh executing 
them. Prime Minister Narendra 
Modi's reforms today would be better 
served by the gift of insight and per-
vasive intermediation of the likes of 
an Arun Jaitley. The grander the 
vision for reform, greater the need for 
the man Friday.  

R Narayanan  Navi Mumbai 
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T
he impact of Covid-19 on the 
Indian economy appears to 
be quite devastating. Various 
projections suggest that GDP 

growth would be negative in the cur-
rent financial year. Even the interna-
tional financial institutions (such as the 
IMF) that had projected a mild positive 
growth, appear to now think that the 
growth prospects could have sharply 
worsened since their last forecast. All 
this has led to demands for larger pub-
lic policy interventions to address the 
imminent slowdown due to the com-
pression in both aggregate demand and 
aggregate supply.   

Right from the beginning, the Reserve 
Bank of India (RBI) was proactive with its 

interventions through the reduction in 
interest rates, CRR, WMA relaxations etc., 
thereby increasing liquidity for markets 
as well as for governments (both central 
and state). However, such measures with-
out demand-side policies have been inef-
fective as banks started parking a large 
part of the additional liquidity with the 
RBI through the reverse repo window. 
Hence, all along, as some of us have been 
arguing, there was a need for active fiscal 
policy intervention to stimulate demand 
even as monetary policy played a sup-
portive role. 

However, the fiscal policy response 
was largely missing and hesitant, 
except for the first round of stimulus 
measures through the Pradhan Mantri 
Garib Kalyan Yojana that was presented 
in the initial phase of the lockdown. 
Analysts and economists had been 
arguing for a quick fiscal stimulus of 
about 5 per cent of GDP. At last, on May 
12, the Prime Minister declared that 
India would have a stimulus package of 
~20 trillion, which is about 10 per cent 
of its GDP. This was expected to be one 
of the largest stimulus measures, after 
the United States and Japan, in the 
world. Although it is a relief that finally 
there is some fiscal response, but as 
they say, the devil is in the detail. In the 
last two days, some of the details were 

presented by the Finance Minister; 
some more are expected.   

It is not clear what measures the ~20 
trillion stimulus would include. Or for 
that matter what would be the extent 
of additional expenditure that is 
required to revive demand in the coun-
try. Apparently, it includes the mone-
tary stimulus that the RBI has provided 
by way of cutting interest rates and CRR 
and also the first stimulus package the 
government provided, which together 
turns out to be about ~10 trillion. As dis-
cussed earlier, banks have been return-
ing funds to the RBI, and it is not clear 
if that is included as part of the stimu-
lus. Be that as it may, the economic 
package, as rightly highlighted by the 
Prime Minister, is expected to cover the 
land, labour, liquidity and laws that are 
crucial for the “Atmanirbhar Bharat” 
strategy. Given that current global eco-
nomic conditions are fast leaning 
towards deglobalisation, such a strategy 
could help overcome both global risks 
as well as those arising from the Covid-
19 crisis. In that context, the measures 
that the FM has laid out in the last two 
days clearly addresses some of the con-
cerns of the micro, small and medium 
enterprises (MSMEs), non-banking 
financial companies (NBFCs), migrant 
workers, farmers, and the urban poor.   

For the MSMEs, the package 
includes emergency working capital, 
debt as well as equity funds. The ~3 
trillion emergency working capital 
support for businesses, including 
MSMEs, with 100 per cent government 
of India guarantee without any collat-
eral is expected to help banks in pro-
viding term loans. While this would 
help to smoothen the credit channel 
of policy transmission, it may not put 
any additional pressure on the fiscal 
situation, at least in the short term. 
But this could affect the public debt 
situation as well as its servicing cost 
in case it pushes up the extent of 
stressed assets. In addition, the gov-
ernment also brought up liquidity 
support for the NBFCs/housing 
finance companies/micro finance 
institutions again with 100 per cent 
government of India guarantee and 
this may be part of the measures that 
the RBI has already taken through the 
TLTROs. What is puzzling in all this is 
the government’s increased reliance 
on public sector banks that are treated 
differently, while it had deliberately 
reduced the number and size of such 
banks. There is hope that there would 
be some measures for the public sector 
banks in the form of recapitalisation, 
which would otherwise stare at more 

NPAs in the near future.   
In the second part of the stimulus, 

the government has focused on 
migrant labourers and increased the 
allocation under MGNREGS, agricul-
tural loans, extending CLSS to the 
urban poor. But most important is the 
focus on “One Nation, One Ration”. 
While this has been in the pipeline and 
some states have already got into the 
network, efforts to bring in all the 
states into the network could substan-
tially enhance welfare of the poor, 
especially the migrant poor. This 
would also be one of the major struc-
tural reforms that could improve pub-
lic expenditure efficiency in the coun-
try. The extension of housing under 
the CLSS scheme within the PMAY-U 
by one more year and initiating afford-
able rental housing complexes should 
improve the quality of life in the urban 
and semi-urban clusters and help 
revive employment and industrial 
activities in those regions. In all, 
though the fiscal support in the second 
part is meagre, it focuses on some of 
the structural changes that could have 
a long-term impact on the economy. 

While the measures that have been 
taken in the last two days are certainly 
welcome, what the economy is keenly 
looking forward to are measures that 
would lead to an increase in demand 
(especially in consumption) in the short 
run even if that means an increase  
in the fiscal deficit. Hopefully  
that would be addressed in subsequent 
announcements.  

The author is professor, NIPFP, New Delhi

A lot more needs to be done
While the measures over the last two days focus on some of the structural changes, the economy  
is now looking forward to steps that would lead to an increase in demand 

N
ever let a good crisis go to 
waste,” attributed to Winston 
Churchill, is now an oft-
repeated cliché in many eco-

nomic commentaries on the present 
Covid-afflicted situation. But it does come 
embedded with an important message — 
that such epochally challenging situations 
should ideally stir policy-makers to move 
out of the cocoons of conventional wis-
dom and craft “out-of-the box” solutions, 
as relevant to the times. 

The trillion rupee question now is the 
total amount of the “stimulus package” that 
is truly required to prevent the Indian econ-
omy from stumbling into a Black Hole. 

All the various strands of recommen-
dations being made to the government is 
described in the table “Broad constituents 
of a stimulus package (in ~trillion)”. 

This ~30 trillion tantamounts to 14 per 
cent of GDP. This is, broadly, the size and 
scale of the intervention required – clearly 
indicating that mere tinkering with con-
ventional national book-keeping is out of 
the question. 

The resourcing for this ~30 trillion 
could possibly be organised in the com-
bination below: 
n Four per cent by increasing the fiscal 
deficit of the Union Budget/Consolidated 
Fund of India 
n Five per cent through creation of a 
National Renewal Fund Stage I (now till 
October 2020) 
n Five per cent through an expanded 
National Renewal Fund Stage II 

(November 2020-March 2021) 
As argued in this columnist’s Business 

Standard article of April 16,  the National 
Renewal Fund (NRF) should be a historic ini-
tiative (akin to Roosevelt’s “New Deal” in 
early 1930s or the Marshall Plan for the recon-
struction of Europe after World War II). 

The NRF could be a 50-year fund with 
a moratorium on repayments for the first 
10 years. Thereafter, the fund can be grad-
ually wound down by a 1-2 per cent cess 
on all direct or indirect taxes or other cre-
ative means. (Informal discussions with 
credit rating agencies indicate that they 
may even welcome such a thought-
through scheme as a credible initiative to 
get the economy to bounce back.) 

The NRF may be funded 60 per cent 
by government borrowing in the domestic 
market, and by raising the balance 40 per 
cent internationally through friendly 
development financing institutions — like 
the Japanese funding ~1 trillion for 60 
years for the bullet train at 0.5 per cent 
interest. 

As the April 16 article pointed out, this 
is no time for half, or less-than-half meas-
ures. The Great Depression of the 1930s 
lead to Franklin D Roosevelt’s New Deal 
— a massive programme of public works 
and financial reform —whose effects were 
felt for decades across the American econ-
omy. So, the broad thrust must necessarily 
encompass a very impactful public works 
programme — preferably those projects 
that can create massive employment 
across hinterland India a.k.a Bharat. 

But what kind of public works are we 
talking about? 
n The need for projects with huge employ-
ment potential, permanent asset creation 
and multiplier effects. 
n The need to revamp health infrastruc-
ture: If Covid has done anything, it has 
been to highlight the fact that the state of 
health infrastructure in a country can 
mean the difference between life and 
death (quite literally). 
n The opportunity to gain from the shift 
in global supply chains: In a post — Covid 
world, companies the world over are look-
ing to derisk by moving a part of their 

manufacturing and value chains to other 
countries and out of China. This is a clear 
opportunity to attract some of that shift 
in investment. 

Here are five public works programmes 
that match these criteria: 
Coastal economic zones (CEZs): The 
Sagarmala project identified a set of 14 
such zones, to create a highly integrated 
logistics-cum-manufacturing hub closely 
linked to international shipping. Such 
projects fit well with the aim of the gov-
ernment to attract global capital, and the 
need for investors to look for alternate 
investment avenues outside China. They 
should be a superior version of Special 
Economic Zones, and eliminate most of 
the negatives associated with doing busi-
ness in India. 
River linking projects: The idea of link-
ing water surplus rivers with water scarce 
parts of western and peninsular India is 
an idea which has been around for dec-
ades. There have been strong arguments 
made on ecological and environmental 
grounds against such a giant project, but 
it is clear that massive investments in 
water infrastructure are needed to serve 
the substantial increases in demand that 
we will see over the next few decades from 
increased urbanisation and growth. The 
iconic New Deal project was the 
Tennessee Valley Authority — the river 
linking project, or some components of it, 
could well be India’s version of it. 
New state capitals: The Covid crisis has 

disproportionately affected large metro 
cities. Thus decongestion of large urban 
agglomerations, and a more even “spread-
ing out” of urban growth outside large 
cities is good, not just from a health per-
spective, but also from the point of view 
of reducing economic inequality between 
regions. New state capitals in a range of 
states — from Maharashtra, to Uttar 
Pradesh, to Bihar and Karnataka — will 
serve both these aims. 
Nal se jal: The government’s proposal to 
provide piped water to all households by 
2024 is another project, which, if imple-
mented successfully, will have an impact 
that will be measured in decades,  
not years. 
New AIIMS: The original AIIMS (The All 
India Institute of Medical Sciences), built 
during the Nehruvian era, remains at the 
pinnacle of Indian health care today, and 
for good reason. It is time to expand the 
vision that drove the original project bey-
ond Delhi, and put the government’s pro-
posal, to build 22 new AIIMS across the 
country, on over drive. Again, this is a 
project which is ideal for the post-Covid 
world with its possibility of decentralising 
quality health care at a low price. 

This is clearly India’s New Deal 
moment in history. And a National 
Renewal Fund positioned alongside the 
Union Budget seems an appropriate 
response. 

The author is chairman of Feedback Infra

India’s ‘new deal’ moment
The Covid crisis provides an opportunity to craft a  
historic renewal programme
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                           ( ~trillion) 

Discom bailout                        2 

Infra/large public works         10 

Social sector support &  
misery alleviation                    3 

Healthcare capacities               1 

Support to state govts             6 

MSME & other sector- 
specific bailouts                       3 

Financial sector support          5 

TOTAL                                    30

Countries            Rating         Per capita            Exclusive fiscal     Tax to   
                                                 income                stimulus               GDP    
                                                 (Current US$)       (% of GDP)           ratio 

Germany             AAA               47,603                   4.9                11.5 

US                          AA+              62,795                 14.5                  9.6 

Russia                   BBB-            11,289                   2.8                11.5 

Kazakhstan         BBB-               9,813                   9.0                11.7 

India                     BBB-               2,010                   10*               11.2 

Bangladesh         BB-                  1,698                   3.3                  8.8 

Memoranda:       Rating   GDP growth    Fiscal deficit   

 Asian crisis             action     movement     movement  

                                           (% of GDP)     (% of GDP)          

Indonesia          BB+ to B-    4.7 to -13.1    -1.0 to -1.9         

South Korea         A+ to B+       6.2 to -5.1         2.4 to 1.1         

Thailand             A to BBB-    -2.8 to -7.6    -1.7 to -6.3         

Malaysia          A+ to BBB-       7.3 to -7.4         4.8 to 0.6 
*proposed (including monetary)                       

FISCAL STIMULUS BY SELECT ECONOMIES 

BROAD CONSTITUENTS OF A 
STIMULUS PACKAGE
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