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Don’t worry about the deficit

Totackle the fallout of pandemic, government must spend, provide safety nets

ABHISHEK ANAND AND LEKHA CHAKRABORTY

AS INDIA resels from 2 new wave of COVID-19,
concems arebeing rased about the premature
halt to its economic recovery. After an esti-
mated contraction of -8 per cent in FY21, the
IMF raised its growth forecast Tor the Indian
econony in FY22 from 115 peroent to 12 5 per
cent in its latest Waorld Econamic Qutiook
Report.

“The upgradeinthe forecastwas because of
the evidence we were getting from high-fre-
quency ndicators i the past two months in
terms of the normalization of economic aciv-
ity.” said Gita Gopinath, chief economist at IMF
AsIndia battles tocontain the surge in COVID-
19 cases, several states have already imposed
severe restrictians at the local level The services

| sector has been it the nost a5 a consequence
of thee lockdowis and it would be difficult for
India ro deliver on this optimistic growth
projection

Against this hackeround, what role canfis-
cal policy play support the economy? This
questionbecomes important as the monetary
policy is already accommiodative and may not
have enough rooam to further boost the econ-
omy. The BBl has reduced the benchmark repo
raie by 115 basis points since 2020, With head-
line as well a5 core inflation inching up in re-
cent maonthe. the RELmay naot be in a position
to further cut the policy rate.

But does the government have enough fis-
cal space to provide stimmius to the economy ?
Remember, as per the latest Union Budget, the

fiscal deficit is estimated o moderate from 8.5
percent of GDP in FY21 to 6.8 per cent of GDP
m FY22 This expected decline in fiscal deficit
& not on account of kower fiscal spending but
because of expectations of sharper revenue
growth, The revenue receipts are estimated to
grow by 15 per cent and fiscal spending by 1
per cent this financial year. With the debt to
GO ratio already mote than 90 per cent, addi-
tional fiscal expansion will not be an sasy
choice for the government.

However, extraondinacy times call for -
traordinany measuresand the svernment will
have o find ways to create fiscal space. Thishas
become especially important as the econony
is yet to shrug off the impact of the previous
tockdown. Wiith the total suspension of eco-
nomic activity after the imposition of the lock-
down, the unemplovment rate reached un-
precedented levels as per CMIE The
unemployiment @e increased by neardy 148
perrentage podnts. nising 1o 23,5 per cent inApr
2020. The unemyloyment rate fell in later
maaths after the lodadown measures were
eased and economic activities gathered mo-
mentam. However, the nomaalisation of the
unemployment rate in such exceptional times
can be misleading as it could partly be a con-
sequence of afall in the labour force participa-
tion rate,

Under these difficult anoumstances, inime-
diate maasures must amat providing the reg-
uisite social safety net to the poor and the wal-

nerable. The central govenument has already
announced it will distribute an additional five
lee of grain to the 800 million beneficiaries of
thie Mational Food Secunty Act, which is wel-
come. Hoswever, given the unprecedented un-
certainty brought about by this COVID wave,
the rabian support under the PDS should be
raised further.

Loscladloraen measures may remain in place
for longer than initially intended and we may
see a spike in unemployment rates. The gov-
emment should also consider transferning cash
to the bhank accounts of the poor, just as it did
lastrime, to comgensate the poor for theboss of
imooene. This becomes important as MGNREGA
= the “employer of last resort” policy of the
government — may not provide the safety
cushion thatitis indeed toas long as lockdown
IMseasures remain in place.

The cumrent crisis has exjposed the fultiines
that crippie our health systém. Given the na-
ture of the pandemic, the best stimulus per-
hagps would be to provide free vaccnations to
the popualation as the benefits of faster and
wider vaccime coverage more than cutweghs
its monetary cost. Immunisation is a pubdc
good Aswe get over this onss, the sovermiment
st increase its outlay on physical and hu-
mean health infrastruciune.

How can this additional fiscal cost be fi-
nanced? Part of this addiional costmay be fi-
nanced by reducing non-essential govern-
ment expenditures and wse it for

COVID-related expenditure. However, this
may not be enowgh to cover all the expenses
and the goverminent may need toresorn toad-
ditional borrowings from the market than
budgeted eardier The govermment should not
be deterred by a worsening fiscal defict inthe
shart run as the additional growth that it gen-
erates may make debt consolidation easier
when things normalise. As emphasised
Iy Unacen Fenance Minsster Nirmala Sitacamian,
we “do not fear deficits™ in the tume of the
pandemic,

Civenthar atimeby defiot may not have ad-
VETSE [TIACTOECONCHTHE CONSECUENCES, SUniv-
ing this pandemic first by enhancing the re-
quired spending is orucial The RBI may allow
inflation above the upper bownd of 6 per cent
only in the short no. Chances are that the RBI
Ay increase the interest rmtes the moment we
realise that inflationany expectations are not
Justtransstory. The plausible nse in interest rates
1y also be crucial to prevent capital outllows,
gnven the global “economic outhook™ when the
LS econonmy adopts an easy monetary policy
comibingd with a huge fiscal stimilus tocatal-
v the comvergence of its economic srowth o
pre-pandemuc levels
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