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ountries around the world adopted a wide range of fiscal and monetary
policy measures in 2020 and 2021 to mitigate the economic and health
impact of the Covid pandemic. In India too, the demand for a fiscal stimulus
emerged from several quarters.

However, India’s policy response to the pandemic and the lockdown was

relatively ‘"' on fiscal measures. While the Modi government announced a Rs 20
lakh crore-package post-lockdown to revive the economy, there was some criticism
that the fiscal support measures were =« 0o and large cash transfers were
needed to step up consumption.

The government'’s policy response primarily focused on directed credit to small
businesses and individuals backed by sovereign guarantee and a boost to capital
spending. Chief Economic Advisor (CEA) KV. Subramanian ..o that taxpayer
money needs to be well-directed. Credit to those that are distressed works better
than unconditional cash transfers that are likely to be cornered by the undeserving.
The strategy, although unpopular, was prudent.
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Stimulus pack:

. Modi, Putin to review bilateral ties, deliberate on Covid, Afghanistan at India-Russia summit
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MEA spokesperson Arindam Bagchi said the two leaders will discuss ways to strengthen the strategic partne
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Why Indian response was sensible

As in May 2020, given the uncertainty about the evolution of the
coronavirus, thé possible need for further lockdowns and the in e nue
amid an already constrained fiscal space, the government was sensible in avmdmg a
large fiscal package.

India’s stimulus package focused on the provision of easier access to credit through
reduced rates of interest as well as credit guarantee loans to reduce the damage to
firms and households.

Recent «:carcl highlights that pandemic recessions are fundamentally different
from ordinary recessions and thus require different policy responses.

In an ordinary recession, the role of policy is to step up aggregate demand and raise
output consistent with full employment of resources. The policy response during a
pandemic induced recession depends on the public health situation. Without
effective public health measures, a broad-based demand stimulus would likely cause
the virus to surge. Moreover, with uncertainty due to the virus, large cash transfers
may not translate into higher spending. Even if they do, they can be inflationary.
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MEA spokesperson Arindam Bagchi said the two leaders will discuss ways to strengthen the strategic partne
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The response had to be framed within the limited fiscal space. The key question was
how to use the scarce resources towards the most vulnerable sections.
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The * Nirbh: i package catered to various sections including migrant
Workers agnculture sector, micro, small and medium enterprises and street vendors.
It involved frontloading of transfers to farmers and distribution of free food grains.
Subsequent measures focussed on boosting India’'s manufacturing sector through a
series of Production-Linked Incentive schemes.
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How govt put India back on growth track

A key element of the government’s response strategy has been its focus on capital
expenditure. Once the lockdown was eased, the expenditure policy was geared
towards higher capital spending.

The government budgeted a 34.5 per cent rise, year-on-year, in - to Rs 5.54 lakh
crore for the current financial year. Capital expenditure through asset creation has a
greater productivity effect.

Large scale fiscal spending by the government could have triggered inflationary
concerns. At a time when the monetary policy response has been to reduce interest
rates and infuse liquidity, a rise in demand-driven inflation could have complicated
the conduct of monetary policy.

The Reserve Bank of India (RBI) did not raise interest rates because inflation was
primarily due to side disruptions, which cannot be addressed by h1gher rates.
There are concerns in the US that the large fiscal spending will fuel -
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In contrast, emerging economies that undertook o stimulius sures had to
resort to increased short-term government debt that has amplified refinancing
risks. For example, in "2 |, federal debt held by the public due within the next 12
months increased from 18 per cent in December 2019 to above 28 per cent in
December 2020.

Despite a brutal second wave, the GDP in the first quarter grew at 20.1 per cent in
the first quarter. Since then the economy is seen to be recovering steadily.

While many high frequency indicators are showing that the economy is : ,

nium, the irine intent has also picked up pace. India posted a GDP growth of
8.4 per cent in the second quarter, making the country the fusiest o large
economy in the world. The economy is likely to achieve double digit growth this year.
Due to buoyancy in tax revenues, the government is also likely to achieve its fiscal
deficit target of 6.8 per cent.

The economic revival approach of the government seems to have worked better than
the strategy of pushing through large fiscal packages and printing money and then

ending up with demand-fuelled inflation and unsustainable deficits and debt.

Ila Patnaik is an economist and a professor at National Institute of Public Finance
and Policy.

Radhika Pandey is a consultant at NIPFP,
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Why news media is in crisis & How you can fix it

India needs free, fair, non-hyphenated and questioning journalism even more as it faces

multiple crises.

But the news media is in a crisis of its own. There have been brutal layoffs and pay-cuts. The best

of journalism is shrinking, yielding to crude prime-time spectacle.
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