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Deciphering India’s Stimulus Package: Adding Apples with Oranges? 

 

1.  Introduction 

The unprecedented Covid-19 pandemic has created havoc in peoples’ lives and created enormous 

economic strife.  Expectedly, world-over fiscal and monetary stimulus are in action to counteract such 

an adverse shock. India has been no exception. Even before the advent of the pandemic, India’s 

economic growth was on a downhill trajectory, and thus an economic stimulus was 

necessary.Perhaps, because of the tight budgetary constraintand an implicit fear of rating downgrade, 

Indian authorities have been less than exuberant in devising their fiscal package (Pal and Ray, 2000a & 

2020b). That is why theIndian Prime Minister’s announcement of a Rs 20 trillion stimulus package on 

May 20,2020,was greeted by people from various walks of society, and it was expected that this is 

going to be a “New Deal” moment for India. His speech also shared his vision of a self-reliant India 

(Atmanirbhar Bharat) that has attracted quite a media attention.  

However, after we have learned the details of the stimulus package over the next few days from a 

series of briefing from the Finance Minister, has some of the initial exuberance got faded away? 

Columnist Swaminathan Aiyar commented in the Economic Times of May 21, “PM Modi’s excessive 

caution may render stimulus package useless.”4The Wire, an on-line news portal, on May 17 2020, 

went on to say, “Modi’
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But what we know is that a combined monetary and fiscal stimulus works best rather than in 

isolation so that the crowding out effect of fiscal stimulus is counteracted by a monetary stimulus. We 
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As far as fiscal stimulus was concerned, there were three fiscal stimulus packages during the 

second half of 2008-09 that constituted (a) tax cuts; (b) incentivizing investment on infrastructure, 

and (c) increased expenditure on both investment and consumption with an emphasis on 

consumption. An additional expenditure of 3.0 percent of GDP was provided through these fiscal 

stimulus packages during October-
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Thus, if one adds up both the monetary and fiscal stimuli, then the stimulus size in 2008-09 was 

around litt
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Table 2: Summary of India’s fiscal package for Covid-19 

No Type of Support Amount (in 
crore) 

% of Nominal GDP 
(of 2019-20) 

I Monetary Stimulus: Reserve Bank of India Measures 9,57,000 4.68 

II Fiscal Stimulus 5,80,450 2.84  
1. Pradhan Mantri Garib Kalyan Package 1,70,000 0.83  
2. Health Sector Package 15,000 0.07  
3. Revenue loss due to tax concessions 7,800 0.04  
4. Income transfer/support 3,87,650 1.90 

  a) Fund of Funds for MSME 50,000 0.24 
  b) EPF Support for Business & Workers 2,800 0.01 
  c) Reduction in EPF rates 6,750 0.03 

  d) Reduction in TDS/TCS rates 50,000 0.24 
  e) Free Food grain for Migrant Workers 3,500 0.02 

  f) Interest Subvention- MUDRA Loans 1,500 0.01 
  g) Credit facility for street vendors 5,000 0.02 
  h) Food Micro Enterprises 10,000 0.05 

  i) 
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It is notable here that figures published by the International Monetary Fund are closer to our 

estimates. According to the calculations of IMF, the direct spending plus and foregone or deferred 

revenue part of the stimulus is around 1.9 percent of GDP. There is an additional announcement of Rs 

150 billion for health infrastructure, which is approximately 0.1percent of GDP by their calculation. 

‘Below the line measures’, that is measures without an immediate bearing on government’s deficit is 

another 4.9percent of the GDP (Table 3).   

Table 3. Fiscal Policy Measures Announced by the Government of India (As calculated by the IMF) 
Measures As a % of GDP 
Direct spending and foregone or deferred revenue  1.9 
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guarantees might not be the most sustainable solution in low income countries. This is because 

sovereign guarantees can spur the growth of contingent liabilities for the Government. These 
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100percentand share of guarantees to debt is among the highest(Figure 2). This suggests that both 

these countries are more buoyant on future tax revenues and they might resort to higher debt to 

repay the guarantee holders. However, India’s Guarantees to Tax Revenue lies in the moderate 

regime of around 14percent and Guarantees to gross debt being 3percent, calculated at 2019 rates. 

While this helps to assess the riskiness and prudence of the guarantee measure adopted by the 

countries during the pandemic crisis, India has been piling on such guarantees from before which 

would further add to its burgeoning off-
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guarantees approved for MSMEs has generally been on the rise and grown at a compounded annual 

growth rate of 17percent. 

Figure 3: Number of Guarantees approved by CGFTMSE (in crores) 

 

 
 
Source: CGFTMSE Annual reports 
 

The government’s decision to use sovereign guarantees for MSMEs as part of the fiscal package is 
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limited amount of incentive to scrutinise loan applications leading to moral hazard (Sengupta and 

Harsh Vardhan, 2020). Further, owing to the risk averse nature of public sector banks in lending in 

periods prior to the pandemic and ongoing process of mergers, the credit guarantee mechanism hits 

a roadblock. However, this has been a common instrument used by the Government to boost liquidity 

in periods of crisis as seen with the growth of Government secured loans in Figure 4and the peaks in 

2008-09 and 2012-13, both representing the periods of Global recession and Eurozone crisis.  

Figure 4: Growth of secured loans by the Government in public sector banks 
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problem wasobserved. Firms that were selected into the guarantee programs were found to be more 
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monetary policy as a part of the fiscal package appears to beless than convincing. The implicit attempt 

of the Government to postpone some of its liabilities is slightly worrisome, especially after taking into 

accountuncertain global business parameters and simmering border tensions within the country. As 

far as aiding the MSME sector through guarantees is concerned, information asymmetry about the 

individual credit history of MSMEs for both the lenders (banks) and the guarantor (government) 
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