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WHATTHEOTHERSSAY
“PAKISTAN is on the verge of receiving debt relief under the G20 plan and
according to an official announcement the total amount is $2bn.”

— DAWNTHE IDEASPAGE
WWW.INDIANEXPRESS.COM

ONMAY12, PrimeMinisterNarendraModi
announceda relief packageof Rs 20 trillion,
about 10 per cent of the country’s GDP, for
the economy in crisis. The newsmade a big
splash. After Finance Minister Nirmala
Sitharaman unwrapped this package in
tranches, there is widespread disappoint-
mentamongmost stakeholders.
There is relief for agriculture in the form

of a concessional credit line of Rs 2 trillion,
but loans are neither automatic or assured,
whilemarketingreformsandinfrastructure
creationaredistantpromises.TheMSMEsec-
tor, the backbone of the economy that pro-
vides25percentofemployment,32percent
of theGDPand45percentof exports, isun-
happy despite the Rs 3 trillion line of credit
for loanswithout collateral. In their experi-
ence,lendersarenotalwayssupportiveinex-
tendingloans,whilebuyers(centralandstate
governments,publicsectorfirmsandthepri-
vate sector) owe them asmuch as Rs 5 tril-
lion.What ismore,mostMSMEs justdonot
have the resources to pay wages or meet
fixedcostsonelectricity,rentorinterestdur-
ing the lockdownperiod.
There is nothing for the corporate sector

inmanufacturingorservices.Thedistressed
sectors suchasairlines, automobiles,hotels,
restaurants,andtourismhavebeenignored.
Ironically, there is little for public health, al-
readyinadilapidatedstate.Evenstockmar-
kets, characterisedby irrational exuberance
in thepastmonth,havedropped.
The poor or themigrants, caught up in

their struggle for survival, might not have
voiced theiropinionso faronthegrossly in-
adequate relief package for them, but the
harshrealitiesof thisperiod—hungerwith-
out jobs, incomes, shelter or dignity —will
be embedded in their memories for long.
This economic deprivationwill have social
andpolitical consequences.
Thebigpicture is lost indetails, so that it

is difficult to see the wood from the trees.
There are statements of good intentions.
Thereisarecyclingof ideasorschemesfrom
earlierbudgets.Therearepolicyreformswith
a longer-termperspective. But there is little
cohesivefocusonstabilisationandrevivalof
theeconomyintheshort-run—soessential
at this time.
Thefiscalstimulus,whichcanbedefined

asgovernmentexpenditurethatcouldstim-
ulatedemand,isdifficulttodiscern,because
thepackage is neither clear nor transparent
aboutthecosttobebornebythegovernment
ineachcomponent.Evenso, thereare12es-
timatesbyanalystsinfinancialsectorinstitu-
tions,suggestingthatthefiscalstimulusisin
therangeof0.7percentto1.3percentof the
GDP.
My estimate of the fiscal stimulus (in-

cludingtheannouncementonMarch26) is
Rs 2.66 trillion, which is 1.2 per cent of the
GDP. Of this, however, Rs 0.9 trillion, or 0.4
percentof theGDP, is fromadrawdownon
theexisting funds availablewith state gov-
ernments (Rs 0.67 trillion) and existing
budget provisions (Rs 0.23 trillion). Thus,
the effective fiscal stimulus, in termsof ex-
tra resources providedby the government,
isRs1.76 trillion, or0.8per centof theGDP.

Itscontributiontodomesticdemandwillbe
minuscule, given that private final con-
sumer expenditure in India is about 60per
cent of theGDP.
It is clear that the design of this relief

package seeks to focus on the supply side,
with an emphasis on providing liquidity
throughlinesof credit,wheretheRBI ispro-
vidingasmuchasRs8trillion,ratherthanon
thedemandsidebysteppingupgovernment
expenditure,withtheaimofminimisingthe
costtothegovernment.Thearithmeticisob-
viously imaginative—asmuchasRs10 tril-
lion of the relief packagewill have to be fi-
nancedbysourcesotherthantheCentreand
the RBI.Wherewill resources to bridge this
massive gap, 4.4 per cent of the GDP, come
from?
This stress on the supply-side,while ne-

glecting the demand-side, reveals a flawed
understandingofeconomiesincrisisandlit-
tle recognition of the reality when a pro-
longed lockdownhasbrought theeconomy
on thevergeof collapse. Even innormal cir-
cumstances, the speedof adjustmentof the
supply-sideisslowbecausesupplyresponses
taketime,whereas thespeedof adjustment
onthedemand-sideis fastas incomesspent
raise consumption demand without any
time-lag.Atpresent, if there is littleornoin-
crease in demand, supply responseswill be
slowerthanusualbecauseproducerswould
not wish to pile up inventories of unsold
goods.Intermsofthechicken-and-eggpara-
ble,demandmustberevivedfirsttokickstart
theeconomy.
Forthisreason,thefiscalstimulusshould

have beenmuch larger. But the decision-
makershavebeentimid, intimidatedbythe
prospect that, because of revenue shortfalls
(2 per cent of the GDP ormore), the fiscal
deficitwould be5.5 per cent of theGDPex-
ceedingthebudgetestimateat3.5percentof
the GDP. The conclusion drawn,wrongly, is
that there isno fiscal space.
The obsessive concern about the fiscal

deficit, sodeeply embedded ingovernment
thinking, suggestsanarrowand limitedun-

derstandingofrudimentarymacroeconom-
ics,whichhasoftengonewrongeveningood
times.Italsorevealsanutterfailuretorecog-
nisethatwelive inunprecedented,extraor-
dinary timeswith theworld economy in a
crisis that could bemuch deeper than the
GreatDepression90yearsago.
Inthissituation, theextrafiscalstimulus

shouldhavebeenRs7-9trillion(3-4percent
of theGDP)andthatwouldhavebeenmod-
est compared towhat other countries have
done. This enlarged fiscal deficit cannot be
financedbymarketborrowing,whichwould
simplydriveupinterestratesandniprecov-
ery in thebud. Itwouldhave tobe financed
bymonetisingthedeficit—RBIbuyinggov-
ernment T-bills — printing money, now
termed“helicoptermoney”.
Theideathatmonetiseddeficitswillun-

leash inflation is blind to the reality that, at
this juncture, if there isno further interven-
tionbythegovernment, theGDPcouldcon-
tractby5percentin2020-21,withlingering
consequences. In fact, a monetised deficit
might be the onlyway of increasing aggre-
gatedemandtoreviveeconomicgrowth.The
worryaboutadowngradefromcreditrating
agencies is bizarre. For one, their ethics and
integrityhaveseensteadyerosion.Moreover,
howmanysovereigngovernmentswillthey
downgrade? In fact, wemight be better off
without the footloose andvolatile portfolio
investment inflows.
If thegovernmentdoesnotacceptthene-

cessity orwisdomof expansionarymacro-
economic policies, it must set out its alter-
native plan for recovery. The relief package
willnotsuffice.And,if theeconomygoesinto
a free-fall, themassive shortfalls in govern-
ment revenues would balloon the fiscal
deficittosimilarorhigherlevelswithoutany
hopeofrecovery.Thefiscalspacewillnotbe
preserved. It will be squeezed further. It is
time for the fiscal hawks in government to
puton their thinkingcaps.

Thewriter isaneconomistand formerVice
Chancellor,UniversityofDelhi

ONMAY20,PrimeMinisterNarendraModi
saidthateveryIndianshouldbeproudthat
theAyushmanBharat PradhanMantri Jan
Arogya Yojana (PM-JAY) has crossed one
croretreatments,andhashadapositiveim-
pactonmany lives.
Indeed, PM-JAY is a giant step towards

a healthy India, as it aims tomake afford-
able healthcare a reality for all. It has
crossedasignificantmilestoneofonecrore
hospitalisations —worth over Rs. 13,412
crore — in less than 20months since its
launch in 2018. The efforts of the doctors,
nurses, healthcareworkers, paramedical
staff and all others associated with
Ayushman Bharat, across all states, have
helped inmaking it the largest healthcare
programmein theworld.
As PM-JAYmarks this milestone, the

world is up against the COVID-19 pan-
demic.Theimpactonmillionsworldwide,
andinIndia,notonlypertainstohealth,but
there is also thephysical,mental andeco-
nomicimpactontheindividualandher/his
family.Forabout53crorepoor,vulnerable
beneficiaries, testing and treatment for
COVID-19 is freeof cost under PM-JAY, in-
cluding testing in private labs and treat-
ment inprivatehospitals.
InIndia,themigrantpopulationplaysa

key role in the economic development of
thecountry,andtheyarenowsufferingthe
most in this crisis. A key design feature of
PM-JAY,fromthebeginningof thescheme,
isportability—whichhelps toensure that
a PM-JAY-eligiblemigrantworker can ac-
cess the scheme’s services in any empan-
elledhospital across thecountry irrespec-
tiveof their stateof residence.
A PM-JAY eligiblemigrant can avail of

benefitsinthestateinwhichheworks,and
also in his home state,whenhe goes back
home. This lowers the barriers posed by
statebordersandpromotesequalaccessto
qualityhealthservices,especiallyamongst
thepoorandvulnerable.Todate,therehave
beenmorethanonelakhportabilitycases.
The National Health Authority (NHA)

has also beenworking on new initiatives
to support and supplement the
GovernmentofIndia’seffortsinresponseto
the COVID-19 pandemic. From a supply
side,PM-JAYhas furtherstrengthenedthe
networkof hospitals and service capabili-
ties to ensure continued services to non-
COVID-19 patients while also providing
servicesforCOVID-19patients.Thisisbeing
done through an express empanelment
mechanismforhospitalssinceMarch.Since
April 1, more than 1,385 hospitals (nearly
58percentareprivate)havebeenempan-
elled across the country—75 of themare
under express empanelment. Overall,
21,565hospitalshavebeenempanelledso
far.
The NHA has leveraged its IT systems,

expertise and the network of private sec-
tor stakeholders to support the govern-
ment’s preparedness and response. This
has been done bymanaging the national

COVID-19 helpline, 1075, and conducting
thousands of outbound calls to COVID-19
positivepatients,andtheir families, round
the clock. The NHA hasmade calls to dis-
seminateprecautionadvisories to the rel-
evant beneficiaries of PM-JAY— the data
gatheredwillalsobeusedtostrengthenthe
government’s efforts at identifying such
potential cases andensuring optimal util-
isation of testing facilities and resources.
Further, theNHA regularly keeps in touch
with the relevant beneficiaries through
telephone — three crore such calls have
beenmadeacross thecountry.TheNHAis
alsosupportingthegovernment’sAarogya
Setumobileapplication.Ithasbeenmaking
outbound calls through its call centre to
peoplewhohave come in closeproximity
toCOVID-19positivepatients,asidentified
throughtheapp,andpeoplewhohavere-
portedCOVID-likesymptomsintheirself-
assessment. TheNHAhascontactedmore
than six lakh citizens and facilitatedmore
than 15,000 tele-consultationswith doc-
tors. It is also workingwith the ICMR on
data cleansing and is conducting call data
analysisforflaggingurgentactionablecases
beingsent to ICMR.
Inanyepidemic,theresponsehastobe

a collective societal one— as seen during
SARS, Ebola, H1N1. The public sector, pri-
vate sector andNGOs, all have tocometo-
gether. The response to this pandemic is
beingledbythegovernment,however,and
the private sector needs to be an active
partner, especially when it comes to pro-
vidingadequate supplyof health services,
medicinesandessentials.TheNHAhasfo-
cusedonhowtogettheprivatesectormore
actively involved in the response with
greater participation from private sector
hospitals — for both COVID-19 aswell as
non-COVID-19 health conditions. Various
statesareadoptingdifferentapproachesfor
involving the private sector in the treat-
ment.
Coronaviruswill be a part of our lives

for a very long time. Our fight against
COVID-19 is, therefore, not a sprint but a
marathon.Wewill dowhatever needs to
be done, but as PrimeMinister Narendra
Modisaid,Bharatwillmoveaheadtowards
being“atma-nirbhar”,evenasweturnthis
adversityintoopportunity.Livinginapost-
COVID-19 world will be vastly different
fromthepast,anditwill requirevastlydif-
ferentpublichealthapproaches.Asweplan
forthefuture,Indianswhorequiresecond-
aryandtertiarycarewillcontinuetogrow,
andwemust also leverage the promise of
telemedicineforpreventivehealth.Froma
supplyside,wemustfocusonstrengthen-
ing themedical and health systems, pri-
mary healthcare delivery and healthcare
workforce,includingspecialistdoctorsand
medicalprofessionals.
AyushmanBharatPM-JAYwillcontinue

toplayasignificantroleinthispost-Corona
world, in improvingtheoverallhealthcare
of the country. The one crore treatment
milestoneisonlyabeginning.Ourvisionis
toprovidemorethanonecroretreatments
everyyear, so that thepoorandneedycan
getthebesthealthcare,andareabletocon-
tributetotheoveralleconomicprogressof
India, in thepost-COVIDperiod.

Thewriter isUnionminister forhealthand
familywelfare, andchairmanof theWorld
HealthOrganisationexecutiveboard.

Viewsarepersonal

The big picture is lost in
details, so that it is difficult
to see the wood from the
trees. There are statements of
good intentions. There is a
recycling of ideas or schemes
from earlier budgets. There
are policy reforms with a
longer-term perspective. But
there is little cohesive focus
on stabilisation and revival
of the economy in the short-
run — so essential at this
time.

Amilestone, a new
beginning

Flagshiphealthscheme,PM-JAY,hascrossedonecrore
treatments,continuestopositivelyimpactlives

LETTERS TO THEEDITOR

PAY YOUR WAY
THIS REFERS TO the editorial, ‘Taking
off’(IE,May22).Thoughitisawelcome
decision by the government to allow
airlinestopartiallyresumetheirflights,
themove to regulate airfare is regres-
sive. Coming to the rescue of society’s
elitebycappingthefaresisincomplete
contrasttothetreatmentmetedoutby
this insensitiveandshort-sightedgov-
ernment tomigrant labour.

SKPrabhakar,Gurugram

JACINDA’S EXAMPLE
THISREFERSTOtheeditorial, ‘Newzeal’
(IE, May 22). It provides the right per-
spective to the policies of Jacinda
Ardern.Since2010,democraciesacross
the world have come under populist
pressures.NewZealandprovidesanew
model.Democraticvaluesanddecency
displayed by its PM, Ardern, should
serveasanexample todemagogues.

SuchakDPatel,Ahmedabad

UNWISE REFORM
THIS REFERS TO the article, ‘Take the
worker on board’ (IE, May 22).While
outsourcingworktocontractorsseems
tocost less, thereisatrade-off interms
of quality vis a vis employees. Further,
contractorsareunabletoprovideasafe
working environment, which often
leads to accidents andmisery for the
familiesofworkers.“Reforming”labour

laws in themanner it is being done is
hastyandunwise.

GangadharKaralay,Nagpur

UNPLANNED MISERY
THIS REFERS TO the editorial, ‘Amin-
istry formigrant labour’ (IE, May 22).
From employers abandoning them to
being sprayedwith disinfectants, the
fateofamigrantworkerinIndiaseems
dark.TheCentre’shasteinannouncing
the lockdown without a plan is to
blame.

AlishaParvezThakur,Vadodara

DeepakNayyar

HarshVardhan

Boostingdemandwithcheapcredit toconsumers isnotagood idea

THEUNION government is often criticised
for its apparent neglect of the demand side
anditsexcessivefocusonthesupplysideand
structural reforms—theCOVID-19package
was no exception. Pointing towards tepid
credit growth,weak inflation, and flatwage
growthtomaketheircase,demand-sidepro-
ponents suggest measures such as cash
transfers, income tax cuts, and cheap credit
to consumers.We examine the demand vs
supply debate drawing on basic economics
andvastempiricalevidencefromaroundthe
world.
We start with the low growth in credit.

Basiceconomicstellsusthatademandshock
typically leads to a rise in both volume and
the pricewhereas a supply shock not only
hurtsthevolumebutalsoleadstopricerise.
In banking, a good proxy for the price of
creditisthespreadbetweenlendingrateand
the funding rate (repo rate or deposit rates)
for the banks. It reflects the risk premium
bankscharge to their customers.
The spread has consistently risen from

just below 4 per cent at the start of 2018 to
around 6 per cent in January 2020— even
beforeCOVID-19hitus.Thefactthatspreads
are rising was highlighted by the 2019
Economic Surveyaswell. At the same time,
the credit growth — especially for public
banks and to theMSME sector — has been
sluggish for theprevious twotothreeyears.

TheMSMEsectorwitnessedsub-zerocredit
growthforthewholeof2017andevennow,
the credit growth is very tepid at around 2
per cent Y-o-Y. Rising spreads with lower
credit volume provide a clear tell-tale sign
that credit supply isbroken.
An influential paper by Nobel laureates

Abhijit Banerjee and Esther Duflo amply
highlightsthefactthattheMSMEsectorsuf-
fersfromlackofcreditavailabilitytofinance
investmentsratherthanthelackofdemand
for credit. They showed thatwhen the gov-
ernment changed the definition of small
firms, the firmsnewlycoveredbytheprior-
ity sector lending programme used the ex-
tracredit to increaseproductionandinvest-
ment. If there was no demand for credit,
cheapercreditundertheprioritysectorpro-
grammeshouldhavebeenusedtorepaythe
older expensive sources of borrowings.
Consistentwith thisview,wethink that the
government’sapproachofguaranteeingSME
creditbyresolvingtherisk-sharingproblem
forbankswillexpandcredittocredit-starved
SMEs at lower credit spreads. Similarly, ex-
pansion of the universe of small/medium
firmswill bring fresh investments from the
firms,whicharenewlycoveredunderprior-
itysectorprogrammeastheywillbeable to
get cheapercredit.
Next, we analyse themeasures to boost

theconsumerdemandandweprovidedata

andevidencetoforcefullyrejectsuchmeas-
ures. First, let’s look at the direct transfers
schemes. No doubt that cash-transfers are
superior to distortive subsidies and the
“GaribKalyan”packagewasastepinthisdi-
rection.
Infact,thegovernmenthasalreadytrans-

ferred close to Rs 40,000 crore to bank ac-
counts includingRs10,000crore towomen
underPMJDY. But is it theultimate solution
torecovery? In fact, thePMJDYaccountbal-
ancehas increased fromclose toRs1,17,000
crore before the advent of COVID-19 to Rs
1,35,911croreasofMay13—amassivejump
ofclosetoRs18,000crore.Recentresearchby
Prasanna Tantri and co-authors shows that
PMJDY account holders actively use the ac-
counts—1.12transactionsperquartercom-
pared to theWorld Bank standard of one
transaction. In fact, PMJDY accounts see
withdrawals when account holders are in
distress,accordingtothestudy.Sotherisein
balances isnotmechanical.
It’snotthatpeoplecoveredunderPMJDY

arecomfortablefinancially.Sowhyarethey
not spending? A number of papers show
thattaxrebatesboostdemandintheshort-
run, but the quantum is limited. For exam-
ple,SumitAgarwalandhisco-authorsshow
that the 2001 tax rebate programme in the
US led to an average spending of only $60
on $500 rebate over ninemonths. A recent

study at the Kellogg Business School by
ChristianBorda and co-authors shows that
taxrebatesafterthe2008crisis intheUSled
to rise in spending, but byonly 3.5per cent
in the firstmonthof therebates.Thecrux is
that no rational consumer goes on a con-
sumption spree when he is facing job un-
certainty!
Trying to boost demand by providing

cheapcredittoconsumersisnotagoodidea
either as evidenced by the debt-financed
housing boom in the US, which led to the
2008 crisis. In fact, Atif Mian andAmir Sufi,
using a largepanel of 30 countries, uncover
a more general pattern — an increase in
household debt to GDP ratio leads to a sus-
taineddropinfutureGDP, investments,and
unemployment.Ontheotherhand,theeco-
nomic cycles aremuchmoremutedwhen
the initial growth iscausedbystructural re-
forms as pointed in a recent IMF study cov-
eringover80countries.
To put the burden of recovery on risk-

averse consumers, incentivising them to
spend rather than savewhen there is em-
ploymentuncertainty, isagainstanyreason-
able risk-sharing principle. Risk should be
bornebythosewhohavetheappetite—the
firmsandgovernment.

Thewritersareassistantprofessorsat the
IndianSchoolofBusiness

The demand-supply debate

Stressonsupply-sideineconomicpackagewhileneglectingdemandrevealsflawedunderstandingof
economiesincrisisandlittlerecognitionofrealityafter prolongedlockdown

An insufficient relief
9
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