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GROWTH COMPULSIONS, FISCAL ARITHMETIC 
The economic situation warrants enhanced government expenditure;  

the policy challenge is to minimise the growth fall 
India’s growth in the first quarter of 2020-21 at (-) 23.9% showed one of the highest 

contractions globally. Global growth prospects for 2020 have been projected by a number of 

multilateral institutions and rating agencies including that for India. The 2020-21 real GDP growth for 

India is forecast in the range of (-) 5.8% (the Reserve Bank of India’s Survey of Professional 

Forecasters) to (-) 14.8% (Goldman Sachs). The Organisation for Economic Co-operation and 

Development (OECD) in its September 2020 Interim Economic Outlook has projected a contraction of 

(-) 10.2% in FY21 for India. 

The annual projections also indicate a strong likelihood of even the nominal GDP growth 

showing a contraction for 2020-21. The latest data released by the Ministry of Statistics indicate a 

Consumer Price Index (CPI) inflation rate of 6.7% for August 2020. The average CPI inflation during 

the first five months of 2020-21 is estimated at 6.6%. Given the injection of periodic liquidity into the 

system and the inflation trends, the year as a whole may show a CPI inflation of close to 7%. Since 

deflator-based inflation tends to be lower than the CPI inflation, it may be about 5% or less. In fact, 

in the first quarter of 2020-21, the GDP-based deflator was only 1.8%. If we take the OECD’s real GDP 

growth projection at (-) 10.2% and a deflator-based inflation of about 5%, the implied contraction in 

nominal GDP is about (-) 5.0% for 2020-21. 

It is true that some of us felt at one time that the economy might not do too badly because 

some key sectors such as agriculture and related sectors, public administration, defence services and 

other services may perform normally or better than normal given the demand for health, relief and 

revival expenditures. We had even expected that a small positive growth might be possible. The 

recently released national income figures for Quarter I of 2020-21 hold no such hope. 

What is most surprising in the Q1 data is that the sector ‘Public Administration, Defence and 

other Services’ contracted at (-) 10.3%. This means that there was no fiscal stimulus. Independent 

estimates show that States’ capital spending fell by 43.5%. The worsening of the fiscal deficit appears 

to be because of decline in revenue than increase in expenditure. 
 

Revenue erosion 
The policy challenge for the remaining part of the fiscal year is to minimise this sharp 

contractionary momentum in real and nominal growth. A sharp contraction in nominal GDP growth 

has significantly adverse implications for the prospects of central and State tax revenues, which may 

both contract. In the first quarter of 2020-21, the Centre’s gross tax revenues contracted by (-) 32.6% 

and the CAG-based data pertaining to 19 States show a contraction of (-) 45% in their own tax 

revenues. This implies a negative buoyancy of about 1.65 in the combined tax revenues of central 

and State governments in the first quarter. Given the adverse impact of the lockdown, even the 

budgeted non-tax revenues are not likely to be realised. The revenue calculations of the Budget were 

made on the assumption that the nominal income of the country would grow at 10%. With the 

prospect of a contraction in nominal growth, tax revenues of the Centre would show a considerable 

shortfall as compared to the budgeted amounts. Some estimates indicate that the tax and non-tax 

revenue and non-debt capital receipts in the current fiscal may fall well short of the budget 

estimates by an amount higher than ₹5-lakh crore. The combined fiscal deficit of the Centre and the 

States will have to make up for the shortfall in tax and non-tax revenues, if the level of budgeted 

expenditures is to be maintained. 
 

Fiscal deficit 
In order for the central government to maintain the level of budgeted expenditure and also 

provide for additional stimulus, its fiscal deficit may have to be increased to close to an estimated 

8.8% of GDP. This consists of an estimated revised budgeted fiscal deficit of about 4% of GDP due to 

a lower denominator value of GDP-plus 2.5% to make up for the shortfall in tax and non-tax 

http://www.vanik.org/
https://www.thehindu.com/business/Economy/indias-gdp-contracts-by-record-239-in-q1/article32489345.ece
https://www.thehindu.com/business/Economy/gdp-to-shrink-148-goldman/article32556007.ece
https://www.oecd.org/economic-outlook/
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revenues plus 2.3% for the additionality over the budgeted expenditures in the already announced 

stimulus package (including the recently announced first batch of supplementary demand for 

grants). If one adds the Centre’s and States’ fiscal deficit, the combined fiscal deficit amounts to 

13.8% of GDP. If the nominal GDP actually contracts in 2020-21, the fiscal deficit as the percent of 

GDP would go up further. This also does not take into account any additionality to borrowing 

because of the Goods and Services Tax (GST) compensation. It may be noted that the Centre’s fiscal 

deficit to GDP ratio for the Q1 of 2021 was 17.4%. The Centre’s fiscal during the first four months of 

2020-21 as a per cent of annual budgeted target was at 103.1%. 
 

Limits to deficit 

How high can fiscal deficit go? The International Monetary Fund, in its June 2020 update of 

the World Economic Outlook, estimated the fiscal deficit of India and China at 12.1% of GDP. All the 

other countries except the United States and a few others have a deficit lower than this. The dollar 

as a reserve currency has its own advantages and this benefits the U.S. Coming back to India’s fiscal 

deficit, there are not adequate resources to support a fiscal deficit of nearly 14% of GDP. All this will 

therefore require substantial support from the Reserve Bank of India which will have to take on 

itself, either directly or indirectly, a part of the central government debt. In the direct mode, the RBI 

takes on the debt directly from government at an agreed rate. It took India long to move away from 

the automatic monetisation of debt. It happened in the early 1990s. Even if the RBI wants to support 

the borrowing programmes, it should not do so directly. The indirect method is preferable as the 

market still sends out the signals on interest rate. In both cases, the RBI is the provider of liquidity. 

The indirect route is not new. The question ultimately relates to the extent of debt monetisation that 

may be undertaken. The country has also to guard against high inflation. 

This Fisc is caught in a serious dilemma. The economic situation warrants enhanced 

government expenditure. The fiscal deficit will go well beyond the mandated level — more than 

twice the mandated level. This has to be accepted. It appears that governments are withholding 

expenditure. That is not the right approach. At the same time, there is a limit to monetisation of 

debt. Perhaps the best course of action would be to keep the combined fiscal deficit at around 14% 

of GDP in the current year and find ways to finance it. This will have to be brought down gradually. It 

may take several years of normalisation. 
 

Meanings of Difficult Words : 
 fiscal (adjective) – financial. 

 arithmetic (noun) – the use of numbers in 

counting and calculation. 

 warrant (verb) – justify/necessitate, 

vindicate/validate, call for. 

 enhanced (adjective) – increased, upgraded, 

improved. 

 government expenditure or public 

spending (noun) – money spent by the 

government. 

 contraction (noun) – In economics, it refers 

to a decline in national output as measured 

by gross domestic product. 

 prospects (noun) – chances, possibilities, 

expectations, opportunities (for success). 

 project (verb) – forecast, predict, estimate, 

calculate. 

 multilateral (adjective) – involving many 

different countries/parties/organizations. 

 injection (noun) – infusion, introduction. 

 (credit) rating agency (CRA) (noun) – a credit 

rating agency is an entity which assesses the 

ability and willingness of the issuer company 

for timely payment of interest and principal 

on a debt instrument.  

 Gross domestic product (GDP) (noun) – a 

measure of economic activity in a country. It 

is the total value of a country’s annual output 

of goods and service. 

 Organisation for Economic Co-operation and 

Development (OECD) (noun) – 

Headquartered in Paris, France, the OECD 

was formed in 1961. It is an 

international organization where the 

governments of 36 member states with 

market economies work with each other, as 

well as with more than 70 non-member 

economies to promote economic growth, 

prosperity, and sustainable development. 

 interim (adjective) –  transitional, temporary. 

http://www.vanik.org/
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 OECD Economic Outlook (noun) – the OECD’s 

twice-yearly analysis of the major economic 

trends & prospects for the next two years. 

The Outlook puts forward a consistent set of 

projections for output, employment, prices, 

fiscal and current account balances. 

 projection (noun) – forecast, prediction, 

calculation. 

 likelihood (noun) – probability, chance, 

possibility. 

 nominal (adjective) – minimal, small,  

insignificant. 

 consumer price index (CPI) (noun) – it is 

defined as the change in the prices of a 

basket of goods and services that are 

typically purchased by specific groups of 

households. To put it simply, it tracks the 

prices of goods and services purchased by 

consumers. 

 inflation (noun) – simply meaning “cost of 

living”; increase of price level of goods & 

services and vice versa decrease of currency 

value. 

 headline retail inflation (noun) – it is a 

measure of the total inflation within an 

economy, including commodities such as 

food and energy prices. The CPI monitors 

retail prices at a certain level for a particular 

commodity. The change in the price index 

over a period of time is referred to as CPI-

based inflation, or retail inflation. 

 core inflation (noun) – it is a measure of the 

total inflation within an economy, excluding 

commodities such as food and energy prices 

(which change frequently). 

 given (preposition) – considering, taking into 

account, bearing in mind. 

 periodic (adjective) – regular, recurring, 

repeated. 

 liquidity (noun) – the availability of liquid 

assets; liquidity means liquid assets; cash; 

(liquid asset is an asset which can be easily 

sold/converted into cash without losing its 

value); a measure of activity (i.e. 

the ability to buy or sell easily) in a market. 

 GDP deflator (noun) – GDP deflator, also 

known as the GDP price deflator or the 

implicit price deflator, measures the changes 

in prices for all of the goods and services 

produced in an economy. 

 go up (phrasal verb) – increase, rise. 

 deflator (noun) – something which causes a 

reduction of price levels in (an economy). 

 imply (verb) – say indirectly, suggest,  

indicate. 

 revival (noun) – improvement, restoration, 

re-establishment, revitalization. 

 contract (verb) – decline, decrease, diminish, 

reduce. 

 fiscal stimulus (noun) – Government 

measures, normally involving increased 

public spending and lower taxation, aimed at 

giving a positive jolt to economic activity. 

 worsening (noun) – a worse situation; 

deterioration. 

 fiscal deficit (noun) – the difference between 

total expenditure and total income of the 

government. 

 erosion (noun) – disintegration, 

deterioration, decline, undermining/ 

weakening. 

 contractionary (adjective) – relating to the 

contraction of a country’s economy. 

 adverse (adjective) – unfavourable, 

disadvantageous, bad. 

 implications (noun) – consequence/outcome, 

ramification, repercussion. 

 pertain to (verb) – concern, relate to, be 

connected with. 

 buoyancy (noun) – vigour/strength, high 

level of activity, growth. 

 considerable (adjective) – reasonable, 

significant, substantial. 

 shortfall (noun) – deficit, inadequacy, 

deficiency, shortage. 

 short of (phrase) – less than. 

 make up for (phrase) – atone for, make 

amends for; offset, balance, neutralize. 

 denominator (noun) – the bottom number 

in a fraction; 3 is a denominator in 2/3. 

 additionality (noun) – the property/fact of 

being additional. 

 stimulus package (noun) – an attempt by the 

government to boost economic growth and 

save their country from a financial crisis by 

involving tax cuts, lowering interest rates and 

increasing government spending. 

 take into account (phrase) – consider, note, 

pay regard to, bear in mind. 

 compensation (noun) – payment, 

repayment, settlement (for loss/damage).  

 fisc (noun) – treasury, exchequer. 
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 reserve currency (noun) – a foreign currency 

that a government, central bank or other 

major financial institutions hold as part of the 

their reserves. 

 substantial (adjective) – considerable,  

significant. 

 take on (phrasal verb) – tackle, shoulder, 

bear, undertake (a responsibility). 

 debt (noun) – liability, financial obligation, 

borrowed capital. 

 move away from (phrasal verb) – change/ 

alter one’s ideas/beliefs and so. 

 monetisation (noun) – In general, it is the 

process of converting something (e.g. an 

asset) into money. 

 undertake (verb) – engage in, become 

involved in, take part in; begin/start,. 

 guard against (verb) – beware of, keep watch 

over, be alert to, take care for. 

 dilemma (noun) – quandary, predicament, 

difficulty. 

 go beyond (phrasal verb) – to go past 

something, to be more than something, 

exceed. 

 bring down (phrasal verb) – decrease, 

reduce, lower. 

 normalisation (noun) – the process of 

bringing something (relationship, ties) back 

to a normal condition after a war or 

disagreement.  

********************************************************************************** 

SALUTARY LESSON: ON THE VODAFONE CASE 
The Vodafone case shows why India should not undermine the faith of foreign investors 

Vodafone Group Plc has won yet another round in its 13-year-long battle with India’s tax 

authorities. On Friday, an international arbitration tribunal ruled that the Indian government’s 

efforts to claim more than ₹20,000 crore in tax (including related interest and penalties) from 

Vodafone using retrospective legislation was in clear breach of the ‘fair and equitable treatment’ 
protections afforded under Article 4(1) of the Bilateral Investment Treaty between India and the 

Netherlands. The ruling upholding the British multinational’s stand ought to end India’s protracted 

and often perverse pursuit of what at the very outset was a highly contentious claim. The dispute 

began in September 2007 when tax authorities served a demand on Vodafone International Holdings 

BV for tax that it said Vodafone’s Dutch unit ought to have withheld while acquiring the controlling 

stake in the erstwhile Hutchison Essar Ltd. from Hutchison Telecommunications International Ltd. 

Since the stake purchase transaction took place outside India between two overseas entities, 

Vodafone was emphatic from the start that it was not liable for any tax relating to the deal. 

Following a setback at the Bombay High Court, Vodafone presented its position to the Supreme 

Court, which ruled in its favour in 2012. In a move fraught with implications for all its international 

investment treaties, the government of the day, however, amended the tax legislation to give 

retrospective effect to its claims. This was the trigger for the U.K.-based company to seek arbitral 

recourse. 

For Vodafone, the legal win is at best a pyrrhic victory. After having spent about $11 billion in 

2007 for acquiring the 67% stake in Hutchison Essar, the telecom services provider has struggled 

with challenges that forced it, in November 2019, to write down the book value of its Indian holdings 

to zero. While the Indian operation has gained size and market share including through its merger 

with the erstwhile Idea Cellular — from, respectively, 44 million subscribers in 2007 to 305 million 

users, and 26.7% at the end of June — there have been continued losses in the face of intense 

competition and unviable tariffs. Add to the mix the substantial sum of money it owes the 

government in the form of adjusted gross revenue dues and the future fund requirements of a 

rapidly technologically evolving and highly capital intensive industry, Vodafone’s wariness to commit 

more equity to the Indian venture becomes understandable. The government must not seek to 

litigate the matter any further. The cost of doing otherwise will surely be bruisingly high, especially at 

a time when Prime Minister Narenda Modi spares no opportunity to woo foreign investment. Any 

failure to learn a salutary lesson from this loss would only serve to undermine overseas investors’ 
faith in India’s commitment to international treaties and the rule of law. 
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Meanings of Difficult Words : 

 salutary (adjective) – good, helpful/useful, 

beneficial, practical, valuable. 

 undermine (verb) – reduce, diminish, 

 impede, hinder. 

 arbitral tribunal/arbitration tribunal (noun) 

– it is a panel of one or more adjudicators 

which is convened and sits to resolve a 

dispute by way of arbitration. 

 retrospective (adjective) – backdated, 

retroactive, backward looking/ex post facto. 

 legislation (noun) – body of laws, rules, 

regulations, statutes. 

 breach (noun) – contravention, violation, 

breaking, non-compliance. 

 equitable (adjective) – fair, just, impartial. 

 bilateral (adjective) – involving two groups 

or countries. 

 treaty (noun) – agreement, accord, pact, 

compact, protocol. 

 uphold (verb) – support, confirm, justify; 

 maintain, strengthen. 

 stand (noun) – opinion, approach, posture, 

viewpoint, standpoint. 

 ought to (modal verb) – must, should. 

 protracted (adjective) – prolonged, 

continuous, extended, lengthened. 

 perverse (adjective) – illogical, irrational, 

unreasonable; wrong, incorrect. 

 pursuit (noun) – aspiration, quest, search. 

 outset (noun) – beginning, start. 

 contentious (adjective) – controversial, 

disputable, debatable, disputed. 

 serve (verb) – deal with, handle. 

 withhold (verb) – deny, refuse (to give), 

stop, hold back. 

 acquire (verb) – buy, obtain, take possession 

of. 

 stake (noun) – share; financial involvement, 

equity. 

 erstwhile (adjective) – old, previous, former, 

then. 

 entity (noun) – organization, establishment. 

 emphatic (adjective) – clear, definite, firm, 

decisive. 

 liable (adjective) – responsible, accountable, 

answerable. 

 setback (noun) – problem, difficulty, issue, 

complication. 

 fraught with (adjective) – full of, filled with, 

loaded with. 

 implications (noun) – consequence/ 

outcome, ramification, repercussion. 

 of the day (phrase) – existing, present at 

a particular period of time. 

 trigger (noun) – cause, reason. 

 seek (verb) – ask for, request, appeal to. 

 arbitral (adjective) – intermediary, 

reconciliatory, mediatory. 

 recourse (noun) – option, alternative, way 

out, possible course of action. 

 at best (phrase) – simply, merely, only. 

 pyrrhic (adjective) – (of a victory) 

meaningless, valueless/worthless, useless. 

 write down (phrasal verb) – reduce the 

nominal value/face value of stock. 

 book value (noun) – value of an asset. 

 holdings (noun) – possessions, belongings, 

valuables. 

 in the face of (phrase) – despite, 

notwithstanding, regardless of; when 

confronted with. 

 unviable (adjective) – not capable/feasible. 

 add to (verb) – increase, magnify, intensify, 

amplify. 

 mix (noun) – jumble, mess, confusion. 

 substantial (adjective) – considerable,  

significant. 

 owe (verb) – be in debt, be indebted, be in 

arrears, be obligated to. 

 dues (noun) – payment, contribution (which 

is (long) pending). 

 evolve (verb) – develop, progress, advance. 

 -intensive (adjective/usually in combination) 

– (in business) concentrating on a particular 

thing. 

 wariness (noun) – suspicion, distrust, 

mistrust, doubt. 

 venture (noun) – undertaking/involving (in a 

risky business). 

 litigate (verb) – dispute, take issue with, 

take a stand against (in a lawsuit). 

 cost (noun) – sacrifice, loss. 

 bruisingly (adjective) – hurtfully. 

 spare no time/effort (phrase) – do 

everything one could do (so as to achieve 

something). 

 woo (verb) – seek the support of, try to win, 

try to attract, pursue, persuade, coax. 
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