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Stimulus, Recovery and Exit Policy:
G20 Experience and Indian Strategy
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Ihere are large variations among the 620 countries in
their deceleration experiences, transmission
mechanisms and their current macroeconomic outlook.
In an integrated global economy, it is essential that the
major economies coordinate their policies. But
coordination does not imply simuftaneous stimulus
withdrawal from all 620 countries. Indeed. 2 phiased
withdrawal is probably the best quarantee against the
risk of a negalive global shock leading to anather
recession in the event of a simultaneous stimulus
withdrawal from all 620 countries. Hence, this paper
argues that each country needs to set the timing, scale
and composition of its stimulus withdrawal keepingin
mind its own magroeconomic cutlook.
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1 Introduction

€ prompt, coordinated global response 1o the Groat Rooes-
I son, even before the group of 20 (620) had formally emerged
as the main platform for global policy coordination in the
international financial architecture, was quite remarkable. Tt pre-
vented the poteatial transformation of the Grest Recossion into
#nother pratracted global depression like that of 1929, The worst
15 now over am! most econamices have turned around, some more
and others less. However, g2 policy coardination on policics to
exit from the stimulus has been less impressive. Differences re-
main, especially amony, the advanced G2o countries, about the
timing as well as the scale and compasition of policies 1o wind
down their stimulus packages. There are large variations among
the G20 counzries in their deceleration experiences, transmission
mechanisms and their current macrocconomic outiook. fence,
this paper argues that each country needs to set the timing, scale
and compuosition of its stimulus withd rawal keeping in mind its
own macroeconomic outlook. Tn an integrated global economy; it
is essendial that the major economies coondinate their policics.
Bur coordination does not imply simukaneous stimulus with-
drawzl from all 20 countries. Indeed, a phased withdraws! is
probably the best guarantes agains: the risk of 2 negative global
shock leading to another recession in the event of a sunuftaneous
stmulys withdrawal from all G20 countries. Section 2 of this
paper summarises the varieties of deceleration experience across
G20 countries. The key macrocconamic indicators of the G20 sre
discussed in Section 3 to classify these countries in terms of their
readiness for stimulus withdrawal. A stimulus withdrawal strat-

egy for India is then discussed in Section 4. Section 5 concludes.

2 Varieties of Deceleration Experience

Growth was adversely affected in all Gzo countries. However,
there were Layge varagons among them in the timing and severity
of deccleration; the timing, scale and composttion of stimulus
packages; and the response lag before they began to turn around.
We refer to the “deceleration” experience rather than recession
because as many as five our of 20 countries, or 25% of the G20,
continued (v register positive growth throughout the crisis
period, whike the others went into necession, in some cases 3 very
decp recession.?

The beginning of growth deceleration in each G20 country,
the point a1 which a stimulus package was first intraduced (in
some cases these were followed by a second or even a third
package), and the point at which the counts ¥ began its recovery
after bottoming out have been marked in Figure 1 (p 86), which
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Figure 1: G20 Countries: Growth Deceleration, Stimulus and Recovery Taath Tae 5]
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tracks the annualised growth rate for each quarter from 20061
Lo 2000Q1* Some countries like Indonesia, Saudi Arabia, Brazil,
and Argentinz did not experience any deccleration until the
last quarter of 2008, i ¢, after the collapse of Lehman Brothers
in September 2008. In other countries the Goe growth rate had
aclually started decelerating more than a year carlier, by
200702 or Q3.5 However, among them a distinction has to be
made between those countries such as the us and France,
where deceleration was triggered by their high exposure o

Tabie 1: G20 Ceuntries: Timing and Inteasity of Growth Decelerationand Recovery
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a sumulus package. The time it took for countries to turn
around in responsc to the stimulus and start their recovery var-
ied @ great deal. In nine countries recovery started within two
quartess after the sumulus was introduced, and in three quar-
ters in anocher five countries. In Turkey and Italy the response
was sharper, and recovery started within less than a quarter
after the stimulus was applied. At the other end of the spec-
trum, Spain did nor start recovering uncil six quarters after the
sumulus was introduced, and the lag was five quarters in the
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exrly events of the financial crsis, § e, the sharp rise in
sub-prime housing mortgage loan defaults in the us, and those
where deceleration was sct off by other factors such as the spike
in food and petroleum prices.

Collateral data on stock prace indices, capatal flows, exchange
rate movements, and anecdotal informacion on their limited ex-
posure to the us sub-prime mortgage loan market, suggest that
couneries like Australia and India belong to this latter category.
The initial decline in growth, triggered by other fctors, was kier
overlaken by the effects of the cisis. But the precise tme from
which the crisis started driving the decline remains a matter of
judgment. In our view, this shift occurred in 2008Q4 in Australia
and 2008Q3 in India.

The introduction of stimulus packages was closcly coordi-
nated. Most countries introduced their packages in the last
quarter of 2008, in the immediate aftermath of the Lehman col.
lapse. There are some outliers. Japan and Spain already had
stmulus packages in place by the second quaner of 2008. India
introduced its “official” stimulus package in 2008Q4. Bur its
real and much larger stimulus, in the form of a large planned
fiscal deficit, was already introduced in February 2008 in the
budger for 2008-0g, though it was not presented at the time as
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case of Australia and Saudi Arabia. The response lag was four
quarters in India and Indoncsia.

These differences in the time lag between stimulus and re-
sponss are alribucable w differences in the underlying economic
environment that may have impacted on the efficdency of the
transmission mechanism, differences in the size of the stimulus,*
and differences in the severity of the crisis in different G20 coun-
tries. The severity of the crisis in & country is frequently meas-
ured by the maximum ourput gap, the gap berween porential out-
put and actual oucpur, when the councry bottomed out. Howevwer,
potential output is known to decline in a recession (Zhang and
Zhang 2009) and there is some ambiguity about how best to
measure potential output in a rocession, heace also the output
Zap. In this paper, the severity of the crisis has been measured as
the absolute difference hetween the average annual growth rate
and the growth rste ot the bottom of the growth wrough in the
country. The average annual growth rate has been estimated
from 2004Q1 1o the last quarter before the country experienced a
sustained, usually monotonic, decline in growth rates. These csti-
mates are also presenced in Table 1. It tumns out that the decline in
growth, comparcd to the pre-crisis average annual growth rate,
hats also varied @ great deal. The smallest dedines of 1% and
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41%b were recorded in Indonesia and India respectively, followed
by 48% in China, At the other end of the range, the relative
decline in growth has been as much as 520% in the case of ltaly,
and 508% in the case of Japan. More than half of the G20 coun-
tries experienced growth deceleration in excess of 200%, most of
them being advanced countries. The two emerging ¢20 countries
that are in this group inchude Mexico (37:% decling) and Turkey
(314% decline).*

There were large variations in the dme taken for the stimulus
lo get transmitted to the level of real cconomic activity, partly
because of these large differences in the severity of the crisis #nd
partly because of differences in the size and composition of the
stimulus and other conditions. It is arguable that there would e
similar variations in tme kags for the reverse transmission when
the sumubus is withdrawn, since it would operate through the
same mechanism in reverse. However, other factors that may
have had an impact on the pace of the response may have
changed meanwhile, including the growth performance of indi-
vidual countries. Hence, vach county’s readiness for stimulus
withdrawal depends very much on its current growth, invest
ment climate and other mascroeconomic conditicns that impact
on the robustness or fragility of its recovery, Any “one size fits 211"
type praposition that all 6zo countries must simultancously initi-
atc withdrawal of the stimulus, or that nune of them is ready t
initiate such withdrawal, seems quite arbitrary and irrasional.
Enforcing any such herd behaviour on the G20 runs the risk of
either another global deceleration triggered by 2 G20 wide

Table 2: G20 Countries: Sedected Maoecenomic Indicators

negative shock of simultaneous stimulus withdrawal, or of uver-
heating and high inflation in the countries ready for stimulus
withdrawal if the withdrawal is postponed.

3 Readiness for Stimulus Withdrawal

An assessment of the readiness of different G20 countries to initi
=te withdrawal of the stimulus is, therefore, eritical for successful
G20 coordination on this issue. Selected macroeconamic indica-
tors of the 620 countries have been presented in Table 2. The per-
formance of # country in terms of exch of these indicators has
also been graded. The exercise is analogous to that which rating
agencics undertake 1o rate sovereign country risk, except that
our exercise is much simpler, and undertaken for purposes of as-
sessing = country’s readiness for withdrawal of the stimulus.

The countries have been grouped primarily according to cheir
growth performance, since recovery of output and cmployment
growth was the main objective of the stimulus packages. In gen-
eral, based on the growth performance. all the <20 countrics
have moved out of recession with positive growth in 2010Q3. In
the first group we have seven countries with high growth per-
formance, all of them being emerging economics. Growth rates
in these countries are well above 5% and in thres of them over
8%, They are clearly reacly for withdrawal of the stimulus. In
some of these countcries, e g, India, such withdrawal is sven
urgent because the inflation rate (cw) is high. Withdrawal of the
stimulus in India is also urgent because it has  large primary
deficit (central and state governments combined) and a large
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public debt in excess of 70% of Gor (1MF definition), though the
sovereign external debt is quite modest, The health of the finan-
cial sector, reflected here in the ratio of non-performing loans, is
quite robust in [ndia. This allows room for monctary tghtening,
in addition to fiscal consalidation, without much riskof 2 collapes
of the financial sector.

An interesting case in this group of countzies is Turkey, which
was one of the worst affected by the crisis (Table 1). It has re-
corded neary 12% growth in 2000Qn, although this moderated 10
the pre-crisis Jevel of about 5.5% in 2010Q3, implying a very
sharp *v" shaped recovery. This is pardy due 1o its 1mF assistancs
program. Inflation continues to be high in Turkey, making stimu-
lus withdrawal both feasible and urgent. The primary deficit is
quite medest in Turkey, as also its public debr, and soversign ox-
ternal shore-term debe is negligible. However, it has = high pro-
portion of non-perfurming loans, highest among the seven coun-
tries in this group, which suggests that stimulus withdrawal ini
tially could focus on fiseal measures, without too much pressure
on the munetary-financial side. Argentina is another high growth
emerging economy with high inflation, which makes stimulus
withdrawal urgent. While it has 2 primary surplus, and 2 moder-
ate public debe-coP ratio, a fairly large part of public debt is shore-
term external debr, which reinforces the case for further fisesl
strengthening at an carly date.

Next we hisve a group of 10 countries with moderate growth
performance and moderate or low inflation cxcept for Russia thas
has an inflacion rate of over 8%, implying there is no immediate
urgency to withdraw their stimulus packages. If such growih is
sustzined, then these countries could also move towards with
drawal of the stimulus. This may be particularly important in the
casc of Japan, which has a large primary deficit, over 8% of Goe.
on top of a very high public debt-aor ratio, much larger than for
#ny other G20 country, a significant proportion of which is short
term external dede United States has the largest primary deficit
of nearly 1% of GoP and a high public debt-cp» ratio, which is
projected to rise further. Also, it has a very high ratio of shors
term sovereign external debt oo reserves. This would bave raised
very serious concerns about solvency, but for the fact that the
dollar happens to be the world's reserve currency. Inflation is
high in Russia at over 8%, but it has a very Jow public debt-cor
ratio, with a negligible external debe component and a weak
financial sector, as reflected in a non-performing loan proportion
of above §%.

Next, we have a group of three low growth countries, France,
lialy and Spain. It woukl be premature 1o withdraw the stimulus
in these vountries, since the prospects of sustained recovery re-
main uncertain, Also, none of these countries is subject to strong
inflationary pressures at present. On the other hand, these coun-
tries have a large public debr stock, and a significam portion of it
is short-term external debt, raising concerns about solvency, The
situation is potentially challenging for France, which also has a
high public debt-Gor ratio, projocted 1o grow further because of o
large primary deficit and very large short-term sovereign exter-
nal debt liabilitics. one of the highest among all G20 countries.
Similarly, in Spain where output growth is still negligible, the
public debr-coe ratio is huge snd is projected 1o rise further
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because of a large primary deficit of around 8% of cop. The ratio
of short-term sovereign external debt to ressrves is around 270%.

To summarise, the broad stylised facts are as follows. Barring
some outliers such as South Africa and Saudi Arabia, most of the
¢merging G20 countries are growing quite rapidly and ready for
withdrawal of their stimulus packages. In some of thess coun-
mies stimulus withdrawal is also urgent because they have high
inflation. In most cases, the wit hdrawal needs to focus on the fis-
cal side. But in some high inflation countries like India, which
have 2 robust financial sector with adequate bank cspitalisation
and low non-performing loan ratios, there is a strong case for
monctary tightening as well. In most of the advanced 620 coun-
tries, on the other hand, the recovery of growth is still moderate
with manageable inflation. Hence, withdrawal of the stimulus
would be premature. Continuing weaknesses in the financial see-
tor raise the risk of double dip recession if there is premature
monetary tightening in these countries. On the other hand, many
of them have high public debe ratios that arc rising rapidly be-
cause of large primary deficits, which raises concerns about deb
sustainability in the absence of carly fiscal tightening. Moreaver,
in some cases the shore-term external component of this debe is
also very high compared to reserves, mising concerns about their
solvency — some of which has already been reflected in interna-
tional financial markets.

The ongoing debate about stimulus withdrawal has to be seen
in the context of this background, particularly the challenges be-
ing faced by some of the advanved Gzo countnes. Much of the
debate has focused on the dilemma being faced by several ad-
vanced G20 countries. There is a consensus to move cautiously on
the monetary side becase of ar least three reasons. Firsy, it is
paossible thae significant asset losses have not yet been discovered.
Second, central banks may find it difficult to quickly unload the
assets acquired in the course of extraordinary measures to shore
up the financial market at the height of the crisis. Third, sudden
monetary tghtening and a sharp increase in interest rates could
adversely affect the yield curves of banks that may be borrowing
short and lending long (Giavaizzi 2010; Minegeshi and Cournede
20101 IMF 2010a).

Tadls 3:Deterioration m Fiscal Balances and Debt Position in G20 Comtries 2007-10
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gap between past average growth and the current actual growth
rate is modest, even though the exiernal demand for Indian ox-
ports has not revived. Second, there are strong inflationary pres-
sures in India which require fiscal compression to support mone:-
1ary tightening. Third, both the fiscal deficit and the public debt
stock in India are quite high. According to the mr Fiscal Monitor
(¥ zo10d), the cyclically adjusted (ca) fiscal deficit for India in
2009 wits 10.5% and it is estimated at 9.2% for 2o010. This is more
than double the average for emerging G20 econvmies (Table 3).
India also has a high public debt-Gue rstio of 69.5%" compared 1o
an average of only 37.4% for emerging G20 countries. Most of this
debe is internal, with little impact on India's solvency on the ex-
ternal account. However, servicing this debt consumes a high
proportion of revenue, thereby crowding out other spending that
could promete inclhusive growth.

Thus, there are compelling reasons to withdraw the fiscal
stimulus along with the withdrawal of the monctary stimulus
that is already underway. For the medium term, the government
has accepred the fiscal consolidation recommendations of the
Thirteench Finance Commission (Table 4). The commission has
recommended that the fiscal deficit should be reduced from
a.5% of GDF in 200¢-10 10 5.4% in 2014-15. The commission has
also recommended separate targes for the central and stare
guvernments. For the central governmens, it has recommended
that the revenue deficits should be eliminated and capital

Tabie 4: Ceasolldated Fiscal Reform Path of the Centre and Status % C0F

s NS0 0T 012 NTATI 14 TN
Fi_»::c_ldd’i'i —slales 15 20 15 ) 14 24
fiscaldefica — centre 68 57 48 42 30 30
Nee central loans w0 states w 00  an 00 00 a0
Ageregare fical deticir QSNCRARS PR HF A SRS
Dbl slexk = slales 27 266 260 155 M8 M3
Deotstock  centrs 542 539 52§  SO5 475 443
Qurstanding contral loans to states P 2 20 o i Y- R V-
Souwrce. Thimmeenth Finaece Commindenr AN3=1% Lazle 2.7, p 141
Tabla 5: Impact of Tax Infermation Network on Income Tax Revenue
Tous Actad lewree K Bdodegthc A e otiecneas Ty
hoee Inconee T [ttt IIN fovrssccz i TN
O [ 14=106AT- IIDT
2003-04 104947 410691 W3
2004 05 341848 LI7.0867 13
200506 164,506 1,385,005 s
200507 2,792,007 1678918 20.1
207-08 2.95.555 1.99,9202 323
2008-0% 31841 ZALI434 ME

S0urce. 1 wmanad trom the Regresuan | uaticn

expenditures should be increased by 2.4 percentage points dur-
ing the period. In the case of the states, those with revenve
surpluses in 2009-10 are required to maintain the surpluses and
those with deficits are required to eliminate them, such that the
consolidated fiscal deficit of the states in 2014415 is limited to
2.3% of cDP.

The essential logic of che finance commission recommenda-
tions is o combine fiscal consolidation with high growth by re-
ducing the fiscal deficit while preserving growth prometing
capital expenditure. This is to be accomplished by a gradual
climinasion of the revenue deficis, i &, 2 compression of revenue
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expenaditure.? There is a Jong held view that in India public in-
vestment crowds in private investment. Supporting evidence oa
the strong multiplier effects of gevernment capital expenditure
compared 10 current or revenue expenditure is provided by Dis
(2007} and more recently Guimaraes (2010). The latter estimates
the inirial muldplier for current government expenditures at 1,
which declines to 0.5 after four or five quarters. In contrast the
estimated multiplier for capital expenditure is greater than 1 ini-
tially and remains so cven after 16 quarters. Recent simulation
exercises by Mundle, Bhanumurthy and Das (2010) also confirm
the strong multiplier effect of government capital expenditure
viat the crowding in of peivate invesument. Additionally, over the
medium-term infrastructure investment can also case capavity
constraings on the supply side in a country like India, where poar
infrastructure is often a binding constraint on growth.

The main fiscal challenge in India today is to combine the
finance comnussion’s emphasis on capital expeaditure preserving
fiscal compression, i e, compressing revenue expenditure, with
the present government’s cmphasis on inclusiveness promating
public expenditure on cducation and health. Public spending on
education in 2000-10 relitive 10 Ghr was about 31% as against
the Nasional Common Minimum Programme (NCMP) target of
6% and on hesltheare it was 1.2% as against the NowP target of
3%. This implies chat public spending on human development
will have 1o actually increase by 3-4% of Gor in the medium term.
Similarly, ensuring food security to all could infrease the outlay
from the prevailing 0.8% of apr 1o about 1.5% of Gor in the me-
dium term. Thus, there would be additional expencliture require-
ment of a1 least 5.4% of cor for human development and social
protection by 2014-15. This is in addition to the 2.4% of cor in-
crease in government capital expenditure recommended by the
finance commission. In other words, the expected bill of addi-
tional expenditure to achieve high and inclusive growth would
add up to about 7.8% of cor over the medium term.

This expenditure programme has to be somehow made con-
sietent with the fiscal consolidation targets. Fiscal adjustment in
2009-10 was relatively easy for the central government because
of the sutomatic eliminstion of large one time expenditures of
the previous year on payment of arrears following pay revision in
¢overnment and commitments oa loan waivers, There were also
significant one time non-tax revenue receipts on account of the
first telecom spectrum sale and divestment of public sector equity.
This is again true for the current year 2010-11, the base year of
the finance commission reference period, chanks to the very large
one time receipts from telecom spectrum auction and a buoyant
trend in revenue from direct taxes and customs duties, However,
for the next four years the fiscal consolidation effort will have 1o
be much more concerted if the finance commission Largets are 1o
be met along with the increase in spending necassary to meec the
requirements of high and inclusive growth.

Thus, maintaining the growtl momentum and ensuring inclu-
siveness in the growth process would require additional govern-
ment spending of about 72.8% of coe over the medium term. In
addition, aceording 1o the fiscal consolidation plan of the finance
commission, compared 1o 2009-10 the fiscal deficit will have o
be reduced by 4 percentage points to Gop by 2014 15. Financing
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addidonal expenditures of this magnitude, while at the same
time: achicving the deficit reduction target set by the finance
commission, will require bold measures both on the expenditure
side as well as on the revenue side.

The most important reform the government will have to intro-
duce on the expenditure side is to drastically reduce explicit and
implicit subsidies. Mundle and Rao (19o1) estimated that the un-
recovered cust of providing social and cconomic services
amounted 1015% of Gop in 1987-88. Other studics that have follo.
wexd (Mundle 2007) suggest that this proportion, if anyching,
may have increased. There is cortainly a strong case for revising
user charges on non-public good or non-merit services, revising
administered prices in line with the marker for several public
monopolies, end targeting food and fertiliser subsidies along 1he
lines indicated in the Economic Survey 2009 0. At the state level,
amajor problem continues to be the burgeoning kosses of electric-
ity utilities arising from free and unmetered supply of power to
the farmers. This hsemorrhage clearly needs to be plugged. How-
ever, though cconomically rational, it is not politically easy to
raise substantial resources by levying user charges on non-meris
non-public gouds and services. Assuming, optimistically, that the
government is able to compress unintended subsidies and raise
resouTves from user charges to the tune of about 3% of os, this will
require an additional 8.8% of Gor to be mobilised on the revenue
side over the medium term to achieve the fiscal consalidation
target. The finance commission recommends that the central
government should raise about 1% of Gor from disinvestment of
public scctor equity. If the plan of divesting up to 10% of public
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enterprises equity is implemented, it may possibke to meet this
goal. This will still require rsising additional resources amouns-
ing to about 7.8% of GpP from direct and indirect taxes.

In this context, the two major tax reform initiatives, the enact-
ment of direct taxes code and the introduction of goods and serv-
lces tax (GsT) are extremely important. On the former, with the
government withdrawing many of the base broadening measures
carlier envisaged, additional revenue mobilisation in the shore
and medium term may be difficult, though simplification of the
laws is likely to reduce arrcars from litigations. The most
impartant tax reform for additional resource mobilisation is in-
troduction of the GsT. If a broad-based GsT is introduced, sup-
porwed by = good technology platform to track input tax credit
and interstate transactions, it may be possible to generate signi-
ficant additional revenues. It should be noted in this context tha
a major faczor which contributed 0 significant fiscal consolida-
tion during the period 2003-04 to 2007-08 was the spectacular
growth of income tax revenues. On average, income tax revenue
increzsed 2t over 30% per year. As a proportion of Gor, the reve-
aue from personal and corporation income taxes increased from
3.8% in 2003-04 10 6.5% in 2007-08 (Table 5, p 91). This was
partly ateribuzable to general buoyancy of the economy, buta sig-
nificant proportion was also due to the application of new tech-
nology through the introduction of the clectronic tax information
neawork (Tin). -

The impact of this innovation on tax rewnucsrhas been esti-
mated by regressing the revenue from income tax on GoP from
non-agricultural incomes in a log-linear regression model over
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the perid from 199¢-91 to 200910 with dummies introduced 1o
capture the impact of vin. Dummy variables were specified for
both the intercept and change in the slope from 2003-04. The
regression results are summarised below:

La (Y) = 62323 + 1.2214 Ln (NAGDP) —3.9290 D1

(=14.27) (38.16) (-3.24)
+ 0.2761 D2*Ln(naGDe)
(3.40)
(Adj R-squared — 0.007  F(3,16) = 2081.31
Y « Direct tax revenue; NaGpp - Non-agricultural Gog;

D1 = Intercept Dummy for technology from 2003 o4; Dz - Slope
Dummy for technalogy.

The regression coefficient of the slope dummy is positive and
significant. The analysis shows chat buayancy of income tax rev-
cnue with respect to non-agriculrural enr increased from 1.22 for
the period prior to the introduction of T o 1.50 for the periad
after its inroduction (Figure 2). The application of ix techno-
logy Jed to an increase in the probability of detection, and this
significantly increased tax compliance. Not surprisingly, the rev-
cnue from income tax as a ratio of GDP increased by 2.8 psints in
Just four years. These resules underscore the importance of tech-
nology in tax administration. The introduction of GsT, if Sup-
ported by a good technology platform, could raise tax compliance
significantly, and perhaps make it possible to increase the tax-
GoP ratio by around 3 percentage points.

Even with these reforms in expenditure and revenue there will
still be a shortfall in the revenues required 1o meet the finance com-
mission's target of reducing the fiscal deficit 1o 5.2%, raise the alln-
cations relative tw Goe for capital expenditure and ako for educa
tion and health as indlicared in the Newe, There i « trade-off be-
nween these three fiseal policy priorities. Rerhaps, instesd of load-
ing the entire burden of adjustment on only one of these prioritics
it may be appropriate to allow some adjustment of all three. Seetle

NOTES

“

In Indie, foe example, the dexvleration had stare:d

for 4 slightly lower Jevel of social sector spending than g% of GDP,
a slightly lower share of capital expenditure than the 2.4% of Gop
addidonal spending proposed by the finance commission, and
allow for a slightly higher fiscal deficit than thar proposed by the
finance commission.

5 Conclusions

There were large variations in the timing and ntensity of growth
deceleration and the recovery lag of G20 countries following the
financial crisis of 2010. This variety of deceleration expericnee
suggests that “a one size fits all” approach to withdrawal of the
stmulus woakd be flawed. In face, the negative shock of such a
simultanecus withdrawal of the stimulus from all G20 countrics
could seriously raise the risk of double-dip recession. Instead, it is
essential that the programme for stimulus withdrawal be tailored
to the specific circumstances of each ;20 Country As it turns our,
barring some outliers, most emerging G20 coonomies are ready
for withdrawal of the stimulus, and in some cases it is even urgent
because of high inflation and other factors. In CORTrast, most ad-
vanced G20 countrics are not yet ready for stimulus withdrawal.
Recovery has been tentatve in most of these countries, and some
of them are sdll in recession. Ar the same time, the existing high lev-
cis of public debt, induding external sovereizn debt, and the debt
dynamics of large primary deficits make it difficult to postpane
fiscal consclidation without nisking unsustainable leyels of debt.

To deal with this dilemma, several strategies have been pro-
posed, especially the introduction of reforms in entitlement
spending such a pensions and health expenditure that would
cndogenise future expenditure reversals without immediately
withdrawing the stimulus. This discussion of approaches w ad
dress the dilemma of the advanced G20 countries, however, is not
very relevant to countrics like India that are not oaly ready for
withdrawal of the stimulus, but urgently need it o curb over
heating and high inflstion. Apart from gradual withdrawal of che
monetary stimulus, India has also initiated a strategy of fiscal
consolidation with high growth as proposed by the Thirteenth
Finance Commission. Essentially, it cncails phased reduction of
the fiscal deficit, while preserving and even enhancing growth
promoting capital expenditure.

The main fiscal challenge in India today is to combine this
strategy with the Nemr of the present government that focuses on
enhanced social spending 1o make growth more inclusive. De.-
spite strong reform measures on both the expenditure and reve
nue side, it Turns out that a realistic programme of fiscal consoli-
datson with high and inclusive growth may require some down-
ward adjustment in all these three fiseal priorities.

constinates » stimules, Tedhsically, on the fiseal

LN

Spiz 15 being counted 35 cae of the G2o. TRough
R nol amung e origins]l Gro, 1 has bern
avending G20 setings with he ety
cocupying 1he U7 chair 3s keading the KU delega-
tion vacating 1= counlyy chair for Spein i
wach meecing.

This & the sz qoarzer lor which dam on grewth
eaten are dilabie for most G20 coustries in our
source, INF (2a10e] 3t the tiss: of wrinzg. For a
few countries the daca are svailable onty up 1o
200903 of 2004,

in 200702 bul war moch shurper after the
Lelumsn crisis.  Om rhis point wee Baksbit {2oug)
and Makbetjer (ro00) amoag vibers,
The size of the stimubes and s enmperdtion =
lerent Gro countries hss been presented in
Appendix A (p 94). Lowerer, the duty presesced
here s been compiled frum mulripie sources
and has to be handled with esation. Differen:
packages have cuntizzed o be intenduced from
time 10 ume, With sime countries huvisg several
gockages. Parther, there is ambéguity sbows what
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nde, any increxoe = public expendinare 5 a
seimulus, even if # is fully finaneest by aidditonal
revenes, because of the talanced badges mults
plies, In acroal faer simulys packages im most
oiuntrics have typically imvolved large deficits.
Howewer, large bodger deficity have oot always
been counted 3y part of the stimulus package. s
for mnstance in the se of Indins FY 2008.00
bodget cned above. Simiardy, on the monetary
szl financiad sce, any policy nrervestion thar
CIMLUrypes ITCALr private spending, whether it
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lowers i cest of fusds o razses che valoe of rexl
balazces, 15 2 pas of the stimulus bur these have
nut always been officially deen recurded 2z such.

S Forananalyss of cross countzy dilferences i the
Impacs of the financial cnss see Berkmen, Gelos,
Rennhack sed Wilsh (2009).

¢ Foran asalyss wrxl definition of fiscal space in
terms of the projectent level of poblic debe based
oa debe dyzamics simulation, compared to the
salerahie levels of public debr see Osiry, Ghh,
Xim, and Qureshi (2030). Also see Fresdinen
Kumbef, Laxton, Mir, aml Mursula (2009).

7 SecthediscussHon mn Section > v

&  Esumaced on e leoie of the infocmation connast
in “Cevernmers Debe Stacus sl Reod Ahead”,
Minsoy of Fiance, Guvernment of India, 2010,

v Tor the model stmulatices underlying this logic
see Mundle, Bharmrmarchy and Das (o).
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