
IMF Report emphasises on fiscal consolidation rather than stimulus 

Brickwork Ratings, Mumbai, 06 January 2020: The declining investment, stagnant exports and rising 

unemployment on the eve of budget presentation pose formidable challenges to the Finance 

Minister in formulating the budget. The reforms so far have yielded little and despite reducing 

the policy rate by 135 basis points, its transmission has been sluggish and impact is marginal. The 

crucial question is whether she can afford to deviate from the fiscal restructuring path laid down 

by the FRBM Act to provide the stimulus to prop up the declining consumption and investment 

climate as also the ambitious announcement made regarding infra spending. As it is, it will be 

very difficult to conform to the fiscal deficit target of 3.3% for the current fiscal laid down in the 

budget due to likely shortfall in revenue collections from the projected figures. Despite the 

additional transfer of surplus from the RBI, the commitments for recapitalisation of banks and 

companies such as BSNL/MTNL has put enormous pressure and it is quite likely that there will be 

slippage in the deficit estimates, resort to more off-budget financing of expenditures or 

substantial compression of revenue and capital expenditures. During the first half of the year, 

public administration was the main contributor to growth and the growth of GVA from the 

remaining sectors averaged just about 3%. Thus, retrenchment of government expenditure is 

likely to exert even more pressure and put risks in achieving the whole year growth of 5% 

estimated by the RBI. 

Given the subdued global and domestic environment, lingering twin balance sheet crisis and the 

relative ineffectiveness of monetary policy in the short term, most observers consider that the 

time is opportune for providing substantial fiscal stimulus for reviving the growth environment. 

With both private consumption and investment engines stuttering, exports stagnant and with 

financial sector continuing to be dragging its feet and reluctant to lend and corporates reluctant 

to borrow, it is argued that the only way to lift the economy is by the government giving a large 

fiscal stimulus. However, the IMF Article IV Consultation document released in December 

continues to argue for continued fiscal consolidation. It expects the growth to rebound due to 

the lagged effects of accommodative monetary policy, actions to facilitate its transmission, 

ensuring liquidity, greater clarity on corporate and environmental regulatory uncertainty and 

additional support by the government to augment rural consumption through programmes like 

PM-Kisan. For the future, in the baseline scenario it expects the growth to accelerate to a 

medium-term potential of 7.3% on continued commitment to inflation targeting, gradual macro-

financial and structural reforms including the lagged effect of earlier reforms such as 



implementation of the Goods and Services Tax (GST) and the Insolvency and Bankruptcy Code 

(IBC). In the ambitious reform scenario, it wants the government to continue with aggressive 

fiscal consolidation to contain the general government debt at 60% of GDP from the present level 

of 69% by 2024-25. In addition, the report recommends continued clean-up of bank balance 

sheets complemented by strengthening of PSB governance and regulation and oversight of 

NBFCs and market reforms to enhance labour market flexibility, formalising the economy, 

improving employment opportunities, enhancing competition and reducing the scope for 

corruption.  

Thus, the IMF is clear in stating that the government should continue to undertake aggressive 

fiscal consolidation and unequivocally states that fiscal stimulus should be avoided to reduce 

fiscal dominance which has led to financial repression. The report is categorical in stating that 

the “fiscal space is at risk” and there is no scope to provide fiscal stimulus at this juncture. 

According to the report, the growth impetus should essentially come from monetary policy and 

structural reforms. In addition, it recommends that the immediate focus should be to make more 

realistic revenue projections, enhance fiscal transparency and make the budgetary coverage 

more comprehensive to avoid off budget borrowings. It cautions that although the Central 

government has adhered to the headline fiscal target, it is mainly by resorting to off budget 

borrowings. More importantly, it cautions that the public sector borrowing including those of 

local governments, has remained high.  

Irrespective of whether it is decided to provide fiscal stimulus or not, the IMF report has strong 

recommendations to focus on to (i) make the revenue projections more realistic and (ii) enhance 

budget transparency and budget coverage are noteworthy. It is important to clearly bring out the 

actual fiscal deficit and taking that as the base, lay down a credible consolidation path to reduce 

the debt.  

The experience shows that the government on its own does not seem to practice realism in 

projections nor concerned about transparency and comprehensiveness in coverage. It is precisely 

for this reason that the time is opportune to think of an institutional monitoring mechanism by 

establishing an independent Fiscal Council reporting to the Parliament by amending the FRBM 

Act as recommended by the Fourteenth Finance Commission. Besides monitoring the progress 

in fiscal consolidation, the Council can report to the Parliament on three important issues namely, 

evaluating the realism of the forecasts, bring out off budget transactions to ensure greater 

transparency and realistically make cost estimate of various schemes and programmes 

announced by the government from time to time.  
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