
 

1 

 

25.01.2022   Tuesday 

 

Helping Indian economy down the road to recovery 

An accommodative 

stance on public 

spending in budget 

holds key to 

economic revival 

Highlights:  

1. As per the recent 

GDP estimates, 

the Indian 

economy will 

grow at 9.2 per 

cent in 2021-22. The nominal GDP is estimated to grow at 17.6 per cent.  

2. The country’s growth trajectory will, however, largely depend on the 

government’s fiscal policy that must account for the limitations of the 

monetary policy in triggering a recovery. 

Monetary policy limitations: 

1. The central bank has adopted a “whatever it takes” stance to deal with the 

pandemic. The status quo has been maintained on key policy rates over several 

monetary policy committees (MPC) decisions.  

2. The liquidity-related stimulus policies implemented so far have had a low 

multiplier effect. This also implies that credit-related policies alone cannot 

lead a country out of the macroeconomic crisis.  

3. However, absorbing the excess liquidity that was injected as part of the 

pandemic response to stimulate the economy is necessary as there is the 

possibility of an increase in non-performing assets (NPAs). 

4. There is mounting pressure on the RBI/MPC to increase the interest rates 

against the backdrop of taper tantrums and the possible interest rate hikes by 

the US Fed to prevent a capital flight.  

5. Globally, central banks have started increasing interest rates. However, no 

firm decision has been taken in India as an increase in the rate can affect the 

recovery. 



 

2 

 

25.01.2022   Tuesday 

 

6. Inflationary pressures are also mounting. The Wholesale Price Index (WPI) 

inflation has risen to a record high of 13.56 per cent in December 2021 as per 

the Ministry of Commerce and Industry’s data.  

7. At 5.59 per cent in December 2021, the Consumer Price Index inflation, 

though within the comfort zone of the inflation-targeting framework of 4 per 

cent with a band of plus/minus 2 per cent, is closer to the framework’s upper 

threshold. 

Fiscal Policy is Key: 

1. Given these macroeconomic uncertainties, maintaining an accommodative 

fiscal policy stance in the upcoming Union budget is crucial for a sustainable 

recovery.  

2. The fiscal deficit as a percentage of GDP is expected to decline from 9.5 per 

cent in 2020-21 to 6.8 per cent in 2021-22.  

3. Any attempt at fiscal consolidation at this juncture through compression in 

capital expenditure can adversely affect economic growth. 

4. Public investment in infrastructure is a major growth driver. Bringing down 

the fiscal deficit to threshold levels can be detrimental to the recovery.  

5. The plausible “fiscal risks” arising from mounting public debt and deficits 

need to be tackled with a medium-term roadmap of fiscal consolidation, as an 

immediate deficit reduction can affect the recovery process.  

6. Considering that the impact of a credit-linked stimulus on the economy is 

limited, the significance of fiscal dominance cannot be underestimated. An 

accommodative fiscal stance to nurture recovery is critical at this juncture. 

 


