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Worsening of debt sustainability indicatorsto
2002 levels may drive fiscal conservatlsm

INDO-ASIAN NEWS SERVICE
NEW DELHI, 30 JANUARY

A peak level of India's pub-
lic debt/GDP ratio at 91.7
per cent, near doubling of
combined fiscal deficitin the
aftermath of the pandemic
averagingat 12 per cent, and
worsening of debt sustain-
ability indicators to the 2002
levels may be driving fiscal
conservatism, JM Financial
said in a report.

However, we see greater
chances of moderating fiscal
support from both the Cen-
treand the states. Gol's spend-
ingin the proportion of Bud-
get estimates is already
restrained tolevels that were
last seen during the peaks of
the economicboomin FY07-
08, the report said.

Thus, the FY23 Union Bud-
get may bet heavily on private
sector revival as we saw after
2003 even as it targets con-
servative spending. The risk
is that premature fiscal con-
servatism may prove to be
counter-productive if the pri-
vate sector does not recover
adequately enough, the report
said.

T

FY22 fiscal management
is wedged between addi-
tional spending of Rs 3 tril-
lion on top of the budgeted
Rs 34.8 tn (free food pro-
gramme, Air India dues, fer-
tiliser subsidy, MGNREGA,
export arrears, etc), and short-
fall in inflows (excise duty cuts,
delay of 5G auctions and a sce-
nario where despite the reit-
erated intent of the govern-
ment, the BPCL divestment
and LICTPO are not completed
by fiscal year-end), the report
said.

While the additional
spending would have meant
ahealthy43 percentYoYrise
in productive spending (i.e.
adjusting for the FCI loan

rep ayment in March 21),
chances are high thatnotall
of this may be spent. This is
because the Centre's spend-
ing is already lagging with
FYTD22 (Apr-Nov'21) spend-
ing ex-interest payments (IP)
growing modestly at 6.0 per
centYoY. Thus, only 60 per cent
of the budgeted target has
been spentso far, which is sig-
nificantly lower than 70 per
cent during FY16-FY20 and
nearly equal tolevels seen dur-
ing boom times of FY07-08,
JM Financial said.

If indeed the budgetary
inflows do not materialise,
some part of the additional
Rs 3 tn may be subsumed
within the overall budgeted

spending by cuts in spend-
ing on some components.
Thus, the slippage on Gol's
fiscal deficit/GDP for FY22
may be amarginal 10-20 bps
higher than the budgeted 6.8
per cent. Additional spend-
ing will, however, still mean
higher expenditure growth
during the residual months
of FY22 than YTD 6 per cent
YoY.

Sustainability concerns
may prompt Gol to lower
FD/GDP target at 6.4 per
cent in FY23.

Until the pandemic, the
Centre's liabilities ratio has
beensteady even asitwasris-
ing for states, thus, keeping
overall debtlevels moreorless
constant. However, following
the pandemic, India's com-
bined government debt/GDP
ratio hasrisen to 91.7 per cent
(FY21), similar to peers.

Keyindicators for the Cen-
tral government liabilities
indicate rising discomfort.
Thus, given the fiscal con-
servatism already visible, we
expect the Union Budget to
provide greater details on
the pace of future fiscal con-
solidation path, the report said.




