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HE GOVERNMENT 
has taken the initiative 
of fighting the fiscal 
de f i c i t  r educ t ion 
battle by unveiling 

a medium-term road map with 
the Union Finance Minister Mr 
P. Chidambaram announcing 
on October 29 his unequivocal 
commitment for fiscal consolidation 
as “the top of the list” on the agenda 
to bring the economy back on 
the  rails of the high growth path.  
India today is faced with the twin 
deficit, the current account deficit 
and the fiscal deficit. The second 
quarter review of monetary policy 
by the apex bank also highlighted 
the dangerous repercussions of the 
twin deficit on the economy if left 
unattended urgently.

The government is resolute 
to address the twin challenges 
of current account deficit (CAD) 
and fiscal deficit. In 2011-12 the 
CAD climbed to $78.2 billion 
or 4.2 percent of gross domestic 
product (GDP). Now the Finance 
Ministry in consultation with the 
RBI has projected a CAD of $70.3 
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On the fiscal  
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projected at 2012-
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the final year of the 
Twelfth Five year 
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billion in 2012-123 or 3.7 percent 
of GDP with the government fully 
being sure of financing fully the 
CAD through capital inflows, a 
substantial part of it would be in the 
form of foreign direct investments, 
foreign institutional investments, 
thanks to a raft of reform measures 
announced in mid-September 
and through external commercial 
borrowings.  

On the fiscal deficit, the roadmap 
lays stress on bringing it down from 
5.3 percent projected at 2012-13 to 
three percent of GDP by 2016-17, the 
final year of the Twelfth Five Year 
Plan.  Though this roadmap is a bit 
stretched one than the ones given by 
the 13th Finance Commission and 
the Kelkar Committee Report on 
fiscal consolidation which projected 
the pruning of fiscal deficit to 
three percent of GDP by 2014-
15.  Nevertheless the fact remains 
that the government is determined 
enough to make its efforts bear 
fruit on the fiscal consolidation 
programme in the medium-term.   
It would also not be out of context 
to note that the country’s fiscal 
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deficit in the first half of the current 
fiscal stood at 65.7 percent of the 
budgeted amount, thanks to higher 
revenues and better management 
of expenditures. The Finance 
Ministry has also put in place 
stringent expenditure monitoring 
measures to contain expenditure, 
including a mandatory cut of 10 
percent in non-plan expenditures. 

It would be germane to go 
back to the report of the Kelkar 
Committee. It was appointed 
by the Government to come 
out with a credible fiscal deficit 
reduction  programme when there 
was the avalanche of accusations 
that the government remained 
unconcerned in the crucial domain 
of policy implementation in 
launching the second generation 
of economic reforms. Hence in 
the middle of September this year, 
the government shed its earlier 
reticence by unveiling a series 
of economic and policy reforms. 
Designed to re-establish i ts 
credentials as the original architect 
of India’s economic and trade 
policy liberalisation, the welter of 
activities by the government were 
purported to rev up the economy 
and to guard itself against the ire 
of foreign institutional investors. 
The Government also lost little 
time to release a report to justify its 
seriousness over the growing fiscal 
deficit problem. Chaired by the 
distinguished economist Dr Vijay 
Kelkar with Indira Rajaraman 
and Sanjiv Misra as members, the 
report outlining a roadmap for fiscal 
consolidation in a medium-term 
framework stirred up a hornets’ 
nest by focussing on slashing 
fuel and food subsidies, besides 

recommending the rationalization 
of plan expenditures. 

In a foreword to the report Dr 
Kelkar stated that “while proposing 
a frontal attack on inequitable 
subsidies, we have kept in mind the 
need for maintaining the sinews of 
growth as well as social protection 
needs of disadvantaged sections of 
our society”. But the concomitant 
recommendations in the report 
do not countenance any credible 
strategy to balance these two crucial 
issues.  This is particularly at odds 
with the ruling dispensation’s 
avowed objective to pitch for 
inclusive growth to ensure that the 
benefits of reforms do not bypass 
the vulnerable sections and the 
really needy. 

Describing the economy as 
being poised on the edge of a 
fiscal precipice, akin to the one it 
encountered in 1991, the Committee 
said a careful scrutiny of the fiscal 
trends hitherto in the current year 
suggests “a likely fiscal deficit of 
around 6.1 percent which is far 
higher than the budget estimate of 
5.1 percent of GDP, if immediate 
mid-year corrective actions are not 
taken”. It said while runaway fiscal 
deficits, leading to unsustainable 
levels of public debt, could trigger 
diverse forms of macro- economic 
imbalances varying with the 
means through which the deficit 
is financed, the current account 
deficit (CAD) was already high at 
4.2 percent of GDP in 2011-12 and 
could worsen further. The Reserve 
Bank of India too in its latest annual 
report bemoaned that “the wide 
fiscal deficit along with the wide 
CAD is symptomatic of macro- 
economic deterioration. These 

have also dented India’s relative 
attractiveness in the eyes of global 
investors and prompted some 
sovereign rating agencies to put 
India on a watch list for a possible 
sovereign rating downgrade”.

The  rationale for a credible 
and effective fiscal consolidation 
postulated by the  Committee is 
predicated on three major grounds: 
(i) the economy is in the state 
of high fiscal stress, with a ‘do-
nothing’ approach likely to result in 
a Central government fiscal deficit 
of 6.1 percent of GDP in 2012-
13; this could result from a likely 
shortfall in gross tax revenues 
by around Rs 60,000 crore and 
higher than budgeted expenditures 
on subsidies, by about Rs 70,000 
crore; (ii) this fiscal stress is 
also compounding the problem 
of twin deficits, with the current 
account deficit at 4.2 percent of 
GDP last year and possibly at 
4.3 percent of GDP this year, at 
a time when the global market 
and capital flows are exceedingly 
fragile and where financing of 
this magnitude is creating huge 
risks for macroeconomic and 
external stability and (iii) the 
gross borrowing requirement, 
already high, is likely to exceed 
last year’s level by a large margin 
(5.8 percent of GDP versus 5.4 
percent of GDP last year), leading 
to crowding out of private sector 
financing for investment. Foreign 
exchange reserves are falling 
and the currency is especially 
vulnerable, the report cautioned 
adding that “the combination is 
reminiscent of the situation last 
seen in 1990-91”.

Stating that India is clearly an 
outlier in terms of major fiscal 
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indicators in cross- country 
benchmarking, the report also 
warned that currently the country 
has the “least room for counter-
cyclical fiscal policy response if 
conditions take a turn for the worse 
in global markets”.  Interestingly, 
the Committee’s contention that 
yet another strategic consideration 
demands that as a responsible 
nuclear power, India pursues 
“a responsible fiscal policy” 
smacks of stoking up unnecessary 
fears. This is particularly so 
when big nuclear powers like the 
United States and some major 
European countries suffer the 
worst fiscal crisis at this juncture 
than seldom before and frown 
upon any austerity measures to 
rein in deficit or lower borrowing 
ceilings!  

Referring to subsidies, it said 
subsidy on diesel was a major 
contributor to fiscal slippage in 
recent years. Hence it advocates 
a minimum objective to eliminate 
half of the diesel per unit subsidy 
during this year itself by March 
31, 2012 and the balance over 
the next fiscal year. At the recent 
Petro Tech Conference held in the 
national capital President Pranab 
Mukherejee underscored the need 
to align domestic fuel prices with 
global ones, the Union Finance 
Minister Mr Chidambaram voiced 
serious concern over the country’s 
growing oil subsidy, stating that 
subsidies on petroleum products  
are clearly “not sustainable and 
we must devise ways and means of 
correcting the price distortions”. 

The Kelkar  Committee said 
policy goal should be to eliminate 
the LPG subsidy by 2014-15 
by reducing it by 25 percent 
this year with the remaining 75 
percent reduction over the next 
two years. For kerosene, the aim 
is to reduce the subsidy by one-
third by 2014-15. 

In fertiliser subsidy, it proposed 
an immediate revision in the 
price of urea not only to prune the 
high subsidy but also cut down 
the unsustainable imbalance in 
the current consumption pattern 
of fertiliser. On food subsidy, it 
plumped for an increase in the 
central issue price (CIP) supplied 
through publ ic  d is t r ibut ion 
system, though it suggests that 
the increase may be targeted 
to shield poorer sections of the 
society by limiting the price 
increases to consumers above the 
poverty line (APL). Alongside 
it also favoured more efficient 
foodgrain delivery operations in 
the medium term.

On priori t izat ion of  plan 
expenditure and efficient use of 
available resources, it suggests 
reallocations across schemes so 
that substantial savings can be 
ensured. However, it hastens to 
note that these cuts are made 
“without in any way affecting 
benefits to malnourished children 
and lac ta t ing  and pregnant 
m o t h e r s  a n d  e m p l o y m e n t 
generation which protect the 
most vulnerable segments of the 
Indian population”. It specifically 
sought the Planning Commission 

to improve its monitoring systems 
and keep “a very careful watch on 
the downstream deployment of its 
expenditures”.

All these measures coupled 
with disinvestment of minority 
government equity stakes in 
private ent i t ies  such as  the 
holdings in HZL and BALCO 
and monetizing government’s 
unutilised  and under-utilized land 
resources  to finance infrastructure 
needs in urban areas and raising 
the tax-GDP ration from 10.3 
percent in 2012-13 to 11.1 percent 
in 2014-15 would help in the tough 
battle of bringing down fiscal 
deficit to a manageable level.  
But the moot point is that with 
some of the measures requiring 
political consensus or legislative 
imprimatur, the government is 
in an unenviable predicament. 
With a series of entitlement-
schemes such as MNREGA and 
social protection programmes to 
implement, resorting to measures 
like pruning subsidies or raising 
food grains price or slashing 
plan outlays on pet projects 
would be quite unthinkable to 
the UPA as the results would be 
too difficult to handle. But the 
way the government went about 
subsequently that it is determined 
to stay on course in implementing 
reforms, the chances are that the 
twin deficit currently besetting 
the economy would be brought 
down substantially and growth 
impulses galvanized in the short 
to medium-term.  q
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