
2/3/2012

1

International Monetary FundInternational Monetary Fund
FebruaryFebruary 2, 20122, 2012

IndiaIndia

Presented byPresented byPresented byPresented by

Joshua FelmanJoshua Felman
Research DepartmentResearch Department

SummarySummary

GG--20 found significant fiscal and private saving imbalances.20 found significant fiscal and private saving imbalances.

Fiscal imbalances have been financed at low cost, owing to high private Fiscal imbalances have been financed at low cost, owing to high private 
saving and restrictions that channel saving into government bonds.saving and restrictions that channel saving into government bonds.
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Recommendations: Fiscal consolidation; unwinding financial restrictions.Recommendations: Fiscal consolidation; unwinding financial restrictions.
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035 Revenues

Expenditures

General Government FinancesGeneral Government Finances
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Debt DynamicsDebt Dynamics
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Sources: IMF, Sources: IMF, World Economic OutlookWorld Economic Outlook; staff estimates and ; staff estimates and 
CEIC.CEIC.
1/ Differential is real GDP growth less real yields on 10yr 1/ Differential is real GDP growth less real yields on 10yr 
gov’tgov’t bonds (calculated using the GDP deflator).bonds (calculated using the GDP deflator).
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2011

35 Total expenditure

Rapid Growth of Current ExpenditureRapid Growth of Current Expenditure

Government Expenditure GrowthGovernment Expenditure Growth
(percent, year(percent, year--overover--year)year)
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Source: IMF, World Economic Outlook.Source: IMF, World Economic Outlook.
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Poverty 1/Poverty 1/ Malnutrition 2/Malnutrition 2/ Employment 3/Employment 3/

ArgentinaArgentina 0.870.87 2.32.3 56.556.5

Root Causes of Fiscal ImbalancesRoot Causes of Fiscal Imbalances

India’s Social Indicators: GIndia’s Social Indicators: G--20 Emerging Economies Perspective20 Emerging Economies Perspective

BrazilBrazil 3.83.8 2.22.2 63.963.9

ChinaChina 15.9215.92 4.54.5 71.071.0

IndiaIndia 41.6441.64 43.543.5 55.655.6

IndonesiaIndonesia 19.7319.73 3.43.4 61.861.8

MexicoMexico 3.443.44 5.35.3 57.157.1

RussiaRussia 00 n.an.a.. 56.756.7

Saudi ArabiaSaudi Arabia n.an.a.. 5.35.3 47.247.2

AfricaAfrica 17.3517.35 n.an.a.. 41.141.1

TurkeyTurkey 2.722.72 n.an.a.. 42.342.3
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Source: World Bank.Source: World Bank.
1/ Percent of population earning less than $1.25 a day at PPP.1/ Percent of population earning less than $1.25 a day at PPP.
2/ Percent of children malnourished, weight for age (under 5 years).2/ Percent of children malnourished, weight for age (under 5 years).
3/ Percent of population aged 15+.3/ Percent of population aged 15+.

OthOth

Root Causes of Fiscal Imbalances 2/Root Causes of Fiscal Imbalances 2/

Financing Government DeficitsFinancing Government Deficits
(share; average, Fiscal Years 2000/01 to 2007/08)(share; average, Fiscal Years 2000/01 to 2007/08)

Market Market 
borrowingborrowing

57%57%

Small saving Small saving 
and provident and provident 

funds 32%funds 32%

Other Other 
11%11%
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Source: CEIC.Source: CEIC.
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Are India’s Imbalances a Problem?Are India’s Imbalances a Problem?
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Are India’s Imbalances a Problem? 2/ Are India’s Imbalances a Problem? 2/ 

15Corporate Public

SectoralSectoral Financial SurplusFinancial Surplus
(percent of GDP)(percent of GDP)
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Interest Rates and InflationInterest Rates and Inflation
(rates in percent, inflation in year(rates in percent, inflation in year--overover--year percent change)year percent change)

Are India’s Imbalances a Problem? 3/ Are India’s Imbalances a Problem? 3/ 
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Source: Source: HaverHaver Analytics.Analytics.

Dec-2011

Are India’s Imbalances a Problem? /4Are India’s Imbalances a Problem? /4

Financial Controls Constrain GrowthFinancial Controls Constrain GrowthFinancial Controls Constrain GrowthFinancial Controls Constrain Growth

Fiscal Imbalances Erode Fiscal SpaceFiscal Imbalances Erode Fiscal Space
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Addressing Fiscal ImbalancesAddressing Fiscal Imbalances

• Reduce Deficit to 4½ percent of GDP, while raising capital expenditure.

• (Fiscal Commission medium term targets)

Objective:

• Shift expenditure from subsidies to infrastructure.

• Ensure expansion of social spending is well designed and targeted.

Spending Reforms

• (Fiscal Commission medium-term targets)
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• Introduce Goods and Services Tax (GST) and new Direct Tax Code (DTC).

• Improve Compliance.

Tax Reforms

Reforming the Financial SectorReforming the Financial Sector

Gradually scale back SLRGradually scale back SLR

Develop bond marketDevelop bond market
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Further develop hedging instrumentsFurther develop hedging instruments


