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"There are a number of helpful actions the government can take in response to the unfolding distress across sectors."’

That screeching noise that you hear is“0f the wheels of commerce grinding to a halt. The effect of the strong
clampdown measures taken by the government'to arrest the spread of the coronavirus is beginning to be felt across a
swathe of the economy.

Prime Minister Narendra Modi, in his address to the nation on Thursday, said that a task force under Finance
Minister Nirmala Sitharaman has been constituted to assess the economic impact of the pandemic and suggest palliative
measures.

Here are some suggestions for the task foree to discuss.

Cash transfers

will look at funding possibilities later in this pieee.

Last month, Hong Kong announced a casif handout of HK$10,000 to every permanent resident as a supportive
measure. The United States is also weighing the option of a cash handout totalling $250 billion to its citizens.
Loan guarantee

Service industries such as airlines, hotels and restaurants and tourism have begun to feel the pinch, and in course
of time the pain will extend to the manufacturing sector as well. The immediate problem for the services industry is that
the cash spigot has been turned off. There will be revenue and profit issues to deal with later but the immediate crisis is
one of cash flows.

While the cash registers have stopped ringing, these businesses have to deal with expenses that cannot be put

off such as salaries, lease instalments, loan repayments and so on.

@ 629, Ground Floor, Main Road, Dv. Mukherjee Nagar, Delhi - 110009
Ph. : 011- 27658013, 9868365322 40




Banks are obviously not going to offer any accommodation to these businesses given their own issues with sick
loans. This is where the government can consider what most of the affected nations in the West have done —offer loan
guarantees to affected businesses. Britain has pledged £330 billion of government-backed loans and guarantees, France
and Spain have announced €300 billion and €100 billion aid, respectively.

The priority is to keep businesses liquid and that is the reason why these countries have pledged such large
amounts as guarantees. The cash machine has to be kept well-lubricated in these difficult times and the government can
play a role in that. For a start, it can provide guarantees to working capital loans and link it with assurances from the
borrowers concerned that they will secure the jobs in their companies.

Mortgage holiday

An equated monthly instalment (EMI) holiday can be a huge blessing for individuals and businesses when faced
with a job loss, salary cut or loss of revenue. A three-month mortgage holiday should be coaxed out of lenders by the
government to begin with for businesses in obvious trouble and to those employed by such businesses.

The Reserve Bank of India should show regulatory forbearance in the matter of asset recognition for banks
when it comes to these industries. But it should-b¢ mad¢ amply clear that this is.only temporary accommodation till the
crisis plays itself out.

God forbid, but if this shutdown prolongs beyond the next couple of weeks, the government may have to look
at offering temporary tax relief to businesses. We are looking at an unprecedented situation where revenues are likely
to fall off the cliff and cash flows wind dewn to.zero. There are other helpful actions that the government can take such
as promptly discharging its'bills, refunding taxes witheut delay, promptly carrying out direct benefit transfers already
budgeted for, and, if ne¢essary, even permitting affected businesses to témporarily delay payment of statutory dues such
as provident fund and ESL
How to finance?

This is difficult but there are,viablé answers. Thegiesourees of the Centre and thesStates.Have to be pooled to
develop a national response to this unfolding cconomige tragedy. Kerala, for'exaniple, has'alteady announced a Rs.20,000
crore package andiother States may follow suit. Itimay be a good idea for'thesCentre toleverage State resources along
with its own.

Second, the government will have to engage with the private sector while devising assistance measures. There is
a lot of expertise and sharp financial minds available in the private sector’and these should be tapped into for innovative
ideas. The Yes Bank rescue proves the heft of the private fidaneial-Sector in coming to the rescue of one of its own.

The virus has eaten into the just-a-month-old/Budget' whose numbers now appear unrealistic. It is not just tax
revenues that are heading for trouble, even the disinvestinent budget of Rs.2.10 lakh crore now appears unachievable.
Bharat Petroleum Corporation Limited and Air India appear destined to remain government companies in the foresee-
able future. In this backdrop, it is impossible for the Budget to fund any stimulus programme now. Extra budgetary
support will be needed and that is where the idea of a bond issue comes in.

A well-structured, tax-efficient bond issue can be an option to tap into the large pool of domestic savings. The
large Indian diaspora can also be tapped into. Remember the Resurgent India Bonds experience of 1998 post-Pokhran?
The State Bank of India raised about $4 billion from non-resident Indians against all odds to help India tide over the
immediate impact of sanctions. Why not do something similar now? After all, this is as unprecedented a situation for the

country as the aftermath of the sanctions in 1998.
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*Q. Consider the following statements in the context of the effect of corona virus on India:
1. Due to this people working in private firm may face unemployment.
2. This may lead to additional expenditure to the Central Government.

3. A task force has been formed under the headed by the Home Minister Amit Shah to assess the effects
of corona virus.

Which of the above statements is / are correct?

(a) Only 1 (b) Only 2

(c) 1 and 2 (d) 1,2 and 3

Note: Answer of Prelims Expected Question given on 20 March., is 1 (b)

Expected Questions (Mains Exams)

Discuss the efforts and challenges in front of Government of India in tackling-
the development of corona virus into a pandemic form and its economic side,

effects. (250 words)’

\_/

Note: - The question of the main examination given for practice is designed keeping in mind the
upcoming UPSC main examination. Therefore, to get an answer to this question, you can take
the help of this source as well as other sources related to this topic.
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