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ABSTRACT 

There is no denying that the Virus has effected the economies around the world as much as 

it has hit the masses. The IMF has claimed that the global economy is expected to shrink 

by over 3 percent in 2020 – the steepest slowdown since the Great Depression of the 1930. 

In these difficult times, governments across the world are trying to reduce the impact of the 

slowdown and this is where the fiscal policy of an economy comes into picture. The role of 

the 'government expenditure' during the time of crisis is extremely important. Some argue 

that during the time of economic slowdown, the government should become austere 

(spending less). While others say that there should be an economic stimulus. (increase in 

government expenditure).This was a heated debate in the time of the 2009 financial crisis 

in The West. This research will discuss the fiscal measures of the government in the COVID 

era with a comparative study of India and The West.  We will also explore the role of the 

government sector during the crisis by exploring the austerity vs. stimulus debate in 

economics in the Indian context. 

 

I. INTRODUCTION 
The austerity versus stimulus debate has become prominent since the onset of the Great 

Recession in the autumn of 2007.2 It was the time post the recession of 2007-08 that arguments 

for austerity gained popularity and scholars all over the world were putting arguments for and 

against it. Austerity policies aimed to restore fiscal balances. The restoration of fiscal balance 

was seen as the necessary condition for the restoration of private sector confidence and hence 

investment and economic growth.3 Simply put, Austerity is the reduction of the public deficit 

whereas Stimulus is the increase in the public deficit. This terminology is used by economists 

all around, when dealing with the fiscal measures of a country. However, the times have 

changed from 2008 and now the world is hit by an even bigger contemplated economic crisis. 

Governments across the globe are figuring out on the right balance between the two ideas to 

be implemented. Various measures like releasing of ‘stimulus packages’ of billions of dollars 

                                                      
1 Author is a student at O.P Jindal Global University, India. 
2 James Midgley, Austerity Versus Stimulus: Theoretical Perspectives and Policy Implications, 41 The Journal 

of Sociology & Social Welfare 11, (2014) 
3 ROBERT SKIDELSKY, NICOLÒ FRACCAROLI, AUSTERITY VS STIMULUS xvi (2016) 
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are one of the key steps taken towards the economy. This has once again triggered the classic 

debate of Austerity versus Stimulus. However, economists are predicting that for the West, the 

economics of austerity at this time would not be helpful.4 Historically, however, The West 

especially the USA and the UK have tried to implement the Austerity model for very long 

which has not truly been successful in the past. In these unprecedented times, the release of 

economic stimulus packages have once again raised the issue of this debate. Especially for the 

countries which have announced these packages and are already in heavy debt like India which 

has been falling short of its fiscal goals for the past many years. 

II. THE CURRENT SCENARIO WITH STIMULUS PACKAGES 
Post the lockdowns imposed due to the virus, countries all across the world have announced 

economic stimuluses to bring the economies back on track. The US released an economic 

stimulus package worth 2 trillion dollars amid the pandemic and recently, the Indian 

Government announced a stimulus package worth of 20 lakh crore. A stimulus package 

includes several incentives and tax rebates offered by a government to boost spending in a bid 

to pull a country out of a recession or to prevent an economic slowdown. Most G20 

governments responded to the financial crisis with fiscal stimulus initiatives. For example, 

between 2008 and 2010, 15 governments planned to increase infrastructure investment, mainly 

in transportation networks.5 However the key difference between the Indian economy and a 

rich country in The West is that India cannot afford unlike rich countries, India can’t afford to 

ignore the risks of fiscal excess of that magnitude, no matter the compelling circumstances.6 

India has one of the worst fiscal deficits among emerging economies.7 This is mostly because 

of the poor tax collection system and its reliance on indirect taxes.  

“Whatever it takes”, is a very popular phrase in the contemporary crisis when the economic 

stimulus packages are being opposed. This implies that human lives are of much more value 

than economies. On the line of this approach, The UK, The US and other rich countries have 

announced much bigger packages than of India. Jung Carsten a senior economist at IPPR's 

Centre for Economic Justice writes, The UK government should do whatever it takes to prevent 

the ‘Great Shutdown’ from becoming another ‘Great Depression’. The 20 lakh crore stimulus 

package by the Indian government is roughly 10% of the total GDP of the nation. Global ratings 

                                                      
4 Frank Stilwell, Beyond The Global Coronavirus Crisis: Austerity Or Recovery? PPE Sydney (25th March 

2020) https://www.ppesydney.net/beyond-the-global-coronavirus-crisis-austerity-or-recovery/ 
5 Dexter Whitfield and John Spoehr, Alternatives to Austerity, Bristol University Press, 113 (2013) 
6 Duvvuri Subbarao, Govt must fix an upper bound for fiscal deficit and operate within it, The Indian Express, 

April 15, 2020 
7 International Monetary Fund, Fiscal Monitor (April 2020) 

https://www.imf.org/external/datamapper/datasets/FM 
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agency S&P said additional financial stimulus is “necessary” in India to fight the COVID-19 

pandemic, despite the country's weak fiscal position.8 However, this step has been equally 

criticized by prominent economists. D. Subbarao and Urjit Patel, former RBI Governors say 

that "whatever it takes" is not an option for India. Many analysts have estimated that just the 

loss of revenue due to the economic shutdown will take the combined fiscal deficit of the Centre 

and states beyond 10 percent of GDP.9 Analysts also claim that if the future wave of this virus 

comes into the picture, the solution again would not be more packages.  

III. A COMPARISON OF COUNTRIES  
United States, a government known for not spending liberally, historically a supporter of 

austerity, which has been preaching against the government spending for years, has turned soft 

towards the stimulus model in the pandemic. The advocates of stimulus policies may loosely 

be called Keynesian.10 Checks to households, massive liquidity injections from the U.S. 

Federal Reserve, and bailouts for businesses are now the order of the day.11 Which as a lot of 

humanitarian advocates claim is a little relief. Moreover, economists say that borrowing is a 

viable option in contemporary times as interest rates are lower than ever. In the Indian context 

as we discussed in the last paragraph, the stimulus is not seen enough. Considering the fact that 

lockdown in India was much stringent and the health and infrastructure of a massive population 

requires much more than that. The S&P report said that although the fiscal space is limited 

owing to the government's already-elevated deficit, additional measures could be necessary to 

support the vulnerable segments of the society, and to prevent additional structural damage to 

the economy amid the recent sudden-stop in the business activity.12 The same report also said 

that the Indian economy will grow substantially in 2021-22 if proper economic measures are 

taken now. However the unsettling question remains, to what extent are the fiscal deficits in 

countries like India is too much, considering the fact that India already lags behind the set fiscal 

deficit goals by a large margin.   

Austerity policy does emerge as the default optimal policy option in mainstream models 

                                                      
8 David C Tesher, Terry E Chan, Jose M Perez-Gorozpe, Paul Watters, COVID-19 Impact: Key Takeaways 

From Our Articles, SPGlobal (1st June 2020)  
9 Duvvuri Subbarao, Govt must not give in to the temptation of a stimulus. It does not have the fiscal space, The 

Indian Express, (18th September 2019) 
10 Robert Skidelsky, Nicolò Fraccaroli, Austerity Vs Stimulus Xvii (2016) 
11 Mark Blyth, Can a Pandemic Defeat the Politics of Austerity? The Key to Economic Recovery After COVID. 

Foreign Affairs (22nd April 2020) https://www.foreignaffairs.com/articles/2020-04-22/can-pandemic-defeat-

politics-austerity 
12 David C Tesher, Terry E Chan, Jose M Perez-Gorozpe, Paul Watters, COVID-19 Impact: Key Takeaways 

From Our Articles, SPGlobal (1st June 2020) 
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because of its general-equilibrium character.13 This is also why most governments tend to favor 

this model over any other, India is no exception. However austerity policies have resulted in a 

destabilised and weaker economy; the dispossession of wages, pensions, homes and services; 

disinvestment in the public infrastructure and economic development; and the attempts to 

disempower trade unions, community and civil society organisations.14 This is also why many 

scholars tend to favour the stimulus approach for a happy civil society. However, the times like 

these compel even the most ardent austerity supporting governments to take a liberal approach 

towards a stimulus model, an example of The USA as discussed in the last paragraph. The huge 

difference between the financial crisis of 2008 or the great depression of the 1930s to the 

current economic slowdown is the uncertainty element. The medical science estimates a time 

of 18-24 months for a vaccine which is a fairly long period, and the medical scholars have also 

indicated that there can be many powerful strains of the virus that can evolve which could lead 

in multiple waves of the spread. This is problematic because the governments even of the most 

rich countries cannot simply come up with stimulus packages as high fiscal deficit leads to 

downgrade and inflation. As these are unprecedented times of economic slowdown, we see a 

lot of things that usually do not occur in cases of other financial crisis like a record low of fuel 

prices, lowest demand in decades, and so on. This is the reason why countries are releasing 

huge economic stimulus despite a fear of excessive inflation. Rating agencies and The IMF 

have also indicated not to worry too much about the fiscal deficits and economic rating 

agencies. 

IV. THE DILEMMA OF THE INDIAN STATE 
As from the above discussion, it is evident that India although it has announced a stimulus 

package worth 10% of its GDP, is still being criticized. This is because of the burden of the 

unfinished fiscal deficit targets. However that being said, a population of 1.3 billion people, of 

which a huge chunk lives below the poverty line, the package is much needed. So the dilemma 

the Indian Government faces as put by Arvind Panghraiya, Former NITI Aayog Chairman, that 

if stimulus packages are released it may cause high inflation rates, an increase of the burden of 

excess taxes, cuts in the salaries of already underpaid staff and so on.15 Whereas taking a strict 

approach towards the releasing of the packages may lead to extreme poverty, millions losing 

their jobs, and a shattered economy for the future.  

                                                      
13 Gary Dymski, The Logic and Impossibility of Austerity, 80 The Johns Hopkins University Press, 667 (2013) 
14 Dexter Whitfield and John Spoehr, Alternatives to Austerity, Bristol University Press, 117 (2013) 
15 Dr. Mudit Kapoor, Fiscal stimulus vs Monetary measures: How India and other countries mixed it up, 

Business Today, (14th May 2020) https://www.businesstoday.in/current/economy-politics/fiscal-stimulus-vs-

monetary-measures-india-other-countries/story/403783.html 
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Before the 2008-09 financial crisis, Austerity has been notably absent however, the narrative 

now runs somewhat differently.16 Following the trend of the European countries, post the 2008 

financial crisis, the Indian government followed an austerity model of a little different version. 

However, these times desperately call for a stimulus approach as the heavy losses to the 

economy and the population at large, yet the step of the Indian government to cut DAs of the 

government sector employees, further cutting salaries of MPs and ministers shows how it has 

already started to make up for the huge stimulus packages. It might even send a negative 

message to the citizens.17 So the question arises, do we need to strike a balance between the 

stimulus and austerity for a better response to the economy? This is what the government is 

trying to do when it announced the stimulus package and introduced cuts in salaries and other 

allowances. Further, as Dr. Mudit Kapoor says including monetary measures such as liquidity 

in the stimulus of 10 percent of GDP alongside monetary measures are not ideal.  

V. PLAUSIBLE SOLUTIONS TO THE WEST AND INDIA 
The West especially the Rich countries in Europe and the Americas have the option to go for 

the big stimulus package approach. As discussed above, the low-interest rates, low fiscal 

deficits are the reason to do so. Since the financial crisis of 2008, the governments throughout 

Europe and North America have implemented strict austerity measures, this has led to 

increased unemployment, crippled health and education system, and slower than projected 

growths. These strict measures led the health systems around the world to be strapped for 

resources necessary to tackle the disease as the budgets were extremely low for the 

department.18 The aftermath of both 1929 and 2009 crisis saw a strict implementation of 

austerity measures which has only led to a harsh environment for citizens and essential 

government systems. This is why in the COVID era many economists are backing the idea of 

a citizen betterment oriented approach towards the fiscal measures. Moreover as mentioned 

above, the statistics favour these governments in doing so. Low-interest rates, falling of the oil 

prices and deflation are an indication for the government to follow a more stimulus-based 

approach. 

However, In developing economies like India, whose fiscal deficit is already soaring high and 

releasing of multiple stimulus packages can lead to high inflation, going for huge stimulus 

                                                      
16 S ACHARYA ‘GLOBAL COOPERATION AMONG G20 COUNTRIES’. 287, India and Fiscal Austerity 

(2013)  
17 Prabhas Dutta, Why austerity pay cuts of MPs won't help fight coronavirus outbreak, India Today, (7th April 

2020) 
18 Ignacio Saiz, Time for a rights-based global economic stimulus to tackle COVID-19, Open Global Rights. 

https://www.openglobalrights.org/rights-based-global-economic-stimulus-to-tackle-covid-19/ 
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packages is not the best approach. As D Subbarao states, “Govt must not give in to the 

temptation of a stimulus. It does not have the fiscal space”19 Moreover, if it is of utmost 

necessity to release such relief packages, India should set an upper limit, and should not go 

beyond it. Simrit Kaur, Principal of SRCC, Delhi writes that the right mix for the recovery 

would be a ‘monetary-fiscal-exchange rate trilogy’, which needs to be used as a toolkit of 

public policy.20 She further adds that to suppress the vicious cycle of falling demand and 

supply, strict fiscal policy needs to be implemented. The stimulus packages might seem to work 

for a brief period of time, but post the crisis, the government will equate this fiscal debt by an 

increase in taxes, printing more money, or cutting up the salaries of its employees. An 

indication of this is the cutting of DA of government employees and salaries of the MLAs and 

MPs. As the saying goes, “to be hard-headed is not necessarily being hard-hearted." With that 

being said Austerity should not be the approach, although theoretically, it might seem to do the 

trick, the governments should look towards a more stimulus approach with the target of 

bringing back the economy on track for sustained society and humankind. 

***** 

                                                      
19 Duvvuri Subbarao, Govt must not give in to the temptation of a stimulus. It does not have the fiscal space, The 

Indian Express, (18th September 2019) 
20 Simrit Kaur, The right mix for a recovery, The Indian Express (7th May 2020) 


