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 Capital Spending to Rejuvenate Indian Economy in 

Post Pandemic World. Is it the Right Way Forward? 

 
-By S.Prasham (Research Associate, Arun Jaitley National Institute of Financial Management) 

 
During troubled economic times, most political macro-economists refer to John 

Maynard Keynes and his government spending methods to help revive an 

economy. During a slowdown, or a recession the overall ‘free-market’ dynamics 

of economic thought, “supply creates its own demand” is disrupted. This 

disruption is caused more so when, commodity and stock prices start falling 

suddenly, a certain segment of the populations starts cutting down on the 

expenditure. Initially, it’s the business doing segment that cuts down on its 

expenditure. This causes large scale layoffs and less capital investment to 

safeguard against the uncertain times. The laid-off population has an acute 

shortage of disposable income, unemployment numbers increase. The feed-back 

effect due to weaker demand causes a downward spiral effect which compounds 

to the negative growth. When expenditures reduce, incomes fall that lead to 

further reduction in expenditure. 

 

To help reel out of such a situation the government could cut taxes so that people 

would have more money to spend but this would lead to rising fiscal and revenue 

deficits. The best was is for the government to spend more. This too would 

amount to a higher fiscal deficit, but this would also feed-back a higher tax 

revenue for the government because of the multiplier effect. This is the 

quintessential way in which the world walked out of the Great Depression. 

National governments saw first-hand that Keynesian economics worked and have 

used it as a guiding light to revive an economy in slump. But this is not as simple 

as it sounds. Macroeconomics is an interconnected science of parameters where 

interest rates, inflation, unemployment, exchange rates and growth trajectories 

are all interlinked. Its stopes behaving as a science in the manner that exogenous 
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variables play a key role too. Not every decision taken on parametric values, 

would result in a similar result. Keynes professed that it was necessary to have a 

balanced budget. This means that governments should strive to maintain an 

equilibrium between government expenditures and revenue. This is where the 

problem starts. 

 

Over the years, economists and politicians have prescribed to what needs to be 

done during economic shocks but been laxed in gearing up to better the economic 

situation in normal times. This can be due to the fact that exogenous shocks and 

business cycles periods have drastically changed in the past decade, and we need 

a review of theory associated to business cycles. Covid-19 has the potential to be 

the biggest macroeconomic shock in the last 70 years (post WW-II) and the 

Russia-Ukraine war, too, has been similarly shocking from global world-order 

point-of-view. 

 

Considering the above, it becomes necessary to embark on our journey with a 

review of what the Indian Economy was going through pre-Covid times. 

Measures to manage, and the key macroeconomic parameters from March 2020 

to January 2022. The measures the government plans to take soon, estimated by 

budget allocations of 2022. 

 

The box info-graphs given below provide the important parameters necessary to 

ascertain that India economy had been slowing down before the pandemic hit. 

  

GDP 
2017-2018 (Jan.-Mar. Qt.)- 8.1% 
2019-2020 (Jan.-Mar. Qt.)- 3.1% 

Aggregate Investment measured by 
Gross Capital Formation(GCF) as a 

ratio of GDP 

2011-2012- 39% 
2018-19- 32.2% 

Private Corporate investment as a 
ratio of GDP 

2015-2016 -  13.5% 
2018-2019- 11.9% 
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Financial Stability Report and Gross Non-Performing Assets (GNPA) 

 

 

 

 

 

 

 

 

 

 

 

The elevated levels of fiscal deficit and debt, despite the rules based fiscal policy, 

did not allow the government in providing a large fiscal stimulus to revive the 

Indian economy during the pandemic. The RBI handled much of the monetary 

burden by lowering interest rates, ensuring liquidity partly to enable the 

government to borrow at low cost and through methods like restructuring the 

loans and providing a moratorium on repayments. 

 

The Economic Survey, 2020, argued that a significant increase in public 

expenditure was necessary. One aspect that gave policy makers this confidence 

as compared to western countries was that the Debt to GDP ratio of India was 

relatively much better. The Economic survey also suggests that increasing the 

public investment expenditures on sectors with high fiscal multipliers would 

crowd in private investment and revive animal spirits to reverse the declining 

trend in capital formation. 

 

The Covid-19 pandemic related lockdown was first imposed pan India from 25th 

March 2020 for 21 days, different states of the country have had different periods 

and degree of the lockdowns as the infection cases may have warranted. In light 

of the above developments the Union-Budget for 2021-22 is important as it shows 

the path the government wants to take to handle this situation. It was important 

to take a stock of: 

 

Scheduled Commercial Banks 
Sept. 2020- 7.5% 

Spet. 2021- 13.5% 
(Baseline Scenario) 

14.8% under severely stressed 
scenario 

 

Public Sector Banks 
Sept. 2020- 9.7% 

Sept. 2021- 16.2% 
(Baseline Scenario) 

17.6% under severely stressed 
scenario 
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A) Fiscal Developments 

B) Macroeconomic concerns 

C) Economic Reforms. 

 

The following tables try to incorporate A) Fiscal Development 
 

Tables 1: Summary of the Fiscal Developments 

 

(1.a) Revenue and Revenue Receipts 

Percent of GSDP 

 2019-2020 

Actual 

2020-21 (Revised 

Estimate) 

2021-2022 (Budget 

Estimate) 

Tax Revenue 6.64 6.90 6.93 

Non-Tax Revenue 1.60 1.08 1.09 

Total revenue Receipts 8.24 7.98 8.02 

Non-Debt Capital Receipts 0.25 0.16 0.79 

Total Revenue 8.48 8.15 8.81 

 

(1.b) Expenditures 

Percentage of GSDP 

 2019-2020 

(Actual) 

2020-21 (Revised 

Estimate) 

2021-22 (Budget 

Estimate) 

Revenue Expenditure 11.50 15.46 13.14 

Capital Expenditure 1.64 2.25 2.49 

Total Expenditure 13.14 17.71 15.63 

 

 

 

 

(1.c) Deficits 

Percentage of GSDP 

 2019-2020 

(Actual) 

2020-21 (Revised 

Estimate) 

2021-22 (Budget 

Estimate) 

Revenue Deficit 3.26 7.47 5.12 

Fiscal Deficit 4.57 9.49 6.76 

Primary Deficit 1.57 5.93 3.13 

 

Source (1.a), (1.b), (1.c): Recreated from “Budget at a Glance 2021-22”, Ministry of 

Finance, Government of India. 

 

Tables 2: Pattern of Revenues and Expenditures 2019-2022 

 

(2.a) Difference (Percentage of GDP) 

 FY 21 RE- 20 Act FY 21 RE-21 BE FY 22BE-21RE 

Tax Revenue -0.06 -1.50 0.90 

Non Tax Revenue -0.60 -0.90 0.15 

Total Revenue Receipts -0.66 -2.39 1.05 
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Non Debt Capital 

Receipts 

-0.09 -0.91 0.64 

Total Revenue -0.76 -3.30 1.69 

Revenue Expenditure 3.39 1.96 -0.37 

Capital Expenditure 0.53 0.14 0.52 

Total Expenditure 3.92 2.09 0.15 

 

 

(2.b) Growth Rates (%) 

 FY 21 RE / 20 Act FY 21 RE / 21 BE FY 22BE / 21RE 

Tax Revenue -0.9 -17.8 14.9 

Non Tax Revenue -35.6 -45.3 15.4 

Total Revenue Receipts -7.7 -23.0 15.0 

Non Debt Capital 

Receipts 

-36.4 -84.8 446.9 

Total Revenue -8.5 -28.9 23.7 

Revenue Expenditure 28.1 14.5 -2.7 

Capital Expenditure 30.8 6.6 26.2 

Total Expenditure 28.4 13.4 1.0 

 

Source (2.a), (2.b): Recreated and Estimated from “Budget at a Glance 2021-2022” Ministry 

of Finance 

 

Both the tables 2.a and 2.b provide the details of changes in revenue and 

expenditures in 2020-21 and the pattern of revenue and expenditure budgeted for 

2021 and 2022. It is seen that both the tax and non tax revenue have declined in 

2020-21 from 2019-20 both in absolute terms and as a ratio of GDP. We are 

interested in Expenditures in this paper. The government has had to incur 

additional expenditure over the budget estimates by about 2% of GDP. In 2021-

22 the total revenue are estimated to increase by 1.7% of GDP over the revised 

estimate of 2020-21, the increase in expenditure is contained at just 1%. The 

Capital expenditure is budgeted to increase by 26.2% while the revenue 

expenditure is proposed to be reduced by 2.7%. Any failure to garner 1.75 lakh 

crore through disinvestment proceeds or inability to contain the revenue 

expenditure at budgeted levels poses risk to revenue and fiscal deficit estimate. 

 

The budget for 2021-22 makes a significant additional allocation to capital 

expenditure amounting to 1.15 lakh crore. In Fact, 2.5% of GDP, capital 

expenditure at the central level is budgeted to be the highest in recent times. But 
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there is a catch. In the budget last year, the government decided to create a 

Development Finance Institution (DFI) with a corpus of Rs. 20,000 Cr.. 

Rs.12,250 Cr. has been given to NABARD for its recapitalization and Rs. 39000 

Cr. is meant for water supply schemes. These are considerable portions of the 

sanctioned 1.15 lakh crore. The rest of the expenditures have been have been 

severely compressed by the in the budget and it remains to be seen if the 

government will be able to resist the pressures from departments which have 

taken a large budget cut. 

 

There is another concern that stems from the relaxed roadmap for fiscal 

consolidation. The pandemic has made FRBM (Fiscal Responsibility and Budget 

Management Act) completely irrelevant and a new roadmap will have to be 

prepared by the government. The Fifteenth Finance Commission has 

recommended that central government should reduce the revenue deficit from 

5.9% in 2020-21 to 2.8% in 2025-26. And the fiscal deficit from 7.4% in 2020-

21 to 4% in 2025-26. States are required to reduce the fiscal deficit from 4.2% in 

2020-21 to 2.8% in 2023-24 and try maintaining it at that level. But these figures 

need to be visited by the government time and again as they are key figures that 

guide the financial stability of the government. 

 

Policy Reforms 

 

The “Privatisation” of many CPSUs is an import agenda of the government. The 

decision to privatise some enterprises is important to gain additional revenues. 

The government is keen on looking at strategic disinvestment in Bharat Ptroleum 

Corporation limited, Shipping Corporation of India, IDBI Bank, BEML, Pawan 

Hans and Neelanchal Ispat Nigam Limited will be completed soon. The NITI 

Aayog has asked to identify and prepare the ground for further strategic 

disinvestment. 
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For Infrastructure financing, the government created the Development Finance 

Institution (DFI). It will help in the long-term financing of infrastructure projects 

in the country. Banks do most of the infrastructure lending in India and this has 

caused asset-liability mismatch for the banks. The government has provided 

Rs.20,000 Cr. as initial capital. 

 

There is a proposal to launch a “National Monetisation Pipeline” to fund 

brownfield infrastructure assets. Proposed monetized assets included project of 

NHAI, Railways, Airports and oil pipeline projects. 

 

As a concluding remark, we have shown in our analysis that tax revenue has been 

robust, and the government is likely going to hold back on the capital expenditure 

because it has not been able to meet its disinvestment targets. Excess spending 

now could increase the revenue deficit. The government should spend cautiously 

if all the above discussed deficit parameters are met, because the multiplier effect, 

as discussed in the beginning of the article is a strong invisible hand that alone, 

can lift the economy out of its sluggish gears. 
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