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Modernisation of Indian Armed Forces and Capital Outlay in Defence Budget:  

Background and Key Issues 

 

Commodore Abhay Kumar Singh, Retd 

 

Each of the services of the Indian Armed Forces today needs urgent modernisation to face the complex 

security challenges that emanate in an increasingly unstable neighbourhood and a complex strategic 

regional security environment. As India’s defence requirements are likely to increase in the 

foreseeable future because of the dynamic security environment, indigenous development of modern 

defence hardware and technology is likely to remain a top priority. 

Notwithstanding progressive efforts towards upgradation of our weapon systems and platforms in 

keeping with our threat perceptions, it has been assessed that the pace of modernisation of the Indian 

armed forces over the years has been rather slow and technologically, they are not where they should 

have been. Among the myriad policy issues and systemic flaws constraining the desired pace of 

defence modernisation, a major contributory factor has been the consistent shortfall in capital outlay 

of the defence budget.  

The fiscal challenges of inadequate capital resulting in the rather tardy pace of modernisation has 

been consistently flagged by the Standing Committee on Defence (SCOD). The Committee has also 

highlighted the growing gap between the requirement projected by the Ministry of Defence (MoD) 

and the budgetary allocation made for defence.  

In a rather candid deposition to the SCOD in 2018, Lt Gen Sarath Chand (Then the Vice-Chief of Army 

Staff) lamented about the precarious state of the modernisation of the Indian Army. He highlighted 

that typically any modern armed force should have one-third of its equipment in the vintage category, 

one-third in the current category and one-third in the state-of-the-art category. However, insofar as 

the Indian Army is concerned, “the state today is (such) that 68% of our equipment is in the vintage 

category, with just 24 per cent in the current category, and 8% in the state-of-the-art category.”1 

The XVth  Finance Commission has also noted that this shortfall has resulted in serious capability gaps, 

compromising the operational preparedness of the Services. Based on current trends in budgetary 

allocation and projected rate of 16 per cent growth, it has been estimated that the MoD will receive 

an allocation of Rs. 9.01 lakh crore for capital outlay during the award period 2021-26. However, the 

defence plan projection on the capital account is Rs. 17.46 lakh crore for the same period. As a result, 

the projected shortfall is Rs. 8.45 lakh crore. In other words, budgetary allocations during 2021-26 will 

meet just about 50 per cent of the expected requirements.2 Highlighting the precarious gap between 

defence plan projection and expected budgetary allocations, the MoD has argued that if the 

projections made in the defence plan for committed liabilities on ongoing capital acquisitions are 

taken into account, along with the new acquisitions planned, the three Services would substantially 

run short of funds in the coming years. 

                                                             
1 “41st Report: Demands for Grants (2018-19) Army, Navy, Air Force”, Standing Committee on Defence, March 
12, 2018 at http://164.100.47.193/lsscommittee/Defence/16_Defence_41.pdf. (Accessed 25 Feb 2022) 
2 Government of India, “XV Finance Commission- Main Report Vol I” New Delhi, October 2020 at 
https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Re
port.pdf.(Accessed 25 Feb 2022) 
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This Backgrounder provides a brief overview of the capital outlay in the MoD budget (2022-23), 

budgetary trends in the modernisation of the three Services and key issues flagged in previous SCOD 

Reports.  

Capital Outlay on Defence Services (2022-2023) - An Overview   

Financial allocations towards capital expenditure in the defence budget 2022-23 have seen a modest 

increase of Rs 17,308 crore (12.82 per cent) from the previous budgetary allocation.  The capital 

budget has been increased by approximately 12.82 per cent which is considerably lower than the 

18.75 per cent increase last year. In absolute terms however, the allocation is Rs 1, 52,370 crore, of 

which 68 per cent is earmarked for procurement from the local sources.  

 

Fig. 1 – Capital Outlay of Defence Services (in Rs Crores) (Source: MoD Demand No. 22).  

For 2022-23, the Army has been allocated Rs 32,115.26 crore, the Navy Rs 47,590.99 crore and the Air 

Force’s allocation is the highest with Rs 55,851.65 as capital outlay meant for new purchases. The 

Defence Ministry has argued that since the cumulative increase in the capital budget from 2019-20 

has been Rs 48,975 crore (47.37 per cent). The share of capital expenditure in the total budgetary 

allocation of the MoD amounts to 31 per cent. 

Table 1- Capital Outlay of Army, Navy, Air Force and Coast Guard (in Rs Crores) 

 Actual 2020-21 BE 2021-22 RE 2021-22 BE 2022-23 

Army 26,321 36,532 25,377 32,115 

Navy 41,667 33,254 46,022 47,591 

Air Force 58,208 53,215 53,215 56,852 

Coast Guard 2,503 2,650 3,236 4,246 

Total  1,28,699 1,25,651 1,27,850 1,40,804 

 

At the revised estimate stage, the Army saw a 31 per cent decline in its capital outlay budget for 2021- 

22 as compared to the budget estimate stage. For the Navy and the Coast Guard, funds for capital 

outlay increased by 38 per cent and 22 per cent respectively between the budget estimate and revised 

estimate of 2021-22. In 2022-23, the capital outlay of the Coast Guard is expected to increase by  31 

per cent over the revised estimate of 2021-22. This is followed by the Army which is estimated to see 

an increase of 27 per cent in its capital outlay budget.   
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Trends in Capital Allocation of Defence Services 

The capital outlay for defence includes expenditure on construction work, machinery, and equipment 

such as tanks, naval vessels, and aircraft. The general trend in capital outlay of defence services has 

been highlighted in Fig. 2. The Air Force, being equipment-intensive, has the highest budgetary 

allocations for capital procurement. Capital allocation to the Navy has seen a marginal increase since 

FY 2016-17.  

 

Fig.2 – Trends in Capital Outlay (Source: Budget Papers) 

Even though capital budget allocations to the defence services has seen a minor quantitative uptick in 

last ten years, the share of capital outlay in the defence budget has progressively declined since 2012-

13. It was 29 per cent in 2012-13 and declined to 24 per cent in 2019-20. In 2020-21, the share of 

capital outlay in the defence budget marginally increased to 27 per cent. In 2022-23, it is again 

estimated to be 27 per cent. The average annual growth rate of the capital outlay was 5 per cent 

between 2012-13 and 2018-19 while being 11 per cent between 2019-20 and 2022-23 .3 

Modernisation involves acquisition of state-of-the art technologies and weapons systems to upgrade 

and augment defence capabilities of the forces. Between 2012-13 and 2022-23, funds for 

modernisation of the Army have increased at an annual average rate of 9 per cent. Between 2012-13 

and 2016-17, the expenditure on modernisation increased at an annual average rate of 20 per cent 

while it increased at the rate of only 2 per cent between 2016-17 and 2022-23. In 2022-23, the Army’s 

modernisation expenditure is estimated to increase by 33 per cent over the revised estimate of 2021-

22. 

Funds for modernisation have grown at an annual average rate of 5 per cent between 2012-13 and 

2022-23. This is the minimum among all the three forces. Between 2012-13 and 2018-19, the average 

annual rate of growth of IAF’s modernisation funds was only 1 per cent while between 2018-19 and 

2022-23 it was 12per cent. In 2022-23, the IAF’s modernisation budget is expected to increase by 5 

per cent over the revised estimates of 2021-22.   

                                                             
3 Tushar Chakrabarty, “Demand for Grants 2022-23 Analysis”, PRS Legislative Research, New Delhi, February 
11, 2022 at https://prsindia.org/files/budget/budget_parliament/2022/Defence%20DFG%20Analysis%202022-
23.pdf.(Accessed 04 Mar 2022) 
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Projected Requirement versus allocated Capital Outlay– Widening Gap 

The modernisation of defence forces is a continuous process based on threat perception, operational 

challenges and technological changes, to keep the armed forces in a state of readiness to meet the 

entire gamut of security challenges. The Government attaches the highest priority to ensure that the 

armed forces are sufficiently equipped to meet any operational requirement. This is achieved through 

induction of new equipment and technological upgradation of capabilities.  

Modernisation requires a constant flow of funds as per the projected requirement to an optimum mix 

of legacy, contemporary and state-of-the-art equipment.The dismal pace of modernisation in the 

Indian Army with nearly 70per cent of equipment nearing obsolescence has been flagged by the Vice 

Chief of Army Staff’s (VCOAS) deposition to the Standing Committee on Defence (SCOD) cited earlier. 

Similarly, the CAG through its audit of 11 contracts of capital acquisition, signed between 2012-13 and 

2017-18, had argued that the current acquisition system was unlikely to support the operational 

preparedness of the IAF.4 The XVth Finance Commission Report has also noted the serious capability 

gaps in the defence services resulting from inadequate allocation of the capital budget. In addition, 

the lack of adequate allocations has compelled use of ad-hoc mechanisms such as postponing 

procurements and delaying payments. 5 

This growing shortfall in the projected requirement and allocated capital allocation has been viewed 

with concern by the Standing Committee of Defence and the Committee of Estimates. Expressing 

concern with ‘continuously declining’ and ‘abysmally low’ share of  capital expenditure as a percentage 

of total defence services expenditure, the Committee of Estimates in 2018 had highlighted the 

worrisome situation “whereby the procurement has to be adjusted as per the budgetary allocations 

made by the Government which are not as per the requirements projected as per LTIPP”. In the 

Committee’s view, insufficient capital outlay in “the defence budget has an adverse impact on 

modernisation process of our forces and tantamount to compromising safety and security of our 

Country”. 6 

It is pertinent to highlight that while there exists shortfalls in both revenue and capital heads of the 

defence budget, the shortfall (in percentage) is higher for capital expenditure than for revenue 

expenditure. In FY 2021-22, while the projected funds needed for all the three forces was estimated 

at Rs. 4,49,508 crore, the budget allocated a sum of Rs. 3,24,658 crore (a 28 per cent shortfall). The 

shortfalls between projected requirement and allocated capital outlay of the three Services from FY 

2011-12 to FY 2020-21, based on details available in various reports of the SCOD  has been tabulated 

in Table 2.  

It is pertinent to highlight that while shortfall in the capital procurement has affected all three Services, 

observed gap between projected demand and actual expenditure has been particularly high in the 

case of the Indian Army. In addition, the Indian Army’s capital budget has seen a significant adjustment 

at the stage of revised estimate as well.  Even after a very candid deposition to the SCOD in 2018 by 

the VCOAS regarding the precarious state of the modernisation of the Indian Army, the observed 

                                                             
4 Comptroller and Auditor General, Report No. 3 of 2019: Performance Audit Report of the Comptroller and 
Auditor General of India on Capital Acquisition in Indian Air Force, February 13, 2019. 
5 Government of India, XV Finance Commission –Main Report Vol I, Chapter XI, New Delhi, October 2020 at 
https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Re
port.pdf. (Accessed 25 Feb 2022) 
6  Preparedness of Armed Forces- Defence Production and Defence Procurement, 29th Report of Committee on 
Estimate (2018-19), July 7, 2018, Lok Sabha Secretariat, New Delhi at 
https://eparlib.nic.in/handle/123456789/764418?view_type=browse  (Accessed 17 Feb 2022) 

https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Report.pdf.%20(Accessed
https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Report.pdf.%20(Accessed
https://eparlib.nic.in/handle/123456789/764418?view_type=browse%20%20(Accessed
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shortfall in capital budget allocation and utilisation has not seen any significant change.  As highlighted 

earlier, the Army saw a 31per cent decline in its capital outlay budget for 2021- 22 at the RE stage as 

compared to the BE. 

Table 2: Projected Requirement vs allocated Capital Outlay of Defence Services (in Rs Crores) 
  

BE RE Actual  

Year Service Projected Allocated Projected Allocated Expenditure 

2011-12 Army 25611.68 19210.69 20641.69 16005.69 11317  
Navy 26882.6 14657.83 21482.18 17459.08 16549.52  
Air Force 36186.1 30282.03 30282.03 27734.78 24171.43 

2012-13 Army 28234.6 19237.8 18971.09 15749.3 11341.51  
Navy 28643.19 24766.42 25002.85 18266.42 15519.55  
Air Force 36950.52 30514.45 36999.62 30517.95 32415.91 

2013-14 Army 25,528.08 17,883.83 19,271.59 14,967.25 14,433.29  
Navy 33,775.53 24,149.03 27,290.06 20,418.98 20,358.85  
Air Force 64,607.84 39,208.84 65,825.22 37,750.44 38,614.93 

2014-15 Army 41,936.15 26,533.60 23,832.67 21,933.54 18,586.73  
Navy 28,253.21 23,832.67 22,903.31 18,507.07 22,269.66  
Air Force 62,408.33 33,710.68 38,948.19 33,710.68 32,796.42 

2015-16 Army 31,938.67 27,342.42 27,845.33 24,230.47 20,703.70  
Navy 26,268.13 25,003.24 25,152.20 19,740.06 19,874.69  
Air Force 46,191.96 33,686.75 35,780.78 30,442.15 31,198.32 

2016-17 Army 37,960.18 26,935.81 34,489.90 24,017.86 28,462.11  
Navy 30,223.31 22,000.09 22,530.04 19,596.28 19,996.88  
Air Force 41,266.41 29,795.42 36,512.95 28,239.86 30,414.79 

2017-18 Army 42,485.93 25,205.71 40,791.43 25,205.71 27,148.26  
Navy 28,591.56 19,348.16 27,717.41 19,348.16 20,118.58  
Air Force 62,048.85 33,570.17 52,548.50 33,570.17 34,917.60 

2018-19 Army 44,572.63 26,815.71 41614.41 26,815.71 27,438.66  
Navy 35,695.41 20,848.16 30735.65 20,890.87 21,509.60  
Air Force 77,694.74 35,770.17 68579.46 35,770.17 36,451.74 

2019-20 Army 44,660.57 29,511.25 46,032.00 29,666.90 19,817.19  
Navy 37,220.98 23,156.43 40,123.18 26,156.43 23,050.79  
Air Force 74,894.56 39,347.19 81,301.99 44,947.19 37,154.79 

2020-21 Army 50,373.60 32,462.38 39,019.17 33,283.28 15,354.93 

 Navy 45,268.31 26,688.28 51,769.28 37,542.88 25,384.81 

 Air Force 66,207.29 43,281.91 72,955.18 55,083.91 34,098.00 
 Source: Various Reports of the Standing Committee of Defence 

In addition to noticeable gap between projected demands for budgetary resources, Table 2 also 

highlights that MoD has been regularly surrendering unspent amount from annual capital allocations. 

It has been argued that procedural complexity in defence acquisition process has been a major causal 

factor in unspent capital budget.  It would be pertinent to highlight that the situation has been 

considerably remedied in recent years.  
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Committed Liabilities and New Scheme 

The capital outlay of the armed forces broadly consists of two components, i.e., committed liabilities 

and new schemes.  Committed liabilities include anticipated payments during a financial year in 

respect of contracts concluded in previous years. Defence procurements generally involve multi-year 

acquisition process due to a long gestation period and rather complex delivery schedules. New 

schemes include new projects which are at various stages of approval and are likely to be implemented 

in future. Since committed liabilities are contractual obligations, they hold first charge on the budget 

allocation. Insofar as the capital segment is concerned, funds are first set aside to meet the projected 

committed liabilities likely to materialise during the year. The remaining allocation is distributed to 

meet the projected requirement for other items. Therefore, committed liabilities take precedence 

during the re-prioritisation process, compelled by lesser capital allocations than the projected 

amount. This leads to recasting of planned procurement through new projects and has a cascading 

effect in derailing the planned schedule of modernisation.      

It has been repeatedly argued that the envisaged pace of modernisation has also been adversely 

impacted by a large portion of the capital budget consumed by committed liabilities towards payment 

of already contracted procurement, leaving very little amount for progressing new procurement. 

These views have also resonated in various submissions to the Standing Committee by the 

representatives from the Service Headquarters. 

The Standing Committee has been regularly expressing concern with progressively larger share of 

committed liabilities in comparison with new schemes in the capital outlay of defence services. In 

2012-13, the committee had observed that allocating very paltry sums to the new schemes will 

jeopardize the modernization programme of the forces. The Standing Committee on Defence (15th 

Lok Sabha), in its ‘Twentieth Report’ had noted, “that allocating very paltry sum to the new schemes 

will jeopardize the modernization programme of the Forces. They therefore, recommend that 

adequate allocations should be made under this Head so that the Services could bridge the space 

created between required and existing capabilities to make the country [a] potent power in the 

region.”7 

The issue was constantly followed up in subsequent reports of the Standing Committee, and it 

progressively became clear that   committed liabilities constitute a significant element in respect of 

the capital acquisition segment, since one project may span several financial years. This issue was 

consistently followed by the Committee and regular details regarding financial allocations towards 

committed liabilities and new schemes were sought from the MoD during examination of the annual 

demand of grants. Table 3 tabulates details of expenditure by the three Services towards committed 

liabilities and new schemes from FY 2012-13 to FY 2016-17 as highlighted in the 31stReport of the 

Standing Committee on Defence (16th Lok Sabha).8  

Regarding the negative impact on various projects as a result of lesser allocations in FY 2016-17, the 

Ministry of Defence has acknowledged that the reduced allocation will impact cash outgo in 

committed payments and will lead to delay in various planned procurements by the Army, Navy and 

                                                             
7 The Standing Committee on Defence (16th Lok Sabha), 20th Report: Demand for Grants 2013-14, Lok Sabha 
Secretariat, April 2013 at https://www.eparlib.nic.in/bitstream/123456789/63946/1/15_Defence_20.pdf 
(Accessed 18 Feb 2022) 
8 31st Report on Demands for Grants of the Ministry of Defence for the year 2017-18 on Capital Outlay on 
Defence Services, Procurement Policy and Defence Planning (Demand No. 21), the Standing Committee on 
Defence (16th Lok Sabha),Lok Sabha Secretariat, March 2017 at 
https://www.eparlib.nic.in/bitstream/123456789/65190/1/16_Defence_31.pdf (Accessed 18 Feb 2022 ) 

https://www.eparlib.nic.in/bitstream/123456789/63946/1/15_Defence_20.pdf
https://www.eparlib.nic.in/bitstream/123456789/65190/1/16_Defence_31.pdf
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Air Force. “Delaying these schemes will not only have a cascading effect on the budget of FY 17- 18, 

but also result in delays in acquiring capability towards modernisation and bridging existing capability 

gaps.”9 

It is pertinent to highlight that segregated data on committed liabilities and new schemes in the capital 

outlay of the defence services enabled the SCOD to better assess the impact of budgetary constraints 

on defence modernisation. During the examination of the demand of grants of MoD for FY 2018-19, 

the Committee had observed that the allocation under the capital budget not only fell far short of the 

projections by MoD but the allocation does not even cover committed liabilities. Noting the shortfall 

in the capital budget vis-à-vis the committed liability being Rs. 16,061.65 crore, the Committee 

apprehended that “reduced allocation might lead to postponement of payments to its vendors for 

committed liabilities which in turn may result in litigation and additional interest burden. Moreover, 

the shortfall in funds leaves no scope for providing any impetus to modernization process for the 

Defence services.”10 

Table 3-Committed Liabilities and New Schemes (in Rs Crores)      

    
 

DSE 
Total 

Army Navy AF 

Year 
  

CL NS CL NS CL NS 

2012-13 BE 193407.3 5552.63 2500 22531.89 720.82 26433 2100  
RE 178503.5 4930.58 1075.67 16031.89 720.82 26176.72 4616.13  
Actual 181775.8 4987.34 764.41 15685.56 616.43 26360.14 4692.86          

2013-14 BE 203672.1 7024.31 493.98 4582.03 1645.26 4804.07 1643.47  
RE 203672.1 22295.84 442.86 19194.54 50.5 19114.95 50.5  
Actual 203499.4 35038.64 2010.44 34865.52 1780.12 35003.46 1914.53          

2014-15 BE 229000 12856.52 2084.15 8790.06 2084.15 8561.03 1443.63  
RE 222370 21248.07 663.92 16411.32 663.92 16102.46 4803.08  
Actual 218694.2 29173.4 2644.99 28982.4 2644.99 29509.92 1299.47          

2015-16 BE 246727 15740.75 1541.06 22248.12 1112.78 28246.53 3264.09  
RE 224636 9875.21 3160.07 17200.00 1193.38 23942.4 4701  
Actual 225894.9 8705.82 1438.14 17788.39 591.34 24334.17 4711.5          

2016-17 BE 249099 12492.92 2086.08 18763.77 1600 24306.02 3250  
RE - 9928.56 1986 15300 2838.75 26,245.15 -  
Actual - - - - - - - 

(CL- Committed Liabilities, NS – New Scheme, BE- Budget Estimate, RE- Revised Estimate, DSE- Defence Services Estimate, - Data NA)                                                   
Source: 31st Report of the SCOD, 16th Lok Sabha 

                                                             
9 Government of India, XV Finance Commission– Main Report Vol I, New Delhi, October 2020, at 
https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Re
port.pdf. (Accessed 25 Feb 2022) 
10 The Standing Committee on Defence (16th Lok Sabha), 42nd Report on Demands for Grants (2018-19): 
Capital Outlay on Defence Services, Procurement Policy and Defence Planning (Demand No.21) pertaining to 
Ministry of Defence, Lok Sabha Secretariat, March 2018 at  
https://www.eparlib.nic.in/bitstream/123456789/762356/1/16_Defence_42.pdf (Accessed 17 Feb 2022) 

https://www.eparlib.nic.in/bitstream/123456789/762356/1/16_Defence_42.pdf
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Even though, the granular data on financial allocations towards committed liabilities and new schemes 

in the capital budget was made available for four financial years, during the discussion on Demands 

for Grants (2018-19), the MoD submitted that, “In the Defence Services Estimates (DSE), there is no 

separate allocation of funds for Committed Liabilities (CL) and New Schemes (NS).” Since then data 

about committed liabilities and new schemes have been provided only on an aggregate basis. Further, 

even aggregate data on committed liabilities and new schemes has not been made available during 

the Standing Committee’s deliberations on the Demand for Grants 2020-21.11  

The Standing Committee may consider revisiting this issue. Even if, committed liabilities and new 

schemes are not reflected separately in the Defence Services Estimates (DSE), these details are critical 

indices of capital budget planning and are used in the preparation of demand of grants. In addition to 

these granular details of committed liabilities and new schemes, it would be useful to get the details 

of all capital acquisitions planned to be executed during the particular financial year along with details 

of acquisitions that could not be contracted.  It is the latter which need closer examination to see why 

these contracts did not materialise, with a special focus on those which got stuck either because of 

paucity of funds or took an inordinately long time after the completion of contract negotiations. 

Non-Lapsable Fund for Defence Modernisation 

Defence planning and capability-building is a long-lead activity which requires long-term commitment 

of funds. To facilitate realistic planning aligned with likely resource availability, predictability/certainty 

in budgetary allocations is essential. It has long been argued that one of the major reasons for sub-

optimal defence modernisation in India is the lack of clarity and commitment of financial allocations, 

related to long-term and short-term plans.  

Even though the long-term defence modernisation plan has been based on a percentage growth 

anticipated in fund allocation, there has often been sharper scrutiny and protracted discussion 

between the MoD and the Ministry of Finance over defence Five-Year Plans. Notwithstanding 

rhetorical claims in budget statements that adequate funding will not be a handicap in the country’s 

defence preparedness, annual fund allocation has seldom been in line with the Plan estimates. To 

compound the problem further, procedural complexities in defence acquisition have often caused 

delays which result in lapses of unspent capital budget. Given that the modernisation of the defence 

services is a continuous process, acquisition proposals which do not fructify in a financial year are 

processed/finalised in subsequent years. 

The proposal towards creation of a separate `Non-Lapsable Fund’ to be utilised by the MoD for capital 

expenditure was recommended by the Standing Committee on Defence (13th Lok Sabha) in its 19th 

Report. The Committee inquired about the fund generated as a result of a 5 per cent surcharge levied 

by the Government on taxpayers in the name of national security during the year 2002-2003. It was 

stated that “the amount generated through surcharges levied by the Government is a part of general 

revenues of the Central Government and expenditure provisions are made through the Demands for 

Grants of the Ministries/Departments approved by the Parliament.” Noting that the funds generated 

through surcharge should logically be utilised for the stated purpose of national security, the 

Committee recommended that funds collected from the national security surcharge must be placed 

in a separate `non-lapsable fund’ to be utilised by the MoD for capital expenditure.12  The Ministry of 

                                                             
11 Ibid.  
12 19th Report, Ministry of Defence Demand of Grants (2003-2004), The Standing Committee on Defence (13th 
Lok Sabha), Lok Sabha Secretariat, April 2003, p.34 at 
https://www.eparlib.nic.in/bitstream/123456789/63188/1/13_Defence_19.pdf (Accessed 17 Feb 2022) 

https://www.eparlib.nic.in/bitstream/123456789/63188/1/13_Defence_19.pdf
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Finance disagreed with the idea of creation of a `non-lapsable fund’, arguing that it “will not only be 

in violation of the extant financial rules but will also avoidably add to fiscal deficit.”13 

 Notwithstanding the stated reservation of the Ministry of Finance, the creation of a defence 

modernisation fund was announced by then Finance Minister Jaswant Singh during the presentation 

of the interim budget for FY 2004-05. He highlighted that “the process of defence procurement often 

extends to over three years. Adequate and a committed availability of funds, over such a period, for 

defence modernisation and weapons systems acquisition, needs a satisfactory resolution.” Therefore, 

it has been decided “to establish a non-lapsable, Defence Modernisation Fund of Rs.25,000 crore. This 

will commit availability of adequate funds for the purpose. The Fund will be made available to the 

Ministry of Defence from the new financial year.”14 This announcement was omitted in the final 

budget for the FY 2004-05, even though the budgetary announcement had included provisions for “a 

non-lapsable Central pool of resources for development of the NER”. 15 

Till 2009, the  SCOD had repeatedly argued that “keeping in view the large scale surrender of Fund 

allocated for Capital Acquisition since 2004-05, and the long gestation period for Defence Acquisition, 

the Committee in their earlier reports on Demands for Grants had recommended that a Non-Lapsable 

Defence Modernization Fund should be created.”16 The Committee was also disappointed as “the 

Ministry of Defence have not done anything in this regard” and desired early consideration of this 

issue.  

However, the Committee, in its 35th Report to the 14th Lok Sabha, also decided not to pursue the 

matter further in view of the Government replies that there was no need to set up a “Non-Lapsable 

Defence Modernization Fund”. The MoD submitted that “availability of funds is not an issue insofar as 

the modernization effort is concerned, as adequate funds are being made available to the Services 

every year.” Further, it was submitted that “utility of such a Fund would be limited as parliamentary 

approval would be required for appropriating any sum from the Fund”.17 

Even though the Committee had decided in 2009 not to pursue further its recommendation regarding 

‘non lapsable fund’, the issue resurfaced again during the examination of the defence budget for FY 

2015-16. The Committee observed that “the Capital Expenditure has never remained under control”. 

In addition to budgetary allocation being lower than the projected requirement by the armed forces, 

“the Capital Head invariably ends up with unutilized funds” at the end of the financial year. It noted 

that “such under-spending leads to a situation where the preparation of Defence Forces are nowhere 

near” the requisite level of preparedness. The Committee opined that “capital investment requires a 

certain period of time to materialize. A capital investment cannot be completed in a financial year” 

due to the necessity of multi-level clearance. Therefore, the Committee, in the Sixth Report to the 16th 

Lok Sabha, strongly recommended that “Capital Allocation and Expenditure should be ‘Non-lapsable 

and Roll-on’ allocation.”18  

                                                             
13 Ibid., pp. 23-24.  
14 Speech of Jaswant Singh, Minister of Finance, Interim Budget 2004-2005, February 3, 2004 at 
https://www.indiabudget.gov.in/budget_archive/ub2004-05(I)/bs/speecha.htm(Accessed 24 March 2022) 
15 “Budget 2004-2005”, Speech of P. Chidambaram, Minister of Finance, July 8, 2004 at 
https://www.indiabudget.gov.in/budget_archive/ub2004-05/bs/speecha.htm (Accessed 24 March 2022) 
16 35th Report: Action Taken by the Government on the Recommendations contained in the 29th Report of the 
Committee (14th Lok Sabha) on the Demands for Grants of the Ministry of Defence for the year 2008-09 ), The 
Standing Committee on Defence (14th Lok Sabha), Lok Sabha Secretariat, February 2009, –p. 54 at 
https://www.eparlib.nic.in/bitstream/123456789/62706/1/14_Defence_35.pdf(Accessed 17 Feb 2022) 
17 Ibid.  
18 6th Report Ministry of Defence Demands for Grants 

https://www.indiabudget.gov.in/budget_archive/ub2004-05(I)/bs/speecha.htm(Accessed
https://www.indiabudget.gov.in/budget_archive/ub2004-05/bs/speecha.htm
https://www.eparlib.nic.in/bitstream/123456789/62706/1/14_Defence_35.pdf(Accessed
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In the action taken report, the MoD argued that utilisation of capital budget needs to be seen as 

aggregate. It noted that focussing only on a particular Service, or year of under-spending, gives a 

distorted picture. The Ministry argued that the capital budget had been fully utilised during the period 

2010-2015. In the Ministry’s views, no purpose would be served by delineating the capital budget as 

‘non-lapsable and roll-on’ as on no occasion during the last five years were any surplus funds available 

for rolling over. The Committee did not find these arguments by the MoD tenable and strongly 

reiterated that its recommendation “for treating the Capital Outlays ‘as roll-on and non-lapsable’ be 

considered with due seriousness, even if the measure calls for, or involves, substantial changes in the 

process of Budget formulation.”19  

While the Committee continued to reiterate its recommendations about the creation of ‘non-lapsable 

and roll-on fund, these were not agreed to by the Government, stating that budgetary provisions are 

adequate, creation of such a corpus was unnecessary and that “parking in corpus fund is against the 

spirit of  Article 266(1) of the Constitution”.20 Subsequently, the Committee was informed that a draft 

Cabinet Note for creation of non-lapsable Defence Modernization Fund has been prepared and is 

under consideration of the Ministry of Finance and the XVth Finance Commission. 

The XVth Finance Commission reviewed defence expenditure during the last ten years and highlighted 

that the defence budget has shown a trend growth rate (TGR) of 9.6 per cent (revenue 11 per cent, 

capital 6.1 per cent). The actual capital expenditure has shown a TGR of 5.7 per cent since 2011-12. 

Based on the anticipated fiscal requirement provided by the MoD, the Finance Commission pointed 

out that the total Plan projection for 2021-26 is Rs 17,46,000 crore and the estimated allocation is Rs 

9,01,000 crore. The projected shortfall, therefore, is Rs 8, 45,000 crore. 21 

The MoD, in its submission to the Finance Commission stated that if the projections made in the 

defence plan for committed liabilities on on-going capital acquisitions are taken into account, along 

with the new acquisitions planned, the three Services would substantially run short of funds in the 

coming years. It was further highlighted that there is a total shortfall (on both revenue and capital 

accounts) of Rs. 7,37,357 crore in the Ministry's defence plan projections for the three forces for the 

period 2017-18 to 2020-21. 

The Ministry drew attention to the fact that consistent shortfalls in the defence budget over a long 

period has resulted in serious capability gaps, compromising the operational preparedness of the 

services. Consequently, the MoD has to resort to ad-hoc mechanisms such as postponement of a few 

                                                             
(2015-2016): Civil Expenditure of the Ministry of Defence and Capital Outlay on Defence Services 
(Demand Nos. 21, 22 & 28), ), The Standing Committee on Defence (16th Lok Sabha), Lok Sabha Secretariat, 
April 2015, p. 80 at https://www.eparlib.nic.in/bitstream/123456789/65196/1/16_Defence_6.pdf(Accessed 17 
Feb 2022) 
19 15th Report on Action taken by the Government on the observations / recommendations contained in the 
Sixth Report of the Committee (Sixteenth Lok Sabha) on Demands for Grants(2015-16) of the Ministry on 
Defence on Civil Expenditure of the Ministry of Defence and Capital Outlay on Defence Services (Demand No. 
21, 22 and 28), The Standing Committee on Defence (16th Lok Sabha),   Loksabha Secretariat, Feb 2016 at 
https://www.eparlib.nic.in/bitstream/123456789/65170/1/16_Defence_15.pdf (Accessed 17 Feb 2022) 
20 48th  Report on Action Taken by the Government on the Observations/Recommendations contained in the 
Forty-second Report (16th Lok Sabha) on 'Demands for Grants of the Ministry of Defence for the year 2018-19 
on Capital Outlay on Defence Services, Procurement Policy and Defence Planning (Demand No. 21)', The 
Standing Committee on Defence (16th Lok Sabha), Lok Sabha Secretariat, January 2019, pp 14-15 at   
https://www.eparlib.nic.in/bitstream/123456789/783383/1/16_Defence_48.pdf(Accessed 17 Feb 2022) 
21 Main Report Vol I, “XVth Finance Commission, Government of India,  New Delhi, October 2020 at 
https://fincomindia.nic.in/writereaddata/html_en_files/fincom15/Reports/XVFC%20VOL%20I%20Main%20Re
port.pdf. (Accessed 25 Feb 2022) 

https://www.eparlib.nic.in/bitstream/123456789/65196/1/16_Defence_6.pdf(Accessed
https://www.eparlib.nic.in/bitstream/123456789/65170/1/16_Defence_15.pdf
https://www.eparlib.nic.in/bitstream/123456789/783383/1/16_Defence_48.pdf(Accessed
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procurements and delaying payments, resulting in high carry-forward of unmet requirements and 

committed liabilities. 

The Finance Commission broadly echoed the findings of the SCOD.  The Commission recognised that 

defence planning and capability-building requires long-term commitment of funds. To facilitate 

realistic planning which is aligned with the likely resource availability, predictability/certainty in 

budgetary allocations is essential. It also highlighted that complex procurement procedures and 

insufficient availability of funds over a prolonged period of time have resulted in shortages of critical 

defence equipment.  

The Commission highlighted that the requirement of the armed forces for modernisation can be 

meaningfully met if there is certainty in the commitment of financial support to it in the form of a 

dedicated fund, based on approved modernisation plans, at least for a five-year period on a continuing 

basis. The Commission recommended setting up a dedicated, non-lapsable Modernisation Fund for 

Defence and Internal Security to bridge the gap between projected budgetary requirements and 

budgetary allocation. The Commission recommended an allocation of Rs 1,50,000 crore for the first 

year. The total indicative size of the proposed fund over the 2021-26 period is capped at Rs 2.38 lakh 

crore.   22 

A formal announcement in this regard was anticipated during the budget announcement for FY 2022-

23. However, this did not materialise. Media reports citing sources in the Ministry of Finance 

highlighted that “the [C]ommission’s recommendations on defence have not been accepted. The 

[G]overnment is not likely to agree to put money from the Consolidated Fund of India into a non-

lapsable fund.” It has been reported that the Ministry of Finance is of the opinion that putting money 

directly into a non-lapsable fund — as suggested by the XVth Finance Commission, by passing annual 

parliamentary scrutiny, is against good parliamentary practice.23  Beyond this non-attributable briefing 

to the media, there has not been any definitive communication in this regard.  

The deteriorating geopolitical environment has led various countries across the world to re-evaluate 

the material preparedness and modernisation needs of respective armed forces. The strategic 

necessity of national security has led some countries to employ innovative fiscal measures to provide 

additional funds for modernisation of their armed forces. A few recent examples are as under:- 

- In July 2020, Australia announced AUD 270 billion (US$ 190 billion) in additional defence 

spending over the next decade over and above the regular budgetary allocations for defence. 

Australia aims to invest this additional funds for acquisition of more lethal and long-range 

capabilities that will hold enemies further from its shores, including longer-range strike 

weapons and offensive cyber capabilities.24 

- On  January 11, 2022, Taiwan’s parliament passed an extra spending bill of $8.6 billion to 

boost defence capabilities against growing military threats from China. This defence budget 

will be in addition to the planned annual expenditure by Taiwan on its military. Spread over 

the next five years, this additional budgetary outlay will be used by Taiwan’s military for 

                                                             
22 Ibid.  
23 Asit Ranjan Mishra and Arup Roychoudhary, “Finance Ministry Eyes New Ways to Boost Non-Lapsable 
Defence Fund,” Business Standard India, February 7, 2022 at https://www.business-
standard.com/article/economy-policy/finance-ministry-eyes-new-ways-to-boost-non-lapsable-defence-fund-
122020700004_1.html (Accessed 09 Feb 2022) 
24 Rod McGuirk, “Australia Plans $190 Billion Defense Boost Over Decade,” The Diplomat, July 2, 2020 at 
https://thediplomat.com/2020/07/australia-plans-190-billion-defense-boost-over-decade/.(Accessed 12 April 
2022) 
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purchasing anti-ship and anti-aircraft armaments for navy and coast guard vessels, as well as 

unmanned aerial vehicles.25  

- During a special session of parliament convened after the Russian invasion of Ukraine on  

February 25, 2022, German Chancellor Olaf Scholz proposed the creation of a special fund of 

€100 billion (US$ 112 billion) to be spent on military procurement and pledged to allocate 

more than 2 per cent of Germany’s Gross Domestic Product (GDP) to defence. Germany’s 

revised federal budget for 2022 presented on March 16, included the draft legal provisions for 

appropriation of this €100 billion extra-budgetary fund. Spread over several years, this 

additional fund aims to address persistent capability gaps within the German armed forces 

(Bundeswehr) through ‘necessary investments in procurement’.26  

 

Conclusion 

As argued earlier, modernisation of the armed forces is a continuous process which requires a 

constant flow of funds as per the projected requirement in order to maintain requisite military 

preparedness to deter and defeat existing and emerging challenges to national security.  It has been 

brought out that modernisation of the Indian armed forces has been adversely impacted due to sub-

optimal allocations in the capital outlay. While India’s external security challenges have become 

progressively complex, the shortfall between projected requirement for the modernisation need and 

allocation towards capital outlay in the defence budget has been widening. As per the MoD’s 

projections submitted to the XVth Finance Commission, budgetary allocations for defence during 2021-

26 will meet just about 50 per cent of expected requirements. While the SCOD has been highlighting 

the deleterious impact of the shortfall between projected requirement and budgetary allocation on 

defence modernisation, the fiscal trend of sub-optimal capital allocation continues.  

A systemic investigation by the SCOD of the amount allocated in the capital outlay towards committed 

liabilities and the new scheme between 2012 and 2013, had shown a causative linkage between capital 

outlay and the envisaged pace of modernisation. The collated data indicated that the shortfall in 

capital outlay had adversely impacted the envisaged pace of modernisation since a large portion of 

the capital budget was consumed by committed liabilities towards payment of already contracted 

procurement, leaving very little amount for progressing new procurement.  

This line of enquiry was not pursued as MoD had declined to share segregated data since committed 

liabilities and new schemes are not reflected separately in the Defence Services Estimates (DSE). The 

SCOD may consider revisiting this issue. In addition, the SCOD may consider seeking details of all 

capital acquisitions planned to be executed during the particular financial year along with details of 

acquisitions that could not be contracted.  It is the latter which needs closer examination to see why 

these contracts did not materialise, with a special focus on those which got stuck either because of 

paucity of funds or took an inordinately long time after the completion of contract negotiations. 

                                                             
25 Yimou Lee, “Taiwan’s Special Defence Budget to Go Mostly on Anti-Ship Capabilities,” Reuters, October 5, 
2021, sec. Asia Pacific at https://www.reuters.com/world/asia-pacific/taiwans-special-defence-budget-go-
mostly-anti-ship-capabilities-2021-10-05/. (Accessed 03 Dev 2022) 
26 Alexandra Marksteiner, “Explainer: The Proposed Hike in German Military Spending | SIPRI,” Stockholm 
International Peace Research Institute (SIPRI), March 25, 2022 at 
https://www.sipri.org/commentary/blog/2022/explainer-proposed-hike-german-military-spending. 
(Accessed 12 Apr 2022) 
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The proposal for a non-lapsable fund for defence modernisation has been under deliberation for 

nearly twenty years and has been on the agenda of the SCOD since the 13th Lok Sabha. Despite a very 

clear direction on the subject by the XVth Finance Commission, there is no definite headway on the 

subject.  Further deliberation on the subject may take into account innovative fiscal supplements 

instituted by other countries to their defence budget.   

   


