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Capital Formation
Gets Much-needed
Push from the Govt
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AJAY SRINIVASAN

In the background of the econo-
mic and humanitarian challeng-
es created by the pandemic, this
budget emphatically signals a
strong focus on investment-led
growth. This approach of a
strongly expansionary fiscal poli-
cy is welcome and required.

The government has made a big
shift in favour of capital expendi-
ture and a significantly higher al-
location to health, marking a qua-
litative Improvement In govern-
ment expenditure. Overall capital
expenditure 1s budgeted to increa-
seby 26% y-0-yoverthe REof FY21
which itself had increased by 31%
y-0-y over FY20. In fact, govern-
ment capex as a percentage of
GDP has risen to the highest level
in 17 years, giving a much-needed
push to capital formation which
has been declining in the country.

In real estate, the tax holiday
for affordable housing projects
andtaxdeduction for intereston
housing loans have been exten-
ded. The push to sectors with a
high multiplier on growth is
commendable.

The question then is how this
spend will be financed. Not only
has the government indicated
that the fiscal deficit for FY22 wo-
uld be a significant 6.8% but it has
also mentioned a glide path that
would mean the expansionary fi-
scal policy would be multi-year
and continue till FY25-26.

We believe that with interest ra-
tes low and global policy opinion
in favour of countercyclical fiscal
policies, this was an opportune tl-
me to expand the fiscal. Moreover,
with no major increase in taxes,
clearly, there is a view that buoy-
ancy in tax revenues through
growth will meet some of thisfun-
ding need. But, there are more in-
novative plans as well laid out in

thebudget.

For one, there is the creation of a
DFI for infrastructure financing
which satisfles the need to provide
long term financing, especially af-
ter both IDBI and ICICI converted
to commercial banks. In another
major initiative, the ARC and
AMC model to clean the bad book
of banks is very positive and sho-
uld help in declogging the financi-
al system and give a strong impe-
tus to credit growth, which would
be required to fund the economy.

Furthermore, the National Mo-
netisation Pipeline of brownfleld
infrastructure assets and Asset
Monetisation dashboard are ex-
cellent initiatives to monetise ope-
rating public infrastructure. The
government has also budgeted a
sum for divestment at ®1.75 lakh
crore. The plan to privatise two

public sector
banks and one ge-

neral Insurance
company is also a
radical and positi-
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tax on dividends here is a positive
signal to foreign investors. There
will however be some amount that
would have to be funded by market
borrowings. The impact of thison
interest rates and crowding out of
the private sector is going to be de-
pendent on the RBIand how much
we are able to tap the immense 1i-
quidity available globally

India is indeed unique in giving
such a strong push for capex and
the supply side in these unprece-
dented times. Rather than only
work on targeted redistribution,
webelieve thisbudget putssustai-
nable, inclusive growth as the cle-
ar focus of government policy
and should lay the foundation to
the 7-8% growth trajectory this
nation aspires for.
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