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The Indian government tabled the 
Union Budget 2021 earlier this month. 
The finance minister had promised to 
deliver a ‘budget like never before" and 
she presented a well-balanced budget 
with an equal emphasis on growth and 
social objectives. Market participants 
and analysts have given a big thumbs 
up to the policy announcements and the 
budget allocations. Consequently,
the benchmark Bombay Stock Exchange
(BSE) equity index gained by almost
4,000 points (a rise of 8.6 percent) within
two days and the bull rally in the equity
market has continued since then. 

The economic survey released right 
before the budget suggested that the 
economy will likely witness a V-shaped 

How has the budget fared on our 
expectations?

recovery and rebound by 11 percent 
in FY2022 (Apr 2021−Mar 2022). Last 
December, Deloitte projected 11.7 
percent growth for the next financial 
year. The rebound will be on the back 
of a steady decline in the number of 
infections, a rapid vaccination drive, 
and effective government support in 
the form of stimulus and reforms. The 
caveat is that the government’s fiscal 
deficit is expected to rise to 9.5 percent 
of GDP in FY2021 (Deloitte estimated 
a range of 9.6−10.3 percent), up from 
the past year’s budget estimate of 3.5 
percent. 

Lower tax revenues and higher spending 
to support lives and livelihood post the 
pandemic, along with the shortfall in 

budgeted receipts from disinvestments, 
are going to push the deficit up. Besides, 
the finance minister rationalised the off-
balance-sheet borrowings and headline 
fiscal deficit numbers, intending to 
bolster market sentiments by being 
transparent about its off-balance sheet 
spending. That said, only 0.6 percent of 
GDP is a pure accounting shift and 1.5 
percent of GDP is incremental spending 
in FY2021, which is also the direct fiscal 
impulse.i 

The government expects the deficit to 
come down to 6.8 percent in FY2022. 
This indicates that it is prepared to 
provide the fiscal push for the next years 
before it consolidates in the following 
years (2024−25). 

i   As reported by SBI research, Soumya Kanti Ghosh, ‘Budget 2021 shows govt is set for a fiscal push. Baton has once again passed to the RBI’, The Indian 
Express, February, https://indianexpress.com/article/opinion/columns/union-budget-2021-gdp-economy-7173494/
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Before the budget, we had bucketed our expectations into seven categories—the seven-league boot that India needs to rebound 
strongly.ii It is heartening to see that the government ticked all the boxes that we expected. The emphasis of the budgetary allocation 
was on areas that have a higher multiplier effect on income and employment in the medium to long term. 
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Figure 1: The seven-league boot that India needs to rebound strongly

Source: Deloitte Research

Emphasis on the seven-league 
boots 

ii   Deloitte, Budget expectations 2021, https://www2.deloitte.com/in/en/pages/about-deloitte/articles/budget-expectations-economy.html
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iii      Shritama Bose, ‘Union Budget 2021: Recap plan, DFI to ease banks’ capital positions’, The Financial Express, February, https://www.financialexpress.com/
budget/union-budget-2021-recap-plan-dfi-to-ease-banks-capital-positions/2184937/

1. Infrastructure investment

2. Demand generation and employment

The primary focus was on infrastructure, including health and agriculture, as expected. Capital expenditure was 
increased by 26 percent to INR 5.54 trillion. Under social infrastructure plans and projects, the finance minister 
announced the Atmanirbhar Swastha Bharat scheme. It allocated INR 641.8 billion for the scheme that will be spent 
over the next six years . It also focused on strengthening a health institutional framework, nutrition, and water supply 
coverage; controlling air pollution; and vehicle scrapping policy. Additionally, allocations were made towards education, 
employment generation, and innovation and digitisation. The infrastructure-led investment is expected to create jobs and 
revive demand; improve the business ecosystem; reduce logistics costs; and aid in inclusive development without stoking 
inflation risks.

To improve access to long-term funds, the government introduced a Development Financial Institution (DFI). The 
institution is expected to inject fresh capital and long-term savings into the infrastructure sector. It will mobilise 
infrastructure funding from both the government and the capital market to ensure DFIs compete with private-sector DFIs.
iii The success, however, will depend on the setting up of a professionally managed DFI to ensure efficient, transparent, 
and accountable governance.

Additionally, the emphasis should be on allocating funds for ongoing projects. Several large central infrastructure projects 
have been delayed given the pandemic situation. If more funds are directed towards completing such projects, this will 
result in capacity gains in the next two fiscal years, instead of several years. This move will also enthuse investors as they 
will get returns on their investments sooner.

This was the first budget of the decade where the government left direct taxes unchanged. Besides, the government 
announced measures to provide minimum wages to every category of workers (covered by the Employees State Insurance 
Corporation), allow women to work in every category with adequate protection, and extend social security to gig and 
platform workers. These measures will ensure the implementation of four new labour codes. These measures are also 
expected to reduce financial anxieties and improve consumer confidence. 

The government focused on spending in labour-intensive sectors that could help create more jobs, especially for 
low-and-medium skilled workers. Boost to industries such as the textile industry, fisheries, and urban and road/port 
infrastructure, is expected to spur jobs and income amongst rural workers and urban migrants, who have been hit by the 
pandemic. Extending tax holidays for affordable rental housing projects suggests that the government is thinking about 
the migrant population’s needs in urban areas. 

That said, a few of the announced schemes have been around for a while. These schemes include subsidised food grain 
to poor anywhere (‘one nation one ration’). The others are an extension of established practices, such as a minimum 
wage floor and insurance. The execution of these has been less efficient. Besides, tax-free return on investments in a unit-
linked insurance plan and the provident fund could hurt several middle-class salary earners who use the two schemes to 
plan for their retirement. This may increase the propensity to save more for the future and hurt spending abilities today. 
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3. Business environment and ecosystem

4. Financial sector stability

Several announcements focused on improving ease-of-doing business to attract investment and improve investors’ 
confidence. The government proposed a swift resolution of contractual disputes for those who deal with government or 
central public-sector enterprises. It focused on reducing tax litigation, set up a faceless dispute resolution mechanism for 
small taxpayers, and revised time limits and due dates for compliance to promote a transparent and efficient tax system. 

The emphasis on building physical assets and infrastructure will aid in reducing logistics costs. Allocation of INR 15 billion 
to promote digital modes of payments, decriminalise certain compoundable offences under the LLP act involving minor 
technical and/or procedural violations, and support the Micro, Small and Medium Enterprises (MSME) sectors, could go a 
long way in improving the business ecosystem and environment. 

In another announcement, the government amended the Insurance Act and increased FDI in the insurance sector from 49 
percent to 74 percent. This move will likely bring in more capital, technical know-how, and innovation, and new financial 
services and products that could improve customer experience and help in deeper penetration of insurance. 

To deal with financial instability that may arise because of the pandemic, the government allocated INR 200 billion 
for bank recapitalisation. This announcement, along with the setting up of a DFI for raising funds to build social and 
physical assets, could help ease the capital constraints faced by Public Sector Banks (PSBs). PSBs have been the primary 
benefactor for infrastructure projects and these measures will enable them to diversify their portfolios and provide more 
credit to other industries. This could help the industry sector to access more credit, which has been declining since late 
2018. 

The government also set up an asset reconstruction company to take over distressed loans and for value realisation. 
This is an important move to prevent any capital erosion due to stress on banks' assets, enable banks to lend more, and 
improve credit growth in the economy. The proposal to strengthen the National Company Law Tribunal (NCLT) framework 
and create a separate framework for MSMEs to help them resolve their debts without losing their business could go a 
long way in reducing stress on their lenders. 

The government has stepped in to nip any challenges in the bud that could lead to financial instability. That said, 
subsequent asset quality review exercise could indicate much higher stress on bank assets than anticipated. Another 
concern is related to the liquidity in the market and the Reserve Bank of India’s (RBI) policy stance. Inflation in India has 
remained stubbornly high over the past two years. If the economic revival paces up in H2 FY22, a sharp rise in demand, 
together with high liquidity in the market, could boost inflation sharply. This limits the room for the RBI to maintain an 
accommodative policy stance. The RBI has to be careful about not to tighten its policy too soon as that could lead to 
financial instability.
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The world is witnessing a prominent shift in global supply chains that presents India an opportunity to strengthen its 
position in the global value chain and emerge as a preferred destination for doing business. With a perceivable shift 
amongst global investors to diversify production supply chains, India can capture value addition in midstream stages 
instantly, due to its cost advantages. 

However, to date, India has witnessed an increase in backward participation in Gross Value Chains (GVCs). Now, India 
should aim at gradually moving upstream and downstream on the value chain in the long run to benefit more from 
participation in GVCs. Measures such as rationalising old custom duties, extending exemptions to the electronic and 
mobile industry, and removing duties in iron and steel scrap, could help increase domestic value addition and reduce 
production costs. 

Revising the definition for small companies by increasing their capitalisation threshold and doubling the support to the 
MSME sector by setting aside INR 157 billion in FY22 could be great moves to build up a strong ecosystem for innovation. 
This will enable them to scale up facilities, benefit them from scale economies, and enable them to actively take part 
in enhancing GVCs. These moves will, in turn, improve labour productivity and efficiency. Removing duties selectively, 
exempting tariffs, and addressing an inverted duty structure may promote specialisation and investment in specific 
labour-intensive sectors where India has a competitive advantage. 

5. Global footprint: move up the global value chain
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6. Innovation and upskilling

7.		 Deficit	management	and	raising	fund

The government has been upfront about its expense and deficit, indicating its determination to do whatever it takes 
to revive the economy. However, the government is walking a tightrope, balancing growth and fiscal concerns. With 
expenses budgeted to be high in the next few years, there is an ongoing debate about how the government will fund its 
expenses and mobilise resources for infrastructure; bank recapitalisation; and capital expenditure. At the same time, it 
has not raised taxes. Revenues are likely to be low because of subdued economic activity. A high deficit for the medium 
term is raising concerns amongst market analysts. On the other hand, the alternative to pursue a tight fiscal policy and 
stun the nascent recovery is not viable either. 

To raise funds, the government is relying on sources such as privatisation and monetisation of land assets. However, 
these projects have long gestation periods. The government has had limited success in realising the scale of 
disinvestments announced over the past few years. Several of these projects with high multipliers are spread over a 
horizon of more than one year. India needs to spend and create jobs now to support the economic recovery that has 
just taken off. Therefore, the window for the government to get the desired amount of funds and spend to support the 
nascent recovery is short. The government has to realise the sources of funds immediately and front-end its spending. 

Overall, the union budget has been a continuation of several efforts of the government to put the economy back 
on a sustainable growth trajectory. It is also unlikely that this budget will be the last one in the series. Therefore, 
understanding the specific details and getting clarity on spending (which in turn will determine the strength and pace of 
the sustainable economic recovery), are important. 

To be the next global manufacturing hub, our nation must aspire to move up the global value chain simultaneously 
by spending on innovation and R&D, and upskilling its workforce. With the help of innovation, capital, and knowledge, 
industries can be better equipped to reach higher levels of sophistication in production, and engage in pre-and post-
production activities. Besides, with the world going virtual and businesses adopting digitisation, there will be a profound 
impact on the nature of jobs and demand for the workforce. Several jobs, primarily low-skilled ones, face a risk of 
extinction posed by digitisation and automation.

To address these, the government has focused on skill development, technological innovation, and R&D. The realignment 
of the National Apprenticeship Training Scheme (NATS) to provide post-education apprenticeship, and training to 
graduates and diploma holders in engineering are important steps towards upskilling the labour force. Collaborations 
with other countries to facilitate opportunities and skill development are likely to open up new opportunities for our 
young and aspiring workforce, and improve labour productivity.

The government also allocated INR 500 billion for the next five years to the national research foundation to strengthen 
the research ecosystem and apportioned funds towards space research and ocean missions. This could help India climb 
up the ladder of innovation performance. That said, the Indian business sector contributes much less compared with 
businesses in each of the top 10 economies (68 percent on an average) globally. 
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