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Increasing investment to stimulate growth 
[GS3: Indian Economy] 
 

• India’s current economic slowdown is due to a combination of two underlying trends.  
1. There is the short-run cyclical slowdown due to significant fall in demand for automobiles, 

consumer durables and housing. 
2. There is the more serious long-term fall in investment and savings rates.  
• Raising growth requires that attention be paid to both cyclical and structural dimensions of the 

problem. 
 What Is an Economic Slowdown? 
• An economic slowdown occurs when the rate of economic growth slows in an economy.  
• Countries usually measure economic growth in terms of gross domestic product (GDP), 

which is the total value of goods and services produced in an economy during a specific 
period of time. 

 

Measuring Changes in GDP 
• The rate of economic growth or decline is calculated by determining the percentage change 

in GDP from one period to another.  
• For example, the value of a country's GDP in the second quarter of this year may have 

increased 2% from the value from the first quarter GDP.  
• On the other hand, if GDP rose only 1.5% between the second quarter and the third quarter, 

we can say that the economy is slowing down because it is not growing as fast. 
• India’s GDP growth during January to March 2019 slowed down to 5.8%.  
• GDP growth is likely to slow down further to 5.7 per cent in the first quarter of the current 

financial year, due to low consumption, weak investments and an under-performing service 
sector. 

 

Status of Fixed capital formation in India 
• Fixed capital formation refers to the process of a firm increasing its stock of fixed capital.  
• Fixed capital can also be referred to as Property, Plant, and Equipment (PP&E). For 

example, if a firm builds a new factory or invests in new machines, this will be 
an accumulation of fixed capital. 

 Current data: 
• When it comes to the Gross Fixed Capital Formation (GFCF) relative to GDP at current 

prices, a steady fall has been visible since 2011-12, when it was 34.3%.  
• By 2017-18, it had fallen by 5.7% points, to a level of 28.6%. 
• Assuming an Incremental Capital Output Ratio (ICOR) of 4, this meant a fall of nearly 1.4% 

points in the potential growth rate.  
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• The fall consisted of sectoral decreases in the household, private corporate and public 
sectors. 

 

What is the incremental capital output ratio (ICOR) 
• It is a frequently used tool that explains the relationship between the level of investment 

made in the economy and the consequent increase in GDP.  
• ICOR indicates the additional unit of capital or investment needed to produce an 

additional unit of output. 
• ICOR=Annual Increase in GDP/ Annual Investment 
 What Does the Incremental Capital Output Ratio Tell You? 
• For example, suppose that country has an incremental capital output ratio (ICOR) of 10.  
• This implies that Rs. 10 worth of capital investment is necessary to generate Rs. 1 of extra 

production.  
• Furthermore, if country’s ICOR was 12 last year, this implies that country has become more 

efficient in its use of capital.  
 

Fall in household savings rate 
• The Gross Domestic Savings Rate also fell between 2011-12 and 2017-18 by 4.1% points, 

from 34.6% of GDP to 30.5%.  
• However, this fall was entirely due to the household sector, with the private corporate and 

public sectors showing increases in their savings rates by margins of 2.2% points and 0.2% 
points, respectively. 

• This differentiated sectoral pattern of investment and savings rates had significant 
implications for the financing of investment.  

• Private corporate and public sectors were the deficit sectors, financing their deficits from the 
surplus savings of the household sector.  

• In addition, net inflow of foreign capital added to the flow of investible resources. 
 Note: Gross Domestic Saving is GDP minus final consumption expenditure. It is expressed 

as a percentage of GDP. Gross Domestic Saving consists of savings of household sector, 
private corporate sector and public sector. 
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What is household savings rate? 

• The household savings rate is the difference between a household’s disposable income 
and expenditure.  

• The overall savings rate is the amount an organisation or a person places in the savings 
account or a similar tool as a percentage of total disposable income. 

• Household sector, the largest contributor to savings in the economy. 
• Households include resident households and unregistered micro, small and medium 

enterprises (MSMEs). 
• Savings are indicative of how much the people of a country are likely to invest because more 

the savings, more the investment.  
• Households contribute more than half the total savings in the country, followed by private 

corporations and the public sector. 
• In the five years, the household sector accounted for an average 60.93% of the economy’s 

total savings (see graph).  
• Decline in overall savings rate is due to some combination of  
(a) Continued high consumption by households,  
(b) Low job creation in general and  
(c) Increase in financial liabilities of households to support short-term consumption 
• Nearly three-fourths of household savings is into real estate.  
• In the last few years, returns from real estate investments have suffered, affecting household 

disposable income. 
 

Fall in household savings rate 
• Throughout the period from 2011-12, the savings rate of the private corporate sector 

increased, reducing its dependence on the surplus savings of the household sector. 
• Given this pattern, at present, all the surplus savings of the household sector is 

available for the public sector.  
• With private corporate sector’s investment demand being largely met by its own savings, 

public sector’s borrowing requirements can be fully financed using the surplus from the 
household sector, supplemented by net inflow of foreign capital without any fear of 
crowding out. 

 What Is the Crowding Out Effect? 
• The crowding out effect is an economic theory arguing that rising public sector spending 

drives down or even eliminates private sector spending. 
 

What is the Crowding out Effect? 
• One of the most common forms of crowding out takes place when a large government 

increases its borrowing.  
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• The sheer scale of this borrowing can lead to substantial rises in the real interest rate, which 
has the effect of absorbing the economy's liquidity. 

• Because firms often fund such projects in part or entirely through financing, they are now 
discouraged from doing so because the opportunity cost of borrowing money has risen. 

• Crowding in, on the other hand, suggests government borrowing can actually increase 
demand by generating employment, thereby stimulating private spe 

 

Possible solutions 
• In 2018-19, the real GDP growth rate was 6.8%.  
• Two critical policy challenges need to be addressed.  
1. First, a countercyclical policy should increase growth rate to its current potential of 7%-7.5% 
2. Then structural reforms should raise the potential growth itself to above 8.5% if India is to 

attain a size of $5 trillion by 2024-25. 
 

More capital expenditure needed 
• From the monetary side, reducing the repo rate by a cumulated margin of 110 basis points in 

2019 has not as yet induced a noticeable growth response.  
• Complementary fiscal stimulus, in the form of additional public sector investment, may 

prove to be more effective. 
• Note: Fiscal stimulus is an increase in public spending or a reduction in the level of taxation 

that might be performed by a government in order to encourage and support economic 
growth. 

• However, given the fiscal deficit constraint, there is limited flexibility for increasing centre’s 
capital expenditure directly.  

• In the 2019-20 budget, this is estimated to be 1.6% of GDP.  
• There may be more liquidity in govt.’s hands, if additional dividends from the Reserve Bank 

of India (RBI) flow to the government.  
• Further, there may be some possible additional disinvestment. 
• Normally, the prescription to meet slowing demand is to increase government expenditure.  
• In the current situation, there can be an increase in government expenditure but it has to be 

directed towards an increase in investment expenditure. 
 Sick Financial sector 
• Another area that needs immediate attention is the financial system, which must be activated 

to lend more. 
• Liquidity is turning into insolvency. NBFCs are in crisis. 
• Nobody is trusting anybody else.  
• It's not just the government and the private sector, within the private sector, nobody wants to 

lend to anybody else. 
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Fiscal Responsibility and Budget Management Act  
• We need a re-look at the Fiscal Responsibility and Budget Management Act (FRBM) Act.  
• The government should actually move towards reducing the revenue deficit to zero.  
• This can happen if the Centre focusses more on items on the Union list.  
• Once this is achieved, the Central Government can be given full freedom over fiscal deficit, 

as the entire deficit will be directed towards meeting capital expenditures.  
• This was described as the ‘golden rule’ in U.K. 
 

What is Fiscal Responsibility and Budget Management Act  
• The Fiscal Responsibility and Budget Management (FRBM) Act was enacted in 2003 which 

set targets for the government to reduce fiscal deficits.  
• The targets were put off several times.  
• In May 2016, the government set up a committee under NK Singh to review the FRBM Act.  
• The government believed the targets were too rigid.  
• The committee recommended that the government should target a fiscal deficit of 3 per 

cent of the GDP in years up to March 31, 2020 cut it to 2.8 per cent in 2020-21 and to 
2.5 pe by 2023.  

• In Budget 2017, Finance Minister deferred the fiscal deficit target of 3% of the GDP and 
chose a target of 3.2%, citing the NK Singh committee report.  

• The Comptroller and Auditor General of India had pulled up the government for deferring 
the targets which it said should have been done through amending the Act.  
 

Mains question: 
Q) Discuss the key challenges to maintenance of fiscal discipline by the states. 
Examine the provisions of FRBM act that seeks to maintain fiscal discipline of 
the states. Also suggest alternatives to this end. 
 
Internal affairs 
[GS2: International relations] 
 
• External Affairs Minister S. Jaishankar’s said in Dhaka that the National Register of Citizens 

(NRC) in Assam is India’s internal matter. 
• This statement has relaxed Bangladesh. 
• Dhaka has repeatedly said that the 40 lakh-odd people who don’t figure in the draft NRC lists 

are not its citizens and it is not responsible for them.  
• In fact, Bangladesh has never accepted that any of its citizens ever illegally entered Indian 

Territory.  
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• The Supreme Court has repeatedly asked the Centre to ascertain from Bangladesh 
whether it would accept those persons, who might be declared foreigners, after the 
NRC exercise is completed in Assam. 

• In fact, the Supreme Court has had occasion to say that the Centre had not engaged 
Bangladesh in a substantive dialogue on the issue.  

 

The background 
 About National Register of Citizens (NRC) of Assam: 
• The National Register of Citizens (NRC) is the list of Indian citizens of Assam. It was 

prepared in 1951, following the census of 1951. 
 For a person’s name to be included in the updated NRC list of 2018, he/ she will have to 

furnish: 
• Existence of name in the legacy data: The legacy data is the collective list of the NRC data of 

1951 and the electoral rolls up to midnight of 24 March 1971. 
• Proving linkage with the person whose name appears in the legacy data. 
 Who is a citizen in Assam? 
• The Citizenship Act of 1955 was amended after the Assam Accord for all Indian-origin 

people who came from Bangladesh before January 1, 1966 to be deemed as citizens.  
• Those who came between January 1, 1966 and March 25, 1971 were eligible for 

citizenship after registering and living in the State for 10 years while those entering 
after March 25, 1971, were to be deported. 

 Non-inclusion of a person’s name in the NRC does not by itself amount to him/her being 
declared as a foreigner” as they would be given adequate opportunity to present their case 
before the Foreigners Tribunals (FTs).  

 The time limit to appeal before the FTs is also being increased from 60 to 120 days.   
 Every individual, whose name does not figure in the final NRC, can represent his/her case in 

front of the appellate authority, i.e. Foreigners Tribunals.  
 Under the provisions of the Foreigners Act 1946 and the Foreigners (Tribunals) Order 

1964, only Foreigners Tribunals are empowered to declare a person as a foreigner.  
 Thus, non-inclusion of a person’s name in the NRC does not by itself amount to him/her 

being declared as a foreigne 
 

What the Centre plans to do with the lakhs of people  
• What will be the fate of those who are likely to find themselves missing from the Register 

when it is finally published on August 31. 
• The BJP has long promised that it will deport all illegally resident Bangladeshis from Assam 

and the rest of India. 
• The party has simultaneously promised that all non-Muslims, whose names don’t figure in 

the NRC, will be given citizenship rights by amending the law.  
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• Other than this, there is no clarity on what the government plans to do with the lakhs of 
people likely to be rendered stateless after the NRC exercise is completed.  

• Though these persons would have access to foreigners’ tribunals and the courts of the 
country, the Centre and the Supreme Court should have had a plan in place. 

• In Assam, there are only six detention centres, where more than 1,133 individuals declared foreign 
nationals have been detained.  

• The highest number of declared foreigners are lodged at Tezpur (352), followed by Goalpara (267) 
and Jorhat (215), according to the home ministry.  

• The Centre has asked all states and union territories to set up at least one detention centre each with 
modern amenities for illegal migrants/ foreigners, so that they can be housed for longer periods and 
traced easily when deportation is legally ordered.  

• The powers to deport illegally staying foreign nationals have been entrusted under Article 258 
(1) of the Constitution to state governments,” said the official, who requested anonymity.  

• Many of the affected are abjectly poor people, with little or no understanding of how the NRC 
process works, and entered this country in the hope of a better future for themselves and their 
children.  

• It is the duty of the Government of India and the Supreme Court to ensure that these individuals are 
treated with dignity.  

• The government would also do well to treat all communities who don’t figure in the NRC in a non-
discriminatory manner. 

• India is a secular country and one can’t divide it into Indian Muslims and Hindus in case of 
citizenship. 

 

Conclusion 
• Therefore, there is great demand to hold a tripartite relation—between the government of 

Assam, the government of India and the government of Bangladesh.  
• Then it will be easy to solve the problem.  
• What about the people, who have been left out, the process of filing claims and objections 

will serve has a remedy it will start on 30 August, can once again appeal to have their case 
reconsidered.  

• Those left out are not yet being labelled as “foreigners” or being sent to detention centres.  
 


