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General Studies-3; Topic: Indian Economy and issues relating to planning, mobilization 
of resources, growth, development and employment. 
 

Stepping up Public and Private Investment 
 
Introduction  

• Recently the Finance Minister flagged concerns about sluggish corporate investment, despite the 
government’s business-friendly stance, including a reduction in the corporate tax.  

 
Private investment 

• Private investment accounts for close to 75% of total capital formation in the economy. 

• Its revival therefore is essential for sustained growth of the economy. 

• Private capital formation last peaked in 2011–12. 
 
Stepping up public investment 

• Since 1947, every turning point of growth in India was preceded by a significant shift upward of 
the public investment rate.  

• International Monetary Fund has suggested that public investment can play the role of an engine of 
growth for the developing economies. 

• The sustained growth needed to kindle private investment may require that the current public 
investment thrust be sustained for at least half a decade. 

• Public investments will create demand for industrial inputs like cement, steel and capital goods, 
and generate jobs. 
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• In view of the hardship caused by the COVID-19 pandemic, the government provided direct support 
to people through various schemes like Jan Dhan, PM KISAN and Pradhan Mantri Garib Kalyan 
Yojana. 

• The initiatives will facilitate crowding in of private investments and generate jobs for factory 
workers, skilled, semi-skilled and unskilled persons.  

 
Capital Investment 

• Capital investment has a larger, very strong multiplier effect, which lasts more than one year.  

• It generates demand for the inputs which get into the investment — cement, steel, capital goods, 
construction machinery and so on. 
 

Concerns/ Challenges 

• Inflation can derail a high public investment programme due to the disaffection it generates. 
 
Response to job crisis 

• Mahatma Gandhi’s insight that “what we need is not mass production, but production by the 
masses” must be an enlightened vision of Indian business.  

• Much of India’s blue-collar employment is generated in Small and Medium Enterprises (SMEs) and in 
its sprawling gig economy. 

• Some 45% of India’s manufacturing takes place in garments units, hazardous chemical factories and 
in unsafe engineering workshops.  

• The jobs thus created are sub-optimal with low wages and unstable working conditions. 

• India’s SME sector needs to modernise itself with the help of digital technology, professional 
management and better scale of operations. 

 
Way Forward 

• The public investment must be focused on productivity-enhancing infrastructure.  

• Here, some tied transfer of funds to the States would be desirable, as they are better placed to 
identify such investment. 

• Step-up in the growth of agricultural produce other than cereals.  

• Steps which can have long to medium term impact are needed to boost the economy in a sustained 
manner.  

 
Conclusion 

• Public investment, if timed and targeted right, can actually ‘crowd-in’ private investment rather 
than ‘crowd-out’ such funds. 
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