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ABSTRACT
India’s economic policymaking in the mid-
ORIGINAL ARTICLE 2020s reflects a decisive shift from short-term
macroeconomic stabilisation toward long-term
capacity building and productivity enhancement.
The Economic Survey 2025-26 articulates this
transition by integrating macroeconomic stability,
public investment, fiscal credibility, industrial
strategy, inclusion, climate resilience, and
technology governance into a coherent growth
framework. This paper analyses the key policy
Author premises underlying India’s contemporary
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economic concepts such as cyclical demand
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private investment, and fiscal sustainability in
simplified terms. By linking theory with policy
practice and real-world examples, this study makes
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INTRODUCTION
Economic policymaking in Indiahasevolved

sgnificantly over the past decade, shaped by domestic
structural challengesand arapidly changing global
environment. The COVID-19 pandemic, geopolitical
5% tensions, climaterisks, and technological disruptions

' have altered the nature of economic risksfaced by
Overall Similarity both developed and developing economies. In
response, policymakersareincreasingly required to
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term growth and resilience.
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The Economic Survey 202526 reflectsthischanging policy philosophy. Rather than focusing narrowly
on annual growth rates or short-term stimulus measures, the Survey presents a broader framework that
emphasi ses macroeconomic stability, ingtitutional capacity, productivity enhancement, and sustainability
(Government of India, 2025). It signalsashift away from excessiverelianceon cyclical demand management
toward building theeconomy’ s productive capacity.

Thispaper examinesthefoundational ideasguiding India scurrent economic strategy aspresentedin
the Survey. It explains core economic concepts embedded in the policy narrative and illustrates how these
ideasaretrandated into practical policy actions.

M acr oeconomic Stability as the Foundation of Growth

Macroeconomic stability refersto aconditioninwhich key economic variablessuch asinflation, fiscal
deficits, public debt, exchangerates, and financial system health remain within manageableand predictable
ranges. Stable macroeconomic conditionsreduce uncertainty for househol dsand businessesand create an
environment conducivetolong-terminvestment.

The Economic Survey emphas sesthat sustained growthisnot possiblewithout macroeconomic stability,
particularly inan environment marked by global uncertainty and financial volatility (Government of India,
2025; IMF, 2024). Inflation control istreated asacentra pillar of stability becausehigh and volatileinflation
reducesred incomes, distortsprice signal's, and discourages savings and investment.

For example, when inflation rises sharply, househol dstend to cut discretionary spending, and businesses
delay investment decisionsdue to uncertainty about costs and demand. The Survey notesthat Indiahas
witnessed moderation in headlineinflation compared to theimmediate post pandemic period, supported by a
credibleinflation-targeting framework and improved monetary policy transmission (RBI, 2024)

Fiscd stahility isequaly important. Large and persistent fiscal deficitscan crowd out privateinvestment
andraiseborrowing costs. The Survey highlightsthat I ndiahasreduced generd Government debt asapercentage
of GDPsincethe pandemic peak while continuing to prioritiesgrowth-enhancing expenditure. Thisreflectsan
approach wherefiscal disciplineisusedto build credibility rather than toimpose austerity.

Cyclical Demand Management: Meaning and Limitations

Cyclical demand management refersto short-term policy measures used by Governmentsand central
banksto stabilise economic fluctuations over the business cycle. During economic downturns, Governments
may increase spending or cut taxesto stimulate demand, while central banksmay lower interest rates. During
periods of overheating, the opposite measuresaretakento control inflation.

Such policiesareeffective for managing short-term shocks. For instance, during the pandemic, fiscal
stimulus packages and accommodative monetary policy hel ped prevent adeeper economic contraction.
However, the Economic Survey cautionsthat excessvereianceon cyclica demand management haslimitations.

Demand-side stimulus does not automatically increase the economy’ s ability to produce goodsand
services. If supply congtraints persist, increased demand may only lead to higher inflation rather than higher
output. The Survey therefore arguesthat India sfuture growth cannot rely primarily on demand stimulusbut
must focus on expanding productive capacity. Thisrecognition underpinsthe policy shift from cyclical
management toward structural reformsand capacity building.

Capacity Building and Productive Potential

Capacity building inan economic context refersto enhancing the economy’ sability to produce more
efficiently and sustainably over thelong term. Itinvolvesinvestment in physical infrastructure, human capital,
technology, andingtitutions.
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The Economic Survey adopts a production-function perspective, where output depends on labour,
capital, and productivity. Improving capacity meansincreasing the quality and efficiency of theseinpuits.
Infrastructureinvestment inroads, railways, ports, and logi stics reducestransportation costsand improves
market access. Digital publicinfrastructureimproves service ddivery, reducestransaction costs, and enhances
trangparency.

For example, improved | ogisticsinfrastructure alows manufacturersto sourceinputs more efficiently
and reach marketsfaster, thereby increasing competitiveness. Smilarly, digital platformsfor public services
reduce compliance cogtsfor businessesandimprove ease of doing business. By focusing on capacity building,
policy aimsto raisethe economy’s potential growth rate rather than merely boosting short-term output.

Public Capital Expenditure as a Growth Catalyst

Public capital expenditure refersto Government spending on long-term assets such asinfrastructure,
machinery, and public facilities. The Economic Survey places strong emphasison capital expenditureasa
centrd instrument of economic strategy.

Unlikerevenue expenditure, which supportsconsumption, capital expenditure crestesassetsthat generate
returnsover time. Infrastructureinvestmentsreduce production costs, improve connectivity, and enableprivate
sector expansion. The Survey highlightsadeliberate shift in Government spending toward asset creation,
particularly intransport and logistics sectors (Government of India, 2025).

K ey Sector sof Public Capital ExpenditureFocus

Sector Economic Impact
Roadsand Highways | Reducedlogisticscosts, regiona integration
Ralways Freight efficiency, mobility

UrbanInfrastructure | Improved productivity and living standards
Digitd Infrastructure | Market accessand serviceefficiency

Publicinvestment also playsacoordinationrole. In sectorswhere privateinvestorshestate dueto high
initial costsor long gestation periods, Government investment reducesrisk and attracts private participation.

Crowding-In of Private | nvestment

Crowding-in refersto astuation where Government spending stimul ates privateinvestment rather than
displacing it. Thiscontrastswith crowding-out, where excessive Government borrowing raisesinterest rates
and discouragesprivateinvestment.

The Economic Survey arguesthat high-quality public capital expenditurecrowdsin privateinvestment
by improving infrastructure, reducing uncertainty, and enhancing project viability. For example, whenthe
Government investsin highwaysand industrid corridors, it becomesmoreattractivefor privatefirmstoinvest
infactories, warehouses, and logistics servicesa ong theseroutes.

Thiscrowding-in effect isparticularly important for reviving theinvestment cycleand sustaining long-
term growth.

Fiscal Policy and Debt Sustainability

Fiscd sustainability refersto the Government’sability to manageitsfinanceswithout risking solvency or
excessveinflation. The Economic Survey adoptsamedium-term perspectiveon fiscal sustainability, linking
debt dynamicsto growth performance. Rather than focusing solely on annual deficit targets, the Survey
emphad sestheimportance of productive expenditurethat strengthensgrowth and revenuegeneration over time.

Capital expenditureisprioritized because it enhancesthe economy’s capacity to service debt inthe
future. Thisapproach reflectsmodern fiscal thinking, which recognizesthat debt sustainability dependsonthe
relationship between interest ratesand growth rather than on arbitrary numerical thresholds (IMF, 2024).
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Financial Sector Reforms and Cost of Capital

Thecost of capital reflectsthereturn that investorsrequirefor deploying their funds. A high cost of
capital discouragesinvestment and dowsdown the pace of growth. Thissurvey identifiestherelatively high
cost of capital in Indiaasastructural impediment. Reformsin thefinancial sector aim to degpen markets,
improvecredit alocation, and strengthen regul ations.

The development of corporate bond markets has been highlighted asameansto providelong-term
financeat competitiverates (RBI, 2024).However, thissurvey emphas zesthat financial reformsaonearenct
sufficient. Bringing about asustainablereduction in the cost of capital requireshigher productivity, export
competitiveness, and domestic savings, thereby reducing reliance on volatile externd finance.

Industrial Srategy and Global Value Chains

Inthe Survey, industrial policy has been framed in the context of evolving global value chains. The
competitivenessof manufacturing now relieslesson cost doneand moreonreliability, scale, and technological
capability. The primary focusof policy initiativesison enhancing ‘ Ease of Doing Business,” infrastructure, skill
development, research and devel opment, and theintegration of MSMEs. These measuresaim to position
Indiaasardiableand indispensable partner within globa manufacturing networks.

Inclusion as a Growth Enabler

Inclusivegrowth ensuresthat the benefits of economic expansion arewiddy shared. ThisSurvey views
inclusonasaninput to growth rather than merely asamechanismfor redistribution. Furthermore, improvements
ineducation, heath, and financid inclusion boost labor productivity and expand domestic demand. Community-
based organizationsplay apivota roleinimplementing livelihood programsand strengthening local economic
participation (Government of India, 2025; World Bank, 2024).

Climate Adaptation and Development

Climate adaptation refersto measuresthat reduce vul nerability to climaterisks. The Economic Survey
Integrates adaptation into devel opment planning, emphasising publicinvestment inresilient infrastructureand
rural development. This approach reflects the understanding that resilience and growth objectives are
complementary. Investmentsin climate-resilient infrastructure protect economic assetsand livelihoodswhile
supporting long-term devel opment (UNDP, 2023).

Technology Governance and Trust

Therapid adoption of technologiessuch asartificia intelligence presents new economic opportunities
and risks. The Survey highlightstheimportance of governanceframeworksthat ensure safety, transparency,
and accountability. Clear regulatory boundariesfor high-risk applicationshel p build public trust and reduce
uncertainty for innovators, thereby supporting sustainabl e technol ogical adoption.

CONCLUSION

The Economic Survey 2025-26 presents a comprehensive framework for India’s economic
policymaking, grounded in macroeconomic stability, capacity building, andinditutiona reforms. By shiftingits
emphasisfrom cyclica demand management tolong-term productivity growth, the Survey reflectsan evolving
understanding of sustai nable development. Publicinvestment, fiscal credibility, inclusion, andresilienceare
identified asmutually reinforcing pillars of growth. For students, scholars, and educators, thisstudy offers
valuableins ghtsinto the contemporary practice of economic policy inIndia
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