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Key announcements for the sector 
• The Union Budget presented by the Hon’ble Finance Minister, Smt. Nirmala Sitharaman had no specific 

announcements with regard to the defence sector 

• The total allocation for defence has been increased from INR4,31,011 crore [Budget Estimate (BE) FY 19-20)] 

to INR4,71,378 crore (BE FY 20-21) an increase of 9.37%. An increase of 5.03% is discernable when compared 

to Revised Estimate (RE) FY 19-20 which stood at INR4,48,820  

— The Capital Outlay (Demand # 20) has witnessed an increase of 3.0% (INR1,13,734 crore) when compared 
with the RE FY 19-20 which stood at INR1,17,810 crore.  However, the Capital Outlay has been increased by 

10.0% when compared to the BE FY 19-20 figure of INR1,03,394 crore 

— The allocation for Revenue expenditure (Demand # 19) has been increased by 1.7% (to INR2,09,319 crore) 

as opposed to RE FY 19-20 figure of INR2,05,902 crore. The Revenue expenditure has only witnessed an 

increase of 3.7% when compared with the BE FY 19-20 figure of INR2,01,902 crore 

— The budgetary allocation towards defence pensions, which is the second largest allocation after Revenue, 

stood at INR1,33,825 crore, an increase of 13.6% vis-à-vis the RE FY 19-20 figure of INR1,17,810 crore.  This 

sub-head witnessed a greater increment of 19.4% when compared to the BE FY 19-20 figure of INR1,12,080 

crore 

— The smallest sub-head within the defence budget i.e. the civil expenditure registered a decrease of 1.5% 

(INR14,500 crore) vis-à-vis the RE FY 19-20 figure of INR14,714 crore.  However, there was an increase of 

6.3% when compared with the BE FY 19-20 figure of INR13,635 crore. 

Implications for the sector 
• The allocation of INR4,71,378 crore, which is inclusive of defence pensions and civil works, provides for an 

increase of 5.03% (vis-à-vis RE FY 19-20) despite the need for modernisation of all three services 

• The Union Budget provides for a sum of INR3,23,053 crore towards capital and revenue expenditure and this 

amounts to a very paltry increase of 2.13% vis-à-vis the figure of INR3,16,296 crore (RE FY 19-20) 

• Defence pensions account for a significant portion of the defence budget at 28.4% of the total allocation of 

INR4,71,378 crore. The increase of 13.6% (in comparison to the RE FY 19-20 figure for defence pensions) 

remains a concern for the Ministry of Defence and this figure is only likely to increase 

• The sub-head Revenue (Demand # 19) stands at 44.4% of the total defence budget at INR2,09,313 crore. The 

efforts to structurally optimise the tooth-to-tail ratio of the services along with other measures is aimed at 

reduction of this sub-head and increasing the allocation of funds towards modernisation of the forces  



 

• The capital outlay provided to the three services, as part of the Union Budget, provides insights into the areas 

of focus for the Ministry of Defence for this financial year: 

— The Army has received an increase of 9.2% (INR32,392 crore) in its capital outlay in comparison to RE FY 

19-20 (INR29,667 crore). The Navy has received an increase of 2.0% (to INR26,688 crore) while the capital 

outlay allocated to the Air Force has decreased by 3.5% (to INR43,282 crore) 

— The Army has received an increased allocation to the tune of 24% (INR4,000 cro re) for “Aircraft and 

Aeroengines” compared to RE FY 19-20 (INR3,237 crore). The budget head “Other Equipment” for the 

Army also witnessed an increase of 8.0% (INR20,209 crore) compared to RE FY 19-20 (INR18,717 crore)  

— The Navy has been provided with a significant increase of 303.5% (INR4,640 crore) vis-à-vis RE FY 19-20 

(INR1,150 crore) towards acquisition of “Aircraft and Aeroengines”. However, the capital expenditure 
towards Naval Fleet has been reduced by 17.4% to INR12,746 crore in this financial year which may 

indicate a renewed focus towards acquisition of rotary wing based anti-submarine warfare capability 

— While the overall budgetary allocation for the Air Force has been reduced, the Union Budget has provided 

for an increase of 23.8% (INR26,910 crore) vis-à-vis RE FY 19-20 (INR21,736 crore) towards acquisition of 

“Aircraft and Aeroengines”.  This increased allocation may be utilised towards acquisition of the 

indigenously designed and developed Tejas fighter aircraft to replace the depleting fighter fleet 

— The total capital outlay for Defence Ordnance Factories has been reduced by 14.4% to INR756.50 crore in 

comparison with the allocation for the previous year that stood at INR884.05 crore (BE/ RE) . This reduction 

may indicate implementation of reforms within the ordnance factories towards making them self -

sustainable 

— The Union Budget provides for an increased allocation of 20.7% (INR10,533 crore) for Research and 

Development vis-à-vis RE FY 19-20 (INR8,724 crore). However, the budgeted estimate for FY 19-20 had 

provided for INR10,484 crore and the revised estimate was reduced to INR8,724 crore. 

• The increased capital outlay for specific areas may indicate a renewed focus on “Make in India” and the 

development of indigenous manufacturing capabilities within the two defence industrial corridors at Uttar 

Pradesh and Tamil Nadu. 
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