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India  

A mixed FY27 budget  

 

• The government aims to narrow the fiscal deficit Budget FY27 (i.e. 
April 2026 until March 2027) to 4.3% of GDP from 4.4% in FY26, in line 
with our expectations.  
 

• The focus was on medium-term priorities of infrastructure and 
manufacturing sector development with limited near-term counter 
cyclical support for growth. India’s equity indices closed 2% lower on 
budget day while government bond yields were higher when markets 
opened on 2 February.  

 

• We continue to see room for the Reserve Bank of India (RBI) to cut its 
policy rate by 25bp in the current easing cycle, with the 6 February 
meeting setting up as a close call.  
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The finance minister announced the budget for the fiscal year 2027, i.e. starting April 2026 

until March 2027 (FY27) on 1 February 2027. The government aims to modestly narrow the 

fiscal deficit to 4.3% of GDP in FY27 from 4.4% of GDP in FY26, in line with our expectations 

(see India: Steady, albeit modest, fiscal consolidation, 22 January 2026).  

 

Focus on capital expenditures  

The fiscal focus for FY27 is bolstering capital expenditures. Capex is budgeted to increase by 

11.5%YoY from 4.2% in FY26 in the revised FY26 budget. Effective capital expenditures 

(which includes grants in aid for creation of capital assets) is budgeted to increase by 22.1% 

YoY from 6.0% in FY26. This increase in budget will be geared towards establishing new 

dedicated freight corridors from Dankuni in the East to Surat in the West, 20 new national 

waterways over the next five years and seven high speed rail corridors as ‘growth 

connectors’. While the Modi administration has followed through on national infrastructure 

development plans since 2014 particularly on bolstering rail and road connectivity, the 

additional focus in Budget FY27 is on waterways development.  

 

Meanwhile, the budget for current, i.e., operational, expenditures is set to grow at a slower 

pace of 6.6%YoY in FY27 from 7.4% in FY26. The rationalisation of operational expenditures 

will likely come from reduced requirements for remission of duties and taxes on exported 

products and lower requirements for imported urea and P&K fertilizers. 

 

INR crores FY25 FY26BE FY26RE FY27BE %YoY FY25 FY26RE FY27BE 

Total revenues 4652869 5065345 4964842 5347315  4.7 6.7 7.7 

Revenue Receipts 3036619 3420409 3342323 3533150  11.3 10.1 5.7 

Tax Revenue (Net to Centre) 2500039 2837409 2674661 2866922  7.4 7.0 7.2 

Non Tax Revenue 536580 583000 667662 666228  33.5 24.4 -0.2 

Capital receipts  1616250 1644936 1622519 1814165  -5.7 0.4 11.8 

Recovery of Loans 24617 29000 30190 38397  -7.6 22.6 27.2 

Other Receipts 17202 47000 33837 80000  -48.1 96.7 136.4 

Total Expenditure  4652867 5065345 4964842 5347315  4.7 6.7 7.7 

Revenue Account 3600914 3944255 3869087 4125494  3.1 7.4 6.6 

Capital Account 1051953 1121090 1095755 1221821  10.8 4.2 11.5 

Fiscal Deficit 1574431 1568936 1558492 1695768     
%GDP 4.8 4.4 4.4 4.3     

Source: Ministry of Finance; CEIC; OCBC Group Research.  

 

Tax revenue assumptions appear realistic  

Revenue collections are budgeted to grow 5.7% YoY in FY27 from 10.1% in FY26, with tax 

revenues (net to centre) projected to rise by 7.2% similar to 7% in FY26. Non-tax revenue 

collections are projected to drop 0.2% following a sharp 24.4% increase in FY26. The revenue 

math assumes nominal GDP growth of 10% in FY27, which is similar to our estimates.  

 

The newly introduced tax measures include an increase in the securities transaction tax (STT) 

from 0.02% to 0.05% with STT on options premium and exercise of options raised to 0.15% 

from 0.1% and 0.125%, respectively. The equity indices (Sensex and Nifty) dropped close to 

2% on 1 February on account of these higher taxes. The other reform reforms focused on 
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improving tax administration including through the New Income Tax Act 2025, further tariff 

simplification measures, and lower the minimum alternate tax to 14% from 15%. 

 

Focus on attracting higher value added manufacturing  

The introduction of the various tax incentives in Budget FY27 underscored the government’s 

commitment to bolstering the manufacturing sector, further supporting MSMEs and 

supporting the services sector. For the manufacturing sector, the government will exempt 

income tax for five years to non-residents providing capital goods, equipment or tooling, to 

any toll manufacturer in a bonded zone; raise duty free imports of specified inputs in the 

fishing, aircraft manufacturing, footwear and textiles sectors. The latter two have been 

impacted by the imposition of 50% on India’s exports to the US.  

 

The government is doubling down on its intention to develop higher value-added industries. 

The finance minister announced a 21-year tax holiday until 2047 for foreign companies 

providing global cloud services using Indian data centre infrastructure. The India 

Semiconductor Mission (ISM) 2.0 sets aside INR1000crores to focus on semiconductor 

equipment, materials and design. The budget for the Electronics Components 

Manufacturing Scheme (ECMS) was significantly increased to INR40,000 crore (up from 

INR22,000–INR23,000 crore) for FY27 to support the hardware ecosystem. 

 

Financing of the budget 

The government has estimated gross borrowings of INR17.2lakh crores with net borrowings 

at INR11.3lakh crores. This compares to gross borrowings of INR14.6lakh crores and net 

borrowings of INR10.4lakh crores in FY26. This high gross borrowing figure led to higher 

yields on India’s government bonds when markets opened on 2 February. Notwithstanding, 

the central government debt to GDP ratio is projected to be lower at 55.6% of GDP in FY27 

from 56.1% in FY26. The medium-term glide path remains to reach a debt to GDP ratio of 

50% +/- 1% by FY 2031, with the fiscal deficit acting as the operational target. The pace of 

fiscal consolidation to achieve the central government debt to GDP ratio by FY31 will remain 

gradual, reliant on a combination of narrowing the fiscal deficit but also raising economic 

growth.  

 

 

RBI has room to cut 

The room for counter-cyclical fiscal policy support in Budget FY27 was going to be limited, 

in our view. The measures in Budget FY27 corroborate this line of thinking, with GDP growth 

0

5

10

15

20

FY
10

FY
11

FY
12

FY
13

FY
14

FY
15

FY
16

FY
17

FY
18

FY
19

FY
20

FY
21

FY
22

FY
23

FY
24

FY
25

FY
26

R
E

FY
27

B
E

INRtrn Gross and net market borrowings

Gross Net

Source: CEIC; OCBC Group Research. 

-6.0

-4.0

-2.0

0.0

2.0

4.0

Jul-23 Dec-23 May-24 Oct-24 Mar-25 Aug-25 Jan-26

RBI: Net liquidity absorption (-)/injection (+) INRtrn

Source: CEIC; OCBC Group Research. 



             

 

 

 

 

 

 

 Follow our podcasts by searching ‘ OCBC Research Insights ’ on Telegram!   4 

 

4 

By Global Markets |  2 February 2026  

 
and fiscal consolidation in the coming fiscal year relying mainly on better capex 

disbursements and past reforms working its way through the economy. 

 

Monetary policy has the space to provide some additional counter-cyclical support. With 

headline inflation likely to remain well contained in FY27, albeit rising gradually through the 

fiscal year, we have pencilled in another 25bp rate cut from RBI in the current easing cycle. 

While a rate cut at the 6 February meeting cannot be ruled out, the portfolio flows picture 

which remains challenging could be experience further volatility upon an additional rate cut, 

particularly with INR already a significant regional underperformer. Moreover, Budget FY27 

did little to bolster near-term sentiment suggesting that the flows picture could remain 

under pressure, notwithstanding global developments.  

 

Furthermore, banking sector liquidity remains tight suggesting that reduced effectiveness 

of an imminent rate cut. RBI announced additional liquidity measures on 23 January 2026 

including a 90-day Variable Rate Repo operation for INR25,000 crore on January 30, 2026,  

USD/INR Buy/Sell Swap auction of USD10bn for a tenor of 3 years on 4 February 2026 and 

OMO purchase auctions for INR1,00,000 crore in two tranches of INR50,000 crore each to 

be held on 5 February and 12 February 2026. As such, we see the 6 February meeting as 

setting up as a close call.  
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This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other 

person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of 

the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 

compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading 

at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first 

independently verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate 

contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 

objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever 

is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 

report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or 

financial planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a 

financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before 

you make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Investment Research Private Limited (“OIR”), OCBC Securities Private Limited (“OSPL”) and their respective related companies, their respective directors and/or 

employees (collectively “Related Persons”) may or might have in the future, interests in the investment products or the issue rs mentioned herein. Such interests include 

effecting transactions in such investment products, and providing broking, investment banking and other financial or securities related services to such issuers as well as 

other parties generally. OCBC Bank and its Related Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts 

of interest between OCBC Bank, BOS, OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank 

and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. This report is intended for your sole use and information . By accepting this report, you 

agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained 

herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, 

subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance o r similar. In particular, you agree not 

to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments 

Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as 

implemented in any jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant Entity with any law, rule, 

regulation, guidance or similar (including, without limitation, MiFID II, as implemented in any jurisdiction). 

 

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets 

or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance. 

 

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for 

delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this 

document that do not relate to the official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall be understood 

as neither given nor endorsed. 
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